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SECTION 1:  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.  

[image: image3.png]*SCOA VERSION 1 - INTITIALRESEARCH \

«Studied and identified potential changes between the SCOA for Departments and the then
National Treasury Annual Financial Statement Template for Municipalities

«Studied and identified potental changes between the SCOA for Departments and the Municipal
Budget and Reporting Regulations and Return Forms

«Selected 5 Pilot Municipalities for collecting information to populate the SCOA for
Municipalities

«Requested clarification of information from the selected Pilot Municipalioities

«Formulate Version 1 of the SCOA, agreed on the segments collectively being the SCOA for
Municipalities and the OVerall Design Principles J

*SCOA VERSION 2 - STAKEHOLDER INVOLVEMENT \
«First external stakeholder information sessions

«Meeting with Pilot Municipalities selected in Phase 1

«More potential municipalities involved for piloting of the SCOA

«Firts interactions with identified system vendors

+ VERSION 3 - INTERACTION WITH SPECIFIC STAKEHOLDERS

eIntervention with System Developers

User Group Meetings

eIdentified and interacted with more potential piliot municipalities

*NERSA Meetings and provision in SCOA

«National Department Interactions: Water Affairs, Trade and Industry and Human Settlements
«Set-up of SQL Database and Illustration

«Roadshows and Workgroups

eInternal to National Treasury consultation with stakeholders

*VERSION 4 - PRE-SCOA REGULATION

«Align Budget Reporting Format and Annual Financial Statement Template
«Complete detail accounts for SCOA classification tables

«Define all levels and labels

+Add "posting levels” and "account numbers"

«Standard Terminology List

«Further develop SQL Database for testing the classification framework

eldentify potential tests for building illustrations in SQL Database

«Draft Regulation for "formal consultation" process for finalising the SCOA Regulation





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 on-going 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 account 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
	
	
	
	
	
	
	


This summary document is a work in progress and will be amended from time to time

SECTION 2:  FUNDING SEGMENT
Overview of the 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 expenditure.  

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” had 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 “costing” provides for the extraction of costing 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 the specific reserve.  

Illustration:  Overview of the Segment

The sources 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.  

Discussion of the high-level categories is presented in the body of the section in accordance with the references given hereunder.  

	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
	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 account exists in the Item Segment Expenditure component.  
Indirect or secondary cost-elements are like production costs, material overheads, production overheads; they can be created and administered only in the Costing 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.
	


Design Principles

The following design principle(s) has/have been used in preparing the segment outline:

Principle 1:  SCOA - The segment outline and detail classification provides for all possibilities as a “master SCOA” from which each municipality select the accounts needed to “populate” their chart of accounts.
Principle 2:  Municipal Entities and Agencies- Recording of transaction in this segment would be done according to the principles determined for municipalities.

Principle 3:  Internal Billings, Departmental Charges and Activity Based Recoveries - these elements are provided for in the Segment for Financial Modelling.  The cost collectors provided for are in accordance with the costing methodologies guideline proposed by National Treasury.  The allocations are based on the proposed standard and serve as guide on the minimum requirements for costs to be allocated.  Due to the nature and complexity of internal charges and municipalities being in different stages of implementation this group of accounts would require customisation according to system requirements and municipality’s implementation thereof.    

Principle 4:  Legislative and Regulatory Requirements - The research and development into the segment, categories and detail accounts were guided by the legislation and regulations read with circulars and guidelines issued by national treasury and summarised in the table below.  Furthermore brief comments on any changes to a circular or guideline (issued by National Treasury) following the SCOA Regulation are given in the “Proposed Changes Column” of the table.

Principle 5:  Linking Transaction by Business Process to SCOA - Business processes is the set of activities taking place from the initiation of a process to the completion thereof.  Typical in the context of financial reporting a source document from an activity within a business process initiates the activity to flow through a defined business processes ultimately resulting in the transaction to be captured within a financial model in the system and updating the general ledger.  The SCOA provides a classification structure within the general ledger to “record” transaction information within “fields” within the database functioning in the background of the financial application.

Principle 6:  Category Links and Programming Rules - Category links and business rules refer to programming rules that system developers of financial and business applications for local government would be required to provide for in the application.  The considerations listed may not be complete considering the development stage of this project and might need to be enhanced as this consultation with the various stakeholder groups evolves.  

Principle 7:  SCOA Detail Accounts - 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).

Principle 8:  SCOA Definitions - The master SCOA provides definition for all accounts and reporting levels to assist practioners in achieving consistency in recording transactions of a similar type or nature between municipalities to enhance the comparability of information and report extraction.

Principle 9:  Annual Financial Statements and Budget Reporting Formats - alignment of budget and reporting formats with the Standards of GRAP applicable to the different categories of municipality, especially recognising that local government uniquely operates in an accrual accounting and budgeting environment.

Principle 10:  The Standards of GRAP Reporting Framework - outlined in Directive 5 issued by the Accounting Standards Board 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.

Principle 11:  Legislative Framework - Sections 18 and 19 of the MFMA includes specific provision for funding expenditure and spending of money on service delivery.  This segment includes classifications to capture the budgetary, planning decisions and actual expenditure to extract information on the source of funding for capital and operational spending.

Principle 12:  Legislative Framework - The National Division of Revenue Act determines that any allocations made in terms of Schedules 4, 5, 6, 7 or 8 of the act may only be utilised for the purpose stipulated in the Schedule concerned.  Specific responsibilities are placed on the receiving officer to monitor spending on allocations.  The Funding Segment assists in providing this information by linking the allocation received to a specific funding label and allocating the payments made relevant to the source of funding to the specific label.  At any given time the balance available in terms of funding and spending on a fund would be available.  

Principle 13:  Budget Reporting Format - The Budget Return Forms (SA 10 Funding Measurement) provide for schedules to illustrate funding compliance, initially undertaken as a self-assessment by municipalities as part of the budget development process.  Non-achievement of the required standard of any of these indicators may require that aspects of the proposed budget be revised until full compliance is achieved.  This schedule consists of 18 factors derived from information from the annual or budgeted statements of financial performance, financial position and cash flows covering the anticipated funding position of the municipality.  The classifications in this segment provides for actual funding received with actual operational and capital spending incurred by specific funding source taking in to consideration the effect of revenue and expenditure accruals.  

Principle 14:  Economic Reporting Format - The Economic Reporting Format, September 2009 identifies the categories for transfers as being transfers received from other governmental units (national, provincial and local government (specific in the context of municipalities, district municipalities), universities and technicons, foreign government, international organisations, public corporations, private enterprises, households and non-profit institutions.  The budget reporting regulations distinguish between transfers recognised operational and capital, contributions and public donations and contributed assets.  

Principle 15:  Operational versus Capital - Operational expenditure should ideally be funded from “operational funding” and not from “capital funding” in accordance with sound financial management principles.  We recognise that municipalities are challenged by negative cash-flow positions from time-to- time necessitating deviation from this general principle”.  This position need to be captured as it occurs and when operational funding is available these funds “shifted” to restate the position of the capital fund.  

Principle 16:  Special Rating Areas - Property rates levied on “special rating areas” to be separately provided for within “revenue” to meet the accounting requirements provided for in Section 12 of the Local Government Municipal Property Rates Act No 6 of 2004.  The posting-level detail to be populated by the municipalities.  

Principle 17: Equitable Share - Equitable share is separated within “revenue” to be able to link the cost of providing basic services to poor households to the funding source.  This account used with the account detail in the item, function, regional and project segment would thus give an indication of funding, spent, what it’s been spent on, and the ward/area receiving the benefit.  

Principle 18:  Costing – Costing elements to be extracted based on the departments charged for the use of municipal services and functions.  The cost collectors provided for are in accordance with the costing methodologies guideline proposed by National Treasury.  The allocations provided are based on the proposed standard and serve as a guide of the minimum requirements for costs to be allocated.  Due to the nature and complexity of secondary cost and municipalities in different stages of implementation this group of accounts would require customisation according to system requirements and municipalities implementation thereof.   

Principle 19:  Allocations In-kind - The Standard of GRAP 23 Revenue from Non-exchange Transactions provides guidance on the recognition of services and goods given in-kind.  Further this Standard of GRAP requires that goods be recognised at fair value but encourage the recognition of services but does not require it as the market value of such services might be difficult to obtain.  The classification provides for recognition of goods and services.  Strict compliance to the provision set in this standard in the absence of clear implementation guidance would result in inconsistency between municipalities.  Quantifying the impact of this principle to determine the significance thereof is not possible due to information not being available in the local government database.     

Principle 20: Transfers and Subsidies [National Departments] - The classifications provided for under this group of accounts are based on Schedule 4, 6 and 7 of the Division of Revenue Act, No 2 of 2013.  The content of this classification would require annual update based on the allocations published in the DORA for the reporting period.  

Principle21: Transfers and Subsidies (Provincial Departments) - The Local Government MTEF Allocations Information Sheet had been used to design the categories proposed.  This document does not provide the economic classification of the transfers and subsidies but only the name of the transfer and the transferring department.  In some instances the information provided on the information sheet differs from the DORA for the Province, Provincial Appropriation Bills and Budget Statements.  As an alternative and to assist in comparability of information over time a classification based on purposed had been included in SCOA.  The municipality would be required to specify the name of the allocations as provided for in the respective DORA.
Principle 22:  Transfers and Subsidies (District Municipalities) - Limited information is available from the local government database thus the “functional classification” has been used for the purpose of classifying district transfers and subsidies to local municipalities in the absence of specific detail.  Municipalities would be required to specify the allocation by including the name in selecting the account from SCOA and this might be necessary to revise on an annual basis.  
Principle 23: Transfers and Subsidies (Departmental Agencies, Foreign Government and International Organisations, Households, Non-profit Institutions, Private Enterprises, Public Corporations and Universities and Technicons) - Limited information is available from the local government database accordingly ”entities” added to these categories are based on the detail defined by the SCOA for Departments revised for municipalities.  Requests for comments to municipalities following the  “road shows” (preceding the release of the draft regulations) revealed little inputs to revise the content of these categories comprising about 70% of the detail populated in this segment.  Municipalities would be required to request additional information to be considered either during the comments processes following the release of the SCOA Draft Regulations either the formal process for requesting changes/revisions to the SCOA Technical Committee.  

Legislative and Regulatory Requirements

The research and development into the segment, categories and detail accounts were guided by the legislation and regulations read with circulars and guidelines issued by National Treasury and summarised in the table below.  Furthermore brief comments on any changes to a circular or guideline (issued by National Treasury) following the SCOA Regulation are given in the “Proposed Changes Column” of the table.

	Act, Regulations, Guideline or Circular
	Section and Requirement
	Proposed Changes

	Costing Methodologies Guideline Draft
	
	

	Division of Revenue Act No 6 of, 2011
	
	

	Local Government Municipal Property Rates Act No 6 of 2004
	Section 22:  Special Rating Areas
	

	MFMA Funding Compliance Guideline 10 March 2008
	
	

	Municipal Budget and Reporting Regulations
	Chapter 1, Part 3, Paragraph 10 Funding of Expenditure and Paragraph 11 Funding of Capital Expenditure

A5:  Capex

SA 10:  Funding Measurement
	

	Municipal Finance Management Act, No. 56 of 2003
	Section 18:  Funding of Expenditure

Section 19:  Capital Projects

Section 45:  Short-term Debt

Section 46:  Long-term Debt
	

	Municipal Structures Act No 117 of 1998
	None
	


Transactions by Business Process to be allocated in this Segment

Business processes are the set of activities taking place from the initiation of a process to the completion thereof.  Typical in the context of financial reporting is a source document from an activity within a business process initiating the activity to flow through a defined business processes ultimately resulting in the transaction being captured within a financial model in the system and updating the general ledger.  

The SCOA classification framework provides a classification structure within the general ledger to “record” transactional information within “fields” within the database functioning in the background of the financial application.

Identification of transactions by typical business processes thus would provide a standardisation of specific transactional types for recording within the various segment of SCOA.  

The transaction types reflected here are based on the initial discussions of the Project Steering Committee held during October 2010.  Pending the completion of the “Business Process links to SCOA” this table will be replaced.  

	Transaction Type
	Allocate Yes/No
	Comments

	Net Assets
	Yes
	

	Assets
	Yes
	

	Liabilities
	Yes

	

	Revenue
	Yes
	

	Expenditure
	Yes
	


Pending the outcome of the Business Processes Project, but prior to consulting with the system vendor this table would need to be replaced with a more detailed table to facilitate standard implementation throughout all financial and business systems used by municipalities.  The proposed table would give a standard based on the generic design of the business processed which might result in customisation to be done by the various system vendors to meet specific system requirements.  

Category Links and Business Rules

Category links and business rules refer to programming rules that system developers of financial and business applications for local government would be required to provide for in the application.  The considerations listed may not be complete considering the development stage of this project and might need to be enhanced as this consultation with the various stakeholder groups evolves.  

Proposals identified at this stage of the development of SCOA:

· Fund to be linked at the budget/planning stage to specific projects in the Project Segment and items from the Item Segment.

· Logical links to prevent using capital funding sources for operational spending/projects.  An option needs to be available for the interim use of a capital funding source is necessitated for priority payments such as salaries and wages, bulk service providers, etc. 

· The SCOA Business Process linked defines the specific transaction types by business process for classification within this segment, e.g. billing for trading services versus actual cash-collections from trading services.  Pending the completion of the specific details categories need to be determined for these.  

· Link funding source accounts to the revenue accounts and specific transaction types, e.g. correction to meter readings impact on billing and not cash collected and therefore need to be recorded in “Non-funding Transactions”.  

· The Costing Segment and the specific transactions relating to this segment need to be classified to the category “costing”.

· Revenue accounts in the Item Segment associated with “Revenue” in the Funding Segment to be linked considering transaction types.  Transaction types to be identified for linking to Non-funding Transactions.
· Allocation in-kind are not represented by “cash” but might be contributing to a specific project and thus be considered “funding”. 

· Setting-up posting-level accounts for:

· Borrowing – The account detail by institutions are set-up in the Item Segment:  Assets, liabilities and net assets specifically current and non-current liabilities.  In adding/changing these accounts the information needs to automatically update, the Fund Segment.

· Cash-backed Reserves – Current and non-current investments need to be set-up in the Item Segment Assets, Liabilities and Net Assets specifically current and non-current assets.  In adding/changing these accounts the information needs automatically update to the Fund Segment.

Classification Structure

Revenue

Funding for general use to execute the functions and powers allocated to the 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.  

The revenue classification is further divided into the following posting-level accounts:

	Classification
	Definitions
	Paragraphs

	General Revenue
	Revenue of a general nature without any specific conditions directing the use of the funds.  
	

	Equitable Share
	Local government’s equitable share of nationally raised revenue to enable municipalities to provide a basic level of services to low-income households in their areas of jurisdiction at an affordable cost.
	

	Special Rating Areas
	Special rating areas as determined by the Local Government Municipal Property Rates Act, Section 22 Special Rating Areas.  
	


General Revenue

Revenue as per definition provides for revenue of a general nature to be utilised as indicated by the budget for operational spending, transfer to reserves for future funding purposes and capital projects.
This source of funding has no legal base for conditional application.  Examples of revenue-sources of a “general nature” include tariff services such as water, electricity, sanitation and refuse, licences and permits, agency services income, fines, penalties and forfeits, VAT refund from expenditure incurred on transfers and subsidies, property rates (excluding special rating areas), interest and dividends, and gains from the disposal of property, plant and equipment.  

Information classified within the Function Segment with the Item Segment classification provides information to determine for example for the electricity function revenue generated, expenditure incurred, allocated assets, liabilities and net assets to give a financial position and performance view on a municipal function,  from a costing perspective to ascertain if the tariffs determined are cost reflective by resulting in a profit or at least break-even.  
Equitable Share
By definition the equitable share is the allocation to local government of nationally raised revenue for providing a basic-level of service to low-income households, separating this source of revenue facilitates extracting information on the cost of delivering services to these low-income households compared to the contribution received.

Special Rating Areas

The Local Government Municipal Property Rates Act No 6 of 2004 determines that a municipality may by resolution of its council determine an area within that municipality as a special rating area, levy an additional rate on property in that area for the purpose of raising funds for improving or upgrading that area and differentiates between categories of properties when levying an additional rate.  
Conditional and directed by sub-section (3)c is that when the municipality determines a special rating area the municipality must establish separate accounting and other record-keeping systems regarding the revenue generated by the additional rate and the improvement and upgrading of the area.  Furthermore that a committee may be established as an advisory and consultative forum for the improvement and upgrading of the area and must be a sub-committee of the ward committee in the area.

The “special rating area” category as provided for thus assists the accounting mechanism within SCOA to be able to record and report on the funding generated for a specific rating area, the spending incurred and the actual activity recorded within the project segment achieving compliance to the legislative requirement.  

The posting-level account needs to be created for each special rating area within the municipal boundaries and are determined based on council resolution.  Accordingly this account would allow for this detail to be populated by the municipality.  

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.  
Providing for “commercial services” within this segment, together with the Item Segment provides the classification for recoding transactions to be able to extract information on financial performance, and the financial position of the specific service.  

Provided for in the SCOA are:

· Abattoirs

· Airports

· City Parks, Reserves and Gardens

· Civic and Open Air Theatres

· Convention Centres

· Development Agencies

· Fresh Produce Markets

· Property Agencies

· Quarries

· Sand Mining

· Tourism

· Urban Transport

· Zoo’s and Museums

Municipalities requiring classifications in addition to those provided for in the SCOA need to follow the process for requesting changes.

Transfers and Subsidies

This category provides for of all unrequited, voluntary receipts from other entities.  Thus an entry should be made under this item when the municipality does not provide anything of similar value directly in return for the transfer from the other party and the transfer is voluntary.  This group of accounts provide for "operational and capital transfers and subsidies" received "in-kind or in monetary value".
The table below provides an overview of the classifications provided for within this group of accounts.
	2.
	3.
	4.
	Definition
	Paragraph

	Capital
	This group of accounts provide for funds received from "transfers and subsidies" for capital purposes both "in-kind and monetary" value.
	

	
	Allocations In-kind
	This group of accounts provide for funds received from "transfers and subsidies" for capital purposes "in-kind".
	

	
	
	Departmental Agencies and Accounts
	Capital funds received "in-kind" from departmental agencies and accounts.
	

	
	
	District Municipalities
	Capital funds received "in-kind" from district municipalities.
	

	
	
	Foreign Government and International Organisations
	Capital funds received "in-kind" from foreign government and international organisations.
	

	
	
	Households
	Capital funds received "in-kind" from households.
	

	
	
	National Departments
	Capital funds received "in-kind" from national departments.
	

	
	
	Non-profit Institutions
	Capital funds received "in-kind" from non-profit institutions.
	

	
	
	Private Enterprises
	Capital funds received "in-kind" from private enterprises.
	

	
	
	Provincial Departments
	Capital funds received "in-kind" from provincial departments.
	

	
	
	Public Corporations
	Capital funds received "in-kind" from public corporations.
	

	
	
	Universities and Technicons
	Capital funds received "in-kind" from universities and technicons.
	

	
	Monetary Allocations
	This group of accounts provide for funds received from "transfers and subsidies" for capital purposes in "monetary value".
	

	
	
	Departmental Agencies and Accounts
	Capital funds received (monetary value) from departmental agencies and accounts.
	

	
	
	District Municipalities
	Capital funds received (monetary value) from district municipalities.
	

	
	
	Foreign Government and International Organisations
	Capital funds received (monetary value) from foreign government and international organisations.
	

	
	
	Households
	Capital funds received (monetary value) from households.
	

	
	
	National Departments
	Capital funds received (monetary value) from national departments.
	

	
	
	Non-profit Institutions
	Capital funds received (monetary value) from non-profit institutions.
	

	
	
	Private Enterprises
	Capital funds received (monetary value) from private enterprises.
	

	
	
	Provincial Departments
	Capital funds received (monetary value) from provincial departments.
	

	
	
	Public Corporations
	Capital funds received (monetary value) from public corporations.
	

	
	
	Universities and Technicons
	Capital funds received (monetary value) from universities and technicons.
	

	Operational
	This group of accounts provide for funds received from "transfers and subsidies" for capital purposes both "in-kind and monetary" value.
	

	
	Allocations In-kind
	This group of accounts provide for funds received from "transfers and subsidies" for operational purposes "in-kind".
	

	
	
	Departmental Agencies and Accounts
	Operational funds received "in-kind" from departmental agencies and accounts.
	

	
	
	District Municipalities
	Operational funds received "in-kind" from district municipalities.
	

	
	
	Foreign Government and International Organisations
	Operational funds received "in-kind" from foreign government and international organisations.
	

	
	
	Households
	Operational funds received "in-kind" from households.
	

	
	
	National Departments
	Operational funds received "in-kind" from national departments.
	

	
	
	Non-profit Institutions
	Operational funds received "in-kind" from non-profit institutions.
	

	
	
	Private Enterprises
	Operational funds received "in-kind" from private enterprises.
	

	
	
	Provincial Departments
	Operational funds received "in-kind" from provincial departments.
	

	
	
	Public Corporations
	Operational funds received "in-kind" from public corporations.
	

	
	
	Universities and Technicons
	Operational funds received "in-kind" from universities and technicons.
	

	
	Monetary Allocations
	This group of accounts provide for funds received from "transfers and subsidies" for operational purposes in "monetary value".
	

	
	
	Departmental Agencies and Accounts
	Operational funds received (monetary value) from departmental agencies and accounts.
	

	
	
	District Municipalities
	Operational funds received (monetary value) from district municipalities.
	

	
	
	Foreign Government and International Organisations
	Operational funds received (monetary value) from foreign government and international organisations.
	

	
	
	Households
	Operational funds received (monetary value) from households.
	

	
	
	National Departments
	Operational funds received (monetary value) from national departments.
	

	
	
	National Revenue Fund
	Operational funds received (monetary value) from the national revenue fund.
	

	
	
	Non-profit Institutions
	Operational funds received (monetary value) from non-profit institutions.
	

	
	
	Private Enterprises
	Operational funds received (monetary value) from private enterprises.
	

	
	
	Provincial Departments
	Operational funds received (monetary value) from provincial government.
	

	
	
	Public Corporations
	Operational funds received (monetary value) from public corporations.
	

	
	
	Universities and Technicons
	Operational funds received (monetary value) from universities and technicons.
	


The detail for Departmental Agencies and Accounts are included as provided for in the SCOA for Departments as little information relevant to municipalities are available.

Transfers and Subsidies received from District Municipalities are classified according to accounts set-up based on “functions”.  The accounts defined for this group are:

· Community and Social Services

· Environmental Protection

· Executive and Council

· Finance and Administration

· Health

· Housing

· Planning and Development

· Public Safety

· Road Transport

· Sport and Recreation

· Waste Water Management

· Water

The detail for Foreign Government and International Organisations are included as provided for in the SCOA for Departments as little information relevant to municipalities are available.

The detail for Households are included as provided for in the SCOA for Departments as little information relevant to municipalities are available.

National Departmental transfers received are as determined on an annual basis in the DORA.  The classification provided might change on an annual basis and revised accordingly.

The detail for Non-profit Institutions are included as provided for in the SCOA for Departments as little information relevant to municipalities are available.
The detail for Private Enterprises are included as provided for in the SCOA for Departments as little information relevant to municipalities are available.

Provincial Departmental allocations are categorised according to the purpose of the allocation being:

· Health

· Public Transport

· Housing

· Sports and Recreation

· Disaster and Emergency Services

· Libraries, Archives and Museums

· Maintenance of Road Infrastructure

· Maintenance of Water Supply Infrastructure

· Maintenance of Waste Water Infrastructure

· Capacity Building

These will be listed as defined in the Provincial equivalent of the DORA, or update according to information provided by the Provincial Treasurers for this purpose.  

The detail for Public Corporations are included as provided for in the SCOA for Departments as little information relevant to municipalities are available.

The detail for Universities and Technicons are included as provided for in the SCOA for Departments as little information relevant to municipalities are available.

Contributed assets need to be recorded as “allocations-in-kind” according to the entity making the transfer.  
Requests for additional classifications need to be made following the process for additions or changes to the SCOA.
Borrowings

The table included below provide an overview of the structure provided for in SCOA for external borrowings including both current and non-current.  Details need to be included by the municipalities providing for specific borrowings by institution and account number.
	3.
	4.
	5.
	6.
	Definitions
	Paragraphs

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

	
	Current
	Short term debt is considered to be repayable within a 12 month period.
	

	
	
	Type of Borrowing
	Included at this level is the type of borrowing being government stock, local registered stock, marketable bonds, non-annuity loans, non-marketable bonds, public private partnership liabilities and bank overdraft.
	

	
	
	
	Specify
	The posting-level account needs to be included by the municipality providing the account or other reference number and purpose in the description.
	

	
	Non-current
	Non-current debt is considered to be repayable over periods exceeding 12 months.
	

	
	
	Type of Borrowing
	Included at this level is the type of borrowing being government stock, local registered stock, marketable bonds, non-annuity loans, non-marketable bonds, public private partnership liabilities.
	

	
	
	
	Specify
	The posting-level account need to be included by the municipality providing the account or other reference number and purpose in the description.
	


Non-current
Non-current debt raised in accordance with section 19 and 46 of the MFMA and only for the purpose of capital expenditure on property, plant or equipment to be used for the purpose of achieving the objects of local government as set-out in section 152 of the Constitution.  

The municipality may borrow money for the purpose of re-financing existing long-term debt given the provision made in Section 46(5) of the MFMA.  

The municipality’s long-term debt must be consistent with its capital budget as referred to in Section 17(2) of the MFMA.

The municipality must include the description of the long-term debt as a funding source, at the posting-level item based on the guidance provided for by National Treasury.
Current
Current debt may be incurred based on the conditions set-out in Section 45 of the MFMA and only when necessary to bridge shortfalls within a financial year during which the debt is incurred from a cash flow perspective, in expectation of specific and realistic anticipated income to be received within that financial year, or capital needs within a financial year to be repaid from specific funds to be received from enforceable allocations or long-term debt commitments.  

Cash-backed Reserves

Using of funds set-aside in a dedicated bank account or investment vehicle for the replacement of assets, maintenance of assets, replacing assets from the self-insurance reserve, either funding claims from the COID-reserve, etc.  These “cash-backed funds” need to be included as the “posting-level items”.

Costing
The inclusion of the category for “Costing” provides for the extraction of secondary cost from the transaction database consisting of internal billings, departmental charges and activity based recoveries.
Non “Source-of-Funding” Transactions

This account is to be used for the recording of transactions for which specific provision has not been made in terms of the classification structure for the segment, for example transfer of funds from the municipality’s primary bank account to a “dedicated bank account” for the replacement of capital assets.  

Terminology Alignment

	SCOA Municipalities
	Budget Reporting Regulation
	Economic Reporting Framework (ERF)
	Annual Financial Statement Template (GRAP)
	Note/Comment

	Current and Non-current Borrowing
	Borrowing [Funding Mechanism SA12]
	Not defined
	Current and Non-current Liabilities
	For the purpose of the “source of funding” restricted to “borrowings” and not other forms of liabilities”.

	Costing
	Departmental Charges
	Not defined
	Not defined
	Terminology based on the segment added to the SCOA for “financial modelling”.  Other commonly used terminology is indirect and secondary cost.

	Fund Segment
	Not defined
	Fund Segment
	Not defined
	

	Transfers and Subsidies:

· Departmental Agencies and Accounts

· Public Corporations

· Private Enterprises

· Households

· Universities and Technicons

· Non-profit Institutions

· Foreign Government and international Organisations
	Contributed Assets

Contributions Recognised

Public Contributions and Donations

Transfers Recognised Operational/Capital
	Not defined but included in “Transfers and Subsidies”.
	Public Contributions and Receipts

Government Grants and Subsidies
	Aligned to ERF


SECTION 3:  FUNCTION SEGMENT
Overview of the Segment

The “Function Segment” is the location within the SCOA for creating the “vote” structure standardised throughout municipalities.
The key question to answer in classifying transactions within this segment is “against which function should the transaction be recorded.

Background to the introduction of the Functional Classification

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 “vote” in a municipal context provides, at the highest-level of the administration, a budget structure for appropriate service-delivery and performance.  Budget appropriations and subsequent reporting by “vote” will allow for effective administration, policy-setting and service-delivery performance measurement.

The structure of a “vote” is the key to the development and preparation of other processes and priority setting that enhance consultation, budgeting, service-delivery implementation (as outlined in the SDBIP), monthly, quarterly and annual reports (in-year and end-of-year reporting), and determining matters that relate to irregular and unauthorised expenditure.

The definition of a “vote” as contained in section 1 of the MFMA provides the initial point of reference and defines a “vote” as: “(a) one of the main segments into which a budget of a municipality is divided for the appropriation of money for the different departments or functional areas of the municipality and (b) which specifies the total amount that is appropriated for the purposes of the department or functional area concerned”.

The term “vote” is used to divide the budget into segments and the council then approves the budget according to the votes by means of a council resolution.  The definition requires “votes” to be defined at the departmental or functional-level; the reason being that municipalities are structured around departments, which in most instances tend to be linked to specific functions.  

Senior managers head such departments/functions, which makes it easier for the “vote” of a department to be used to facilitate accountability for service-delivery and budget implementation as well as performance management in accordance with their annual performance agreements.  For structured accountability, senior managers form part of top management and report directly to the municipal manager (section 77 of the MFMA)

Apart from facilitating accountability, the “vote” also allows for comparisons between municipal budgets; a comparison of the annual budget year-on-year (even if the organisational structure is amended by a shift of departments/functions); and a comparison and benchmarking of the budgets of different municipalities in South Africa and other countries.  These comparisons are only possible if there are consistent definitions for “votes, departments and functions”.

Definitions of “Vote” in terms of departments or functions

The first point to note is that the department needs to be defined in terms of one or more broad functions (e.g. electricity, water and sanitation, etc).  To facilitate comparisons, functions in government must be related to an international classification system like the Government Finance Statistics (GFS) system.  GFS functions provide a reasonably high-level grouping of related service-delivery activities for local government, and it is important that whatever organisational structure a municipality has, it can relate them to GFS sub-functions to the extent that this is possible. 

The GFS Functional Classification has been used to derive the basis for formulating the functional classification introduced to municipalities and applied in the Function Segment.  

The second important point to note is the municipal strategic goals as articulated in the municipal IDP should also be linked to the functions/sub-functions, which will ensure that managers are aware of how their organisation’s budget and plans are all linked to the IDP of the municipality.  

The structure of a vote (within the Municipal Standard Classification Segment) should not require re-organisation or restructuring of a municipality, as long as a municipality largely defines its departments around key functions or sub-functions.  

Departments may also perform cross-functional activities such as centralised revenue management and collection; one department may collect revenue for functions such as electricity, water, waste removal and so on while other departments may be responsible for the distribution of electricity and water.  A further example is the department of roads within the municipality which would also be responsible for street lighting; in this regard the electricity function and the vote is divided between two different departments as the department of roads will have two votes – one for roads, and one for electricity (sub-function street-lighting).  

This example illustrates that the voting approach is flexible and can be adjusted to accommodate any organisational structure.  Such flexibility will be possible as long as each “vote” or department is broken down for reporting into functions (or sub-functions and sub-sub-functions), according to the organisation structure and management requirements of the municipality. Considering the reporting complexities created by municipalities using the municipal organisational structure and managerial refinements as the vote structure, it is highly recommended that the ”functional classification” be adopted by all municipalities as their respective “vote” structure.  The adoption of the principle will imply a reduction in the standard segments for implementing SCOA to six; benefits of this approach include a substantial reduction in the information to be populated in the budget reporting formats and added benchmarking analysis between municipalities.

The Budget is the mechanism to execute the strategic plan, and must not be confused with a management plan.  It must provide high-level strategic objectives for both councillors and the community, and shift the focus towards outputs and outcomes.  The format of the budget introduced with the implementation of the Budget Reporting Regulation (focuses on outputs), and is meant to be a reasonably high-level strategic document while the service-delivery and budget implementation plan (SDBIP) is a more detailed management plan.  

By requiring the “vote” to be at a high-level (department and functional area), the MFMA enables councillors to focus on policy and strategy while providing the mechanisms to hold management accountable for service-delivery and budget implementation.

The level of the “vote” for the purposes of the MFMA should therefore be arranged around functions and sub-function, and aligned to senior managers.  Note that in most instances this does not require organisational changes, as the vote format is flexible.

Each function is a “vote” and must provide for appropriate sub-functions (breakdown) for operating revenue and expenditure and capital revenue and expenditure which is reflected in the Item Segment of the SCOA.

One of the key reforms required by the MFMA is to link measurable performance objectives to each “vote”, to ensure that Municipalities are accountable to the community for service-delivery as well as expenditure and revenue (See National Treasury Circular No. 13 on the SDBIP).

Such measurable performance objectives must also be broken-down into specific objectives for sub-functions, to be published in the budget or SDBIP, and incorporated into the performance agreements of all managers in that municipality.  It is therefore possible for a function to be shown under more than one senior manager (department).  

It should be noted that within a vote, some categories of expenditure are required to be exclusively appropriated.  This includes, for each vote, capital and operating expenditure, as well as key sub-functions.  Measurable performance objectives are to be included for each vote; they will generally also be required for all or most sub-functions.

The municipality needs to allocate the activities carried-out by each senior manager’s department to one or more of the sub-functions.  This approach recognises the dynamism of any organisation, although allowing for reporting in the functional manner.  

Ensuring the “vote” is always at the function-level will assist with comparing budgets across years for the same municipality, even if its organisational form changes over time.  Furthermore, it will assist with comparisons across municipalities and support the setting of benchmarks across the sectors.

The SDBIP should provide a matrix that links the departments and the responsibilities of each senior manager within that department, with the relevant sub-function and include the budget for each sub-function.  If more than one senior manager contributes to a function, this function will need to be shown separately under each senior manager for their component.

The Budget Resolution

The definition of “vote” in the MFMA talks of appropriating money, sections 17 and 24 requires approval of operating expenditure, capital expenditure and measurable performance objectives for each “vote”.  Revenue forms an integral part of this process and requires the approval of appropriate tariffs and charges.  This ensures that service-delivery targets can be achieved if allocated to specific functions of the municipality and each senior manager can be held accountable for service-delivery and budget implementation within their areas of responsibility.

Budget documents supporting the budget resolution should set-out operating expenditure, capital expenditure, tariffs, revenue, service-delivery targets and other performance indicators for each function and sub-function for each senior manager (though the resolution may not formally approve such detail).

Adjusting Revenue, Expenditure and Service-delivery Targets

Following the previous discussion it is clear that management can only incur expenditure, collect revenue and deliver services according to the budget resolution approved by council.  Any expenditure incurred that is not in accordance with a vote (or exceeds the amount of a vote) is classified as unauthorised expenditure, which sets-off corrective and disciplinary mechanisms against the accounting officer. 

Any movement of funds between “votes” and alteration of service-delivery targets or performance indicators therefore requires an adjustment budget and a further council resolution.  That is, a council resolution is required to deviate from the original council resolution that approved the budget.

Keeping the “vote” at a high-level allows senior managers to move expenditure and revenue as necessary within a “vote” without an adjustments budget provided the overall revenue, expenditure and performance objectives for that “vote” are not negatively affected.

Furthermore, in-year reporting (monthly, quarterly, mid-year) and annual reporting requires comparison between projections and actual results achieved.  Managers are expected to manage service-delivery and budget implementation within the bounds of the budget resolution and will be accountable for performance in this regard.  They are expected to report on service-delivery outputs linked to their budgets.  

In terms of the requirements of section 17 of the MFMA expenditure is determined by vote as well as revenue for the current and following two years, funds are thus appropriated by vote.

Illustration:  Overview of the Segment

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 municipality to agree 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.
Chapter 3 of the VAT 419 Guide for Municipalities provides some important information on “agent vs. principal” in determining the VAT consequences of a transaction.  

In order to correctly apply the VAT legislation to the concept of agents, it is necessary to identify and understand the concept of an “agent” as understood in common law.

An agency is a contract whereby one person (the agent) is authorised and required by another person (the principal) to contract or to negotiate a contract with a third person, on the latter’s behalf.
The agent in representing the principal, creates, alters or discharges legal obligations of a contractual nature between the principal and the third party. 
The agent therefore provides a service to the principal and normally charges a fee (generally referred to as “commission” or “agency fee”) but does not acquire ownership of the goods and/or services supplied to or by the principal.

This agent/principal relationship may be expressly construed from the wording of a written agreement or contract concluded between the parties. Where a written agreement or contract does not exist, the onus of proof is on the person who seeks to bind the principal and demonstrate that the relationship was that of a principal and agent. 
An understanding of the relationship between the parties is therefore a requirement in understanding the VAT treatment of supplies made by the parties.

The differences between an agent and a principal can be summarised as follows:
	Agent
	Principal

	The agent will not be the owner of any goods or services acquired on behalf of the principal.
	The principal is the owner of the goods or services acquired on the principal’s behalf by the agent.

	The agent will not alter the nature or value of the supplies made between the principal and third parties.
	The principal may alter the nature or value of the supplies made between the principal and third parties.

	Transactions on behalf of the principal do not affect the agent’s turnover, except to the extent of the commission or fee earned on such transactions.
	The total sales represent the principal’s turnover. The commission or fee charged by the agent forms part of the principal’s expenses.

	An agent only declares the commission or fee for Income Tax and VAT purposes.
	The principal declares gross sales as income for Income Tax and VAT purposes, and may be allowed to claim a deduction for the commission or fee charged by the agent.


In essence, the differences indicate that the principal is ultimately responsible for the commercial risks associated with a transaction, and that the agent is trading for the principal’s account. The agent is appointed by and takes instruction from the principal regarding the facilitation of transactions as per the principal’s requirements and generally charges a fee or earns a commission for that service.

To correctly apply the VAT legislation, it is necessary to identify and understand the contractual relationship between the parties. The VAT treatment of supplies proceeds from the fact of whether a person is acting on their own behalf, or on behalf of another person. In essence, section 54 provides that where a vendor employs the services of an agent to acquire goods or services, or to make supplies on the vendor’s behalf, the supplies are made to, or acquired by, the principal (as the case may be). There are also special provisions dealing with the receipt and issuing of tax invoices. Refer to paragraph 3.3 below.

As an agent merely acts on behalf of the principal, any output tax and input tax in relation to the underlying supplies made or received on behalf of the principal must be accounted for on the VAT return of the principal(if the principal is a vendor). The agent will only declare output tax and input tax in relation to the agency services supplied (if the agent is a vendor).

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.  This approach results in the municipal standard classification being obsolete for these municipalities.

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
	


Design Principles

The following design principle(s) has/have been used in preparing the segment outline:

Principle 1:  SCOA - The SCOA through the segment outline and detail classification provides a “Master SCOA” from which each municipality/entity selects the accounts relevant to the municipality/entities activities.  
Principle 2:  Municipal Entities and Agencies - Recording of transaction in this segment would be done according to the principles determined for municipalities.
Principle 3:  Integrated Development Planning - The IDP process results in “projects” to be identified for addressing the strategies defined for responding to the problems assessed for the municipality.  The “Project Segment” contributes together with the “Funding, Regional Indicator and Municipal Standard Classification” to convert strategies into “actions” by providing for these projects to prepare a budget by project.  The “Fund Segment” assists in the allocation of funding to the “projects”.  The “Regional Indicator” provides information on “who is going to benefit from the project”.  The “Project Segment” together with the “Item Segment” assists in “costing” the project.  The “Municipal Standard Classification” assigns responsibility to managing the project.  The question “how long would it take to complete?” is more “non-financial information” that is not directly available from the SCOA but as a principle to facilitate proper planning the system application needs to assist in capturing this information.  Indirectly if it is a “multi-budget period project” this will be derived from budgeting for the project over multiple periods.  Refer to “Discussion of the Segment” for more detail on the IDP.

Principle 4:  Legislative and Regulatory Requirements - The research and development into the segment, categories and detail accounts were guided by the legislation and regulations read with circulars and guidelines issued by National Treasury and summarised in the table below.  Furthermore brief comments on any changes to a circular or guideline (issued by National Treasury) following the SCOA Regulation are given in the “Proposed Changes Column” of the table.

Principle 5:  Linking Transaction by Business Process to SCOA - Business processes is the set of activities taking place from the initiation of a process to the completion thereof.  Typical in the context of financial reporting a source document from an activity within a business process initiates the activity to flow through a defined business processes ultimately resulting in the transaction to be captured within a financial model in the system and updating the general ledger.  The SCOA classification framework provides a classification structure within the general ledger to “record” transaction information within “fields” within the database functioning in the background of the financial application.

Principle 6:  Category Links and Programming Rules - Category links and business rules refer to programming rules that system developers of financial and business applications for local government would be required to provide for in the application.  The considerations listed may not be complete considering the development stage of this project and might need to be enhanced as this consultation with the various stakeholder groups evolves.  

Principle 7:  SCOA Detail Accounts - 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).

Principle 8:  SCOA Definitions - The Master SCOA provides definition for all accounts and reporting levels to assist practioners in achieving consistency in recording transactions of a similar type or nature between municipalities to enhance the comparability of information and report extraction.

Principle 9:  Annual Financial Statements and Budget Reporting Formats - Alignment of budget and reporting formats with the Standards of GRAP applicable to the different categories of municipality, especially recognising that local government uniquely operates in an accrual accounting and accrual budgeting environment.

Principle 10:  Standards of GRAP Reporting Framework - 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 SCOA.

Principle 11:  Legislative Framework - Sections 18 and 19 of the MFMA includes specific provision for funding expenditure and spending of money on service delivery.  This segment includes classifications to capture the budgeting, planning decisions and actual expenditure to extract information on the source of funding for capital and operational spending.

Principle 12:  Legislative Framework - The Division of Revenue Act determines that any allocations made in terms of Schedules 4, 5, 6, 7 or 8 of the act may only be utilised for the purpose stipulated in the schedule concerned.  Specific responsibilities are placed on the receiving officer to monitor spending made on allocations.  The Funding Segment assists in providing this information by linking the allocation received to a specific funding label and allocating the payments made relevant to the source of funding to the specific label.  At any given time the balance available in terms of funding and spending on a fund would be available.

Principle 13:  Economic Reporting Format - The Economic Reporting Format, September 2009 identifies the categories for transfers as being transfers received from Other Governmental Units (National, Provincial and Local Government (specific in the context of Municipalities, district Municipalities), Universities and Universities of Technology, Foreign Government, International Organisations, Public Corporations and Private Enterprises, Households and Non-profit Institutions.  

Principle 14:  Special Rating Areas - Property rates levied on “special ratings areas” to be separately provided for within “revenue” to meet the accounting requirements provided for in Section 12 of the Local Government Municipal Property Rates Act No 6 of 2004.  The posting-level detail to be populated by the municipalities.  

Principle 15:  Secondary Costing – Secondary costing elements to be extracted based on the departments charged for the use of municipal services and functions.  The cost collectors provided for are in accordance with the costing methodologies guideline proposed by National Treasury.  The allocations provided are based on the proposed standard and service as guide on the minimum requirements for costs to be allocated.  Due to the nature and complexity of secondary cost and municipalities in different stages of implementation this group of accounts would require customisation according to system requirements and municipalities implementation thereof.  

Principle 16:  Legislative Framework - The functional classification as adopted in the budget regulations and supported by MFMA Circular 12 with subsequent changes serves as the basis for this Segment.

Principle 17:  Level of Detail - Municipalities may add detail breakdown-levels in addition to that provided in SCOA at their discretion.

Principle 18:  NERSA Regulatory Reporting Requirements - NERSA as explained in the Regulatory Reporting Manual Volume 2:  Electricity prescribes and provides guidance to the regulated entities in the electricity supply Industry on the format, content, preparation and submission to the Energy Regulator of required information to perform its functions.  In an attempt to avoid a dual accounting process for recording transaction for reporting to NERSA and another set of accounts for financial and budgetary reporting National Treasury provided for the information needs in terms of this regulation in the SCOA.  

Principle 19:  Core versus Non-core Function - The structure for this segment distinguishes within the functions between “Core and Non-core Functions”.  Core Functions provides for the matters in terms of sections 156 (1) of the Constitution. These are functions performed by local government constitutionally assigned to local government in terms of Part B of Schedule 4 and Part B of Schedule 5.  Non-core Function refers to the functions performed by local government that are constitutionally assigned to provincial government in terms of section 156(4) of the Constitution.  Local Government are compensated for delivering the service on behalf of provincial government and receive management fees from the provincial department.  

Principle 20:  Budget Reporting Format - Provide for a municipality to include in the SCOA the information presented in Table A3 and A5 of the Budget Format thus being to show the vote structure aligned to its organisational structure.  Municipality did not necessarily as encouraged by MFMA Circular 12 adopted the function/sub-function as its organisational structure.

Principle 21:  Legislative Framework - The MFMA describes a “vote” as the “main segments” into which a municipal budget is divided and specifies the “total amounts” to be appropriated for the department or functional area concerned.  Municipal votes generally correspond to the names of the municipal departments or programmes.  

Legislative and Regulatory Requirements

	Act, Regulations, Guideline or Circular
	Section and Requirement
	Proposed Changes

	The Constitution of South Africa
	Section 156: Powers and Functions of Municipalities

Schedule 4: Functional areas of Concurrent National and Provincial Legislative Competence

Schedule 5: Functional areas of Exclusive Provincial Legislative Competence
	Not applicable

	MFMA Circular No. 12 (31 January 2005)
	
	To be considered

	Municipal Budget and Reporting Regulations
	
	No changes proposed to the relevant schedules

	Municipal Finance Management Act, No. 56 of 2003
	Section 1:  Definitions

Section 77:  Top Management of Municipalities
	Not applicable

	Municipal Structures Act 117 of 1998
	None
	Not applicable


Transactions by Business Process to be allocated in this Segment

Business processes are the set of activities taking place from the initiation of a process to the completion thereof.  Typical in the context of financial reporting is a source document from an activity within a business process initiating the activity to flow through a defined business processes ultimately resulting in the transaction being captured within a financial model in the system and updating the general ledger.  

The SCOA classification framework provides a classification structure within the general ledger to “record” transactional information within “fields” within the database functioning in the background of the financial application.

Identification of transactions by typical business processes thus would provide a standardisation of specific transactional types for recording within the various segment of SCOA.  

The transaction types reflected here are based on the initial discussions of the Project Steering Committee held during October 2010.  Pending the completion of the “Business Process links to SCOA” this table will be replaced.  
	Transaction Type
	Allocate Yes/No
	Comments

	Assets

	Yes
	No change in principle from current practices.  Specific mapping to be done for NERSA Requirements and Vendors to provide links to specific selections to items and projects.  

	Liabilities
	Yes
	

	Revenue 
	Yes
	

	Net Assets
	Yes
	

	Expenditure 
	Yes
	


Pending the outcome of the Business Processes Project, but prior to consulting with the system vendor this table would need to be replaced with a more detailed table to facilitate standard implementation throughout all financial and business systems used by municipalities.  The proposed table would give a standard based on the generic design of the business processed which might result in customisation to be done by the various system vendors to meet specific system requirements.  
Category Links and Business Rules

Category links and business rules refer to programming rules that system developers of financial and business applications for local government would be required to provide for in the application.  The considerations listed may not be complete considering the development stage of this project and might need to be enhanced as this consultation with the various stakeholder groups evolves.  

Proposals identified at this stage of the development of SCOA:

· Specific functions to be linked to specific accounts within the Item, Fund, and Project Segments.

· Provision needs to be made for setting-up “sub-functions and sub-sub-functions”.
· Municipal Standard Classification to be linked to the equivalent function/sub-function in the Function Segment.

Classification Structure

Core and Non-core Functions

 The general provision is contained in the Constitution section 156 determining the powers and functions of municipalities.  

· Section 156 (1):  “A municipality has executive authority in respect of, and has the right to administer a) the local government matters listed in Part B of Schedule 4 and Part B of Schedule 5 and any other matter assigned to it by national or provincial legislation and b) any other matter assigned to it by national or provincial legislation.

· Section 156 (4):  “The national government and provincial government must assign to a municipality, by arrangement and subject to any conditions, the administration of a matter listed in Part A of Schedule 4 or Part A of Schedule 5 which necessary relates to local government, if a) that matter would most effectively be administered locally and the municipality has the capacity to administer it.

Core Functions provides for the matters in terms of sections 156 (1) of the Constitution. These are functions performed by local government constitutionally assigned to local government in terms of Part B of Schedule 4 and Part B of Schedule 5. 

Non-core Function refers to the functions performed by local government that are constitutionally assigned to provincial government in terms of section 156(4) of the Constitution.  Local Government are compensated for delivering the service on behalf of provincial government and receive a management fee from the provincial department.  

Non-core Functions are in certain instances commonly referred to as “Agency Services”.  The principle underlying agency services is that the municipality performs a service on behalf of another entity.  Funding 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.  The actual expenditure incurred to deliver the agency services must be recognised by the department as expenses.  This funding code is therefore used for the recording of transactions relating to the provision of “agency services”.

The table presented hereunder provides a list of the function assigned to municipalities in terms of Section 156(1) of the Constitution (Schedules 4 and 5 Part B) in Colum B, the functions that must be assigned to municipalities by national or provincial government in terms of Section 156 (4) (Schedules 4 and 5 Part A) in Colum C and Colum A indicates the Function as per SCOA associated with administration of the section 156(1) assigned functions and section 156(4) function assigned by agreement between national or provincial government.

	A

SCOA Functional Classification
	B

Section 156(1)

Core Functions
	C

Section 156 (4)

Non-core Functions

	Community and Social Services
	
	Cultural matters (Schedule 4 Part A)

	Community and Social Services
	
	Disaster management (Schedule 4 Part A)

	Community and Social Services
	
	Education at all levels, excluding tertiary education (Schedule 4 Part A)

	Community and Social Services
	
	Provincial cultural matters

	Community and Social Services
	
	Veterinary services, excluding regulation of the profession

	Community and Social Services
	
	Welfare services (Schedule 4 Part A)

	Community and Social Services
	
	Media services directly controlled or provided by the provincial government, subject to section 192 (Schedule 4 Part A)

	Community and Social Services/Cemeteries and Crematoriums
	Cemeteries, funeral parlours and crematoria (Schedule 5 Part B)
	

	Community and Social Services/Child Care
	Child-care facilities (Schedule 4 Part B)
	

	Community and Social Services/Community Halls and Facilities
	Public places (Schedule 5 Part B)
	

	Community and Social Services/Libraries and Archives
	
	Archives other than national archives

	Community and Social Services/Libraries and Archives
	
	Libraries other than national libraries

	Community and Social Services/Museums and Art Galleries
	
	Museums other than national museums

	Corporate Services/Property Services
	
	Property transfer fees (Schedule 4 Part A)

	Corporate Services/Property Services
	Municipal public works only in respect of the needs of municipalities in the discharge of their responsibilities to administer functions specifically assigned to them under this Constitution or any other law (Schedule 4 Part B)
	

	Electricity and Gas/Electricity Distribution
	Electricity and gas reticulation (Schedule 4 Part B)
	

	Environmental Protection
	
	Environment (Schedule 4 Part A)

	Environmental Protection/Biodiversity and Landscape
	
	Administration of indigenous forests (Schedule 4 Part A)

	Environmental Protection/Other
	
	Nature conservation, excluding national parks, national botanical gardens and marine resources (Schedule 4 Part A)

	Environmental Protection/Other
	
	Soil conservation (Schedule 4 Part A)

	Environmental Protection/Pollution
	Noise pollution (Schedule 5 Part B)
	

	Environmental Protection/Pollution Control
	Air pollution (Schedule 4 Part B)
	

	Environmental Protection/Pollution Control
	
	Pollution control (Schedule 4 Part A)

	Health/?
	Municipal health services (Schedule 4 Part B)
	

	Health/Ambulance
	
	Ambulance services

	Health/Clinics & Ambulance & Other
	
	Health Services (Schedule 4 Part A)

	Housing
	
	Housing (Schedule 4 Part A)

	Other
	Pontoons, ferries, jetties, piers and harbours, excluding the regulation of international and national shipping and matters related thereto (Schedule 4 Part B)
	

	Other
	
	Indigenous law and customary law, subject to Chapter 12 of the Constitution (Schedule 4 Part A)

	Other
	
	Industrial promotion (Schedule 4 Part A)

	Other
	
	Language policy and the regulation of official languages to the extent that the provisions of section 6 of the Constitution expressly confer upon the provincial legislatures legislative competence (Schedule 4 Part A)

	Other
	
	Population development (Schedule 4 Part A)

	Other
	
	Provincial public enterprises in respect of the functional areas in this Schedule and Schedule 5 (Schedule 4 Part A)

	Other
	
	Public works only in respect of the needs of provincial government departments in the discharge of their responsibilities to administer function specifically assigned to them in terms of the Constitution or any other law (Schedule 4 Part A)

	Other
	
	Agriculture (Schedule 4 Part A)

	Other
	
	Traditional Leadership, subject to Chapter 12 of the Constitution (Schedule 4 Part A)

	Other
	Trading regulations (Schedule 4 Part B)
	

	Other
	Beaches and amusement facilities (Schedule 5 Part B)
	

	Other
	Street trading (Schedule 5 Part B)
	

	Other/Abattoirs
	Municipal abattoirs (Schedule 5 Part B)
	

	Other/Abattoirs
	
	Abattoirs

	Other/Air Transport
	Municipal airports (Schedule 4 Part B)
	

	Other/Air transport
	
	Airports other than international and national airports (Schedule 4 Part A)

	Other/Markets
	Markets (Schedule 5 Part B)
	

	Other/Markets
	
	Trade (Schedule 4 Part A)

	Other/Tourism
	Local Tourism (Schedule 4 Part B)
	

	Other/Tourism
	
	Tourism (Schedule 4 Part A)

	Planning and Development
	
	Casinos, racing, gambling and wagering, excluding lotteries and sport-pools (Schedule 4 Part A)

	Planning and Development
	
	Provincial planning

	Planning and Development
	
	Urban and rural development (Schedule 4 Part A)

	Planning and Development
	
	Regional planning and development (Schedule 4 Part A)

	Planning and Development
	Municipal planning (Schedule 4 Part B)
	

	Planning and Development/Licensing and Regulation
	Licensing of dogs (Schedule 5 Part B)
	

	Planning and Development/Licensing and Regulation
	Control of undertakings that sell liquor to the public (Schedule 5 Part B)
	

	Planning and Development/Licensing and Regulation
	Licensing and control of undertakings that sell food to the public (Schedule 5 Part B)
	

	Planning and Development/Licensing and Regulation
	
	Liquor licences

	Planning and Development/Town Planning and Building Enforcement
	Building regulations (Schedule 4 Part B)
	

	Public Safety
	Fencing and fences (Schedule 5 Part B)
	

	Public Safety
	Facilities for the accommodation, care and burials of animals (Schedule 5 Part B)
	

	Public Safety
	
	Animal control and diseases (Schedule 4 Part A)

	Public Safety
	
	Consumer protection (Schedule 4 Part A)

	Public Safety/Fire
	Fire-fighting services (Schedule 4 Part B)
	

	Public Safety/Other
	Control of public nuisances (Schedule 5 Part B)
	

	Public Safety/Police
	
	Police to the extent that the provision of Chapter 11 of the Constitution confer upon the provincial legislatures legislative competence (Schedule 4 Part A)

	Public Safety/Street Lighting and Signal System
	Street lighting (Schedule 5 Part B)
	

	Road Transport


	Traffic and 

parking (Schedule 5 Part B)
	

	Road Transport
	
	Public transport (Schedule 4 Part A)

	Road Transport
	Pounds (Schedule 5 Part B)
	

	Road Transport
	
	Road traffic regulation (Schedule 4 Part A)

	Road Transport/Public Buses
	Municipal public transport (Schedule 4 Part B)
	

	Road Transport/Roads
	Municipal roads (Schedule 5 Part B)
	

	Road Transport/Roads
	
	Provincial roads and traffic

	Road Transport/Vehicle Licensing and Testing
	
	Vehicle licensing (Schedule 4 Part A)

	Sport and Recreation
	Billboards and 

amusement facilities (Schedule 5 Part B)
	

	Sport and Recreation
	Local sport facilities (Schedule 5 Part B)
	

	Sport and Recreation
	Municipal parks and recreation (Schedule 5 Part B)
	

	Sport and Recreation
	
	Provincial recreation and amenities

	Sport and Recreation
	
	Provincial sport

	Waste Management/Solid Waste
	Cleansing (Schedule 5 Part B)
	

	Waste Management/Solid Waste
	Refuse removal, reuse dumps and solid waste disposal (Schedule 5 Part B)
	

	Waste Water Management /Sewerage 

Water/Water Distribution
	Water and sanitation services limited to potable water supply systems and domestic waste-water and sewage disposal systems (Schedule 4 Part B)
	

	Waste Water Management/Public Toilets
	Local amenities (Schedule 5 Part B)
	

	Waste Water Management/Storm Water Management
	Storm-water management systems in built-up areas (Schedule 4 Part B)
	


 The functions are based on the provisions contained in the MFMA Circular 12 and provided for in the Budget Reporting Formats.  

Executive and Council, Budget and Treasury Office, Corporate Services, Planning and Development, Health, Community and Social Services, Housing, Public Safety, Sport and Recreation, Environmental Protection, Road Transport and Other

A sub-function could be added to the high-level function at the discretion of the municipality.  As the SCOA regulative process evolves it may be that reporting requirements by external stakeholders necessitate the inclusion of further standard sub-classifications.  
Waste Management, Waste Water Management and Water

A sub-function could be added to the high-level function at the discretion of the municipality.  As the SCOA regulative process evolves it may be that reporting requirements by external stakeholders necessitate the inclusion of further standard sub-classifications.
It is important to the budget and planning process inherent to the nature of municipal service that the determination of tariffs for services such as waste collection, sanitation, water and electricity.  

Providing for these services as separate functions within this segment facilitate that the revenue, expenditure, assets, liabilities and net assets underlying and support these functions are linked through the Item Segment.  In simple terms facilitates the extraction of financial information specific to the functions provided for in this segment.  

Conditional to accurate information is the internal control policies and procedures instituted by the municipalities to oversee the initiation, input, processing and output of transaction data through the financial system.

The two elements inherent to cost reflective tariffs is to have a collective view of not only direct-cost relating to these tariff services but also secondary (indirect) cost associated to the tariff service, for example to provide water to the community would require meter-reading to capture the periodic use from the installed meters to the financial system for billing users.  This cost adds to the value of the water provided to the community and thus needs to be reflected in the tariffs used to bill users.  

Electricity

Electricity as explained in the preceding paragraphs is also a tariff service and this the direct and indirect cost relating to providing this service to the community need to be readily available for tariff-setting purposes and management accounting information.  

NERSA as explained in the Regulatory Reporting Manual Volume 2:  Electricity prescribes and provides guidance to the regulated entities in the electricity supply industry on the format, content, preparation and submission to the Energy Regulator of required information to perform its functions.  
In an attempt to avoid a dual accounting process for recording transactions for NERSA regulatory reporting and another set of accounts for financial and budgetary reporting National Treasury provided for the information needs in terms of this regulation in SCOA.  
The following accounts included in the Function Segment assist in classifying transactions in sufficient detail to extract the information required by NERSA.  These accounts are listed herein under, and referenced to the respective schedules and definitions as recorded in the NERSA guidelines.  
	Sub-Function
	Reference to Definition
	NERSA Reporting Table

	Supervision and Engineering
	This account should record the cost of labour and expenses incurred in the general supervision and direction of the operation and maintenance of the distribution system.  Direct supervision of specific activities, such as station-operation, line-operation, meter department operation, etc, shall be charged to the appropriate account.  [NERSA IS3 - 655]
	IS 3:  Distribution Expenses:  Operation and Maintenance  (Labour, Materials and Supplies and Other Expenses)

	Control Centre Operations
	This account should record the cost of labour and expenses incurred in load, crew and linesman dispatching and maintenance pertaining to the distribution of electricity.  [NERSA IS3 - 657]
	IS 3:  Distribution Expenses:  Operation and Maintenance  (Labour, Materials and Supplies and Other Expenses)

	Station Equipment
	This account should record the cost of labour, materials used and expense incurred in operation and maintenance of plant, the book-cost of which is recorded in the account for "Station Equipment" and the account for "Storage Battery Equipment".  [NERSA IS3 - 659]
	IS 3:  Distribution Expenses:  Operation and Maintenance  (Labour, Materials and Supplies and Other Expenses)

	Overhead Lines
	This account should record the cost of labour, materials used and expenses incurred in the operations and maintenance of overhead distribution line facilities, the book-cost of which is recorded in the account for "Poles, towers and fixtures" and the account for "Overhead Conductors and Devices".  [NERSA IS3 - 661]
	IS 3:  Distribution Expenses:  Operation and Maintenance  (Labour, Materials and Supplies and Other Expenses)

	Underground Lines
	This account shall include the cost of labour, materials used and expenses incurred in the operation and maintenance of underground distribution lines, the book-cost of which is recorded in the account for "Underground Conductors and Devices".  [NERSA IS3 - 662]
	IS 3:  Distribution Expenses:  Operation and Maintenance  (Labour, Materials and Supplies and Other Expenses)

	Meters
	This account should include the cost of labour, materials used and expenses incurred in the operation and maintenance of customer meters and associated equipment, the book-cost of which is recorded in the account for "Conventional Meters" and the account for "Automated Meters".  [NERSA IS3 - 665]
	IS 3:  Distribution Expenses:  Operation and Maintenance  (Labour, Materials and Supplies and Other Expenses)

	Customer Installations
	Customer Installations this account shall include the cost of labour, materials used and expenses incurred in work on customer installations, in inspecting premises and in rendering services to customers.  [NERSA IS3 - 667]
	IS 3:  Distribution Expenses:  Operation and Maintenance  (Labour, Materials and Supplies and Other Expenses)

	Non-specific Distribution Functions
	Non-specific Distribution Functions:  This account should record the labour cost, materials used and expenses, incurred in distribution system operation and maintenance not provided for elsewhere.  [NERSA IS3 - 669]
	IS 3:  Distribution Expenses:  Operation and Maintenance  (Labour, Materials and Supplies and Other Expenses)

	Right-of-way
	The expense associated with operating and maintaining distribution servitude (right-of-way) properties is the only expenditure to be accounted for within this account.   If payment covers property used for more than one function, such as production plant and transmission, or by more than one function, such as production plant and transmission, or by more than one department, the payment should be apportioned to the appropriate account on an actual, or if necessary, a fully allocated cost basis.  [NERSA IS3 - 671]
	IS 3:  Distribution Expenses:  Operation and Maintenance  (Labour, Materials and Supplies and Other Expenses)

	Structures
	This account should record the cost of labour, materials used and expenses incurred in operation and maintenance of structures, the book-cost of which is recorded in the account for "Structures and Improvements".  [NERSA IS3 - 673]
	IS 3:  Distribution Expenses:  Operation and Maintenance  (Labour, Materials and Supplies and Other Expenses)

	Vegetation Management
	This account should record the cost of labour, materials used and expenses incurred in operation and maintenance of plant specially related to the control of trees, brush and general vegetation which may affect the safe and reliable operation of the distribution system.   [NERSA IS3 - 681]
	IS 3:  Distribution Expenses:  Operation and Maintenance  (Labour, Materials and Supplies and Other Expenses)

	Line Transformers
	Definition O/s – requested from NERSA


	IS 3:  Distribution Expenses:  Operation and Maintenance  (Labour, Materials and Supplies and Other Expenses)

	IT Support
	This account should record the cost of labour, materials used and expenses incurred in operation and maintenance of owned or leased Information Technology (IT) systems which is assignable to distribution operations and is not provided for elsewhere.  [NERSA IS3 - 683]
	IS 3:  Distribution Expenses:  Operation and Maintenance  (Labour, Materials and Supplies and Other Expenses)

	Customer Account Management
	This group of accounts is required by NERSA for reporting in terms of the Electricity Regulations and needs to record all expenses incurred in relation to "customer accounts and collection.
	IS 4:  Customer Account Expenses:  (Labour, Materials and Supplies and Other Expenses)

	Customer Service and Information
	This account should record the cost of labour and expenses incurred in the general direction and supervision of customer service activities, the object of which is to encourage safe, efficient and economical use of the Utility's service.
	IS 5:  Distribution Customer Service and Informational Expenses:  (Labour, Materials and Supplies and Other Expenses)

	Sales 
	This account should record the cost-of-labour, materials used and expenses incurred in connection with sales activities, except merchandising, which is includible in the account for "Informational and Instructional Advertising Expenses".  [NERSA IS6 916]
	IS 6:  Distribution Sales

	Administrative and General
	This account should record expenditure of Utility properly chargeable to utility operations and not chargeable directly to a particular operating function.  This account may be subdivided in accordance with a classification appropriate to the departmental or other functional organisation of the Utility.  [NERSA IS7 920 -926, 928, 930 - 935, 941]
	IS 7:  Administrative and General Expenses


Terminology Alignment

	SCOA Munics
	Budget Reporting Regulation
	Economic Reporting Framework (ERF)
	Annual Financial Statement Template (GRAP)
	Note/ Comment

	Municipal Financial Manager
	
	
	
	Accounting Officer

	Non-core Functions 
	Agency Services
	
	Agency Services
	Commonly known as “Agency Services”

	Waste Management
	Refuse Removal [SA2]
	Not defined
	Refuse Removal
	Used “waste management”

	Waste Water Management
	Sewerage [A2]

Sanitation [SA2]
	Not defined
	Sewerage and sanitation charges
	Used Waste Water Management


SECTION 4:  MUNICIPAL STANDARD CLASSIFICATION
Overview of the 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 to allocated transactions in this segment is “against which organisational vote or sub-vote should the transaction be recorded”?

Illustration:  Overview of the Segment

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.   

	1.
	Definitions
	Paragraphs

	Vote 1
	The accounts are to be set-up by the Municipality based on the vote/sub-vote structure adopted.  

Vote is as defined in Section 1 of the MFMA as one of the main segments into which a budget of a municipality is divided for the appropriation of money for the different departments or functional areas of the municipality and which specified the total amount that is appropriated for the purpose of the department or functional area concerned.  Revenue, operating and capital expenditure are classified in terms of each of these votes.  This segment will remain “non-standardised”.
	

	Vote 2
	
	

	Vote 3
	
	

	Vote 4
	
	

	Vote 5
	
	

	Vote 6
	
	

	Vote 7
	
	

	Vote 8
	
	

	Vote 9
	
	

	Vote 10
	
	

	Vote 11
	
	

	Vote 12
	
	

	Vote 13
	
	

	Vote 14
	
	

	Vote 15
	
	


Design Principles

The following design principle(s) has/have been used in preparing the segment outline:

Principle 1:  SCOA - The SCOA through the segment outline and detail classification provides a “Master SCOA” from which each municipality/entity selects the accounts relevant to the municipality/entities activities.  
Principle 2:  Municipal Entities and Agencies - Recording of a transaction in this segment would be done according to the principles determined for municipalities.

Principle 3:  Non-standardised Segment - Segment to be populated by the Municipality.
Principle 4:  Legislative and Regulatory Requirements - The research and development into the segment, categories and detail accounts were guided by the legislation and regulations read with circulars and guidelines issued by National Treasury and summarised in the table below.  Furthermore brief comments on any changes to a circular or guideline (issued by National Treasury) following the SCOA Regulation are given in the “Proposed Changes Column” of the table.

Principle 5:  Linking Transaction by Business Process to SCOA - Business processes is the set of activities taking place from the initiation of a process to the completion thereof.  Typical in the context of financial reporting a source document from an activity within a business process initiates the activity to flow through a defined business processes ultimately resulting in the transaction to be captured within a financial model in the system and updating the general ledger.  The SCOA classification framework provides a classification structure within the general ledger to “record” transaction information within “fields” within the database functioning in the background of the financial application.

Principle 6:  Category Links and Programming Rules - Category links and business rules refer to programming rules that system developers of financial and business applications for local government would be required to provide for in the application.  The considerations listed may not be complete considering the development stage of this project and might need to be enhanced as this consultation with the various stakeholder groups evolves.
Principle 7:  SCOA Detail Accounts - 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).
Principle 8:  SCOA Definitions - The Master SCOA provides definition for all accounts and reporting levels to assist practioners in achieving consistency in recording transactions of a similar type or nature between municipalities to enhance the comparability of information and report extraction.

Principle 9:  Annual Financial Statements and Budget Reporting Formats - Alignment of budget and reporting formats with the Standards of GRAP applicable to the different categories of municipality, especially recognising that local government uniquely operates in an accrual accounting and accrual budgeting environment.

Principle 10:  Standards of GRAP Reporting Framework - 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 SCOA.

Principle 11:  Level of Detail - Municipalities may add detail breakdown-levels in addition to that provided in SCOA at their discretion.

Principle 12:  Budget Reporting Format - Provide for a municipality to include in the SCOA the information presented in Table A3 and A5 of the Budget Format thus being to show the vote structure aligned to its organisational structure.  Municipality did not necessarily as encouraged by MFMA Circular 12 adopted the function/sub-function as its organisational structure.
Principle 13:  Legislative Framework - The MFMA describes a “vote” as the “main segments” into which a municipal budget is divided and specifies the “total amounts” to be appropriated for the department or functional area concerned.  Municipal votes generally correspond to the names of the municipal departments or programmes.  
Principle 14:  Integrated Development Planning - The IDP process results in “projects” to be identified for addressing the strategies defined for responding to the problems assessed for the municipality.  The “Project Segment” contributes together with the “Funding, Regional Indicator and Municipal Standard Classification” to convert strategies into “actions” by providing for these projects to prepare a budget by project.  The “Fund Segment” assists in the allocation of funding to the “projects”.  The “Regional Indicator” provides information on “who is going to benefit from the project”.  The “Project Segment” together with the “Item Segment” assists in “costing” the project.  The “Municipal Standard Classification” assigns responsibility to managing the project.  The question “how long would it take to complete?” is more “non-financial information” that is not directly available from the SCOA but as a principle to facilitate proper planning the system application needs to assist in capturing this information.  Indirectly if it is a “multi-budget period project” this will be derived from budgeting for the project over multiple periods.  Refer to “Discussion of the Segment” for more detail on the IDP.

Legislative and Regulatory Requirements

The research and development into the segment, categories and detail accounts were guided by the Legislation and Regulations read with Circulars and Guidelines issued by National Treasury and summarised in the table below.  Furthermore brief comments on any changes to a circular or guideline (issued by National Treasury) following the SCOA Regulation are given in the “Proposed Changes Column” of the table.

	Act, Regulations, Guideline or Circular
	Section and Requirement
	Proposed Changes

	MFMA Circular No. 12 (31 January 2005)
	
	

	Municipal Budget and Reporting Regulations
	
	

	Municipal Finance Management Act, No. 56 of 2003
	Section 1:  Definitions


	

	Municipal Structures Act 117 of 1998
	None
	


Transactions by Business Process to be allocated in this Segment

Business processes are the set of activities taking place from the initiation of a process to the completion thereof.  Typical in the context of financial reporting is a source document from an activity within a business process initiating the activity to flow through a defined business processes ultimately resulting in the transaction being captured within a financial model in the system and updating the general ledger.  

The SCOA classification framework provides a classification structure within the general ledger to “record” transactional information within “fields” within the database functioning in the background of the financial application.

Identification of transactions by typical business processes thus would provide a standardisation of specific transactional types for recording within the various segment of SCOA.  

The transaction types reflected here are based on the initial discussions of the Project Steering Committee held during October 2010.  Pending the completion of the “Business Process links to SCOA” this table will be replaced.  
	Transaction Type
	Allocate Yes/No
	Comment

	Assets
	Yes
	

	Liabilities
	Yes
	

	Revenue
	Yes
	

	Expenditure
	Yes
	


Pending the outcome of the Business Processes Project but prior to consulting with the System Vendor this table would need to be replaced with a more detailed table to facilitate standard implementation throughout all Financial and Business Systems used by Municipalities.  The proposed table would give a standard based on the generic design of the business processed which might result in customisation to be done by the various system vendors to meet specific system requirements.  

Category Links and Business Rules

Category links and business rules refer to programming rules that system developers of Financial and Business Applications for Local Government would be required to provide for in the application.  The considerations listed may not be complete considering the development stage of this project and might need to be enhanced as this consultation with the various stakeholder groups evolves.  

Proposals identified at this stage of the development of SCOA:

· Specific standard classification to be linked to specific accounts within the Function, Item, Fund, and Project Segments.  The link between “Municipal Standard Classification and Functions” would be unique to the municipality.
Classification Structure

Transaction are classified within this segment according to the municipalities adopted vote structure in contradiction to the Function Segment where transaction are recorded based on a vote structure that is standardised for all of local government.  

Terminology Alignment

	SCOA Munics
	Budget Reporting Regulation
	Economic Reporting Framework (ERF)
	Annual Financial Statement Template (GRAP)
	Note/Comment

	None identified
	None identified
	None identified
	None identified
	None identified


SECTION 5:  PROJECT SEGMENT
Overview of the Segment

The IDP and the Project Segment

Municipalities have to use the IDP as a method to plan future development in their municipal boundary.  This planning approach involves the entire municipality and its citizens in finding the best solutions to achieve good long-term development.  

The IDP is the strategic plan for an area that gives an overall framework for development.  It aims to co-ordinate the work of local and other spheres of government in a coherent plan to improve the quality of life for all the people living in an area.  It should take into account the existing conditions, problems, challenges and resources available for development.  
The plan should look at economic and social development for the area as a whole.  It must set a framework for how land should be used, what infrastructure and services are needed and how the environment should be protected.

All municipalities have to produce an IDP.  The municipality is responsible for the co-ordination of the IDP and must draw-in other stakeholders in the area who can impact on and/or benefit from development in the area.  

Once the IDP is drawn-up all municipal planning and projects should happen in terms of the IDP.  The municipal medium-term revenue and expenditure framework must be informed by the IDP.  
Other government departments working within the municipal boundary should take the IDP into account when making their own plans.  The IDP is reviewed and updated every year.

The IDP has a lifespan of 5 years that is linked directly to the term of office for local councillors.  After every local government election, the new council has to decide on the future of the IDP.  The council can adopt the existing IDP or develop a new IDP that takes into consideration existing plans.

Why is it necessary to have an IDP?  There are six main reasons why a Municipality should have an IDP:

· Effective use of scarce resources- The IDP will help the local municipality focus on the most important needs of local communities taking into account the available resources at local-level.  The municipality must find the most cost-effective way of providing services; available funding need to be prioritised in addressing priority objectives within the municipal boundary, for example a municipality may decide to repair water infrastructure and replace meters in addressing water losses which in turn will result in efficiencies in the procurement of bulk water and increase revenue. 
· Helps speed up delivery-The IDP identifies service-delivery backlogs and prioritises municipal spending; transparency is achieved through stakeholder involvement and public participation.  The IDP provides deadlock-breaking mechanisms to ensure that projects and programmes are efficiently implemented.  The IDP helps to develop realistic project proposals based on the availability of resources.

· Helps to attract additional funds-Government departments and private investors are willing to invest where municipalities have clear development plans. 

· Strengthens democracy- Through the active participation of all stakeholders, decisions are made in a democratic and transparent manner.

· Overcome past inequalities- Municipal resources are used to integrate rural and urban areas and to extend services to the poor.  

· Promotes co-ordination between local, provincial and national government- The different spheres of government are encouraged to work in a co-ordinated manner to tackle the development needs in a local area, for example the Department of Health plans to build a clinic in an area.  It has to ensure that the municipality can provide services such as water and sanitation for the effective functioning of the clinic.  

What is the IDP process?  Before starting the planning process, an IDP Process Plan is compiled.  This plan is meant to ensure the proper management of the planning process.  The plan should outline:

· The structures that will manage the planning process.
· How the public can participate and structures that will be created to ensure effective participation.
· Time-schedule for the planning process.
· Who is responsible for what.
· How will the process be monitored.
At a district municipal-level the framework will be developed in consultation with all local municipalities within the district.  This framework will ensure co-ordination, consultation and alignment between the district council and local municipalities.  The framework will guide the development of the IDP process plan for each local municipality.  

The process undertaken to produce the IDP consists of the following phases:

· Phase 1 Analysis: Information is collected on the status quo within the municipality.  It focuses on the types of problems faced by people in the area and the causes of these problems.  The identified problems and challenges are assessed and prioritised in terms of what is urgent and what needs to be done first.  At the end of this phase the municipality will be able to provide an assessment of the existing-level of development, details on priority issues, problems and challenges as well as their causes, and information on available resources.  
· Phase 2 Strategies: During this phase the municipality works on finding solutions to the problems assessed in Phase 1.  This entails:  

· Developing a Vision:  The vision is a statement of the ideal situation the municipality would like to achieve in the long-term once it has addressed the problems outlined in Phase 1.  The following is an example of a vision statement:  “An economical vibrant city with citizens living in a secure, healthy and comfortable environment”.  

· Defining Development Objective:  Development objectives are clear statements of what the municipality would like to achieve in the medium term to deal with the problems outlined in phase-one, for example provide access to clean water for all residents living in informal settlements.  

· Development Strategies:  Once the municipality has worked-out where it wants to go and what it needs to do to get there it needs to work out how to get there.  A development strategy is about finding the best way for the municipality to meet its development objective, for example co-operate service-delivery with the Department of Water Affairs to provide one water stand pipe for every 20 households.

· Project Identification:  Once the municipality has identified the best methods of achieving its development objective it leads to the identification of specific projects.

· Phase 3 Projects: During this phase the municipality works on the design and content of projects identified during Phase 2.  Clear details for each project have to be worked-out.  Clear targets must be set and indicators developed to measure performance as well as the impact of individual projects.  

· Phase 4 Integration:  Once all projects have been identified, the municipality must ensure these projects contribute to achieving the objective outlined in Phase 2.  These projects will provide an overall picture of the development plans.  All the development plans must now be integrated.  The municipality should also have overall strategies for issues like dealing with AIDS, poverty alleviation and disaster management.  These strategies should be integrated with the overall IDP.

· Phase 5 Approval:  The IDP is presented to the council for consideration and adoption.  The council may adopt a draft for public comment before approving a finalised IDP.

The IDP Representative Forum seeks to provide:

· An opportunity for stakeholders to represent the interests of their constituencies.

· A structure for discussion, negotiations and joint decision-making.

· Ensure proper communication between all stakeholders and the municipality.

· Monitor the planning and implementation process.

Setting-up projects in the Project Segment, therefore linking the IDP to the budget and reporting process and giving in-time information on spending versus budget as well as utilisation of funds provided for the Project.  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 on a project level.

Assessing Municipal Information

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, most properly the only way in the existing account structure to accumulate financial information on important or strategically relevant “projects”.  The accumulation of project-related transactions in a single posting-level account results in a classification not relating to “what is bought”.

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”?

Illustration:  Overview of the Segment

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).
	

	
	Operating Expenses
	This group of accounts are introduced to collect the information required for NERSA Regulatory Reporting specifically for "operating expenses" incurred relating to "utility plant".  Operating expenses includes labour, materials, overhead and other expenses for production, transmission, distribution, customer accounts, customer service and informational sales, administrative and general.  Does not include expenses for the maintenance of utility plant.  At present this information is limited to Infrastructure/Infrastructure Transfers for Electricity.  Would the need be identified these classes might be expanded.
	

	
	Typical Work Streams
	Projects are created under this group for “operational projects” for example agricultural projects, capacity building, training and development, spatial planning, etc.  Typically these “projects” consist of various expense-items contributing to the outcome or objective of an initiative.  Default projects are included for guidance but the Municipality could expand these as considered necessary.  
	

	
	Operational Cost Municipality
	Operational cost typical to the day-to-day running of the municipality, for example cleaning of office buildings, security, administrative staff cost, building rental, telephone, stationery, postage, etc.
	

	
	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.
	


Design Principles

The following design principle(s) have been used in preparing the segment outline:

Principle 1:  SCOA - The SCOA through the segment outline and detail classification provides a “Master SCOA” from which the municipality/entity selects the accounts relevant to the municipality/entities activities.  

Principle 2:  Municipal Entities and Agencies -Recording of transaction in this segment would be done according to the principles determined for Municipalities.
 

Principle 3:  Legislative and Regulatory Requirements - The research and development into the segment, categories and detail accounts were guided by the Legislation and Regulations read with Circulars and Guidelines issued by National Treasury and summarised in the table below.  Furthermore brief comments on any changes to a circular or guideline (issued by National Treasury) following the SCOA Regulation are given in the “Proposed Changes Column” of the table.
Principle 4:  Linking Transaction by Business Process to SCOA - Business processes is the set of activities taking place from the initiation of a process to the completion thereof.  Typical in the context of financial reporting a source document from an activity within a business process initiates the activity to flow through a defined business processes ultimately resulting in the transaction to be captured within a financial model in the system and updating the general ledger.  The SCOA Classification Framework provides a classification structure within the general ledger to “record” transaction information within “fields” within the database functioning in the background of the financial application.
 

Principle 5:  Category Links and Programming Rules - Category links and business rules refer to programming rules that system developers of Financial and Business Applications for Local Government would be required to provide for in the application.  The considerations listed may not be complete considering the development stage of this project and might need to be enhanced as this consultation with the various stakeholder groups evolves.  
 

Principle 6:  SCOA Detail Accounts - 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).
 

Principle 7:  SCOA Definitions - The Master SCOA provides definition for all accounts and reporting levels to assist practioners in achieving consistency in recording transactions of a similar type or nature between municipalities to enhance the comparability of information and report extraction.
 
Principle 8:  Annual Financial Statements and Budget Reporting Formats - Alignment of budget and reporting formats with the Standards of GRAP applicable to the different categories of municipality, especially recognising that local government uniquely operates in an accrual accounting and accrual budgeting environment.
 

Principle 9:  GRAP Reporting Framework - 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.
 

Principle 10:  Legislative Framework - Sections 18 and 19 of The Municipal Finance Management Act includes specific provision for funding expenditure and spending of money on service-delivery   This segment includes classifications to capture the budgetary, planning decisions and actual expenditure to extract information on the source of funding for capital and operational spending.
 

Principle 11:  Operational versus Capital - Operational expenditure should ideally only be funded from “operational funding” and not from “capital funding” in accordance with sound financial management principles.  We do recognise that municipalities are challenged by negative cash flow positions from time to time that might necessitate the utilisation of “capital funding” for “operational funding”.  This position need to be captured as it occurs and when operational funding is available this funds “shifted” by journal entries to restate the position of the capital fund. 
 

 

Principle 12:  Level of Detail - Municipalities may add detail breakdown-levels in addition to that provided in the chart of accounts at their discretion.
 

Principle 13:  NERSA Regulatory Reporting Requirements - NERSA as explained in the Regulatory Reporting Manual Volume 2:  Electricity prescribes and provides guidance to the regulated entities in the electricity Supply Industry on the format, content, preparation and submission to the Energy Regulator of required information to perform its functions.  In an attempt to avoid a dual accounting process for recording transaction for reporting to NERSA and another set of accounts for financial and budgetary reporting National Treasury provided for the information needs in terms of this regulation in the SCOA.  
 

Principle 14:  IDP - The IDP process results in the identification of “projects” in addressing the problems and challenges identified by the municipality through defined strategies.  Among the details to be worked-out for “projects” include:  

· Who is going to benefit from the project?

· How much is it going to cost?

· How is the project going to be funded?

· How long would it take to complete?

· Who is going to manage the project?

The “Project Segment” contributes together with the “Source of Funding, Regional Indicator and Function” to convert strategies into “actions” by providing for these projects to prepare a budget by project.  The “Fund Segment” assists in the allocation of funding to the “projects”.  The “Regional Indicator” provides information on “Who is going to benefit from the project”.  The “Project Segment” together with the “Item Segment” assists in “costing” the project.  The “Function” assigns responsibility to managing the project.  

The project lifecycle will not be informed by the SCOA; as a principle to facilitate proper planning the System Application needs to assist in capturing this information.  Indirectly if it is a “multi-budget period project” this will be derived from budgeting for the project over multiple periods.  Refer to “Discussion of the Segment” for more detail on the IDP.
 

Principle 15:  Infrastructure Reporting Model -The specific requirements from the Infrastructure Reporting Model needs to be provided for in the Project Segment and aligned to the segment in the SCOA for Departments.  Minor changes were made to provide for peculiarities such as internal charges and adding specific classification to assist in extracting the NERSA Electricity Regulatory requirements.   
 

Principle 16:  Upgrade and Additions/Rehabilitation and Refurbishment - The terminology used for “Upgrade and Additions” and “Rehabilitation and Refurbishments” and needs to be standardised to what has been used in the SCOA for Departments.   
 

Principle 17:  Naming Convention - Naming convention for the inclusion of projects to be defined with no exceptions allowed.  Suitable projects to be added at the discretion of the municipality.  
 

Principle 18:  Classification -Property, Plant and Equipment classifications added to relevant project groups within the segment to assist in classifying projects.  The following high-level categories added:
· Biological or Cultivated Assets

· Buildings

· Computer Equipment

· Furniture and Office Equipment

· Heritage Assets

· Intangible Assets

· Investment Properties

· Machinery and Equipment

· Transport Assets

Principle 19:  NERSA -NERSA Electricity Regulatory Reporting Requirements provided for as part of “Operational Expenditure Project”.  The Item classifications needs to be mapped to these labels and agreed with NERSA.

Principle 20:  Accrual Account Principles -The capital projects section would accumulate prospective from the date of implementation and opening balance adjustments would not be required retrospectively to balance the infrastructure and non-infrastructure to the property, plant and equipment balances per the Item Segment.  

Principle 21:  Legislative Framework -Section 19 of the MFMA, No 56 of 2003 determines that a municipality may spend money on a capital project only if 1) the money for the project, excluding the cost of feasibility studies conducted by or on behalf of the municipality, has been appropriated in the capital budget referred to in section 17(2); 2) the project, including the total cost, has been approved by the council; 3) section 33 has  complied with, to the extent that that section may be applicable to the project; and the sources of funding have been considered, are available and have not been committed for other purposes.

Before approving a capital project in terms of subsection (1)(b), the council of a municipality must consider 1) the projected cost covering all financial years until the project is operational; and 2) the future operational costs and revenue on the project, including Municipal tax and tariff implications. A municipal council may in terms of subsection (1)(b) approve capital projects below a prescribed value either individually or as part of a consolidated capital programme.

This legislative requirement needs to be considered in planning and budgeting for capital projects and therefore the provision for “operational-cost on capital projects” in the classification proposed for the segment.  

Principle 22:  Repairs and Maintenance – Operational projects provides for a specific category of accounts for “repairs and maintenance”.  Repairs and maintenance are considered a “project” as different cost-elements contributes to spending on maintenance.  The “elements” provided for in “repairs and maintenance” are “employee related cost, materials and supplies and contracted services”.  At the highest-level “repairs and maintenance” are distinguished based on the “high level property, plant and equipment categories” being:
· Biological or Cultivated Assets

· Buildings

· Computer Equipment

· Furniture and Office Equipment

· Heritage Assets

· Intangible Assets

· Investment Properties

· Machinery and Equipment

· Transport Assets 

Legislative and Regulatory Requirements

The research and development into the segment, categories and detail accounts were guided by the legislation and regulations read with circulars and guidelines issued by National Treasury and summarised in the table below.  Furthermore brief comments on any changes to a circular or guideline (issued by National Treasury) following the SCOA Regulation are given in the “Proposed Changes Column” of the table.

	Act, Regulations, Guideline or Circular
	Section and Requirement
	Proposed Changes

	GRAP Implementation Guide for Municipalities
	Subsequent Expenditure (page 47 of 147)
	None

	Local Government Asset Management Guideline
	Section 6.7.1  Rehabilitation/Enhancement/ Renewals of Capital Assets
	Align to SCOA terminology

	Municipal Budget and Reporting Regulations
	
	Consider to add classifications structure for capital and operational projects to the existing table

	Municipal Finance Management Act, No. 56 of 2003
	Section 19:  Capital Projects
	None

	Municipal Structures Act 117 of 1998
	
	None


Transactions by Business Process to be allocated in this Segment

Business processes are the set of activities taking place from the initiation of a process to the completion thereof.  Typical in the context of financial reporting is a source document from an activity within a business process initiating the activity to flow through a defined business processes ultimately resulting in the transaction being captured within a financial model in the system and updating the general ledger.  

The SCOA classification framework provides a classification structure within the general ledger to “record” transactional information within “fields” within the database functioning in the background of the financial application.

Identification of transactions by typical business processes thus would provide a standardisation of specific transactional types for recording within the various segment of SCOA.  

The transaction types reflected here are based on the initial discussions of the Project Steering Committee held during October 2010.  Pending the completion of the “Business Process links to SCOA” this table will be replaced.  
	Transaction Type
	Allocate Yes/No
	Comments

	Assets
	No
	Default to “Non-project Stand-alone:  Non-expenditure Transactions”.

	Liabilities
	No
	Default to “Non-project Stand-alone:  Non-expenditure Transactions”.

	Revenue 
	No
	Default to “Non-project Stand-alone:  Non-expenditure Transactions”.

	Expenditure (operational and capital)
	Yes
	Determining Transaction:  Transaction to be linked from the Debit Entry recording non-capital expenditure to the Statement of Financial Performance and for capital expenditure capitalised to Property Plan and Equipment.


Pending the outcome of the Business Processes Project, but prior to consulting with the system vendor this table would need to be replaced with a more detailed table to facilitate standard implementation throughout all financial and business systems used by municipalities.  The proposed table would give a standard based on the generic design of the business processed which might result in customisation to be done by the various system vendors to meet specific system requirements.  
Category Links and Business Rules

Category links and business rules refer to programming rules that system developers of financial and business applications for municipalities would be required to provide for in the application.  The considerations listed may not be complete considering the development stage of this project and might need to be enhanced as this consultation with the various stakeholder groups evolves.  

Proposals identified at this stage of the development of SCOA:

· Set-up Project Segment that only transactions recorded in the Item Segment:  non-current assets/property, plant and equipment should be recorded in the “capital” section of the Project Segment.
· Link the projects defined and added to “capital projects” in the Project Segment to the specific capital-funding source(s) from the Fund Segment.

· Capital and operational projects needed to be opened to classify transactions.

· Set-up Project Segment that only transactions recorded in the Item Segment:  Expenditure could be recorded in the “operational” section of the Project Segment.  
· Link Projects defined and added to “operational projects” in the Project Segment to the specific operational funding source(s) from the Fund Segment.

· “Maintenance and repairs” provided for in “operational projects” distinguish between “employee related cost, materials and supplies and contracted services”.  Link the specific group to the respective accounts within the Item Segment:  Expenditure accounts.

· Provide for “typical work streams” to be expanded by adding projects to “existing” classifications.

Classification Structure

The Project Segment distinguishes projects according to the nature of the expense, whether it is capital or an operational expense.  
Transactions other than expenses (capital and operational) are recorded as “Operational:  Default Transactions.  This group of accounts provide for the transaction types not specifically recorded within the capital and operational project structures for example receipts, billing-run accruals, money transfers between the primary bank account and specific purpose bank accounts and so on.  

The definitions and explanations provided intend to clarify the use of the account contributing towards standardisation of allocations in this segment.  Consideration has been given to retain the classification used in the Project Segment for the SCOA designed for departments for standardisation of information throughout all tiers of government.

Capital

“Capital” applies to expenditure of “long-term nature” and capitalised to property, plant and equipment in the financial statements.  Projects are therefore created along the definition of capital and the detail included under the labels for either infrastructure or non-infrastructure projects.  
Capital projects relates to spending from the capital budget and thus implying the debit transaction for capitalisation cost within the property, plant and equipment section provided for in the Item structure for the statement of financial position.  These costs would consist of all costs capitalised to property, plant and equipment including secondary cost or secondary cost-items.  

Capital projects distinguish between infrastructure projects, other capital projects not relating to infrastructure such as replacing computers used by the accounting division.

“Maintenance and repair” are provide for as an operational project in the classification. 
Capital:  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:

· they are part of a system or network;

· they are specific in nature and do not have alternative uses;

· they are immovable and

· they may be subject to constraints at disposal.

Infrastructure projects provide for existing, new and transfers of infrastructure.  Both “existing” and “infrastructure” transfers further provides for “Upgrade and Additions” and “Rehabilitation and Refurbishment”.  

The outline for this group of accounts are summarised in the table hereunder and the accounts discussed in more detail as indicated by references provided.

	1.
	2.
	3.
	4.
	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.
	

	
	
	Existing 
	If the project relates to an existing infrastructure asset, for example an existing road or building a decision needs to be made whether the spending is an “Upgrade and Additions” or “Rehabilitation and Refurbishment”.  
	

	
	
	
	Rehabilitation and Refurbishment
	Rehabilitation and refurbishment specific to existing infrastructure assets includes activities that are required due to neglect or unsatisfactory maintenance or degeneration of an asset.  
	

	
	
	
	Upgrade and Additions
	Upgrades and additions specific to infrastructure assets include activities aimed at improving the capacity and effectiveness of an asset above that of the intended purpose.  
	

	
	
	New Infrastructure
	Municipalities should use this category for transactions relating to new infrastructure assets.
	

	
	
	Infrastructure Transfers
	Infrastructure transfers from other entities to the municipality.
	

	
	
	
	Rehabilitation and Refurbishment
	Rehabilitation and refurbishment specific to infrastructure transfers including activities that is required due to neglect or unsatisfactory maintenance or degeneration of an asset.
	

	
	
	
	Upgrade and Additions
	Upgrades and additions specific to infrastructure transfers including activities aimed at improving the capacity and effectiveness of an asset above that of the intended purpose.
	


Existing Infrastructure

This category is further disaggregated into upgrade and additions, and refurbishment and rehabilitation to ensure alignment with the Infrastructure Reporting Model.  

Upgrades and additions specific to infrastructure assets include activities aimed at improving the capacity and effectiveness of an asset above that of the intended purpose.  The decision to renovate, reconstruct or enlarge an asset is a deliberate investment decision, which may be undertaken at any time and is not dictated by the condition of the asset, but rather in response to a change in demand and or change in service requirements.  The Budget Reporting Format refers to enhancements/rehabilitation as an improvement or augmentation of an existing asset (including separately depreciable parts) beyond its originally recognised service potential for example, extending the remaining useful life, capacity, quality and functionality.

Rehabilitation and refurbishment specific to existing infrastructure assets includes activities that are required due to neglect or unsatisfactory maintenance or degeneration of an asset.  The action implies that the asset is restored to its original condition, enhancing the capacity and value of an existing asset that has become inoperative due to the deterioration of the asset.  The Budget Reporting Format refers to refurbishment/maintenance to an asset that will restore or maintain the originally assessed future economic benefits or service potential that an entity can expect from an asset and is necessary for the planned-life to be achieved.
New Infrastructure

Included in the group of accounts are projects of a capital nature undertaken to create "new-infrastructure assets" as per definition of an "infrastructure asset".  

New infrastructure would provide for own account construction as well as outsourced developments.  Further detail on the “creation” of these assets in the context of input costs is available from the Item segment thus providing more detail of the composition of the new-asset creations.  

Infrastructure Transfers 

The classification under this group separates “infrastructure transfers” within “projects non-infrastructure (PPE excluding Infrastructure) from other projects.  Within these classifications, distinction is made between projects relating to “upgrade and additions” and “rehabilitation and refurbishment”.   

Include all “transfers” that directly relate to the infrastructure creation process and is a requirement in terms of the Infrastructure Reporting Model.  These “transfers” include “contributed assets” from national and provincial departments, district municipalities to local municipalities and any other entities to the municipality.

Upgrades and additions specific to infrastructure transfers – includes activities aimed at improving the capacity and effectiveness of an asset above that of the intended purpose.  The decision to renovate, reconstruct or enlarge an asset is a deliberate investment decision, which may be undertaken at any time and is not dictated by the condition of the asset, but rather in response to a change in demand and or change in service-requirements; these projects are to be listed by the Municipality.  
The Budget Reporting Format refers to enhancements/rehabilitation is an improvement or augmentation of an existing asset (including separately depreciable parts) beyond its originally recognised service potential for example, extending the remaining useful life, capacity, quality and functionality.]

Rehabilitation and refurbishment specific to infrastructure transfers include activities that are required due to neglect or unsatisfactory maintenance or degeneration of an asset.  The action implies that the asset be restored to its original condition, enhancing the capacity and value of an existing; asset that has become inoperative due to the deterioration of the asset.  The description of projects needs to be added by the municipality.  

The Budget Reporting Format refers to refurbishment/maintenance to an asset that will restore or maintain the originally assessed future economic benefits or service potential that an entity can expect from an asset and is necessary for achieving the planned life.

Infrastructure transfers include “contributed-assets” from national and provincial departments, district municipalities to local municipalities and any other entities to the municipality.

Capital:  Non-infrastructure (Property, Plant and Equipment (PPE) excluding Infrastructure)

Projects non-infrastructure (PPE Excluding Infrastructure) provides for transactions of a capital nature relating to key projects as identified by management such as the 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".
This group of accounts distinguish between property, plant and equipment (excluding those classified as infrastructure assets) transferred and those acquired or created by the municipality.

The outline for this group of accounts are summarised in the table hereunder and the accounts discussed in more detail as indicated by references provided.

	1.
	2.
	3.
	4.
	Definitions
	Paragraphs

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

	
	Non-infrastructure (PPE excluding Infrastructure)
	This category provides for property, plant and equipment projects (excluding infrastructure) created through “own-account construction” either direct purchases or leasing and excludes non-infrastructure transfers from other entities.
	

	
	
	Rehabilitation and Refurbishment
	Rehabilitation and refurbishment specific to existing infrastructure assets includes activities that are required due to neglect or unsatisfactory maintenance or degeneration of an asset.
	

	
	
	Upgrade and Additions
	Upgrades and additions specific to infrastructure assets include activities aimed at improving the capacity and effectiveness of an asset above that of the intended purpose.
	

	
	Non-infrastructure Transfers
	This group of accounts refers to non-infrastructure transfers from other levels of government or entities other than government.  
	

	
	
	
	Upgrade and Additions
	Upgrades and additions specific to non-infrastructure transfers – includes activities aimed at improving the capacity and effectiveness of an asset above that of the intended purpose.
	

	
	
	
	Rehabilitation and Refurbishment
	Rehabilitation and refurbishment specific to non-infrastructure transfers - includes activities that are required due to neglect or unsatisfactory maintenance or degeneration of an asset.
	


Non-infrastructure (PPE excluding Infrastructure)
This group of accounts within “capital projects” provides for capital expenditure on “non-infrastructure related projects” for property, plant and equipment excluding infrastructure assets.  
This category is further disaggregated into upgrade and additions, and refurbishment and rehabilitation to ensure alignment with the Infrastructure Reporting Model.  

Upgrades and additions specific to infrastructure assets include activities aimed at improving the capacity and effectiveness of an asset above that of the intended purpose.  The decision to renovate, reconstruct or enlarge an asset is a deliberate investment decision, which may be undertaken at any time and is not dictated by the condition of the asset, but rather in response to a change in demand and or change in service requirements.  The Budget Reporting Format refers to enhancements/rehabilitation as an improvement or augmentation of an existing asset (including separately depreciable parts) beyond its originally recognised service potential for example, extending the remaining useful life, capacity, quality and functionality.

Rehabilitation and refurbishment specific to existing infrastructure assets - Includes activities that are required due to neglect or unsatisfactory maintenance or degeneration of an asset.  The action implies that the asset is restored to its original condition, enhancing the capacity and value of an existing asset that has become inoperative due to the deterioration of the asset.  
The Budget Reporting Format refers to refurbishment/maintenance to an asset that will restore or maintain the originally assessed future economic benefits or service potential that an entity can expect from an asset and is necessary for the planned life to be achieved.

Further breakdowns within “rehabilitation and refurbishment” and “upgrades and additions” are provided for in the “high-level property, plant and equipment categories” within which specific projects need to be added by the municipality.  These categories are:
· Biological or Cultivated Assets

· Buildings

· Computer Equipment

· Furniture and Office Equipment

· Heritage Assets

· Intangible Assets

· Investment Properties

· Machinery and Equipment

· Transport Assets

Non-infrastructure Transfers

This group of accounts within “capital projects” provides for capital expenditure on non-infrastructure related projects resulting from “non-infrastructure transfers” to the municipality from other entities.    

This category is further disaggregated into upgrade and additions, and refurbishment and rehabilitation to ensure alignment with the Infrastructure Reporting Model.  

Upgrades and additions specific to non-infrastructure transfers include activities aimed at improving the capacity and effectiveness of an asset above that of the intended purpose.  The decision to renovate, reconstruct or enlarge an asset is a deliberate investment decision, which may be undertaken at any time and is not dictated by the condition of the asset, but rather in response to a change in demand and or change in service requirements.  
The Budget Reporting Format refers to enhancements/rehabilitation as an improvement or augmentation of an existing asset (including separately depreciable parts) beyond its originally recognised service potential for example, extending the remaining useful life, capacity, quality and functionality.

Rehabilitation and refurbishment specific to existing infrastructure assets - Includes activities that are required due to neglect or unsatisfactory maintenance or degeneration of an asset.  The action implies that the asset is restored to its original condition, enhancing the capacity and value of an existing asset that has become inoperative due to the deterioration of the asset.  
The Budget Reporting Format refers to refurbishment/maintenance to an asset that will restore or maintain the originally assessed future economic benefits or service potential that an entity can expect from an asset and is necessary for the planned life to be achieved.

Further breakdowns within “rehabilitation and refurbishment” and “upgrades and additions” are provided for the “high-level property, plant and equipment categories” within which specific projects need to be added by the municipality.  These categories are:

· Biological or Cultivated Assets

· Buildings

· Computer Equipment

· Furniture and Office Equipment

· Heritage Assets

· Intangible Assets

· Investment Properties

· Machinery and Equipment

· Transport Assets

Operational

“Operational 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”.

Operational projects relates to spending from the operational budget and thus implying the debit transaction to the Item classification for the statement of financial performance.  

At the highest-level distinction is made between “Default Transactions”, “Maintenance and Repairs” and “Typical Work Streams”.

Projects need to be set-up as guided by the IDP and provide for multi-year spending if required.  

The outline for this group of accounts are summarised in the table hereunder and the accounts discussed in more detail as indicated by references provided.

	1.
	2.
	3.
	Definitions
	Paragraphs

	Operational 
	Operational 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). 
	

	
	Operating Expenses
	This group of accounts are introduced to collect the information required for NERSA Regulatory Reporting specifically for "operating expenses" incurred relating to "utility plant".  Operating expenses includes labour, materials, overhead and other expenses for production, transmission, distribution, customer accounts, customer service and informational sales, administrative and general.  Does not include expenses for the maintenance of utility plant.  At present this information is limited to Infrastructure/Infrastructure Transfers for Electricity.  Would the need be identified these classes might be expanded.
	

	
	Typical Work Streams
	Projects are created under this group for “operational projects” for example agricultural projects, capacity building, training and development, spatial planning, etc.  Typically these “projects” consist of various expense-items contributing to the outcome or objective of an initiative.  Default projects are included for guidance but the Municipality could expand these as considered necessary.
	

	
	Operational Cost Municipality
	Operational cost typical to the day-to-day running of the municipality, for example cleaning of office buildings, security, administrative staff cost, building rental, telephone, stationery, postage, etc.
	


Default Transaction

Default transactions are the classification required to record a transaction within all the segments of the SCOA.  Revenue, assets (excluding capitalised expenditure), liabilities and net assets need to be captured to this account.

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). 
Maintenance and repair may be defined as, "All actions which have the objective of retaining or restoring an item in or to a state in which it can perform its required function. The actions include the combination of all technical and corresponding administrative, managerial, and supervision actions." 

Sub-classifications are provided for “Infrastructure, Infrastructure Transfers, Property, Plant and Equipment (Non-infrastructure), Property, Plant and Equipment (Non-infrastructure) Transfers’ to provide for the set-up of projects specific to the categories included for Property, Plant and Equipment.

The Budget Reporting Format and the Annual Financial Statement require the disclosure of the “cost-elements” included in “repairs and maintenance.  Accordingly the detail included in “repairs and maintenance” within the Project Segment provides for this information.  This requirement is provided for by adding a further breakdown for:

· Employee Related Cost

· Materials and Supplies

· Contracted Services

More detailed projects may be added by the municipality at their discretion for specific “maintenance and repair” projects.

The outline for this group of accounts is summarised in the table hereunder and the accounts discussed in more detail as indicated by the references provided.

	2.
	3.
	4.
	5.
	6.
	Definitions
	

	Maintenance and Repair
	Includes activities aimed at maintaining the capacity and effectiveness of an asset at its intended level.  The maintenance action implies that the asset is restored to its original condition and there is no significant enhancement to its capacity, or the value of the asset.
	

	
	Infrastructure
	This category provides for maintenance and repair on infrastructure assets.  Excluded from this classification is infrastructure assets transferred from other entities to the municipality.
	

	
	
	High-level PPE Categories
	This level provides classification for airports, cemeteries, electricity, roads, solid waste disposal, transportation, water, etc.
	

	
	
	
	Projects
	Projects to be defined and added at the discretion of the municipality.  
	

	
	
	
	
	Cost-elements
	This level provides for a distinction in cost-elements between “employee related cost, material and supplies and contracted services”.
	

	
	Infrastructure Transfers
	This category provides for maintenance and repair on infrastructure transfers.  This category specific provides for maintenance and repair on infrastructure transferred from other entities to the municipality.
	

	
	
	High-level PPE Categories
	This level provides classification for airports, cemeteries, electricity, roads, solid waste disposal, transportation, water, etc.
	

	
	
	
	Projects
	Projects to be defined and added at the discretion of the municipality.  
	

	
	
	
	
	Cost-elements
	This level provides for a distinction in cost-elements between “employee related cost, material and supplies and contracted services”
	

	
	Non-infrastructure
	This category provides for Maintenance and Repair on Property, Plant and Equipment (Non-infrastructure).  Projects to be defined and add as per category list for infrastructure.  Excluded from this classification is infrastructure assets transferred from other entities to the municipality.
	

	
	
	High-level PPE Categories
	This level provides classification for biological and cultivated assets, buildings, computer equipment, furniture and office equipment, heritage assets, intangible assets, investment properties, machinery and equipment, transport assets, etc.
	

	
	
	
	Projects
	Projects to be defined and added at the discretion of the municipality.  
	

	
	
	
	
	Cost-elements
	This level provides for a distinction in cost-elements between “employee related cost, material and supplies and contracted services”.
	

	
	Non-infrastructure Transfers
	This category specific provides for maintenance and repair on transfers from other entities to the municipality.
	

	
	
	High-level PPE Categories
	This level provides classification for biological and cultivated assets, buildings, computer equipment, furniture and office equipment, heritage assets, intangible assets, investment properties, machinery and equipment, transport assets, etc.
	

	
	
	
	Projects
	Projects to be defined and added at the discretion of the municipality.  
	

	
	
	
	
	Cost-elements
	This level provides for a distinction in cost-elements between “employee related cost, material and supplies and contracted services”
	


Operating Expenses

This group of accounts are introduced to collect the information required for NERSA Regulatory Reporting specifically for "operating expenses" incurred relating to "utility plant".  Operating expenses includes labour, materials, overhead and other expenses for production, transmission, distribution, customer accounts, customer service and informational sales, administrative and general but does not include expenses for the maintenance of utility plant.  At present this information is limited to Infrastructure/Infrastructure Transfers for Electricity.  Would the need be identified these classes might be expanded.
Activities are specified within this group of accounts with detail posting levels included to distinguish between employee related cost, materials and supplies and contracted services.  The activities defined specifically for this purpose are:

· Unspecific Activities

· Control Centre Operation

· Customer Installations

· Information Technology Support

· Line Transformers

· Meters

· Overhead Line

· Servitude (Right of Way)

· Station Equipment

· Structures

· Supervision and Engineering

· Underground Lines

· Vegetation Management

Typical Work Streams

Projects are created under this group for “operational projects” for example agricultural projects, capacity building, training and development, spatial planning, etc.  Typically, these “projects” consist of various expense-items contributing to the outcome or objective of an initiative.  Default projects are included for guidance but the municipality could expand these as considered necessary.  

The IDP determines not only the capital projects envisaged for the strategic planning period, but also the “projects” to be funded from the operational budget.  

In addition to the maintenance and repair provided for in the classification the IDP might provide for other strategic projects such as poverty-relief, spatial planning, disaster and emergency and many more.  

This classification provides for projects typical to municipalities but is not necessary conclusive.  As determined by the IDP the Municipality might identify further projects for inclusion either expanding existing categories.  
The process for requesting changes/additions to SCOA need to be followed for adding projects to “typical work streams” if not provided for in the proposed structure.
	2.
	3.
	Definitions
	Paragraphs

	Typical Work Streams
	Projects are created under this group for “operational projects” for example agricultural projects, capacity building, training and development, spatial planning, etc.  Typically these “projects” consist of various expense-items contributing to the outcome or objective of an initiative.  Default projects are included for guidance but these could be expanded as considered necessary by the municipality.
	

	
	Agricultural 
	Projects of an operational nature relating to agricultural.  
	

	
	Aids/HIV, Tuberculosis and Cancer
	Projects of an operational nature relating to Aids/HIV, tuberculosis and cancer.
	

	
	Asset Protection
	Projects of an operational nature relating to asset protection.
	

	
	Capacity Building Training and Development
	Projects of an operational nature relating to capacity building training and development.
	

	
	City-cleanliness and Clean-up
	Projects of an operational nature relating to city-cleanliness and clean-up.
	

	
	Communication and Public Participation
	Projects of an operational nature relating to communication and public participation.
	

	
	Community Development
	projects of an operational nature relating to community development.
	

	
	Dam Safety
	Projects of an operational nature relating to dam safety.
	

	
	District Initiatives and Assistance to Municipalities
	Projects of an operational nature relating to district initiatives and assistance to municipalities.
	

	
	Drinking Water Quality
	Projects of an operational nature relating to drinking water quality.
	

	
	Efficient and Effective Public Service
	Projects of an operational nature relating to efficient and effective public service.
	

	
	Elections
	Projects of an operational nature relating to elections.
	

	
	Emergency and Disaster Management
	Projects of an operational nature relating to emergency and disaster management.
	

	
	Environmental
	Projects of an operational nature relating to environmental.
	

	
	Expanded Public Works Programme
	Projects of an operational nature relating to expanded public works programme.
	

	
	Functions and Events
	Projects of an operational nature relating to functions and events.
	

	
	GIAMA Implementation
	Projects of an operational nature relating to GIAMA implementation
	

	
	Health and Welfare
	Projects of an operational nature relating to health and welfare.
	

	
	Human Resources
	Projects of an operational nature relating to human resources.
	

	
	Indigent Management
	Projects of an operational nature relating to indigent management.
	

	
	Junior Council
	Projects of an operational nature relating to junior council.
	

	
	Local Economic Development
	Projects of an operational nature relating to local economic development.
	

	
	Meter Conversion and Replacement
	Projects of an operational nature relating to meter conversion and replacement.
	

	
	Music, Arts and Culture
	Projects of an operational nature relating to music, arts and culture.
	

	
	Occupational Health and Safety
	Projects of an operational nature relating to occupational health and safety.
	

	
	Performance Management
	Projects of an operational nature relating to performance management.
	

	
	Procurement Reforms and Fighting Corruption
	Projects of an operational nature relating to procurement reforms and fighting corruption.
	

	
	Property, Rates Act Implementation 
	Projects of an operational nature relating to property, rates act implementation.
	

	
	Protecting the Poor
	Projects of an operational nature relating to protecting the poor.
	

	
	Public Protection and Safety
	Projects of an operational nature relating to public protection and safety.
	

	
	Research and Development
	Projects of an operational nature relating to research and development.
	

	
	Service Connections
	Projects of an operational nature relating to service connections.
	

	
	Spatial Planning
	Projects of an operational nature relating to spatial planning.
	

	
	Special Projects
	Projects of an operational nature relating to special projects.
	

	
	Sport Development
	Projects of an operational nature relating to sport development.
	

	
	Strategic Management and Governance
	Projects of an operational nature relating to strategic management and governance.
	

	
	Thefts and Losses through Criminal Conduct
	Projects of an operational nature relating to thefts and losses through criminal conduct.
	

	
	Tourism
	Projects of an operational nature relating to tourism.
	

	
	Ward Committee
	Projects of an operational nature relating to ward committee.
	

	
	Website Development and Maintenance
	Website development and maintenance.
	


Operational Cost - Municipality
Operational cost typical to the day-to-day running of the municipality, for example cleaning of office buildings, security, administrative staff cost, building rental, telephone, stationery, postage, etc.
Terminology Alignment

	SCOA Munics
	Budget Reporting Regulation
	Economic Reporting Framework (ERF)
	Annual Financial Statement Template (GRAP)
	Local Government Capital Asset Management Guideline

	Upgrade and Additions
	Enhancements/ Rehabilitation
	Upgrade and Additions

	Enhancing an existing asset so that its use is expanded

Further developing an existing asset so that its original useful life is extended
	Rehabilitation/ Enhancements/ Renewals of Capital Assets

	Rehabilitation and Refurbishment
	Refurbishment/ Maintenance
	Rehabilitation and Refurbishment
	
	


SECTION 6:  REGIONAL IDENTIFIER SEGMENT
Overview of the 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”?

Illustration:  Overview of the Segment

These classifications are summarised in the table with the definitions included for the high-level categories.  

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.
	


Design Principles

The following design principle(s) has/have been used in preparing the segment outline:

Principle 1:  SCOA - The SCOA through the segment outline and detail classification provides a “Master SCOA” from which each municipality/entity selects the accounts relevant to the municipality/entities activities.  
Principle 2:  Municipal Entities and Agencies - Recording of transaction in this segment would be done according to the principles determined for Municipalities.
Principle 3:  Legislative and Regulatory Requirements - The research and development into the segment, categories and detail accounts were guided by the Legislation and Regulations read with Circulars and Guidelines issued by National Treasury and summarised in the table below.  Furthermore brief comments on any changes to a circular or guideline (issued by National Treasury) following the SCOA Regulation are given in the “Proposed Changes Column” of the table.
 

Principle 4:  Linking Transaction by Business Process to SCOA - Business processes is the set of activities taking place from the initiation of a process to the completion thereof.  Typical in the context of financial reporting a source document from an activity within a business process initiates the activity to flow through a defined business processes ultimately resulting in the transaction to be captured within a financial model in the system and updating the general ledger.  The SCOA Classification Framework provides a classification structure within the general ledger to “record” transaction information within “fields” within the database functioning in the background of the financial application.
Principle 5:  Category Links and Programming Rules - Category links and business rules refer to programming rules that system developers of Financial and Business Applications for Local Government would be required to provide for in the application.  The considerations listed may not be complete considering the development stage of this project and might need to be enhanced as this consultation with the various stakeholder groups evolves.  
Principle 6:  SCOA Detail Accounts - 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).

Principle 7:  SCOA Definitions - The Master SCOA provides definition for all accounts and reporting levels to assist practioners in achieving consistency in recording transactions of a similar type or nature between municipalities to enhance the comparability of information and report extraction.
Principle 8:  Annual Financial Statements and Budget Reporting Formats - Alignment of budget and reporting formats with the Standards of GRAP applicable to the different categories of municipality, especially recognising that local government uniquely operates in an accrual accounting and accrual budgeting environment.
Principle 9:  GRAP Reporting Framework - 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.
Principle10: Economic Reporting Format -The Principles for the Regional Indicator as outlined in the Project Summary Document for the SCOA for National and Provincial Departments, September 2008 served as the basis for this segment with some changes made to reflect peculiarities to the local sphere of government.  The classification principles adopted for departments had been expanded to provide for the additions made for municipalities.  

Principle 11:  Provincial by Metro’s and Municipalities – The classification structure provides for Metros and Municipalities per Province set-up according to the numbers allocated to the district and local municipalities.  This structure might need revision as determined by the Demarcation Board preceding local elections.
Principle 12:  Administration or Head Office - Specific posting-level labels included for the “recording of transactions” peculiar to the administration and “daily running” of the municipality and the service centre/geographical management area/regional area to separate these costs from the cost directly benefiting the community.  

Principle 13:  Service or Function specific to Metro’s –This indicator is included to give recognition to the diverse logistical service-delivery arrangements presently adopted by Metro’s and some other municipalities.  Within the Service/Function/ Area a flexible classification is provided based on the requirements for a specific Metro or Municipality.  Accordingly the requirements for this section need to be customised for the Metro/Municipality based on information provided.  
Principle 14:  Administrative or Head Office by Service/Function or Area –this classification provides for the set-up of satellite offices within the Service/Function or Area structure based on the needs of the Metro or Municipality.  Accordingly the requirements for this section need to be customised for the Metro/Municipality based on information provided.
Principle 15:  Ward - Allocation to “wards” have been provided for as a standard although recognition is given to changes as the demarcation area might change over time.  Pending the upcoming local elections in 2014 and thus the release of information by the Demarcation Board – wards will be added prior to the release of the tables for implementation.
Principle 16:District Municipalities –this category is set-up to provide a structure for the respective local municipalities with a break-down for “administrative or head office, wards and whole of the municipality. 
Principle 17:  Whole of the Area for Service/Function, Wards, Metro, Municipality and District Municipality or Municipality – this category provides a classification for recording transactions not to the benefit of a specific community but the “whole of an area”.
Principle 18:  SCOA - The Master Chart to provide the breakdown per province, municipality down to ward and district municipalities with their municipalities, for completeness and assist in the update of the Local Government Database.  

Principle 19: Regional Information–Introducing this segment detail facilitates the extraction of information on revenue and expenditure at the ward-level and as SCOA evolves even assets, liabilities and net assets.  

Legislative and Regulatory Requirements 

The research and development into the segment, categories and detail accounts were guided by the legislation and regulations read with circulars and guidelines issued by National Treasury and summarised in the table below.  Furthermore brief comments on any changes to a circular or guideline (issued by National Treasury) following the SCOA Regulation are given in the “Proposed Changes Column” of the table.

	Act, Regulations, Guideline or Circular
	Section and Requirement
	Proposed Changes

	Municipal Budget and Reporting Regulations
	None
	

	Municipal Finance Management Act, No. 56 of 2003
	None
	

	Municipal Structures Act 117 of 1998
	7:  Types of Municipalities - General

72:  Only metropolitan and local municipalities of certain types may have ward committees
	


Transactions by Business Process to be allocated in this Segment

Business processes are the set of activities taking place from the initiation of a process to the completion thereof.  Typical in the context of financial reporting is a source document from an activity within a business process initiating the activity to flow through a defined business processes ultimately resulting in the transaction being captured within a financial model in the system and updating the general ledger.  

The SCOA classification framework provides a classification structure within the general ledger to “record” transactional information within “fields” within the database functioning in the background of the financial application.

Identification of transactions by typical business processes thus would provide a standardisation of specific transactional types for recording within the various segment of SCOA.  

The transaction types reflected here are based on the initial discussions of the Project Steering Committee held during October 2010.  Pending the completion of the “Business Process links to SCOA” this table will be replaced.  
	Transaction Type
	Allocate Yes/No
	Comments

	Assets

	Consider
	Only receivables/payables however consider other transactions for the future.

	Liabilities
	Consider
	

	Revenue 
	Yes
	Tariff services and collections by service.

	Net Assets
	No
	

	Expenditure 
	Yes

	Capital and Operational Spending.


Pending the outcome of the Business Processes Project but prior to consulting with the system vendors this table would need to be replaced with a more detailed table to facilitate standard implementation throughout all financial and business systems used by municipalities.  The proposed table would give a standard based on the generic design of the business processed which might result in customisation to be done by the various system vendors to meet specific system requirements.  

Category Links and Business Rules

Category links and business rules refer to programming rules that system developers of financial and business applications for municipalities would be required to provide for in the application.  The considerations listed may not be complete given the developmental stage of this project and might need to be enhanced as this consultation with the various stakeholder groups evolves.  

Proposals identified at this stage of the development of SCOA:

· Agency services provided for as a non-core function in the Function Segment to be linked to the regional indicator for “Provincial Functions:  Whole of the Province” either “National Functions:  Whole of the Country”.  This would need to be done by “agreement” due to the diverse nature of existing arrangements.
· Capital and operational projects to be linked at inception to a regional indicator.
· Accounts to be identified from the Item Segment for assets, liabilities and net assets to be linked to “no regional identifier”.

· Accounts to be identified from the Item Segment for revenue to be linked to “no regional identifier”

Classification Structure

The core-principle of assigning government expenditure in line with the above purpose of the regional identifier is: “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”.

In applying this core-principle the following must be kept in mind:

· ‘The lowest relevant geographical region’ refers to the ward, municipality, district or province where the intended beneficiaries normally live or are located.  Note that the ‘lowest relevant geographical region’ is not necessarily restricted to the municipality where the service or capital investment is located, since the intended beneficiaries may be from neighbouring municipalities, even neighbouring provinces, depending on the nature of the service or investment (for further details see below).  

· ‘intended beneficiaries’ refers to the individuals or entities (such as businesses) that are intended to benefit directly from the given service or capital investment.  

· ‘the service or capital investment’ refers to the output that is being delivered or produced by the government department; and

· ‘the particular expenditure’ refers to the expenditure that is being captured.  Note that in nearly all instances this expenditure will only constitute a part of the cost of the service or capital investment.

Location of Beneficiaries versus Location of Service Provider

It is important to note that the location of the service provider is not relevant when it comes to capturing information in relation to the regional identifier, for example consider a payment that is made by a municipality in the Eastern Cape to a service provider situated in Gauteng for the supply of chemical for a water treatment works. In this instance the regional identifier will not be Gauteng, where the supplier is located. The correct regional identifier will be the municipality in the Eastern Cape in which the water treatment is located.
The regional identifier is constructed such that expenditure data can be allocated according to the following levels within the government structure:

· National

· Provinces

· Metros/Municipalities/Wards 

· Districts/Municipalities

No Regional Identifier
This label provide for the recording of transactions not specifically recorded to regional indicators as defined in the design principles for the segment.  This allocation is needed to be able to record a transaction within the all segments of SCOA.  

Regional Identifier

This label provide for the classification of transactions according to specific regional identifiers for “national functions, provincial functions, municipalities and metro’s”.  

National Functions:  Whole Country Domestic

At the highest-level a distinction is made between national functions, provincial regions, and districts municipalities/municipalities/metros, where the national functions allocation will be used for allocating all transactions that have a national impact and cannot be allocated to specific regions. Examples of these include most payments made by national treasury, the department of defence, etc.

This does not imply that all transactions of national departments should be classifieds national functions, but only for those where national is recognised as the appropriate lowest geographical region to which the transaction relates. Payments made by national departments within regions and to regional authorities should be classified in the provincial regions category to the appropriate municipality.

National functions are divided into “whole country domestic” being the posting-level for all transactions that relate to services rendered or infrastructure investments made within the borders of the Republic of South Africa, for example the South African Police Service purchases vehicles for its ‘Border Control Unit’.  Although this unit operates along South Africa’s borders, the service it renders is intended to benefit the whole country. So expenditure should be posted under National functions: Domestic.
The use of this category is restricted to areas specifically identified and accepted as such by the Project Steering Committee to be "municipal functions" performed as part of a national strategy and executed as co-operative government.  At present the only such identified function is "Implementation of Environmental Policy Impact.

Provincial Functions:  Whole of the Province
The Provincial regions category provides for recording transaction having an impact on the province within which the municipality resorts.  
The use of this category is restricted to areas specifically identified and accepted as such by the Project Steering Committee to be municipal functions performed as part of a provincial strategy and executed as co-operative government, for example the non-core functions provided for as agency services in the Function Segment.

Local Government by Province

Metros and municipalities are arranged according to their respective provinces in this category of the segment.  

Local Government
The “metro’s and municipalities” category provides for the classification of most of the transactions entered into by municipalities and are set-up according to the lists available from the demarcation board and numbering system.  
Discussion of the classification structure within this identified is presented in the body of the section in accordance with the references given hereunder.  

	4.
	5.
	6.
	Definitions
	Paragraphs

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

	
	Administrative or Head Office
	Transactions directly relating to the administration of the municipality and to the direct benefit of the community.
	

	
	Service/Function (Roads, Water/Sanitation, Electricity, Parks, etc
	Service centres provides for the service-delivery arrangement introduced by the municipality that might be a "service area, geographical area, regional area or townships and settlements.  
	

	
	
	Administrative or Head Office
	Administrative office for the Region/Service Centre/Geographical Management Area for identification of spending contributing to the administrative and day-to-running of the office.
	

	
	
	Wards
	Include the different townships, wards, areas, settlements, etc making up the bigger area.
	

	
	
	Whole of the Area
	Services provided benefit the whole of the Service Centre/Geographical Management or Regional Area either detail information is not available to allocate to the lower levels.
	

	
	Whole of the Metro
	To be used if allocation is not possible to a specific Ward/Service Centre/Area Based Management Areas or "Whole of the Municipal Area" derives a benefit or contribution.
	

	Municipalities
	Regional indicators for the municipalities within the provincial boundaries.  Regional indicators set-up by district municipalities
	

	
	Administrative or Head Office
	Administrative office for the district municipality for identification of spending contributing to the administrative and day-to-day running of the office.
	

	
	Whole of the District
	Services provided benefit the whole of the district or “detail" information” is not available to allocate to the lower levels.
	

	
	District Municipalities/Municipality
	Services provided benefit a specific municipality within the district.
	

	
	
	Administrative or Head Office
	Administrative office for the Region/Service Centre/Geographical Management Area for identification of spending contributing to the administrative and day-to-running of the office.
	

	
	
	Wards
	Include the different townships, wards, areas, settlements, etc making up the bigger area.
	

	
	
	Whole of the Municipality
	Services provided benefit the whole of the Service Centre/Geographical Management or Regional Area or “detail” information” is not available to allocate to the lower levels.
	


Metro/Local Municipality:  Administrative or Head Office

Some expenditure, both capital and operational, contributes to the effective running and management of the municipality throughout the demarcated area.  The smooth operation of the municipality necessitates the use of a head/administrative office for co-ordination and management of the municipalities, with a contribution from various cost-drivers, such as building maintenance, water, electricity, sanitation, waste removal, staff compensation, insurance cost, consumption of stationery, cleaning materials, etc.  
These allocated costs do not necessarily benefit any specific region or ward and these are considered to be to the benefit of the whole of the metro/municipality.  Therefore these transactions are recorded within this account, for example the municipality appointed an external computer services company to update the Information Technology:  Back-up and Recovery Policy.  The development of this policy is considered to be part of the risk management strategy of the municipality in protecting the “information technology of the municipality” but not directly to the benefit of a specific regional area or ward and is considered to be of a purely administrative nature.  
Metro/Local Municipality:  Whole of the Metro/Municipality

A posting-level breakdown (Whole of the Metro/Municipality) is provided to be used in instances where transactions should be classified to specific municipalities or wards, but not enough information is available to effect such a breakdown.  Furthermore this category will include all transactions that benefit more than one Service Area.  

Allocation to this account should be distinguished from the “Administrative Charges/Head office” being transactions specifically associated with the running and operation of a municipal administrative office or head office structure versus the “benefit of the transaction being to the whole of the municipality”.

Service/Function (Roads, Water/Sanitation, Electricity, Parks, etc)
Service/Function (Roads, Water/Sanitation, Electricity, Parks, etc) is considered to be the collection or grouping of wards done by metros/municipalities to organise their region in either logistical, regional or management areas consisting of multiple wards.  

At this level the indicator provides for classification to an Administrative Charge or Head Office, Whole of the Centre/Area and then the wards allocated to the Service/Function.
Similar to the classification “Administrative Charges or Head office” provision is made for a regional or administrative office for each Centre/Area within the municipality.  The recording of transaction at this level is based on the principle of allocating operational and capital expenditure specifically relating to the “running and operation” of a regional administrative office, for example the scanner placed in the security area of the Regional office building has been replaced due to the retirement of the existing equipment.  
The “Whole of the Area” classification is used similar to the classification of “Whole of the Municipality “for recording transaction that area benefits from and or for which allocation to a specific ward is not possible.  

Ward/Townships/Logistical Area

Wards to be included by province and municipality according to the Demarcation Board Classification for 2014.  Recognition is given to the fact that these boundaries might change according to the demarcation done for municipal elections every 5 years.  

An alternative to using ward maybe to use townships or the logistical area defined by the municipality for providing services to the community.  

District Municipality

District municipality is a “municipality” that has municipal executive and legislative authority in an area that includes more than one municipality as described in section 155 of the Constitution as a category C municipality.  

Whole of the District

The “Whole of the District” classification is used similar to “Whole of the Municipality and Whole of the Area” classification for recording a transaction that the “area” benefits from and or for which allocation to a specific municipality within the district is not possible.  

Administration or Head Office

Some expenditure, both capital and operational, contributes to the effective running and management of the district municipality throughout the demarcated area.  The smooth operation of the municipality necessitates the use of a Head/Administrative office for co-ordination and management of the municipalities, with a contribution from various cost drivers, such as building maintenance, water, electricity, sanitation, waste removal, staff compensation, insurance cost, stationery, cleaning materials, etc.  These allocated costs do not necessary benefit any specific municipality and therefore considered to be to the indirect benefit of the whole of the district.  These transactions are therefore recorded within this account.

Local Municipalities

Local municipalities within the district municipality are listed here for recording of capital and operational expenditure to the direct benefit of communities within these local municipalities.  

Allocation Principles

In order to assist municipalities in using the regional identifier segment consistently, National Treasury has developed the following ‘allocation principles’ to guide the allocation of transactions in different circumstances.

Services Benefiting Multiple Regions or Wards

Often allocating a particular expenditure to the “the lowest relevant geographical region” will be complicated by the fact that either:

· The relevant service or capital investment benefits people in more than one area or ward (e.g. road whose route crosses a number of wards)

· The expenditure is in relation to a contract for the provision of goods and services in more than one area or ward.  A typical example is expenditure on goods purchased under a transversal contract, or normal bulk purchase contracts.

To address both of these instances, the system allows for the identification of multiple regions at the area or ward-level s.  If the necessary detailed information is available at the time of posting a particular expenditure, the operator can post the portions of the total expenditure that have been allocated to each of the regions simultaneously, for example the municipality procured fertilizer for use by the Park’s Department for flower beds throughout the municipality and allocate the cost according to the area to be covered per Area.
Where a department is aware that a particular expenditure should be allocated to multiple regions, but does not have the necessary information to make an informed decision as to how it should be divided up amongst them, then the department should allocate the expenditure to the “Whole of the Metro/Municipality/District Municipality/Ward/Area, whichever represents ‘the lowest relevant geographical region’, for example the municipality contracted a service provider to upgrade all parking meters within the municipal area with “tamper-proof” cash boxes.  The cost should be allocated to the region based on the volume of meters replaced but this information might not have been kept by the service provider.  
Methods of Allocating Expenditures to Multiple Regions

Where the municipality needs to divide expenditure among a number of service centres/geographical management areas/regional areas, wards, regional offices or districts, etc., the municipality could decide to allocate the:

· expenditures equally among the service centre’s/geographical management areas/regional areas, wards, regional offices or districts, etc.;

· expenditures according to a fixed percentage based on the proportion of the services delivered in each function/service areas/regional areas, wards, regional offices or districts, etc. or based on the population of the service centres/geographical management areas/regional areas, wards, regional offices or districts, etc; and

· transactions according to management’s decision of how the function/service areas/regional areas, wards, regional offices or districts, etc. are benefitting from the services related to that particular expenditure.

Ideally the department would use a combination of these different allocation options, and choose the one that is most appropriate for the particular expenditure on each occasion.

Allocating Personnel Expenditures

Expenditure on compensation of employees must be allocated in line with the function/service areas/regional areas, wards, regional offices or districts, etc where the official works – which will cover the majority of the scope of the employees’ responsibilities, for example an agricultural extension officer is based in the district office, but is responsible for providing services to farmers in two municipalities. The officer’s salary (and other expenses related to her work) should be posted to the two municipalities she is responsible for servicing.
If personnel are deployed in numerous function/service areas/regional areas, wards, regional offices or districts, etc, e.g. road maintenance teams, the allocation of compensation should be to either the whole of the municipality or area.

Head Office Expenses

Municipal expenditures on functions carried-out by their “administrative or head office should generally be posted to “administrative or head office”, unless it is obvious that the expenditure is incurred for a service or capital investment that benefits a specific region, in which case the expenditure should be posted to one or more of the function/service areas/regional areas, wards, regional offices or districts, etc.

Regional Office Expenses

Municipalities that maintain regional offices to manage the services they deliver should:

· In instances where the regional office services only one service centre/geographical management areas/regional areas post the expenditures to the relevant service centres/geographical management areas/regional areas “whole of the centre/area” classification.

· In instances where the regional office services more than one service centre/geographical management areas/regional areas divide the expenditures (using an appropriate methodology) between the relevant centre/areas.

The above principle also applies to a district municipality responsible for more than one local municipality in which case the cost need to be allocated to the municipalities and or administrative/head office.  

Allocating Bulk Purchases

Government makes extensive use of bulk purchasing.  Municipalities are making use of inventory accounting, and thus allocating these expenditures in line with where the relevant goods and services are actually used to deliver services or make capital investments could be done through the inventory system.

Allocating Expenditure on Capital

Where the capital expenditure is on capital goods (e.g. furniture, vehicles and equipment) for an existing function of the municipality (water, electricity, public safety, sanitation.) then the expenditure must be allocated in line with the principle:

All expenditures related to a particular function of the municipality must be allocated to the geographic region that municipality is intended to provide services to unless it is clear that the expenditure is financing a service or capital investment that is directed exclusively at a particular sub-region within the municipality’s service area, or a region outside of the municipality’s normal service area, for example the municipality purchased a new specialised truck for removing refuse from the suburbs.  The capital investment should be allocated to the wards either service centres/geographical management areas/regional areas the truck would be used in delivering this service to the community.
Where the expenditure is on maintenance and rehabilitation of existing capital or infrastructure then the expenditure must be allocated in line with the above principle, for example the municipality makes payments in relation to a contract to rehabilitate a reservoir.  The reservoir is an existing piece of infrastructure and classified as a municipal asset, therefore the expenditure should be posted under “whole of the municipality”. The municipality makes payments in relation to a contract to rehabilitate a municipal road between the inner city and the eastern suburbs.  The road is an existing piece of infrastructure and classified as a municipal asset, therefore the expenditure should be posted under “whole of the municipality” or pro-rated between the service centres/geographical management areas/regional areas connected.
Where the capital expenditure is for the building and equipping of new physical infrastructure or the conversion of buildings to be used as service offices then the expenditure must be allocated to the “whole of the municipality” or, if so required, the specific service centres/geographical management areas/regional areas or ward where the new infrastructure or the new institution is located, for example The municipality builds a new administrative/service centre in ward a for region 1.  the build is located in ward a but would benefit region 1, therefore the capital investment should be recorded in the “whole of the centre area:  region 1”.
The reason for allocating capital expenditure relating to the building of new physical infrastructure or new institutions on this basis is to enable government to track the local impacts of its infrastructure building programme.

Allocating Transfers from District Municipalities to Municipalities
Where a district municipality makes a transfer to a municipality, the transfer must be posted to the relevant municipality.

Allocating Transfers to Municipal Entities, Agencies and other Recipients

Where a municipality makes a transfer payment to a municipal entity, agencies or other recipient the transfer must be posted under “whole of the municipality”, unless the mandate of the municipal entity, agencies or other recipient is restricted to providing services to a specific geographic area, in which case the transfer should be posted to the relevant “service centres/geographical management areas/regional areas – whole of the centre/area or ward”.
For example the municipality makes a contribution for “heritage day” to a local school which is in Ward 1 and Region B but attended by scholars from other areas and outside of the municipal boundaries and thus should be allocated to “Whole of the Municipality”.
Potential Difficulties

The greatest challenge is to get all municipalities to:

· Align their regional structures with the provincial, district and municipal boundaries as defined by the Municipal Demarcation Board.

· Define the service areas of each of the offices of the municipality.

· Gather the information from metros and municipalities to set-up the detail according to the “logistical arrangement”.

Neither of these processes will be easy to accomplish. They require detailed strategic and organisational planning. It is nevertheless an essential process if municipal planning and service-delivery are to be aligned to the IDP of the municipality.

Terminology Alignment

	SCOA Munics
	Budget Reporting Regulation
	Economic Reporting Framework (ERF)
	Annual Financial Statement Template (GRAP)
	Note/Comment

	None identified
	None identified
	None identified
	None identified
	None identified


SECTION 7:  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 and of the timing and certainty of their 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 to account for the safekeeping of the municipality’s resources and for their proper and efficient use.  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.
Liquidity refers to the availability of cash in the near future after taking account of financial commitments over this period. Information about liquidity is useful in predicting the ability of the municipality to meet its financial commitments as they fall due.

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 financial statements also contain notes, supplementary schedules, and other information.  For example, they may contain additional information that is relevant to the needs of users about the items in the statement of financial position and statement of financial performance.  They may include disclosures about the risks and uncertainties affecting the entity and any resources and obligations not recognised in the statement of financial position. Information about service segments and the effect on the entity of changing prices may also be provided in the form of supplementary information.

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 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 we believe would continue as more “users” appreciates the value from this process.  Standardisation of classifications adds immense value to the quality of information and consistency in reporting.  

Because the effects of the municipalities various activities, transactions and other events differ in terms of their 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.  

SECTION 7-1:  REVENUE
Overview of the Segment

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.
The Fund Segment appears to be a duplication of the content of the Revenue Components from the Item Segment yet completely different in purpose and use.  
The Fund Segment records the “source of funding available and 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?”

Illustration:  Overview of the Segment
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 although technically “losses” need to be included in expenditure.  Gains and losses are presented in the statement of financial performance together and thus we have not separated “gains and losses” in the SCOA.

Gains represent other items that meet the definition of revenue and may, or may not arise in the course of the operating activities of the municipality.  Gains represent increases in economic benefits or service potential and as such are no different in nature from revenue.  

Gains include for example those arising on the disposal of non-current assets.  The definition of revenue also includes unrealised gains; for example those arising on the revaluation of financial instruments and those resulting from increases in the carrying amount of long-term assets.  
When gains are recognised in the statements of financial performance or the statement of changes in net assets, they are usually displayed separately, because knowledge of them is useful for the making of economic decisions.  
Losses represent other items that meet the definition of expenses and may, or may not, arise in the course of the operating activities of the entity.  Losses represent decreases in economic benefits or service potential and as such, they are no different in nature from other expenses.  

Losses include for example those resulting from disasters such as fire and flood, as well as those arising on the disposal of non-current assets.  The definition of expenses also includes unrealised losses, for example, those arising from the effects of increases in the rate of exchange for a foreign currency in respect of the borrowings of the municipality in that currency.  
When losses are recognised in the statement of financial performance, they are usually displayed separately because knowledge of them is useful for the making of economic decisions.  Losses are often reported net of related revenue to reflect the substance of the transaction or event.
	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. Ownership of over 50% creates a subsidiary, with its financial statements being consolidated into the parent's books.  
	

	
	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
	


Design Principles

The following design principle(s) has/have been used in preparing the segment outline:

Principle 1:  SCOA - The segment outline and detail classification provides for all possibilities as a “master SCOA” from which each municipality select the accounts needed to “populate” their chart of accounts.
Principle 2:  Municipal Entities and Agencies - Recording of transaction in this segment would be done according to the principles determined for municipalities.

Principle 3:  Internal Billings, Departmental Charges and Activity Based Recoveries - these elements are provided for in the Segment for Financial Modelling.  The cost collectors provided for are in accordance with the costing methodologies guideline proposed by National Treasury.  The allocations are based on the proposed standard and serve as guide on the minimum requirements for costs to be allocated.  Due to the nature and complexity of internal charges and municipalities being in different stages of implementation this group of accounts would require customisation according to system requirements and municipality’s implementation thereof.    

Principle 4:  Legislative and Regulatory Requirements - The research and development into the segment, categories and detail accounts were guided by the legislation and regulations read with circulars and guidelines issued by national treasury and summarised in the table below.  Furthermore brief comments on any changes to a circular or guideline (issued by National Treasury) following the SCOA Regulation are given in the “Proposed Changes Column” of the table.
Principle 5:  Linking Transaction by Business Process to SCOA - Business processes is the set of activities taking place from the initiation of a process to the completion thereof.  Typical in the context of financial reporting a source document from an activity within a business process initiates the activity to flow through a defined business processes ultimately resulting in the transaction to be captured within a financial model in the system and updating the general ledger.  The SCOA provides a classification structure within the general ledger to “record” transaction information within “fields” within the database functioning in the background of the financial application.
Principle 6:  Category Links and Programming Rules - Category links and business rules refer to programming rules that system developers of financial and business applications for local government would be required to provide for in the application.  The considerations listed may not be complete considering the development stage of this project and might need to be enhanced as this consultation with the various stakeholder groups evolves.
Principle 7:  SCOA Detail Accounts - 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).
Principle 8:  SCOA Definitions - The master SCOA provides definition for all accounts and reporting levels to assist practioners in achieving consistency in recording transactions of a similar type or nature between municipalities to enhance the comparability of information and report extraction.
Principle 9:  Annual Financial Statements and Budget Reporting Formats - Alignment of budget and reporting formats with the Standards of GRAP applicable to the different categories of municipality, especially recognising that local government uniquely operates in an accrual accounting and accrual budgeting environment.

Principle 10:  The Standards of GRAP Reporting Framework - Outlined in Directive 5 issued by the Accounting Standards Board 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.

Principle 11:  Legislative Framework - Sections 18 and 19 of the MFMA includes specific provision for funding expenditure and spending of money on service delivery.  This segment includes classifications to capture the budgetary, planning decisions and actual expenditure to extract information on the source of funding for capital and operational spending.

Principle 12:  Legislative Framework - The National Division of Revenue Act determines that any allocations made in terms of Schedules 4, 5, 6, 7 or 8 of the act may only be utilised for the purpose stipulated in the Schedule concerned.  Specific responsibilities are placed on the receiving officer to monitor spending made on allocations.  The Funding Segment assists in providing this information by linking the allocation received to a specific funding label and allocating the payments made relevant to the source of funding to the specific label.  At any given time the balance available in terms of funding and spending on a fund would be available.  

Principle 13:  Economic Reporting Format - The Economic Reporting Format, September 2009 identifies the categories for transfers as being transfers received from other governmental units (national, provincial and local government (specific in the context of municipalities, district municipalities), universities and universities of technology, foreign government, international organisations, public corporations and private enterprises, households and non-profit institutions.  The budget reporting regulations distinguish between transfers recognised operational and capital, contributions and public donations and contributed assets.  
Principle 14:  Operational versus Capital - Operational expenditure should ideally only be funded from “operational funding” and not from “capital funding” in accordance with sound financial management principles.  We do recognise that municipalities are challenged by negative cash flow positions from time to time that might necessitate the utilisation of “capital funding” for “operational funding”.  This position need to be captured as it occurs and when operational funding is available this funds “shifted” by journal entries to restate the position of the capital fund.  
Principle 15:  Special Rating Areas - Property rates levied on “special ratings areas” to be separately provided for within “revenue” to meet the accounting requirements provided for in Section 12 of the Local Government Municipal Property Rates Act No 6 of 2004.  The posting-level detail to be populated by the municipalities.  
Principle 16:  Equitable Share - Equitable share to be separately provided for within “revenue” to be able to link the cost of providing basic services to poor households to the funding source.  This account used with the account detail in the item, function, regional and project segment would this give an indication of funding, spending, what it’s been spent on and the ward/area receiving the benefit.  

Principle 17:  Secondary Costing – Secondary costing elements to be extracted based on the departments charged for the use of municipal services and functions.  The cost collectors provided for are in accordance with the costing methodologies guideline proposed by National Treasury.  The allocations provided are based on the proposed standard and service as guide on the minimum requirements for costs to be allocated.  Due to the nature and complexity of secondary cost and municipalities in different stages of implementation this group of accounts would require customisation according to system requirements and municipalities implementation thereof.
Principle 18:  Allocations In-kind - The Standard of GRAP 23 Revenue from Non-exchange Transactions provides guidance on the recognition of services and goods given in-kind.  Further this Standard of GRAP requires that goods be recognised at fair value but encourage the recognition of services but do not require as the market value of such services might be difficult to obtain.  The classification provides for recognition of goods and services but resulting from the accounting provision but will not result in consistent application through local government.  Quantifying the impact of this principle to determine the significance thereof is not possible due to information not being available in the local government database.     
Principle 19:  Transfers and Subsidies [National Departments] - The classifications provided for under this group of accounts are based on Schedule 4, 6 and 7 of the Division of Revenue Act, No 2 of 2013.  The content of this classification would require annual update based on the allocations published in the DORA for the reporting period.  

Principle 20:  Transfers and Subsidies (Provincial Departments) - The Local Government MTEF Allocations 2013/14 Information Sheet had been used to populate the categories proposed.  This document does not provide the economic classification of the transfers and subsidies but only the name of the transfer and the transferring department.  In some instances the information provide on the Information Sheet differ to the DORA for the Province, Provincial Appropriation Bills and Budget Statements.  

Principle 21:  Transfers and Subsidies (District Municipalities) - Limited information is available from the local government database thus the “functional classification” is used for the purpose of classifying district transfers and subsidies to local municipalities in the absence of specific detail.

Principle 22:  Transfers and Subsidies (Departmental Agencies, Foreign Government and International Organisations, Households, Non-profit Institutions, Private Enterprises, Public Corporations and Universities and Technicons) - Limited information is available from the local government database accordingly ”entities” added to these categories are based on the detail defined by the SCOA for Departments revised for municipalities.  Requests for comments to municipalities following the  “road shows” (preceding the release of the draft regulations) revealed little inputs to revise the content of these categories comprising about 70% of the detail populated in this segment.  Municipalities would be required to request additional information to be considered either during the comments processes following the release of the SCOA Draft Regulations either the formal process for requesting changes/revisions to the SCOA Technical Committee.  
Principle 23:  Exchanges and Non-exchange Revenue - On the highest-level Revenue distinguish between Exchange and Non-exchange Revenue.  Revenue from non-exchange transactions is transactions that are not exchange transactions as per Standard of GRAP 23 Revenue from non-exchange transactions.  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.  Exchange transactions are transactions in which one entity receives assets or services, 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.
Principle 24:  Agency Services - The principle underlying agency services is that the Municipality performs a service on behalf of another entity.  The amounts collected on behalf of the principal are not revenue.  Instead, revenue is the amount of any commission received or receivable for the collection or handling of the gross flows.
Principle 25:  Interest, Dividends and Rent on Land - This category are defined in the ERF and accordingly included as a “group of accounts” in the SCOA.
Principle 26:  Operational Revenue - This group of accounts provides for “all other types of revenue” not specifically provided for in the accounts for revenue.
Principle 27:  Rental or Property, Plant and Equipment - This group of accounts distinguish between “market and non-market” related rental and further provides for “straight-lined operating lease, contingent rent and sub-lease payments in accordance with the provision of the Standard of GRAP 13 Leases.
Principle 28:  Sale of Goods and Rending of Services - This category consist of sales and services rendered provided that the municipality produced or partially produced the good or service.  Detail categories had been added according to the general functions provided by local government.
Principle 29:  Service Charges - This group of accounts provides for the typical services rendered by the municipality as “exchange transactions”, for example electricity, water, waste water management and waste management.

Principle 30:  Fines, Penalties and Forfeits - This item consists of all compulsory receipts imposed by a court or quasi-judicial body considered to be non-exchange revenue.  
Principle 31:  Licences or Permits - This item provides accounts for the granting of licenses or permit associated with a regulatory function administered by the municipality.  
Principle 32:  Property Rates and Revenue Foregone (Exemptions, Reductions and Rebates) - Section 8 and 15 of Local Government Municipal Property Rates Act and Regulations 6 of 2004 respective provides for categories which a municipality may use to determine respectively “differential rates and exemptions, reductions and rebates”.  These categories were applied in SCOA with some detail added as directed by the Budget Reporting Regulations (2012/13) Table SA 13.  Further to this Revenue Foregone is reflected as “Revenue” in SCOA for presentation as “income” in the Statement of Financial Performance and provided for as “Expenditure” in SCOA to be reflected as such in the Statement of Financial Performance.  The Gross Basis of recognition is this applied in the SCOA. 

Principle 33:  Transfers and Subsidies - The high-level categories applied in the SCOA for Capital and Operational Transfers and Subsidies are based on the transfer categories as defined in the Reference Guide to the Economic Reporting Format (September 2009) for National and Provincial Departments being:

· National Departments

· Provincial Departments

· Departmental Agencies and Accounts

· Local Government

· Universities and Technicons

· Public Corporations and Technicons

· Foreign Governments and International Organisations

· Non-profit Organisations

· Households

· National Revenue Fund had been added to the above classification to specifically provide for the fuel levy and equitable share transfers to municipalities being a direct charge to the National Revenue Fund.  The account for Local Government would be used by District Municipalities giving grants to municipalities within the district.

Principle 34:  Contra Accounts (Revenue Foregone and Cost of Free Basic Services) - SCOA provides for accounts for cost of free services and the revenue cost of free basic services as contra accounts in the revenue and expenditure components of the Item Segment.  The purpose of treating these accounts as “contra accounts” is to get municipalities to record the actual values of the items in SCOA for extracting into various reports for external users.  The intention is not to present revenue at the “gross amount”, being revenue inclusive of cost of free basic services either the forfeited revenue cost of free basic services.
Principle 35: Gains and Losses - Gains and losses are included in the discussion of the revenue component of the Item Segment although technically “losses” need to be included in expenditure.  Gains and losses are presented in the statement of financial performance together and thus we have not separated “gains and losses” in the SCOA.
Principle 36:  Share of Surplus/Deficit attributable to Associate/Share of Surplus/Deficit attributable to Joint Venture using Equity Method/Share of Surplus/Deficit attributable to Minorities - These accounts need to be disclosed on the face of the statement of financial performance as allocations of surplus or deficit for the period.  These items are included in the revenue component although not within the definition of revenue.  Revenue Structure though these are reported separately from revenue in the statement of financial performance.  
Principle 37:  VAT Indicators - Included in the classification are VAT indicators to assign specific VAT categories to posting level accounts.  Distinction is made between VAT charged at Standard Rate, Exempt and Zero Rated as indicated in the detailed SCOA Tables.  

Legislative and Regulatory Requirements

	Act, Regulations, Guideline or Circular
	Section and Requirement
	Proposed Changes

	Local Government Municipal Property Rates Act and Regulations 6 of 2004
	Section 2:  Power to Levy Rates

Section 6:  By-laws to give effect to rates policy

Section 8:  Differential Rates

Section 15:  Exemptions, Reductions and Rebates

Section 17:  Other Impermissible Rates

Section 22:  Special Rating Areas

Part 2:  Municipal Valuers


	

	Municipal Structures Act 117 of 1998
	None
	

	Municipal Finance Management Act, No. 56 of 2003
	Section 18:  Funding of Expenditure

Section 19:  Capital Projects

Section 45:  Short-term Debt

Section 46:  Long-term Debt
	

	Municipal Budget and Reporting Regulations
	Chapter 1, Part 3, Paragraph 10 Funding of Expenditure and Paragraph 11 Funding of Capital Expenditure

A5:  Capex

SA 10:  Funding Measurement
	

	No 6 of 2011:  Division of Revenue Act, 2011
	
	


Transactions by Business Process to be allocated in this Segment

Business processes are the set of activities taking place from the initiation of a process to the completion thereof.  Typical in the context of financial reporting is a source document from an activity within a business process initiating the activity to flow through a defined business processes ultimately resulting in the transaction being captured within a financial model in the system and updating the general ledger.  

The SCOA classification framework provides a classification structure within the general ledger to “record” transactional information within “fields” within the database functioning in the background of the financial application.

Identification of transactions by typical business processes thus would provide a standardisation of specific transactional types for recording within the various segment of SCOA.  

The transaction types reflected here are based on the initial discussions of the Project Steering Committee held during October 2010.  Pending the completion of the “Business Process links to SCOA” this table will be replaced.  

	Transaction Type
	Allocate Yes/No
	Comments

	Net Assets
	No
	

	Assets
	No
	

	Liabilities
	No
	

	Revenue
	Yes
	Need to be expanded

	Expenditure
	No
	


Pending the outcome of the business processes project but prior to consulting with the system vendor this table would need to be replaced with a more detailed table to facilitate standard implementation throughout all financial and business systems used by municipalities.  The proposed table would give a standard based on the generic design of the business processed which might result in customisation to be done by the various system vendors to meet specific system requirements.  

Category Links and Business Rules

Category links and business rules refer to programming rules that system developers of financial and business applications for local government would be required to provide for in the application.  The considerations listed may not be complete considering the development stage of this project and might need to be enhanced as this consultation with the various stakeholder groups evolves.  

Proposals identified at this stage of the development of SCOA:

· Disallow transactions categorised in the Item Segment, Revenue Component to be recorded to the Funding Segment.  Fund Segment is driven by “money available” and this “cash principle” and not “accrual principle”.
· Revenue foregone contra account transaction need to be automatically taken to the account in expenditure.
· Opening accounts for Transfers and Subsidies in the Item Segment:  Revenue needs to result in opening an account in the Fund Segment and Item Segment:  Assets, Liabilities and Net Assets for unspent transfers and subsidies.  

Classification Structure
Transactions are classified in the Item Segment according to the “nature and function” of the item and at the highest-level distinguish between “exchange and non-exchange revenue”.

Included in the Revenue component are:

· Share of Surplus/Deficit attributable to Associate

· Share of Surplus/Deficit attributable to Joint Venture using Equity Method

· Share of Surplus/Deficit attributable to Minorities

The above items need to be disclosed on the face of the statement of financial performance as allocations of surplus or deficit for the period.  These items are included in the revenue component although not within the definition of revenue.  
Gains and losses are included in the discussion of the revenue component of the Item Segment although technically “losses” need to be included in expenditure.  Gains and losses are presented in the statement of financial performance together and thus we have not separated “gains and losses” in the Standard Chart of Accounts.

Exchange Revenue

An entity which prepares and presents financial statements under the accrual basis of accounting shall apply GRAP 9 Revenue from Exchange Transactions in accounting for revenue arising from the following exchange transactions and events:

· The rendering of services.

· The sale of goods.

· The use by others of entity assets yielding interest, royalties.
· Municipalities may derive revenues from exchange or non-exchange transactions.

In distinguishing between exchange and non-exchange revenues, substance rather than the form of the transaction should be considered. Examples of non-exchange transactions include revenue from the use of sovereign powers (for example, direct and indirect taxes, duties, and fines), grants and donations.

Financing inflows, notably borrowings, do not meet the definition of revenue because they result in an equal change in both assets and liabilities and haven impact upon net assets. Financing inflows are taken directly to the statement of financial position and added to the balances of assets and liabilities.

Agency Services

Revenue includes only the gross inflows of economic benefits or service potential received and receivable by the municipality on its own account.  Amounts collected as agent of an entity or on behalf of other third parties, for example, the collection of motor vehicle registration fees by the municipality on behalf of municipalities providing such services, are not economic benefits or service potential that flow to the municipality and do not result in increases in assets or decreases in liabilities.  Therefore, they are excluded from revenue.  

Similarly, in a custodial or agency relationship, the gross inflows of economic benefits or service potential include amounts collected on behalf of the principal and which do not result in increases in net assets for the municipality.  
The amounts collected on behalf of the principal are not revenue.  Instead, revenue is the amount of any commission received or receivable for the collection or handling of the gross flows.

The principle underlying agency services is that the municipality performs a service on behalf of another entity.  
Funding received by the municipality to compensate for cost to provide the agency service should be recognised as receipts and not set-off against the expenditure.  
The actual expenditure incurred to deliver the agency services must be recognised as expenses.  This funding code is therefore used for the recording of transactions relating to the provision of “Agency Services”.

Due to the diverse nature and different arrangements currently in place between municipalities and province/national departments we provides for a distinction between national and provincial agreements.  
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 municipality to agree 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.
Chapter 3 of the VAT 419 Guide for Municipalities provides some important information on “agent vs. principal” in determining the VAT consequences of a transaction.  

In order to correctly apply the VAT legislation to the concept of agents, it is necessary to identify and understand the concept of an “agent” as understood in common law.

An agency is a contract whereby one person (the agent) is authorised and required by another person (the principal) to contract or to negotiate a contract with a third person, on the latter’s behalf.
The agent in representing the principal, creates, alters or discharges legal obligations of a contractual nature between the principal and the third party. 
The agent therefore provides a service to the principal and normally charges a fee (generally referred to as “commission” or “agency fee”) but does not acquire ownership of the goods and/or services supplied to or by the principal.

This agent/principal relationship may be expressly construed from the wording of a written agreement or contract concluded between the parties. Where a written agreement or contract does not exist, the onus of proof is on the person who seeks to bind the principal and demonstrate that the relationship was that of a principal and agent. 
An understanding of the relationship between the parties is therefore a requirement in understanding the VAT treatment of supplies made by the parties.

The differences between an agent and a principal can be summarised as follows:
	Agent
	Principal

	The agent will not be the owner of any goods or services acquired on behalf of the principal.
	The principal is the owner of the goods or services acquired on the principal’s behalf by the agent.

	The agent will not alter the nature or value of the supplies made between the principal and third parties.
	The principal may alter the nature or value of the supplies made between the principal and third parties.

	Transactions on behalf of the principal do not affect the agent’s turnover, except to the extent of the commission or fee earned on such transactions.
	The total sales represent the principal’s turnover. The commission or fee charged by the agent forms part of the principal’s expenses.

	An agent only declares the commission or fee for Income Tax and VAT purposes.
	The principal declares gross sales as income for Income Tax and VAT purposes, and may bellowed to claim a deduction for the commission or fee charged by the agent.


In essence, the differences indicate that the principal is ultimately responsible for the commercial risks associated with a transaction, and that the agent is trading for the principal’s account. The agent is appointed by and takes instruction from the principal regarding the facilitation of transactions as per the principal’s requirements and generally charges a fee or earns a commission for that service.

To correctly apply the VAT legislation, it is necessary to identify and understand the contractual relationship between the parties. The VAT treatment of supplies proceeds from the fact of whether a person is acting on their own behalf, or on behalf of another person. In essence, section 54 provides that where a vendor employs the services of an agent to acquire goods or services, or to make supplies on the vendor’s behalf, the supplies are made to, or acquired by, the principal (as the case may be). There are also special provisions dealing with the receipt and issuing of tax invoices. Refer to paragraph 3.3 below.

As an agent merely acts on behalf of the principal, any output tax and input tax in relation to the underlying supplies made or received on behalf of the principal must be accounted for on the VAT return of the principal(if the principal is a vendor). The agent will only declare output tax and input tax in relation to the agency services supplied (if the agent is a vendor).

Municipalities need to follow the process for requesting changes or revision to SCOA to provide the information on specific agreements and these would be added to the SCOA classification.  

Interest, Dividend and Rent on Land

The use by others of municipal assets gives rise to revenue in the form of:

· Interest - charges for the use of cash or cash equivalents or amounts due to the entity.
· Royalties - charges for the use of long-term assets of the entity, for example, patents, trademarks, copyrights and computer software.
· Dividends or equivalents - distributions of surpluses to owners in proportion to their holdings of a particular class of capital.

The SCOA provides for the following classification:

	3
	4
	5
	Definition
	Paragraphs

	Interest, Dividends and Rent on Land
	This item 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.
	

	
	Interest
	This item consist of the income associated with ownership of interest-bearing financial instruments, such as bank deposits, loans extended to others, bills and bonds issued by others, overdue accounts receivable, etc.
	

	
	
	Accounts Receivable
	This account is to be used for interest charged by the municipalities on overdue accounts receivable in accordance with the debt management policy of the municipality.
	

	
	
	Current and Non-current Assets
	Under the accrual basis of accounting, the interest on “revenues accounts” reports the interest earned during the time period indicated on the face of the statement of financial performance. Interest includes interest earned whether or not the interest was received or billed.
	

	
	Dividends
	Dividends received by the municipality on equity participation in private and public sector entities.
	

	
	Rent on Land
	The item consists of the money received due to ownership of land.  This item also includes all revenue due to ownership of sub-soil assets and other commercially exploitable naturally occurring assets such as virgin forests, game and fisheries.
	

	
	
	Rent 
	Rent received from the letting of land excluding the fixed structures on it.
	

	
	
	Royalties
	Royalties (payment to the holder of a patent or copyright or resource for the right to use their property), received by the municipality.  
	

	
	
	Surface Rental
	Collection of surface rental as determined in the Transformation of Certain Rum Areas Act, Act No 94 of 1998.
	


Operational Revenue

Operational Revenue refers to all other revenue not provided for specifically under the above headings.  This groups of accounts includes:

· Administrative Handling Fees

· Bad Debts Recovered

· Breakages Recovered

· Collection Charges

· Commission

· Discounts and Early Settlements

· Incidental Cash Surpluses

· Inspection Fees

· Registration Fees

· Request for Information

Rental of Property, Plant and Equipment
An exchange transaction is one in which the municipality receives assets or services, or has liabilities extinguished, and directly gives approximately equal value (primarily in the form of goods, services or use of assets) to the other party in exchange.  Examples of exchange transactions include:

· the purchase or sale of goods or services, or

· the lease of property, plant and equipment, at market rates.

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.  When municipalities let property, plant and equipment at marked-related prices, the transaction should be recorded here.

The SCOA provides for the following classification:

	4
	5
	6
	Definition
	Paragraphs

	Non-marked Related Rates
	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.  
When municipalities let property, plant and equipment at marked-related prices, the transaction should be recorded here.
	

	
	Straight lined Operating
	This account is for lease payments relating to "non-market related rates" under an operating lease shall be recognised as an expense in the statement of financial performance on a straight-line basis over the lease term unless another systematic basis is more representative of the time pattern of the user’s benefit.
	

	
	
	High-level Property, Plant and Equipment categories
	Detail classifications included based on the “high-level property, plant and equipment categories” being biological or cultivated assets, buildings, computer equipment, furniture and office equipment, heritage assets, infrastructure (airports, cemeteries, electricity, roads, solid waste disposal, transportation, water, intangible assets, investment properties, machinery and equipment and transport assets.
	

	
	Contingent Rent
	This account provides for contingent rent relating to "non-market related rates".  Contingent rent is that portion of the lease payments that is not fixed in amount but is based on the future amount of a factor that changes other than with the passage of time (e.g. percentage of future sales, amount of future use, future price indices, and future market rates of interest).
	

	
	
	High-level PPE categories
	Detail classifications included based on the “high-level property, plant and equipment categories” being biological or cultivated assets, buildings, computer equipment, furniture and office equipment, heritage assets, infrastructure (airports, cemeteries, electricity, roads, solid waste disposal, transportation, water, intangible assets, investment properties, machinery and equipment and transport assets.
	

	
	Sub-lease Payment
	This account is for recording the future minimum sublease payments expected to receive under non-cancellable subleases at the reporting date.  
	

	
	
	High-level PPE categories
	Detail classifications included based on the “high-level property, plant and equipment categories” being biological or cultivated assets, buildings, computer equipment, furniture and office equipment, heritage assets, infrastructure (airports, cemeteries, electricity, roads, solid waste disposal, transportation, water, intangible assets, investment properties, machinery and equipment and transport assets.
	

	Marked Related Rates
	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.  When municipalities let property, plant and equipment at marked-related prices, the transaction should be recorded here.
	

	
	Straight lined Operating
	This account is for lease payments relating to "non-market related rates" under an operating lease shall be recognised as an expense in the statement of financial performance on a straight-line basis over the lease term unless another systematic basis is more representative of the time pattern of the user’s benefit.
	

	
	
	High-level PPE categories
	Detail classifications included based on the “high-level property, plant and equipment categories” being biological or cultivated assets, buildings, computer equipment, furniture and office equipment, heritage assets, infrastructure (airports, cemeteries, electricity, roads, solid waste disposal, transportation, water, intangible assets, investment properties, machinery and equipment and transport assets.
	

	
	Contingent
	This account provides for contingent rent relating to "non-market related rates".  Contingent rent is that portion of the lease payments that is not fixed in amount but is based on the future amount of a factor that changes other than with the passage of time (e.g. percentage of future sales, amount of future use, future price indices, and future market rates of interest).
	

	
	
	High-level PPE categories
	Detail classifications included based on the “high-level property, plant and equipment categories” being biological or cultivated assets, buildings, computer equipment, furniture and office equipment, heritage assets, infrastructure (airports, cemeteries, electricity, roads, solid waste disposal, transportation, water, intangible assets, investment properties, machinery and equipment and transport assets.
	

	
	Sub-lease Payment
	This account is for recording the future minimum sublease payments expected to receive under non-cancellable subleases at the reporting date.  [GRAP 13.46]
	

	
	
	High-level PPE categories
	Detail classifications included based on the “high-level property, plant and equipment categories” being biological or cultivated assets, buildings, computer equipment, furniture and office equipment, heritage assets, infrastructure (airports, cemeteries, electricity, roads, solid waste disposal, transportation, water, intangible assets, investment properties, machinery and equipment and transport assets.
	


Sale of Good and Rendering of Services

The rendering of services typically involves the performance by the municipality of an agreed task over an agreed period of time.  The services may be rendered within a single period or over more than one period.  Examples of services rendered by entities for which revenue is typically received in exchange may include the provision of housing, management of water facilities, management of toll roads, and management of transfer payments.  

Some agreements for the rendering of services are directly related to construction contracts, for example, those for the services of project managers and architects.  Revenue arising from these agreements is not dealt with in this Standard but is dealt with in accordance with the requirements for construction contracts as specified in the Standard of GRAP on Construction Contracts.

Goods include goods produced by the entity for the purpose of sale, such as publications, and goods purchased for resale, such as merchandise or land and other property held for resale.

Revenue is 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.

This category consist of sales and services rendered provided that the municipality produced or partially produced the good or service.  Detail categories had been added according to the general functions provided by local government.

	3.
	4.
	5.
	Definition
	Paragraphs

	Sale of Goods and Rendering of Service
	This category consist of sales and services rendered provided that the municipality produced or partially produced the good or service.  Detail categories had been added according to the general functions provided by local government.
	

	
	Academic Service
	Fees collected by the municipality from external attendants for training and academic services made available to the public and other municipalities.
	

	
	Advertisements
	This item provide for revenue collected from advertising for external parties through municipal activities.
	

	
	Cemetery and Burial Fees
	Fees collected from providing cremation or mortuary services including pauper coffin sales, burial fees, tokens and plates and garden of remembrance fees.
	

	
	Cleaning Fees
	Fees received for the service rendered for the cleaning of erven; disposal and transfer of waste, dumping of garden refuse, cutting of grass and trees, etc.    
	

	
	Computer Services
	This item is for fees collected from providing computer services to other entities.
	

	
	Day Care Fees
	Collection of fees charged for the provision of daytime training, supervision, recreation, and often medical services for children of preschool age, for the disabled, or for the elderly.
	

	
	Development Charges
	The levy on developers in the instance where additional real rights are conferred on properties where such rights have a direct impact on bulk/major services such as roads, water, sewers, storm water and electricity. The contributions are based on agreed unit rates / tariffs and the developer makes a contribution towards the delivery of services.
	

	
	Domestic Services
	Collection of fees charged for domestic service, work performed in a household by someone who is not a member of the family.
	

	
	Escort Fees
	Fees collected from one or more persons accompanying another to guide, protect, or show honour.
	

	
	Exempted Parking
	Fees collected for upfront payment of parking for use based on specific applications.
	

	
	Fire Services
	Fees collected for providing fire services to areas outside of the municipal boundaries and if a person or institution could be held responsible for causing a fire.
	

	
	Health Services
	This item provides for money collected from providing health services such as patient fees, professional fees, ambulance fees, laundry, orthopaedic and surgical aids, cremation and pathology.
	

	
	Housing (Boarding Services)
	Accommodation for staff and other individuals including hostel fees.
	

	
	Immunisation Fees
	Fees collected from providing a service for a process or procedure that protects the body against an infectious disease. A vaccination is a type of immunisation.
	

	
	Laboratory Services
	Fees collected from providing scientific research and experiments.
	

	
	Legal Fees
	Legal fees recovered from third parties.
	

	
	Library Fees
	Fees collected from municipal library services provided to the community.  If this service is done on behalf of the province this would recorded as an agency fees through a control account in the statement of financial position and only the management fees paid to the municipality for administration of this services recognised as revenue.
	

	
	Management Fees
	Fees charged for providing management service to other entities. Also included under this item is revenue flowing from managing vending machines by municipalities on behalf of private companies.
	

	
	Membership Fees
	Membership fees collected from other entities and the community to subscribe to a service by the community or private enterprises, such as copies of voter rolls, valuation roles, or other municipal information.  
	

	
	Objections and Appeals
	Fees paid for the objection and appeals against property valuations.
	

	
	Personalised Number Plates/New Replacements
	Moneys collected from sales relating to roads and transport, for example the replacement of personalised number plates
	

	
	Parking Fees
	Parking meter fees collected and other public parking spaces.
	

	
	Photocopies
	Fees collected from providing photocopying and fax services to individuals and entities.
	

	
	Planning and Development
	Revenue collected from sales and services rendered relating to planning and development.
	

	
	
	Amendment Fees
	The act of offering an improvement to replace a mistake; setting right or making changes to a document and the fees recovered for this service.
	

	
	
	Application Fees for Land Usage
	Land use ensures that all land and properties are used only according to their permitted land-use or zoning rights.  New applications by property owners and developers are considered for changing permitted land uses, zoning rights and their accompanying restrictions, which are in turn specified in zoning scheme.  This responsibility is done in accordance with the municipality’s commitment to sustainable and equitable development.
	

	
	
	Building Plan Approval
	When submitting a building plan application, scrutiny fees will be calculated according to municipal ordinance per square meter.  These fees must be paid in full on submission of the application and are not refundable if the application is rejected.  Entails the change in land use.  Removal of restrictions and the rezoning in terms of the removal of Restriction Act (Act 84 of 1967).
	

	
	
	Plan Clause Levy
	Fees payable for changes to "Clauses" contained in building plans, for example specifications for boundary walls, height and roof type, external furnishes, etc.
	

	
	
	Clearance Fees (Clearance Certificates)
	Fees collected from other entities for service rendered in an act or process of clearing content, material or persons.
	

	
	
	Drainage Fees
	Fees collected for the drainage of water from leaking pipes, sewerage or ground water or storm water and flood water.
	

	
	
	Encroachment Fees
	Fees charged for encroaching building lines iro building regulations.
	

	
	
	Occupation Certificates
	This account is for the fees paid by developers/home owners for obtaining an occupation certificate.  An occupation certificate is compulsory for every building before occupation, as required by the National Building Regulations and Building Standards Act (1977). This is to show that all requirements have been met and to safeguard the owner.  The occupational certificate specifies the type of building – freestanding, terraced, cluster complex, town house complex, apartment or commercial building. The certificate is required before water and electricity deposits can be accepted for newly built properties.
	

	
	
	Removal of Restrictions
	The recovery of cost where the owner applies for removal of certain town planning restrictions.
	

	
	
	Town Planning and Servitudes
	This account provides for fees collected from "town planning".  Town planning is a technical and political process concerned with the control of the use of land and design of the urban environment, including transportation networks, to guide and ensure the orderly development of settlements and communities.  These activities would include research and analysis, strategic thinking, architecture, urban design, public consultation, policy recommendations, implementation and management.
	

	
	Sale of Goods
	This group of accounts provide for the sale of goods to third parties.
	

	
	
	Agricultural Products
	Revenue rose from the sale of agricultural products incidental to the activities of the municipality.
	

	
	
	Assets less than the Capitalisation Threshold
	Allocation of income received from the sale of assets with an original cost of less than the capitalisation threshold.
	

	
	
	Promotions/Corporate Gifts
	Revenue raised from the sale of promotional items and corporate gifts.
	

	
	
	Publications
	Revenue rose from the sale of various publications and printed matter by the municipality.
	

	
	
	Valuation Rolls
	Money received from the sale of valuation roll information to third parties.
	

	
	
	Voters Rolls
	Money received from the sale of the voters roll to third parties.
	

	
	Scrap, Waste and Other Goods
	This item includes sales of all items that are not considered capital assets and not produced by the municipality.
	

	
	
	By Products
	Sales of all by-products for example compost, abattoir related products, logs, effluent water, etc
	

	
	
	Recycling of Waste
	Money received for the sale of waste sold for recycling by third parties
	

	
	
	Removal and Disposal of Coal
	Money received by the municipality for the collection and removal of coal.
	

	
	
	Scrap
	Money received from the sale of scrap material.
	

	
	
	Swimming Pool Back Was
	Money received for the sales of swimming pool back-wash to third parties.
	

	
	
	Treatment Effluent
	Income derive from affluent treatment
	

	
	
	Waste Paper
	Money received from the sale of waste paper materials.
	

	
	Street/Street Markets
	Money received from sales made at informal markets.  This is not the account for recording rental received from the use of exhibition space, tables at city markets, etc.
	

	
	Squatter Re-allocation
	Fees received from squatters for relocation.
	

	
	Transport Fees
	This item is for the collection of transport fees from clients  or staff for making use of transport arrange by the municipality, e.g. Bus fares to Airport, Inner City Bus Fares, Special Bus Services, etc.
	

	
	Valuation Services
	The act or process of assessing value or price; an appraisal, issue of valuation certificates, appeal fees, etc.
	


Service Charges

The rendering of services typically involves the performance by the municipality of an agreed task over an agreed period of time.  The services may be rendered within a single period or over more than one period.  Examples of services rendered by municipalities for which revenue is typically received in exchange may include the provision of electricity and water.  

The SCOA provides for the following classification:

	4.
	5.
	6.
	Definition
	Paragraphs

	Electricity
	Sale of electricity by the municipality to the community.  
	

	
	Appliance Maintenance
	Revenue on maintenance of appliances, wiring; piping or other installations on customers' premises. [NERSA Reporting Requirements]
	

	
	Connection/Reconnection
	Fees charge for connecting/reconnecting a new user or disconnect user to the water or electricity distribution network.  Fees for changing, connecting or disconnecting service.
	

	
	Joint Pole Usage
	Exchange Revenue:  Service Charges - Electricity:  Joint Pole Usage
	

	
	Meter Reading Fees
	Fees collected from testing electricity meters, special readings and call-out fees.
	

	
	Electricity Sales
	This group of accounts provide for the sale of electricity to third parties using the NERSA classification and includes availability charges.  
	

	
	
	Agricultural/Rural/Farm Dwellings Tariffs
	This account should record all revenue resulting from the sale of electrical energy used by customers classified as agricultural/rural/farm dwellings.  Records should be maintained so that the quantity of electricity sold and the revenue received under each rate schedule is readily available.
	

	
	
	Commercial Conventional (Single Phase)
	This account should record all revenue resulting from the sale of electricity energy used by customers classified as commercial conventional (single phase).  Records should be maintained so that the quantity of electricity sold and the revenue received under each rate schedule is readily available.
	

	
	
	Commercial Prepaid
	This account should record all revenue resulting from the sale of electrical energy used by customers classified as commercial prepaid.  Records should be maintained so that the quantity of electricity sold and the revenue received under each rate schedule is readily available.  
	

	
	
	Domestic Low
	This account should record the net billing for electricity supplied for low usage domestic (indigent/prepaid) purposes.  Records should be maintained so that the quantity of electricity sold and the revenue received under each rate schedule is readily available.
	

	
	
	Domestic High
	This account should record the net billing for electricity supplied for low usage domestic (indigent/prepaid) purposes.  Records should be maintained so that the quantity of electricity sold and the revenue received under each rate schedule is readily available.  Homepower standard is the electricity tariff suitable for residential customers and low consumption supplies such as churches, schools, halls, clinics, old-age homes or similar supplies in urban areas with an NMD of up to 100 kva.
	

	
	
	Industrial (400 Volts) (Low Voltage)
	This account should record all revenue resulting from the sale of electrical energy used by customers classified as industrial low-voltage.  .
	

	
	
	Industrial (11 000 Volts) (High Voltage)
	This account should record all revenue resulting from the sale of electrical energy used by customers classified as industrial high-voltage.  
	

	
	
	Miscellaneous Services Revenue:  Affiliates and Inter Affiliates
	This account should record all revenues (tariff, non-conventional or non-tariff) for services and charges billed to affiliates, in accordance with the provisions of each Utility's policy on affiliate transactions as prescribed in RRM Volume 1.  These transactions are not specifically provided for in other accounts.  NOTE:  This account will be broken down by major revenue classifications per utility specific requirements.
	

	
	
	Own use/interdepartmental Energy Sales
	This account should record amounts charged by the electric department at tariff or other rate determined for electricity supplied by it to other electric utility departments and/or for its own use.
	

	
	
	Revenue Adjustment
	This account should record both unbilled revenue adjustments and prior year billing adjustments.  Each adjustment should be completely described.
	

	
	
	Special Negotiated Tariffs
	This account should record all revenue resulting from the sale of electrical energy used by customers classified under special/negotiated tariff arrangements.  Records should be maintained so that the quantity of electricity sold and the revenue received under each rate schedule is readily available.
	

	
	
	Sports Grounds/Churches/Holiday/Old-age homes
	This account should record all revenue resulting from the sale of electrical energy used by customers classified as sports grounds/churches/holiday/old age homes.  
	

	
	
	Street Lighting
	This account should record all revenue resulting from the sale of electrical energy used for the lighting of streets and parks.
	

	
	
	Water Pumps
	This account should record all revenue resulting from the sale of electrical energy used for water pumps.  
	

	Waste Management
	Revenue collected from sales and services rendered relating to waste management including availability charges.
	

	
	Carrier Bags
	Revenue collected from the sale of municipal carrier bags.
	

	
	Landfill Revenue
	Revenue collected from solid waste disposal at landfill sites
	

	
	Refuse Bags
	Fees collected from the sale of municipal refuse bags.
	

	
	Refuse Removal
	Fees collected from the removal of waste (also known as rubbish, trash, refuse, garbage, junk and litter) are unwanted or useless materials.
	

	
	Waste Bins
	Including refuse bins,  "wheelie bins" and "baboon proof bins", etc.
	

	Waste Water Management
	Revenue collected from sales and services rendered relating to waste water management including availability charges.
	

	
	Industrial Effluent
	Fees collected from the sale of industrial effluent.
	

	
	Treatment of Effluent
	Revenue derived from effluent treatment.
	

	
	Sanitation Charges
	Formulation and application of measures designed to protect public health and disposal of sewage and the fees received for providing such a service to the community.
	

	Water
	Revenue collected from sales and services rendered relating to water including availability charges.
	

	
	Connection/Reconnection
	Fees charge for connecting/reconnecting a new user or disconnect user to the water network.
	

	
	Meter Reading Fees
	Fees collected from the test water or electricity meters, special readings and call-out fees.
	

	
	Water Sales
	Sales of water to the community.
	

	
	
	Conventional
	Sales of water to the community using conventional meters.
	

	
	
	Prepaid
	Sales of water to the community through a pre-paid system.
	


Non-exchange Revenue

Municipalities prepare and presents financial statements under the accrual basis of accounting apply GRAP 23 Revenue from Non-exchange Transactions in accounting for revenue from non-exchange transactions.  
This standard addresses revenue arising from non-exchange transactions.  While revenue received by municipalities arise from exchange and non-exchange transactions, the majority of revenue is typically derived from non-exchange transactions such as:

· taxes; and

· transfers (whether cash on non-cash, including grants, debt forgiveness, fines, bequests, gifts, donation and goods and services in-kind.

Non-exchange transactions are transactions that are not exchange transactions.  In a non-exchange transaction, the municipality either receives value in exchange, or gives value to another entity without directly receiving approximately equal value in exchange.  

In some transactions it is clear that there is an exchange of approximately equal value.  These are exchange transactions and are addressed in the Standards of GRAP 9 Revenue from Exchange Transactions.  
In other transactions the municipality will receive resources and provide no or nominal consideration directly in return. 

There is a further group of non-exchange transactions where the municipality may provide some consideration directly in return for the resources received, but that consideration does not approximate the fair value of the resources received. In these cases the municipality determines whether there is a combination of exchange and non-exchange transactions, each component of which is recognised separately.

There are also additional transactions where it is not immediately clear whether they are exchange or non-exchange transactions. In these cases an examination of the substance of the transaction will determine if they are exchange or non-exchange transactions, for example, the sale of goods is normally classified as an exchange transaction.
If, however, the transaction is conducted at a subsidised price, that is, a price that is not approximately equal to the fair value of the goods sold, that transaction falls within the definition of a non-exchange transaction. In determining whether the substance of a transaction is that of anon-exchange or an exchange transaction, professional judgement is exercised.

In addition, municipalities may receive trade discounts, quantity discounts, or other reductions in the quoted price of assets for a variety of reasons. These reductions in price do not necessarily mean that the transaction is a non-exchange transaction.

Revenue comprises gross inflows of economic benefits or service potential received and receivable by the municipality, which represents an increase in net assets, other than increases relating to contributions from owners. 
Amounts collected as an agent of the government or other third parties will not give rise to an increase in net assets or revenue of the agent. This is because the agent entity cannot control the use of, or otherwise benefit from, the collected assets in the pursuit of its objectives.

Where the municipality incurs some cost in relation to revenue arising from a non-exchange transaction, the revenue is the gross inflow of future economic benefits or service potential, and any outflow of resources is recognised as a cost of the transaction, for example, if the municipality is required to pay delivery and installation costs in relation to the transfer of an item of plant to it from another entity, those costs are recognised separately from revenue arising from the transfer of the item of plant. 
Delivery and installation costs are included in the amount recognised as an asset, in accordance with the Standard of GRAP 17 on Property, Plant and Equipment.

Fines, Penalties and Forfeits

This item consists of all compulsory receipts imposed by a court or quasi-judicial body.  Out-of-court settlements are also included in this category.  As with taxes, this item consists of unrequited, compulsory transactions.  Thus, the recipient municipality does not provide anything in return for these receipts.  

	4.
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	Fines
	This account is to be used for the recording of money collected from fines resulting from a crime or offence.
	

	
	Building
	This account is to be used for the recording of building fines due to not erecting buildings according to the approved plans for the construction.
	

	
	Illegal Connections - Electricity
	This account is to be used for illegal connections for electricity, disconnection, reconnection and theft, if the guilty person is found.  This account also to include fines imposed for cable theft.
	

	
	Illegal Connections – Water
	This account is to be used for illegal water use by the community.
	

	
	Law Enforcement
	This account is to be used for any other fines than traffic, illegal water and electricity use, building fines, etc
	

	
	Overdue Books Fines
	This account is to be used for fees imposed on library members for lending books not returned timely.
	

	
	Pound Fees
	This account is to be used for the payment of fines from cars illegal practices and thus "pounded" either stray animals collected and "pounded".
	

	
	Traffic Fines
	This account is to be used for all fines resulting from "road and transport" and related acts and regulations and include goods illegally transported on public roads, spot fines for traffic sign offences, speed and reckless driving, tractors and trailers on prohibited roads or not road worthy, and admission of guilt fines.
	

	Penalties
	Something, especially a sum of money, required as a forfeit for an offense.
	

	
	Collection
	Penalties paid for in addition to interest for defaulting on outstanding payments due to the municipality.
	

	
	Disconnection Fees
	This account is to be used for the penalties charged on disconnection of water and electricity in addition or supplementary to paying a fine.
	

	
	Motor Vehicle Licence
	Penalties paid on motor vehicle licenses for defaulting on the renewal of licenses.
	

	Forfeits
	Forfeits are something surrendered or subject to surrender as punishment for a crime, an offence, an error, or a breach of contract.  Money or proceeds arising from sales of goods that are surrendered or confiscated as punishment for committing a crime, an offence, an error or a breach of contract.
	

	
	Deposits
	This account is to be used for unclaimed deposits, security deposits forfeited or amounts not refunded to contractors after finalising projects.  
	

	
	Retentions
	This account is to be used for the "forfeit" of retention money due to service providers withhold until the successful completion of projects.
	

	
	Unclaimed Money
	Collection of unclaimed monies from consumers by the municipality.
	


Licenses or Permits

Granting of licences or permits associated with a regulatory function by the municipality.

	4.
	Definition
	Paragraphs

	Angling/Fishing
	Angling licenses are issued for catching fish in inland fresh water areas (water which do not permanently or at any time during the year form part of the sea).
	

	Boat
	Boat licenses to utilise boats on municipal dams and rivers.
	

	Dog
	Depending on the municipal ordinances dog licences/permits are issued for dogs owned either exceeding a prescribed number of dogs.
	

	Fauna and Flora
	This license is issued to the public authorising them to be in possession of endangered and protected fauna/flora species.  This is also issued to researchers so that they can obtain samples of fauna/flora species for research purposes.
	

	Filming Fees
	Permits issued/fees charged for filming rights within the municipal area.
	

	Game
	Moneys received to obtain a permit for keeping game on private property.
	

	Threatened and Protected Species
	Tops refer to regulations relating to listed threatened and protected species as defined in the Biodiversity Act 2004 (Act 10/2004).
	

	Health Certificates
	Depending on the municipal by-laws health certificates and permits may be issued for "hazardous uses of premises", "private sewage works", "offensive trades", "hairdressing, beauty and cosmetology services", "second-hand goods", "accommodation establishments", "dry-cleaning and laundry", "nursery homes", "child-care services", 'keeping of animals", etc.
	

	Hiking Trails
	Permits issued by municipalities for access to hiking trails by hikers and usual covers entrance fees.
	

	Hoarding (Collecting/Storing)
	Licences issued for the collecting and storing of food.  
	

	Trading
	Trading licences are governed by the Business Act of 199, No 71 which states that the following businesses require licences: 1) sale or supply of meals or perishable foodstuffs; 2) provision of certain types of health facilities or entertainment and 3) hawking in meals or perishable food.
	

	Road and Transport
	Moneys received for licences and permits relating to road and transport.
	


Property Rates including Revenue Foregone

The Local Government Municipal Property Rates Act No. 6 of 2004 regulates the power of a municipality to impose rates on property; to exclude certain properties from rating in the national interest; to make provision for municipalities to implement a transparent and fair system of exemptions, reductions and rebates through their rating policies; to make provision for fair and equitable valuation methods of properties; to amend the local government; Municipal Systems Act, 2000 so as to make further provision for the serving of documents by municipalities; to amend or repeal certain legislation; and to provide for matters connected therewith.  Accordingly this act serve as the basis to be used in determining the classification required for “property rates, exemptions, reductions and rebates”.  

The following sections of the Local Government Municipal Property Rates Act No 6 has specific relevance in the determination of the classification proposed in the SCOA for municipalities:

· Section 2: Power to Levy Rates

· Section 8: Differential Rates

· Section 15:  Exemptions, Reductions and Rebates

· Section 17:  Other Impermissible Rates

· Section 22:  Special Rating Areas

Section 2 of the above mentioned act determines that: “a metropolitan or local municipality may levy a rate on property in its area and that a district municipality may not levy a rate on property except on property in district management area within the municipality”. 

The accounts as explained in the paragraphs hereunder clearly indicate in the “Column:  Use by”, “Municipalities excluding District Municipalities”. 

Section 8 Differential Rates - indicates that subject to section 19, a municipality may in terms of the criteria set-out in its rates policy levy different rates for different categories of rateable property, which may include categories determined according to the use of the property, permitted use of the property or geographical area in which the property is situated.  Subsection (2) includes categories of rateable property that may be determined.  These categories had been used in SCOA for categorising property rates – refer to the table included here-under.

	Classification
	Definition
	Paragraphs

	Business and Commercial Properties
	Property rates levied on properties used for office buildings, medical centres, hotels, malls, retail stores, shopping centres, garages, multifamily housing buildings included in a valuation roll in terms of section 48(20(b) of the Municipal Property Rates act, No 6 of 2004.
	

	Communal Land
	Communal land is defined in the Communal Land Rights Act, No 11 of 2004 as being land contemplated in section 2 which is, or to be, occupied or used by members of a community subject to the rules or custom of that community.  

Section 9 of this act directs that a property used for multi purposes must, for rates purposes, be assigned to a category determined by the municipality for properties used for (a) a purpose corresponding with the permitted use of the property; (b) a purpose corresponding with the dominant use of the property or (c) multiple purpose in terms of section 8(2)(r).  Subsection 2 determines that a rate levied on a property assigned in terms of subsection (1)(c) to a category of properties used for multiple purposes must be determined by (a) apportioning the market value of the property, in a manner as may be prescribed, to the different purposes for which the property is used; and (b) applying the rates applicable to the categories determined by the municipality for properties used for those purposes to the different market value apportionments. 

Accordingly “communal land” is sub-divided according to the use of the property or parts thereof in agricultural, residential, industrial, business and commercial and other purposes not specified above.   
	

	Communal Land:  Business and Commercial
	Property rates on “communal land” used for business and commercial and/or apportioned in terms of section 9 of the Municipal Properties Rates Act, Act No 6 of 2004 and included in a valuation roll in terms of section 48(20(b) of the same act.
	

	Communal Land:  Farm Property
	Property rates on “communal land” used for farm property and/or apportioned in terms of section 9 of the Municipal Properties Rates Act, Act No 6 of 2004 and included in a valuation roll in terms of section 48(20(b) of the same act.
	

	Communal Land:  Other
	Property rates on “communal land” used for “other purposes” and/or apportioned in terms of section 9 of the Municipal Properties Rates Act, Act No 6 of 2004 and included in a valuation roll in terms of section 48(20(b) of the same act.  Posting-level need to be specified.
	

	Communal Land:  Residential
	Property rates on “communal land” used for residential purposes and/or apportioned in terms of section 9 of the Municipal Properties Rates Act, Act No 6 of 2004 and included in a valuation roll in terms of section 48(20(b) of the same act.
	

	Communal Land:  Small holdings
	Property rates on “communal land” used for small holdings and/or apportioned in terms of section 9 of the Municipal Properties Rates Act, Act No 6 of 2004 and included in a valuation roll in terms of section 48(20(b) of the same act.
	

	Farm Properties
	Property rates levied on properties permitted for farming such as the cultivation of animals, plants, fungi and other life forms for food, fibre and other products used to sustain life included in a valuation roll in terms of section 48(20(b) of the Municipal Property Rates Act, No 6 of 2004.  “Permitted use”, in relation to a property, means the limited purposes for which the property may be used in terms of (a) any restrictions imposed by (i) a condition of title; (ii) a provision of a town planning or land use scheme; or (iii) any legislation applicable to any specific property or properties; or (b) any alleviation of any such restrictions.  [Municipal Properties Rates Act, Act No 6 of 2004]

Section 9 of this act directs that a property used for multi purposes must, for rates purposes, be assigned to a category determined by the municipality for properties used for (a) a purpose corresponding with the permitted use of the property; (b) a purpose corresponding with the dominant use of the property or (c) multiple purpose in terms of section 8(2)(r).  Subsection 2 determines that a rate levied on a property assigned in terms of subsection (1)(c) to a category of properties used for multiple purposes must be determined by (a) apportioning the market value of the property, in a manner as may be prescribed, to the different purposes for which the property is used; and (b) applying the rates applicable to the categories determined by the municipality for properties used for those purposes to the different market value apportionments. 

Accordingly farm properties are sub-divided according to the use of the property or parts thereof in agricultural, residential, industrial, business and commercial and other purposes not specified above.   


	

	Farm Properties:  Agricultural Purposes
	Property rates levied on farming properties used for agricultural purposes and/or apportioned in terms of section 9 of the Municipal Properties Rates Act, Act No 6 of 2004 and included in a valuation roll in terms of section 48(20(b) of the same act.
	

	Farm Properties:  Business and Commercial Purposes
	Property rates levied on farming properties used for business and commercial purposes and/or apportioned in terms of section 9 of the Municipal Properties Rates Act, Act No 6 of 2004 and included in a valuation roll in terms of section 48(20(b) of the same act.
	

	Farm Properties:  Industrial
	Property rates levied on farming properties used for industrial purposes and/or apportioned in terms of section 9 of the Municipal Properties Rates Act, Act No 6 of 2004 and included in a valuation roll in terms of section 48(20(b) of the same act.
	

	Farm Properties:  Not used for any purpose
	Property rates levied on farming properties not used for any purpose included in a valuation roll in terms of section 48(20(b) of the same act.
	

	Farm Properties:  Other Purposes than the above (Specify)
	Property rates levied on farming properties used for “other purposes than specified” and/or apportioned in terms of section 9 of the Municipal Properties Rates Act, Act No 6 of 2004 and included in a valuation roll in terms of section 48(20(b) of the same act.
	

	Farm Properties:  Residential Properties
	Property rates levied on farming properties used for residential purposes and/or apportioned in terms of section 9 of the Municipal Properties Rates Act, Act No 6 of 2004 and included in a valuation roll in terms of section 48(20(b) of the same act.
	

	Formal and Informal Settlements
	Formal and informal settlements (or also called squatter settlements) sometimes illegal or unauthorised is a settlement of impoverished people who live in improvised dwellings made from scrap materials, often plywood, corrugated metal and sheets of plastic and do not have proper sanitation, electricity or telephone services.
	

	Industrial Properties
	Property rates levied on industrial properties such as factories, warehoused, industrial parks, manufacturing and processing included in a valuation roll in terms of section 48(20(b) of the Municipal Property Rates act, No 6 of 2004.
	

	Municipal Properties
	Property rates levied on municipal properties (including municipal entities as defined in the Municipal Systems Act) included in a valuation roll in terms of section 48(20(b) of the Municipal Property Rates Act, No 6 of 2004.
	

	National Monument Properties
	Property rates levied on “national monument properties” included in a valuation roll in terms of section 48(20(b) of the Municipal Property Rates Act, No 6 of 2004.  Property on which national monuments are proclaimed
	

	Privately Owned Town serviced by the Owner
	Property rates levied on “privately owned town services by the owner” included in a valuation roll in terms of section 48(20)(b) of the Municipal Property Rates Act, No 6 of 2004.
	

	Protected Areas
	Property rates levied on “protected areas” included in a valuation roll in terms of section 48(20(b) of the Municipal Property Rates Act, No 6 of 2004.  “Protected area” means an area that is or has to be listed in the register referred to in section 10 of the Protected Areas Act.  
	

	Public Benefit Organisations
	Property rates levied on “public benefit organisations” included in a valuation roll in terms of section 48(20(b) of the Municipal Property Rates Act, No 6 of 2004.  Properties owned by public benefit organisations and used for any specific public benefit activities listed in Part 1 of the Ninth Schedule to the Income Tax Act.
	

	Public Service Infrastructure
	Property rates levied on public service Infrastructure included in a valuation roll in terms of section 48(20(b) of the Municipal Property Rates act, No 6 of 2004.

“Public Service Infrastructure” means publicly controlled infrastructure of the following kinds:

(a) National, provincial or other public roads on which goods, services or labour move across a municipal boundary;

(b) Water or sewer pipes, ducts or other conduits, dams, water supply, reservoirs, water treatment plants or water pumps forming part of a water or sewer scheme serving the public;

(c) Power stations, power substations or power lines forming part of an electricity scheme serving the public;

(d) Gas or liquid fuel plants or refineries or pipelines for gas or liquid fuels, forming part of a scheme for transporting such fuels;

(e) Railway lines forming part of a national railway system;

(f) Communication towers, masts, exchange or lines forming part of a communication system serving the public;

(g) Runways or aprons at national or provincial airports;

(h) Breakwaters, sea walls, channels, basins, quay walls, jetties, roads, railway or infrastructure used for the provision of water, lights, power, sewerage or similar services of ports, or navigational aids comprising lighthouses, radio navigational aids, buoys, beacons or any other device or system used to assist the safe and efficient navigation of vessels;

(i) Any other publicly controlled infrastructure as may be prescribed; or

(j) A right registered against immovable property in connection with infrastructure mentioned in paragraphs (a) to (I).
	

	Residential Properties - Developed
	Property rates levied on residential property included in a valuation roll in terms of section 48(2)(b) of the Municipal Property Rates Act, No 6 of 2004 being private residences, dwellings or housing units.
	

	Residential Properties - Undeveloped
	Property rates levied on undeveloped residential properties included in a valuation roll in terms of section 48(20(b) of the Municipal Property Rates act, No 6 of 2004.
	

	Restitution and Redistribution Properties
	Property rates levied on “restitution and redistribution properties included in a valuation roll in terms of section 48(20(b) of the Municipal Property Rates Act, No 6 of 2004.  

Land reform involves the changing of laws, regulations or customs regarding land ownership.  Land reform may consist of a “government-initiated or government-backed property redistribution”, generally of agricultural land. Land reform can, therefore, refer to transfer of ownership from the more powerful to the less powerful: such as from a relatively small number of wealthy (or noble) owners with extensive land holdings (e.g., plantations, large ranches, or agribusiness plots) to individual ownership by those who work the land.  Such transfers of ownership may be with or without compensation; compensation may vary from token amounts to the full value of the land. 
	

	Restitution and Redistribution Properties:  Communal Property Associations Act
	Property rates levied on “restitution and redistribution properties” included in a valuation roll in terms of section 48(20(b) of the Municipal Property Rates Act, No 6 of 2004.  

To enable communities to form juristic persons, to be known as communal property associations in order to acquire, hold and manage property on a basis agreed to by members of a community in terms of a written constitution; and to provide for matters connected therewith.
	

	Restitution and Redistribution Properties:  Land and Assistance Act or Restitution of Land Rights Act
	Property rates levied on “Restitution and Redistribution Properties included in a valuation roll in terms of section 48(20(b) of the Municipal Property Rates Act, No 6 of 2004.  

Land and Assistance Act:  To provide for the designation of certain land; to regulate the subdivision of such land and the settlement of persons thereon; to provide for the rendering of financial assistance for the acquisition of land and to secure tenure rights; and to provide for matters connected therewith.

Restitution of Land Rights Act:  To provide for the restitution of rights in land in respect of which persons or communities were dispossessed under or for the purpose of furthering the objects of any racially based discriminatory law; to establish a commission on restitution of land rights and a land claims court; and to provide for matters connected therewith
	

	Small Holdings
	Property rates levied on properties permitted for “small holdings” being small farms supporting a single family with a mixture of cash crops and subsistence farming and their rural lifestyle provided, included in a valuation roll in terms of section 48(20(b) of the Municipal Property Rates Act, No 6 of 2004.  

“Permitted use”, in relation to a property, means the limited purposes for which the property may be used in terms of (a) any restrictions imposed by (i) a condition of title; (ii) a provision of a town planning or land use scheme; or (iii) any legislation applicable to any specific property or properties; or (b) any alleviation of any such restrictions.  [Municipal Properties Rates Act, Act No 6 of 2004]

Section 9 of this act directs that a property used for multi purposes must, for rates purposes, be assigned to a category determined by the municipality for properties used for (a) a purpose corresponding with the permitted use of the property; (b) a purpose corresponding with the dominant use of the property or (c) multiple purpose in terms of section 8(2)(r).  Subsection 2 determines that a rate levied on a property assigned in terms of subsection (1)(c) to a category of properties used for multiple purposes must be determined by (a) apportioning the market value of the property, in a manner as may be prescribed, to the different purposes for which the property is used; and (b) applying the rates applicable to the categories determined by the municipality for properties used for those purposes to the different market value apportionments. 

Accordingly “small holdings” are sub-divided according to the use of the property or parts thereof in agricultural, residential, industrial, business and commercial and other purposes not specified above.   
	

	Small Holdings:  Agricultural Purposes
	Property rates levied on “small holdings” used for agricultural purposes and/or apportioned in terms of section 9 of the Municipal Properties Rates Act, Act No 6 of 2004 and included in a valuation roll in terms of section 48(20(b) of the same act.
	

	Small Holdings:  Business and Commercial Purposes
	Property rates levied on “small holdings” used for business and commercial purposes and/or apportioned in terms of section 9 of the Municipal Properties Rates Act, Act No 6 of 2004 and included in a valuation roll in terms of section 48(20(b) of the same act.
	

	Small Holdings:  Industrial Purposes
	Property rates on “small holdings” used for industrial purposes and/or apportioned in terms of section 9 of the Municipal Properties Rates Act, Act No 6 of 2004 and included in a valuation roll in terms of section 48(20(b) of the same act.
	

	Small Holdings:  Purposes other than the above (specify)
	Property rates levied on “small holdings” used for “other purposes than specified” and/or apportioned in terms of section 9 of the Municipal Properties Rates Act, Act No 6 of 2004 and included in a valuation roll in terms of section 48(20(b) of the same act.
	

	Small Holdings:  Residential Purposes
	Property rates levied on “small holdings” used for residential purposes and/or apportioned in terms of section 9 of the Municipal Properties Rates Act, Act No 6 of 2004 and included in a valuation roll in terms of section 48(20(b) of the same act.
	

	State Trust Land
	“State trust land” means land owned by the state (a) in trust for persons communally inhabiting the land in terms of a traditional system of land tenure; (b) over which land tenure rights were registered or granted or (c) which is earmarked for disposal in terms of the Restitution of Land Rights Act, 1994 (Act No 22 of 1994).
	

	State-owned Properties
	Property rates levied on state-owned properties included in a valuation roll in terms of section 48(20(b) of the Municipal Property Rates Act, No 6 of 2004.

State-owned properties imply “publicly controlled” and means owned by or otherwise under the control of an organ of state, including (a) a public entity listed in the Public Finance Management Act, No 1 of 1999, (b) a municipality; or (c) a municipal entity as defined in the Municipal Systems Act.  This category includes State-owned Properties from the national and provincial sphere of government as “municipal properties” are provided for separately.  
	


The above accounts had been provided for in the Item Segment, Revenue section of the SCOA as “Property Rates”.

Section 15 Exemptions, Reductions and Rebates – A municipality may in terms of criteria set-out in its rates policy (a) exempt a specific category of owners of properties or the owners of a specific category of properties from payment of a rate levied on their property or grant to a specific category of owners of properties, or to the owners of a specific category of properties from payment of a rate levied on their property or (b) grant to a specific category of owners of properties, or to the owners of a specific category of properties, a rebate on or reduction in the rate payable in respect of their properties.  Sub-section (2) provides categories of owners of properties that may be consider by the municipality when granting exemptions, rebates or reductions.

Section 15(3) of the above mentioned act directs that municipal manager must annually table in the council of the municipality a (a) list of all exemptions, rebates and reductions granted by the municipality in terms of subsection (1) during the previous financial year; and (b) statement reflecting the income for the municipality foregone during the previous financial year by way of (i) such exemptions, rebates and reductions; (ii) exclusions referred to in section 17(1)(a), (e), (g), (h) and (i); and (iii) the phasing-in discount granted in terms of section 21.

Section 15(4) of the above mentioned act directs that “projections regarding revenue to be foregone for a financial year in relation to subsection 30(b) must be reflected in the municipality’s annual budget for that year as (a) income on the revenue side’ and (b) expenditure on the expenditure side.

	Classification
	Definition
	Paragraphs

	Bona Fide Farmers Rebate or Exemption
	Municipal Property Rates Act, section 2(f) “owners of agricultural properties who are bona fide farmers.
	

	General Residential Rebate
	Municipal Property Rates Act, section 2(e) “owners of residential properties with a market value lower than an amount determined by the municipality
	

	Indigent Owners
	Municipal Property Rates Act, section 2(a)
	

	Pensioners/Social Grants 
	Municipal Property Rates Act, section 2(b) “owners dependent on pensions or social grants for their livelihood”
	

	Temporary Relief Rebate
	Municipal Property Rates Act, section 2(c) “owners temporarily without income”
	

	
	Municipal Property Rates Act, section 2(d) “owners of property situated within in area affected by (i) a disaster within the meaning of the Disaster Management Act, 2002 (Act No 57 of 2002) and (ii) any other serious adverse social or economic conditions.
	

	R15000 Threshold Rebate
	
	

	List other Rebates or Exemptions
	
	


Revenue foregone provided for in the SCOA based on the above criteria as part of “property rates” and included as “expenditure”.

Section 17(1) other impermissible rates of the abovementioned act determines that a municipality may not levy a rate: 

· on the first 30% of the market value of public service infrastructure; 

· on any part of the seashore as defined in the Seashore Act, 1935 (Act No 21 of 1935); 

· on any part of the territorial waters of the republic as determined in terms of the Maritime Zones Act, 1994 (Act No. 15 of 1994);

· on any islands of which the state is the owner, including the Prince Edward Islands referred to in the Prince Edward Islands Act, 1948 (Act No. 43 of 1948); 

· on those parts of a special nature reserve, national park or nature reserve within the meaning of the Protected Areas Act, or of a national botanical garden within the meaning of the National Environmental Management:  Biodiversity Act, 2004, which are not developed or used for commercial, business, agricultural or residential purposes; 

· on mineral rights within the meaning of paragraph (b) of the definition of “property” in section 1;

· on a property belonging to a land reform beneficiary or his or her heirs, provided that this exclusion lapses ten years from the date on which such beneficiary’s title was registered in the office of the Registrar of Deeds; 

· on the first RI5 000 of the market value of a property assigned in the valuation roll or supplementary valuation roll of a municipality to a category determined by the municipality (i) for residential properties; or (ii) for properties used for multiple purposes, provided one or more components of the property are used for residential purposes; or

· on a property registered in the name of and used primarily as a place of public worship by a religious community, including an official residence registered in the name of that community which is occupied by an office-bearer of that community who officiates at services at that place of worship. 30

The above categories of “impermissible rates” are not provided for as “revenue foregone” as a municipality would not be allowed in terms of the Municipal Property Rates Act to include these categories in the valuation role and this levy property rates accordingly.  

Exemption of municipalities from provisions of section 17 provided for in the Municipal Property Rates Act section 18(1) “A municipality may apply, in writing, to the Minister to be exempted from paragraph (a),( e) ,( g) or (h) of section 17( 1)if it can demonstrate that an exclusion in terms of the relevant paragraph is compromising or impeding its ability or right to exercise its powers or to perform its functions within the meaning of section 151(4) of the Constitution.  (2) Any exemption granted by the Minister in terms of subsection (1)(a) must be in writing; and (b) is subject to such limitations and conditions as the Minister may determine. 

Would any such exemptions be identified specific accounts will be added to SCOA to provide for these exemptions granted by the minister.   

Compulsory phasing-in of certain rates in terms of section 21 of the Municipal Property Rates Act determines that:  

· (1)
(a)  A rate levied on newly rateable property must be phased in over a period of three financial years, subject to subsection (5).  (b) A rate levied on property referred to in section 17(l)(g) must, after the exclusion period referred to in that section has lapsed, be phased in over a period of three financial years, subject to subsection (5) of this section.  (c) A rate levied on newly rateable property owned and used by organisations conducting specified public benefit activities and registered in terms of the Income Tax Act for those activities must be phased in over a period of four financial years, subject to subsection (5) must 

· (2) The phasing-in discount on a property referred to in subsection (1) (a) or (b) (a) in the first year, be at least 75 per cent of the rate for that year otherwise applicable to the property;  (b) in the second year, be at least 

· 50 per cent of the rate for that year otherwise  (c) in the third year, be at least 25 per cent of the rate for that year otherwise applicable to the property; and applicable to the property.

· (3) No rate may be levied during the first year on property referred to in subsection (I) (c). Thereafter. the phasing-in discount on such property (a) in the second year, must be at least 75 per cent of the rate for that year (b) in the third year, must be at least 50 per cent of the rate for that year otherwise (c) in the fourth year, must be at least 25 per cent of the rate for that year

· (4) A rate levied on property referred to in subsection (1) may not be higher than the rate levied on similar property or category of properties in the municipality.

· (5) The MEC for local government may, on written request by a municipality, extend for that municipality the phasing-in period referred to in subsection (l)(a), (b) or (c) to a period which together with the initial period does not exceed six financial years.

· (6) When extending a phasing-in period, the MEC for local government must determine the minimum phasing-in discount on the rate payable during each financial year in the extended period. 
No provision for specific accounts made in the Item Segment in the Revenue section as these provisions from the act determines the recognition and measurement of property rates subject this proviso.  

Section 22 of the Municipal Property Rates Act guides special rating areas and determines that:

· (1) A municipality may by resolution of its council (a) determine an area within that municipality as a special rating area; (b) levy an additional rate on property in that area for the purpose of raising funds; (c) differentiate between categories of properties when levying an additional rate for improving or upgrading that area; and referred to in paragraph (b).  

· (2) Before determining a special rating area, a municipality must (a) consult the local community, including on the following matters: (i) the proposed boundaries of the area; and (ii) the proposed improvement or upgrading of the area; and (b) obtain the consent of the majority of the members of the local community in the proposed special rating area who will be liable for paying the additional rate. 

· (3) When a municipality determines a special rating area, the municipality (a) must indicate how the area is to be improved or upgraded by funds derived from the additional rate; (c) must establish separate accounting and other record-keeping systems regarding (i) the revenue generated by the additional rate; and (ii) the improvement and upgrading of the area; and (d) may establish a committee composed of persons representing the community in the area to act as a consultative and advisory forum for the municipality on the improvement and upgrading of the area, provided representivity, including gender representivity, is taken into account when such a committee is established. Such a committee must be a subcommittee of the ward committee or committees in the area, if the municipality has a ward committee or committees in the area. 

· (4) This section may not be used to reinforce existing inequities in the development of the municipality, and any determination of a special rating area must be consistent with the objectives of the municipality's integrated development plan.

· (5) This section must be read with section 85 of the Municipal Systems Act if this section is applied to provide funding for an internal municipal service district established in terms of that section of the Municipal Systems Act.

	Classification
	Definition
	Paragraphs

	Special Rating Area
	Municipal Property Rates Act, section 22(1) “the Municipality may be resolution of council determine a special rating area and levy an additional rate on property in that area for the purpose of raising funds for improving or upgrading that are differentiate by category of property.  
	


The above account had been included in the Item Segment under Revenue for Property Rates:  Special Rating Area.  The account provides for categories to be added by the municipality and give the “special rating area” a distinctive name.  The Source of Funding Segment provides the detail on the utilisation of the revenue raised through the “additional rate” and the Project Segment on the specific “improvement and upgrading” undertaken for the “special rating area”.

Transfers and Subsidies

At the highest-level “transfers and subsidies” distinguish between “capital and operational” transfers and subsidies.  

The Standards on GRAP 23 Non-exchange Revenue provides guidance on the recognition and measurement of Transfers and Subsidies.  

The high-level categories applied in the SCOA for capital and operational transfers and subsidies are based on the transfer categories as defined in the Reference Guide to the Economic Reporting Format (September 2009) for National and Provincial Departments being:

· National Departments

· Provincial Departments

· Departmental Agencies and Accounts

· Local Government

· Universities and Technicons

· Public Corporations and Technicons

· Foreign Governments and International Organisations

· Non-profit Organisations

· Households

National revenue fund had been added to the above classification to specifically provide for the fuel levy and equitable share transfers to municipalities being a direct charge to the national revenue fund.  The account for local government would be used by district municipalities giving grants to municipalities within the district.

“Monetary value and in-kind” transfers are separately provided for under the above categories.  

The name of the transferring entity and the “allocation” need to be included as posting-level items.  It is however recognised that this information might require periodic update and provision would be made in the activities of national treasury for an annual classification circular to advise system vendors and users of these changes.  

	4.
	5.
	6.
	7.
	8.
	Definition
	Paragraphs

	Capital 
	Capital “transfers and subsidies” are considered to be "grants given" to the municipality for the construction of fixed assets.  Recognition of revenue to be done in accordance with GRAP 23 Revenue from Non-exchange Transactions.
	

	· 
	National Departments
	Capital "transfers and subsidies" received from national departments as indicated in the Annual Division of Revenue Bill and recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions being either a monetary or allocations in-kind.
	

	· 
	
	Monetary Allocations
	Capital "transfers and subsidies" received from national departments as indicated in the Annual Division of Revenue Bill and recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the transfer from the "monetary allocation".
	

	
	
	
	Specify 
	Insert the name of transfers and subsidies according to the annual division of revenue act.
	

	
	
	Allocations In-kind
	Capital "transfers and subsidies" received from national departments as indicated in the Annual Division of Revenue Bill and recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the "transfers in-kind".  Goods In-kind are recognised as assets when the goods are received or there is a binding agreement to receive the goods.  Services in-kind are services provided to municipalities without charge.  
	

	
	
	
	Specify 
	Insert the name of transfers and subsidies according to the annual division of revenue act.
	

	
	Provincial Government
	Capital transfers and subsidies granted by provincial departments to municipalities as per the provincial division of revenue act.
	

	
	
	Monetary Allocations
	Capital "transfers and subsidies" received from provincial departments as indicated in the annual division of revenue bill and recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the transfer from the "monetary allocation".  
	

	· 
	
	
	Province
	Classify the grant according to the provincial Department making the transfers and subsidy.
	

	· 
	
	
	
	Department
	Include the name of the transferring department and the purpose for receiving the transfer and subsidy.
	

	· 
	
	Allocations In-kind
	Capital "transfers and subsidies" received from provincial government as indicated in the annual division of revenue bill and recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the "transfers in-kind".  Goods In-kind are recognised as assets when the goods are received or there is a binding agreement to receive the goods.  Services In-kind are services provided to municipalities without charge.  
	

	· 
	
	
	Province
	Classify the grant according to the provincial department making the transfers and subsidy.
	

	· 
	
	
	
	Department
	Include the name of the transferring department and the purpose for receiving the transfer and subsidy.
	

	· 
	District Municipalities
	Capital transfers and subsidy made by a district municipality to a local municipality.  A "district municipality" meaning a municipality that has municipal executive and legislative authority in an area that includes more than one municipality, and which is described in section 115(1) of the Constitution as a category C municipality.
	

	· 
	
	Monetary Allocations
	Capital "transfers and subsidies" received from district municipalities.  This account provides for the recognised amount of the transfer from the "monetary allocation" in accordance with GRAP 23 Revenue from Non-exchange Transactions.
	

	· 
	
	
	Province
	Classify the transfers and subsidy by province.
	

	· 
	
	
	
	District Municipality
	Local municipalities to classify capital grants received from their district municipality according to the function the allocation is intended to support.
	

	· 
	
	Allocations in-kind
	Capital "transfers and subsidies" received from district municipalities recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the "transfers in-kind".  Goods In-kind are recognised as assets when the goods are received or there is a binding agreement to receive the goods.  Services In-kind are services provided to municipalities without charge.  
	

	· 
	
	
	Province
	Classify the transfers and subsidy by province.
	

	· 
	
	
	
	District Municipality
	Local municipalities to classify capital grants received from their district municipality according to the function the allocation is intended to support.
	

	· 
	Departmental Agencies and Accounts
	Capital transfers and subsidies made by departmental agencies and accounts (including national public entities listed in the Public Finance Management Act (1999), such as social security funds, unemployment insurance funds and other funds and accounts).
	

	· 
	
	Monetary Allocations
	Capital "transfers and subsidies" received from departmental agencies and accounts as indicated in the Annual Division of Revenue Bill and recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the transfer from the "monetary allocation".  
	

	· 
	
	
	Specify Transfers and Subsidy
	Classify the transfers or subsidy according to the entity making the transfer and the purpose thereof.
	

	· 
	
	Allocations In-kind
	Capital "transfers and subsidies" received from departmental agencies and accounts recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the "transfers in-kind".  Goods in-kind are recognised as assets when the goods are received or there is a binding agreement to receive the goods.  Services in-kind are services provided to municipalities without charge.
	

	· 
	
	
	Specify Transfers and Subsidy
	Classify the transfers or subsidy according to the entity making the transfer and the purpose thereof.
	

	· 
	Universities and Technicons
	Capital transfers and subsidies received from universities and technicons.
	

	· 
	
	Monetary Allocations
	Capital "transfers and subsidies" received from universities and technicons recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the transfer from the "monetary allocation".  
	

	· 
	
	
	Specify Transfers and Subsidy
	Classify the transfers or subsidy according to the entity making the transfer and the purpose thereof.
	

	· 
	
	Allocations In-kind
	Capital "transfers and subsidies" received from universities and technicons recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the "transfers in-kind".  Goods in-kind are recognised as assets when the goods are received or there is a binding agreement to receive the goods.  Services in-kind are services provided to municipalities without charge.
	

	· 
	
	
	Specify Transfers and Subsidy
	Classify the transfers or subsidy according to the entity making the transfer and the purpose thereof.
	

	· 
	Foreign Government and International Organisations
	Capital "transfers and subsidies" received from foreign government and international organisations recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the transfer from the "monetary allocation".  
	

	· 
	
	Monetary Allocations
	Capital "transfers and subsidies" received from foreign government and international organisations recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the transfer from the "monetary allocation".  
	

	· 
	
	
	Specify Transfers and Subsidy
	Classify the transfers or subsidy according to the entity making the transfer and the purpose thereof.
	

	· 
	
	Allocations In-kind
	Capital "transfers and subsidies" received from foreign government and international organisations recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the "transfers in-kind".   Goods in-kind are recognised as assets when the goods are received or there is a binding agreement to receive the goods.  Services in-kind are services provided to municipalities without charge.
	

	· 
	
	
	Specify Transfers and Subsidy
	Classify the transfers or subsidy according to the entity making the transfer and the purpose thereof.
	

	· 
	Public Corporations
	Capital "transfers and subsidies" received from public corporations recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the transfer from the "monetary allocation".  Public corporations being entities such as the Water Boards, Eskom, Telkom SA Ltd, etc.
	

	· 
	
	Monetary Allocations
	Capital "transfers and subsidies" received from public corporations recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the transfer from the "monetary allocation".  
	

	· 
	
	
	Specify Transfers and Subsidy
	Classify the transfers or subsidy according to the entity making the transfer and the purpose thereof.
	

	· 
	
	Allocations In-kind
	Capital "transfers and subsidies" received from public corporations recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the "transfers in-kind".  Goods in-kind are recognised as assets when the goods are received or there is a binding agreement to receive the goods.  Services in-kind are services provided to municipalities without charge.
	

	· 
	
	
	Specify Transfers and Subsidy
	Classify the transfers or subsidy according to the entity making the transfer and the purpose thereof.
	

	· 
	Private Enterprises
	Capital "transfers and subsidies" received from private enterprises recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the transfer from the "monetary allocation".  Public corporations being entities such as the Water Boards, Eskom, Telkom SA Ltd, etc.
	

	· 
	
	Monetary Allocations
	Capital "transfers and subsidies" received from private enterprises recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the transfer from the "monetary allocation".  
	

	· 
	
	
	Specify Transfers and Subsidy
	Classify the transfers or subsidy according to the entity making the transfer and the purpose thereof.
	

	· 
	
	Allocations In-kind
	Capital "transfers and subsidies" received from private enterprises recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the "transfers in-kind".   Goods in-kind are recognised as assets when the goods are received or there is a binding agreement to receive the goods.  Services in-kind are services provided to municipalities without charge.
	

	· 
	
	
	Specify Transfers and Subsidy
	Classify the transfers or subsidy according to the entity making the transfer and the purpose thereof.
	

	· 
	Non-profit Institutions
	Capital "transfers and subsidies" received from non-profit institutions recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the transfer from the "monetary allocation".   Non-profit Institutions falling under this category are privately owned, self-governing, voluntary organisations operating, not for commercial purposes but in the public interest, for the promotion of social welfare and development, religion, charity, education and research. 
	

	· 
	
	Monetary Allocations
	Capital "transfers and subsidies" received from non-profit institutions recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the transfer from the "monetary allocation".  
	

	· 
	
	
	Specify Transfers and Subsidy
	Classify the transfers or subsidy according to the entity making the transfer and the purpose thereof.
	

	· 
	
	Allocations In-kind
	Capital "transfers and subsidies" received from private enterprises recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the "transfers in-kind".   Goods in-kind are recognised as assets when the goods are received or there is a binding agreement to receive the goods.  Services in-kind are services provided to municipalities without charge.
	

	· 
	
	
	Specify Transfers and Subsidy
	Classify the transfers or subsidy according to the entity making the transfer and the purpose thereof.
	

	· 
	Households
	Capital "transfers and subsidies" received from household recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the transfer from the "monetary allocation".  
	

	· 
	
	Monetary Allocations
	Capital "transfers and subsidies" received from households recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the transfer from the "monetary allocation".  
	

	· 
	
	
	Specify Transfers and Subsidy
	Classify the transfers or subsidy according to the entity making the transfer and the purpose thereof.
	

	· 
	
	Allocations In-kind
	Capital "transfers and subsidies" received from private enterprises recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the "transfers in-kind".   Goods in-kind are recognised as assets when the goods are received or there is a binding agreement to receive the goods.  Services in-kind are services provided to municipalities without charge.
	

	· 
	
	
	Specify Transfers and Subsidy
	Classify the transfers or subsidy according to the entity making the transfer and the purpose thereof.
	

	Operational
	Transfers and subsidies received to fund the municipalities "operational budget”.  
	

	· 
	National Revenue Fund
	National revenue fund means the "national revenue fund" mentioned in section 213 of the Constitution.  Constitution section 213:  "There is a national revenue fund into which all money received by the national government must be paid, except money reasonably excluded by an act of parliament.  Money may be withdrawn from the national revenue fund only a) in terms of an appropriate act of parliament or as a direct charge against the revenue fund, when it is provided for in the Constitution or act of parliament.  The allocations this listed hereunder are allocated in terms of the annual division of revenue act.
	

	· 
	
	Equitable Share
	Each municipality's share of local government's equitable share of revenue rose nationally in respect of the financial year as set-out in Schedule 3 of the Division of Revenue Bill, for the 2012/13 financial year.  This is a direct charged against the revenue fund.
	

	· 
	
	Fuel Levy
	General fuel levy sharing by metro's allocated at national level directly from the revenue fund as a "transfer and subsidy" to municipalities.
	

	
	National Departments
	Operational "transfers and subsidies" received from national departments as indicated in the annual division of revenue bill and recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions being either a monetary or allocations in-kind.
	

	· 
	
	Monetary Allocations
	Operational "transfers and subsidies" received from national departments as indicated in the annual division of revenue bill and recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the transfer from the "monetary allocation".   
	

	· 
	
	
	Specify
	Insert the name of transfers and subsidies according to the annual division of revenue act.
	

	· 
	
	Allocations In-kind
	Operational "transfers and subsidies" received from national departments as indicated in the annual division of revenue bill and recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the "transfers in-kind".   
	

	· 
	
	
	Specify
	Insert the name of transfers and subsidies according to the annual division of revenue act.
	

	· 
	Provincial Government
	Capital transfers and subsidies granted by provincial departments to municipalities as per the provincial division of revenue act.
	

	· 
	
	Monetary Allocations
	operational "transfers and subsidies" received from provincial departments as indicated in the annual provincial division of revenue bill and recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the transfer from the "monetary allocation".  
	

	· 
	
	
	Province
	Classify the grant according to the provincial department making the transfers and subsidy.
	

	· 
	
	
	
	Department
	Include the name of the transferring department and the purpose for receiving the transfer and subsidy.
	

	· 
	
	Allocations In-kind
	Operational "transfers and subsidies" received from provincial departments as indicated in the annual provincial division of revenue bill and recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the "transfers in-kind".   
	

	· 
	
	
	Province
	Classify the grant according to the provincial department making the transfers and subsidy.
	

	· 
	
	
	
	Department
	Include the name of the transferring department and the purpose for receiving the transfer and subsidy.
	

	· 
	District Municipalities
	Operational transfers and subsidy made by a district municipality to a local municipality.  A "district municipality" meaning a municipality that has municipal executive and legislative authority in an area that includes more than one municipality, and which is described in section 115(1) of the Constitution as a category C municipality.
	

	· 
	
	Monetary Allocations
	Operational "transfers and subsidies" received from provincial departments as indicated in the annual division of revenue bill and recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the transfer from the "monetary allocation".  
	

	· 
	
	
	Province
	Classify the transfers and subsidy by province.
	

	
	
	
	
	District Municipality
	Local municipalities to classify capital grants received from their district municipality according to the function the allocation is intended to support.
	

	· 
	
	Allocations in-kind
	Operational "transfers and subsidies" received from district municipalities recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the "transfers in-kind".  
	

	· 
	
	
	Province
	Classify the transfers and subsidy by province.
	

	· 
	
	
	
	District Municipality
	Local municipalities to classify capital grants received from their district municipality according to the function the allocation is intended to support.
	

	· 
	Departmental Agencies and Accounts
	Operational transfers and subsidies made by departmental agencies and accounts (including national public entities listed in the Public Finance Management Act (1999), such as social security funds, unemployment insurance funds and other funds and accounts).
	

	· 
	
	Monetary Allocations
	Operational "transfers and subsidies" received from departmental agencies and accounts as indicated in the annual division of revenue bill and recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the transfer from the "monetary allocation".  
	

	· 
	
	
	Specify Transfers and Subsidy
	Classify the transfers or subsidy according to the entity making the transfer and the purpose thereof.
	

	· 
	
	Allocations In-kind
	Operational "transfers and subsidies" received from departmental agencies and accounts recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the "transfers in-kind".   
	

	· 
	
	
	Specify Transfers and Subsidy
	Classify the transfers or subsidy according to the entity making the transfer and the purpose thereof.
	

	· 
	Universities and Technicons
	Operational transfers and subsidies received from universities and technicons.
	

	· 
	
	Monetary Allocations
	Operational "transfers and subsidies" received from universities and technicons recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the transfer from the "monetary allocation".  
	

	· 
	
	
	Specify Transfers and Subsidy
	Classify the transfers or subsidy according to the entity making the transfer and the purpose thereof.
	

	· 
	
	Allocations In-kind
	Operational "transfers and subsidies" received from universities and technicons recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the "transfers in-kind".   
	

	· 
	
	
	Specify Transfers and Subsidy
	Classify the transfers or subsidy according to the entity making the transfer and the purpose thereof.
	

	· 
	Foreign Government and International Organisations
	Operational "transfers and subsidies" received from foreign government and international organisations recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the transfer from the "monetary allocation".  
	

	· 
	
	Monetary Allocations
	Operational "Transfers and Subsidies" received from foreign government and international organisations recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the transfer from the "monetary allocation".  
	

	· 
	
	
	Specify Transfers and Subsidy
	Classify the transfers or subsidy according to the entity making the transfer and the purpose thereof.
	

	· 
	
	Allocations In-kind
	Operational "transfers and subsidies" received from foreign government and international organisations recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the "transfers in-kind".   
	

	· 
	
	
	Specify Transfers and Subsidy
	Classify the transfers or subsidy according to the entity making the transfer and the purpose thereof.
	

	· 
	Public Corporations
	Operational "transfers and subsidies" received from public corporations recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the transfer from the "monetary allocation".  Public corporations being entities such as the Water Boards, Eskom, Telkom SA Ltd, etc.
	

	· 
	
	Monetary Allocations
	Operational "Transfers and Subsidies" received from Public Corporations recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the transfer from the "monetary allocation".  
	

	· 
	
	
	Specify Transfers and Subsidy
	Classify the transfers or subsidy according to the entity making the transfer and the purpose thereof.
	

	· 
	
	Allocations In-kind
	Operational "transfers and subsidies" received from public corporations recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the "transfers in-kind".   
	

	· 
	
	
	Specify Transfers and Subsidy
	Classify the transfers or subsidy according to the entity making the transfer and the purpose thereof.
	

	· 
	Private Enterprises
	Operational "transfers and subsidies" received from private enterprises recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the transfer from the "monetary allocation".  public corporations being entities such as the Water Boards, Eskom, Telkom SA Ltd, etc.
	

	· 
	
	Monetary Allocations
	Operational "transfers and subsidies" received from private enterprises recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the transfer from the "monetary allocation".  
	

	· 
	
	
	Specify Transfers and Subsidy
	Classify the transfers or subsidy according to the entity making the transfer and the purpose thereof.
	

	· 
	
	Allocations In-kind
	Operational "transfers and subsidies" received from private enterprises recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the "transfers in-kind".   
	

	· 
	
	
	Specify Transfers and Subsidy
	Classify the transfers or subsidy according to the entity making the transfer and the purpose thereof.
	

	
	Non-profit Institutions
	Operational "transfers and subsidies" received from non-profit institutions recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the transfer from the "monetary allocation".   Non-profit Institutions falling under this category are privately owned, self-governing, voluntary organisations operating, not for commercial purposes but in the public interest, for the promotion of social welfare and development, religion, charity, education and research. 
	

	
	
	Monetary Allocations
	Operational "transfers and subsidies" received from non-profit institutions recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the transfer from the "monetary allocation".  
	

	
	
	
	Specify Transfers and Subsidy
	Classify the transfers or subsidy according to the entity making the transfer and the purpose thereof.
	

	
	
	Allocations In-kind
	Operational "transfers and subsidies" received from non-profit institutions recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the "transfers in-kind".   
	

	
	
	
	Specify Transfers and Subsidy
	Classify the transfers or subsidy according to the entity making the transfer and the purpose thereof.
	

	
	Households
	Operational "transfers and subsidies" received from households recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the transfer from the "monetary allocation".  
	

	
	
	Monetary Allocations
	Operational "transfers and subsidies" received from household recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the transfer from the "monetary allocation".  
	

	
	
	
	Specify Transfers and Subsidy
	Classify the transfers or subsidy according to the entity making the transfer and the purpose thereof.
	

	
	
	Allocations In-kind
	Operational "transfers and subsidies" received from households recognised as provided for in the Standard of GRAP 23 Revenue from Non-exchange Transactions.  This account provides for the recognised amount of the "transfers in-kind".   
	

	
	
	
	Specify Transfers and Subsidy
	Classify the transfers or subsidy according to the entity making the transfer and the purpose thereof.
	


National Departments:  Capital and Operational Transfers and Subsidies

The categories applied in setting-up accounts within this group are based on the annual division of revenue act and the allocation tables published in the schedules.  

Provincial Government:  Capital and Operational Transfers and Subsidies

The categories applied in setting-up accounts within this group are based on the annual provincial division of revenue act and the allocation tables published in the schedules.  Provincial division of revenue acts could not be found for the Eastern Cape, Gauteng, Limpopo and Mpumalanga Provinces.  The information contained in the Local Government Data Base had been used to set up accounts in this category.  

Local Government:  Capital and Operational Transfers and Subsidies

Limited information is available from the Local Government Database as most of the district municipalities do not complete the supporting tables specifying “grants” to municipalities correctly.  

The approach taken on setting-up accounts within this category where to provide for the municipalities within the district by province and district municipalities.  Categories were set up under the municipalities by function which will be the posting level.  At the discretion of the receiving municipality specific detail describing the grant may be added as the function would provide for “detail break down at the posting level”.  

Departmental Agencies and Accounts:  Capital and Operational Transfers and Subsidies

Limited information is available from the Local Government Database as most of the municipalities do not complete the supporting tables specifying “grants” from “departmental agencies and accounts”.  These grants are included in “public contributions and donations”.  

The SCOA for Departments contains a detailed list of “departmental agencies and accounts”.  In the absence of having this classification in the existing Budget Reporting Regulation Returns should this list not be included to assist in recognise these possible grants?

Universities and Technicons:  Capital and Operational Transfers and Subsidies

Limited information is available from the Local Government Database as most of the municipalities do not complete the supporting tables specifying “grants” from “universities and technicons”.  These grants are included in “public contributions and donations”.  

The SCOA for Departments contains a detailed list of “universities and technicons”.  In the absence of having this classification in the existing Budget Reporting Regulation Returns should this list not be included to assist in recognise these possible grants

Foreign Governments and International Organisations:  Capital and Operational Transfers and Subsidies

Limited information is available from the Local Government Database as most of the municipalities do not complete the supporting tables specifying “grants” from “foreign governments and international organisations”.  These grants are included in “public contributions and donations”.  

The SCOA for Departments contains a detailed list of “foreign governments and international organisations”.  In the absence of having this classification in the existing Budget Reporting Regulation Returns should this list not be included to assist in recognise these possible grants?

Public Corporations:  Capital and Operational Transfers and Subsidies

Limited information is available from the Local Government Database as most of the municipalities do not complete the supporting tables specifying “grants” from “public corporations”.  These grants are included in “public contributions and donations”.  

The SCOA for Departments contains a detailed list of “public corporations”.  In the absence of having this classification in the existing Budget Reporting Regulation Returns should this list not be included to assist in recognise these possible grants?

Private Enterprises:  Capital and Operational Transfers and Subsidies

Limited information is available from the Local Government Database as most of the Municipalities do not complete the supporting tables specifying “grants” from “private enterprises”.  These grants are included in “public contributions and donations”.  

The SCOA for Departments contains a detailed list of “private enterprises”.  In the absence of having this classification in the existing Budget Reporting Regulation Returns should this list not be included to assist in recognise these possible grants?

Non-profit Institutions:  Capital and Operational Transfers and Subsidies

Limited information is available from the Local Government Database as most of the municipalities do not complete the supporting tables specifying “grants” from “Non-profit Institutions”.  These grants are included in “public contributions and donations”.  

The SCOA for Departments contains a detailed list of “non-profit institutions”.  In the absence of having this classification in the existing Budget Reporting Regulation Returns should this list not be included to assist in recognise these possible grants?

Households:  Capital and Operational Transfers and Subsidies

Limited information is available from the Local Government Database as most of the municipalities do not complete the supporting tables specifying “grants” from “households”.  These grants are included in “public contributions and donations”.  

The SCOA for Departments contains a detailed list of “households”.  In the absence of having this classification in the existing Budget Reporting Regulation Returns should this list not be included to assist in recognise these possible grants?

Contra Accounts:  Revenue Cost of Free Basic Services and Cost of Free Basic Services
MFMA Circular 58 - Municipal Budget Circular for the 2012/13 MTREF provide guidance on free basic services versus revenue cost of free services as provided for on Table A10 of the Budget Reform Returns.  

On Table A10 municipalities are required to provide information on (i) the estimated cost of free basic services and (ii) the estimated revenue cost of free services.
The estimated cost of free basic services: 
· Covers only the free basic services according to national policy, i.e. 6 kl water, 50 kWh electricity, free sewerage and free weekly refuse removal; 

· Must be the actual cost to the municipality and not the revenue cost to the municipality of providing these services; 

· Includes the actual cost to the municipality of providing the free basic services to all households (which would be reflected as ‘revenue foregone’ on SA1); and 

· Includes the actual cost to the municipality of providing free basic services to targeted households (which would be reflected as ‘transfers and grants’ on SA21). 

The estimated revenue cost of free services: 

· Covers all rates rebates, exemptions and discounts given to households and other customer groups either in general or specifically; 

· Covers all free services or service discounts given to households and other customer groups in relation to services for which the municipality normally charges; 

· Must be the revenue cost to the municipality of providing these rebates, discounts and free services; 

· Includes the revenue cost to the municipality of providing the free basic services to households according to national policy; and 

· Must not include the cost of debt write

SCOA provides for accounts for cost of free services and the revenue cost of free basic services as contra accounts in the revenue and expenditure components of the Item Segment.  The purpose of treating these accounts as “contra accounts” is to get municipalities to record the actual values of the items in SCOA for extracting into various reports for external users.  The intention is not to present revenue at the “gross amount”, being revenue inclusive of cost of free basic services either the forfeited revenue cost of free basic services.
Covers all rates rebates, exemption and discounts given to households and other customer groups either in general or specifically.  Covers all free services or service discounts given to households and other customer groups in relation to services for which the municipality normally charges.  Must be the revenue cost to the municipality of providing these rebates, discounts and free services and includes the revenue cost to the municipality of providing the free basic services to households according to national policy and must not include the cost of debt write-offs.  Entry:  debit cost of free basic services (expenditure), credit transfers to households
The following table presents a summary of revenue cost of free basic services:
	4.
	5.
	Definition
	Paragraphs

	Revenue Cost of Free Services
	Covers all rates rebates, exemption and discounts given to households and other customer groups either in general or specifically.  Covers all free services or service discounts given to households and other customer groups in relation to services for which the municipality normally charges.  
Must be the revenue cost to the municipality of providing these rebates, discounts and free services and includes the revenue cost to the municipality of providing the free basic services to households according to national policy and must not include the cost of debt write-offs.  Entry:  Debit Cost of Free Basic Services (Expenditure), Credit Transfers to Households
	

	
	Electricity (Other Energy)
	This account provides for the revenue cost of free electricity services provided including free basic services.
	

	
	Housing (Top Structures)
	This account provides for the revenue cost of free housing given to the top structures of the municipality.  
	

	
	Rental Rebates
	This account provides for the revenue cost of free municipal housing - rental rebates given. 
	

	
	Waste Management
	This account provides for the revenue cost of free refuse services provided including free basic services.
	

	
	Waste Water Management
	This account provides for the revenue cost of free sanitation services provided including free basic services.
	

	
	Water
	This account provides for the revenue cost of free water services provided including free basic services.
	


Covers the free basic services according to national policy, i.e. 6 kl water, 50 kWh electricity, free sewerage and free weekly refuse removal.  Must be the actual cost to the municipality and not the revenue cost to the municipality of providing these services.  Refer to operational cost for the equal deduction for cost of free basic services.

The following table presents a summary of “cost of free basic services”:

	4.
	5.
	Definition
	Paragraphs

	Contract Accounts: Cost of Free Basic Services
	Covers the free basic services according to national policy, i.e. 6 kl water, 50 kWh electricity, free sewerage and free weekly refuse removal.  Must be the actual cost to the municipality and not the revenue cost to the municipality of providing these services.  Refer to operational cost for the equal deduction for cost of free basic services.
	

	
	Electricity (50 kwh per household per month)
	This account provides for the free basic service according to national policy being 50 kwh electricity per household per month.  Refer to operational cost for the equal deduction for cost of free basic services.
	

	
	Waste Water Management (free minimum level service)
	This account provides for the free basic service according to national policy being the minimum level of service for sanitation.  Refer to operational cost for the equal deduction for cost of free basic services sanitation free minimum level of service.
	

	
	Waste Management (removed once a week)
	This account provides for the free basic service according to national policy being removal of solid waste once a week.  Refer to operational cost for the equal deduction for cost of free basic Services solid waste.
	

	
	Water (6 kl per household per month)
	This account provides for the free basic service according to national policy being 6 kl of water per household per month.   Refer to operational cost for the equal deduction for cost of free basic services.
	


Gains and Losses
Gains and losses are included in the discussion of the revenue component of the Item Segment although technically “losses” need to be included in expenditure.  Gains and losses are presented in the statement of financial performance together and thus we have not separated “gains and losses” in the SCOA.

	4.
	5.
	Definition
	Paragraphs

	Gains and Losses
	Gains and losses are treated as a separate group of accounts due to the nature of these transactions.  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.
	

	
	Actuarial Gains/Losses
	Actuarial gains comprise experience adjustments (the effects of differences between the previous actuarial assumptions and what has actually occurred) and the effects of changes in actuarial assumptions.
	

	
	Disposal of Property, Plant and Equipment
	Gains result from the sale of an asset.  A gain is measured by the proceeds from the sale minus the amount shown on the books. Since the gain is outside of the main activity of a business, it is reported as a non-operating or other revenue on the statement of financial performance.  Losses result from the sale of an asset for less than the amount shown on the books.
	

	
	Fair Value Adjustments
	The loss arising from the change in the fair value of a financial asset or liabilities measured at fair value recognised in surplus or deficit.  Included in this account would be loss on financial instruments and discounting of debtors.
	

	
	Foreign Exchange Gains/Losses
	This item is for the recognition o
	

	
	Impairment Loss/Reversal of Impairment Loss
	Impairment is a decrease in the value of a non-current asset to an amount that is less than the amount under the cost basis.
	

	
	Inventories Reversal or Write-down/Write-down to Net-realisable Value or Current Replacement Cost
	This account provides for the recording of the reversal of a previous write-down to net realisable value or current replacement cost.
	


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. Ownership of over 50% creates a subsidiary, with its financial statements being consolidated into the parent's books.  
Associate value is reported in the statement of financial position as an asset, the investor's proportional share of the associate's income is reported in the statement of financial performance and dividends from the ownership decrease the value on the statement of financial position.

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. The magnitude of the minority interest in the subsidiary is generally less than 50% of outstanding shares; otherwise the entity would generally cease to be a subsidiary of the parent.  
Minority interest belongs to other investors and is reported on the consolidated statement of financial position of the owning company to reflect the claim on assets belonging to other, non-controlling shareholders. Also, minority interest is reported on the consolidated statement of financial performance as a share of profit belonging to minority shareholders.

Terminology Alignment

	SCOA Munics
	Budget Reporting Regulation
	Economic Reporting Framework (ERF)
	Annual Financial Statement Template (GRAP)
	Note/ Comment

	Transfers and Subsidies
	A1/A2/A3/A4/SA2:  

Transfers Recognised Operational and Capital

Contributions Recognised Capital

Contributed Assets

SA 18:  Transfers and Grants Received
	Transfers and Subsidies
	Government Grants and Assistance

Public Contributions and Donations
	


SECTION 7-2:  EXPENDITURE
Overview of the Segment

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, property, plant and equipment.

Losses represent other items that meet the definition of expenses and may, or may not, arise in the course of the operating activities of the municipality.  Losses represent decreases in economic benefits or service potential and as such, they are no different in nature from other expenses.  Hence, they are not regarded as a separate element.
Losses include, for example, those resulting from disasters such as fire and flood, as well as those arising on the disposal of non-current assets.  The definition of expenses also includes unrealised losses, for example, those arising from the effects of increases in the rate of exchange for a foreign currency in respect of the borrowings of the municipality in that currency.  

When losses are recognised in the statement of financial performance, they are usually displayed separately because knowledge of them is useful for the making of economic decisions.  Losses are often reported net of related revenue to reflect the substance of the transaction or event.

Illustration:  Overview of the Segment

	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,
	


Design Principles

The following design principle(s) has/have been used in preparing the segment outline:

Principle 1:  SCOA - The segment outline and detail classification provides for all possibilities as a “master SCOA” from which each municipality select the accounts needed to “populate” their chart of accounts.

Principle 2:  Municipal Entities and Agencies - Recording of transaction in this segment would be done according to the principles determined for municipalities.

Principle 3:  Internal Billings, Departmental Charges and Activity Based Recoveries - these elements are provided for in the Segment for Financial Modelling.  The cost collectors provided for are in accordance with the costing methodologies guideline proposed by National Treasury.  The allocations are based on the proposed standard and serve as guide on the minimum requirements for costs to be allocated.  Due to the nature and complexity of internal charges and municipalities being in different stages of implementation this group of accounts would require customisation according to system requirements and municipality’s implementation thereof.    

Principle 4:  Legislative and Regulatory Requirements - The research and development into the segment, categories and detail accounts were guided by the legislation and regulations read with circulars and guidelines issued by national treasury and summarised in the table below.  Furthermore brief comments on any changes to a circular or guideline (issued by National Treasury) following the SCOA Regulation are given in the “Proposed Changes Column” of the table.
Principle 5:  Linking Transaction by Business Process to SCOA - Business processes is the set of activities taking place from the initiation of a process to the completion thereof.  Typical in the context of financial reporting a source document from an activity within a business process initiates the activity to flow through a defined business processes ultimately resulting in the transaction to be captured within a financial model in the system and updating the general ledger.  The SCOA provides a classification structure within the general ledger to “record” transaction information within “fields” within the database functioning in the background of the financial application.
Principle 6:  Category Links and Programming Rules - Category links and business rules refer to programming rules that system developers of financial and business applications for local government would be required to provide for in the application.  The considerations listed may not be complete considering the development stage of this project and might need to be enhanced as this consultation with the various stakeholder groups evolves.
Principle 7:  SCOA Detail Accounts - 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).
Principle 8:  SCOA Definitions - The master SCOA provides definition for all accounts and reporting levels to assist practioners in achieving consistency in recording transactions of a similar type or nature between municipalities to enhance the comparability of information and report extraction.
Principle 9:  Annual Financial Statements and Budget Reporting Formats - Alignment of budget and reporting formats with the Standards of GRAP applicable to the different categories of municipality, especially recognising that local government uniquely operates in an accrual accounting and accrual budgeting environment.

Principle 10:  The Standards of GRAP Reporting Framework - Outlined in Directive 5 issued by the Accounting Standards Board 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.

Principle 11:  Legislative Framework - Sections 18 and 19 of the MFMA includes specific provision for funding expenditure and spending of money on service delivery.  This segment includes classifications to capture the budgetary, planning decisions and actual expenditure to extract information on the source of funding for capital and operational spending.

Principle 12:  Legislative Framework - The National Division of Revenue Act determines that any allocations made in terms of Schedules 4, 5, 6, 7 or 8 of the act may only be utilised for the purpose stipulated in the Schedule concerned.  Specific responsibilities are placed on the receiving officer to monitor spending made on allocations.  The Funding Segment assists in providing this information by linking the allocation received to a specific funding label and allocating the payments made relevant to the source of funding to the specific label.  At any given time the balance available in terms of funding and spending on a fund would be available.  

Principle 13:  Economic Reporting Format - The Economic Reporting Format, September 2009 identifies the categories for transfers as being transfers received from other governmental units (national, provincial and local government (specific in the context of municipalities, district municipalities), universities and universities of technology, foreign government, international organisations, public corporations and private enterprises, households and non-profit institutions.  The budget reporting regulations distinguish between transfers recognised operational and capital, contributions and public donations and contributed assets.  
Principle 14:  Operational versus Capital - Operational expenditure should ideally only be funded from “operational funding” and not from “capital funding” in accordance with sound financial management principles.  We do recognise that municipalities are challenged by negative cash flow positions from time to time that might necessitate the utilisation of “capital funding” for “operational funding”.  This position need to be captured as it occurs and when operational funding is available this funds “shifted” by journal entries to restate the position of the capital fund.  
Principle 15:  Special Rating Areas - Property rates levied on “special ratings areas” to be separately provided for within “revenue” to meet the accounting requirements provided for in Section 12 of the Local Government Municipal Property Rates Act No 6 of 2004.  The posting-level detail to be populated by the municipalities.  
Principle 16:  Equitable Share - Equitable share to be separately provided for within “revenue” to be able to link the cost of providing basic services to poor households to the funding source.  This account used with the account detail in the item, function, regional and project segment would this give an indication of funding, spending, what it’s been spent on and the ward/area receiving the benefit.  

Principle 17:  Secondary Costing – Secondary costing elements to be extracted based on the departments charged for the use of municipal services and functions.  The cost collectors provided for are in accordance with the costing methodologies guideline proposed by National Treasury.  The allocations provided are based on the proposed standard and service as guide on the minimum requirements for costs to be allocated.  Due to the nature and complexity of secondary cost and municipalities in different stages of implementation this group of accounts would require customisation according to system requirements and municipalities implementation thereof.
Principle 18:  Bad Debts Written-off - The principle adopted in setting-up “impairment provision, increase/decrease in the impairment provision and bad debts written-off” is to bring “bad debts written-off” on the face of the statement of financial performance and not to treat the actual debt write-off as a “set-off” from the provision.  Debt write-off need specific approval from council and is considered to be information that needs to be reported to the ratepayers. 

Principle 19:  Bulk Purchases – The accounts provided for in “Electricity Bulk Purchases” are providing for the Regulatory Reporting Requirements determined by NERSA.
Principle 20:  Bulk Purchases - The accounts provided for in Water Bulk Purchases” are based on the “Water Balance Report developed by the Department of Water Affairs”.  Further requests were received from the Department of Water Affairs pending consultation with the Department.
Principle 21:  Contracted Services - This group of accounts distinguish between "agency and support/outsourced services, contractors and professional and special services" consistent to the approach taken by the Economic Reporting Format.  Cognisance need to be taken of the distinct meanings given to the categories of contracted services.  Depending on the “reason” for making use of contracted services the service might be either “agency and support/outsourced services or contractors or professional and special services.
Principle 22:  Depreciation and Amortisation - The “high-level” property, plant and equipment categories are included in SCOA.  The municipality may add more detailed accounts to this classification at the discretion of the municipality.
Principle 23:  Employee Related Cost–Employee related cost distinguish at the highest-level between “senior management” and other staff.  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.  Post retirement benefit provision is not reflected under these classifications due to the practioners difficulties in allocating the provision adjustment determined by the actuaries.  The structure for “senior managers” needs to provide for the designations used by the municipality individually in SCOA for extracting reporting information for annual financial statement disclosure purposes.
Principle 24:  Interest, Dividends and Rent on Land – This category is included as defined by the Economic Reporting Format.
Principle 25:  Inventory Consumed – This category includes a high-level classification based on the “type” of materials and supplies generally used by municipalities.  Municipalities may if needed provide more detail to the high-level categories.
Principle 26:  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.
Principle 27:  Operational Cost – This group of accounts provides for all expenditure items not specifically provided in any other category and replace the customary “miscellaneous, general, sundry, other, etc” classification.  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.
Principle 28:  Transfers and Subsidies – Consideration need to be given to the recognition principles provided for in the Standards of GRAP 23 on Revenue from Non-exchange Transactions specifically relating to goods and services received in kind.
Principle 29:  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".  In principle this would require reducing “expenditure” allocated specifically and charged “cost of free basic services”.  The SCOA at present provides for a “contra-account” in revenue for the charge not to “reduce” expenditure.  This information is critically important for budget planning and decision-making purposes.
Principle 30:  Revenue Cost of Free Basic Services – This is the contra-account for “revenue cost of free basic services” provided for in the Revenue component of the Item Segment.
Legislative and Regulatory Requirements

	Act, Regulations, Guideline or Circular
	Section and Requirement
	Proposed Changes

	Local Government Municipal Property Rates Act and Regulations 6 of 2004
	Section 2:  Power to Levy Rates

Section 6:  By-laws to give effect to rates policy

Section 8:  Differential Rates

Section 15:  Exemptions, Reductions and Rebates

Section 17:  Other Impermissible Rates

Section 22:  Special Rating Areas

Part 2:  Municipal Valuers


	

	Municipal Structures Act 117 of 1998
	None
	

	Municipal Finance Management Act, No. 56 of 2003
	Section 18:  Funding of Expenditure

Section 19:  Capital Projects

Section 45:  Short-term Debt

Section 46:  Long-term Debt
	

	Municipal Budget and Reporting Regulations
	Chapter 1, Part 3, Paragraph 10 Funding of Expenditure and Paragraph 11 Funding of Capital Expenditure

A5:  Capex

SA 10:  Funding Measurement
	

	No 6 of 2011:  Division of Revenue Act, 2011
	
	


Transactions by Business Process to be allocated in this Segment
Business processes are the set of activities taking place from the initiation of a process to the completion thereof.  Typical in the context of financial reporting is a source document from an activity within a business process initiating the activity to flow through a defined business processes ultimately resulting in the transaction being captured within a financial model in the system and updating the general ledger.  

The SCOA classification framework provides a classification structure within the general ledger to “record” transactional information within “fields” within the database functioning in the background of the financial application.

Identification of transactions by typical business processes thus would provide a standardisation of specific transactional types for recording within the various segment of SCOA.  

The transaction types reflected here are based on the initial discussions of the Project Steering Committee held during October 2010.  Pending the completion of the “Business Process links to SCOA” this table will be replaced.  
	Transaction Type
	Allocate Yes/No
	Comments

	Net Assets
	No
	

	Assets
	No
	

	Liabilities
	No
	

	Revenue
	Yes
	Need to be expanded

	Expenditure
	No
	


Pending the outcome of the business processes project but prior to consulting with the system vendor this table would need to be replaced with a more detailed table to facilitate standard implementation throughout all financial and business systems used by municipalities.  The proposed table would give a standard based on the generic design of the business processed which might result in customisation to be done by the various system vendors to meet specific system requirements.  

Category Links and Business Rules
Category links and business rules refer to programming rules that system developers of financial and business applications for local government would be required to provide for in the application.  The considerations listed may not be complete considering the development stage of this project and might need to be enhanced as this consultation with the various stakeholder groups evolves.  

Proposals identified at this stage of the development of SCOA:

· Revenue accounts to be linked to specific funding sources.
Classification Structure
Transactions are classified in the “expenditure component” according to the “nature and function” of the item and at the highest-level distinguish between “exchange and non-exchange revenue”.

Bad Debts Written-off

The principle adopted in setting-up “impairment provision, increase/decrease in the impairment provision and bad debts written-off” is to bring “bad debts written-off” on the face of the statement of financial performance and not to treat the actual debt write-off as a “set-off” from the provision.  Debt write-off need specific approval from council and is considered to be information in the interest of ratepayers from a reporting perspective. 

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

The SCOA provides for posting-level accounts for the following items:

· Electricity

· Less Material Services Rendered

· Property Rates

· Waste Water Management

· Waste Management

· Water

Bulk Purchases

At the highest-level this group of accounts provides for water and electricity purchases in bulk for distribution.

The accounts set-up for “electricity” is based on the Regulatory Reporting Requirements determined by NERSA.  This account should record the cost of all electricity purchased for resale.  The records supporting this account should show, by month, the demand and demand charges, kilowatt-hours and price thereof under each purchase contract and the charges and credits under each exchange of power pooling contract.  

The following accounts are relevant to electricity:

	4.
	5.
	Definition
	Paragraphs

	Eskom
	This account provides for bulk purchases from Eskom.
	

	Independent Power Producers
	The candidates are earmarked to contribute 14216MW to South Africa’s total installed capacity, as part of the Department of Energy’s renewable energy bidding programme. HE National Energy Regulator of South Africa (Nersa) has approved the licensing of 28 independent power producers as preferred bidders for the first phase of the government’s renewable energy programme.  
The programme aims to produce 3725MW of electricity from wind, solar concentration, photovoltaic, small hydro-gas, biogas, biomass and landfill gas by 2016.  The programme is a sea change for SA, which gets less than 2% of its energy from renewable resources and has only one substantial electricity provider, state utility Eskom.  
SA relies on coal, a non-renewable resource, for more than 90% of its energy requirements.
	

	Green Electricity
	This account is to record purchase of electricity from "green electricity" sources.
	

	
	Charges
	The cost for the bulk purchases of electricity from darling wind farm for resale
	

	
	Rights and Certificates
	Certification and rights for the purchase of electricity from darling wind farm for resale
	

	Renewable, Cogen, etc
	Cogeneration (also combined heat and power, CHP) is the use of a heat engine or a power station to simultaneously generate both electricity and useful heat.  
Renewable energy is energy that comes from natural resources such as sunlight, wind, rain, tides, waves and geothermal heat.  About 16% of global final energy consumption comes from renewable resources, with 10% of all energy from traditional biomass, mainly used for heating, and 3.4% from hydroelectricity.
	

	Self Generation
	Production of electricity for own use with a captive power plant installed usually on one's own premises.  It may be owned by the consumer, or by a third-party under a power-supply contract.
	

	Losses (separate between technical and non-technical)
	Electric power transmission and distribution losses include losses in transmission between sources of supply and points of distribution and in the distribution to consumers, including pilferage.
	

	
	Losses Technical
	Technical losses are losses on power lines (such as joule losses and losses by corona effect) and losses in transformers (such as losses in magnetic cores).  These losses are the result of the inherent resistance of electrical conductors.
	

	
	Losses Non-technical
	Non-technical losses included more or less all energy, which get lost because of energy theft, errors in metering, billing and data processing as well as differences between real consumption of customers with annual meter reading within a year and the estimated consumption within an accurately defined period.  
In general this energy cannot be detected, rest unknown for the system operator and there is nobody who pays for it.  
In-house consumption such as lighting and building consumptions in the substations and non-metered supplies such a public lighting should not be included in losses but rather metered (if reasonable possible).  Otherwise the consumption should be estimated and only the difference between real and estimated consumption should be added to the non-technical losses.
	


The accounts for bulk water purchases should be used for water sold at or a margin.  Water purchases from the Department of Water Affairs, Water Boards or Schemes.  

Posting-level accounts are provided for the “purchase of raw or potable water” and “water losses”.  

Water losses through the distribution system implying the difference between kilo litres “purchased and sold”.

Contracted Services

Contracted services at the highest-level provides for a distinction between:

· Agency and Support/Outsourced Services

· Consultants and Professional Services

· Contractors

Agency and Support/Outsourced Services refers to “services” the municipality should have the capacity and expertise to carry out certain services, but for some reasons not utilising their own staff. The reasons might include temporary incapacity or the outsourcing of services to save costs, for example cleaning, security and recruitment. In evaluating the classification of agency/outsourced services it should be established whether the services being procured could have been provided by the municipality itself. It could also be that the municipality ordinarily has the expertise to provide the service but temporarily could not do so or to save costs.

The posting-level detail for this category includes the following accounts:
	4.
	Definition
	Paragraphs

	Administrative and Support Staff
	Making use of agency staff or outsourced staff for administrative, support staff and "traffic point duty".
	

	Alien Vegetation Control
	External service providers used by the municipality for the control of alien vegetation being 1) declared noxious weeds (toxic to humans or cattle and which can infest agricultural crops 2) declared invasive weeds (usually less dangerous than the former but are none the less invasive and thus threaten the survival of other species and 3) plants perceived as "weeds" which are not classified within the two former groups and are not "declared" as such. [Conservation of Agricultural Resources Act No 43 of 1983]  
	

	Animal Care
	Making use of external service providers to assist with animal care, such as the SBCA, Wet Noise or volunteers.
	

	Burial services
	External service providers are used to render this service.  Cash payments to households for burial services should be classified as transfers to households and not under this item.  Included under this item will be environmental management contracts for grave digging and pauper burials.
	

	Catering Services
	Catering services outsourced for detainees, patients, prisoners, communities, armed forces, social welfare facilities, universities, training colleges and schools.  This category specifically excludes internal catering which is provided for separately as entertainment.
	

	Call Centre
	Municipalities make use of call centre for various reasons and functions.  If these call centre are handled by external service providers the related cost need to be recorded to this item.
	

	Cleaning Services Offices
	Cost incurred in making use of an external service provider for the cleaning of office buildings.
	

	Clearing and Grass Cutting Services
	If the municipality make use of external service providers for assisting in the clearing and cleaning of bushes, erven, fire belt, alien, invasive trees and tree/grass cutting the cost need to be recorded to this item.  This would include the hiring of unemployed for assisting in these tasks.
	

	Fire Services
	If the municipality make use of external service providers for assisting in providing a fire service the cost need to be recorded to this item.
	

	Hygiene Services
	External service providers used by the municipality in providing hygiene services such as public toilets, toilet facilities in municipal buildings, waste and rain water causing hygiene concerns and problems, sewerage spills resulting from blocked drains, etc.
	

	Internal Auditors
	Contracted-in and co-sourced audit services where the municipality make use of external service providers.
	

	Illegal Dumping
	If the municipality make use of external service providers to remove and clean-up "illegal dumping" of waste and refuse.
	

	Litter Picking and Street Cleaning
	External service providers or making use of contract workers to assist in litter picking in cleaning the municipal area.
	

	Medical Waste Removal
	Hospitals, clinics, medical practioners and laboratories generate various forms of medical waste to be disposed of in terms of waste legislation. In order to ensure the appropriate removal of waste the service is outsourced to specialist external services providers by the municipality.
	

	Meter Management
	The municipality make use of external service providers for the management of water and electricity meters including checking for tampering, calibration, replacing meters, reading meters and securing meters if instructed to disconnect and reconnect on instruction.
	

	Medical Services [Medical Health Services and Support]
	Costs incurred for services rendered by private nurses at clinics and includes nursing and ambulance services.
	

	Mini Dumping Sites
	If the municipality make use of external service providers to managed "mini dumping sites" including activities such as collecting dumping fees, ensuring that only permissible waste are dumped, take care of the site according to environmental requirements and secure the site from illegal settlements.
	

	Organic and Building Refuse Removal
	If the municipality make use of external service providers for assisting in the removal of organic (garden) and building refuse removal the cost need to be recorded to this item.
	

	Personnel and Labour
	Staff contracted in to fill temporary vacancies or fill ad hoc positions (non professional staff) excluded from this allocation is personnel and labour directly contracted in/appointed by the municipality remunerated through the payroll system.
	

	Post Mortem
	Costs incurred in examining the deceased body in cases where death is unknown or where a post mortem has been specifically requested.
	

	Professional Staff
	Agency and support services of professional staff not elsewhere provided for under agency and support services included in this item would be professional as listed under the category for "consultants and professional services".
	

	Reconnection, Disconnection and New Connections
	The cost of services rendered by external bodies for the disconnection and/or reconnection of meters and new installations of meters.
	

	Refuse Removal
	This item to be used if the municipality outsourced or partially source the refuse removal functions to an external service provider.  Included in this item will be the delivery and collection of special bins for waste removal, such as waste bins and paid for by customers at a special rate.
	

	Researcher
	This account is used for routine research, such as market research or surveys, conducted on behalf of the entity on an agency or an outsourced basis. (Usually this kind of research would be outsourced to ‘research’ companies). Research on land under claim outsourced.
	

	Translators and Interpreter
	External translator and interpreting service used by the municipality to assist at public participation meetings, newsletters, public hearings and addresses, communications, letters, newsletters, etc.  
	

	Security Services
	Cost incurred for the rendering of security services including safe guarding of cash in transit, personal bodyguards, guard services for public events and functions, monitoring of alarms, crime prevention, access control to buildings and public places, rapid and armed response.
	

	Solid Waste
	If the municipality make use of an external service provider for the removal of municipal waste (trash, garbage, refuse or rubbish) being a waste type consisting of everyday items we consume and discard.  It predominantly includes food and yard waste, containers and product packaging, inorganic waste for residential, commercial, institutional and industrial sources.  
Examples of inorganic wastes are appliances, newspapers, clothing, food scrapes, boxes, disposable tableware, office and classroom paper, furniture, wood pallets, rubber tires, and cafeteria wastes.  Municipal solid waste does not include industrial wastes, agricultural waste and sewage sludge.  The term residual waste relates to waste left from household sources containing materials that have not been separated out or sent for reprocessing.  
	

	Swimming Supervision
	Cost incurred for making use of contractors for swimming supervision at municipal swimming pools.
	

	Veterinary Services
	Costs incurred for services rendered by persons caring for sick, hurt or injured animals. Included are consultation fees, medication and hospitalisation of animals.
	


Consulting services refer to specialist services and skills provided that are required for the achievement of a specific objective, with the aim of providing expert and professional advice on a time and material basis. It is unnecessary to maintain these skills in-house, since they are required on a once-off or temporary basis. Therefore a consultant is a professional person appointed by the municipality to provide technical and specialist advice or to assist with the design and implementation of specific projects/programs. The legal status of this person can be an individual a partnership or a corporation. The fact that a consultant is defined as a professional person implies that the consultant is professionally qualified. The provision of advice or service is in line with a contractual arrangement. Remuneration is usually based on an hourly fee or a fixed fee for a product/deliverable.   This category consists of groups for "business and advisory services", "infrastructure and planning", "laboratory" and "legal service".
	4.
	5.
	Definition
	Paragraphs

	Business Advisory
	This group of accounts provides for business and advisory services provided by consultants and professional service providers.  
	

	
	Accountants and Auditors
	Consultancy services provided by registered accountants and auditors.
	

	
	Air Pollution
	Consultancy services provided to assist the municipality in curbing air pollution resulting from the introduction of chemicals, particular matter or biological materials that cause harm or discomfort to humans or other living organisms, or cause damage to the natural environment or built environment into the atmosphere.
	

	
	Audit Committee
	Compensation paid to external audit committee members for attending meeting.
	

	
	Board Member
	Consultation fees incurred for external board members attendance at board meetings.
	

	
	Business and Financial Management
	Consultancy services are the provision of specialised professional services regarding financial management and procurement management that cannot be maintained in-house.  The legal status can be an individual, partnership or corporation.
	

	
	Commission and Committees
	Costs incurred for professional services for special commissions of enquiry and members of committees other than the audit committee, performance committee, etc.
	

	
	Communications
	Professional advice to the municipality on its external and internal communication strategies.
	

	
	Human Resources
	Consultancy services are the provision of specialised professional services of a technical or specialised nature related to human resources management that cannot be maintained in-house.  The legal status can be an individual, partnership or corporation.
	

	
	Medical Examinations
	Cost incurred in referring employees for medical examinations at the expense of the municipality, for example if more than the acceptable sick leave are taken within a cycle, etc.
	

	
	Occupational Health and Safety
	Expenditure incurred to occupational safety and health and risk assessment consultants which is a cross-disciplinary area concerned with protecting the safety, health and welfare of people engaged in the work- or employment environment.  
As a secondary effect, it may also protect co-workers, family members, employers, customers, suppliers, nearby communities and other members of the public who are impacted by the workplace environment.  
Risk assessment is the determination of quantitative or qualitative value of risk related to a concrete situation and a recognised threat which involve the calculations of risk, magnitudes of loss and the probability that the loss will occur.
	

	
	Organisational
	Expenditure incurred for professional advice to the municipality on the organisational structure, including advice on transformation, streamlining and stabilisation of the municipality and its service-delivery activities.
	

	
	Project Management
	Expenditure incurred for professional fees for persons (individuals) or companies contracted to manage specific large projects on behalf of the municipality.
	

	
	Research and Advisory
	Expenditure incurred for specialist research and advisory services related to the development, refinement or evaluation of policies to the municipality.  
Usually these kinds of specialist research and advisory services would be done by recognised specialists in the relevant field, who very often are working as individuals, universities or research institutes.  
Also environment studies done for land under claim to determine the impact a change of business will have on the land and surrounding environment and needs assessments are done whilst settling the claims to assess what the community's requirements are and if it will be met by the way the claim is settled.
	

	
	Qualification Verification
	Costs incurred for professional services for qualification verification of employees and candidates for positions.
	

	
	Quality Control
	Consultancy services are the provision of specialised professional services of a technical or specialised nature related to quality control that cannot be maintained in-house. 
The legal status can be an individual, partnership or corporation, including electricity, water and air.
	

	
	Valuer
	Cost incurred in obtaining the professional services of a valuer for valuing property, plant and equipment or providing assistance with compilation of the municipal valuation roll.
	

	Infrastructure and Planning
	This group of accounts provides for infrastructure and planning consultants and professionals.   
	

	
	Architectural
	The profession of providing architectural services being the art and science of designing buildings and structures.  
This service may include the design of the total built environment: from the macro level of town planning, urban design and landscape architecture to the micro level of construction details and, sometimes, furniture.
	

	
	Agriculture
	This item includes services relating to infrastructure and planning specific to agriculture being the science, art and business of cultivating soil, producing crops, and raising livestock; farming.
	

	
	Ecological
	This item includes services relating to ecology, such as studies in the science of the relationship between organisms and their environment, or studying the relationships between human groups and their physical and social environment and the study of the detrimental effects of modern civilisation on the environment, with a view toward prevention or reversal through conservation.
	

	
	Engineering
	Consulting services refer to specialist services and skills provided that are required for the achievement of a specific objective, with the aim of providing expert and professional advice on a time and material basis.  The disciplines provided for in this category are:

· Aeronautical

· Agricultural

· Chemical

· Electrical

· Industrial

· Mechanical

· Metallurgical

· Mining

· Structural
	

	
	Geodetic, Control and Surveys
	Geotechnical engineer is an expert who evaluates and stabilises foundations for buildings, roads and other structures. Geotechnical engineering deals with geology, soil and rock mechanics, foundation engineering, ground improvement, land reclamation, deep excavation, underground construction and related work.
	

	
	Geoinformatic Services
	This item related to the creation of geographic information from manipulating geographic data in a computerised system.  Typical applications are land registration, hydrology, cadastral, land evaluation, planning or environmental observation.  
Service may come in many different forms, such as maps or images taken from the air or from space, e.g. remote sensing data.  Geodata is stored in a database, having special extensions for storing, handling and manipulation.  Geoinformation is the useful output, produced by analysing data with a computer program called a "geographic information system".  
	

	
	Geologist
	Cost incurred in making use of a professional service provider relating to the science of geology, such as studying the physical structure and processes of the earth and planets of the solar system.
	

	
	Land and Quantity Surveyors
	This item broadly refers to the control of the cost on construction projects.  The methods employed, cover a range of activities which may include cost planning, value engineering, feasibility studies, cost benefit analysis, lifecycle costing, valuation and cost estimation.
	

	
	Landscape Designer
	This item is for expenditure relating to the service normally provided by a landscape designer, being the planning, design and sometimes oversight of an exterior landscape or space.  
	

	
	Town Planner
	Town planners consider environmental matters such as sustainable development, air pollution, traffic congestions, crime, land values, legislation and zoning codes.  They are usually hired by developers, private property owners, private planning firms, and local municipalities to assist in the large-scale planning of master planned communities, private/public housing, commercial development, community redevelopment, environmental expertise, public facilities, and public transportation systems.  
	

	Laboratory Services
	This group of items includes the cost associated with making use of consultants or professionals for laboratory services such as scientific experiments, research, and manufacturing of drugs or chemicals, observation and testing.
	

	
	Agriculture
	This item include the cost associated with making use of consultants or professionals for laboratory services such as scientific experiments, research, manufacturing of drugs or chemicals, observation and testing specifically relating to agriculture.
	

	
	Medical
	This item includes the cost associated with making use of consultants or professionals for laboratory services (including the national health laboratory services and "other services providers") such as scientific experiments, research, manufacturing of drugs or chemicals, observation and testing specifically relating to human health (medical).
	

	
	Roads
	This item includes the cost associated with making use of consultants or professionals for laboratory services provided for testing of road surfaces and any other tests relating to roads.
	

	
	Water
	This item includes the cost associated with making use of consultants or professionals for laboratory services provided for testing of water samples, water quality and water related laboratory services.
	

	Legal Cost
	Costs incurred for legal services include legal advice, messenger of court, and conveyance for both private law firms.
	

	
	Legal Advice and Litigation
	Expenditure incurred for services rendered by an attorney duly admitted to practioners as an attorney in any part of the Republic of South Africa. Legal advice includes services such as:  arbitration, business law, litigation (civil), commercial , company law, human rights, conveyance,  employment law, environmental law, family law, insolvency, intellectual property, labour law, liquidation, mediation, property law, taxation, litigation (general), litigation (commercial), litigation (corporate), MVA claims, company registrations, mining, corporate, insurance law, commercial drafting, sequestrations, financial markets, high court practioners, constitutional, liquor law, town planning, litigation (high court), litigation (magistrates court), industrial relations, water law, international transactions and litigation (tax).
	

	
	Issue of Summons
	Messenger of the court fees are incurred only on civil cases.  A civil case refers to a matter where there is money involved (non payment of fees), for example, customers not been paying electricity or water bill.  Money to pay for messenger of the court fees.
	

	
	Collection
	Cost incurred for issuing warning to customers, collection cost of outstanding debt, fines and penalties.
	


Contractors are required to provide services that are not the core business of the municipality. It is normally not cost effective to maintain these skills within the municipality.  
Contractors include costs associated with the use of contracted individuals or businesses on projects or tasks. This does not include amounts payable to contractors in respect of provision of services such as cleaning and security even if a staff element can be identified. 
Note also that it is common practioners that the said contractor provides all the materials required for the project - he/she tenders for the whole project, materials included.
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	Contractors
	Contractors are required to provide services that are not the core business of the municipality. It is normally not cost effective to maintain these skills within the department.  Contractors include costs associated with the use of contracted individuals or businesses on projects or tasks. This does not include amounts payable to contractors in respect of provision of services such as cleaning and security even if a staff element can be identified. Note also that it is common practioners that the said contractor provides all the materials required for the project - he/she tenders for the whole project, materials included.
	

	
	Artists and Performers
	The hiring of artists and/or performers for festivals organised by the municipality.
	

	
	Aerial Photography
	Aerial photography is the process of taking photographs from a camera mounted in an aircraft or balloon.  Aerial photographs are used extensively in cartography to provide detailed geographical information in the production of maps.
	

	
	Aerial Surveillance
	Costs incurred by the municipality for utilising aerial surveillance service being the gathering of surveillance, usually visual imagery or video, from an airborne vehicle, such as helicopters or military aircrafts for reasons such as crime prevention, emergency and disaster management, high way patrols, helicopter Services, etc
	

	
	Auctioneers
	Costs incurred for services rendered by an auctioneer who conducts a public sale in which goods and capital assets are sold to the highest bidder. This payment usually equals a fixed percentage of the selling price obtained.  
	

	
	Audio-visual Service
	Cost incurred for the services provided by a person, not employed by the municipality relating to the recording and reproduction of sound and sight.  Consultants used in the creation, development and production of videos, films, DVD or other audio visual materials".
	

	
	Bottling and Packaging
	Cost incurred for using service provider to either pack, label or bottle goods produced by the municipality, i.e. the bottling and labelling of wine or packaging of for e.g. vegetables that are produced by community projects themselves. The contactor will in most instances provide the packaging material, labour and necessary machinery and equipment to do the packaging, labelling and bottling. This item excludes wrapping and packaging materials purchased by the municipality for their own purpose. The latter is allocated in the inventory category under goods and services.
	

	
	Building Contractors
	Building contractors refers to outsourced service to perform work, build structures or provide supplies. A general contractor has responsibility for an entire project. A subcontractor is hired by the contractor to perform a specific portion of a project or supply materials. Included under this item are contracted carpenters, cement mason, formats, welder, plumber, labourer (a worker trained in several areas of construction work, including the handling of hazardous materials. Labourers help built highways, bridges, tunnels, factories, dams, schools, churches and other structures. Pile drivers (a pile driver or a pile butt is a worker trained to drive piles that support bridge foundations) and operators (a worker trained in the operation of heavy equipment such as bulldozers, graders and cranes.)
	

	
	Bore Waterhole Drilling
	Bore waterhole drilling on municipal properties for communities who occupy the land or municipal services or internal use.   This only includes the cost of drilling the bore hole.  
	

	
	Chipping
	Cost incurred for "chipping" of solid waste for recycling such as tires, metal, glass, wood, etc.  
	

	
	Reconnection/Disconnection and New Connections
	The cost of services rendered by external service provided for the disconnection and/or reconnection of meters and new installations of meters for water and electricity.  
	

	
	Electrical
	Cost incurred in the use of electrical contractors (electricians) for installing new cabling, meters, transformers and transmitters, cable replacement and maintenance of electrical infrastructure and equipment.
	

	
	Employee Wellness
	Cost incurred for service providers for internal seminars and awareness programs in assisting employees in addressing specific needs and problems either in their workplace or private affairs. This includes programs relating to psychological, physical, financial, etc. Examples of such programs will include HIV awareness, financial awareness or self defence classes by contractors who come to the workplace to instruct etc.   It is important to note that this item excludes medical wellness programs which include physical tests such as cholesterol, blood pressure, diabetes or advisory services by dieticians or any other medical related issue. The latter should be classified under the specific item for medical services and also does not include training programmes as defined in the training definitions; neither should the cost for any materials, or venues and facilities for those wellness contractors be classified under this item, but to the specific items as available for those items on the chart.
	

	
	Event Promoters’
	Promoters develop marketing strategies for events ranging from concerts to sporting tournaments. Event promoters work with television, radio, special-events coordinators, ticket sellers, reviewers, bulk mailers, and local merchants to market a product/service.  They are also involved in locating and booking the venues, artists, performers, stage and sound crew as well as the marketing strategies. It will also include market related cost payable to motivational speakers at public events, team building sessions etc.
	

	
	Fire Services
	Cost incurred for contractors in the prevention of fires and for fire brigade charges
	

	
	Graphic Designers
	Design or create graphics to meet specific commercial or promotional needs, such as packaging, displays, or logos. May use a variety of mediums to achieve artistic or decorative effects.
	

	
	Grading of Sport Fields
	Contractors used for grading (1-5% slope allowed from the centre of the field to outer corners) and drainage of sports fields according to generally accepted norms and standards.  Essential process in constructing sports fields.
	

	
	Haulage
	Transport of waste between sites and from sites for recycling.  Service provided by a contractor.
	

	
	Interior Decorator
	This item provides for the expertise of an interior decorator to provide advice in the art of decorating a room so that it is attractive, easy to use, and functions well with the existing architecture.
	

	
	Inspection Fees
	Contractors used for water and electricity meter inspections to detect tampering and confirm accuracy of metering use.
	

	
	Management of Informal Settlements
	Contractors used for removal of illegal settlements, structures and occupants.
	

	
	Maintenance of Equipment
	Costs incurred for making use of contractors for maintaining and repairing of equipment. Transactions allocated to this item are applicable only if the maintenance and repair does not extend the useful life of the asset and result in future cash inflows.  Examples would be replacing filters or gas in an air conditioner, servicing of machinery and equipment and ordinary service of a motor vehicle.  Detail of plant and equipment to be selected from the project segment.
	

	
	Maintenance of Buildings and Facilities
	Costs incurred for making use of contractors for maintaining and repairing of buildings and facilities. Transactions allocated to this item are applicable only if the maintenance and repair does not extend the useful life of the asset and result in future cash inflows into the organisation. Examples would be painting, waterproofing, replacing carpets, fix broken windows, etc.  Detail of buildings and facilities to be selected from the project segment.
	

	
	Maintenance of Unspecified Assets
	Costs incurred for making use of contractors for maintaining and repairing of buildings and facilities.  Transactions allocated to this item are applicable only if the maintenance and repair does not extend the useful life of the asset and result in future cash inflows into the organisation.  Included in this item are maintenance of all other assets, not included under the categories for machinery and equipment e.g. biological assets, software and intangible assets, heritage assets. Examples would be maintenance of other assets such as roads, harbours and other infrastructure assets (all other assets not included in property maintenance or machinery and equipment).   Detail of "other assets" to be selected from the project segment.
	

	
	Medical Services
	Clinics might from time to time require the services of private medical practioners to render services when staff shortages occur.  This is a short term arrangement for a specific requirement or need. Includes payment to private medical practioners for services to employees as a result of injury on duty. Costs incurred by private medical centres for examination of sick patients of which the cost is carried by the municipality. Municipalities acquire the services of medical staff to render medical services to employees at the workplace to enhance employment wellness.
	

	
	Mint of Decorations
	Draft/mint of decorations/medals for the mayor and deputy mayor.
	

	
	Pest Control
	Cost incurred for contracting in pest control services for managing pests in the municipal area, such as rats, cockroaches, termites, etc.
	

	
	Photographer
	Costs incurred for services rendered by photographer for official photos.
	

	
	Plants, Flowers and Other Decorations
	Costs incurred for plants, flowers, wreaths used at memorial services and other decorations used for special events.
	

	
	Preservation/Restoration/Dismantling/Cleaning Services
	Costs incurred on services relating to restoration and preservation of items that should be stored for a long period of time whilst not in use and the restoration of art items. Excluded from this item are normal maintenance and repairs. Also included are the cost for dismantling and cleaning of assets to be stored for an unspecified period of time as well as the cost associated with the demolition of assets.
	

	
	Prepaid Electricity Vendors
	Contractors for vending of "prepaid electricity".
	

	
	Relief Drivers
	Contractors used for assisting in driving municipal vehicles during strikes or other shortages of drivers occur.
	

	
	Refurbishment and Rehabilitation
	Contractors for the rehabilitation, and refurbishment of assets under the category for machinery and equipment.  Transactions allocated to this item are applicable only if the refurbishing and rehabilitation extend the useful life of the asset and result in future cash inflows into the organisation.  Activities that is required due to neglect or unsatisfactory maintenance or degeneration of an asset. The action implies that the asset is restored to its originally intended condition, thereby enhancing the capacity and value of an existing asset that has become inoperative due to the deterioration of the asset. Detail of property, plant and equipment to be selected in the project segment.
	

	
	Rehabilitation of Landfill Sites
	Cost incurred in the use of contractors to assist in the rehabilitation of landfill sites in accordance with environmental legislation.
	

	
	Removal of Structures and Illegal Signs
	Cost incurred in the use of contractors to remove illegal structures, signage, posters, advertisements, etc.  This item excludes informal settlement management.
	

	
	Tracing Agents and Debt Collectors
	The expenditure incurred iro services rendered by collecting firms with regard to outstanding accounts, including legal fees in this regard.
	

	
	Traffic and Street Lights
	Contractors appointed for the management of traffic and street lights such as replacing light bulbs, poles and traffic lights damaged in accidents, etc.
	

	
	Transportation Contractor
	Contractor for furniture removal, removal of abandoned vehicles, pounding of vehicles and "tow-in" of municipal vehicles and motors practioners restricting entrance/exit gates.
	

	
	Sewerage Services
	Contractors used for sewerage and sanitation services, including suction pump vehicle (honey suckers) and removal of sludge from drying beds.
	

	
	Sports and Recreation
	A person, not appointed permanently by the municipality, assisting specifically with sport and recreation. Sport being an activity involving physical exertion and skill in which an individual or team competes against another for recreation an enjoyable leisure.
	

	
	Stage and Sound Crew
	Expenditure incurred for contractors hired who specialise in setting-up stage and sound at special events, festivals and celebrations.
	

	
	Upgrade and Additions
	Expenditure incurred in contractors for the upgrade and addition of assets under the category for machinery and equipment.  Activities aimed at improving the capacity and effectiveness of an asset above that of the initial design purpose. The decision to renovate, reconstruct or enlarge an asset is a deliberate investment decision which may be undertaken at any time and is not dictated by the condition of the asset, but rather in response to a change in demand and or change in service requirements. Projects that in the past were identified as capital maintenance should be included in this item, as the decision to capitalise implies that the capacity of the asset will be improved beyond its initial design. Detail of property, plant and equipment to be selected in the project segment.
	


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.

Depreciation allocates the original cost of an asset to expense in the periods in which the asset is consumed. Depreciation is calculated whether the asset is infuse or idle. Furthermore, accumulated depreciation is the portion of an asset’s original cost that has already been written off as a depreciation expense in prior periods – it is not a sum of cash waiting to be used.

The depreciation charge for each period will be recognised as an expense unless it is included in the carrying amount of another asset, i.e. depreciation included in the capital costs of another asset. The calculation of future funding requirements for asset replacement should be part of the asset management planning processes that should feed into the annual budget.

The depreciation method used should reflect the pattern in which economic benefits or service potential are/is consumed by the municipality. The following are the most common depreciation methods that can be applied:

· Straight line - an equal amount of depreciation will be allocated to each year over an asset’s useful life.  The assumption of the straight-line method is that the asset is used equally in each year of use.
· Diminishing balance - a decreasing depreciation charge over the useful life of the asset is calculated on its carrying value at the beginning of each year.
· Sum of the units - a depreciation charge is based on the expected use or output of the asset.

National Treasury recommends the straight-line method.

The useful life and the depreciation method should be reviewed annually.

The accounting transaction for depreciation is a debit for depreciation (an expense) and a credit for accumulated depreciation (an offset against the assets cost).

The SCOA provide detail posting levels based on the high-level property, plant and equipment categories being:

· Biological or Cultivated Assets

· Buildings

· Computer Equipment

· Furniture and Office Equipment

· Heritage Assets

· Infrastructure:

· Airports

· Cemeteries

· Electricity

· Roads

· Solid Waste Disposal

· Transportation

· Water
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.  

Senior Management

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

At the highest-level provision is made for salaries and allowances and social contributions.

Further to the above provision is made by “type” of employee related cost for capitalisation to construction work-in-progress for property, plant and equipment.  The BRF require an estimate and presentation of cost capitalised related to employees.
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	Senior Manager by Designation  
	Senior Management needs to provide for the different dispensation within the group for the extraction of reporting information from SCOA.  Provision is made for typical designation within the group "senior manager".  The structure need to be duplicated based on the management structure applied by the municipality.
	

	
	Salaries and Allowances
	This group of accounts provides by senior manager a breakdown of the compensation paid to the employee classified according to annual remuneration, performance and bonuses, travel, motor vehicle, accommodation, subsistence and service related benefits.
	

	
	
	Basic Salary

Less:  Cost Capitalised
	Annual remuneration refers to basic salary as per IRP5 excluding allowances, benefits, performance and other bonuses and service related awards.  Annual bonus in the form of 13th cheque included in basic salary.

This account is to be used for recording the allocation of employee related cost capitalised to property, plant and projects.  By providing this account as a separate line item containing the credit entry of the capitalisation transaction provides reporting information on the "gross" employee related cost but also provides the "net" position.
	

	
	
	Performance Based Bonus

Less:  Cost Capitalised
	A form of additional compensation paid to an employee or department as a reward for achieving specific goals or hitting predetermined targets. A performance bonus is compensation beyond normal wages and is typically awarded after a performance appraisal and analysis of projects completed by the employee over a specific period of time.

This account is to be used for recording the allocation of employee related cost capitalised to property, plant and projects.  By providing this account as a separate line item containing the credit entry of the capitalisation transaction provides reporting information on the "gross" employee related cost but also provides the "net" position.
	

	
	Allowances
	Allowances paid in accordance with the municipality's policy for senior managers and conditions of employment.
	

	
	
	Cellular and Telephone Allowance

Less:  Cost Capitalised
	Cellular and telephone allowances paid to employees for compensation for official use of private phones.

This account is to be used for recording the allocation of employee related cost capitalised to property, plant and projects.  By providing this account as a separate line item containing the credit entry of the capitalisation transaction provides reporting information on the "gross" employee related cost but also provides the "net" position.
	

	
	
	Housing Benefits

Less:  Cost Capitalised
	Assistance given to employees for acquiring accommodation as guided by the municipalities housing policy and conditions of employment.

This account is to be used for recording the allocation of employee related cost capitalised to property, plant and projects.  By providing this account as a separate line item containing the credit entry of the capitalisation transaction provides reporting information on the "gross" employee related cost but also provides the "net" position.
	

	
	
	Travel or Motor Vehicle

Less:  Cost Capitalised
	A travel allowance is any allowance paid or advance given to an employee in respect of travelling expenses for business purposes.  Any allowance or advance in respect of travelling expenses not to have been expended on business travelling to the extent that it has been spent on private travelling (this includes travelling between the employee’s place of residence and his / her place of employment).  The following two situations are envisaged, namely 1)  a travel allowance given to an employee to finance transport (for example, a set rate or amount per pay period); and 2) a reimbursement given to an employee based on actual business travel.  [Section 8(1)(b) of the Income Tax Act, 1962]

This account is to be used for recording the allocation of employee related cost capitalised to property, plant and projects.  By providing this account as a separate line item containing the credit entry of the capitalisation transaction provides reporting information on the "gross" employee related cost but also provides the "net" position.
	

	
	
	Accommodation, Travel and Incidental

Less:  Cost Capitalised
	This account provides for accommodation, travelling and incidental cost paid to employees as provided for ito service contracts.

This account is to be used for recording the allocation of employee related cost capitalised to property, plant and projects.  By providing this account as a separate line item containing the credit entry of the capitalisation transaction provides reporting information on the "gross" employee related cost but also provides the "net" position.
	

	
	Service Related Benefits
	This group of accounts provides for Service Based Benefits and Bonuses such as 13th cheques, cashing in on leave (if provided for in the Leave Policy of the Municipality) and awards given based on long service (if provided for by the Long Service Award policy of the Municipality).
	

	
	
	Overtime

Less:  Cost Capitalised
	Overtime paid to senior managers as agreed.  Typical senior managers are not getting paid overtime.  Exceptional circumstances might exist justifying the payment off overtime ito a municipal policy.

This account is to be used for recording the allocation of employee related cost capitalised to property, plant and projects.  By providing this account as a separate line item containing the credit entry of the capitalisation transaction provides reporting information on the "gross" employee related cost but also provides the "net" position.
	

	
	
	Long Service Award

Less:  Cost Capitalised
	Long service award paid to employees as determined in term of the municipality's policy either and/or conditions of employment.

This account is to be used for recording the allocation of employee related cost capitalised to property, plant and projects.  By providing this account as a separate line item containing the credit entry of the capitalisation transaction provides reporting information on the "gross" employee related cost but also provides the "net" position.
	

	
	
	Payments in Lieu of Leave

Less:  Cost Capitalised
	Discounting accumulated leave for cash payment if the municipality's policy provides for discounting.

This account is to be used for recording the allocation of employee related cost capitalised to property, plant and projects.  By providing this account as a separate line item containing the credit entry of the capitalisation transaction provides reporting information on the "gross" employee related cost but also provides the "net" position.
	

	
	Social Contributions
	Payments, actual or imputed, by the municipality to social insurance schemes to obtain entitlement to social benefits for their employees, including pensions and other retirement benefits.
	

	
	
	Group Life Insurance
	Employer contributions to insurance schemes.
	

	
	
	Medical
	Employer contributions to medical schemes..
	

	
	
	Pension Funds 
	Employer contributions to pension funds.
	

	
	
	Unemployment Insurance Fund
	Employer contributions to unemployment insurance fund.
	

	
	
	Less:  Cost Capitalised
	This account is to be used for recording the allocation of employee related cost capitalised to property, plant and projects.  By providing this account as a separate line item containing the credit entry of the capitalisation transaction provides reporting information on the "gross" employee related cost but also provides the "net" position.
	

	
	Post-retirement Benefit Obligations
	The actuarial present value of the post-retirement benefits of an employer that are attributed to employee service that is rendered to a particular date. These benefits are those other than pensions.
	

	
	In-kind Benefits 
Less:  Cost Capitalised
	In-kind benefits provides for the inclusion of the benefit determined at the fair value thereof.

This account is to be used for recording the allocation of employee related cost capitalised to property, plant and projects.  By providing this account as a separate line item containing the credit entry of the capitalisation transaction provides reporting information on the "gross" employee related cost but also provides the "net" position.
	


Other Staff

This category provides for compensation paid to employees excluding senior management.
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	Municipal Staff
	This category provides for compensation paid to employees excluding social contributions other than senior management.
	

	
	Salaries, Wages and Allowances
	This group of accounts provides a breakdown of the compensation paid to the employee classified according to "annual remuneration, performance and bonuses, travel, motor vehicle, accommodation, subsistence and service related benefits".
	

	
	
	Basic Salary and Wages

Less:  Cost Capitalised
	Basic salary excludes any fringe benefits, allowances or overtime compensation for services rendered by a permanent employee according to a scale as negotiated.

This account is to be used for recording the allocation of employee related cost capitalised to property, plant and projects.  By providing this account as a separate line item containing the credit entry of the capitalisation transaction provides reporting information on the "gross" employee related cost but also provides the "net" position.
	

	
	
	Performance Based Bonus

Less:  Cost Capitalised
	A form of additional compensation paid to an employee or department as a reward for achieving specific goals or hitting predetermined targets.  A performance bonus is compensation beyond normal wages and is typically awarded after a performance appraisal and analysis of projects completed by the employee over a specific period of time.

This account is to be used for recording the allocation of employee related cost capitalised to property, plant and projects.  By providing this account as a separate line item containing the credit entry of the capitalisation transaction provides reporting information on the "gross" employee related cost but also provides the "net" position.
	

	
	Allowances
	Allowances paid in accordance with the municipality's policy for senior managers and conditions of employment.
	

	
	
	Cellular and Telephone Allowance

Less:  Cost Capitalised
	Cellular and telephone allowances paid to employees for compensation for official use of private phones.

This account is to be used for recording the allocation of employee related cost capitalised to property, plant and projects.  By providing this account as a separate line item containing the credit entry of the capitalisation transaction provides reporting information on the "gross" employee related cost but also provides the "net" position.
	

	
	
	Housing Benefits

Less:  Cost Capitalised
	Assistance given to employees for acquiring accommodation as guided by the municipalities housing policy and conditions of employment.  Further detail provide include:

· Essential User

· Housing Benefits

· Laundry

· Rental Subsidy

This account is to be used for recording the allocation of employee related cost capitalised to property, plant and projects.  By providing this account as a separate line item containing the credit entry of the capitalisation transaction provides reporting information on the "gross" employee related cost but also provides the "net" position.
	

	
	
	Travel or Motor Vehicle

Less:  Cost Capitalised
	A travel allowance is any allowance paid or advance given to an employee in respect of travelling expenses for business purposes.  Any allowance or advance in respect of travelling expenses not to have been expended on business travelling to the extent that it has been spent on private travelling (this includes travelling between the employee’s place of residence and his/her place of employment).  The following two situations are envisaged, namely 1)  a travel allowance given to an employee to finance transport (for example, a set rate or amount per pay period); and 2) a reimbursement given to an employee based on actual business travel.  [Section 8(1)(b) of the Income Tax Act, 1962]

This account is to be used for recording the allocation of employee related cost capitalised to property, plant and projects.  By providing this account as a separate line item containing the credit entry of the capitalisation transaction provides reporting information on the "gross" employee related cost but also provides the "net" position.
	

	
	
	Accommodation, Travel and Incidental

Less:  Cost Capitalised
	This account provides for accommodation, travelling and incidental cost paid to employees as provided for ito service contracts.

This account is to be used for recording the allocation of employee related cost capitalised to property, plant and projects.  By providing this account as a separate line item containing the credit entry of the capitalisation transaction provides reporting information on the "gross" employee related cost but also provides the "net" position.
	

	
	
	Payments in lieu of Leave

Less:  Cost Capitalised
	Discounting accumulated leave for cash payment if the municipality's policy provides for discounting.  Including accrual.

This account is to be used for recording the allocation of employee related cost capitalised to property, plant and projects.  By providing this account as a separate line item containing the credit entry of the capitalisation transaction provides reporting information on the "gross" employee related cost but also provides the "net" position.
	

	
	Service Related Benefits

Less:  Cost Capitalised
	This group of accounts provides for service based benefits and bonuses such as 13th cheques, cashing in on leave (if provided for in the leave policy of the municipality) and awards given based on long service (if provided for by the long service award policy of the municipality).  Provide for as sub-accounts:

· Acting Allowance

· Annual Bonus

· Lifeguard/Duty Squads

· Long Service Award

· Operational Allowance-Fire Brigade

· Scarcity Allowance

· Standby Allowance

· Tools Allowance

· Uniform/Special/Protective Clothing

This account is to be used for recording the allocation of employee related cost capitalised to property, plant and projects.  By providing this account as a separate line item containing the credit entry of the capitalisation transaction provides reporting information on the "gross" employee related cost but also provides the "net" position.
	

	
	
	Overtime

Less:  Cost Capitalised
	Overtime as defined by the Basic Conditions of Employment Act (No. 75 of 1997), Chapter 2 Section 10.  Provision are made for the following sub-accounts:

· Non-structure Overtime

· Structured Overtime

· Shift Additional Remuneration

· Night Shift

This account is to be used for recording the allocation of employee related cost capitalised to property, plant and projects.  By providing this account as a separate line item containing the credit entry of the capitalisation transaction provides reporting information on the "gross" employee related cost but also provides the "net" position.
	

	
	
	Payments in Lieu of Leave

Less:  Cost Capitalised
	Discounting accumulated leave for cash payment if the municipality's policy provides for discounting.

This account is to be used for recording the allocation of employee related cost capitalised to property, plant and projects.  By providing this account as a separate line item containing the credit entry of the capitalisation transaction provides reporting information on the "gross" employee related cost but also provides the "net" position.
	

	
	Social Contributions
	Payments, actual or imputed, by the municipality for social insurance schemes to obtain entitlement to social benefits for their employees, including pensions and other retirement benefits.
	

	
	
	Bargaining Council
	Employer contributions to the South African Local Government Bargaining Council
	

	
	
	Group Life Insurance
	Employer contributions to insurance schemes.
	

	
	
	Medical
	Employer contributions to medical schemes..
	

	
	
	Pension Funds 
	Employer contributions to pension funds.
	

	
	
	Unemployment Insurance Fund
	Employer contributions to unemployment insurance fund.
	

	
	
	Less:  Cost Capitalised
	This account is to be used for recording the allocation of employee related cost capitalised to property, plant and equipment projects.  By providing this account as a separate line item containing the credit entry of the capitalisation transaction provides reporting information on the "gross" employee related cost but also provides the "net" position.
	

	
	Post-retirement Benefit Obligations
	The actuarial present value of the post-retirement benefits of an employer that are attributed to employee service that is rendered to a particular date. These benefits are those other than pensions.
	

	
	In-kind Benefits
	In-kind benefits provides for the inclusion of the benefit determined at the fair value thereof.
	


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.

At the highest-level provision is made for interest, dividends and rent on land.

Dividends are distributions paid to shareholders holding shares in municipal entities.

Interest provides for the total value of interest payments. These are payments associated with debt, for example interest on borrowing and overdraft facilities.  Interest payments on bills and bonds issued by other government units are also included here.  Interest paid on overdue accounts should also be included under this item.  Interest includes public sector (domestic and foreign) and private sector (domestic and foreign).

Rent on land includes only rent of land, and royalties, exploration and rights of use.  Rent of buildings is included in operating leases.  The "land" portion of the financial lease of buildings must also be included here.

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.

Provide for in the group of accounts are:

· Consumable Stores

· Finished Goods

· Maintenance Materials

· Other Goods held for Sale

· Raw Materials

· Spare Parts

· Water

· Work-in-progress

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.
At the highest-level distinction is made for the designation of the councillors to assist in providing reporting information in the SCOA.

Remuneration to councillors consist of “allowances and service related benefits”, “basic salary” and “social contributions”.

	3.
	4.
	5.
	Definition
	Paragraphs

	Remuneration of Councillors [by Designation]
	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 m+d427ajor or deputy mayor, members of the executive committee or mayoral committee, whip and chairperson of a sub-council.
	

	
	Allowances and Service Related Benefits
	Allowances 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.
	

	
	
	Office Bearer Allowance
	An office-bearer allowance as determined by the Remuneration of Public Office Bearers Act, 1998 (Act No 20 of 1998).
	

	
	
	Out of Pocket Expenses
	A reimbursement for reasonable and actual out of pocket expenses incurred during the execution of official and ceremonial duties as determined by the Remuneration of Public Office Bearers Act, 1998 (Act No 20 of 1998).
	

	
	
	Travelling Allowance
	An allowance as determined by the Remuneration of Public Office Bearers Act, 1998 (Act No 20 of 1998) based on selection of options and additional allowances.
	

	
	
	Use of Personal Facilities
	An allowance as determined by the Remuneration of Public Office Bearers Act, 1998 (Act No 20 of 1998) of a monthly amount in respect of a full-time councillor who does not have the use of council owned facilities.
	

	
	Basic Salary
	Salary 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.
	

	
	Cell Phone Allowance
	An allowance as determined by the Remuneration of Public Office Bearers Act, 1998 (Act No 20 of 1998) of a fixed monthly amount.
	

	
	Housing Allowance
	A fix housing allowances as determined by the Remuneration of Public Office Bearers Act, 1998 (Act No 20 of 1998) of an monthly amount provided that such an allowance is not payable where the municipal council makes housing available to the councillor concerned.
	

	
	In-kind Benefits
	In-kind benefits provides for the inclusion of the benefit determined at the fair value thereof.
	

	
	Motor Vehicle Allowance
	A travel allowance is any allowance paid or advance given to an employee in respect of travelling expenses for business purposes.  Any allowance or advance in respect of travelling expenses not to have been expended on business travelling to the extent that it has been spent on private travelling (this includes travelling between the employee’s place of residence and his / her place of employment).  The following two situations are envisaged, namely 1)  a travel allowance given to an employee to finance transport (for example, a set rate or amount per pay period); and 2) a reimbursement given to an employee based on actual business travel.  [Section 8(1)(b) of the Income Tax Act, 1962]
	

	
	Social Contributions
	Payments, actual or imputed, by municipalities to social insurance schemes to obtain entitlement to social benefits for their employees, including pensions and other retirement benefits.
	

	
	
	Pension Fund Contributions
	Contributions to be made by the municipal council to the pension fund are determined as a % of the members salary as determined by the Act, the Act being the Remuneration of Public Office Bearers Act, 1998 (Act No. 20 of 1998)
	

	
	
	Medical Aid Benefits
	Contributions to be made by the municipal council to the medical aid fund are determined as a 2/3 of the membership fee limited to an amount as determined by the Remuneration of Public Office Bearers Act, 1998 (Act No. 20 of 1998)
	


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, and travel and vehicle expenses.

	3.
	4.
	5.
	Definition
	Paragraphs

	Achievements and Awards
	Cost incurred in giving awards in reconnection of achievements.
	

	Advertising, Publicity and Marketing
	Communication intended to inform potential customers about products and services.  Advertising media includes television, radio, movies, magazines, newspapers, video games, internet, and billboards.  Provided for in posting-level accounts are:

· Auctions

· Bursaries (Non-employees)

· Corporate and Municipal Activities

· Customer/Client Information

· Gifts and Promotional Items

· Municipal Newsletters

· Signs

· Staff Recruitment

· Tenders
	

	Assets less than Capitalisation Threshold
	Plant and equipment procured at less than the asset threshold to be expensed under this item.   Capitalisation Threshold is the value above which assets are treated as capital assets and entered into an asset register from which reporting in the financial statements (specifically the Statement of Financial Position) is extracted.
	

	Audit Cost (External)
	The Constitution of South Africa Section 188 determines that the Auditor-General must audit and report on the accounts, financial statements and financial management of all national and provincial departments and administrations, as well as all municipalities.  Posting-level accounts are provided for:

· Disbursements

· Regularity Audit (Current Year)

· Regularity Audit (Previous Year)

· Non-regularity Audit Services

· Computer Audits

· Environmental

· Forensic Investigation

· Performance Audit
	

	Bank Charges, Facility and Card Fees
	Bank charges and card fees payable to commercial banks.  Commercial banks are institutions that inter alia, provide basic banking services.  Basic banking services entails the opening, maintenance and operation of accounts for money transmission by means of cheque, other payment instrument or savings account, such as FNB, Nedbank, Standard Bank, etc.  Posting-level accounts are provided for:

· Current Accounts

· Fleet and Other Credit/Debit Cards

· Investments

· Lease Payments

· Long and Short Term Loans and Borrowings
	

	Bargaining Council
	Agency shop fees payable to the South African Local Government Bargaining Council determined by the collective agreement as a % of the employee's monthly salary up to a maximum of RX.
	

	Bond Issue Amortisation Cost
	Capitalise and defer over period of bond.
	

	Brokers Fees
	Fees paid for the utilisation of insurance brokers.
	

	Bursaries (Employees)
	Bursaries include payments made to provide direct support to employees for studying at universities or other tertiary institutions, where all the conditions and terms have been complied with in terms of the contract with the bursary holder.
	

	Cash Discount
	Discount given by suppliers on early payment of amounts owing to them also referred to as "settlement discount".
	

	Catering Municipal Activities
	Expenditure incurred on individuals employed or contracted to the municipality or individuals outside the employee of the municipality, in connection with the activities of the municipality or department within a municipality, that directly relates to the achievement of its objectives. 
Such expenditure includes but is not limited to catering for Lekgotla, conferences, bosberade, workshops, indabas, courses, forums, hearings and meetings held with the intention to discuss the municipality's activities, launches and public addresses, interviews and training sessions, diner and drinks supplied at function for employees, catering and eatery provided for committee meetings and forums.
	

	Cleaning Services
	Cleaning cost for car valet services and laundry incurred by the municipality if these services are not outsourced.  Posting-level accounts provided for are:

· Laundry Services

· Car Valet and Washing Services
	

	Commission
	Commission is a form of payment to an agent for services rendered.  Posting-level accounts provided for are:

· Easy Pay

· Prepaid Electricity
	

	Cost Relating to the Sale of Houses
	Cost incurred relating to the selling of municipal property such as houses, erven and buildings.
	

	Courier and Delivery Services
	Costs incurred in the use of courier services for transporting documents/parcels from one to a specified destination, for example Docex, XPS, DHL, etc.
	

	Cutlery and Crockery
	The purchase of cutlery and crockery as per the VAT Act to be Non-Vatable.
	

	Communication
	Expenditure incurred for the usages of telephones, faxes, telegraphs and telex for communication purposes, including costs for teleconferences.  Communication by telephones and faxes includes the sending of messages electronically, for example the sending of a message, image or document via a fax machine or a telephone or cell phone.  Telex is a communications system using teleprinters that communicate via telephone lines.  Teleconference is a meeting via telecommunications equipment: a meeting held among people in different places by means of telecommunications equipment. Includes all costs for the usage of telecommunication equipment, including rentals.  Posting-level accounts provided for:

· Cellular Contract (Subscription and Calls)

· Licences (Radio and Television)

· Postage/Stamps/Franking Machines

· Radio and TV Transmissions

· Rent Private Bag and Postal Box

· Satellite Signals

· SMS Bulk Message Service

· Telephone, Fax, Telegraph and Telex

· Telemetric Systems

· Telephone Installation
	

	Contributions to Provisions
	Provisions need to be reviewed at each reporting date and adjusted to reflect the current best estimate.  Where discounting is used, the carrying amount of a provision increases in each period to reflect the passage of time.  This increase is recognised an interest charge.  Posting-level accounts provided for are:

· Alien Vegetation

· Rehabilitation of Landfill Sites
	

	Copy Right Fees
	Payment of copyright fees and royalties payable to music companies for the right to play music at public events, etc.
	

	Distribution of Electricity by Others
	This account should record amounts payable to others for distribution of the utility's electricity using distribution power system facilities owned by others  Posting-level accounts provided are:

· Network Charges

· Ancillary Charges

· Reliability Charges
	

	Drivers Licences and Permits
	Payment of drivers licence costs for an incumbent whose job requires a drivers licence and costs are carried by his/her employer. Driver of motor vehicle is required to be licensed in terms of the National Road Traffic Act, 1996.  No person shall drive a motor vehicle on a public road (a) except under the authority and in accordance with the conditions of a licence issued to him or her in terms of the Act or of any document deemed to be a licence for the purposes of this Act; and (b) unless he or she keeps such licence or document or any other prescribed authorisation with him or her in the vehicle. Professional driver to have permit - (1) No person shall drive a motor vehicle in respect of which an operator is registered on a public road except in accordance with the conditions of a permit (to be known as a professional driving permit) issued to him or her in accordance with this Act and unless he or she keeps such permit with him or her in the vehicle: Provided that this subsection shall not apply to the holder of a learner's licence who drives such vehicle while he or she is accompanied by a person registered as a professional driver in respect of that class of vehicle.  Including retesting fees.
	

	Dumping Fees
	District fees for dumping including the dumping fees and fixed cost.
	

	Eskom Connection Fees
	Once-off payment to ESCOM for new substations (Non Capitalised Cost).  
	

	Entertainment
	Entertainment expenditure incurred by members of the senior management service as well as mayors and his/her office bearers in performance of their duties. Such expenditure includes, but is not limited to:(a) luncheon meetings held with colleagues, foreign delegations and/or other individuals in and outside the municipality; and (b) purchase of dinner during authorised overtime. This item does not include, but is not limited to, spending on: (a) Gifts (including flowers) to individuals; (b) Private entertainment; (c) Cost of meals claimed by individuals when away from home on official duty.  Posting levels accounts provided are:

· Mayor

· Councillors

· Key Management
	

	External Computer Service Providers
	Expenses incurred from computer services provided by external/outsourced service providers.  Posting-level accounts provided are:

· Data Lines

· GPS Licence Fees

· Information Services

· Internet Charge

· Mainframe Time

· Network Extensions

· Remote Server Access

· Recovery Centre Hosting Charges

· Software Licences

· Specialised Computer Service

· System Adviser

· System Development

· Wireless Network
	

	Freight Services
	Costs incurred for the transport of goods in bulk by truck, train, ship or aircraft.
	

	Firearm Handling Fees
	Costs incurred by officials wearing firearms for protection purposes, for example flight carrier fees.
	

	Full Time Union Representative
	Compensation paid to "full time union representative" not included in compensation of employees.
	

	Honoraria (Voluntary Workers)
	Payment given to a person (professional or voluntary assistance) for services for which fees are not legally or traditionally required.  This gratuity is usually not equal to the economic value of the service provided. Motivational speakers delivering a resume at a training session without charging the municipality at the normal hourly rates.  Payments made equal to market rates should be classified as "consultants, contractors and special services" under the type of consultant/ contractor delivering the service.
	

	Insurance Underwriting
	Allocation to be used for the classification of insurance related costs including self insurance funds.  Posting-level accounts provided for are:

· Insurance Aggregation

· Claims paid to Third Parties

· Insurance Brokers Fees

· Insurance Claims

· Excess Payments

· Risk Management Programs

· Premiums
	

	Land Alienation Costs
	Various land related costs
	

	Learnerships and Internships
	Learnerships are introduced in the Skills Development Act, Section 18(2) are learnerships provided for unemployed people. The cost-elements included in this category comprise: 1) additional staff required to oversee and manage learnerships. 2) cost of supervision and mentorship (e.g. an additional consolidated increment for every mentor). 3) off-the-job education and training costs (including transport and fees for training provider). 4) assessment costs for each learner. 5) recruitment costs. 6) range of allowances to be paid for these learners. 7) office set-up costs for these learners (including office equipment, computers, stationery, phone and fax facilities.
	

	Levies Paid – Water Resource Management Charges
	The payment of charge raised by the Department of Water Affairs based on a specified cent value per KI on bulk water purchased and includes catchment management areas levy, water research levy and Trans Caledon Tunnel Authority charges.
	

	Licences
	Expenses incurred for obtaining "licences" such as drivers licences, motor vehicle licence and registrations, public driver permits, etc.  Posting-level accounts provided for:

· Agency fees

· Motor Vehicle Licence and Registrations

· Performing Arts
	

	Personnel Agency Fees
	Costs incurred for service rendered by agencies/entities that specialises in recruiting candidates across sectors and disciplines as well as the administration and support of candidates for the municipality. The agency/entity typically recruits for permanent appointment.
	

	Registration Fees
	Registration fees may refer to payments made in relation to image registration (part of computer or vision), printing registration (part of printing visible colour), FCC registration programme for telephone equipment. Also, registration fees payable for attending events, seminars and conferences.  Posting levels accounts provided are:

· Professional and Regulatory Bodies

· Seminars, Conferences, Workshops and Events – National

· Seminars, Conferences, Workshops and Events – International
	

	System Access and Information Fees
	Cost incurred to get access to data information used for research and analysis purposes and systems for example, ITC, Home Affairs system, AKTEX system, StaticsSA or SARS data information. Also monies payable to the deeds trading account to obtain deeds registration certificates. This is for WAN access to users of this information database and not the software use license fee. The information provided is not seen as an intangible asset of the municipality and constitutes the payment for a good or service current payments. This information could be in the form of a DVD, CD or other hardcopy format or directly online.
	

	Travel Agency Fees
	Cost incurred for services rendered by travel agencies.  Fees for the administration and management of travel arrangements of employees. It is important to note that any transaction administration fee payable to a service provider is excluded from the scope of the agency fee account.  In addition, a fee payable to a car rental service provider in respect of traffic fines should not form part of expenditure, but should be recovered from the employee receiving the traffic fine.
	

	Office Decorations
	Cost incurred in procuring office decorations such as flowers, small ornaments, paintings, plants, table clothes, etc of low value and thus not capitalised.
	

	Operating Leases
	An operating lease is a lease other than a finance lease. A lease is classified as an operating lease if it does not transfer substantially all the risks and rewards incidental to ownership.  Land use portion of a building finance lease must be recorded under Rental of Land.  Posting-level accounts provided are:

· Biological or Cultivated Assets

· Buildings

· Computer Equipment

· Furniture and Office Equipment

· Heritage Assets

· Infrastructure – Airports

· Infrastructure – Cemeteries

· Infrastructure –Electricity

· Infrastructure –Roads

· Infrastructure –Solid Waste Disposal

· Infrastructure –Transportation

· Infrastructure –Water

· Intangible Assets

· Investment Properties

· Machinery and Equipment

· Transport Assets
	

	Printing and Publications
	All printing and publications, not inventory related and including development of photos, subscriptions to newspapers, magazines and periodic.  Law amendments and updates, accounting and tax handbooks only used for limited period and then gets updated.  This item includes reference books.
	

	Professional bodies, Membership and Subscription
	Where an employee or official are required to pay fees to an independent institution in order to fulfil the role as required by their employment contract or the position they have been appointed in and fees payable to maintain occupation where maintenance of standards is required for public safety.  Other examples of items to be included are SAICA, IRBA, CIA, IPFA, SAIGO, Institute of Mechanical Engineers, MASA, ECSA, etc. Excluded from this item are course registration fees which are allocated under training expense.
	

	Property Payments
	Expenditure incurred related to the operation and maintenance of municipal properties owned and leasehold properties.  Posting-level accounts provided are:

· Cleaning Services

· Deeds

· Electricity Compliance Certificates

· Fire Protection

· First Aid

· Fumigation Service

· Gardening Service

· Gas

· Laundry Services

· Management Fee

· Property Maintenance

· Municipal Services

· Pest Control

· Safeguard and Security

· 
	

	Remuneration to Ward Committees
	Remuneration to ward committee members [framework]
	

	Resettlement Cost
	Cost paid for re-imbursing an employee if transferred from one city to another.  This would include transport of household, own transport, temporary accommodation, etc.
	

	Rewards Incentives
	Expenditure incurred as a reward for "whistleblowers" associated with forensic auditing and the fraud hotline.
	

	Road Worthy Test
	"Roadworthy", in relation to a vehicle, means a vehicle which complies with the relevant provisions of the Road Traffic Act (Act) otherwise in a fit condition to be operated on a public road.  A roadworthy certificate, is a certificate issued in terms of section 64 of this Act requiring the examination of motor vehicle and issue of roadworthy certificate and roadworthy certificate disc.  Upon receipt of an application referred to in section 63, an appropriately graded examiner of vehicles shall test and examine the motor vehicle concerned in the manner and in respect of the features as prescribed.
	

	Skills Development Fund Levy
	Employers must pay 1% of their employers pay to the skills development levy.
	

	Search Fees
	Cost incurred in extracting documents from CIPRO, AKTEX, NCA, etc.
	

	Servitudes and Land Surveys
	Cost incurred for conducting land surveys and obtaining servitudes to allow land use arrangements.
	

	Signage
	The purchasing and erection of all street name signs and name boards  
	

	Storage of Files/Archiving
	Cost incurred for archiving of files and documents to kept in terms of the MFMA.
	

	Storage of Assets and Goods
	Cost incurred for storage of furniture and equipment or any other movable assets or goods.
	

	Small Differences Tolerances
	Small losses on cashier deposits and petty cash floats.
	

	Taking Over Contractual Obligations
	Taking over of study loan incurred by an employee for full time study before appointed by the municipality.  In return the employee agrees to work for the department for a specified period of time  In the event the term of service is not completed a pro-rata refund could be claimed from the employee depending on the agreement with the municipality.
	

	Toll Gate Fees
	Toll gates fees paid to SANRAL for making use of National Roads
	

	Transmission of Electricity by Other
	This account should record amounts payable to others for transmission of the utility's electricity using transmission power system facilities owned by others.  [BERSA GG 626]  Specific definition outstanding from NERSA.  Posting-level accounts provided are:

· Network Charges

· Ancillary Charges

· Reliability Charges
	

	Transport Provided as Part of Departmental Activities 
	Expenses associated with transport provided by the municipality for transporting people during the execution of its mandate. Expenditure includes transport to public events, transport of scholars, patients and corps, illegal immigrants’ deportation, excursions and children vagrants.  Posting-level accounts provided are:

· Events

· Funerals

· Patients and Corpse
	

	Travel and Subsistence
	Travel and subsistence includes all domestic and foreign travel related expenditure paid for employees and non-employees. This item in specific covers expenditure on accommodation cost, food and beverage, incidental cost, and car rental paid for official travelling purposes. Departmental policies apply when these expenditure are incurred.  Posting-level accounts provided are:

· Domestic

· Accommodation

· Daily Allowance

· Food and Beverage (Served)

· Incidental Cost

· Transport without Operator

· Car Rental

· Own Transport

· Transport with Operator

· Other Transport Provider

· Public Transport

· Air Transport

· Railway Transport

· Water Transport

· Foreign

· Accommodation

· Daily Allowance

· Food and Beverage

· Incidental Cost

· Transport without Operator

· Car Rental

· Transport with Operator

· Other Transport Providers

· Public Transport

· Air Transport

· Railway Transport

· Road Transport

· Water Transport

· Travel and Subsistence:  Non-employees
	

	Uniform and Protective Clothing
	Uniform and protective clothing purchased for issue to employees.
	

	Vehicle Tracking
	This is used to record all payments associated with vehicle tracking including the initial payment of the installation of the tracking device as well as the associated monthly tracking fees.
	

	Warrantees and Guarantees
	Warrantees and guarantees form part of the elements of cost at initial purchase price of an asset which should be capitalised. However, once the warrantee has expired and departments need to re-new such warrantee the cost should be expensed against this item.
	

	Way Leaves and Splays
	Registration of servitudes across private property for the purpose of storm water drainage and in cases where a property owner is required to provide splays on the street boundary of the property in order to maintain a safe distance for motorists.
	

	
	
	

	Wet Fuel
	Payment for fuel supplied by vendor (topping up) when hiring fleet, plant or equipment (externally)
	

	Workmen’s Compensation Fund
	Workmen's compensation by to the commissioner in terms of the Occupational Injuries and Diseases Act of 1993 (COIDA)
	


Transfers and Subsidies

Transfers and subsidies 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 municipalities’ 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.

The summary hereunder provides an outline of the structure provide for in the SCOA for recording “transfers and subsidies”.  
	3.
	4.
	5.
	6.
	7.
	Definition
	Paragraphs

	Capital
	Transfers include all unrequited payments made by the municipality to another institutions, businesses and individuals; it does not constitute final expenditure by the municipality.  This category provides for capital transfers made by a municipality to another entity.
	

	
	Allocations In-kind
	The group of accounts provide for allocation made in-kind to other entities recognised at fair value or cost.
	

	
	
	Departmental Agencies and Accounts
	Capital "transfers and subsidies "made to departmental agencies and accounts in-kind.  Posting-level detail provided are:

· Social Security Funds

· Provincial Departmental Agencies

· National Departmental Agencies

The SCOA provides for specific entities at a posting level.  
	

	
	
	Foreign Government and International Organisations
	In-kind (capital) "transfers and subsidies" made to foreign government and international organisations.  

The SCOA provides for specific entities at a posting level.  
	

	
	
	Households
	In-kind(capital) “transfers and subsidies” made to households.  

The SCOA provides for specific entities at a posting level.  
	

	
	
	Local Government
	In-kind(capital) “transfers and subsidies” made to local government.  

The SCOA provides for specific entities at a posting level.  
	

	
	
	Non-profit Institutions
	In-kind(capital) “transfers and subsidies” made to non-profit institutions.  

The SCOA provides for specific entities at a posting level.  
	

	
	
	Private Enterprises
	In-kind(capital) “transfers and subsidies” made to private enterprises.  

The SCOA provides for specific entities at a posting level.  
	

	
	
	Public Corporations
	In-kind(capital) “transfers and subsidies” made to public corporations.  

The SCOA provides for specific entities at a posting level.  
	

	
	
	Universities and Technicons
	In-kind(capital) “transfers and subsidies” made to universities and technicons.  

The SCOA provides for specific entities at a posting level.  
	

	
	Monetary
	The group of accounts provide for monetary to other entities.
	

	
	
	Departmental Agencies and Accounts
	Capital "transfers and subsidies" made to departmental agencies and accounts in-monetary value.  Posting-level detail provided are:

· Social Security Funds

· Provincial Departmental Agencies

· National Departmental Agencies

The SCOA provides for specific entities at a posting level.  
	

	
	
	Foreign Government and International Organisations
	Monetary value (capital) "transfers and subsidies "made to foreign government and international organisations.  

The SCOA provides for specific entities at a posting level.  
	

	
	
	Households
	Monetary value (capital) “transfers and subsidies” made to households.  

The SCOA provides for specific entities at a posting level.  
	

	
	
	Local Government
	Monetary value (capital) “transfers and subsidies” made to local government.  

The SCOA provides for specific entities at a posting level.  
	

	
	
	Non-profit Institutions
	Monetary value (capital) “transfers and subsidies” made to non-profit institutions.  

The SCOA provides for specific entities at a posting level.  
	

	
	
	Private Enterprises
	Monetary value (capital) “transfers and subsidies” made to private enterprises.  

The SCOA provides for specific entities at a posting level.  
	

	
	
	Public Corporations
	Monetary value (capital) “transfers and subsidies” made to public corporations.  

The SCOA provides for specific entities at a posting level.  
	

	
	
	Universities and Technicons
	Monetary value (capital) “transfers and subsidies” made to universities and technicons.  

The SCOA provides for specific entities at a posting level.  
	

	Operational
	Transfers include all unrequited payments made by the municipality to another institutions, businesses and individuals; it does not constitute final expenditure by the municipality.  This category provides for operational transfers made by a municipality to another entity.
	

	
	Allocations In-kind
	The group of accounts provide for allocation made in-kind to other entities recognised at fair value or cost.
	

	
	
	Departmental Agencies and Accounts
	Operational "transfers and subsidies "made to departmental agencies and accounts in-kind.  Posting-level detail provided are:

· Social Security Funds

· Provincial Departmental Agencies

· National Departmental Agencies

The SCOA provides for specific entities at a posting level.  
	

	
	
	Foreign Government and International Organisations
	In-kind(operational) "transfers and subsidies "made to foreign government and international organisations.  

The SCOA provides for specific entities at a posting level.  
	

	
	
	Households
	In-kind(operational) “transfers and subsidies” made to Households.  

The SCOA provides for specific entities at a posting level.  
	

	
	
	Local Government
	In-kind(operational) “transfers and subsidies” made to local government.  

The SCOA provides for specific entities at a posting level.  
	

	
	
	Non-profit Institutions
	In-kind(operational) “transfers and subsidies” made to non-profit institutions.  

The SCOA provides for specific entities at a posting level.  
	

	
	
	Private Enterprises
	In-kind(operational) “transfers and subsidies” made to private enterprises.  

The SCOA provides for specific entities at a posting level.  
	

	
	
	Public Corporations
	In-kind(operational) “transfers and subsidies” made to public corporations.  

The SCOA provides for specific entities at a posting level.  
	

	
	
	Universities and Technicons
	In-kind(operational) “transfers and subsidies” made to universities and technicons.  

The SCOA provides for specific entities at a posting level.  
	

	
	Monetary
	The group of accounts provide for monetary to other entities.
	

	
	
	Departmental Agencies and Accounts
	Operational "transfers and subsidies" made to departmental agencies and accounts in-monetary value.  Posting-level detail provided are:

· Social Security Funds

· Provincial Departmental Agencies

· National Departmental Agencies

The SCOA provides for specific entities at a posting level.  
	

	
	
	Foreign Government and International Organisations
	Monetary value (operational) "transfers and subsidies "made to foreign government and international organisations.  

The SCOA provides for specific entities at a posting level.  
	

	
	
	Households
	Monetary value (operational) “transfers and subsidies” made to households.  

The SCOA provides for specific entities at a posting level.  
	

	
	
	Local Government
	Monetary value (operational) “transfers and subsidies” made to local government.  

The SCOA provides for specific entities at a posting level.  
	

	
	
	Non-profit Institutions
	Monetary value (operational) “transfers and subsidies” made to non-profit institutions.  

The SCOA provides for specific entities at a posting level.  
	

	
	
	Private Enterprises
	Monetary value (operational) “transfers and subsidies” made to private enterprises.  

The SCOA provides for specific entities at a posting level.  
	

	
	
	Public Corporations
	Monetary value (operational) “transfers and subsidies” made to public corporations.  

The SCOA provides for specific entities at a posting level.  
	

	
	
	Universities and Technicons
	Monetary value(operational) “transfers and subsidies” made to universities and technicons.  

The SCOA provides for specific entities at a posting level.  
	


Contra Accounts:  Revenue Cost of Free Basic Services and Cost of Free Basic Services

MFMA Circular 58 - Municipal Budget Circular for the 2012/13 MTREF provide guidance on free basic services versus revenue cost of free services as provided for on Table A10 of the Budget Reform Returns.  

On Table A10 municipalities are required to provide information on (i) the estimated cost of free basic services and (ii) the estimated revenue cost of free services.
The estimated cost of free basic services: 
· Covers only the free basic services according to national policy, i.e. 6 kl water, 50 kWh electricity, free sewerage and free weekly refuse removal; 

· Must be the actual cost to the municipality and not the revenue cost to the municipality of providing these services; 

· Includes the actual cost to the municipality of providing the free basic services to all households (which would be reflected as ‘revenue foregone’ on SA1); and 

· Includes the actual cost to the municipality of providing free basic services to targeted households (which would be reflected as ‘transfers and grants’ on SA21). 

The estimated revenue cost of free services: 

· Covers all rates rebates, exemptions and discounts given to households and other customer groups either in general or specifically; 

· Covers all free services or service discounts given to households and other customer groups in relation to services for which the municipality normally charges; 

· Must be the revenue cost to the municipality of providing these rebates, discounts and free services; 

· Includes the revenue cost to the municipality of providing the free basic services to households according to national policy; and 

· Must not include the cost of debt write

SCOA provides for accounts for cost of free services and the revenue cost of free basic services as contra accounts in the revenue and expenditure components of the Item Segment.  The purpose of treating these accounts as “contra accounts” is to get municipalities to record the actual values of the items in SCOA for extracting into various reports for external users.  The intention is not to present revenue at the “gross amount”, being revenue inclusive of cost of free basic services either the forfeited revenue cost of free basic services.

Covers all rates rebates, exemption and discounts given to households and other customer groups either in general or specifically.  Covers all free services or service discounts given to households and other customer groups in relation to services for which the municipality normally charges.  Must be the revenue cost to the municipality of providing these rebates, discounts and free services and includes the revenue cost to the municipality of providing the free basic services to households according to national policy and must not include the cost of debt write-offs.  Entry:  debit cost of free basic services (expenditure), credit transfers to households

The following table presents a summary of revenue cost of free basic services:

	4.
	5.
	Definition
	Paragraphs

	Revenue Cost of Free Services
	Covers all rates rebates, exemption and discounts given to households and other customer groups either in general or specifically.  Covers all free services or service discounts given to households and other customer groups in relation to services for which the municipality normally charges.  
Must be the revenue cost to the municipality of providing these rebates, discounts and free services and includes the revenue cost to the municipality of providing the free basic services to households according to national policy and must not include the cost of debt write-offs.  Entry:  Debit Cost of Free Basic Services (Expenditure), Credit Transfers to Households
	

	
	Electricity (Other Energy)
	This account provides for the revenue cost of free electricity services provided including free basic services.
	

	
	Housing (Top Structures)
	This account provides for the revenue cost of free housing given to the top structures of the municipality.  
	

	
	Rental Rebates
	This account provides for the revenue cost of free municipal housing - rental rebates given. 
	

	
	Waste Management
	This account provides for the revenue cost of free refuse services provided including free basic services.
	

	
	Waste Water Management
	This account provides for the revenue cost of free sanitation services provided including free basic services.
	

	
	Water
	This account provides for the revenue cost of free water services provided including free basic services.
	


Covers the free basic services according to national policy, i.e. 6 kl water, 50 kWh electricity, free sewerage and free weekly refuse removal.  Must be the actual cost to the municipality and not the revenue cost to the municipality of providing these services.  Refer to operational cost for the equal deduction for cost of free basic services.

The following table presents a summary of “cost of free basic services”:

	4.
	5.
	Definition
	Paragraphs

	Contract Accounts: Cost of Free Basic Services
	Covers the free basic services according to national policy, i.e. 6 kl water, 50 kWh electricity, free sewerage and free weekly refuse removal.  Must be the actual cost to the municipality and not the revenue cost to the municipality of providing these services.  Refer to operational cost for the equal deduction for cost of free basic services.
	

	
	Electricity (50 kwh per household per month)
	This account provides for the free basic service according to national policy being 50 kwh electricity per household per month.  Refer to operational cost for the equal deduction for cost of free basic services.
	

	
	Waste Water Management (free minimum level service)
	This account provides for the free basic service according to national policy being the minimum level of service for sanitation.  Refer to operational cost for the equal deduction for cost of free basic services sanitation free minimum level of service.
	

	
	Waste Management (removed once a week)
	This account provides for the free basic service according to national policy being removal of solid waste once a week.  Refer to operational cost for the equal deduction for cost of free basic Services solid waste.
	

	
	Water (6 kl per household per month)
	This account provides for the free basic service according to national policy being 6 kl of water per household per month.   Refer to operational cost for the equal deduction for cost of free basic services.
	


SECTION 7-3:  ASSETS, LIABILITIES AND NET ASSETS
Overview of the Segment

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.

Information about the expected dates of realisation of assets and liabilities is useful in assessing the liquidity and solvency of the municipality. The Standard of GRAP 104 on Financial Instruments requires disclosure of the maturity dates of financial assets and financial liabilities. Financial assets include trade and other receivables and financial liabilities include trade and other payables. Information on the expected date of recovery and settlement of non-monetary assets and liabilities such as inventories and provisions is also useful, whether or not assets and liabilities are classified as current and non-current. 

An asset shall be classified as current when it satisfies any of the following criteria:

· it is expected to be realised in, or is held for sale or consumption in, the municipality’s normal operating cycle;

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

· it is expected to be realised within twelve months after the reporting date; or

· it is cash or a cash equivalent asset (as defined in the Standard of GRAP on Cash Flow Statements) unless it is restricted from being exchanged or used to settle a liability for at least twelve months after the reporting date.

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.

The operating cycle of the municipality is the time taken to convert inputs or resources into outputs, for instance, governments transfer resources to municipalities so that they can convert those resources into goods and services, or outputs, to meet the government’s desired social, political and economic outcomes. 
When the municipality’s normal operating cycle is not clearly identifiable, its duration is assumed to be twelve months. 
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 are due to be 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. 
When the municipality’s normal operating cycle is not clearly identifiable, its duration is assumed to be twelve months.

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 another 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.

If the municipality expects, and has the discretion, to refinance or roll over an obligation for at least twelve months after the reporting date under an existing loan facility, it classifies the obligation as non-current even if it would otherwise be due within a shorter period.

However, when refinancing or rolling over the obligation is not at the discretion of the municipality (for example there is no agreement to refinance), the potential to refinance is not considered and the obligation is classified as current.

When the municipality breaches an undertaking or covenant under a long-term loan agreement on or before the reporting date with the effect that the liability becomes payable on demand, the liability is classified as current, even if the lender has agreed, after the reporting date and before the authorisation of the financial statements, not to demand payment as a consequence of the breach. 
The liability is classified as current because, at the reporting date, the municipality does not have an unconditional right to defer its settlement for at least twelve months after that date.

However, the liability is classified as non-current if the lender agreed by the reporting date to provide a period of grace ending at least twelve months after the reporting date, within which the entity can rectify a breach and during which the lender cannot demand immediate repayment.

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 fogram 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.

As a minimum, the face of the statement of financial position shall include line items that present the following amounts:

a) Property, plant and equipment;

b) Investment property;

c) Intangible assets;

d) Financial assets (excluding amounts shown under e, g, h and i)
e) Investments accounted for using the equity method;

f) Inventories;

g) Other receivables from non-exchange transactions, including taxes and transfers;

h) Trade and other receivables from exchange transactions;

i) Cash and cash equivalents;

j) Taxes and transfers payable;

k) Trade and other payables from exchange transactions;

l) Provisions;

m) Financial liabilities (excluding amounts shown under (i), (k) and (l));

n) Minority interest, presented within net assets; and

o) Net assets.

Additional line items, headings and sub-totals shall be presented on the face of the statement of financial position when such presentation is relevant to an understanding of the entity’s financial position.

The Standard of GRAP 1 on the Presentation of Financial Statement’s does not prescribe the order or format in which items are to be presented but simply provides a list of items that are sufficiently different in nature or function to warrant separate presentation on the face of the statement of financial position. In addition:

a. line items are included when the size, nature or function of an item or aggregation of similar items is such that separate presentation is relevant to an understanding of the municipality’s financial position; and

b. the descriptions used and the ordering of items or aggregation of similar items may be amended according to the nature of the municipality and its transactions, to provide information that is relevant to an understanding of the municipality’s financial position.

The judgement on whether additional items are separately presented is based on an assessment of:

a. the nature and liquidity of assets;

b. the function of assets within the municipality; and

c. the amounts, nature and timing of liabilities.

The use of different measurement bases for different classes of assets suggests that their nature or function differs and therefore that they should be presented as separate line items. For example, different classes of property, plant and equipment can be carried at cost or revalued amounts in accordance with the Standard of GRAP 17 on Property, Plant and Equipment.

The municipality shall disclose, either on the face of the statement of financial position or in the notes to the statement of financial position, further sub-classifications of the line items presented, classified in a manner appropriate to the municipality’s operations.

The detail provided in sub-classifications depends on the requirements of the Standards of GRAP and on the size, nature and function of the amounts involved.  The factors set-out above are used to decide the basis of sub-classification. The disclosures vary for each item, for example:

a. items of property, plant and equipment are disaggregated into classes in accordance with the Standard of GRAP 17 on Property, Plant and Equipment;

b. receivables are disaggregated into amounts receivable from user charges, taxes and other non-exchange revenues, other members of the economic entity, receivables from related parties, prepayments and other amounts;

c. inventories are sub-classified in accordance with the Standard of GRAP 12 on Inventories, into classifications such as merchandise, production supplies, materials, work in progress and finished goods;

d. taxes and transfers payable are disaggregated into tax refunds payable, transfers payable, and amounts payable to other members of the economic entity;

e. provisions are disaggregated into provisions for employee benefit costs and another items; and

f. components of net assets are analysed and disaggregated into contributed capital, accumulated surpluses/deficits and any reserves.

When the municipality has no share capital, it shall separately disclose the following, either on the face of the statement of financial position or in the notes:

· net assets, showing separately contributed capital, being the cumulative total at the reporting date of contributions from owners, less distributions to owners;

· accumulated surpluses or deficits;

· reserves, including a description of the nature and purpose of each reserve within net assets; 
· minority interests; and

· the amount of a distribution (other than the return of capital) declared after the reporting date but before the financial statements were authorised for issue.

Many entities will not have share capital but the entity will be controlled exclusively by another entity. The nature of the municipality’s interest in the net assets of the entity is likely to be a combination of contributed capital and the aggregate of the entity’s accumulated surpluses or deficits and reserves – that reflect the net assets attributable to the entity’s operations.

In some cases, there may be a minority interest in the net assets of the entity, for example, at the municipal level; the economic entity may include a municipal entity that has been partly privatised. Accordingly, there may be private shareholders who have a financial interest in the net assets of the entity.

When an entity has share capital, it shall disclose the following, either on the face of the statement of financial position or in the notes:

a) for each class of share capital:

i. the number of shares authorised;

ii. the number of shares issued and fully paid, and issued but not fully paid;

iii. par value per share, or that the shares have no par value;

iv. a reconciliation of the number of shares outstanding at the beginning and at the end of the year;

v. the rights, preferences and restrictions attaching to that class, including restrictions on the distribution of dividends and the repayment of capital;

vi. shares in the entity held by the entity or by its controlled entities or associates; and

vii. shares reserved for issue under options and contracts for the sale of shares, including the terms and amounts; and

b) a description of the nature and purpose of each reserve within net assets.

Illustration:  Overview of the Segment

	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.  
A Construction contract is a contract or a similar binding arrangement, specifically negotiated for the construction of an asset or a combination of assets that are closely interrelated or interdependent in terms of their design, technology and function or their ultimate purpose or use.  
Construction contracts include contracts for the rendering of services which are directly related to the construction of the asset, for example, those for the services of project managers and architects and contracts for the destruction or restoration of assets, and the restoration of the environment following the demolition of assets.
	

	
	
	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.  
Non-exchange transactions are transactions that are not exchange transactions. 
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.
	

	
	
	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.  
Financial assets as defined by the Standard of GRAP 104 Financial Instruments:  “a financial asset is cash, a residual interest of another entity or contractual rights to receive cash or another financial asset from another entity or exchange financial assets or financial liabilities with another entity under conditions that are potentially favourable to the municipality”.  
This would be an investment in the shares of another entity (other than investment in a controlled entity, associate or joint venture or an investment measures at cost in the separate financial statement or a capital contribution from one entity to another.   
Examples of financial assets representing a contractual right to receive cash (or another financial asset) are a deposit with a bank or similar financial institution, accounts receivable or loans receivable.
	

	
	
	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.  
The account should record amounts representing prepayments of insurance, rents, taxes (excluding income tax instalments which are included in the account for "current incomes taxes payable", interest and miscellaneous items, and should be kept or supported in such manner as to disclose the amount of each class of prepayment.
	

	
	
	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.  
Activities undertaken for recreational purposes, e.g. biological assets on game farms or in zoos, are not agricultural activities for the purpose of the Standard of GRAP 101 on Agricultural.  
Biological assets or agricultural produce are only recognised when they meet the definition and the recognition criteria.  
Biological transformation is the process of growth, degeneration, production or procreation that causes qualitative and quantitative changes in a biological asset.  
Examples where biological assets are not held for agricultural activity (and therefore fall outside the scope of the Standards of GRAP 101 on Agriculture include trees in parks, police horses and dogs, management of biological assets held for research, experimental or public recreational purposes, including raising animals in zoos and game parks
	

	
	
	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. 
The future returns on the investments, and the future benefits to be paid, are not known in advance, so there is no guarantee that a given level of contributions will be enough to meet the benefits. 
Typically, the contributions to be paid are regularly reviewed in a valuation of the plan's assets and liabilities, carried out by an actuary to ensure that the pension fund will meet future payment obligations. 
This means that in a defined benefit pension, investment risk and investment rewards are typically assumed by the sponsor/employer and not by the individual. 
If a plan is not well-funded, the plan sponsor may not have the financial resources to continue funding the plan.  
Also refer to Non-current Liabilities Defined Benefit Plan Obligations.
	

	
	
	Deferred Tax Assets
	An asset that may be used to reduce any subsequent period's income tax expense. 
Deferred tax assets can arise due to net loss carryovers, which are only recorded as assets if it is deemed more likely than not that the asset will be used in future fiscal periods.
	

	
	
	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.  
A municipality need to choose as its accounting policy either the cost or the revaluation model and apply that policy to an entire class of heritage assets.
	

	
	
	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%. 
In this case, an owner does not consolidate the associate's financial statements. Ownership of over 50% creates a subsidiary, with its financial statements being consolidated into the parent's books. 
Associate value is reported in the statement of financial position as an asset, the investor's proportional share of the associate's income is reported in the statement of financial performance and dividends from the ownership decrease the value on the statement of financial position.
	

	
	
	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”. 
Individuals or companies choose to enter joint ventures in order to share strengths, minimize risks, and increase competitive advantages in the marketplace. 
Joint ventures can be distinct business units (a new business entity may be created for the joint venture) or collaborations between businesses. 
In collaboration, for example, a high-technology firm may contract with a manufacturer to bring its idea for a product to market; the former provides the know-how, the latter the means.
	

	
	
	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 property should be recognised as an asset when, and only, when it is probable that the future economic benefits or service potential that are associated with the investment property will flow to the entity and the cost or fair value of the investment property can be measured reliably.  
Under the cost model assets are carried at cost less any accumulated depreciation and any accumulated impairment losses subsequent to recognition.
	

	
	
	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.  
A loan is an arrangement in which a lender gives money to a borrower, and the borrower agrees to repay the money, usually along with interest, at some future point(s) in time.  
Usually, there is a predetermined time for repaying a loan, and generally the lender has to bear the risk that the borrower may not repay a loan.  
	

	
	
	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.  
A financial asset is cash, a residual interest of another entity or a contractual right to receive cash or another financial asset from another entity or exchange financial assets or financial liabilities with another entity under conditions that are potentially favourable to the municipality.  
This would be an investment in the shares of another entity (other than an investment in a controlled entity, associate or joint venture or an investment measures at cost in the separate financial statement or a capital contribution from one entity to another.   
Examples of financial assets representing a contractual right to receive cash (or another financial asset) are a deposit with a bank or similar financial institution, accounts receivable or loans receivable.
	

	
	
	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". 
If there is a prior agreement with the account provider for an overdraft, and the amount overdrawn is within the authorised overdraft limit, then interest is normally charged at the agreed rate. If the negative balance exceeds the agreed terms, then additional fees may be charged and higher interest rates may apply.
	

	
	
	Consumer Deposits
	Deposits paid by consumers for water, electricity, rental deposits and deposits required for other services provided by the municipality.  This account should record all amounts deposited with the municipality by customers as security for the payment of bills.  
	

	
	
	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.  
Such credits may be based upon estimates but from time to time during the year as the facts become known, the amount of the periodic credits should be adjusted so as to include as nearly as can be determined in each year the taxes applicable thereto.  
Any amount representing a prepayment of taxes applicable to the period subsequent to the date of the balance sheet, should be shown under the account for "prepayments".  
If accruals for taxes are found to be insufficient or excessive, correction therefore should be made through current tax accruals.  
Accruals for taxes should be based upon the net amounts payable after credit for any discounts and shall not include any amounts for interest on tax deficiencies or refunds.  
Interest received on refunds should be credited to account for "interest, dividends and other income"; while interest paid on deficiencies shall be charged to the account for "short-term interest and other interest expense".  
This account should be debited with the amount of instalments paid during the accounting period.  
	

	
	
	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.  
This account should record all amounts payable by the municipality within one year, which is not provided for in other accounts for example, amounts invoiced for goods and services that have been invoiced but are unpaid at the end of the accounting period; accruals for wages and salaries including source deductions and employee benefits that are unpaid at the end of the accounting period; amounts for goods and services that have been received by the municipality but invoices have not been received at the end of the accounting period.  
	

	
	
	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.  
This account should record in a separate subdivision for each class and series of borrowings the face value of the actually issued and un-matured loans which have not been retired or cancelled; also the face value of such loans issued by other the payment of which has been assumed by the municipality, as well as, until maturity, all long-term debt not otherwise provided for.  
Separate accounts should be maintained for each class of obligation, and records should be maintained to show for each class all details as to date of obligation, date of maturity, interest dates and rates, security for the obligation, etc.  
	

	
	
	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.  
Long-term debt with an original maturity of more than one year, other than mortgage and debenture bonds and advances from associated companies.
	

	
	
	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.
	


Design Principles

The following design principle(s) has/have been used in preparing the segment outline:

Principle 1:  SCOA - The segment outline and detail classification provides for all possibilities as a “master SCOA” from which each municipality select the accounts needed to “populate” their chart of accounts.

Principle 2:  Municipal Entities and Agencies - Recording of transactions in this segment would be done according to the principles determined for municipalities.

Principle 3:  Internal Billings, Departmental Charges and Activity Based Recoveries - these elements are provided for in the Segment for Financial Modelling.  The cost collectors provided for are in accordance with the costing methodologies guideline proposed by National Treasury.  The allocations are based on the proposed standard and serve as guide on the minimum requirements for costs to be allocated.  Due to the nature and complexity of internal charges and municipalities being in different stages of implementation this group of accounts would require customisation according to system requirements and municipality’s implementation thereof.  
Principle 4:  Legislative and Regulatory Requirements - The research and development into the segment, categories and detail accounts were guided by the legislation and regulations read with circulars and guidelines issued by national treasury and summarised in the table below.  Furthermore brief comments on any changes to a circular or guideline (issued by National Treasury) following the SCOA regulation are given in the “Proposed Changes Column” of the table.

Principle 5:  Linking Transaction by Business Process to SCOA - Business processes is the set of activities taking place from the initiation of a process to the completion thereof.  Typical in the context of financial reporting a source document from an activity within a business process initiates the activity to flow through a defined business processes ultimately resulting in the transaction to be captured within a financial model in the system and updating the general ledger.  The SCOA provides a classification structure within the general ledger to “record” transaction information within “fields” within the database functioning in the background of the financial application.

Principle 6:  Category Links and Programming Rules - Category links and business rules refer to programming rules that system developers of financial and business applications for local government would be required to provide for in the application.  The considerations listed may not be complete considering the development stage of this project and might need to be enhanced as this consultation with the various stakeholder groups evolves.  

Principle 7:  SCOA Detail Accounts - 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).

Principle 8:  SCOA Definitions - The master SCOA provides definition for all accounts and reporting levels to assist practioners in achieving consistency in recording transactions of a similar type or nature between municipalities to enhance the comparability of information and report extraction.

Principle 9:  Annual Financial Statements and Budget Reporting Formats - Alignment of budget and reporting formats with the Standards of GRAP applicable to the different categories of municipality, especially recognising that local government uniquely operates in an accrual accounting and accrual budgeting environment.

Principle 10:  The Standards of GRAP Reporting Framework - Outlined in Directive 5 issued by the Accounting Standards Board 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.

Principle 11:  Economic Reporting Format - The Economic Reporting Format, September 2009 identifies the categories for transfers as being transfers received from other governmental units (national, provincial and local government (specific in the context of municipalities, district municipalities), universities and universities of technology, foreign government, international organisations, public corporations and private enterprises, households and non-profit institutions.  The budget reporting regulations distinguish between transfers recognised operational and capital, contributions and public donations and contributed assets.  

Principle 12:  Transfers and Subsidies [National Departments] - The classifications provided for under this group of accounts are based on Schedule 4, 6 and 7 of the Division of Revenue Act, No 2 of 2013.  The content of this classification would require annual update based on the allocations published in the DORA for the reporting period.  

Principle 13:  Transfers and Subsidies (Provincial Departments) - The Local Government MTEF Allocations 2013/14 Information Sheet had been used to populate the categories proposed.  This document does not provide the economic classification of the transfers and subsidies but only the name of the transfer and the transferring department.  In some instances the information provide on the Information Sheet differ to the DORA for the Province, Provincial Appropriation Bills and Budget Statements.  

Principle 14:  Transfers and Subsidies (District Municipalities) - Limited information is available from the local government database thus the “functional classification” is used for the purpose of classifying district transfers and subsidies to local municipalities in the absence of specific detail.

Principle 15:  Transfers and Subsidies (Departmental Agencies, Foreign Government and International Organisations, Households, Non-profit Institutions, Private Enterprises, Public Corporations and Universities and Technicons) - Limited information is available from the local government database accordingly ”entities” added to these categories are based on the detail defined by the SCOA for Departments revised for municipalities.  Requests for comments to municipalities following the  “road shows” (preceding the release of the draft regulations) revealed little inputs to revise the content of these categories comprising about 70% of the detail populated in this segment.  Municipalities would be required to request additional information to be considered either during the comments processes following the release of the SCOA Draft Regulations either the formal process for requesting changes/revisions to the SCOA Technical Committee.  

Principle 16:  Cash and Cash Equivalents, Bank Overdraft-Cash equivalents are short-term, highly liquid investments that are readily convertible to known amounts of cash and which are subject to an insignificant risk of changes in value. The municipality need to add the detail based on their unique cash management portfolio being the “posting-level account”.  The naming convention indicates both the name of the financial institution and account or reference number.
Principle 17:  Construction Contracts and Receivables - The municipality would consider being the “contractor” if performing construction work pursuant to a construction contract by entering into a contract to build structures, construct facilities, produce goods, or render services to the specifications of another entity.  The Standards of GRAP 11 on Construction Contracts need to be applied in accounting for construction contracts.
Principle 18:  Exchange versus Non-exchange Receivables

Principle 19:  Current Portion of Non-current Receivables from Non-exchange Transactions/Non-current Receivables from Non-exchange Transactions – MFMA Circular 8 of 2004 directs on “forbidden loans”.  SCOA provides for accounts dealing with “forbidden loans” not legitimising these actions but correctly recording them for presentation purposes.   
Principle 20:  Other Current Financial Assets– Provides for any current financial asset or current portion of non-current financial assets, nor separate defined in SCOA.  The Standard of GRAP 104 on Financial Instruments is applicable.
Principle 21:  Income Tax Receivable, Deferred Tax Assets, Income Tax Payable, Deferred Tax Liabilities- The use of these accounts would be confined to municipal entities registered with SARS for Income Tax Purposes.
Principle 22:  Inventory– SCOA provides for high-level categories within which the municipality may add detail posting-level accounts.  These categories are:
· Agricultural Assets

· Consumable Stores

· Finished Goods

· Maintenance Material

· Other Goods held for Sale

· Raw Materials

· Spare Parts

· Water

· Work-in-progress

Principle 23:  Trade and Other Receivables from Exchange Transactions - Revenue from non-exchange transactions is transactions that are not exchange transactions as per Standard of GRAP 23 Revenue from non-exchange transactions.  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.  Exchange transactions are transactions in which one entity receives assets or services, 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. This principle applies to the classification of “receivables” within SCOA.

Principle 24:  VAT Receivable and Payable – The VAT Modules utilised by the financial system would ultimately determine the detail classification for these accounts.  Sufficient detail need to be available from the financial system to complete the VAT 201 return.  The following information need to be disclosed on the vendor declaration:
· Supply of Goods/Services

· Standard rate (excluding goods and/or services and accommodation) net of VAT and VAT amounts.
· Standard rate (only capital goods and/or services) net of VAT and VAT amounts.

· Zero rate (excluding goods exported) amounts.

· Zero rate (only exported goods) amounts.

· Exempt and non-supplies.

· Supply of accommodation.

· Calculation of Input Tax.

· Capital goods and/or services supplied to you.

· Capital goods imported to you.

· Other goods and/or services supplied to you (not capital goods).

· Other goods imported by you (not capital goods).

· Adjustments:

· Change in use

· Bad debts

· Other

Principle 25:  Biological Assets - Provided for in the SCOA are the following categories for Biological Assets:

· Dairy Cattle

· Feathered Animals (Eggs and Feathers)

· Forests and Plantations

· Fruit Trees

· Game Animals

· Animals for Reproduction (Cattle, Goats, Sheep and Pigs)

· Animals for Wool or Milk (Goats and Sheep)

· Dogs (Law Enforcement and Working)

· Horses (Law Enforcement and Working)

· Vines

· Plants (Production of Seeds)

Principle 26:  Heritage Assets - The SCOA provides for the following categories of heritage assets:

· Archives

· Areas of Land or Historic Specific Significance

· Antiques and Collections

· Culturally Significant Buildings

· Municipal Jewellery

· National Monuments

· National Parks

· Paintings

· Sculptures

· Works of Art and Collections
Principle 27:  Intangible Assets - The SCOA provides for the following categories of Intangible Assets:

· Capital Development Cost

· Computer Software

· Franchises and Consents

· Incorporation and Organisational Start-up 

· Mastheads and Publishing Titles

· Patents, Licences, Copyrights, Brand Names and Trademarks

· Recipes, Formulae, Prototypes, Design and Models

· Service and Operating Rights (Land Rights)

Principle 28:  Property, Plant and Equipment - The following classes are identified by the SCOA:

· Land

· Buildings

· Transport Assets  

· Infrastructure:  Electricity

· Infrastructure:  Water

· Infrastructure:  Sanitation

· Infrastructure:  Solid Waste Disposal

· Infrastructure:  Transportation

· Infrastructure:  Railways

· Infrastructure:  Gas Supply System

· Infrastructure:  Cemeteries

· Infrastructure:  Roads (Roads, Pavements, Bridges and Storm Water)

· Infrastructure:  Airports

· Machinery and Equipment

· Computer Equipment

· Furniture and Office Equipment
Principle 29:  Transfers and Subsidies - These accounts are used for the recording of operation and capital transfers received, but unspent at the end of the reporting period.  Non-current Transfers and Subsidies are provided for in the rare case the municipality are aware that the money would not be spent within the next 12 months from the reporting date.  The SCOA provides for the accounts based on the set-up applied for transfers and subsidies within revenue.

Principle 30:  Reserves and Funds – SCOA provides for the following accounts in this group:
· COID Reserve

· Housing Development Fund

· Housing Development Fund – Operating Fund

· Self Insurance Reserve

· Share Premium

Legislative and Regulatory Requirements

The research and development into the segment, categories and detail accounts were guided by the legislation and regulations read with circulars and guidelines issued by National Treasury and summarised in the table below.  Furthermore brief comments on any changes to a circular or guideline (issued by National Treasury) following the SCOA Regulation are given in the “Proposed Changes Column” of the table.

	Act, Regulations, Guideline or Circular
	Section and Requirement
	Proposed Changes

	Local Government Municipal Property Rates Act and Regulations 6 of 2004
	Section 2:  Power to Levy Rates

Section 6:  By-laws to give effect to rates policy

Section 8:  Differential Rates

Section 15:  Exemptions, Reductions and Rebates

Section 17:  Other Impermissible Rates

Section 22:  Special Rating Areas

Part 2:  Municipal Valuer


	

	Municipal Structures Act 117 of 1998
	None
	

	Municipal Finance Management Act, No. 56 of 2003
	Section 18:  Funding of Expenditure

Section 19:  Capital Projects

Section 45:  Short-term Debt

Section 46:  Long-term Debt
	

	Municipal Budget and Reporting Regulations
	Chapter 1, Part 3, Paragraph 10 Funding of Expenditure and Paragraph 11 Funding of Capital Expenditure

A5:  Capex

SA 10:  Funding Measurement
	

	No 6 of 2011:  Division of Revenue Act, 2011
	
	


Transactions by Business Process to be allocated in this Segment

Business processes are the set of activities taking place from the initiation of a process to the completion thereof.  Typical in the context of financial reporting is a source document from an activity within a business process initiating the activity to flow through a defined business processes ultimately resulting in the transaction being captured within a financial model in the system and updating the general ledger.  

The SCOA classification framework provides a classification structure within the general ledger to “record” transactional information within “fields” within the database functioning in the background of the financial application.

Identification of transactions by typical business processes thus would provide a standardisation of specific transactional types for recording within the various segment of SCOA.  

The transaction types reflected here are based on the initial discussions of the Project Steering Committee held during October 2010.  Pending the completion of the “Business Process links to SCOA” this table will be replaced.  
	Transaction Type
	Allocate Yes/No
	Comments

	Net Assets
	No
	

	Assets
	No
	

	Liabilities
	No
	

	Revenue
	Yes
	Need to be expanded

	Expenditure
	No
	


Pending the outcome of the business processes project but prior to consulting with the system vendor this table would need to be replaced with a more detailed table to facilitate standard implementation throughout all financial and business systems used by municipalities.  The proposed table would give a standard based on the generic design of the business processed which might result in customisation to be done by the various system vendors to meet specific system requirements.  

Category Links and Business Rules

Category links and business rules refer to programming rules that system developers of financial and business applications for local government would be required to provide for in the application.  The considerations listed may not be complete considering the development stage of this project and might need to be enhanced as this consultation with the various stakeholder groups evolves.  

Proposals identified at this stage of the development of SCOA:

Discussion of the Segment

Cash and Cash Equivalents and Bank Overdraft

The Standards of GRAP 2 on Cash Flow Statements indicates that the municipality shall disclose the components of cash and cash equivalents and shall present a reconciliation of the amounts in its cash flow statement with the equivalent items reported in the statement of financial position.

In view of the variety of cash management practioners and banking arrangements and in order to comply with the Standard of GRAP 1 on Presentation of Financial Statements, the municipality discloses the policy which it adopts in determining the composition of cash and cash equivalents.

The effect of any change in the policy for determining components of cash and cash equivalents, for example, a change in the classification of financial instruments previously considered to be part of an entity’s investment portfolio, is reported in accordance with the Standard of GRAP 3 on Accounting Policies, Changes in Accounting Estimates and Errors.
Cash equivalents are short-term, highly liquid investments that are readily convertible to known amounts of cash and which are subject to an insignificant risk of changes in value.

The table presented hereunder contains the outline for this group of accounts.  Within these categories the municipality need to add the detail based on their unique cash management portfolio being the “posting-level account”.  The naming convention to be used need to indicate:

· the name of the financial institution; and

· the account or reference number.
	2.
	3.
	4.
	Definition
	Paragraphs

	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.
	

	
	
	Cash at Bank
	This group of accounts include current accounts and savings accounts held at commercial banks (primary and secondary) bank accounts and savings accounts. {Primary Bank account as determined ito section 8 of the MFMA}  Sub-classifications provided for are:

· Bank Accounts

· Other Debits/Credit

· Savings Accounts
	

	
	
	Call Deposits and Investments
	Investing money with an enterprise with the expectation of earning a return on the investment in the form of interest for a short term usually less than 12 months.  Sub-classifications provided for are:

· Special Deposit for the Payment of Interest

· Special Deposit for the Payment of Dividend

· Demand and Time Loans, Bankers Acceptance

· National Government Investment Securities

· Marketable Securities
	

	
	
	Cash on Hand
	Cash held for petty cash, cashier surplus, undeposited money, etc.  Sub-classifications provided for are:

· Cashier Floats

· Cash in Transit-
	

	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". 
If there is a prior agreement with the account provider for an overdraft, and the amount overdrawn is within the authorized overdraft limit, then interest is normally charged at the agreed rate. 
If the negative balance exceeds the agreed terms, then additional fees may be charged and higher interest rates may apply.
	


Construction Contracts and Receivables

The municipality would consider being the “contractor” if performing construction work pursuant to a construction contract by entering into a contract to build structures, construct facilities, produce goods, or render services to the specifications of another entity.  The term “contractor” includes a general or prime contractor, a subcontractor to a general contractor, or a construction manager.

Contractors which prepare and present financial statements under the accrual basis of accounting apply the Standards of GRAP 11 on Construction Contracts in accounting for construction contracts.

Construction contract is a contract, or a similar binding arrangement, specifically negotiated for the construction of an asset or a combination of assets that are closely interrelated or interdependent in terms of their design, technology and function or their ultimate purpose or use.

A construction contract may be negotiated for the construction of a single asset such as a bridge, building, dam, pipeline, road, ship or tunnel.  A construction contract may also deal with the construction of a number of assets which are closely interrelated or interdependent in terms of their design, technology and function or their ultimate purpose or use.  Examples of such contracts include those for the construction of reticulated water supply systems, refineries and other complex infrastructure assets.

Construction contracts include:

a) contracts for the rendering of services which are directly related to the construction of the asset, for example, those for the services of project managers and architects; and

b) contracts for the destruction or restoration of assets, and the restoration of the environment following the demolition of assets.

Because of the nature of the activity undertaken in construction contracts, the date at which the contract activity is entered into and the date when the activity is completed usually fall into different reporting periods.

Certain construction contracts entered into by the municipality may not specify an amount of contract revenue. Rather, funding to support the construction activity be provided by an appropriation or similar allocation of general government revenue, or by aid or grant funds. In these cases, the primary issue in accounting for construction contracts is the allocation of construction costs to the reporting period in which the construction work is performed and the recognition of related expenses.

Construction contracts entered into by municipalities may be established on a commercial basis or a non-commercial full or partial cost recovery basis. In these cases, the primary issue in accounting for construction contracts is the allocation of both contract revenue and contract costs to the reporting periods in which construction work is performed.

A contractor engages in contracting activities. Accordingly, buildings constructed by the entity for itself do not constitute contracting activities. To determine the appropriate accounting for such items, the entity needs to refer to the Standards of GRAP 17 on Inventories or Property, Plant and Equipment.

Contract revenue comprises (a) the initial amount of revenue agreed in the contract; and(b) variations in contract work, claims and incentive payments to the extent that:(i) it is probable that they will result in revenue; and(ii) they are capable of being reliably measured.

Contract revenue is measured at the fair value of the consideration received or receivable. Both the initial and ongoing measurement of contract revenue is affected by a variety of uncertainties that depend on the outcome of future events.

The estimates often need to be revised as events occur and uncertainties are resolved. Where a contract is a cost plus or cost based contract, the initial amount of revenue may not be stated in the contract. Instead, it may need to be estimated on a basis consistent with the terms and provisions of the contract, such as by reference to expected costs over the life of the contract.

In addition, the amount of contract revenue may increase or decrease from one period to the next. For example:

· a contractor and a customer may agree to variations or claims that increase or decrease contract revenue in a period subsequent to that in which the contract was initially agreed;

· the amount of revenue agreed in a fixed price, cost plus or cost based contract may increase as a result of cost escalation or other clauses;

· the amount of contract revenue may decrease as a result of penalties arising from delays caused by the contractor in the completion of the contract; or

· when a fixed price contract involves a fixed price per unit of output, contract revenue increases or decreases as the number of units is increased or decreased.

A variation is an instruction by the customer for a change in the scope of the work to be performed under the contract. A variation may lead to an increase or a decrease in contract revenue. Examples of variations are changes in the specifications or design of the asset and changes in the duration of the contract. A variation is included in contract revenue when:

· it is probable that the customer will approve the variation and the amount of revenue arising from the variation; and

· the amount of revenue can be reliably measured.

A claim is an amount that the contractor seeks to collect from the customer or another party as reimbursement for costs not included in the contract price. A claim may arise from, for example, customer caused delays, errors in specifications or design, and disputed variations in contract work. The measurement of the amounts of revenue arising from claims is subject to a high-level of uncertainty and often depends on the outcome of negotiations. Therefore, claims are only included in contract revenue when:

· negotiations have reached an advanced stage such that it is probable that the customer will accept the claim; and

· the amount that it is probable will be accepted by the customer can be measured reliably.

Incentive payments are additional amounts paid to the contractor if specified performance standards are met or exceeded, for example, a contract may allow for an incentive payment to the contractor for early completion of the contract.

Incentive payments are included in contract revenue when:

· the contract is sufficiently advanced that it is probable that the specified performance standards will be met or exceeded; and

· the amount of the incentive payment can be measured reliably.

Contract costs shall comprise:

· costs that relate directly to the specific contract;

· costs that are attributable to contract activity in general and can be allocated to the contract on a systematic and rational basis; and

· such other costs as are specifically chargeable to the customer under the terms of the contract.

Costs that relate directly to a specific contract include:

· site labour costs, including site supervision;

· costs of materials used in construction;

· depreciation of plant and equipment used on the contract;

· costs of moving plant, equipment and materials to and from the contract site;

· costs of hiring plant and equipment;

· costs of design and technical assistance that are directly related to the contract;

· the estimated costs of rectification and guarantee work, including expected warranty costs; and

· claims from third parties.

These costs may be reduced by any incidental revenue that is not included in contract revenue, for example revenue from the sale of surplus materials at the end of the contract.

Contractors should review all amounts relating to the construction contract paid directly by subcontractors, and which are reimbursed by third party funding agencies, to determine whether they qualify as contract costs. Amounts meeting the definition of, and recognition criteria for, contract expenses should be accounted for by the contractor in the same way as other contract expenses.

Amounts reimbursed by third party funding agencies which meet the definition of, and recognition criteria for, revenue should be accounted for by the contractor in the same way as other contract revenue.

Costs that may be attributable to contract activity in general and can be allocated to specific contracts include:

· insurance;

· costs of design that are not directly related to a specific contract; and

· construction overheads.

Such costs are allocated using methods that are systematic and rational and are applied consistently to all costs having similar characteristics. The allocation is based on the normal level of construction activity. Construction overheads include costs such as the preparation and processing of construction personnel payroll.

Costs that are specifically chargeable to the customer under the terms of the contract may include some general administration costs and development costs for which reimbursement is specified in the terms of the contract.

Costs that cannot be attributed to contract activity or cannot be allocated to a contract are excluded from the costs of a construction contract. Such costs include:

· general administration costs for which reimbursement is not specified in the contract;

· selling costs;

· research and development costs for which reimbursement is not specified in the contract; and

· depreciation of idle plant and equipment that is not used on a particular contract.

Contract costs include the costs attributable to a contract for the period from the date of securing the contract to the final completion of the contract. However, costs that relate directly to a contract and are incurred in securing the contract are also included as part of the contract costs if they can be separately identified admeasured reliably and it is probable that the contract will be obtained. When costs incurred in securing a contract are recognised as an expense in the period in which they are incurred, they are not included in contract costs when the contract is obtained in a subsequent period.

An entity shall disclose:

· the amount of contract revenue recognised as revenue in the period;

· the methods used to determine the contract revenue recognised in the period; and

· the methods used to determine the stage of completion of contracts in progress.

An municipality shall disclose each of the following for contracts in progress at the reporting date:

· the aggregate amount of costs incurred and recognised surpluses (less recognised deficits) to date;

· the amount of advances received; and

· the amount of retentions.

Retentions are amounts of progress billings that are not paid until the satisfaction of conditions specified in the contract for the payment of such amounts or until defects have been rectified. Progress billings are amounts of contract revenue billed for work performed on a contract whether or not they have been paid by the customer. Advances are amounts of contract revenue received by the contractor before the related work is performed.

The municipality presents:

· the gross amount due from customers for contract work as an asset; and
· the gross amount due to customers for contract work as a liability.

The gross amount due from customers for contract work is the net amount of costs incurred plus recognised surpluses; less the sum of recognised deficits and progress billings for all contracts in progress for which costs incurred plus recognised surpluses to be recovered by way of contract revenue (less recognised deficits) exceeds progress billings.

The gross amount due to customers for contract work is the net amount of:

· costs incurred plus recognised surpluses; less

· the sum of recognised deficits and progress billings for all contracts in progress for which progress billings exceed costs incurred plus recognised surpluses to be recovered by way of contract revenue (less recognised deficits).

Guidance on the disclosure of contingent liabilities and contingent assets can be found in the Standard of GRAP 19 on Provisions, Contingent Liabilities and Contingent Assets. Contingent liabilities and contingent assets may arise from such items as warranty costs, claims, penalties or possible losses.

Various arrangements where the municipality qualify as the “contractor” in the Context of the Standard of GRAP 11 on Construction Contracts are found within the municipal environment, for example housing development on behalf of provincial departments.  
The “arrangements” need to be considered in terms of the contractual arrangements and funding agreements to be conclusive on the classification of transaction within the scope of these arrangements.  Municipalities are encouraged bringing these arrangements to the attention of National Treasury to assist in defining classification principles and promote uniform classification within budget and annual reporting.

At present municipalities need to add posting-level accounts within the category for “Constructions Contracts and Receivables”.  The naming convention to be applied need to give reference to the agreement and the reason for the account being created.  

Current Portion of Non-current Receivables from Non-exchange Transactions/Non-current Receivables from Non-exchange Transactions
This account is used for the recording of the current portion of long term receivables being the amounts due within the next 12 months on non-exchange receivables.  
Section 164(1)(c) - Forbidden loans and MFMA Circular 8 of 2004 confirmed that municipalities are not allowed to enter in loan agreements.

Section 164(1)(c) of the MFMA (MFMA), relating to forbidden activities states that:“No municipality or municipal entity may make loans to councillors or officials of the municipality, directors or officials of the entity or members of the public.”  National Treasury prepared MFMA Circular 8 of 2004 to assist municipalities in legally interpreting section 164(1)(c) of the MFMA and to provide guidance on some specific questions raised by municipalities.

Section 164 commenced on 1 July 2004.No loans may be granted to or taken up by persons mentioned in section 164(1)(c)after 1 July 2004.

Loans granted to or taken up by persons mentioned in section 164(1)(c) before 1 July2004 remain valid (legal) until the expiry, settlement or termination of such loans.

Policies, practioners, agreements or other arrangements, including employment contracts, conditions of employment and collective bargaining agreements, allowing for the granting of loans to or taking up of loans by persons mentioned in section164(1)(c) after 1 July 2004 contravene the MFMA and are therefore illegal.

No person mentioned in section 164(1)(c) has a vested right in respect of the granting or taking up of loans after 1 July 2004 notwithstanding the application of such practioners, agreements or other arrangements immediately prior to 1 July 2004.

Specifically, an official does not have a vested right to a loan by virtue of his or her conditions of employment. No term or condition of employment can violate an Act of Parliament.

Section 164(1)(c) prohibits a municipality or a municipal entity from making loans to three categories of borrowers:

· councillors or officials of the municipality;

· directors or officials of the municipal entity; and

· members of the public.

The term “councillor” and the term “official” are defined in section 1 of the MFMA. The MFMA does not differentiate between categories of officials and therefore applies to all officials.

Directors of municipal entities refer to the directors of the board of a municipal entity.

In the context of section 164(1)(c), “member of the public” refers to all persons in the community as a whole. This includes both individual members of the public (natural persons) and organisations, associations, bodies corporate or the like (juristic persons). Therefore a loan to a resident, business, company, non-governmental organisation, sport clubs and the like is not permitted.

The MFMA does not define the term “loan”. A loan, in terms of law, has certain essential elements or characteristics. In essence a loan is the act of making something available to another for a limited period on the understanding that it or its equivalent will be returned.

Two types of loans are possible:

· Type 1: in this instance the subject of the loan, such as money, is made available and the ownership passes to the borrower. On expiry or termination of the loan an equivalent object must be returned to the lender. The borrower may be required to return the equivalent or more to the lender. In the case of money, the borrower may be required to pay interest on the money borrowed.

· Type 2: in this instance the subject of the loan is made available free of charge and ownership remains with the lender. On expiry or termination of the loan the exact same object, such as a vehicle, must be returned to the lender. If there is a charge it is not considered a loan and may constitute a lease or hire purchase arrangement.

It is important to note that the MFMA distinguishes between the granting of loans on the one hand, and allowances, advances, instalment sales, hire purchase, leases and benefits such as a bursary donation on the other hand.

Municipalities and municipal entities are advised not to disguise the true nature of agreements in order to avoid or circumvent the prohibitions contained in section164(1)(c). The courts will consider the true nature and substance of agreements and may regard them as “in fraud of the law”, resulting in the agreement being declared null and void.

If prior to 1 July 2004, the municipality or municipal entity entered into an agreement that, amongst other matters provided for the granting of a loan by the municipality on a future date (after 1 July 2004) or the taking up of a loan by a person mentioned in section 164(1)(c) on a future date, the loan portion of the agreement will be contrary to the MFMA and therefore illegal. Whether or not the entire agreement is illegal or only the loan portion thereof depends on whether the loan portion can be severed from the agreement or not. It will therefore require careful consideration of the entire agreement and may require renegotiation between all parties to resolve corrective action in relation to the offending provision(s).

The basic test for determining whether the loan provision is severable from the agreement is whether the parties intended it to be severable. This will normally require the following to be satisfied:

· the loan provision must be distinct from the rest of the agreement;

· the loan provision must be subsidiary to the main purpose of the agreement such that its elimination would leave the substantial character of the agreement unchanged; and

· the parties would have entered into the agreement even without the loan provision.

Attention is drawn to the requirements of sections 66(f) and 89(b)(vi) of the MFMA which require the accounting officer to report to the municipal council expenditure on staff benefits(salaries, benefits, and allowances) and entities to report to their parent municipalities on remuneration packages paid to board members and staff. Furthermore, this information must be disclosed in the Annual Report (starting 2003/04) and the Annual Financial Statements(starting 2004/05). In all cases, this will require the reporting of new and existing loans.

The accounting officer of a municipality or municipal entity commits an act of financial misconduct if that person deliberately or negligently contravenes the MFMA. The provision of a loan in contravention of section 164(1)(c) would constitute grounds for financial misconduct.

A municipality or entity is required to investigate allegations of financial misconduct and, where warranted, institute disciplinary proceedings in accordance with the systems and procedures referred to in section 67 and schedules 2 and 3 of the Municipal Systems Act.

Where appropriate, criminal proceedings may be instituted where a conviction can lead to a fine or imprisonment for a period not exceeding five years.

The accounting officer is required to take all reasonable steps to ensure that the municipality and municipal entity does not engage in forbidden activities from 1 July 2004.

Policies, practioners, agreements or other arrangements, including employment contracts, conditions of employment and collective bargaining agreements, allowing for the granting of loans to or taking up of loans by persons mentioned in section 164(1)(c) after 1 July 2004contravene the MFMA and are therefore illegal. Such policies, practioners, agreements or other arrangements should be reviewed, renegotiated where necessary and amended as soon as possible to ensure alignment with the MFMA.

In respect of existing policies, practioners, agreements and other arrangements within the municipality prior to 1 July 2004, municipalities are encouraged to apply the spirit of the legislation and to review all existing loans, which if entered into after 1 July 2004 would have constituted a forbidden activity. Where possible, these loans should be phased-out in an efficient and economical way.

Given the guidance as discussed above contained in MFMA Circular 8 Forbidden loans the SCOA does make provision for these forbidden loans due to the reporting requirements in this regard.  Furthermore research indicate that accounts are still in use by municipalities for these type of loans, whether this might be for “phasing-out” of arrangements prior to 1 July 2004 has not been confirmed.  

Provision are made for the following posting-level accounts:

· Car

· Computer and Electronic Equipment

· Housing Selling Schemes

· Housing

· Housing Land Sales

· Sporting and Other Bodies

· Staff

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.  A loan is an arrangement in which a lender gives money to a borrower, and the borrower agrees to repay the money, usually along with interest, at some future point(s) in time.   Usually, there is a predetermined time for repaying a loan, and generally the lender has to bear the risk that the borrower may not repay a loan.  

Current 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.  Non-exchange transactions are transactions that are not exchange transactions. 
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.

SCOA provides for the following accounts in this group:

· Insurance Claims – insurance refunds for claims submitted covered in terms of an insurance contract with an insurer.
· Property Rates – provides for amounts outstanding from rate payers levied in terms of the Municipal Property Rates Act, No 4 0f 2006.
· Transfers and Subsidies – amounts to be transferred by institutions not yet received but recognisable as directed by GRAP 23 Revenue from Non-exchange Transactions.
· Unauthorised Expenditure – if a person could be held liable for that expenditure as directed by Section 31 of MFMA, No 56 of 2003.

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.  

Financial assets as defined by the Standard of GRAP 104 on Financial Instruments:  “A financial asset is cash, a residual interest of another entity or contractual rights to receive cash or another financial asset from another entity or exchange financial assets or financial liabilities with another entity under conditions that are potentially favourable to the entity”.  

This would be an investment in the shares of another entity (other than an investment in a controlled entity, associate or joint venture or an investment measures at cost in the separate financial statement or a capital contribution from one entity to another.   Examples of financial assets representing a contractual right to receive cash (or another financial asset) are a deposit with a bank or similar financial institution, accounts receivable or loans receivable.
Posting-level accounts provided for in the SCOA are:

· Contractual Rights

· Derivative Financial Instruments

· Unamortised Discounts

Income Tax Receivable, Deferred Tax Assets, Income Tax Payable, Deferred Tax Liabilities

The use of these accounts would be confined to municipal entities registered with SARS for Income Tax Purposes.

Income Tax Receivable

SA Normal Company Tax Refund due from SARS.

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.  

Such credits may be based upon estimates but from time to time during the year as the facts become known, the amount of the periodic credits should be adjusted so as to include as nearly as can be determined in each year the taxes applicable thereto.  

Any amount representing a prepayment of taxes applicable to the period subsequent to the date of the balance sheet, should be shown under the account for "Prepayments".  

If accruals for taxes are found to be insufficient or excessive, correction therefore should be made through current tax accruals.  

Accruals for taxes should be based upon the net amounts payable after credit for any discounts and shall not include any amounts for interest on tax deficiencies or refunds.  

Interest received on refunds should be credited to account for "interest, dividends and other income"; while interest paid on deficiencies shall be charged to the account for "short-term interest and other interest expense".  

This account should be debited with the amount of instalments paid during the accounting period.  

Deferred Tax Assets

An asset that may be used to reduce any subsequent period's income tax expense. Deferred tax assets can arise due to net loss carryovers, which are only recorded as assets if it is deemed more likely than not that the asset will be used in future fiscal periods.
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.  
Inventory

Inventories encompass goods purchased and held for resale including, for example, merchandise purchased by the municipality and held for resale, or land and other property held for sale. Inventories also encompass finished goods produced, or work in progress being produced, by the municipality. 
Inventories also include materials and supplies awaiting use in the production process and goods purchased or produced by the municipality, which are for distribution to other parties for no charge or for a nominal charge.  In municipalities inventories will relate to the provision of services. In the case of a service provider, inventories include the costs of the service, as for which the municipality has not yet recognised the related revenue.
The SCOA provides for the following category within which the municipality may add detail posting-level accounts:
· Agricultural Assets

· Consumable Stores

· Finished Goods

· Maintenance Material

· Other Goods held for Sale

· Raw Materials

· Spare Parts

· Water

· Work-in-progress

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.  

Provided for in the SCOA are:

· Deposits

· Call Investments

The municipality need to define and add the posting-level detail with the name of the “financial institution” and account or reference number to identify the specific deposit or investment.

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.

Provided for in the SCOA are the following categories:

· Property, Plant and Equipment

· Investment Property

The municipality may add “detail posting-level accounts” to the above categories.

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 (subsistence and travelling), as well as preliminary salary advances to employees who were employed during the month and did not receive their salary at month end.  

The account should record amounts representing prepayments of insurance, rents, taxes (excluding income tax instalments which are included in the account for "current incomes taxes payable", interest and miscellaneous items, and should be kept or supported in such manner as to disclose the amount of each class of prepayment.

Provided for in the SCOA are:

· Insurance Prepayments - This account is used for interest paid in advance.  A current asset representing amounts paid in advance for future expenses. As the expenses are used or expire, expense is increased and prepaid expense is decreased.

· Interest Prepayments - This account is used for interest paid in advance.  A current asset representing amounts paid in advance for future expenses. As the expenses are used or expire, expense is increased and prepaid expense is decreased.

· Rent Prepayments - This account is used for rent paid in advance or at the beginning of the month for the month.  A current asset representing amounts paid in advance for future expenses. As the expenses are used or expire, expense is increased and prepaid expense is decreased.

· Salary Advances
 - Salary advances given to an employee in anticipation of service to be delivered.  This is excluded from prohibited loans.  

· Subsistence and Travel Advances - An asset account used to record amounts given to, i.e. an employee with the expectation of repayment.  If an employee is given money and the money is expected to be repaid or spent for official purposes, the amount will be recorded in this current asset account until it is repaid or until the expense documentation is provided.

· Taxes and Levies other than Income Tax - This account is used for provisional tax payments if applicable.  A current asset representing amounts paid in advance for future expenses. As the expenses are used or expire, expense is increased and prepaid expense is decreased.

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.

The SCOA provides for detailed accounts per type of service rendered by the municipality.  The detail provides for reconciliation on a periodic basis of opening balance to closing balance movements required for analytical purposes and benchmarking.
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	Affiliates/Related Parties/Associated Companies
	This account should record all receivables due from associated companies carried at costs other than use of services at arm’s length.  
	

	Trading Service Debtors
	This group of accounts is used for debtors from trading services and other services rendered by the municipality.
	

	
	Electricity
	This account should record all receivables other than those amounts due from Associated Companies carried at costs receivable for the use of electricity by customers.  
	

	
	
	Opening Balance
	Opening Balance from prior period pertaining to Trading Services Debtors:  Electricity.
	

	
	
	Monthly Billings
	Monthly billings pertaining to Trading Services Debtors:  Electricity.
	

	
	
	Prior Period Corrections and Adjustments
	Prior period corrections and adjustments pertaining to Trading Services Debtors:  Electricity.
	

	
	
	Collections
	Collections made pertaining to Trading Services Debtors:  Electricity.
	

	
	
	Debt Write-offs
	Debt Write-offs pertaining to Trading Services Debtors:  Electricity.
	

	
	
	Closing Balance
	Closing Balance pertaining to Trading Services Debtors:  Electricity.
	

	
	Merchandising, Jobbing and Contracts
	This account should record all receivables other than those amounts due from Associated Companies carried at costs for merchandising, jobbing and contracts.
	

	
	
	Opening Balance
	Opening Balance from prior period pertaining to Trading Services Debtors:   Merchandising, Jobbing and Contracts.
	

	
	
	Monthly Billings
	Monthly billings pertaining to Trading Services Debtors:   Merchandising, Jobbing and Contracts.
	

	
	
	Prior Period Corrections and Adjustments
	Prior period corrections and adjustments pertaining to Trading Services Debtors:   Merchandising, Jobbing and Contracts.
	

	
	
	Collections
	Collections made pertaining to Trading Services Debtors:   Merchandising, Jobbing and Contracts.
	

	
	
	Debt Write-offs
	Debt Write-offs pertaining to Trading Services Debtors:   Merchandising, Jobbing and Contracts.
	

	
	
	Closing Balance
	Closing Balance pertaining to Trading Services Debtors:   Merchandising, Jobbing and Contracts.
	

	
	Property Rental Debtors
	This account is to be used for rental dues for letting of municipal property to other entities and the community based on a contractual agreement whether it is long or short term use.
	

	
	
	Opening Balance
	Opening Balance from prior period pertaining to Trading Services Debtors:   Property Rental Debtors.
	

	
	
	Monthly Billings
	Monthly billings pertaining to Trading Services Debtors:   Property Rental Debtors.
	

	
	
	Prior Period Corrections and Adjustments
	Prior period corrections and adjustments pertaining to Trading Services Debtors:   Property Rental Debtors.
	

	
	
	Collections
	Collections made pertaining to Trading Services Debtors:   Property Rental Debtors.
	

	
	
	Debt Write-offs
	Debt Write-offs pertaining to Trading Services Debtors:   Property Rental Debtors.
	

	
	
	Closing Balance
	Closing Balance pertaining to Trading Services Debtors:   Property Rental Debtors.
	

	
	Service Charges
	This account should be used for other services provided by the municipality to the community paid on account for example cleaning of bushes, even grass cutting, replacement of water/electricity meters, removing of drain blockages, etc.
	

	
	
	Opening Balance
	Opening Balance from prior period pertaining to Trading Services Debtors:   Service Charges.
	

	
	
	Monthly Billings
	Monthly billings pertaining to Trading Services Debtors:   Service Charges.
	

	
	
	Prior Period Corrections and Adjustments
	Prior period corrections and adjustments pertaining to Trading Services Debtors:   Service Charges.
	

	
	
	Collections
	Collections made pertaining to Trading Services Debtors:   Service Charges.
	

	
	
	Debt Write-offs
	Debt Write-offs pertaining to Trading Services Debtors:   Service Charges.
	

	
	
	Closing Balance
	Closing Balance pertaining to Trading Services Debtors:   Service Charges.
	

	
	Waste Management
	This account should record all amounts due from customers for waste removal services rendered by the municipality.
	

	
	
	Opening Balance
	Opening Balance from prior period pertaining to Trading Services Debtors:   Service Charges.
	

	
	
	Monthly Billings
	Monthly billings pertaining to Trading Services Debtors:   Service Charges.
	

	
	
	Prior Period Corrections and Adjustments
	Prior period corrections and adjustments pertaining to Trading Services Debtors:   Service Charges.
	

	
	
	Collections
	Collections made pertaining to Trading Services Debtors:   Service Charges.
	

	
	
	Debt Write-offs
	Debt Write-offs pertaining to Trading Services Debtors:   Service Charges.
	

	
	
	Closing Balance
	Closing Balance pertaining to Trading Services Debtors:   Service Charges.
	

	
	Waste Water Management
	This account should record all amounts due from water users for waste water management services
	

	
	
	Opening Balance
	Opening Balance from prior period pertaining to Trading Services Debtors:   Waste Water Management.
	

	
	
	Monthly Billings
	Monthly billings pertaining to Trading Services Debtors:   Waste Water Management.
	

	
	
	Prior Period Corrections and Adjustments
	Prior period corrections and adjustments pertaining to Trading Services Debtors:   Waste Water Management.
	

	
	
	Collections
	Collections made pertaining to Trading Services Debtors:   Waste Water Management.
	

	
	
	Debt Write-offs
	Debt Write-offs pertaining to Trading Services Debtors:   Waste Water Management.
	

	
	
	Closing Balance
	Closing Balance pertaining to Trading Services Debtors:   Waste Water Management.
	

	
	Water
	This account should record all amounts due from water users to the municipality.
	

	
	
	Opening Balance
	Opening Balance from prior period pertaining to Trading Services Debtors:   Water.
	

	
	
	Monthly Billings
	Monthly billings pertaining to Trading Services Debtors:   Water.
	

	
	
	Prior Period Corrections and Adjustments
	Prior period corrections and adjustments pertaining to Trading Services Debtors:   Water.
	

	
	
	Collections
	Collections made pertaining to Trading Services Debtors:   Water
	

	
	
	Debt Write-offs
	Debt Write-offs pertaining to Trading Services Debtors:   Water
	

	
	
	Closing Balance
	Closing Balance pertaining to Trading Services Debtors:   Water
	


VAT Receivable and Payable

Since the inception of VAT in 1991, municipalities were required to register as VAT vendors, and special rules were applicable in respect of supplies made by municipalities. 

The main difficulties which gave rise to the special rules were that municipal property rates charges were not taxable for VAT purposes and that a profitability or breakeven test was applied in respect of certain activities to determine whether the supplies concerned were taxable or not. 

These special rules proved to be somewhat complicated and resulted in municipalities having to face significant apportionment difficulties and administrative problems. 

Due to these challenges and uncertainties, numerous applications for rulings from tax consultants and municipalities were submitted to SARS requesting clarification of the law.  It was therefore proposed in the Minister’s Budget Speech in February 2006, that certain changes in regard to the VAT treatment of municipalities be made, including that municipal property rates be zero-rated for VAT purposes with effect from 1 July 2006.  The primary objectives of these proposals were:

· to increase the extent of taxable supplies made by municipalities so that municipalities could be treated the same as any other business; 

· to unlock the input tax incurred in connection with non-taxable or “out-of-scope” supplies made which could not previously be deducted; and 

· to simplify the accounting and tax administration of municipalities. 

Various amendments were therefore introduced in the Small Business Tax Amnesty and Amendment of Taxation Laws Act 9 of 2006 to give effect to these objectives.  

One of the most important changes was that the VAT law no longer referred to a “local authority”, but rather to a “municipality”. 

The other important change was that charges for municipal property rates became taxable at the zero rate. 

These changes to the law came into effect from 1 July 2006.  

In addition to the main changes to the law which came into effect from 1 July 2006, it should also be noted that, the receipt of certain payments from government which are made under the annual Division of Revenue Act are subject to VAT at the zero rate with effect from 1 April 2005. 

Please refer to the above guide for guidance and clarity on the VAT treatment of supplies made by municipalities from 1 July 2006.

Provided for in the SCOA are:

· VAT Payable

· VAT Receivable

System requirements for the VAT Modules would ultimately determine the detail posting-level accounts required for the various financial applications used by the Municipalities.  The System Vendors need to provide the “unique” set of accounts required for VAT purpose to the SCOA Technical Committee for inclusion in the Standard Chart of Accounts.

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, i.e. the intended use is to actively manage the biological assets' biological transformation.  

Activities undertaken for recreational purposes, e.g. biological assets on game farms or in zoos, are not agricultural activities for the purpose of the Standards of GRAP 101 on Agriculture.  

Biological assets or agricultural produce are only recognised when they meet the definition and the recognition criteria.  Biological transformation is the process of growth, degeneration, production or procreation that causes qualitative and quantitative changes in a biological asset.  Examples where biological assets are not held for agricultural activity (and therefore fall outside the scope of Standards of GRAP 101 on Agriculture include trees in parks, police horses and dogs, management of biological assets held for research, experimental or public recreational purposes, including raising animals in zoos and game parks.

Provided for in the SCOA are the following categories for Biological Assets:

· Dairy Cattle

· Feathered Animals (Eggs and Feathers)

· Forests and Plantations

· Fruit Trees

· Game Animals

· Animals for Reproduction (Cattle, Goats, Sheep and Pigs)

· Animals for Wool or Milk (Goats and Sheep)

· Dogs (Law Enforcement and Working)

· Horses (Law Enforcement and Working)

· Vines

· Plants (Production of Seeds)

Within the above categories posting-level accounts are provided to classify the movement taking place within these categories in specific accounts.  The following detail accounts are provided for in the SCOA:

· Opening Balance

· Acquisitions

· Change in Accounting Policy

· Correction of Error

· Fair Value Gains/Losses

· Sales/Disposals

· Transfers Made

· Transfers Received

· Closing Balance

Defined Benefit Assets/Defined Benefit Obligations
Defined Benefit Assets

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

The future returns on the investments, and the future benefits to be paid, are not known in advance, so there is no guarantee that a given level of contributions will be enough to meet the benefits.  

Typically, the contributions to be paid are regularly reviewed in a valuation of the plan's assets and liabilities, carried out by an actuary to ensure that the pension fund will meet future payment obligations.  This means that in a defined benefit pension, investment risk and investment rewards are typically assumed by the sponsor/employer and not by the individual.  

If a plan is not well-funded, the plan sponsor may not have the financial resources to continue funding the plan.  
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.  

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.  

A municipality need to choose as its accounting policy either the cost model or the revaluation model and apply that policy to an entire class of heritage assets.

At the highest-level the SCOA distinguish between the “cost and revaluation” methods.

The SCOA provides for the following categories of heritage assets:

· Archives

· Areas of Land or Historic Specific Significance

· Antiques and Collections

· Culturally Significant Buildings

· Municipal Jewellery

· National Monuments

· National Parks

· Paintings

· Sculptures

· Works of Art and Collections

If heritage assets are kept at cost/revaluation basis the SCOA provides within the above categories for the following posting-level accounts:

· Opening Balance

· Acquisitions

· Change in Accounting Policy

· Disposals

· Impairment/Reversal of Impairment

· Transfers Received

· Transfers Made

· Closing Balance

Accumulated depreciation relevant to heritage assets provides for the following accounts within the above categories:
· Opening Balance

· Depreciation for the Period

· Disposals

· Transfers Made

· Closing Balance
Intangible Assets

An intangible asset is an asset that you cannot touch.  Examples of intangible assets include copyrights, patents, mailing lists, trademarks, brand names, domain names, and so on.
The SCOA provides for the following categories of Intangible Assets:

· Capital Development Cost
· Computer Software

· Franchises and Consents

· Incorporation and Organisational Start-up 

· Mastheads and Publishing Titles

· Patents, Licences, Copyrights, Brand Names and Trademarks

· Recipes, Formulae, Prototypes, Design and Models

· Service and Operating Rights (Land Rights)

Within the above categories the following detail accounts are provided:

· Opening Balance

· Acquisitions

· Change in Accounting Policy

· Correction of Prior Period Error

· Disposals

· Impairment/Reversal of Impairment

· Transfers Received

· Transfers Made

· Closing Balance

 The SCOA provides for accumulated amortisation per category as listed above and includes detail accounts for:

· Opening Balance

· Amortisation for the Period

· Disposals

· Transfers Made

· Closing Balance

Investments in 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. 

Ownership of over 50% creates a subsidiary, with its financial statements being consolidated into the parent's books.

Associate value is reported in the statement of financial position as an asset, the investor's proportional share of the associate's income is reported in the statement of financial performance and dividends from the ownership decrease the value on the statement of financial position.

Municipal to request the SCOA Technical Committee to add posting-level details for associates relevant to the municipality.  

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. 

Individuals or companies choose to enter joint ventures in order to share strengths, minimise risks, and increase competitive advantages in the marketplace. Joint ventures can be distinct business units (a new business entity may be created for the joint venture) or collaborations between businesses. 

In collaboration, for example, a high-technology firm may contract with a manufacturer to bring its idea for a product to market; the former provides the know-how, the latter the means.
Municipal to request the SCOA Technical Committee to add posting-level details for “joint ventures” relevant to the municipality.

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 property should be recognised as an asset when, and only, when it is probable that the future economic benefits or service potential that are associated with the investment property will flow to the entity and the cost or fair value of the investment property can be measured reliably.  

Under the cost model assets are carried at cost less any accumulated depreciation and any accumulated impairment losses subsequent to recognition.

The SCOA distinguishes two categories within “Investment Property” being Housing Development and “Other than Housing Development”.  

With the above categories provision are made for the following posting-level accounts:

· Opening Balance

· Additions

· Correction of Error

· Change in Accounting Policy

· Disposals

· Transfers Received

· Transfers Made

· Closing Balance

Posting-level accounts are provided for “Accumulated Depreciation” according to the category discussed above, being:

· Opening Balance

· Depreciation on Disposals

· Depreciation on Transfers Made

· Depreciation

· Accumulated Depreciation

· Closing Balance

Posting-level accounts are provided for “impairment” according to the category discussed above, being:

· Opening Balance

· Loss for the Reporting Period

· Loss on Disposals

· Loss on Transfers

· Reversal of Impairment

· Closing Balance

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.

 Municipal to request the SCOA Technical Committee to add posting-level details for associates relevant to the municipality.  

Investment

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

Provided for in the SCOA are:

· Bankers Acceptance Certificate

· Bank Deposits

· Bank Repurchase Agreements

· Derivative Financial Assets

· Guaranteed Endowment Policies (Sinking) 

· Listed Corporate Bonds and Stocks

· Municipal Bonds 

· National Government Securities

· Negotiable Certificate of Deposits:  Banks

 The municipality need to define and add the posting-level detail with the name of the “financial institution” and account or reference number to identify the specific deposit or investment.

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.  

Financial assets as defined by the Standard of GRAP 104 Financial Instruments:  “A financial asset is cash, a residual interest of another entity or a contractual right to receive cash or another financial asset from another entity or exchange financial assets or financial liabilities with another entity under conditions that are potentially favourable to the entity”.  

This would be an investment in the shares of another entity (other than an investment in a controlled entity, associate or joint venture or an investment measures at cost in the separate financial statement or a capital contribution from one entity to another.   Examples of financial assets representing a contractual right to receive cash (or another financial asset) are a deposit with a bank or similar financial institution, accounts receivable or loans receivable.

Provided for in the SCOA are:

· Unamortised Debt Expenses - This account should record expenses related to the issuance of debt securities.  Amounts recorded in this account should be amortised over the life of each respective issue under a plan which will distribute the amount equitably over the life of the security.  The amortisation should be on a monthly basis, and the amount thereof shall be charged to the account for "short term interest and other interest expense", or the account for "interest on long-term debt" as appropriate.  

· Unamortised Preference Share Expense - This account should record expenses related to the issuance of preference shares.  Amounts recorded in this account should be amortised over the life of each respective issue under a plan which will distribute the amount equitably over the life of the security.  The amortization should be on a monthly basis, and the amounts thereof should be charged to the account for "short term interest and other interest expense" or the account for "Interest on long-term debt" as appropriate.  

Property, Plant and Equipment

Property, plant and equipment are a major classification on the statement of financial position.  Included are land, buildings, leasehold improvements, equipment, furniture, fixtures, transport assets, infrastructure, etc.  
The SCOA distinguishes at the highest-level between "owned assets" and assets subjected to financial leases labelled as "leased assets".
The table hereunder provides a high-level overview of the structure for Property, Plant and Equipment provided in the SCOA.  
	4.
	5.
	6.
	7.
	Definition
	Paragraphs

	Owned – Cost Basis
	This category provides for items of property, plant and equipment "owned" by the municipality.
	

	
	Classes of Property, Plant and Equipment
	A class of property, plant and equipment is a grouping of assets of a similar nature or function in the municipality’s operations.  The following classes are identified by the SCOA:

· Land

· Buildings

· Transport Assets  

· Infrastructure:  Electricity

· Infrastructure:  Water

· Infrastructure:  Sanitation

· Infrastructure:  Solid Waste Disposal

· Infrastructure:  Transportation

· Infrastructure:  Railways

· Infrastructure:  Gas Supply System

· Infrastructure:  Cemeteries

· Infrastructure:  Roads (Roads, Pavements, Bridges and Storm Water)

· Infrastructure:  Airports

· Machinery and Equipment

· Computer Equipment

· Furniture and Office Equipment
	

	
	
	Cost
	An item of property, plant and equipment that qualifies for recognition as an asset is measured at its cost and include 1) purchase price, including import duties, non-refundable purchase tax and the 2) initial estimate of the costs of dismantling and removing an item and restoring the site on which an item is located.  The obligation to incur such cost arises either when the municipality acquired the asset, or as a result of using the asset over a period except when the asset is used to produce inventory during the period.
	

	
	
	
	Opening Balance
	Opening balance carried forward from the previous period for the category of property, plant and equipment.
	

	
	
	
	Acquisitions

	This account is used to record additions of property, plant and equipment during the period.  Where an asset is obtained at no cost or nominal cost, its cost should be measured at fair value on the date of acquisition.  Property, plant or equipment may be gifted or contributed to the municipality and therefore obtained at no cost.  Property, plant and equipment may also be acquired at no cost of nominal cost (below market value) through the process of sequestration.  In these instances the cost of the item should be measured at its fair value at the date of acquisition.
	

	
	
	
	Correction of Error
	This account should be used for recording any correction made to the opening balance in the current reporting period due to errors made in the previous reporting period.
	

	
	
	
	Change in Accounting Policy
	This account should be used for recording changes in the accounting policy initially adopted by the municipality in accordance with GRAP 3 - Accounting Policies, Changes in Accounting Estimates and Errors.
	

	
	
	
	Disposal Cost
	This account is used to record sales of property, plant and equipment during the period.  
	

	
	
	
	Impairment/Reversal of Impairment
	Impairment to be recognised if the item are depleting faster than the rate of depreciation.  Reversal is if the condition improved and the “faster” depreciation taken in prior periods could be removed.
	

	
	
	
	Transfers Received
	This account is used for recording of property, plant and equipment transferred to other entities or individuals at the initial cost.
	

	
	
	
	Transfers Made
	This account is used for recording of property, plant and equipment transfers received by the municipality at the initial cost.
	

	
	
	Accumulated Depreciation
	This account is for recording the accumulated depreciation and impairment loss recognised on the property, plant and equipment transferred.
	

	
	
	
	Opening Balance
	The opening balance for depreciation accumulated during prior periods.
	

	
	
	
	Depreciation for the Period
	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. (The depreciation journal entry includes a debit to depreciation expense and a credit to accumulated depreciation, a contra asset account).
	

	
	
	
	Disposals
	This account is for recording the accumulated depreciation on the property, plant and equipment disposed of.
	

	
	
	
	Transfers Made
	This account is for recording the accumulated depreciation on the property, plant and equipment transferred.
	

	
	
	
	Closing Balance
	Closing balance on the carrying value of the category of property, plant and equipment.
	

	Owned – Revaluation Basis
	This category provides for items of property, plant and equipment "owned" by the municipality on the revaluation basis.
	

	
	Classes of Property, Plant and Equipment
	A class of property, plant and equipment is a grouping of assets of a similar nature or function in the municipality’s operations.  The following classes are identified by the SCOA:

· Land

· Buildings

· Transport Assets  

· Infrastructure:  Electricity

· Infrastructure:  Water

· Infrastructure:  Sanitation

· Infrastructure:  Solid Waste Disposal

· Infrastructure:  Transportation

· Infrastructure:  Railways

· Infrastructure:  Gas Supply System

· Infrastructure:  Cemeteries

· Infrastructure:  Roads (Roads, Pavements, Bridges and Storm Water)

· Infrastructure:  Airports

· Machinery and Equipment

· Computer Equipment

· Furniture and Office Equipment
	

	
	
	Revaluation
	Property, Plant and Equipment recognised on the revaluation basis.
	

	
	
	
	Opening Balance
	Opening balance carried forward from the previous period for the category of property, plant and equipment.
	

	
	
	
	Acquisitions
	This account is used to record additions of property, plant and equipment during the period.  Where an asset is obtained at no cost or nominal cost, its cost should be measured at fair value on the date of acquisition.  Property, plant or equipment may be gifted or contributed to the municipality and therefore obtained at no cost.  Property, plant and equipment may also be acquired at no cost of nominal cost (below market value) through the process of sequestration.  In these instances the cost of the item should be measured at its fair value at the date of acquisition.
	

	
	
	
	Correction of Error
	This account should be used for recording any correction made to the opening balance in the current reporting period due to errors made in the previous reporting period.
	

	
	
	
	Change in Accounting Policy
	This account should be used for recording changes in the accounting policy initially adopted by the municipality in accordance with GRAP 3 - Accounting Policies, Changes in Accounting Estimates and Errors.
	

	
	
	
	Disposals
	This account is used to record sales of property, plant and equipment during the period.  
	

	
	
	
	Impairment/Reversal of Impairment
	Impairment to be recognised if the item are depleting faster than the rate of depreciation.  Reversal is if the condition improved and the advanced depreciation taken in prior periods could be removed.
	

	
	
	
	Transfers Received
	This account is used for recording of property, plant and equipment transferred to other entities or individuals at the initial cost.
	

	
	
	
	Transfers Made
	This account is used for recording of property, plant and equipment transfers received by the municipality at the initial cost.
	

	
	
	
	Closing Balance
	Closing balance on the carrying value of the category of property, plant and equipment.
	

	
	
	Accumulated Depreciation
	This account is for recording the accumulated depreciation and impairment loss recognised on the property, plant and equipment transferred.
	

	
	
	
	Opening Balance
	The opening balance for depreciation accumulated during prior periods.
	

	
	
	
	Depreciation for the Period
	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.  (The depreciation journal entry includes a debit to depreciation expense and a credit to accumulated depreciation, a contra asset account).
	

	
	
	
	Accumulated Depreciation on Disposals
	This account is for recording the accumulated depreciation on the property, plant and equipment disposed of.
	

	
	
	
	Accumulated Depreciation on Transfers
	This account is for recording the accumulated depreciation on the property, plant and equipment transferred.
	

	
	
	
	Closing Balance
	The closing balance on accumulated depreciation for the category of property, plant and equipment.
	

	Leased
	This category provides for property, plant and equipment “leased” by the municipality.
	

	
	Classes of Property, Plant and Equipment
	A class of property, plant and equipment is a grouping of assets of a similar nature or function in the municipality’s operations.  The following classes are identified by the SCOA:

· Land

· Buildings

· Transport Assets  

· Infrastructure:  Electricity

· Infrastructure:  Water

· Infrastructure:  Sanitation

· Infrastructure:  Solid Waste Disposal

· Infrastructure:  Transportation

· Infrastructure:  Railways

· Infrastructure:  Gas Supply System

· Infrastructure:  Cemeteries

· Infrastructure:  Roads (Roads, Pavements, Bridges and Storm Water)

· Infrastructure:  Airports

· Machinery and Equipment

· Computer Equipment

· Furniture and Office Equipment
	

	
	
	Cost
	Municipality to recognise assets and liabilities in their statement of financial position at amounts equal to the fair value of the leased property or, if lower, the present value of the minimum lease payments, each determined at the inception of the lease.
	

	
	
	
	Opening Balance
	Opening balance carried forward from the previous period for the category of property, plant and equipment.
	

	
	
	
	Acquisition
	This account is used to record additions of property, plant and equipment during the period.  Where an asset is obtained at no cost or nominal cost, its cost should be measured at fair value on the date of acquisition.  Property, plant or equipment may be gifted or contributed to an entity and therefore obtained at no cost.  Property, plant and equipment may also be acquired at no cost of nominal cost (below market value) through the process of sequestration.  In these instances the cost of the item should be measured at its fair value at the date of acquisition.
	

	
	
	
	Correction of Error
	This account should be used for recording any correction made to the opening balance in the current reporting period due to errors made in the previous reporting period.
	

	
	
	
	Change in Accounting Policy
	This account should be used for recording changes in the accounting policy initially adopted by the municipality in accordance with the Standards of GRAP 3 on Accounting Policies, Changes in Accounting Estimates and Errors.
	

	
	
	
	Disposals
	This account is used to record sales of property, plant and equipment during the period.  
	

	
	
	
	Impairment/Reversal of Impairment
	Impairment to be recognised if the item are depleting faster than the rate of depreciation.  Reversal is if the condition improved and the advanced depreciation taken in prior periods could be removed.
	

	
	
	
	Transfers Received
	This account is used for recording of property, plant and equipment transferred to other entities or individuals at the initial cost.
	

	
	
	
	Transfers Made
	This account is used for recording of property, plant and equipment transfers received by the municipality at the initial cost.
	

	
	
	
	Closing Balance
	Closing balance on the carrying value of the category of property, plant and equipment.
	

	
	
	Accumulated Depreciation
	This account is for recording the accumulated depreciation and impairment loss recognised on the property, plant and equipment transferred.
	

	
	
	
	Opening Balance
	The opening balance for depreciation accumulated during prior periods.
	

	
	
	
	Depreciation for the Period
	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. (The depreciation journal entry includes a debit to depreciation expense and a credit to accumulated depreciation, a contra asset account).
	

	
	
	
	Disposals
	This account is for recording the accumulated depreciation on the property, plant and equipment disposed of.
	

	
	
	
	Transfers Made
	This account is for recording the accumulated depreciation on the property, plant and equipment transferred.
	

	
	
	
	Closing Balance
	The closing balance on accumulated depreciation for the category of property, plant and equipment.
	

	Construction Work-in-progress
	This category provides for the capitalisation of expenditure to construction work in progress.  Project detail to be retained in the project segment.
	

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

	
	Employee Related Cost
	Employee related cost to be capitalised to "construction work-in-progress".  Refer to the SCOA for detail posting-level accounts.
	

	
	Inventory Consumed
	Inventory consumed capitalised to “construction work-in-progress”.  Refer to the SCOA for detail posting-level accounts.
	

	
	Operational Cost
	Operational Cost capitalised to “construction work-in-progress”.  Refer to the SCOA for detail posting-level accounts.
	


Owned Property, Plant and Equipment

The Standard of GRAP 17 on Property, Plant and Equipment prescribe the accounting treatment for property, plant and equipment so that the users of financial statements can discern information about the municipality’s investment in its property, plant and equipment and the changes in such investment.  The principal issues in accounting for property, plant and equipment are the recognition of the assets, the determination of their carrying amounts and the depreciation charges and impairment losses to be recognised in relation to them.

Cost and Revaluation (including initial and subsequent cost)

Initial Cost

The cost of an item of property, plant and equipment shall be recognised as an asset if, and only if:

· it is probable that future economic benefits or service potential associated with the item will flow to the municipality, and

· the cost or fair value of the item can be measured reliably.

Spare parts and servicing equipment are usually carried as inventory and recognised in surplus or deficit as consumed. However, major spare parts and stand-by equipment qualify as property, plant and equipment when the municipality expects to use them during more than one period. Similarly, if the spare parts and servicing equipment can be used only in connection with an item of property, plant and equipment, they are accounted for as property, plant and equipment.
An item of property, plant and equipment that qualifies for recognition as an asset shall be measured at its cost.

The cost of an item of property, plant and equipment comprises:

· Its purchase price, including import duties and non-refundable purchase taxes, after deducting trade discounts and rebates.

· Any costs directly attributable to bringing the asset to the location and condition necessary for it to be capable of operating in the manner intended by management.

· The initial estimate of the costs of dismantling and removing the item and restoring the site on which it is located, the obligation for which an entity incurs either when the item is acquired or as a consequence of having used the item during a particular period for purposes other than to produce inventories during that period.

Examples of directly attributable costs are:

· costs of employee benefits arising directly from the construction or acquisition of the item of property, plant and equipment,

· costs of site preparation,

· initial delivery and handling costs,

· installation and assembly costs,

· costs of testing whether the asset is functioning properly, after deducting the net proceeds from selling any items produced while bringing the asset to that location and condition (such as samples produced when testing equipment),and

· professional fees.

Examples of costs that are not the costs of an item of property, plant and equipment are:

· costs of opening a new facility,

· costs of introducing a new product or service (including costs of advertising and promotional activities),

· costs of conducting business in a new location or with a new class of customers (including costs of staff training), and

· administration and other general overhead costs.

Recognition of costs in the carrying amount of an item of property, plant and equipment ceases when the item is in the location and condition necessary for it to be capable of operating in the manner intended by management. Therefore, costs incurred in using or redeploying an item is not included in the carrying amount of that item. For example, the following costs are not included in the carrying amount of an item of property, plant and equipment:

· costs incurred while an item capable of operating in the manner intended by management has yet to be brought into use or is operated at less than full capacity,

· initial operating losses, such as those incurred while demand for the item’s outputs build up, and

· costs of relocating or re-organising part or all of the municipality’s operations.

Some operations occur in connection with the construction or development of an item of property, plant and equipment, but are not necessary to bring the item to the location and condition necessary for it to be capable of operating in the manner intended by management. 
These incidental operations may occur before or during the construction or development activities. For example, revenue may be earned through using a building site as a car park until construction starts. Because incidental operations are not necessary to bring an item to the location and condition necessary for it to be capable of operating in the manner intended by management, the revenue and related expenses of incidental operations are recognised in surplus or deficit and included in their respective classifications of revenue and expense.

The municipality shall choose either the cost model or the revaluation model as its accounting policy and shall apply that policy to an entire class of property, plant and equipment.

Carrying Value

After recognition as an asset, an item of property, plant and equipment shall be carried at its cost less any accumulated depreciation and any accumulated impairment losses.

Revaluation Model

After recognition as an asset, an item of property, plant and equipment whose fair value can be measured reliably shall be carried at a revalue amount, being its fair value at the date of the revaluation less any subsequent accumulated depreciation and subsequent accumulated impairment losses. 
Revaluations shall be made with sufficient regularity to ensure that the carrying amount does not differ materially from that which would be determined using fair value at the reporting date.

The fair value of items of land and buildings is usually determined from market-based evidence by appraisal that is normally undertaken by professionally qualified values. 
The fair value of items of plant and equipment is usually their market value determined by appraisal. For many assets, the fair value will be readily ascertainable by reference to quoted prices in an active and liquid market. For example, current market prices can usually be obtained for land, non-specialised buildings, motor vehicles and many types of plant and equipment.

For some assets, it may be difficult to establish their market value because of the absence of market transactions for these assets.  Municipalities may have significant holdings of such assets.

Where no evidence is available to determine the market value in an active and liquid market of an item of property, the fair value of the item may be established by reference to other items with similar characteristics, in similar circumstances and location. For example, the fair value of vacant land that has been held for a long period during which time there have been few transactions may be estimated by reference to the market value of land with similar features and topography in a similar location for which market evidence is available. 
In the case of specialised buildings and other man-made structures, the municipality may need to estimate fair value using a depreciated replacement cost approach. In many cases, the depreciated replacement cost of an asset can be established by reference to the buying price of a similar asset with similar remaining service potential in an active and liquid market.  In some cases, an asset’s reproduction cost will be the best indicator of its replacement cost.  For example, in the event of loss, a municipal building may be reproduced rather than replaced with alternative accommodation because of its significance to the community.

For items of plant and equipment of a specialised nature, fair value may be based on, for example, either reproduction cost or on depreciated replacement cost.  

The depreciated replacement cost of an item of plant or equipment may be established by reference to the market buying price of components used to produce the asset or the indexed price for the same or a similar asset based on a price for a previous period.  When the indexed price method is used, judgment is required to determine whether production technology has changed significantly over the period, and whether the capacity of the reference asset is the same as that of the asset being valued.

The frequency of revaluations depends upon the changes in the fair values of the items of property, plant and equipment being revalued.  When the fair value of a revalued asset differs materially from its carrying amount, a further revaluation is required.  Some items of property, plant and equipment experience significant and volatile changes in fair value, thus necessitating annual revaluation.  Such frequent revaluations are unnecessary for items of property, plant and equipment with only insignificant changes in fair value.  Instead, it may be necessary to revalue the item only every three or five years.

When an item of property, plant and equipment is revalued, any accumulated depreciation at the date of the revaluation is treated in one of the following ways:

· restated proportionately with the change in the gross carrying amount of the asset so that the carrying amount of the asset after revaluation equals its revalued amount. This method is often used when an asset is revalued by means of applying an index to its depreciated replacement cost.

· eliminated against the gross carrying amount of the asset and the net amount restated to the revalued amount of the asset. This method is often used for buildings.

The amount of the adjustment arising on the restatement or elimination of accumulated depreciation forms part of the increase or decrease in carrying amount.

If an item of property, plant and equipment is revalued, the entire class of property, plant and equipment to which that asset belongs shall be revalued.

The items within a class of property, plant and equipment are revalue simultaneously to avoid selective revaluation of assets and the reporting of amounts in the financial statements that are a mixture of costs and values as at different dates. However, a class of assets may be revalued on a rolling basis provided revaluation of the class of assets is completed within a short period and provided the revaluations are kept up to date.

If an asset’s carrying amount is increased as a result of a revaluation, the increase shall be credited directly to a revaluation surplus. However, the increase shall be recognised in surplus or deficit to the extent that it reverses a revaluation decrease of the same asset previously recognised in surplus or deficit.

If an asset’s carrying amount is decreased as a result of a revaluation, the decrease shall be recognised in surplus or deficit. However, the decrease shall be debited directly to a revaluation surplus to the extent of any credit balance existing in the revaluation surplus in respect of that asset.

The revaluation surplus included in net assets in respect of an item of property, plant and equipment may be transferred directly to accumulated surpluses or deficits when the asset is derecognised. 
This may involve transferring the whole of the surplus when the asset is retired or disposed of. However, some of the surplus may be transferred as the asset is used by an entity. In such a case, the amount of the surplus transferred would be the difference between depreciation based on their valued carrying amount of the asset and depreciation based on the asset’s original cost. 
Transfers from revaluation surplus to accumulated surpluses or deficits are not made through surplus or deficit.

Depreciation and Accumulated Depreciation

Each part of an item of property, plant and equipment with a cost that is significant in relation to the total cost of the item shall be depreciated separately.

The municipality allocates the amount initially recognised in respect of an item of property, plant and equipment to its significant parts and depreciates separately each such part. 
A significant part of an item of property, plant and equipment may have a useful life and a depreciation method that are the same as the useful life and the depreciation method of another significant part of that same item. Such parts maybe grouped in determining the depreciation charge.

To the extent that the municipality depreciates separately some parts of an item of property, plant and equipment, it also depreciates separately the remainder of the item. 
The remainder consists of the parts of the item that are individually not significant. If the municipality has varying expectations for these parts, approximation techniques may be necessary to depreciate the remainder in a manner that faithfully represents the consumption pattern and/or useful life of its parts.

The municipality may choose to depreciate separately the parts of an item that do not have a cost that is significant in relation to the total cost of the item.

The depreciation charge for each period shall be recognised in surplus or deficit unless it is included in the carrying amount of another asset.

The depreciation charge for a period is usually recognised in surplus or deficit.

However, sometimes, the future economic benefits or service potential embodied in an asset are absorbed in producing other assets. In this case, the depreciation charge constitutes part of the cost of the other asset and is included in its carrying amount. 
Similarly, depreciation of property, plant and equipment used for development activities may be included in the cost of an intangible asset recognised in accordance with the Standard of GRAP 102 on Intangible Assets.

The depreciable amount of an asset shall be allocated on a systematic basis over its useful life.

The residual value and the useful life of an asset shall be reviewed at least at each reporting date and, if expectations differ from previous estimates, the change(s) shall be accounted for as a change in an accounting estimate in accordance with the Standard of GRAP 3 on Accounting Policies, Changes in Accounting Estimates and Errors.

Depreciation is recognised even if the fair value of the asset exceeds its carrying amount, as long as the asset’s residual value does not exceed its carrying amount.

Repair and maintenance of an asset do not negate the need to depreciate it.

The depreciable amount of an asset is determined after deducting its residual value. In practioners, the residual value of an asset is often insignificant and therefore immaterial in the calculation of the depreciable amount.

The residual value of an asset may increase to an amount equal to or greater than the asset’s carrying amount. If it does, the asset’s depreciation charge is zero unless and until its residual value subsequently decreases to an amount below the asset’s carrying amount.

Depreciation of an asset begins when it is available for use, i.e. when it is in the location and condition necessary for it to be capable of operating in the manner intended by management. Depreciation of an asset ceases when the asset is derecognised. Therefore, depreciation does not cease when the asset become sidle or is retired from active use and held for disposal unless the asset is fully depreciated. However, under usage methods of depreciation the depreciation charge can be zero while there is no production.

The future economic benefits or service potential embodied in an asset are consumed principally through its use. However, other factors, such as technical or commercial obsolescence and wear and tear while an asset remain sidle, often result in the diminution of the economic benefits or service potential that might have been obtained from the asset. 
Consequently, all the following factors are considered in determining the useful life of an asset:

· expected usage of the asset. Usage is assessed by reference to the asset’s expected capacity or physical output.

· expected physical wear and tear, which depends on operational factors such as the number of shifts for which the asset is to be used and the repair and maintenance programme, and the care and maintenance of the asset while idle.

· technical or commercial obsolescence arising from changes or improvements in production, or from a change in the market demand for the product or service output of the asset.

· legal or similar limits on the use of the asset, such as the expiry dates of related leases.

The useful life of an asset is defined in terms of the asset’s expected utility to the municipality. The asset management policy of the municipality may involve the disposal of assets after a specified time or after consumption of a specified proportion of the future economic benefits or service potential embodied in the asset. Therefore, the useful life of an asset may be shorter than its economic life. The estimation of the useful life of the asset is a matter of judgement based on the experience of the municipality with similar assets.

Land and buildings are separable assets and are accounted separately, even when they are acquired together. With some exceptions, such as quarries and sites used for landfill, land has an unlimited useful life and therefore is not depreciated. Buildings have a limited useful life and therefore are depreciable assets. An increase in the value of the land on which a building stands does not affect the determination of the depreciable amount of the building.

If the cost of land includes the costs of site dismantlement, removal and restoration, the portion of the land asset is depreciated over the period of benefits or service potential obtained by incurring those costs. 
In some cases, the land itself may have a limited useful life, in which case it is depreciated in a manner that reflects the benefits or service potential to be derived from it.

The depreciation method used shall reflect the pattern in which the asset’s future economic benefits or service potential are expected to be consumed by the municipality.

The depreciation method applied to an asset shall be reviewed at least at each reporting date and, if there has been a significant change in the expected pattern of consumption of the future economic benefits or service potential embodied in the asset, the method shall be changed to reflect the changed pattern. Such a change shall be accounted for as a change in an accounting estimate in accordance with Standard of GRAP 3 on Accounting Policies, Changes in Accounting Estimates and Errors.

A variety of depreciation methods can be used to allocate the depreciable amount of an asset on a systematic basis over its useful life.
These methods include the straight-line method, the diminishing balance method and the units of production method. 
· Straight-line depreciation results in a constant charge over the useful life if the asset’s residual value does not change. 
· The diminishing balance method results in a decreasing charge over the useful life. 
· The units of production method results in a charge based on the expected use or output. 
The municipality selects the method that most closely reflects the expected pattern of consumption of the future economic benefits or service potential embodied in the asset. That method is applied consistently from period to period unless there is a change in the expected pattern of consumption of those future economic benefits or service potential.

To determine whether an item of property, plant and equipment is impaired, an entity applies the Standard of GRAP 21 or 26 on Impairment of Assets. This Standard of GRAP explains how an entity reviews the carrying amount of its assets, how it determines the recoverable amount or recoverable service amount of an asset and when it recognises, or reverses the recognition of, an impairment loss.

Compensation from third parties for items of property, plant and equipment that were impaired, lost or given up shall be included in surplus or deficit when the compensation becomes receivable.

Impairments or losses of items of property, plant and equipment, related claims for or payments of compensation from third parties and any subsequent purchase or construction of replacement assets are separate economic events and are accounted for separately as follows:

· impairments of items of property, plant and equipment are recognised in accordance with the Standard of GRAP 21 0r 26 on Impairment of Assets,

· derecognition of items of property, plant and equipment retired or disposed obis determined in accordance with this Standard,

· compensation from third parties for items of property, plant and equipment that were impaired, lost, or given up is included in determining surplus or deficit when it becomes receivable, and

· the cost of items of property, plant and equipment restored, purchased or constructed as replacements is determined in accordance with this Standard.

The carrying amount of an item of property, plant and equipment shall be derecognised:

· on disposal, or

· when no future economic benefits or service potential are expected from its use or disposal.

The gain or loss arising from the recognition of an item of property, plant and equipment shall be included in surplus or deficit when the item is derecognised (unless the Standard of GRAP 13 on Leases requires otherwise on a sale and leaseback). Gains shall not be classified as revenue.

The disposal of an item of property, plant and equipment may occur in a variety of ways (e.g. by sale, by entering into a finance lease or by donation). In determining the date of disposal of an item, an entity applies the criteria in the Standard of GRAP on Revenue from Exchange Transactions, for recognising revenue from the sale of goods. The Standard of GRAP 13 on Leases applies to disposal by a sale and leaseback.

If the municipality recognises in the carrying amount of an item of property, plant and equipment the cost of are placement for part of the item, then it derecognises the carrying amount of their placed part regardless of whether the replaced part had been depreciated separately. If it is not practioners for the municipality to determine the carrying amount of the replaced part, it may use the cost of the replacement as an indication of what the cost of the replaced part was at the time it was acquired or constructed.

The gain or loss arising from the derecognition of an item of property, plant and equipment shall be determined as the difference between the net disposal proceeds, if any, and the carrying amount of the item.

The consideration receivable on disposal of an item of property, plant and equipment is recognised initially at its fair value. If payment for the item is deferred, the consideration received is recognised initially at the cash price equivalent. The difference between the nominal amount of the consideration and the cash price equivalent is recognised as interest revenue in accordance with the Standard of GRAP on Revenue from Exchange Transactions reflecting the effective yield on the receivable.

Classes of Property, Plant and Equipment

A class of property, plant and equipment is a grouping of assets of a similar nature or function in the municipality’s operations.  The following classes are identified by the SCOA:

· Land

· Buildings

· Transport Assets

· Infrastructure:  

· Electricity

· Water

· Sanitation

· Solid Waste Disposal

· Transportation

· Railways

· Gas Supply System

· Cemeteries

· Roads (Roads, Pavements, Bridges and Storm Water)

· Airports

· Machinery and Equipment

· Computer Equipment

· Furniture and Office Equipment

Assets Acquired and No Cost or Nominal Cost

Where an asset is acquired at no cost, or for a nominal cost, its cost is its fair value as at the date of acquisition.

An item of property, plant and equipment may be gifted or contributed to the municipality.  For example, land may be contributed to a municipality by a developer at nil or nominal consideration, to enable the municipality to develop parks, roads and paths in the development. 

An asset may also be acquired at nil or nominal consideration through the exercise of powers of sequestration.  Under these circumstances the cost of the item is its fair value as at the date it is acquired.

The measurement at recognition of an item of property, plant and equipment, acquired at no or nominal cost, at its fair value does not constitute a revaluation. Accordingly, the revaluation requirements only apply where the municipality elects to revalue an item of property, plant and equipment in subsequent reporting periods.

Infrastructure Assets

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:

· they are part of a system or network,

· they are specialised in nature and do not have alternative uses,

· they are immovable, and

· they may be subject to constraints on disposal.

Infrastructure assets meet the definition of property, plant and equipment and shall be accounted for in accordance with the above mentioned Standard.  Examples of infrastructure assets include road networks, sewer systems, water and power supply systems and communication networks.

Construction Work-in-progress

The cost of a self-constructed asset is determined using the same principles as for an acquired asset.  If an entity makes similar assets for sale in the normal course of business, the cost of the asset is usually the same as the cost of constructing an asset for sale (see the Standard of GRAP 12 on Inventories).  Therefore, any internal surpluses are eliminated in arriving at such costs. 

Similarly, the cost of abnormal amounts of wasted material, labour or other resources incurred in self-constructing an asset is not included in the cost of the asset.  

Leased Property, Plant and Equipment

The Standard of GRAP 13 on Leases prescribe for lessees and lessors, the appropriate accounting policies and disclosures to apply in relation to finance and operating leases

Initial recognition
At the commencement of the lease term, lessees shall recognise finance leases as assets and liabilities in their statement of financial position at amounts equal to the fair value of the leased property or, if lower, the present value of the minimum lease payments, each determined at the inception of the lease. The discount rate to be used in calculating the present value of the minimum lease payments is the interest rate implicit in the lease, if this is practioners to determine; if not, the lessee’s incremental borrowing rate shall be used.  Any initial direct costs of the lessee are added to the amount recognised as an asset.

Transactions and other events are accounted for and presented in accordance with their substance and financial reality and not merely with legal form. Although the legal form of a lease agreement is that the lessee may acquire no legal title to the leased asset, in the case of finance leases the substance and financial reality are that the lessee acquires the economic benefits or service potential of the use of the leased asset for the major part of its economic life in return for entering into an obligation to pay for that right an amount approximating, at the inception of the lease, the fair value of the asset and the related finance charge.

If such lease transactions are not reflected in the lessee’s financial statements, the assets and liabilities of the municipality are understated, thereby distorting financial ratios.

Therefore, it is appropriate for a finance lease to be recognised in the lessee’s financial statements both as an asset and as an obligation to pay future lease payments. 
At the commencement of the lease term, the asset and the liability forth future lease payments are recognised in the financial statements at the same amounts except for any initial direct costs of the lessee that are added to the amount recognised as an asset.

It is not appropriate for the liabilities for leased assets to be presented in the financial statements as a deduction from the leased assets.

Initial direct costs are often incurred in connection with specific leasing activities, such as negotiating and securing leasing arrangements. The costs identified as directly attributable to activities performed by the lessee for a finance lease are added to the amount recognised as an asset.

Depreciation and Accumulated Depreciation
A finance lease gives rise to a depreciation expense for depreciable assets as well as finance expense for each accounting period. The depreciation policy for depreciable leased assets shall be consistent with that for depreciable assets that are owned, and the depreciation recognised shall be calculated in accordance with the Standard of GRAP on Property, Plant and Equipment and the International Accounting Standard on Intangible Assets.

If there is no reasonable certainty that the lessee will obtain ownership byte end of the lease term, the asset shall be fully depreciated over the shorter of the lease term and its useful life.

The depreciable amount of a leased asset is allocated to each accounting period during the period of expected use on a systematic basis consistent with the depreciation policy the lessee adopts for depreciable assets that are owned. If there is reasonable certainty that the lessee will obtain ownership by the end of the lease term, the period of expected use is the useful life of the asset; otherwise the asset is depreciated over the shorter of the lease term and its useful life.

The sum of the depreciation expense for the asset and the finance expense for the period is rarely the same as the lease payments payable for the period, and it is, therefore, inappropriate simply to recognise the lease payments payable as an expense. Accordingly, the asset and the related liability are unlikely to be equal in amount after the commencement of the lease term.

Impairment

To determine whether a leased asset has become impaired, the municipality applies the Standard of GRAP 21 or 26 on Impairment of Assets.

Classes of Property, Plant and Equipment
Lessees shall, in addition to meeting the requirements of the Standard of GRAP 104 on Financial Instruments make amongst other requirements the following disclosures for finance leases:  “for each class of asset, the net carrying amount at the reporting date”.
Standard of GRAP 13 Leases does not define “for each class of asset” therefore the “some” classes are defined in the SCOA than for “owned” property, plant and equipment.

Consumer Deposits
Deposits paid by consumers for water, electricity, rental deposits and deposits required for other services provided by the municipality.  This account should record all amounts deposited with the municipality by customers as security for the payment of bills.  

Provided for in the SCOA are:

· Electricity

· Street Closure

· Rental Properties

· Water

Non-current Borrowings/Current portion of Non-current Borrowings
Non-current Borrowings

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.  

This account should record in a separate subdivision for each class and series of borrowings the face value of the actually issued and un-matured loans which have not been retired or cancelled; also the face value of such loans issued by other the payment of which has been assumed by the municipality, as well as, until maturity, all long-term debt not otherwise provided for. 

Separate accounts should be maintained for each class of obligation, and records should be maintained to show for each class all details as to date of obligation, date of maturity, interest dates and rates, security for the obligation, etc.  

Provided for in the SCOA are:

· Annuity Loans - This account is for recording annuity loans.  An annuity loan is a loan repayable in fixed instalments (annual, monthly or agreed intervals) and fixed interest rate.  
· Bankers Acceptance Certificate - Bankers acceptance is a promised future payment which is accepted and guaranteed by the bank and drawn on a deposit.
· Derivative Financial Liabilities - Derivative Financial Liabilities are financial instruments under contracts that have one or more underlying and one or more notional amounts.  Derivative is a transaction or contract whose value depends on or, as the name implies, derives from the value of underlying assets such as stock, bonds, mortgages, market indices, or foreign currencies. One party with exposure to unwanted risk can pass some or all of the risk to a second party. The first party can assume a different risk from a second party, pay the second party to assume the risk, or, as is often the case, create a combination. Derivatives are normally used to control exposure or risk.
· Government Loans - This account is for recording loans given by national or provincial government.
· Local Registered Stock - This account is for recording local registered stock.  Local registered stock refers to "stock/bond" issues made by the municipality through BESA being part of the JSE.  
· Marketable Bonds - These are for bonds which could be exchange in an open market prior to maturity.
· Non-annuity Loans - Any other loans not separately provided.
· Non-marketable Bonds - Non-marketable securities are shares held in privately held companies for which there is no ready market.  You have to find your own buyer and negotiate your own price if you wish to sell your shares, e.g. shares in a family owned business.
· PPP Liabilities - Recognition of a liability for an asset created by a Public Private Partnership if the asset qualified for recognition ito GRAP 17 Property, Plant and Equipment.  Where the control approach criteria have been met the asset would be recognised and accordingly the liability.
· Securities - Securities are debt securities (banknotes, bonds and debentures), equity securities (shares and stock) and derivative contracts (forward, futures, options and swaps).
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

The Standard of GRAP 13 Leases prescribe for lessees the appropriate accounting policies and disclosures to apply in relation to finance leases

At the commencement of the lease term, lessees shall recognise finance leases as assets and liabilities in their statement of financial position at amounts equal to the fair value of the leased property or, if lower, the present value of the minimum lease payments, each determined at the inception of the lease. 

The discount rate to be used in calculating the present value of the minimum lease payments is the interest rate implicit in the lease, if this is practioners to determine; if not, the lessee’s incremental borrowing rate shall be used.  Any initial direct costs of the lessee are added to the amount recognised as an asset.

If for the presentation of liabilities on the face of the statement of financial position a distinction is made between current and non-current liabilities, the same distinction is made for lease liabilities.

Minimum lease payments shall be apportioned between the finance charge and the reduction of the outstanding liability. 
The finance charge shall be allocated to each period during the lease term so as to produce a constant periodic rate of interest on the remaining balance of the liability. Contingent rents shall be charged as expenses in the periods in which they are incurred.

In practioners, in allocating the finance charge to periods during the lease term, a lessee may use some form of approximation to simplify the calculation.

The municipality need to make disclosure of the following in the annual financial statements:

· a reconciliation between the total of future minimum lease payments at the reporting date, and their present value;
· disclose the total of future minimum lease payments at the reporting date, and their present value, for each of the following periods:

· not later than one year;
· later than one year and not later than five years; and

· later than five years.
· the depreciation and the finance charge relating to the leased asset shall be included as part of the total depreciation and finance charges respectively.

In addition, the requirements for disclosure in accordance with the Standards of GRAP on Investment Property, Property, Plant and Equipment, Intangible Assets, Agriculture and Impairment of Assets apply to lessees for assets leased under finance leases.

Other Current Financial Liabilities/Non-current Financial Liabilities
Current Financial Liabilities

This account is to be used for recording any other "financial liability" not separately recorded somewhere else to be repaid within twelve months of the reporting date.
Provided for in the SCOA are:

· Agency Fees Payable - Amounts due by the municipalities resulting from agency services provided on behalf of national or provincial departments for example collection of traffic fines for the provincial department of transport.
· Compensation Commission (COID) - This account should be used for recording accruals due to COID.  The Compensation for Occupational Injuries and Diseases Act of 1993 was formerly known as the Workmen’s Compensation Act, which was implemented purely to protect an employee injured or killed in the line of duty. It is, in effect ‘umbrella’ insurance for South Africa’s workers. In a nutshell, in terms of this legislation employees are precluded from suing their employers (subject to a few exceptions) and all employers are compelled to register and to pay contributions to the fund (subject to a few exceptions).  Although the owner of every business in South Africa is obligated by law to pay regular amounts to the Commissioner, municipalities may apply for exemption on condition to self insure the underlying risk.  

· Unamortised Premiums on Long-term Debts - This account should record the excess of the cash value of consideration received over the face value upon the issuance or assumption of long-term debt securities.  Amounts recorded in this account should be amortised over the life of each respective issue under a plan which will distribute the amount equitably over the life of the security.  The amortization would be on a monthly basis, with the amounts thereof to be credited to account for "interest on long-term debt" or account for "short term interest and other interest expense as appropriate'.  
Non-current Financial Liabilities

This account is to be used for recording any other "financial liability" not separately recorded somewhere else.  Long-term debt with an original maturity of more than one year, other than Mortgage and Debenture Bonds and Advances from Associated Companies.

Payments Received in Advance

This account is for payments received in advance from consumers.
Current and Non-current Provisions

The Standard of GRAP 19 Provisions, Contingent Liabilities and Contingent Assets define provisions identify the circumstances in which provisions should be recognised, how they should be measured and the disclosures that should be made about them in the financial statements to enable users to understand their nature, timing and amount.

Provision is a liability of uncertain timing or amount.  “Current” provision would be for the “anticipated” liability to realise within twelve months from the reporting date.

Provisions need to be reviewed at each reporting date and adjusted to reflect the current best estimate.  If it is no longer probable that an outflow of resources embodying economic benefits or service potential will be required to settle the obligation, the provision shall be reversed.

Where discounting is used, the carrying amount of a provision increases in each period to reflect the passage of time.  This increase is recognised as an interest expense.

The periodic unwinding of the discount shall be recognised in surplus or deficit as a finance cost as it occurs. 

A provision shall be used only for expenditures for which the provision was originally recognised.

Only expenditures that relate to the original provision are set against it.  Setting expenditures against a provision that was originally recognised for another purpose would conceal the impact of two different events.

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 entity 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.

Decommissioning, Restoration and Similar Liabilities

Municipalities may have obligations to dismantle, remove and restore items of property, plant and equipment.  Under the Standard of GRAP 17 on Property, Plant and Equipment, the cost of an item of property, plant and equipment includes the initial estimate of the costs of dismantling and removing the item and restoring the site on which it is located, the obligation for which the municipality incurs either when the item is acquired or as a consequence of having used the item during a particular period for purposes other than to produce inventories during that period.  

Events that may change the measurement of an existing decommissioning, restoration or similar liability should be accounted for:

· A change in the estimated outflow of resources embodying economic benefits (e.g. cash flows) or service potential required to settle the obligation.
· A change in the current market-based discount rate (this includes changes in the time value of money and the risks specific to the liability).
· An increase that reflects the passage of time (also referred to as the unwinding of the discount).

Changes in the measurement of an existing decommissioning, restoration and similar liability that result from changes in the estimated timing or amount of the outflow of resources embodying economic benefits or service potential required to settle the obligation, or a change in the discount rate, shall be accounted for as indicated below.
If the related asset is measured using the cost model:

· subject to changes in the liability shall be added to, or deducted from, the cost of the related asset in the current period.

· the amount deducted from the cost of the asset shall not exceed its carrying amount. If a decrease in the liability exceeds the carrying amount of the asset, the excess shall be recognised immediately in surplus or deficit.

· if the adjustment results in an addition to the cost of an asset, the entity shall consider whether this is an indication that the new carrying amount of the asset may not be fully recoverable. If it is such an indication, the entity shall test the asset for impairment by estimating its recoverable amount, and shall account for any impairment loss, in accordance with the Standards of GRAP on impairment of assets.

If the related asset is measured using the revaluation model:

· changes in the liability alter the revaluation surplus or deficit previously recognised on that asset, so that:(i) a decrease in the liability shall be credited directly to revaluation surplus in net assets, except that it shall be recognised in surplus or deficit to the extent that it reverses a revaluation deficit on the asset that was previously recognised in surplus or deficit; and(ii) an increase in the liability shall be recognised in surplus or deficit, except that it shall be debited directly to revaluation surplus in net assets to the extent of any credit balance existing in the revaluation surplus in respect of that asset;

· in the event that a decrease in the liability exceeds the carrying amount that would have been recognised had the asset been carried under the cost model, the excess shall be recognised immediately in surplus or deficit;

· a change in the liability is an indication that the asset may have to be revalued in order to ensure that the carrying amount does not differ materially from that which would be determined using fair value at the reporting date. Any such revaluation shall be taken into account in determining the amounts to be taken to surplus or deficit and net assets under.

If a revaluation is necessary, all assets of that class shall be revalued; and(d) the Standard of GRAP 1 on Presentation of Financial Statements requires disclosure on the face of the statement of changes in net assets of each item of revenue or expense that is recognised directly in net assets. In complying with this requirement, the change in the revaluation surplus arising from a change in the liability shall be separately identified and disclosed as such.

The adjusted depreciable amount of the asset is depreciated over its useful life. Therefore, once the related asset has reached the end of its useful life, all subsequent changes in the liability shall be recognised in surplus or deficit as they occur. This applies under both the cost model and the revaluation model.

The periodic unwinding of the discount shall be recognised in surplus or deficit as a finance cost as it occurs. Capitalisation under the Standard of GRAP 5 on Borrowing Costs is not permitted.

Onerous Contracts
If the municipality has a contract that is onerous, the present obligation (net of recoveries) under the contract shall be recognised and measured as a provision.

Provided for in the SCOA are:

	3.
	4.
	5.
	Definition
	Paragraphs

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

· it is expected to be settled in the entity’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 entity 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.
	

	
	Accrued Leave
	Vacation or annual leave is a short-term employee benefit.  
Vacation leave can either be vested or non-vested.  "Vested" vacation leave means that the employee is entitled to a cash payment for unused leave, e.g. after a certain period of time has elapsed or on resignation.  "Non-vested" leave means that if employees do not use their leave, it is forfeited.  
Unless a municipality has an enforceable right to defer the encashment or utilisation of leave, the liability is treated as a current liability, e.g. a municipality does not have an unconditional right to defer settlement if employees can utilise their leave due at any time or demand that their unused leave be paid.
	

	
	Insurance Claims
	This account is for recording provisions made for insurance excess payment or if the municipality is self-insured provide for claims from third parties for which the either the amount or time of payment is uncertain.
	

	
	Impairment
	Reduction in the value of an asset because the asset no longer generates the benefits expected earlier as determined through periodic assessments. This could happen because of changes in market value of the asset, business environment, government regulations, etc
	

	
	
	Non-current Receivables
	Impairment provision for "non-current receivables" not dealt with separately.
	

	
	
	Other Receivables from Non-exchange Transactions
	Impairment provision for "other receivables from non-exchange transactions" being:

· Insurance Claims
· Property Rates

· Transfers and Subsidies

· Unauthorised Expenditure
	

	
	
	Trade and Other Receivables form Exchange Transactions
	Impairment provision for trade and other receivables from exchange transactions.

· Affiliates/Related Parties/Associated Companies
· Trading Services Debtors [Electricity, Merchandising, Jobbing and Contracts]

· Property Rental Debtors

· Service Charges

· Waste Management

· Waste Water Management

· Water
	

	
	Landfill Sites
	
	

	
	Long-service Awards
	This account is for recording the provision made for long-service awards paid to municipal staff in terms of a policy.
	

	
	Performance Bonus
	This account is for recording the provision made for performance bonuses payable to municipal staff in terms of a policy.
	

	
	Staff Parity
	This account is for making provision to give equal benefits to all staff based on specific criteria.
	

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

· it is expected to be settled in the entity’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 entity 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.
	

	
	Accrued Leave
	Vacation or annual leave is a short-term employee benefit.  Vacation leave can either be vested or non-vested.  "Vested" vacation leave means that the employee is entitled to a cash payment for unused leave, e.g. after a certain period of time has elapsed or on resignation.  "Non-vested" leave means that if employees do not use their leave, it is forfeited.  Unless a municipality has an enforceable right to defer the encashment or utilisation of leave, the liability is treated as a current liability, e.g. a municipality does not have an unconditional right to defer settlement if employees can utilise their leave due at any time or demand that their unused leave be paid.
	

	
	Asset Retirement Obligations
	This account should record the amount of liabilities for the recognition of asset retirement obligations related to electric municipality plant and non-municipality plant that gives rise to the obligations.  This account should be credited for the amount of the liabilities for asset retirement obligations with amounts charged to the appropriate electric municipality plant accounts or non-municipality plant account to record the related asset retirement costs.  The municipality should charge the accretion expense to the account for "Accretion Expense" from asset retirement obligation, for electric municipality plant, the account for "Expenses of Electric Plant Leased to Others", for electric plant leased to others, as appropriate, and credit the account for "Asset Retirement Obligations".  This account should be debited with amounts paid to settle the asset retirement obligations recorded herein.  The municipality should clear from this account any gains or losses resulting from the settlement of asset retirement obligations in accordance relevant instructions prescribed in the General Instructions section of this Volume.
	

	
	Insurance Claims
	This account is for recording provisions made for insurance excess payment or if the municipality is self-insured provide for claims from third parties for which the either the amount or time of payment is uncertain.
	

	
	Impairment
	Reduction in the value of an asset because the asset no longer generates the benefits expected earlier as determined through periodic assessments. This could happen because of changes in market value of the asset, business environment, government regulations, etc
	

	
	
	Trading Services Accounts Receivable
	Affiliates/Related Parties/Associated Companies

Trading Services Debtors [Electricity, Merchandising, Jobbing and Contracts]

Property Rental Debtors

Service Charges

Waste Management

Waste Water Management

Water
	

	
	Landfill Sites
	The initial estimates of the costs of rehabilitation of landfill sites are included in the cost of the asset.  The contra entry is recorded in this account.  The obligation to incur such costs arises either when the entity acquires the asset, or as a result of using the asset over a certain period, except when the asset is used to produce inventory during the period.   This account would also provide for the discounting interest on the present obligation recognised in the surplus or deficit for the period.
	

	
	Long-service Awards
	This account is for recording the provision made for long-service awards paid to municipal staff in terms of a policy.
	

	
	Performance Bonus
	This account is for recording the provision made for performance bonuses payable to municipal staff in terms of a policy.
	

	
	Staff Parity
	This account is for making provision to give equal benefits to all staff based on specific criteria.
	


Short-term Borrowings
This account is for recording short term borrowings.

Borrowing is money received with the implied or expressed intention of returning the same or an equivalent to the borrower with same interest within the next twelve months.  Typical examples would be bridging funds in the anticipation of receiving a transfer or subsidy from an institution.  
Transfers and Subsidies  [Current and Non-current Unspent]
These accounts are used for the recording of operation and capital transfers received, but unspent at the end of the reporting period.

Non-current Transfers and Subsidies are provided for in the rare case the municipality are aware that the money would not be spent within the next 12 months from the reporting date.

The SCOA provides for the accounts based on the set-up applied for transfers and subsidies within revenue.

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.  

This account should record all amounts payable by the municipality within one year, which is not provided for in other accounts for example:

· amounts invoiced for goods and services that have been invoiced but are unpaid at the end of the accounting period; 
· accruals for wages and salaries including source deductions and employee benefits that are unpaid at the end of the accounting period; and

· amounts for goods and services that have been received by the municipality but invoices have not been received at the end of the accounting period.

	5.
	6.
	Definition
	Paragraphs

	Affiliates, Related Parties and Associated Companies
	These accounts should record amounts owing to associated companies on notes, drafts, acceptance, or other similar evidences of indebtedness, and open accounts payable on demand or not more than one year from date of issue or creation.  
	

	Accrued Interest
	Accrued interest is the amount of loan interest that has already occurred, but has not yet been paid to the lender by the borrower.  

The accrued interest will be reported by the borrower as both an expense on its statement of financial performance, and a current liability on its statement of financial position.
	

	Advance Payments
	A liability account used to record an amount received from a customer before a service has been provided or before goods have been shipped.  

This account is referred to as a deferred revenue account and could be entitled customer deposits or unearned revenues.  This account would include debtor’s accounts with credit balances.
	

	Control, Clearing and Interface Accounts
	This group of accounts are used for the recording of uncleared credit amounts resulting from control, interface and clearing accounts required by the general ledger system to import transactions/balances from sub ledger or other systems such a billing, procurement, asset modules, payroll, EFT processes, etc.
	

	Leave Accrual
	A statement of financial position liability account which reports the total amount owed to employees at the reporting date for future vacation days as a result of the employees' past work.  

The leave liability will be treated as an accrual or a provision depending on the level of uncertainty attached to either the timing or amount, the less uncertainty, the more likely that the liability will be an accrual.  

Vacation or annual leave is a short-term employee benefit.  Vacation leave can either be vested or non-vested.  "Vested" vacation leave means that the employee is entitled to a cash payment for unused leave, e.g. after a certain period of time has elapsed or on resignation.  "Non-vested" leave means that if employees do not use their leave, it is forfeited.  

Unless a municipality has an enforceable right to defer the encashment or utilisation of leave, the liability is treated as a current liability, e.g. a municipality does not have an unconditional right to defer settlement if employees can utilise their leave due at any time or demand that their unused leave be paid.
	

	Retentions
	Usually an amount of money held back by the municipality to ensure that the contractor work properly.  
This retention money is due to the contractor as the work is complete, but will not be paid out.  This is to ensure that contractor corrects any defective work.  Normally held of the retention money is paid to the contractor when the project is delivered (or the engineer issues the Certificate of Completion) and the other half is paid within 14 days after the end of the defects liability period.
	

	Trade Creditors
	This account is for recording amounts payable to creditors as well as accruals being goods and services received but not invoices or formally agreed with the supplier.
	

	
	Dividends Declared not Paid
	Dividends declared by the company but not yet paid to the shareholders
	

	
	Electricity Bulk Purchase
	This account should record all payments and accruals due to service providers resulting from the purchase of electricity.
	

	
	Long Service Award
	Long service awards payable to employees in terms of a "long service award" policy.
	

	
	Office of the Auditor-General of South Africa
	Unpaid amounts due to the Auditor-General of South Africa.
	

	
	Payables and Accruals
	Any other payables and accruals not separately provide for in the detail accounts for trade creditors to be included here.
	

	
	Taxes Collected through Payroll Deductions
	UIF, SDL, PAYE, Workmen's Compensation deducted but not yet paid to SARS or other authorities.
	

	
	Water Bulk purchases
	This account should record all payments and accruals due to service providers resulting from the purchase of water.
	


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.

Operating Lease Liability

Lease payments under an operating lease shall be recognised as an expense in the statement of financial performance on a straight-line basis over the lease term unless another systematic basis is more representative of the time pattern of the user’s benefit.

This account is used for the unamortised balance for straight lining of operational lease payments.
The municipalities may add detail posting-level accounts to distinguish between various operational leases within this account.  
Net Assets

“Net assets” is the term used in framework for the preparation and presentation of financial statements to refer to the residual measure in the statement of financial position (assets less liabilities).  Net assets may be positive or negative.  

Although net assets are defined as a residual, it may be sub classified in the statement of financial position.  Such classifications can be relevant to the decision-making needs of the users of financial statements when they indicate legal or other restrictions on the ability of the entity to distribute or otherwise apply its net assets.

Provided for in the SCOA are:

· Accumulated Surplus/Deficit

· Equity

· Minority Interest

· Reserves and Funds

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

Contributions from owners means future economic benefits or service potential that has been contributed to the entity by parties external to the entity, other than those that result in liabilities of the entity, that establish a financial interest in the net assets of the entity, which:

· Conveys entitlement both to distributions of future economic benefits or service potential by the entity during its life, such distributions being at the discretion of the owners or their representatives, and to distributions of any excess of assets over liabilities in the event of the entity being wound up; and/or

· Can be sold, exchanged, transferred or redeemed.”

Transactions with owners that are not entered into in their capacity as owners, as defined, result in revenue for the recipient and expenses for the donor.

Distributions to owners are decreases in residual interest resulting from transfers to owners in their capacity as owners.

Defined under “Equity” in the SCOA are:

· Capital Contributed by Other Government Units - This account provides for capital contributions made to the entity by other government units.  

· Ordinary Shares - An ordinary share represents equity ownership in an company and entitles the owner to a vote in matters put before the shareholders in proportion to their percentage ownership in the company.  Any shares that are not preferred shares and do not have any predetermined dividend amounts.

· Preference Shares - Preference share is shares with fixed dividend yields payable at defined intervals.

Minority Interest

Minority interest is the portion of the entities shares not owned by the parent.

Reserves and Funds

The creation of reserves is sometimes required by statute or other law in order to give the municipality and its creditors an added measure of protection from the effects of future losses.  The existence and size of these legal, statutory and tax reserves is information that can be relevant to the decision-making needs of users.

Transfers to such reserves are deemed to be appropriations of retained earnings, and not expenses.  Any such transfers are disclosed in the statement of changes in net assets.

The distinction between liabilities and residual interest is highly significant.

Creditors have the ability to insist that a transfer of economic benefit or service potential is made to them regardless of the circumstances.  Most entities in the public sector are owned by other government entities or by the public as a constituency or the community as a whole.  These owners frequently do not have the right to participate in a distribution of the net assets.

The amount at which net assets is shown in the statement of financial position is dependent on the measurement of assets and liabilities.  Normally, the aggregate amount of net assets will not necessarily correspond with the fair value of net assets or the sum that could be raised by disposing of, either the net assets on a piecemeal basis, or the municipality as a whole on a going concern basis.

Provided for in the SCOA are:

· 
COID Reserve - This reserve is created to make provision for claim that what have been submitted to the Commission for Occupational Injuries and Diseases.  This is a self insurance reserve.
· 
Housing Development Fund - The Housing Development Fund was established in terms of the Housing Act, (Act No 107 of 1997).  Loans from national and provincial government used to finance housing selling schemes undertaken by the Municipality were extinguished on 1 April 1998 and transferred to a Housing Development Fund.  Housing selling schemes both complete and in progress as a 1 April 1998, were also transferred to the Housing Development Fund.  In terms of the Housing Act, all proceeds from housing developments which include rental income and sale of houses must be paid into the Housing Development Fund.  Monies standing to credit of the Housing Development Fund can be used only to finance housing developments within the municipal areas subject to the approval of the Provincial MEC responsible for housing.  Since the Housing Development Fund was established in terms of legislation it may be reported separately in the Statement of Financial Position and the Statement of Changes in Net Assets.  
· Housing Development Fund:  Operating Fund - Section 1595) and 16 of the Housing Act, (Act 107 of 1997), which came into operation on 1 April 1998, requires that the municipality ensures that a separate housing operating account (known as the Housing Development Fund) is maintained by the municipality as required by sections 15(5) and 16 of the Housing Act No 107 of 1997.  The net proceeds of any letting, sale of property or alienation, financed previously from government housing funds, is paid into a separate operating account and that it is utilised by the municipality for housing development in accordance with the National Housing Policy.
· Housing Development Fund:  Loans Extinguished - Loans extinguished by government on 1 April 1998.  This account would present the difference between provincial and national government loans extinguished and used to finance housing selling schemes undertaken by municipalities with a transfers of the related assets (complete and in progress) to the fund.   Monies standing to the credit of the Housing Development Fund could only be used to finance housing developments within the municipal areas subject to the approval of the Provincial MEC responsible for Housing.

· Revaluation Reserve - A Revaluation Reserve is established upon revaluation of a class of PPE.  GRAP 17 does not require entities to revalue items of property, plant and equipment.  If does however, permit entities to revalue assets if they wish to do so.  In other words, voluntary revaluation of land and building, and other assets for which there is an active marker, is permitted.  When land and buildings are revalued, a Non-Distributable Reserve (Revaluation NDR) is created.  A transfer must be made from the NDR to the accumulated surplus account via the Statement of Changes in Net Assets to offset the additional depreciation charged as a result of the revaluation.  
· 
Self Insurance Reserve - The self insurance reserve is issued where the municipality/entity opted to "self insurer".
· 
Share Premium - Excess amount received over the par value of issued shares.
Terminology Alignment

	SCOA Munics
	Budget Reporting Regulation
	Economic Reporting Framework (ERF)
	Annual Financial Statement Template (GRAP)
	Note/ Comment

	None
	None
	None
	None
	None


SECTION 8 – COSTING SEGMENT
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.

The direct (Primary Cost) is accommodated in the account set-up within the Item Segment:  Expenditure component.

The introduction of this segment is responding to the demand by local government practitioners for guidance and tools for identifying the cost of serving their customers.  It addresses the gap within a sector and provides the functionality to produce consistent data on the cost of trade services; with the added ability to benchmark with other municipalities with a degree of confidence.

The principle on cost allocation in “costing” espoused are in the context of helping to promote a structured and consistent approach to allocating costs during the business process improvement and re-engineering activities.  This process will help municipalities to improve their understanding of the principles and techniques of cost allocation, across municipalities, functions, projects and so allow for cost comparison and benchmarking.

Local government should consider the common cost architecture approach when setting out to ascertain their costs as this will enable municipalities to compare service costs by clarifying the start and end points of a particular process.

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 adds the indirect (secondary cost) dimension. 

“Indirect cost (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.

Illustration:  Overview of the Segment

At the highest level the segment structure distinguish between Departmental Charges (Support Services), Internal Billing and Activity Based Recoveries.

Detail classification within the high-level categories is presented in the body of the section in accordance with the categories presented and defined hereunder.  

	High-level Classifications
	Definitions
	Paragraphs

	Departmental Charges (Support Services)
	This refers to the allocation of overheads to cost centres for example information technology. Distribution could be based on a pro rate allocation based on number of service points or users within the electricity department.  Some financial applications refer to this classification as assessment charges.
	

	Internal Billing
	This refers to departmental use of internal services such as electricity, water, waste water management and waste management, for example cost allocation for the electricity department’s water consumption or the electricity consumed in the purification of water.
	

	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
	


Design Principles

The following design principle(s) have been used in preparing the segment outline:

Principle 1:  The Cost of Individual Service – A key principle is to highlight the “total cost of individual services”. It is normal for overheads to be recharged to services and for these charges to be recorded by those services according to the origin of the recharge (e.g. finance department recharge).  Recharges typically come from support departments and trading operations, but could also be between two front-line services within a service
Principle 2:  Elimination of “Recharges” for Consolidation Purposes – Basic principles of consolidation dictate that charges within the parent municipality should be eliminated leaving only the income and expenditure with the “outside world” in the consolidated statements.  GRAP only requires that certain disclosures (for example staff costs) that require the “true” total of an item be shown not including recharges. SCOA also aims to produce useful data for policy and national accounts purposes which require data in this format.  For all these reasons it is necessary that internal charges are disregarded in preparing annual financial statements and being accounted for in accordance of its expenditure nature.  Therefore, internal cost recovery is dealt with in the Function and Funding Segment thus not to interfere with the “nature” of spending for annual financial statement reporting purposes.

Principle 3:  Customisation of Proposed Model – Various methodologies exist for the apportionment of costs to processes.  A higher level of complexity does not automatically imply that the method is superior.  A more complex system will yield more accurate results; however a more granular approach may be more suitable.  The argument between accuracy and complexity needs to be balanced through adopting an approach that is manageable, not over complicated and fit for the purpose.  However a trade-off needs to be struck between accuracy and the cost of collecting information.  SCOA does not favour any specific methodology but attempts to provide a classification conducive to multi methodologies.  The end-result is that the operation must be as simple as possible providing for maximum accuracy.

The model as provided for in SCOA provides a simple classification to extract information on common areas subject to “recharge” to functions within local government.  The model is not necessary complete and therefore this section of the classification provides for customisation according to the needs of the municipality

Principle 4:  Costing Methodology Guideline - National Treasury through the Costing Methodology Guideline, as it evolves, will continue to progress to a “Standardised Costing Methodology” to assist in determining cost-reflective tariffs and eventually result in a standardised costing system adding value to benchmarking the cost of services between municipalities; this will also inform cost saving strategies based on operational inefficiencies.

Legislative and Regulatory Requirements

The research and development into the segment, categories and detail accounts were guided by the legislation and regulations read with circulars and guidelines issued by National Treasury and summarised in the table below.  Furthermore brief comments on any changes to a circular or guideline (issued by National Treasury) following the SCOA Regulation are given in the “Proposed Changes Column” of the table.

	Act, Regulations, Guideline or Circular
	Section and Requirement
	Proposed Changes

	Municipal Systems Act
	Section 74(2): Tariff Policy
	

	Municipal Finance Management Act, No. 56 of 2003
	Section 19:  Capital Projects


	

	Municipal Finance Management Act, Circulars 55 and 58
	Section 3: Revising rates, tariffs and other charges
	


Classification Structure

The classification provided in this segment is the minimum requirements for reflecting full cost for the four municipal functions being electricity, water waste water management and waste management services.  Should the municipality adopt a more sophisticated costing methodology such as activity based costing, a request may be made to the SCOA Technical Committee following the due process to provide for the alternative structure in SCOA.

The costing classification is further divided into the following posting-level accounts:

· Support Services

· Finance

· Accounting

· Asset Management

· Audit Fees

· Budgets

· Expenditure

· Insurance Fees

· Meter Readers

· Payroll

· Procurement

· Revenue Management

· Corporate Services

· Training and Development

· Employee Benefits

· Resource and Planning

· Labour Relations

· Human Resource Recruitment

· Legal Services

· Postal Services

· Office Rentals

· Telephone

· Telephone Maintenance

· Cleaning Services

· Security

· Security Services

· Security System Maintenance

· Communication

· IT System Ware

· IT Data Ware

· Data Lines

· Radio Maintenance

· Other

· Municipal Manager

· Internal Laboratory Fees

· Project Management

· Internal Billing

· Consumption and Service Charges

· Connection Fees

· Electricity Consumption

· Electricity Pump Stations Water services

· Electricity Streetlights

· Electricity Traffic Lights

· Rates Charges

· Refuse Removal

· Sanitation Charges

· Water Consumption

· Activity Based Recoveries

· Transport Costs

· Light p/km

· Medium p/km

· Heavy p/km

· Extra heavy p/km

· Motorbike p/km

· Plant and Equipment

· Articulated p/h

· Back actor p/h

· Bull dozer p/h

· Compressors p/h

· Concrete mixers p/h

· Excavator p/h

· Front end loader TLB p/h

· Grader p/h

· Rollers p/h

· Tractors p/h

· Trailers p/h

· Quarries

· Concrete mix per ton

· Aggregate per ton

· 6mm stone per ton

· 9mm stone per ton

· 13mm stone per ton

· 19mm stone per ton

· Labour

· Worker

· Henchman

· Operator

· Senior operator

· Tradesman

· Supervisor

· Technical assistant

· Engineer

· Printing Service

· Black and white

· Colour

· Photocopies

Cost Recovery Approach

The typical “cost recovery approach” is explained in the table hereunder.  National Treasury is not at present concerned on which method or even a combination of methods adopted by municipalities.  Standardisation of “cost recovery approaches” would only be of concern once municipalities are able to meet “minimum classification requirements” in recording “cost allocations” within the general ledger accounts and SCOA segments.  

	Classification
	Definitions
	Paragraphs

	Pro Rata Approach
	This approach where it is not possible or too costly to identify actual resource usage.  The costs are allocated on a proportionate allocation basis to outputs by using measures such as:

· Staff involved in production of the output as percentage of total staff;

· Direct resource use in the production of the output as a percentage of total resource use; and

· The budget for the output as a percentage of the total budget.
	

	The  “Usage” or “Benefit” Approach
	This approach is concerned with measuring the actual usage of resources. Examples of apportioning an indirect cost are direct observation, time (in case of indirect staff costs) and log sheets (in case of vehicle and plant equipment)
	


Terminology Alignment

	SCOA Municipalities
	Budget Reporting Regulation
	Economic Reporting Framework (ERF)
	Annual Financial Statement Template (GRAP)
	Note/Comment

	Current and Non-current Borrowing
	Borrowing [Funding Mechanism SA12]
	Not defined
	Current and Non-current Liabilities
	For the purpose of the “source of funding” restricted to “borrowings” and not other forms of liabilities”.

	Secondary Costing
	Departmental Charges
	Not defined
	Not defined
	Terminology based on the segment added to the SCOA for “financial modelling”

	Fund Segment
	Not defined
	Fund Segment
	Not defined
	

	Transfers and Subsidies:

· Departmental Agencies and Accounts

· Public Corporations

· Private Enterprises

· Households

· Universities and Technicons

· Non-profit Institutions

· Foreign Government and international Organisations
	Contributed Assets

Contributions Recognised

Public Contributions and Donations

Transfers Recognised Operational/Capital
	Not defined but included in “Transfers and Subsidies”.
	Public Contributions and Receipts

Government Grants and Subsidies
	Aligned to ERF


SECTION 9 – SPECIFIC STAKEHOLDERS
This section of the document will elaborate on consideration taken into account in the design of the SCOA segments and detail classification based on specific reporting requirements from stakeholders making use of local government information.  These stakeholders presently consist of the Department of Water Affairs, South African Revenue Services and the National Energy Regulator of South Africa.  

The principle underlying meeting the requirements of specific stakeholders is to provide sufficient classification to address the report extraction of financial information.  

The inclusion of stakeholder information does not relieve the municipalities from their reporting responsibilities in terms of stakeholder’s specific legislative or sector requirements.  

Consolidated information would be maintained on the local government database hosted by National Treasury but specific reports would be designed and vendors requested to ensure that the various systems provide for report creation to ensure consistent reporting throughout municipalities to stakeholders. 

	STAKEHOLDER GROUPS CONSULTED

	A
	Provincial Treasuries
	Eastern Cape

	
	
	Free State

	
	
	Gauteng

	
	
	Kwazulu-Natal

	
	
	Mpumalanga

	
	
	North West

	
	
	Northern Cape

	
	
	Polokwane

	
	
	Western Cape

	B
	National Departments
	Agriculture, Forestry and Fisheries

	 
	 
	Arts and Culture

	 
	 
	Cooperative Governance and Traditional Affairs

	 
	 
	Energy 

	 
	 
	Environmental Affairs

	 
	 
	GCIS

	 
	 
	Health

	 
	 
	Higher Education and Training

	 
	 
	Human Settlements

	 
	 
	Labour

	 
	 
	Mineral Resources

	 
	 
	National Treasury 

	 
	 
	PALAMA

	 
	 
	Public Works  

	 
	 
	Rural Development and Land Reform 

	 
	 
	SAPS

	 
	 
	Sport and Recreation

	 
	 
	State Security

	 
	 
	Statistics South Africa

	 
	 
	STATSA

	 
	 
	The Presidency  

	 
	 
	Tourism 

	 
	 
	Transport  

	 
	 
	Water Affairs

	C
	Professional & oversight bodies
	Accounting Standards Board (ASB)

	
	
	Auditor-General of South Africa (AGSA)

	
	
	Institute of Municipal Financial Officers (IMFO)

	
	
	South African Local Government Association (SALGA)

	
	
	South African Institute of Chartered Accountants (SAICA ) 

	D
	Regulators
	NERSA

	 
	 
	SARB

	 
	 
	SALGA

	E
	Municipalities
	City of Cape Town

	
	
	Ethekweni

	
	
	Knysna

	
	
	City of Polokwane

	
	
	Steve Tshwete

	
	
	City of Johannesburg and some of their Agencies

	F
	Advisors and Consultants
	Altimax

	 
	 
	Bigen

	 
	 
	Business Engineering

	 
	 
	Camelsa Consulting Group

	 
	 
	CMRA

	 
	 
	CQS Technology Holdings

	 
	 
	Deloitte

	 
	 
	Ditisi

	 
	 
	DNA Economics

	 
	 
	Ducharme Consulting

	 
	 
	Dyna Tech

	 
	 
	EOH

	 
	 
	Ernst & Young

	 
	 
	Inca Portfolio Managers

	 
	 
	KPMG

	 
	 
	LDSW Incorporated

	 
	 
	Mubescko

	 
	 
	Nexia SAB&T

	 
	 
	Protect-a-partner

	 
	 
	PWC

	 
	 
	Sifuna

	 
	 
	Tiro Matlapeng IT

	 
	 
	W Consulting

	 
	 
	Polokwane

	 
	 
	Western Cape

	G
	System Vendors
	BIQ

	
	
	Dolphin

	
	
	Fujitshi (Promis / Abacus)

	
	
	Munsoft

	
	
	Pastel

	
	
	Payday

	
	
	Phoenix

	
	
	Quill

	
	
	SAMRAS

	
	
	SAP

	
	
	Sebata

	
	
	Vesta


SECTION 10 - GLOSSARY OF TERMINOLOGY
	TERM
	DESCRIPTION / EXPLANATION

	A

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

	Accounting basis
	The accrual or cash basis of accounting.

	Accounting policies
	The specific principles, bases, conventions, rules and practices applied by an entity in preparing and presenting financial statements.

	Accrual basis
	A basis of accounting under which transactions, other events and conditions are recognised when they occur (and not only when cash or its equivalent is received or paid). Therefore, the transactions, other events or conditions are recorded in the accounting records and recognised in the financial statements of the periods to which they relate. The elements recognised under accrual accounting are assets, liabilities, net assets, revenue and expenses.

	Accumulated deferred income tax
	A group of balance sheet accounts representing accumulated charges or credits to book accounting income, equivalent to the income tax effects arising from timing differences between the periods in which transactions affect taxable income and the periods in which they enter into the determination of pretax accounting income.  Most commonly, they arise from normalizing the tax reductions resulting from the use of Accelerated Amortisation of Liberalised Depreciation, including the Accelerated Cost Recovery System (defined herein) for tax purposes instead of straight-line or other non-liberalised depreciation methods used for book purposes.  

	Accumulated depreciation and amortisation
	Accumulated depreciation of electric utility plant-property, plant and equipment:  This account should be credited with the following:

· Amounts charged to the Depreciation expense account, for current depreciation, expense for electric plant in service.

· Amounts charged to the Depreciation expense for asset retirement costs account, for current depreciation expense charged to the applicable asset retirement cost account to such property.

· Amounts charged to the Interest, Dividend and Other Income for Depreciation expense on property, Electric plant held for future use account.  Include also the balance of accumulated provision for Depreciation on property when transferred to Electric plant held for future use account, from other property accounts.

· Amounts charged to the account, Expenses of electric plant leased to others, for electric plant included in account, Electric plant leased to others.

· Amounts of Depreciation applicable to electric plant donated to the Utility.

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

	Acquiree
	The entity and/or the functions that the acquirer obtains control of in a transfer of functions.

	Acquirer
	The entity that obtains control of the acquiree or transferor.

	Acquisition cost
	When an entity initially recognises assets such as items of property, plant and equipment, investment properties, intangible assets and heritage assets using the Standards of GRAP, it measures those assets using either cost (if the asset is acquired in an exchange transaction) or at fair value (if the asset is acquired in a non-exchange transaction). This cost or fair value on initial acquisition of an asset is the acquisition cost.

	Acquisition date
	The date on which the acquirer obtains control of the acquiree.

	Active market
	A market in which all the following conditions exist: 

a)  the items traded in the market are homogeneous; 

b) willing buyers and sellers can normally be found at any time;  and 

c) prices are available to the public.

	Actuarial gains and losses
	Gains and losses that comprise: (a) experience adjustments (the effects of differences between the previous actuarial assumptions and what has actually occurred); and (b) the effects of changes in actuarial assumptions.

	Administrative and general expenses
	Administrative and general salaries:  This account should record the compensation (salaries, bonuses, and other consideration for services, but not including directors' fees) of officers, executives, and other employees of the Utility properly chargeable to utility operations and not chargeable directly to a particular operating function.  This account may be subdivided in accordance with a classification appropriate to the departmental or other functional organization of the Utility.

Office supplies and expenses:  This account should record office supplies and expenses incurred in connection with the general administration of the Utility's operations, which are assignable to specific administrative or general departments and are not specifically provided for in other accounts. This includes the expenses of the various administrative and general departments, the salaries and wages of which are included in the account for "Administrative and general salaries".  This account may be subdivided in accordance with a classification appropriate to the departmental or other functional organization of the Utility.

Administrative expenses transferred – Credit:  This account should be credited with administrative expenses recorded in the accounts for "Administrative and general salaries" and "Office supplies and expenses" which are transferred to construction costs or to non-utility accounts.

Outside services employed:  This account should record the fees and expenses of professional consultants and others for general services which are not applicable to a particular operating function or to other accounts. It should also record the pay and expenses of persons engaged for a special or temporary administrative or general purpose in circumstances where the person so engaged is not considered as an employee of the Utility.  This account should be so maintained as to permit ready summarization according to the nature of service and the person providing the service.

Insurance premiums:  This account should record the cost of insurance premiums.
Injuries and damages:  This account should record the cost reserve accruals to protect the Utility against injuries and damages claims of employees or others, losses of such character not covered by insurance, and expenses incurred in settlement of injuries and damages claims. It should also record the cost of labour and related supplies and expenses incurred in injuries and damages activities.  Reimbursements from insurance companies or others for expenses charged hereto on account of injuries and damages and insurance dividends or refunds should be credited to this account.

Employee pensions and benefits:  The cost of pension and benefit expense as determined under prevailing GAAP should recorded in this account.  Utilities should segregate costs for non-utility pensions and benefits expenses, and those amounts charged to construction, operations & maintenance and G&A accounts either through sub accounts or a credit to this account for that value.
Energy Regulator expenses:  This account should record all third party expenses and payments for fees assessed against the Utility for regulatory proceedings. Costs will include levies and expenses of the Energy Regulator permissible under the Electricity Regulation Act.

General advertising expenses:  This account should record the cost of labour, materials used, and expenses incurred in advertising and related activities, the cost of which by their content and purpose are not provided for elsewhere.

Miscellaneous general expenses:  This account should record the cost of labour and expenses incurred in connection with the general management of the Utility not provided for elsewhere.

Rents:  This account should record rents properly includible in utility operating expenses for the property of others used, occupied, or operated in connection with utility operations other than head office rent. This account should record rents for retail offices and field offices. Exclude only those payments associated with operating and maintaining servitude (right of way) properties.

Head office rent:  This account shall include rents properly includible in utility operating expenses for the property of others used, occupied, or operated in connection with the head office.

IT G & A expense:  This account should record the compensation (salaries, and expenses) employees of the IT department related to general and administrative activities properly chargeable to utility operations for the provision of regular utility services and not chargeable directly to a particular operating function.

Maintenance of general plant:  This account should record the cost assignable to customer accounts, sales and administrative and general functions of labour, materials used and expenses incurred in the maintenance of property, where the book cost is recorded in the account for "Structures and improvements", account for "Office furniture and equipment", account for "Computer hardware & voice and data network equipment", account for "Communication equipment", and account "Miscellaneous equipment".  Maintenance expenses on office furniture and equipment used other than in general, commercial and sales offices should be charged to the specific account under the following:

· Power Generation (Hydro, Coal, Gas, Nuclear, etc)

· Transmission

· Distribution

Energy Regulator expenses disallowed:  This account should record all costs exceeding the Energy Regulator approved amounts and all disallowed costs in regards to third party expenses and payments made for fees assessed against the Utility for formal regulatory proceedings.

	Agency Service
	The principle underlying agency services is that the Municipality performs a service on behalf of another entity.

	Agricultural activity
	The management by an entity of the biological transformation of biological assets for sale, into agricultural produce, or into additional biological assets.

	Agricultural produce
	Agricultural produce is the harvested product of the entity’s biological assets.

	Agricultural purpose
	In relation to the use of a property, excludes the use of a property for the purpose of eco-tourism or for the trading in or hunting of game.

	Air Transport
	Air Transport services provided by a municipality.

	Amortisation
	Amortisation is the systematic allocation of the depreciable amount of an intangible asset over its useful life.  The gradual write-off of an amount in an account by prorating such amount over a predetermined period, such as the life of the asset or liability to which it applies, or the period during which it is anticipated the benefit will be realised.

	Amortised cost of a financial asset or financial liability
	The amount at which the financial asset or financial liability is measured at initial recognition minus principal repayments, plus or minus the cumulative amortisation using the effective interest method of any difference between that initial amount and the maturity amount, and minus any reduction (directly or through the use of an allowance account) for impairment or uncollectibility.

	Ancillary Services
	Those services necessary to support the transmission of energy from resources to loads while maintaining reliable operation of the transmission provider’s transmission system.  Ancillary services include:

· Black Start Service:  A contracted ancillary service acquired for the benefit of all loads, provided by generating or load resources capable of starting without support of the transmission grid.

· Non-Spinning Reserve Service:  An ancillary service that provides operating reserve not connected to the system but capable of serving demand within a specific time, or interruptible load that can be removed from the system in a specified time.  Generally, the capacity needs to be able to be brought on-line within ten minutes, or the interruptible load needs to be removed within ten minutes.

· Regulation and Frequency Response Service:  An ancillary service which provides for following the moment-to-moment variations in the demand or supply in a control area and maintaining scheduled interconnection frequency.

· Replacement Reserve Service:  An ancillary service that is procured from generation resource units planned to be off-line and load acting as a resource that are available for interruption during the period of requirement.

· Spinning Reserve Service:  An ancillary service provided where unloaded (not in use) generating capacity of a system’s firm resources is available on minutes’ notice to take up load on a sustained basis.

· Voltage Support Service:  An ancillary service that is required to maintain transmission and distribution voltages on the transmission grid within acceptable limits.

	Annual budget
	Annual budget is an approved budget for one year. It does not include published forward estimates or projections for periods beyond the budget period.

	Appropriation
	An authorisation granted by Parliament, the legislatures, municipal councils or other relevant authority approving the budget to allocate funds for purposes specified by the relevant authority.

	Approved budget
	The expenditure authority derived from laws, appropriation bills, regulations and other decisions related to the anticipated revenue or receipts for the budgetary period.

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

	Assets held by a long-term employee benefit fund
	Assets (other than non-transferable financial instruments issued by the reporting entity) that:

(a) are held by an entity (a fund) that is legally separate from the reporting entity and exists solely to pay or fund employee benefits; and 

(b) are available to be used only to pay or fund employee benefits, are not available to the reporting entity's own creditors (even in liquidation), and cannot be returned to the reporting entity, unless either:

 (i) the remaining assets of the fund are sufficient to meet all the related employee benefits obligations of the plan or the reporting entity; or 

(ii) the assets are returned to the reporting entity to reimburse it for employee benefits already paid.

	Associate
	An associate is an entity, including an unincorporated entity such as a partnership, over which the investor has significant influence and that is neither a controlled entity nor an interest in a joint venture.

	B

	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.

	Bank overdraft
	An overdraft occurs when money is withdrawn from a bank account and the available balance goes below zero.

	Basic municipal services
	A basic municipal service is a service that is necessary to ensure an acceptable and reasonable quality of life and, if not provided, would endanger public health or safety or the environment.

	Biological asset
	A biological asset is a living animal or plant.

	Biological transformation
	Biological transformation is the processes of growth, degeneration, production, and procreation that cause qualitative or quantitative changes in a biological asset.

	Bonds (Mortgage)
	Certificates of indebtedness representing long-term borrowing of capital funds, the terms of which contain an indenture pledging property as security for the loan and providing for the appointment of a trustee to represent the bondholders.  If the lien of the mortgage is limited to specific property owned as the time the mortgage was created and to replacements thereof, the mortgage is described as “closed.”  If the lien extends to “after acquired” property which may be used as the basis for issuance of additional bonds under the terms and provisions of the indenture, the mortgage is referred to as an “open-end” mortgage. 

	Book costs
	The amounts recorded on a company’s accounting records at any given time, usually at the most recent closing date or at year end.  These amounts may reflect accumulated provisions for depreciation, amortisation, or other purposes.

	Book gain or loss
	The difference between the original cost or book value and the proceeds from the sale of a security or asset.

	Book value
	The value of a security or asset as shown by the accounting records of the holders.  Frequently may be the acquisition cost or other figures that are different from market value

	Book value per share of common stock
	Common Stock Equity divided by the number of common shares outstanding at the date of computation.

	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 the same interest.

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

	Borrowing costs
	Borrowing costs are Interest and other costs that an entity incurs in connection with the borrowing of funds.

	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 includes the responsibilities of the Chief Financial Officer, Revenue and Expenditure management, etc.

	Budgetary basis
	The accrual, cash or other basis of accounting adopted in the budget approved by the legislative body.

	Bulk processes
	Business processes are the set of activities taking place from the initiation of a process to the completion thereof.  Typical in the context of financial reporting a source document from an activity within a business process initiates the activity to flow through a defined business process ultimately resulting in the transaction to be captured within a financial model in the system and updating the general ledger.  The SCOA Classification Framework provides a classification structure within the general ledger to “record” transaction information within “fields” within the database functioning in the background of the financial application.

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

	By-election
	A by-election is an election that is held between the regular elections called in terms of section 24.

	By-law
	A by-law is legislation passed by the council of a municipality binding in the municipality on the persons to whom it applies.

	By-laws to give effect to rates policy
	1)  A municipality must adopt by-laws to give effect to the implementation of its rates policy.  

2)  By-laws in terms of subsection (1) may differentiate between 

(a) different categories of properties and

(b) different categories of owners of properties liable for the payment of rates.

	C

	Call deposits and investments
	Investing money with an enterprise with the expectation of earning a return on the investment in the form of interest for a short term usually less than 12 months.  

	Capacity
	In relation to a municipality, includes the administrative and financial management capacity and infrastructure that enables a municipality to collect revenue and to govern on its own initiative the local government affairs of its community.

	Capital projects
	1)  A municipality may spend money on a capital project only if 

(a) the money for the project, excluding the cost of feasibility studies conducted by or on behalf of the municipality, has been appropriated in the capital budget referred to in section 17(2); 

(b) the project, including the total cost, has been approved by the council; 

(c) section 33 has been complied with, to the extent that that section may be applicable to the project; and 

(d) the sources of funding have been considered, are available and have not been committed for other purposes.  

2) Before approving a capital project in terms of subsection (1)(b), the council of a municipality must consider

 (a) the projected cost covering all financial years until the project is operational; and

 (b) the future operational costs and revenue on the project, including municipal tax and tariff implications. 

3) A municipal council may in terms of subsection (1)(b) approve capital projects below a prescribed value either individually or as part of a consolidated capital programme.

	Carrying amount (of an asset)
	The amount at which an asset is recognised in the statement of financial position after deducting any accumulated depreciation and accumulated impairment losses thereon.

	Carrying amount (of a heritage asset)
	The amount at which an asset is recognised after deducting accumulated impairment losses.

	Carrying amount (of an intangible asset)
	The amount at which an asset is recognised after deducting any accumulated amortisation and accumulated impairment losses thereon.

	Carrying amount (of investment property)
	The amount at which an asset is recognised in the statement of financial position.

	Carrying amount of a liability
	The amount at which a liability is recognised in the statement of financial position.

	Carrying amount (of property, plant and equipment)
	The amount at which an asset is recognised after deducting any accumulated depreciation and accumulated impairment losses.

	Cash
	Cash on hand and demand deposits.

	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.

	Cash at bank
	This group of accounts include current accounts and savings accounts held at commercial banks (primary and secondary) bank accounts and savings accounts. {Primary Bank account as determined ito section 8 of the MFMA}  

	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”.

	Cash basis
	A basis of accounting that recognises transactions and other events only when cash is received or paid.

	Cash equivalents
	Short-term, highly liquid investments that are readily convertible to known amounts of cash and which are subject to an insignificant risk of changes in value.

	Cash flows
	Inflows and outflows of cash and cash equivalents.

	Cash generating assets
	Assets held with the primary objective of generating a commercial return.

	Cash generating unit
	The smallest identifiable group of assets held with the primary objective of generating a commercial return that generates cash inflows from continuing use that are largely independent of the cash inflows from other assets or groups of assets.

	Cash on hand
	Cash held for petty cash, cashier surplus, undeposited money, etc.

	Category
	In relation to municipalities, means a cat. A, B or C municipality envisaged in section 155(1) or the Constitution.

	Change in accounting estimate
	An adjustment of the carrying amount of an asset or a liability, or the amount of the periodic consumption of an asset, that results from the assessment of the present status of, and expected future benefits and obligations associated with, assets and liabilities. Changes in accounting estimates result from new information or new developments and, accordingly, are not corrections of errors.

	Circuit breaker
	A protective device located on an electric circuit to interrupt the flow of current at that particular point.  If a transmission or distribution line or transformer experiences an electrical fault or short circuit, it can be disconnected from the rest of the system by means of a circuit breaker.  The interrupting medium can be either air, oil or gas.

	Citizen
	A citizen of the Republic as envisaged in Section 3 of the Constitution.

	Class of heritage assets
	A grouping of heritage assets of a similar nature or function in an entity’s operations that is shown as a single item for the purpose of disclosure in the financial statements.

	Class of property, plant and equipment
	A grouping of assets of a similar nature or function in an entity’s operations, that is shown as a single item for the purpose of disclosure in the financial statements.

	Class of service
	A group of customers with similar characteristics which is identified for the purpose of setting a rate for electric service, and include:  

· Commercial(small light and power):  An energy-consuming sector that consists of service-providing facilities and equipment of non-manufacturing businesses, such as restaurants, retail stores, hotels and other private organisations, such as religious, social or fraternal groups.  The commercial sector includes institutional living quarters.  Common uses of energy associated with this sector include space heating, water heating, air conditioning, lighting, refrigeration, cooking and running a wide variety of other equipment.  Commercial customers may be classified as a function of energy demand or annual usage, which meets some specified limit set by the energy provider.

· Industrial(large light and power):  An energy-consuming sector that consists of all manufacturing facilities and equipment used for producing, processing or assembling goods.  The industrial sector encompasses the following types of activity:  manufacturing, agriculture, forestry and fisheries, mining and construction.  Overall energy use in this sector is largely for process heat and cooling and powering machinery, with lesser amounts used for facility heating, air conditioning and lighting.  Fossil fuels are also used as raw material inputs to manufactured products.  This sector may include energy deliveries to large commercial customers, and may exclude deliveries to small industrial customers, which may be included in the commercial sector.  It also may classify by using the North American Industry Classification System (NAIC) or on the basis of energy demand or annual usage exceeding some specified limit set by the energy provider.

· Other:  The other category is defined as representing electricity customers not elsewhere classified.  This category included public street and highway lighting service, service to public authorities, railroad and railway service and interdepartmental services.

· Interdepartmental includes amounts charged by the electric department at tariff or other specified rates for electricity supplied by it to other utility departments.

· Public Authorities includes electricity supplied and services rendered to municipalities or divisions or agencies of State of Federal Governments, under special contracts or agreements or service classifications applicable only to public authorities.

· Public Street and Highway Lighting includes electricity supplied and services rendered for the purpose of lighting streets, highways, parks and for other public places or for traffic or other signal system services, for municipalities or for other divisions or agencies of State of Federal governments.

· Railroad and Railway includes electricity supplied and services rendered to railroads and interurban and street railways, for general railroad use including the propulsion of cars or locomotives, where such electricity is supplied under separate and distinct rate schedules.

· Residential:  An energy-consuming sector that consists of living quarters for private households.  Common uses of energy associated with this sector included space heating, water heating, air conditioning, lighting, refrigeration, cooking and running a variety of other appliances.  The residential sector excludes institutional living quarters.  This sector may exclude deliveries or sales to apartment buildings or homes on military bases (these buildings or homes may be included in the commercial sector).

· Sales for Resale:  Resale or wholesale sales are electricity sold (except under exchange agreements) to other electric utilities or to public authorities for resale distribution. (This includes sales to requirements and non-requirements customers).

	Clearing accounts
	Accounts used for the accumulation of expenses which cannot be equitably distributed at the time of the charge.  These accounts are cleared by distribution to other accounts on the basis of past experience, benefits received or on some other reasonable basis.

	Close members of the family of a person
	Those family members who may be expected to influence, or be influenced by that person in their dealings with the entity. As a minimum, a person is considered to be a close member of the family of another person if they: 

(a) are married or live together in a relationship similar to a marriage; or 

(b) are separated by no more than two degrees of natural or legal consanguinity or affinity.

	Closing rate
	The closing rate is the spot exchange rate at the reporting date.

	Code of conduct
	In relation to 

(a) a councillor means the Code of Conduct set out in Schedule 1; and 

(b) a staff member of the municipality means the Code of Conduct set out for Schedule 2.

	Cogeneration (Cogen)
	Combined Heat and Power (CHP) – The simultaneous production of electric energy and useful thermal energy for industrial, commercial, heating or cooling purposes.  The Energy Information Administration (EIA) has adopted this term in place of “cogeneration”.

	Combined entity
	A new reporting entity formed from the combination of two or more entities.

	Combining entities
	The entities that are combined for the mutual sharing of risks and benefits in a merger.

	Commencement of the lease term
	The date from which the lessee is entitled to exercise its rights to use the leased asset. It is the date of initial recognition of the lease (i.e. the recognition of the assets, liabilities, revenue and expenses resulting from the lease, as appropriate).

	Commercial services [Fund Segment]
	This separation is made to identify these services as they either need to meet breakeven point, or make a profit without cross-subsidising from “Trading Services” such as Fresh Produce Markets, Abattoirs, Urban Transport, Botanical Gardens, etc.  By including this category in this segment allows for the classification of reporting information on the financial performance and position per “commercial service”.  These various services that the municipality engages in need to be added as posting-level detail.

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

	Comparable basis
	The actual amounts presented on the same accounting basis, same classification basis, for the same entities and for the same period as the approved budget.

	Component of an entity
	The operations and cash flows that can be clearly distinguished, operationally and for financial reporting purposes, from the rest of the entity.

	Composite social security programmes
	Programmes established by legislation; and 

(a) operate as multiple-employer plans to provide post-employment benefits; as well as to 

(b) provide benefits that are not consideration in exchange for service rendered by employees.

	Concessionary loan
	A concessionary loan is a loan granted to or received by an entity on terms that are not market related.

	Conditions (on transferred assets)
	Stipulations that specify that the future economic benefits or service potential embodied in the asset is required to be consumed by the recipient as specified or future economic benefits or service potential must be returned to the transferor

	Conductor
	A substance or body that allows an electric current to pass continuously along it.

	Conduit
	A duct designed to contain underground cables, conductors and wires.

	Consolidated financial statements
	The financial statements of an economic entity presented as those of a single entity.

	Construction contract
	A contract, or a similar binding arrangement, specifically negotiated for the construction of an asset or a combination of assets that are closely interrelated or interdependent in terms of their design, technology and function or their ultimate purpose or use.

	Construction contracts and receivables
	Amounts due from clients resulting from construction contracts undertaken by the municipality.  A Construction contract is a contract or a similar binding arrangement, specifically negotiated for the construction of an asset or a combination of assets that are closely interrelated or interdependent in terms of their design, technology and function or their ultimate purpose or use.  Construction contracts include contracts for the rendering of services which are directly related to the construction of the asset, for example, those for the services of project managers and architects and contracts for the destruction or restoration of assets, and the restoration of the environment following the demolition of assets.

	Constructive obligation
	An obligation that derives from a municipality's action where:  

(a) by an established pattern of past practice, published policies or a sufficiently specific current statement, the municipality has indicated to other parties that it will accept certain responsibilities; and 

(b) as a result, the municipality has created a valid expectation on the part of those other parties that it will discharge those responsibilities.

	Consumer deposits
	Deposits paid by consumers for water, electricity, rental deposits and deposits required for other services provided by the municipality.  This account should record all amounts deposited with the municipality by customers as security for the payment of bills.

	Contingent asset
	A possible asset that arises from past events, and whose existence will be confirmed only by the occurrence or non-occurrence of one or more uncertain future events not wholly within the control of the entity.

	Contingent consideration
	Usually, an obligation of the acquirer to transfer additional assets or a residual interest to the former owners of an acquiree as part of the exchange for control of the acquiree if specified future events occur or conditions are met. However, contingent consideration also may give the acquirer the right to the return of previously transferred consideration if specified conditions are met.

	Contingent  liability
	(a) a possible obligation that arises from past events and whose existence will be confirmed only by the occurrence or non-occurrence of one or more uncertain future events not wholly within the control of the entity; or 

(b) a present obligation that arises from past events but is not recognised because;  

(i) it is not probable that an outflow of resources embodying economic benefits or service potential will be required to settle the obligation; or 

(ii) the amount of the obligation cannot be measured with sufficient reliability.

	Contingent rent
	That portion of the lease payments that is not fixed in amount but is based on the future amount of a factor that changes other than with the passage of time (e.g. percentage of future sales, amount of future use, future price indices, future market rates of interest).

	Contracted services
	Services rendered by a contractor.

	Contractor
	An entity that performs construction work pursuant to a construction contract.

	Contributions from owners
	Future economic benefits or service potential that has been contributed to the entity by parties external to the entity, other than those that result in liabilities of the entity, that establish a financial interest in the net assets of the entity, which: 

(a) conveys entitlement both to distributions of future economic benefits or service potential by the entity during its life, such distributions being at the discretion of the owners or their representatives, and to distributions of any excess of assets over liabilities in the event of the entity being wound up; and/or 

(b) can be sold, exchanged, transferred or redeemed.

	Control
	The power to govern the financial and operating policies of another entity so as to benefit from its activities.

	Control of an asset
	Control of an asset arises when the entity can use or otherwise benefit from the asset in pursuit of its objectives and can exclude or otherwise regulate the access of others to that benefit.

	Controlled entity
	An entity, including an unincorporated entity such as a partnership that is controlled by another entity (known as the controlling entity).

	Controlling entity
	An entity that has one or more controlled entities.

	Core functions
	Section 145(1) functions as per the Constitution.  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.

	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.

	Cost
	The amount of cash or cash equivalents paid or the fair value of the other consideration given to acquire an asset at the time of its acquisition or construction.

	Cost (of a heritage asset and an intangible asset)
	The amount of cash or cash equivalents paid or the fair value of the other consideration given to acquire an asset at the time of its acquisition or construction, or, where applicable, the amount attributed to that asset when initially recognised in accordance with the specific requirements of other Standards of GRAP.

	Cost allocation
	This Is the process of correctly assigning a single cost to more than one business unit, activity, process, product or service in a manner that prevents cross subsidisation.  It is a formula or ratio for sharing the cost of an activity among those which cause the cost to be incurred.

	Cost elements
	This level provides for a distinction in cost-elements a distinction between “employee related cost, material and supplies and contracted services”.

	Cost method
	A method of accounting for an investment whereby the investment is recognised at cost. The investor recognises revenue from the investment only to the extent that the investor is entitled to receive distributions from accumulated surpluses of the investee arising after the date of acquisition. Entitlements due or received in excess of such surpluses are regarded as a recovery of investment and are recognised as a reduction of the cost of the investment.

	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".

	Costs of disposal
	Incremental costs directly attributable to the disposal of an asset, excluding finance costs and income tax expense.

	Cost of removal
	The cost of demolishing, dismantling, tearing down or otherwise removing an electric plant, including the cost of transportation and handling incidental thereto.

	Cost of service
	The total costs incurred by a company in providing utility services.  Usually refers to annual costs unless otherwise specified.  This amount, which consists of estimated operating expenses, depreciation, taxes, a return on the rate base (investment), and possibly other costs, is used to design and establish regulated “cost – based” rates.

	Cost of service regulation
	Traditional electric utility regulation under which a utility is allowed to charge rates based on the cost of providing service to customers, and which allow for an approved level of profit.

	Cost plus or cost based contract
	A construction contract in which the contractor is reimbursed for allowable or otherwise defined costs and, in the case of a commercially-based contract, an additional percentage of these costs or a fixed fee, if any.

	Costs to sell
	The incremental costs directly attributable to the disposal of an asset (or disposal group), excluding finance costs and income tax expense.

	Council 
	A council is the legislative body that governs a municipality.

	Councillor
	A member of the municipal council.

	Credit risk
	The risk that one party to a financial instrument will cause a financial loss for the other party by failing to discharge an obligation.

	Cross subsidisation
	When a firm, producing more than one product uses the revenues from the sale of one product to cover the costs of producing another product or, the process of assigning costs between divisions/services/products in a manner that does not objectively reflect the manner in which the costs are incurred.

	Currency risk
	The risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in foreign exchange rates.

	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.

	Current and accrued liabilities
	Accounts payable & accrued liabilities:  This account should record all amounts payable by the Utility within one year, which are not provided for in other accounts. Examples that are to be included in this account are: Amounts invoiced for goods and services that have been invoiced but are unpaid at the end of the accounting period; Accruals for wages and salaries including source deductions and employee benefits that are unpaid at the end of the accounting period; Amounts for goods and services that have been received by the Utility but invoices have not been received at the end of the accounting period.

Accounts payable to associated companies:  These accounts should record amounts owing to associated companies on notes, drafts, acceptances, or other similar evidences of indebtedness, and open accounts payable on demand or not more than one year from date of issue or creation.

Customer deposits:  This account should record all amounts deposited with the Utility by customers as security for the payment of bills.

Current income taxes 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. Such credits may be based upon estimates, but from time to time during the year as the facts become known, the amount of the periodic credits should be adjusted so as to include as nearly as can be determined in each year the taxes applicable thereto. Any amount representing a prepayment of taxes applicable to the period subsequent to the date of the balance sheet, should be shown under the account for "Prepayments".  If accruals for taxes are found to be insufficient or excessive, correction therefore should be made through current tax accruals.  Accruals for taxes should be based upon the net amounts payable after credit for any discounts, and shall not include any amounts for interest on tax deficiencies or refunds. Interest received on refunds should be credited to account for "Interest, dividend and other income", while interest paid on deficiencies shall be charged to the account for "Short-term interest and other interest expense".  The records supporting the entries to this account should be kept so as to show for each class of taxes, the amount accrued, the basis for the accrual, the accounts to which charged, and the amount of tax paid.  This account should be debited with the amount of installments paid during the accounting period.

VAT:  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.

Matured long-term and short-term debt:  This account should record the amount of long-term debt (including any obligation for premiums) matured and unpaid, without specific agreement for extension of the time of payment and bonds called for redemption but not presented and the amount of long-term debt classified as short term.  This account should include the face value of all notes, drafts, acceptances, or other similar evidences of indebtedness, payable on demand or within a time not exceeding one year from date of issue, to other than associated companies.

Miscellaneous current and accrued liabilities:  This account should record the amount of all other current and accrued liabilities not provided for elsewhere appropriately designated and supported so as to show the nature of each liability.

Obligations under capital leases— current:  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 under capital leases" or the account for "Non-utility property".

	Current assets and accrued assets
	Cash:  This account should record; the amount of current cash funds and cash equivalents, special deposits with fiscal agents or others for the payment of interest (sinking funds), special deposits for the payment of dividends, deposits for special purposes other than the payment of interest and dividends, book cost of investments, such as demand and time loans, bankers' acceptances, government investment certificates, marketable securities, and other similar investments, acquired for the purpose of temporarily investing cash.

Accounts receivable:  This account should record all receivables other than those amounts due from Associated Companies carried at costs.

Accounts receivable impairments:  This account should be credited with amounts provided for losses on accounts receivable which may become uncollectible, and also with collections on accounts previously charged hereto. Concurrent charges should be made to, Uncollectible accounts, for amounts applicable to utility operations, and to corresponding accounts for other operations. Records shall be maintained so as to show the write-offs of account receivable for each utility department.

Accounts receivable from associated companies:  This account should record receivables due, notes and drafts upon which associated companies are liable, and which mature and are expected to be paid in full not later than one year from the date of issue, together with any interest thereon. Items which do not bear a specified due date but which have been carried for more than twelve months and items which are not paid within twelve months from due date should be transferred to the account for, "Investment in associated companies".

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

	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 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.

	Current 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.  

	Current replacement cost
	The cost the entity would incur to acquire the asset on the reporting date.

	Current service costs
	The increase in the present value of the defined benefit obligation resulting from employee service in the current period.

	Customer account expenses
	Supervision:  This account should record the cost of labour and expenses incurred in the general direction and supervision of customer accounting and collecting activities. Direct supervision of a specific activity should be charged to the account for "Meter reading expenses" or the account for "Customer records and collection expenses", as appropriate. This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Other expenses

Meter reading expenses:  This account should record the cost of labour, materials used and expenses incurred in reading customer meters, and determining consumption. These costs should include salaries and wages, stationery, postage, transportation, delivery expenses and the charges for contract work performed by other parties engaged in these functions.  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

Customer records and collection expenses:   This account should record all costs related to work on customer applications, contracts, orders, credit investigations, billing and accounting, collections and complaints. These costs should include salaries and wages, stationery, postage, delivery expense and the charges for contract work performed by other parties engaged in these functions.  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

Uncollectible accounts:  This account should be charged with amounts sufficient to provide for losses from uncollectible utility revenues. Concurrent credits shall be made to the account for "Accounts receivable impairments"—credit. Losses from uncollectible accounts shall be charged to the account for "Accounts receivable impairments ".

Miscellaneous customer accounts expenses:  This account should record the cost of labour, materials used and expenses incurred not provided for in other accounts.  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

IT customer service:  This account should record the cost of labour, materials used and expenses incurred the operation and maintenance of owned or leased Information Technology (IT) systems which is assignable to customer service operations covered under accounts 901 - 905 and not provided for in other accounts.  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

	Customer service and information expenses
	Supervision:  This account should record the cost of labour and expenses incurred in the general direction and supervision of customer service activities, the object of which is to encourage safe, efficient and economical use of the Utility's service. Direct supervision of a specific activity within customer service and informational expense classification should be charged to the account wherein the costs of such activity are included.

Customer assistance expenses:  This account should the cost of labour, materials used and expenses incurred in field based activities which include promoting and encouraging safe, efficient and economical use of the Utility's service; these activities are not provided for in other accounts.  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

Informational and instructional advertising expenses:  This account shall include the cost of labour, materials used and expenses incurred in activities conducted by the corporate communications groups which primarily convey information to the public promoting and encouraging safe, efficient and economical use of the Utility's service.  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

Miscellaneous customer service and informational expenses:  This account should record the cost of labour, materials used and expenses incurred in connection with customer service and informational activities which are not included in other customer information expense accounts.  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

	D

	Deemed cost
	A deemed cost is a  surrogate value for the cost or fair value of an asset at its initial acquisition, and is determined by reference to the fair value of the asset at the date of adopting the Standards of GRAP (measurement date).

	Deferred credits
	Accounts carried on the liability side of the balance sheet for recording items being amortised as credits to income over a period of time (such as Unamortised Premium on Debt and Accumulated Deferred Investment Tax Credits) and items held in suspense pending final transfer or disposition (such as Customer Advances for Construction, Other Deferred Credits, etc.).

Customer advances for construction:  This account should record advances by customers for construction which are to be refunded either wholly or in part. When a customer is refunded the entire amount to which he is entitled, according to the agreement or rule under which the advance was made, the balance, if any, remaining in this account should be credited to the account for "Gross value of contributions".

Other deferred credits:  This account should record advance billings and receipts and other deferred credit items, not provided for elsewhere, including amounts which cannot be entirely cleared or disposed of until additional information has been received.

Regulatory Liabilities:  This account should record the amounts of regulatory liabilities, not included in other accounts, imposed on the Utility by the ratemaking actions of the Energy Regulator.  The amounts included in this account are to be established by those credits which would have been included in net income determinations in the current period under the general requirements of the regulatory accounts but such items will be included in a different period(s) for purposes of developing the rates that the Utility is authorized to charge for its utility services; or where refunds to customers, not provided for in other accounts, will be required.  The amounts recorded in this account generally are to be credited to the same account that would have been credited if included in income when earned except:  If it is later determined and approved by the Energy Regulator that the amounts recorded in this account will not be returned to customers through rates or refunds, such amounts should be credited to the account for "Unusual/infrequent income", as appropriate, in the year such determination is made.

	Deferred debits
	Accounts carried on the asset side of the balance sheet for recording items being amortised as charges against income over a period of time (such as Unamortised Debt Expense and Extraordinary Property Losses) and items held in suspense pending final transfer or disposition (such as Extraordinary Property Losses, Clearing Accounts, etc.).

Unamortized debt expense:  This account should record expenses related to the issuance or assumption of debt securities. Amounts recorded in this account should be amortized over the life of each respective issue under a plan which will distribute the amount equitably over the life of the security. The amortization should be on a monthly basis, and the amounts thereof shall be charged to the account for "Short term interest and other interest expense", or the account for "Interest on long-term debt" as appropriate.

Unamortized preference share expense:  This account should record expenses related to the issuance of preference shares. Amounts recorded in this account should be amortized over the life of each respective issue under a plan which will distribute the amount equitably over the life of the security. The Amortization should be on a monthly basis, and the amounts thereof should be charged to the account for "Short term interest and other interest expense", or the account for "Interest on long-term debt" as appropriate.

Regulatory assets:  This account shall include the amounts of regulatory-created assets, not included in other accounts, resulting from the ratemaking actions of the Energy Regulator.  The amounts recorded in this account are to be established by those charges which would have been included in net income, determinations in the current period under the general accounting norms are being deferred and to be included in a different period(s) for purposes of developing rates that the Utility is authorized to charge for its utility services. The amounts recorded in this account are generally to be charged, concurrently with the recovery of the amounts in rates, to the same account that would have been charged if included in income when incurred.  If rate recovery of all or part of an amount included in this account is disallowed, the disallowed amount should be charged to the account for "Other deductions", or account "Unusual/infrequent deductions", in the year of the disallowance.

Emissions Accumulated Provisions Inventory:  This account should record the cost of allowances owned by the utility and established in accordance with the Republic of South Africa Environment Act of the day.

Conservation and Demand Side Management Expenditures and Recoveries:  This account should record amounts to track the costs incurred for conservation and demand side management activities and expenditures, and the revenue proxy amount equivalent to the utility's amount approved by the Energy Regulator.  The amounts tracked in this account originating from activities, expenditures and revenue accounts should be reversed to these accounts of original entry. The offsetting entry should be recorded in the account for "Conservation and Demand Side Management Contra Account".  This account should be further sub-divided to be consistent with the Energy Regulator's approved DSM program initiatives for the utility.

Conservation and Demand Side Management Contra Account:  This account should be used to record the offsetting entry for amounts recorded in the account "Conservation and Demand Side Management Expenditures and Recoveries", for the reversal of entries to the accounts of original entries.

Miscellaneous deferred debits:  This account should record all debits not elsewhere provided for, such as miscellaneous work in progress, and unusual or unusual/infrequent expenses, not included in other accounts, which are in process of amortization and items the proper final disposition of which is uncertain.

Accumulated future income taxes:  This deferred debit account is provided to record future income taxes. An equal amount is charged to the account for "Provision for future income taxes, utility operating income.

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

	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.

	Defined benefit plans
	Post-employment benefit plans other than defined contribution plans.

	Defined contribution plans
	Post-employment benefit plans under which an entity pays fixed contributions into a separate entity (a fund) and will have no legal or constructive obligation to pay further contributions if the fund does not hold sufficient assets to pay all employee benefits relating to employee service in the current and prior periods.

	Delegating authority
	(a) In relation to a delegation of a power or duty by a municipal council, means the municipal council or 

(b) In relation to a sub delegation of a power or duty by another political structure, or by a political office bearer, councillor or staff member of a municipality, means that political structure, political office bearer, councillor or staff member

	Delegation
	In relation to a duty, includes an instruction to perform the duty, and delegate has the corresponding meaning

	Delegation
	In relation to a duty, includes an instruction to perform the duty.

	Demand or load
	The rate at which electricity is being used at any one given time (or averaged over any designated interval of time).  Demand differs from energy use, which reflects the total amount of electricity consumed over a period of time.  Demand is often measured in Kilowatts (kW=1K=1 000 watts), while energy use is usually measure in Kilowatthours (kWh=Kilowatts x hours of use = Kilowatthours).  The term “load” is considered synonymous with “demand.”  (“Load” may also be defined as an end-use energy-consuming piece of equipment or customer that receives power from the electric system.  Using this definition of “load” “demand” is the measure of power that a “load” receives or requires.

	Demarcation act
	The Local Government:  Municipal Demarcation Act 1998 (Act No. 27 of 1998).

	Demarcation board
	The Municipal Demarcation Board established by section 2 of the Demarcation Act.

	Departmental agencies and accounts (National and Provincial)
	Departmental agencies and accounts (including national public entities listed in the PFMA, such as social security funds, unemployment insurance funds and other funds and accounts)

	Depreciable amount
	The cost of an asset, or other amount substituted for cost, less its residual value.

	Depreciation
	The systematic allocation of the depreciable amount of an asset over its useful life.

	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.

	Derecognition
	The removal of a previously recognised financial asset or financial liability from an entity’s statement of financial position.

	Derivative
	A financial instrument or other contract within the scope of the Standard of GRAP on Financial Instruments (see paragraphs .02 to .12 of the Standard of GRAP on Financial Instruments) with all three of the following characteristics: 

(a) Its value changes in response to the change in a specified interest rate, financial instrument price, commodity price, foreign exchange rate, index of prices or rates, credit rating or credit index, or other variable, provided in the case of a non-financial variable that the variable is not specific to a party to the contract (sometimes called the 'underlying').  

(b)It requires no initial net investment or an initial net investment that is smaller than would be required for other types of contracts that would be expected to have a similar response to changes in market factors. 

(c) It is settled at a future date.

	Development
	The application of research findings or other knowledge to a plan or design for the production of new or substantially improved materials, devices, products, processes, systems or services before the start of production or use.

	Development
	Sustainable development and includes, integrated social, economic, environmental, spatial, infrastructural, institutional, organisational and human resources upliftment of a community aimed at 

(a) improving the quality of life of its members with specific reference to the poor and other disadvantaged sections of the community; and 

(b) ensuring that development serves present and future generations.

	Direct cost
	Are costs that are specifically incurred on behalf of a specific entity with an identifiable casual relationship with a business unit, activity, process, product or service?  Direct assignment is applied in the case of direct cost.

	Discontinued operation
	A component of an entity that either has been disposed of or is classified as held for sale and: 

(a) represents a distinguishable activity, group of activities or geographical area of operations; 

(b) is part of a single co-ordinated plan to dispose of a distinguishable activity, group of activities or geographical area of operations; or 

(c) is a controlled entity acquired exclusively with a view to resale.

	Distribution expenses  –  operation and maintenance
	Operation & Maintenance Supervision and engineering:  This account should record the cost of labour and expenses incurred in the general supervision and direction of the operation and maintenance of the distribution system. Direct supervision of specific activities, such as station operation, line operation, meter department operation, etc., shall be charged to the appropriate account.  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

Operation & Maintenance Control centre operations:  This account should record the cost of labour, materials used and expenses incurred in load, crew and lineman dispatching operations and maintenance pertaining to the distribution of electricity.  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

Operation & Maintenance Station equipment expenses:  This account should record the cost of labour, materials used and expense incurred in operation and maintenance of plant, the book cost of which is recorded in the account for "Station equipment" and the account for "Storage battery equipment".  This account should also record the cost of labour, materials used and expenses incurred in operation and maintenance of distribution line transformers.  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

Operation & Maintenance Overhead line expenses:  This account should record the cost of labour, materials used and expenses incurred in the operations and maintenance of overhead distribution line facilities, the book cost of which is recorded in the account for "Poles, towers and fixtures" and the account for "Overhead conductors and devices".  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

Operation & Maintenance Underground line expenses:  This account shall include the cost of labour, materials used and expenses incurred in the operation and maintenance of underground distribution lines, the book cost of which is recorded in the account for "Underground conductors and devices".  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

Operation & Maintenance Street lighting and signal system expenses:  This account should record the cost of labour, materials used and expenses incurred in the operation and maintenance of street lighting and signal system plant, the book cost of which is recorded in the account for "Street lighting and signal systems". Costs include:

(a) The operation of street lighting and signal system plant which is owned or leased by the Utility; and 

(b) The operation and maintenance of such plant owned by customers where such work is done regularly as a part of the street lighting and signal system service.

This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

Operation & Maintenance Meter expenses:  This account shall include the cost of labour, materials used and expenses incurred in the operation and maintenance of customer meters and associated equipment, the book cost of which is recorded in the account for "Conventional meters" and the account for "Automated meters".  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

Operation & Maintenance Customer installations expenses:  This account shall include the cost of labour, materials used and expenses incurred in work on customer installations, in inspecting premises and in rendering services to customers.  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

Operation & Maintenance Miscellaneous distribution expenses:  This account should record the cost of labour, materials used and expenses incurred in distribution system operation and maintenance not provided for elsewhere.

This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

Operation & Maintenance servitude (right of way) payments:  The expense associated with operating and maintaining distribution servitude (right of way) properties is the only expenditure to be accounted for within this account.  If payments cover property used for more than one function, such as production plant and transmission, or by more than one department, the payment should be apportioned to the appropriate account on an actual, or if necessary, a fully allocated cost basis.  The costs for the property when incurred by the Utility should be charged to the accounts appropriate for the expense, as if the property were owned.

Operation & Maintenance of structures:  This account should record the cost of labour, materials used and expenses incurred in operation and maintenance of structures, the book cost of which is recorded in the account for "Structures and improvements".  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

Operation and Maintenance vegetation management:  This account should record the cost of labour, materials used and expenses incurred in operation and maintenance of plant specially related to the control of trees, brush and general vegetation which may affect the safe and reliable operation of the distribution system.  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

Operation & Maintenance IT support:  This account should record the cost of labour, materials used and expenses incurred in operation and maintenance of owned or leased Information Technology (IT) systems which is assignable to distribution operations and is not provided for elsewhere.  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

	Disposal group
	A group of assets to be disposed of, by sale or otherwise, together as a group in a single transaction, and liabilities directly associated with those assets that will be transferred in the transaction.

	Distribution plant
	Land:  This account should record the cost of land used in connection with power distribution operations.

Land rights:  This account and its sub-accounts should record the cost of land rights, interests and privileges held by the utility in land owned by others.

Buildings, fixtures and improvements:  This account shall include the cost in place of buildings, fixtures and improvements used in connection with power distribution operations.

Leasehold improvements:  This account should record the cost of additions, improvements or alterations made to premises the utility leases from others. The cost of the leasehold improvements shall be depreciated over the term of the lease or the service life of the improvement, whichever is shorter.  Renewal provisions in the lease agreement shall be disregarded in amortizing leasehold improvements.  This account can be subdivided into as many classifications as are required.

Transformer station equipment - Normally primary above 132kv:  This account should record the installed cost of transforming and switching equipment used for the purpose of stepping down from transmission voltages to sub-transmission voltages and/or distribution voltages.  The account shall include all equipment used in the above operation from the high voltage feeder through to the delivery point outside the station or the connections within the confines of the station area.  The detail of separate stations should be entered in such a manner that an accurate record of their age, cost, location, and voltage characteristics will be evident.

Transformer station equipment - Normally primary below 132kv:  This account should record the installed cost of transforming and switching equipment used for the purpose of stepping down to distribution voltages.  The account should record all equipment used in the above operation from the high voltage feeder through to the low voltage connection outside the station within the confines of the station area.  The detail of separate stations should be entered in such a manner that an accurate record of their age, cost, location, and voltage characteristics will be evident.  This account should also record the installed cost of overhead and underground distribution line transformers and pole type and underground voltage regulators owned by the Utility, for use in transforming electricity to the voltage at which it is to be used by the customer, whether actually in service or held in reserve.  The records covering line transformers should be kept in such a manner that the Utility can furnish information on the number of transformers of various capacities in service and those in reserve by; type (underground or overhead), capacity, and the location and the use of each transformer.  

System communication and control:  This account should record the installed cost of all equipment utilized for the purposes of providing control, operation and observation of the status of the distribution system, e.g. Supervisory Control and Data Acquisition System (SCADA) communication equipment; Communications Equipment including Optic Fibres', coaxial cable which are used, etc.

Storage battery equipment:  This account should record the installed cost of storage battery equipment used for the purpose of supplying electricity to meet emergency or peak demands.  

Poles, towers and fixtures:  This account should record the cost installed of poles, towers, and appurtenant fixtures used for supporting overhead distribution conductors and service wires.

Overhead conductors and devices:  This account should record the installed cost of overhead conductors and devices used for distribution purposes and the installed cost of overhead conductors leading from a point where wires leave the last pole of the overhead system or the distribution box, or the top of the pole of the distribution line, to the point of connection with the customer's outlet or wiring.  

Underground conduit:  This account should record the installed cost of underground conduit and tunnels used for housing distribution cables or wires, including conduits used for underground service conductors.  NOTE: The cost of conduits used solely for street lighting or signal systems shall not be included in this account but in account for "Street lighting and signal systems".

Underground conductors and devices:  This account should record installed cost of underground conductors and devices used for distribution purposes, including the installed cost of underground conductors leading from a point where wires leave the last distribution box or manhole, to the point of connection with the customer's outlet or wiring.  

Conventional meters:  This account should record the installed cost of conventional meters or devices and appurtenances thereto, for use in measuring the electricity delivered to customers, whether actually in service or held in reserve.  The records covering conventional meters should be kept in such a manner that the Utility can furnish information on the number of conventional meters of various capacities in service and those in reserve.  

Automated meters:  This account should record the installed cost of automated meters or devices and appurtenances thereto, used in measuring the electricity delivered to customers, whether actually in service or held in reserve.  NOTE: This account should not include automated meters for recording output of a generation station, substations meters etc.

Other installations on customer's premises:  This account should record the cost installed of equipment on the customer's side of a meter when the utility incurs such cost and when the utility retains title to and assumes full responsibility for maintenance and replacement of such property.

Leased property on customer premises:  This account should record the cost of electric motors, transformers, and other equipment on customers' premises, leased or loaned to customers, but not including property held for sale.

Street lighting and signal systems:  This account should record the installed cost of utility owned equipment used wholly for public street and highway lighting or traffic, fire alarm, police, and other signal systems.

Asset retirement costs for distribution plant:  This account should record Asset Retirement Costs on plant included in the distribution plant function.

	Distributions to owners
	Future economic benefits or service potential distributed by the entity to all or some of its owners, either as a return on investment or as a return of investment.

	District council
	The municipal council of a district municipality.

	District management area
	A part of a district municipality alone.

	District municipality
	A Category C municipality envisaged in section 155(1)(c) of the Constitution.

	Distribution system
	The network of wires and equipment that is dedicated to delivering electric energy from the transmission system to the customer’s premises.  Electric energy is carried at high voltages along transmission lines.  For customers needing lower voltages, it is reduced in voltage at a substation and delivered over primary distribution lines extending throughout the area where the electricity is distributed.  For users needing even lower voltages, the voltage is reduced once again by a distribution transformer or a line transformer.  At this point it changes from primary to secondary distribution voltage.

	District municipality
	District municipality means a municipality that has municipal executive and legislative authority in an area that includes more than one municipality, and which is described in section 155(1) of the Constitution as a category C municipality.

	E

	Economic efficiency
	The concept of obtaining the most consumer satisfaction from available resources.  Conversely, a situation of practice is considered “inefficient” if exactly the same desired goals could be achieved with the use of fewer scarce resources.  Two forms of efficiency are generally considered as part of economic efficiency, “production efficiency” and “allocative efficiency”.  Achieving efficient results is usually assumed to be predicated on consumers or users of a good or service being knowledgeable of the cost of the good or service and of comparable substitutes, and choosing between them to achieve the least cost.

	Economic entity
	A group of entities comprising a controlling entity and one or more controlled entities.

	Economic life
	Either 

(a) the period over which an asset is expected to yield economic benefits or service potential to one or more users; or

(b) the number of production or similar units expected to be obtained from the asset by one or more users.

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

	Edison Electric Institute (EEI)
	The association of electric companies.  Organised in 1933 and incorporated in 1970, EEi provides a principal forum where electric utility staff exchange information on developments in their business, and maintain liaison between the industry and the federal government.  Its officers act as spokesmen for shareholder-owned electric utility companies on subjects of national interest.

	Economies of scale
	Economies of scale exist when, for a given level of technology and set of prices, relatively larger production facilities have lower unit costs than relatively smaller facilities.  Economies of scale may exist for any of the phases of power production:  generation, transmission or distribution.  Economies of scale are often erroneously confused with short-run decreasing costs, which are the costs of productive capacity at a particular time.

	Effective interest method
	A method of calculating the amortised cost of a financial asset or a financial liability (or group of financial assets or financial liabilities) and of allocating the interest income or interest expense over the relevant period. The effective interest rate is the rate that exactly discounts estimated future cash payments or receipts through the expected life of the financial instrument or, when appropriate, a shorter period to the net carrying amount of the financial asset or financial liability. When calculating the effective interest rate, an entity shall estimate cash flows considering all contractual terms of the financial instrument (for example, prepayment, call and similar options) but shall not consider future credit losses. The calculation includes all fees and points paid or received between parties to the contract that are an integral part of the effective interest rate (see the Standard of GRAP on Revenue from Exchange Transactions), transaction costs, and all other premiums or discounts. There is a presumption that the cash flows and the expected life of a group of similar financial instruments can be estimated reliably. However, in those rare cases when it is not possible to reliably estimate the cash flows or the expected life of a financial instrument (or group of financial instruments), the entity shall use the contractual cash flows over the full contractual term of the financial instrument (or group of financial instruments).

	Election
	In relation to a district council, means the election of the councillors. 

	Electoral act
	The Electoral Act, 1998 (Act No. 73 of 1998).

	Electric power generation
	The large-scale production of electricity in a central plant.  A power plant consists of one or more units.  Each unit includes an individual turbine generator.  Turbine generators (turbines directly connected to electric generators) use steam, wind, hot gas or falling water to generate power.

	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.

	Employee benefits
	All forms of consideration given by an entity in exchange for service rendered by employees.

	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).

	Entity specific value
	The present value or service potential of the benefits an entity expects to arise from the continuing use of an asset and from its disposal at the end of its useful life or expects to incur when settling a liability.

	Environmental health
	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 practice 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.).

	Environmental services and 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.

	Environmentally sustainable
	In relation to the provision of a municipal service, it means the provision of a municipal service in a manner aimed at ensuring that 

(a) the risk of harm to the environment and to human health and safety is minimised to the extent reasonably possible under the circumstances; 

(b) the potential benefits to the environment and to human health and safety are maximised to the extent reasonably possible under the circumstances; and 

(c) legislation intended to protect the environment and human health and safety is complied with

	Equitable share
	Local government’s equitable share of nationally raised revenue to enable municipalities to provide a basic level of services to low-income households in their areas of jurisdiction at an affordable cost.

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

	Equity method
	A method of accounting whereby an investment in an associate or interest in a jointly controlled entity is initially recognised at cost and adjusted thereafter for the post-acquisition change in the investor’s or venturers share of net assets of the jointly controlled entity. The surplus or deficit of the investor or venturer includes the investor’s or the venturer’s share of the surplus or deficit of the investee or jointly controlled entity.

	Events after the reporting date
	Those events, both favourable and unfavourable, that occur between the reporting date and the date when the financial statements are authorised for issue. Two types of events can be identified: 

(a) those that provide evidence of conditions that existed at the reporting date (adjusting events after the reporting date); and 

(b) those that are indicative of conditions that arose after the reporting date (non-adjusting events after the reporting date).

	Exchange difference
	The difference resulting from translating a given number of units of one currency into another currency at different exchange rates.

	Exchange rate
	The ratio of exchange for two currencies.

	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.

	Exchange transactions
	Transactions in which one entity receives assets or services, 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.

	Executive authority
	In relation to a municipality, means the municipality's executive authority envisaged in section 156 of the Constitution, read with section 11 of this Act.

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

	Executory contracts
	Contracts under which neither party has performed any of its obligations or both parties have partially performed their obligations to an equal extent.

	Existing municipality
	Includes a municipality that existed when this Act took effect.

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

	Expenses paid through the tax system
	Amounts that are available to beneficiaries regardless of whether or not they pay taxes.

	External borrowing
	Long and short term debt rose in accordance with Section 46 of the MFMA, Act 56 of 2003 and to be used for capital expenditure on property, plant and equipment.  The sources of funds are done from financial institutions.  

	F

	Fair value
	The amount for which an asset could be exchanged, or a liability settled, between knowledgeable, willing parties in an arm’s length transaction.

	Fair value less costs to sell
	The amount obtainable from the sale of an asset in an arm’s length transaction between knowledgeable, willing parties, less the costs of disposal.

	Final budget
	The approved budget adjusted for transfers, allocations, supplemental appropriations, and other changes applicable to the budget period.

	Finance lease
	A lease that transfers substantially all the risks and rewards incidental to ownership of an asset. Title may or may not eventually be transferred.

	Finance lease liability
	Non-current finance lease liability.

	Financial asset
	(a) cash; 

(b) a residual interest of another entity; or 

(c) a contractual right to: 

(i) receive cash or another financial asset from another entity; or 

(ii) exchange financial assets or financial liabilities with another entity under conditions that are potentially favourable to the entity.

	Financial guarantee contract
	A contract that requires the issuer to make specified payments to reimburse the holder for a loss it incurs because a specified debtor fails to make payment when due in accordance with the original or modified terms of a debt instrument.

	Financial instrument
	Any contract that gives rise to a financial asset of one entity and a financial liability or a residual interest of another entity.

	Financial instrument at cost
	Investments in residual interests that do not have a quoted market price in an active market, and whose fair value cannot be reliably measured.

	Financial instruments at amortised cost
	Non-derivative financial assets or non-derivative financial liabilities that have fixed or determinable payments, excluding those instruments that: 

(a) the entity designates at fair value at initial recognition in accordance with paragraph .17 of the Standard of GRAP on Financial Instruments; or 

(b) are held for trading.

	Financial instruments at fair value
	Financial assets or financial liabilities that are: 

(a) derivatives; 

(b) combined instruments that are designated at fair value in accordance with paragraphs .20 or .21 of the Standard of GRAP on Financial Instruments; 

(c) instruments held for trading.  

A financial instrument is held for trading if :

(i) it is acquired or incurred principally for the purpose of selling or repurchasing it in the near-term; or 

(ii) on initial recognition it is part of a portfolio of identified financial instruments that are managed together and for which there is evidence of a recent actual pattern of short term profit-taking; 

(d) non-derivative financial assets or financial liabilities with fixed or determinable payments that are designated at fair value at initial recognition in accordance with paragraph .17 of the Standard of GRAP on Financial Instruments; and (e) financial instruments that do not meet the definition of financial instruments at amortised cost or financial instruments at cost.

	Financial liability
	Any liability that is a contractual obligation to: (a) deliver cash or another financial asset to another entity; or (b) exchange financial assets or financial liabilities under conditions that are potentially unfavourable to the entity.

	Financially sustainable
	In relation to the provision of a municipal service, it means the provision of a municipal service in a manner aimed at ensuring that the financing of that service from internal and external sources, including budgeted income, grants and subsidies for the service, is sufficient to cover the costs of 

(a) the initial capital expenditure required for the service, 

(b) operating the service; and 

(c) maintaining, repairing and replacing the physical assets used in provision of the service.

	Financing activities
	Activities that result in changes in the size and composition of the contributed capital and borrowings of the entity.

	Fines
	Economic benefits or service potential received or receivable by entities, as determined by a court or other law enforcement body, as a consequence of the breach of laws or regulations.

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

	Firm purchase commitment
	An agreement with an unrelated party, binding on both parties and usually legally enforceable, that (a) specifies all significant terms, including the price and timing of the transactions, and (b) includes a disincentive for non performance that is sufficiently large to make performance highly probable.

	Fixed price contract
	A construction contract in which the contractor agrees to a fixed contract price, or a fixed rate per unit of output, which in some cases is subject to cost escalation clauses.

	Foreign currency
	A currency other than the functional currency of the entity.

	Foreign operation
	An entity that is a controlled entity, associate, joint venture or branch of a reporting entity, the activities of which are based or conducted in a country or currency other than those of the reporting entity.

	Forestry
	Forestry and plantations management by municipalities.

	Fully allocated cost
	The total of all direct and indirect costs including cost of capital incurred in providing both regulated and non-regulated goods and or services.

	Function
	An integrated set of activities that is capable of being conducted and managed for purposes of achieving an entity’s objectives, either by providing economic benefits or service potential.

	Function segment
	The “Function” is the location within the financial systems for creating the “vote” structure.

	Functional currency
	The currency of the primary economic environment in which the entity operates.

	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.  

	G

	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.

	General ledger
	In modern accounting software or ERP, the general ledger works as a central repository for accounting data transferred from all sub-ledgers or modules like accounts payable, accounts receivable, cash management, fixed assets, purchasing and projects. General ledger is the backbone of any accounting system which holds financial and non-financial data for an organization.

	General plant
	Land:  This account should record the cost of land used for utility purposes, the cost of which cannot be properly included in other land accounts.

Land rights:  This account should record the cost of land rights used for utility purposes, the cost of which cannot be properly included in other land rights accounts.

Buildings, fixtures and improvements:  This account shall include the cost in place of buildings, fixtures and improvements used for utility purposes, the cost of which cannot be properly included in other buildings, fixtures and improvements accounts.

Office furniture and equipment:  This account should record the cost of office furniture and equipment owned by the Utility and devoted to utility service, and not permanently attached to buildings, except the cost of such furniture and equipment which the Utility elects to assign to other plant accounts on a functional basis.  This account should be maintained in such a manner as to provide the cost of each piece of equipment, and be subdivided into as many classifications as are required.

Computer hardware and voice and data network equipment:  This account should record the installed cost of acquiring computer hardware including telephone network equipment for general use in connection with utility operations. Hardware includes all physical equipment associated with computer input, processing, storage, retrieval and output functions.  This account should be subdivided as deemed appropriate.  

Computer software and applications:  This account should record the installed cost of developed and purchased computer application software.  This account should be subdivided as deemed appropriate.

Load settlement software applications:  This account should record the installed cost of developed and purchased computer application software associated with processes for load settlement.  This account should be subdivided as deemed appropriate.

Transportation equipment, fleet vehicles:  This account should record the cost of fleet vehicles generally used for general purposes. This account should be subdivided as deemed appropriate, and the account should be maintained in such a manner as to provide the cost of each piece of equipment.  

Tools, workshop, garage, and stores equipment:  This account should record the cost of tools, implements, equipment used in construction, repair work, general workshops garages, equipment used for the receiving, shipping, handling, and storage of materials and supplies; none of which is specifically provided for or can be included in other departmental or functional plant accounts.

Measurement and testing equipment:  This account should record installed cost of laboratory equipment used for general laboratory purposes; none of which is specifically provided for or can be included in other departmental or functional accounts.

Power operated equipment:  This account should record the cost of power operated equipment used in construction or repair work exclusive of equipment that can be included in other accounts. Include, also, the tools and accessories acquired for use with such equipment and the vehicle on which such equipment is mounted.

Mobile communication equipment:  This account shall include the installed cost of mobile and wireless equipment for general use in connection with utility operations.  

Miscellaneous equipment:  This account should record cost of equipment, apparatus, etc., used in the utility operations, which is not included in any other account in this regulatory chart of accounts.

Other tangible property:  This account should record the cost of tangible utility plant not provided for elsewhere.

Asset retirement cost for general plant:  This account should record asset retirement costs on plant included

	Generation expenses – operation and maintenance
	Hydraulic expenses:  This account should record the cost of labour, materials used and expenses incurred in operating and maintenance of hydraulic works including reservoirs, dams, and waterways, and in activities directly relating to the hydroelectric development outside the generating station. It should also record the cost of labour, materials and expenses incurred in operating and maintenance of prime movers, generators and their auxiliary apparatus, switchgear and other electric equipment.  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & Supplies

· Other Expenses

Combustion engines/turbine operations:  This account should record the cost of labour and expenses incurred in the general supervision and direction of the operation of other power generating stations. This account should also include the cost of labour, materials used and expenses incurred in operating prime movers, generators and electric equipment in other power generating stations, to the point where electricity leaves for conversion for transmission or distribution. Additionally, this account should include the cost of labour, materials used and expenses incurred in the operation of other power generating stations.  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

Fuel:  This account should record the cost delivered at the station of all fuel, such as gas, oil, kerosene, coal, and gasoline used in power generation.  This account should be subdivided in into the following sub accounts as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Consumables

· Other expenses

Combustion engines/turbines maintenance:  This account should record the cost of labour, materials used and expenses incurred in maintenance of other power generation plant.  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

Other expenses:  This account should be charged with any production expenses, which are not specifically provided for in other production expense accounts. Charges to this account should be supported so that a description of each type of charge will be readily available.  Recoveries from insurance companies, under use and occupancy provisions of policies, of amounts in reimbursement of excessive or added production costs for which the insurance company is liable under the terms of the policy should be credited to this account.  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

Allowances for Waste Management/Emissions:  This account should record the cost of allowances expensed concurrent with monthly carbon emissions in accordance with the prevailing South African Environmental Act legislative requirements.

	Generation plant - coal
	Land:  This account should record the cost of land used in connection with coal power generation.

Land rights:  This account should record the cost of land rights used in connection with coal power generation.

Buildings, fixtures and improvements:  This account should record the cost of buildings, structures and improvements used in connection with coal power generation.

Leasehold improvements:  This account should record the cost of additions, improvements or alterations made to premises the utility leases from others. The cost of the leasehold improvements shall be depreciated over the term of the lease or the service life of the improvement, whichever is shorter.  Renewal provisions in the lease agreement shall be disregarded in amortizing leasehold improvements.  This account can be subdivided into as many classifications as are required.

Boiler plant equipment:  This account should record the cost installed of furnaces, boilers, coal and ash handling and coal preparing equipment, steam and feed water piping, boiler apparatus and accessories used in the production of steam, mercury, or other vapour, to be used primarily for generating electricity.

Engines and Engine-Driven Generators:  This account should record the cost installed of steam engines, reciprocating or rotary, and their associated auxiliaries; and engine-driven main generators, except turbo generator units.

Turbo Generators units:  This account should record the cost installed of main turbine-driven units and accessory equipment used in generating electricity by steam.

Accessory electric equipment:  This account should record the cost installed of auxiliary generating apparatus, conversion equipment, and equipment used primarily in connection with the control and switching of electric energy produced by coal power and the protection of electric circuits and equipment, except electric motors used to drive equipment included in other accounts, such motors being included in the account in which the equipment with which they are associated is included.

Miscellaneous power plant equipment:  This account should record the cost of installed miscellaneous equipment in and about the coal generating plant which is devoted to general station use and is not properly includible in other coal power production accounts

Roads, railroads and bridges:  This account should record the cost of roads, railroads, trails, bridges, and trestles used primarily as production facilities. It also includes those roads, etc., necessary to connect the plant with highway transportation systems, except when such roads are dedicated to public use and maintained by public authorities.

Asset retirement cost for generation plant:  This account should record asset retirement costs on plant included in the coal production function.

	Generation plant – gas / hydrocarbon
	Land: This account should record the cost of land used in connection with gas/hydrocarbons power generation.

Land rights:  This account should record the cost of land rights used in connection with gas/hydrocarbons power generation.

Buildings, fixtures and improvements:  This account should record the cost of buildings, structures and improvements used in connection with gas/hydrocarbons power generation.

Leasehold improvements:  This account should record the cost of additions, improvements or alterations made to premises the utility leases from others. The cost of the leasehold improvements shall be depreciated over the term of the lease or the service life of the improvement, whichever is shorter.  Renewal provisions in the lease agreement shall be disregarded in amortizing leasehold improvements.  This account can be subdivided into as many classifications as are required.

Fuel holders, producers, and accessories:  This account should record the cost installed of fuel handling and storage equipment used between the point of fuel delivery to the station and the intake pipe through which fuel is directly drawn to the engine, also the cost of gas producers and accessories devoted to the production of gas for use in prime movers driving main electric generators.

Prime movers:  This account should record the cost of installed diesel and other prime movers devoted to the generation of electric energy, together with their auxiliaries.

Generators:  This account should record the cost of installed diesel or other power driven main generators.

Accessory electric equipment:  This account should record the cost of installed auxiliary generating apparatus, conversion equipment, and equipment used primarily in connection with the control and switching of electric energy produced in other power generating stations, and the protection of electric circuits and equipment, except electric motors used to drive equipment included in other accounts. Such motors shall be included in the account in which the equipment with which it is associated is included.

Miscellaneous power plant equipment:  This account should record the cost of installed miscellaneous equipment in and about the gas/hydrocarbons generating plant which is devoted to general station use and is not properly includible in other gas/hydrocarbons production accounts.

Roads, railroads and bridges:  This account should record the cost of roads, railroads, trails, bridges, and trestles used primarily as production facilities. It includes also those roads, etc., necessary to connect the plant with highway transportation systems, except when such roads are dedicated to public use and maintained by public authorities.

Asset retirement cost for gas/hydrocarbons generation plant:  This account should record asset retirement costs on plant included in the gas/hydrocarbons production function.

	Generation plant – hydro
	Land:  This account shall include the cost of land used in connection with hydro power generation.

Land rights:  This account should record the cost of land rights used in connection with hydro power generation.

Buildings, fixtures and improvements:  This account should record the cost of buildings, structures and improvements in place used in connection with hydro power generation.

Leasehold improvements:  This account should record the cost of additions, improvements or alterations made to premises the utility leases from others. The cost of the leasehold improvements shall be depreciated over the term of the lease or the service life of the improvement, whichever is shorter. Renewal provisions in the lease agreement shall be disregarded in amortizing leasehold improvements.  This account should be subdivided into as many classifications as are required.

Reservoirs, dams, and waterways:  This account should record the cost in place of facilities used for impounding, collecting, storage, diversion, regulation, and delivery of water used primarily for generating electricity.

Water wheels, turbines and generators:  This account should record the cost of installed water wheels and hydraulic turbines and generators driven by those turbines in producing electricity by water power or other equipment that is a part of the hydraulic power plant works used in power production

Accessory electric equipment:  This account should record the cost installed of auxiliary generating apparatus, conversion equipment, and equipment used primarily in connection with the control and switching of electric energy produced by hydraulic power and the protection of electric circuits and equipment, except electric motors used to drive equipment included in other accounts, such motors being included in the account in which the equipment with which they are associated is included.

Miscellaneous power plant equipment:  This account should record the cost of installed miscellaneous equipment in and about the hydroelectric generating plant which is devoted to general station use and is not properly includible in other hydraulic production accounts.

Roads, railroads and bridges:  This account should record the cost of roads, railroads, trails, bridges, and trestles used primarily as production facilities. It includes also those roads, etc., necessary to connect the plant with highway transportation systems, except when such roads are dedicated to public use and maintained by public authorities.

Asset retirement cost for hydro generation plant:  This account should record asset retirement costs on plant included in the hydraulic production function.

	Generation plant – nuclear
	Land:  This account should record the cost of land used in connection with nuclear power generation.

Land rights:  This account should record the cost of land rights used in connection with nuclear power generation.

Buildings, fixtures and improvements:  This account should record the cost of buildings, structures and improvements used in connection with nuclear power generation.

Leasehold improvements:  This account should record the cost of additions, improvements or alterations made to premises the utility leases from others. The cost of the leasehold improvements shall be depreciated over the term of the lease or the service life of the improvement, whichever is shorter.  Renewal provisions in the lease agreement shall be disregarded in amortizing leasehold improvements.  This account can be subdivided into as many classifications as are required.

Boiler plant equipment/Nuclear Reactor:  This account should record the cost installed of furnaces, boilers, uranium and ash handling and uranium preparing equipment, steam and feed water piping, boiler apparatus and accessories used in the production of steam, mercury, or other vapour, to be used primarily for generating electricity..
Generators:  This account should record cost of installed nuclear or other power driven main generators.

Accessory electric equipment:  This account should record the cost installed of auxiliary generating apparatus, conversion equipment, and equipment used primarily in connection with the control and switching of electric energy produced by uranium power and the protection of electric circuits and equipment, except electric motors used to drive equipment included in other accounts, such motors being included in the account in which the equipment with which they are associated is included.

Miscellaneous power plant equipment:  This account should record the cost of installed miscellaneous equipment in and about the nuclear generating plant which is devoted to general station use and is not properly includible in other nuclear power production accounts

Roads, railroads and bridges:  This account should record the cost of roads, railroads, trails, bridges, and trestles used primarily as production facilities. It also includes those roads, etc., necessary to connect the plant with highway transportation systems, except when such roads are dedicated to public use and maintained by public authorities.

Asset retirement cost for generation plant:  This account should record asset retirement costs on plant included in the nuclear power production function.

	Gross investment in the lease
	The aggregate of: 

(a) the minimum lease payments receivable by a lessor under a finance lease; and 

(b) any unguaranteed residual value accruing to the lessor.

	Group of biological assets
	This is an aggregation of similar living animals or plants.

	Guaranteed residual value
	(a) for a lessee, that part of the residual value that is guaranteed by the lessee or by a party related to the lessee (the amount of the guarantee being the maximum amount that could, in any event, become payable); and (b) for a lessor, that part of the residual value that is guaranteed by the lessee or by a third party unrelated to the lessor that is financially capable of discharging the obligations under the guarantee.

	H

	Harvest
	The detachment of produce from a biological asset or the cessation of a biological asset’s life processes.

	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 practice 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.).

	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.

	Highly probable
	Significantly more likely than probable.

	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.   

	I

	Identifiable asset
	An asset is identifiable of if either: 

(a) is separable, ie. Is capable of being separated or divided from the entity and sold, transferred, licensed, rented or exchanged, either individually or together with a related contract, asset or liability; or 

(b) arises form contractual rights (including rights arising from binding arrangements) or other legal rights (excluding rights granted by statute), regardless of whether those rights are transferable or separable from the entity or from other rights and obligations.

	Impairment
	A loss in the future economic benefits or service potential of an asset, over and above the systematic recognition of the loss of the asset’s future economic benefits or service potential through depreciation.  An undesired change in a system or device that reduced its ability to perform its intended function.

	Impairment loss of a non-cash-generating asset
	The amount by which the carrying amount of an asset exceeds its recoverable service amount.

	Impracticable
	Applying a requirement is impracticable when the entity cannot apply it after making every reasonable effort to do so. For a particular prior period, it is impracticable to apply a change in an accounting policy retrospectively or to make a retrospective restatement to correct an error if: 

(a) the effects of the retrospective application or retrospective restatement are not determinable; 

(b) the retrospective application or retrospective restatement requires assumptions about what management's intent would have been in that period; or 

(c) the retrospective application or retrospective restatement requires significant estimates of amounts and it is impossible to distinguish objectively information about those estimates that: 

(i) provides evidence of circumstances that existed on the date(s) as at which those amounts are to be recognised, measured or disclosed; and 

(ii) would have been available when the financial statements for that prior period were authorised for issue from other information.

	Inalienable item
	An asset that an entity is required by law or otherwise to retain indefinitely and cannot be disposed of without consent.

	Inception of the lease
	The earlier of the date of the lease agreement and the date of commitment by the parties to the principal provisions of the lease. As at this date: 

(a) a lease is classified as either an operating or finance lease; and 

(b) in the case of a finance lease, the amounts to be recognised at the commencement of the lease terms are determined.

	Income tax act
	Means the Income Tax Act. 1962 (Act No. 58 of 1962).

	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.  

	Income tax receivable
	SA Normal Company Tax Refund due from SARS.

	Independent power producers (IPPs)
	Power generators that are not affiliated with a vertically integrated utility.

	Indirect costs
	Those costs which are not directly assignable to a product or service, not incurred by an entity or a business unit in producing the regulated product or service.  This includes, but is not limited to, overhead costs, administrative and general costs, and taxes.  Indirect costs are allocated based upon a methodology as set forth in the Regulatory Reporting Manual.

	Infrastructure  
	“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”.

	Infrastructure reporting model
	The Infrastructure Reporting Model (IRM) is a project level monitoring and reporting (M&R) tool, developed in MS Excel and Visual Basic (VBA). The model is used by Provincial Departments to report expenditure and performance progress on infrastructure projects.

	Infrastructure transfers
	Include all “transfers” that directly relate to the infrastructure creation process and is a requirement in terms of the Infrastructure Reporting Model.  These “transfers” include “Contributed Assets” from National and Provincial Departments, District Municipalities to Local Municipalities and any other entities to the municipality

	Initial direct costs
	Incremental costs that are directly attributable to negotiating and arranging a lease, except for such costs incurred by manufacturer or trader lessors.

	In-kind (allocations in-kind)
	Goods In-kind are tangible assets transferred to the municipality in a non-exchange transaction, without charge, but may be subject to stipulations. External assistance provided by multilateral or bilateral development organisations often includes a component of goods in-kind.

	Intangible asset
	An intangible asset is an asset that you cannot touch. Examples of intangible assets include copyrights, patents, mailing lists, trademarks, brand names, domain names, and so on.

	Intangible plant
	Incorporation and organizational start-up:  Record into this account all fees paid for incorporation, mergers and acquisition fee, company secretarial expenses, and expenditures specifically incurred to start up the business and putting it into readiness to do licensed business.  Exclude from this account cost of issuing shares, discounts on securities issued or assumed, costs for negotiating loans, selling bonds or other debt or expenses.

Franchises and consents:  This account should record amounts paid for franchises, consents, water power licenses, or certificates, running for a specified term of more than one year, together with necessary and reasonable expenses related to procuring such franchises, consents, water power licenses, or certificates of permission and approval, including expenses of organizing and merging separate corporations, where statutes require, solely for the purpose of acquiring franchises. Records supporting this account should be kept so as to show separately the book cost of each franchise or consent  Annual or other periodic payments under franchises shall not be included herein but in the appropriate operating expense account.

Miscellaneous intangible plant:  This account should record cost of patent rights, licenses, privileges, and other intangible property necessary or valuable in the conduct of utility operations and not specifically chargeable to any other account.

	Integrated development plan
	A plan aimed at the integrated development and management of a municipal area.

	Interest cost
	The increase during a period in the present value of a defined benefit obligation which arises because the benefits are one period closer to settlement.

	Interest rate implicit in the lease
	The discount rate that, at the inception of the lease, causes the aggregate present value of: (a) the minimum lease payments; and  (b) the unguaranteed residual value to be equal to the sum of (i) the fair value of the leased asset; and (ii) any initial direct costs of the lessor.

	Interest rate risk
	The risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in market interest rates.

	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.

	Integrated development planning
	The IDP is the strategic plan for an area that gives an overall framework for development.  It aims to co-ordinate the work of local and other spheres of government in a coherent plan to improve the quality of life for all the people living in an area.  It should take into account the existing conditions, problems, challenges and resources available for development.  The plan should look at economic and social development for the area as a whole.  It must set a framework for how land should be used, what infrastructure and services are needed and how the environment should be protected.

	Interest charges
	Interest on long-term debt:  This account should record the amount of interest on outstanding long-term debt issued or assumed by the Utility, the liability for which is included in the account for "Bonds and other long-term debt".  This account should be so kept or supported as to show the interest accruals on each class and series of long-term debt.

Interest on debt to associated companies:  This account should record the interest accrued on amounts included in the account for "Advances from Associated Companies" and on all other obligations to Associated Companies.

Short term interest and other interest expense:  This account should record all interest charges not provided for elsewhere.

	Internal billings, departmental charges and activity based recoveries
	These elements are provided for in the Segment for Financial Modelling.  The cost centres provided for are in accordance with the Costing Methodologies Guideline proposed by National Treasury.  The allocations provided as based on the proposed standard and service as guide on the minimum requirements for costs to be allocated.  Due to the nature and complexity of internal charges and municipalities in different stages of implementation this group of accounts would require customisation according to system requirements and municipalities implementation thereof.  

	Internal service charges
	This selection to be used for transactions between departments internal to the Municipality.

	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.

Plant materials and operating supplies:  This account should record the cost of materials purchased primarily for use in the Utility business for construction, operation and maintenance purposes. This account should include also the book cost of materials recovered in connection with construction, maintenance or the retirement of property, such materials being credited to construction, maintenance or accumulated depreciation provision, respectively.  Materials and supplies issued should be credited to this account and charged to the appropriate construction, operating expense, or other account on the basis of a unit price determined by the use of weighted average and first-in-first-out, or such other method of inventory accounting as conforms with accepted accounting standards consistently applied.

Merchandise:  This account should record the book cost of materials and supplies and appliances and equipment held primarily for retail sales. The principles prescribed in accounting for Utility materials and supplies shall be observed in respect to items carried in this account.

Other materials and supplies:  This account should record the original cost of materials and supplies held primarily for non-utility purposes.  The principles prescribed in accounting for Utility materials and supplies shall be observed in respect to items carried in this account.

Prepayments:  This account should record amounts representing prepayments of insurance, rents, taxes (excluding income tax installments which are included in the account for "Current income taxes payable"), interest and miscellaneous items, and should be kept or supported in such manner as to disclose the amount of each class of prepayment.

Derivate Financial Assets

Miscellaneous current and accrued assets:  This account shall include the book cost of all other current and accrued assets, appropriately designated and supported so as to show the nature of each asset included herein.

	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.

	Investing activities
	The acquisition and disposal of long-term assets and other investments not included in cash equivalents.

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

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

	Investment in joint venture
	A joint venture is a contractual business undertaking between two or more parties.

	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.

	Investment property
	Investment property is land or a 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: 

(a) use in the production or supply of goods or services or for administrative purposes; or (b) sale in the ordinary course of operations.

	Investor (in a joint venture)
	A party to a joint venture and does not have joint control over that joint venture.

	J

	Joint control
	The agreed sharing of control over an activity by a binding arrangement and exists only when the strategic financial and operating decisions relating to the activity require the unanimous consent of the parties sharing control (the venturers).

	Joint cost
	Those costs which do not have a specific, identifiable casual relationship with a particular entity or affiliate, but which benefit all affiliates/business units, or more than one.  Joint costs are also referred to as common costs, and include corporate costs.

	Joint venture
	A binding arrangement whereby two or more parties are committed to undertake an activity that is subject to joint control.



	L

	Labour legislation
	Includes collective agreements in terms of the Labour Relations Act. 1995 (Act No. 66 of 1995).

	Land reform beneficiary
	Refers to a person who acquired property through the Provisions of Land and Assistance Act, 1993 (Act No. 126 of 1993) or the Redistribution of Land Rights Act 1994 (Act No. 22 of 1994).

	Land tenure right
	An old order right or a new order right as defined in Section 1 of the Communal land Rights Act 2004 (Act No. 11 of 2004).

	Lease
	An agreement whereby the lessor conveys to the lessee in return for a payment or series of payments the right to use an asset for an agreed period of time.

	Lease term
	The non-cancellable period for which the lessee has contracted to lease the asset together with any further terms for which the lessee has the option to continue to lease the asset, with or without further payment, when at the inception of the lease it is reasonably certain that the lessee will exercise the option.

	Legal obligation
	An obligation that derives from: (a) a contract (through its explicit or implicit terms); (b) legislation; or (c) other operation of law.

	Lessee’s incremental borrowing rate of interest
	The rate of interest the lessee would have to pay on a similar lease or, if that is not determinable, the rate that, at the inception of the lease, the lessee would incur to borrow over a similar term, and with a similar security, the funds necessary to purchase the asset.

	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.  

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

	Liquidity risk
	The risk encountered by an entity in the event of difficulty in meeting obligations associated with financial liabilities that are settled by delivering cash or another financial asset.

	Load management
	Economic reduction of electric energy demand during a utility’s peak generating periods.  Load management differs from conservation in that load management strategies are designed to either reduce or shift demand from on-peak times, while conservation strategies may primarily reduce usage over the entire 24 hour period.  Motivations for initiating load management included the reduction of capital expenditure, circumvention of capacity limitations, provision for economic dispatch, cost of service reduction, system efficiency improvements, or system reliability improvements.  Actions may take the form of normal or emergency procedures.

	Load management and optimization
	Load management & optimization:  This account shall include all expenses properly includible in utility operating expenses, (except pay of regular employees only incidentally engaged in such work) incurred by the Utility in connection with activities to support administration and execution of the load settlement. These costs shall include salaries and wages stationery, postage, delivery expense and the charges for contract work performed by other parties engaged in these functions.

IT load management & optimization:  This account shall include the cost of labour and expenses incurred in IT (Information Technology) activities to support load management & optimization transactions provisioned under agreements such as pooling or interconnection.

	Loan commitment
	A firm commitment to provide credit under pre-specified terms and conditions.

	Loans payable
	Loans payable are financial liabilities, other than short-term payables on normal credit terms.

	Local Community
	in relation to a municipality, means that body of persons comprising 

(a) the residents of the municipality, 

(b) the ratepayers of the municipality' 

(c) any civil organisations and non-governmental, private sector or labour organisations or bodies which are involved in local affairs within the municipality; and 

(d) visitors and other people residing outside the municipality who, because of their presence in the municipality, make use of services or facilities provided by the municipality.

	Local council
	The municipal council of a local municipality.

	Local municipality
	A Category B municipality envisaged in section 155(1)(b) of the Constitution.

	Local municipality
	A municipality that shares municipal executive and legislative authority in its area with a district municipality within whose area it falls and which is described in section 155(1) of the Constitution as a category B municipality.

	Long-term debt
	Bonds & other long-term debt:  This account should record in a separate subdivision for each class and series of bonds the face value of the actually issued and un-matured bonds which have not been retired or cancelled; also the face value of such bonds issued by others the payment of which has been assumed by the Utility, as well as, until maturity, all long-term debt not otherwise provided for.  Separate accounts should be maintained for each class of obligation, and records should be maintained to show for each class all details as to date of obligation, date of maturity, interest dates and rates, security for the obligation, etc.

Advances from associated companies:  This account should record the long-term portion of notes and other payables, to associated companies not otherwise provided for and the amount of open book accounts representing advances from associated companies. The current portion of should not be recorded in this account, but should be recorded in the account for, Accounts payable to associated companies.  The records supporting the entries to this account should be so kept that the Utility can furnish complete information concerning each note and open account.

Unamortized premium on long-term debt:  This account should record the excess of the cash value of consideration received over the face value upon the issuance or assumption of long-term debt securities.  Amounts recorded in this account should be amortized over the life of each respective issue under a plan which will distribute the amount equitably over the life of the security. The Amortization should be on a monthly basis, with the amounts thereof to be credited to account for "Interest on long-term debt" or account for "Short term interest and other interest expense as appropriate.

Unamortized discount on long-term debt—Debit:  This account should record the excess of the face value of long-term debt securities over the cash value of consideration received therefore, related to the issue or assumption of all types and classes of debt.  Amounts recorded in this account should be amortized over the life of the respective issues under a plan which will distribute the amount equitably over the life of the securities. The amortization should be on a monthly basis, with the amounts thereof charged to the account for "Interest on long-term debt" or the account for "Short term interest and other interest expense" as appropriate.

	Losses
	Losses represent other items that meet the definition of expenses and may, or may not, arise in the course of the operating activities of the entity.  Losses represent decreases in economic benefits or service potential and as such, they are no different in nature from other expenses.  

	M

	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).

	Management
	Those persons responsible for planning, directing and controlling the activities of the entity, including those charged with the governance of the entity in accordance with legislation, in instances where they are required to perform such functions.

	Marginal or incremental costing
	A pricing approach based on only the additional cost of producing a product/service while the pre-existing products/services support the fixed costs.

	Markets
	Markets and trade centres managed by municipalities.

	Market related rates
	The prevailing rate of interest offered on cash deposits, determined by demand and supply of deposits and based on the duration (the longer the duration, the higher the rate) and amount (the higher the amount, the higher the rate) of deposits.

	Market risk
	The prevailing rate of interest on loans determined by the demand and supply of credit and based on the duration (the longer the duration, the higher the rate) of loan and type of security offered (the higher the quality of security, the lower the rate). 

	Market value
	In relation to a property means the value of the property determined in accordance with Section 46.

	Material
	Omissions or misstatements of items are material if they could, individually or collectively, influence the decisions or assessments of users made on the basis of the financial statements. Materiality depends on the nature or size of the omission or misstatement judged in the surrounding circumstances. The nature or size of the information item, or a combination of both, could be the determining factor.

	Measurement date (for purposes of directive 7)
	The date that an entity adopts the Standards of GRAP and is the beginning of the earliest period for which an entity presents full comparative information, in its first financial statements prepared using Standards of GRAP.

	MEC
	A member of a provincial Executive Council.

	MEC for local government
	A Member of the Executive Council of a province responsible for local government in the province.

	Merger
	The establishment of a new combined entity in which none of the former entities obtain control over any other and no acquirer can be identified.

	Merger date
	The date on which entities are combined for the mutual sharing of risks and benefits and when the assets and liabilities are transferred to the combined entity.

	Metro council
	Municipal council of a metropolitan municipality.

	Metropolitan municipality
	A municipality that has exclusive and legislative authority in its area and which is described in section 155(1) of the Constitution as a category A municipality.

	Metropolitan sub council
	A metropolitan sub council established in terms of section 62.

	Minimum lease payments
	The payments over the lease term that the lessee is or can be required to make, excluding contingent rent, costs for services and, where appropriate, taxes to be paid by and reimbursed to the lessor, together with: 

(a) for a lessee, any amounts guaranteed by the lessee or by a party related to the lessee; or 

(b) for a lessor, any residual value guaranteed to the lessor by : 

(i) the lessee; 

(ii) a party related to the lessee; or 

(iii) a third party unrelated to the lessor that is financially capable of discharging the obligations under the guarantee.  However, if the lessee has an option to purchase the asset at a price that is expected to be sufficiently lower than fair value at the date the option becomes exercisable for it to be reasonably certain, at the inception of the lease, that the option will be exercised, the minimum lease payments comprise the minimum payments payable over the lease term to the expected date of exercise of this purchase option and the payment required to exercise it.

	Minister
	The national Minister responsible for local government.

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

	Monetary assets
	Money held and assets to be received in fixed or determinable amounts of money.

	Monetary items
	Units of currency held and assets and liabilities to be received or paid in a fixed or determinable number of units of currency.

	Multi-employer plans
	Defined contribution plans (other than state plans and composite social security programmes) or defined benefit plans (other than state plans) that:  (a) pool the assets contributed by various entities that are not under common control; and (b) use those assets to provide benefits to employees of more than one entity, on the basis that contribution and benefit levels are determined without regard to the identity of the entity that employs the employees concerned.

	Multi-year budget
	An approved budget for more than one year. It does not include published forward estimates or projections for periods beyond the budget period.

	Municipal administration
	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.

	Municipal council
	A municipal council referred to in section 157(1) of the Constitution.

	Municipal entity
	Municipal entity means – 

(a) a company, co-operative, trust, fund or any other corporate entity established in terms of any applicable national or provincial legislation and which operates under the ownership control of one or more municipalities, and includes, in the case of a company under such ownership control, and subsidiary of that company; or 

b) a service utility.

	Municipal governance
	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 manager
	A person appointed in terms of section 82 of the Municipal Structures Act.

	Municipal standard classification
	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 structures act
	The Local Government Municipal Structures Act 1998 (Act No. 177 of 1988).

	Municipal system act
	The Local Government Municipal Systems Act 2000 (Act No. 32 of 2000).

	Municipality
	When referred to as 

(a) an entity means a municipality as described in section 2; and 

(b) a geographical area, means a municipal area determined in terms of the Local Government:  Municipal Demarcation Act, 1998 (Act No. 27 of 1998).

	N

	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.  

	National organ of state
	An organ of state as defined in section 239 of the Constitution.

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

	Net investment in a foreign operation
	The amount of the reporting entity’s interest in the net assets of that operation.

	Net investment in the lease
	The gross investment in the lease discounted at the interest rate implicit in the lease.

	Net realizable value
	The estimated selling price in the ordinary course of operations less the estimated costs of completion and the estimated costs necessary to make the sale, exchange or distribution.

	New infrastructure
	New infrastructure would provide for own account construction as well as outsourced developments.  Further detail on the “creation” of these assets in the context of input costs is available from the Item segment thus providing more detail of the composition of the new asset creations.

	Non-cancellable lease
	A lease that is cancellable only: 

(a) upon the occurrence of some remote contingency; 

(b) with the permission of the lessor; 

(c) if the lessee enters into a new lease for the same or an equivalent asset with the same lessor; or 

(d) upon payment by the lessee of an additional amount that, at inception, continuation of the lease is reasonably certain.

	Non-cash-generating assets
	Assets other than cash-generating assets.

	Non-controlling interest
	The interest in the net assets in a controlled entity not attributable, directly or indirectly, to a controlling entity.

	Non-core functions
	Section 145(4) functions as per the Constitution.  Non -core functions are commonly known as “agency services”.  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.

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

	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.

	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.

	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.  

	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.

	Non-exchange transactions
	Transactions that are not exchange transactions. In a non-exchange transaction, an entity 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.

	Non-funding transactions
	These accounts are to be used for the recording of transactions for which specific provision has not been made in terms of the classification structure for the segment.

	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".

	Non-monetary assets
	Assets other than monetary assets.

	Non-monetary items
	Items that are not monetary items.

	Non-profit institutions
	Non-profit institutions are legal or social entities created for the purpose of producing or distributing goods and services, but they cannot be a source of income, profit, or other financial gain for the institutional units that established, control, or finance them.  An NPI may engage in market or non-market production.  If it engages in market production, such as a hospital that charges market prices or a university that charges tuition, then the NPI must either retain any surplus earned from its productive activities to support its future operations or distribute it to institutional units other than the units that established, control, or finance it.  These market NPIs are, like corporations and quasi-corporations, members of either the non financial corporations sector or the financial corporations sector.  Other NPIs are members of either the non profit institutions serving households sector or the general government sector, depending on which units control and mainly finance the NPI.

	Non-project stand alone
	Capital expenditure on stand-alone items occurs when municipality buys goods or services from outside units, provided that such purchases are not part of a project.

	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.

	Non regional identified
	This classification is used for the recording of transactions not relevant to this Segment.  

	Notes
	Information in addition to that presented in the statement of financial position, statement of financial performance, statement of changes in net assets, cash flow statement and statement of comparison of budget and actual amounts. Notes provide narrative descriptions or disaggregations of items disclosed in those statements and information about items that do not qualify for recognition in those statements.

	O

	Obligating event
	An event that creates a legal or constructive obligation that results in an entity having no realistic alternative to settling that obligation.

	Onerous contract
	A contract for the exchange of assets or services in which the unavoidable costs of meeting the obligations under the contract exceed the economic benefits or service potential expected to be received under it.

	Operating activities
	The activities of the entity that are not investing or financing activities.

	Operating expense
	A subdivision of Operating Expenses that includes labour, materials, overhead and other expenses for production, transmission, distribution, customer accounts, customer services and informational sales and administration in general.  Does not include expenses for maintenance of utility plant.

	Operating lease
	A lease other than a finance lease.

	Operating lease liability
	Unamortised balance for straight lining of operational lease payments

	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.

	Operational projects
	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.

	Operational projects:  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.

	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.

	Organ of state
	An organ of state as defined in section 239 of the Constitution.

	Organised local government
	An organisation recognised in terms of section 2(1) of the organised Local Government Act 1997 (Act No. 52 of 1977) to represent local government nationally or provincially.

	Organised local government in the province
	A provincial organisation recognised in terms of section 2(1)(b) of the Organised Local Government Act, 1997 (Act No. 52 of 1997).

	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.  

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

	Other income and deductions
	A.  Other Income:
Revenues from non-utility operations:  These accounts should record revenues applicable to operations which are non-utility in character but nevertheless constitute a distinct operating activity of the enterprise as a whole.

Expenses of non-utility operations:  These accounts should record expenses applicable to operations which are non-utility in character but nevertheless constitute a distinct operating activity of the enterprise as a whole.  The expenses should include all elements of costs incurred in such operations, and the accounts should be maintained so as to permit ready summarization as follows: 

(1) Operation and Maintenance. 

(2) Rents. 

(3) Depreciation. 

(4) Amortization.

Equity in earnings of subsidiary companies:  This account should record the Utility's equity in the earnings or losses of subsidiary companies for the year.

Interest, dividend and other income:   This account should record interest revenues on securities, loans, notes, advances, special deposits, tax refunds and all other interest-bearing assets, and dividends on stocks of other companies, whether the securities on which the interest and dividends are received are carried as investments or included in sinking or other special fund accounts.  This account should be subdivided into the following sub-accounts as to keep track of interest, dividends and other income separately:-

· Interest

· Dividend

· Profit/Loss from disposition of emission (carbon credits)

· Other income

Profit and Losses from Financial Instrument Hedges:  This account should be used to record profits and losses from financial instruments used as hedges against financial risks such as price risk (i.e. currency risk, interest rate risk and market risk), credit risk, liquidity risk and cash flow risk. A financial instrument is any contract that gives rise to both a financial asset of one party and a financial liability or equity instrument of another.

Allowance for other funds used during construction:  This account should record concurrent credits for allowance for other funds used during construction, calculated as may be prescribed the Energy Regulator

B.  Other Income Deductions: 

These (other income deductions) accounts record miscellaneous expense items which are non-operating in nature and properly deductible in determining total income before interest charges. The classification of expenses as non-operating and their inclusion in these accounts is for accounting purposes, but is not automatically be allowed by the Energy Regulator for rate making or other purposes.

Donations:  This account should record all payments or donations for charitable, social or community welfare purposes.

Life insurance:  This account shall include all payments for life insurance of officers and employees where the Utility is beneficiary (net premiums less increase in cash surrender value of policies).

 Penalties:  This account should record payments by the Utility for penalties or fines for violation of any regulatory statutes by the Utility or its officials.

Expenditures for certain civic, political and related activities:  This account shall include expenditures for the purpose of influencing public opinion with respect to the election or appointment of public officials, referenda, legislation, or ordinances (either with respect to the possible adoption of new referenda, legislation or ordinances or repeal or modification of existing referenda, legislation or ordinances) or approval, modification, or revocation of franchises; or for the purpose of influencing the decisions of public officials, but shall not include such expenditures which are directly related to appearances before regulatory or other governmental bodies in connection with the reporting Utility's existing or proposed operations.

Other deductions:  This account should record other miscellaneous expenses which are non-operating in nature, but which are properly deductible before determining total income before interest charges.

	Other non-current financial assets
	A financial asset is cash, a residual interest of another entity or a contractual right to receive cash or another financial asset from another entity or exchange financial assets or financial liabilities with another entity under conditions that are potentially favourable to the municipality.

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

Obligations under capital lease— non-current:  This account should record the portion not due within one year, of the obligations recorded for the amounts applicable to leased property recorded as assets in the account for "Property under capital leases" or account for "Non-utility property".

Accumulated provision for self insurance:  This account should record amounts reserved by the Utility for losses through accident, fire, flood, or other hazards to its own property or property leased from others, and for losses for bodily injury and property damage to third parties, not covered by insurance. The amounts charged to the account for "Injuries and damages", or other appropriate accounts to cover such risks should be credited to this account. A schedule of risks covered should be maintained, giving a description of the property involved, the character of the risks covered and the rates used. This account should be debited by amounts actually incurred by the Utility for the losses noted above.  Charges should be made to this account for losses covered. Details of these charges should be maintained according to the year the casualty occurred which gave rise to the loss.  All claims charged to this account will be subject to scrutiny by the Energy Regulator and interested parties and the onus will be on the utility to justify that customers should bear the costs.

Employee retirement and benefit obligations:  This account should record the unamortized portion of past service costs related to future benefits and pensions which will be expensed in future periods.

Asset retirement obligations:  This account should record the amount of liabilities for the recognition of asset retirement obligations related to electric utility plant and non-utility plant that gives rise to the obligations. This account should be credited for the amount of the liabilities for asset retirement obligations with amounts charged to the appropriate electric utility plant accounts or non-utility plant account to record the related asset retirement costs.  The Utility should charge the accretion expense to the account for "Accretion expense" from asset retirement obligation, for electric utility plant, the account for "Expenses of electric plant leased to others", for electric plant leased to others, as appropriate, and credit the account for "Asset retirement obligations".  This account should be debited with amounts paid to settle the asset retirement obligations recorded herein.  The Utility should clear from this account any gains or losses resulting from the settlement of asset retirement obligations in accordance relevant instructions prescribed in the General Instructions section of this Volume.

	Other long-term employee benefits
	Employee benefits (other than post-employment benefits and termination benefits) that are not due to be settled within twelve months after the end of the period in which the employees render the related service.

	Other price risk
	The risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in market prices (other than those arising from interest rate risk or currency risk), whether those changes are caused by factors specific to the individual financial instrument or its issuer, or factors affecting all similar financial instruments traded in the market.

	Other property and investments
	Investment in associated companies:  This account should record the book cost of investments in securities issued or assumed by Associated Companies and investment advances to such companies, including interest accrued thereon when such interest is not subject to current settlement, provided that the investment does not relate to a Subsidiary Company.  This account should be maintained in such manner as to show the investment in securities of, and advances to, each Associated Company together with full particulars regarding any of such investments that are pledged.  The Utility may write down the cost of any security in recognition of a decline in the investment value. Securities should be written off or written down to a nominal value if there is no reasonable prospect of substantial value. Fluctuations in market value should not be recorded but a permanent impairment in the value of securities should be recognized in the accounts.

Investment in subsidiary companies:  This account should record the cost of investments in securities issued or assumed by Subsidiary Companies and investment advances to such companies, including interest accrued thereon when such interest is not subject to current settlement plus the equity in undistributed earnings or losses of such subsidiary companies since acquisition. This account shall be credited with any dividends declared by such subsidiaries.

Derivative Financial Assets:  This account should record the cost/value of derivate and hedging activities instruments as prescribed by the IFRS/GAAP/GRAP.

Other investments:  This account should record the original cost of investments in securities issued or assumed by non-associated companies, investment advances to such companies, and any investments not accounted for elsewhere. This account should also include unrealized holding gains and losses on trading and available-for-sale types of security investments.

	Owner-occupied property
	Property held (by the owner or by the lessee under a finance lease) for use in the production or supply of goods or services or for administrative purposes.

	Owners
	Owners include holders of residual interests.

	Owner’s equity / contributed capital
	Common shares issued:  This account should record the stated or assigned value of common shares of each class issued.  When capital share is retired, this account should be charged with the amount at which such stock is carried herein.  A separate ledger account should be maintained for each class and series of common shares. The supporting records should show the shares nominally issued, actually issued, and nominally outstanding.

Preference shares issued:  This account should record the stated or assigned value of preference shares of each class issued.  When capital stock is retired, these accounts should be charged with the amount at which such stock is carried herein.  A separate ledger account, with a descriptive title, should be maintained for each class and series of stock. The supporting records should show the shares nominally issued, actually issued, and nominally outstanding.

Retained Earnings/Accumulated surpluses & deficits:  This account should record the balances, either debit or credit, of Retained Earnings arising from earnings of the Utility. This account should be debited with any dividends declared, payable or paid by the Utility. This account should exclude any amounts representing the undistributed earnings of subsidiary companies.

	Ownership control
	In  relation to a company, co-operative, trust, fund or any other corporate entity established in terms of any applicable national or provincial legislation, means the ability to exercise any of the following powers to govern the financial and operating policies of the entity in order to obtain benefits from its activities:  (a) to appoint or remove at least the majority of the board of directors or equivalent governing body; (b) to appoint or remove that entity's chief executive officer; (c) to cast at least the majority of the votes at meetings of the board of directors or equivalent governing body;  (d) or to control at least the majority of the voting rights at a general meeting in the case of a company, co-operative or other body having members.

	P

	Party
	In relation to 

(a) a metro or local council, means a party referred to in paragraph (a) or (b) of item 10 of Schedule 1; or 

(b) a district council, means a party referred to in paragraph (a) or (b) of item 4 of Schedule 2.

	Past due
	A financial asset is past due when a counterparty has failed to make a payment when contractually due.

	Past service cost
	The change in the present value of the defined benefit obligation for employee service in prior periods, resulting in the current period from the introduction of, or changes to, post-employment benefits or other long-term employee benefits. Past service cost may be either positive (when benefits are introduced or changed so that the present value of the defined benefit obligation increases) or negative (when existing benefits are changed so that the present value of the defined benefit obligation decreases).

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

	Plan assets
	Plan assets comprise: 

(a) assets held by a long-term employee benefit fund; and 

(b) qualifying insurance policies.

	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.

	Political office bearers
	The speaker, executive mayor, mayor, deputy mayor or a member of the executive committee as referred to in the Municipal Structures Act.

	Political Structure
	In relation to a municipality, means the council of the municipality or any committee or other collective structure of a municipality elected, designated or appointed in terms of a specific provision of the Municipal Structures Act.

	Post-employment benefit plans
	Formal or informal arrangements under which an entity provides post-employment benefits for one or more employees.

	Post-employment benefits
	Employee benefits (other than termination benefits) which are payable after the completion of employment.

	Powers and function
	Section 156 (1) of the Constitution determines that the “municipality has executive authority in respect of, and has the right to administer a) the local government matters listed in Part B of Schedule 4 and Part B of Schedule 5 and any other matter assigned to it by national or provincial legislation and b) any other matter assigned to it by national or provincial legislation.

	Power to levy rates
	1)  A metropolitan or local municipality may levy a rate on property in its area. 

2)  (a) A district municipality may not levy a rate on property, except on property in district management area within the municipality. 

(b) Any reference in this Act to the area of the municipality must, in the case of a district municipality, be read as a reference to the district management area within the district municipality. 

3)  A municipality must exercise its power to levy a rate on property subject to 

(a) section 229 and any other applicable provisions of the Constitution; 

(b) the provisions of this Act and 

(c) the rates policy it must adopt in terms of section 3.

	Power purchased and other power supply expenses
	Power Purchased:  This account should record the cost of all electricity purchased for resale.

Charges - Transmission/Distribution of Electricity by Others:  This account should be record amounts payable to others for the transmission of the utility's electricity using transmission power system facilities owned by others.

Charges - Distribution of Electricity by Others:  This account should be record amounts payable to others for the distribution of the utility's electricity using distribution power system facilities owned by others.

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

	Prescribe
	Prescribe by regulations or guidelines in terms of section 120, and prescribed has a corresponding meaning.

	Present value of a defined benefit obligation
	The present value, without deducting any plan assets, of expected future payments required to settle the obligation resulting from employee service in the current and prior periods.

	Presentation currency
	The currency in which the financial statements are presented.

	Prior period errors
	Omissions from, and misstatements in, the entity’s financial statements for one or more prior periods arising from a failure to use, or misuse of, reliable information that: (a) was available when financial statements for those periods were authorised for issue; and (b) could reasonably be expected to have been obtained and taken into account in the preparation and presentation of those financial statements.  Such errors include the effects of mathematically mistakes, mistakes in applying accounting policies, oversights or misinterpretations of facts, and fraud.

	Probable
	More likely than not.

	Property
	(a) Immovable property, registered in the name of a person, including, in the case of a sectional title scheme, a sectional title unit registered in the name of a person; 

(b) a right registered against immovable property in the name of a person, excluding a mortgage bond registered against the property; 

(c) a land tenure right registered in the name of a person or granted to a person in terms of legislation; or 

(d) public service infrastructure.

	Property, plant and equipment
	Tangible items that: 

(a) are held for use in the production or supply of goods or services, for rental to others, or for administrative purposes; and 

(b) are expected to be used during more than one reporting period.

	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.

	Property register
	A register of properties referred to in section 23.

	Proportionate consolidation
	A method of accounting whereby a venturer’s share of each of the assets, liabilities, revenue and expenses of a jointly controlled entity is combined line-by-line with similar items in the venturer’s financial statements or reported as separate line items in the venturer’s financial statements.

	Prospective application
	Application of a change in an accounting policy and of recognising the effect of a change in an accounting estimate, respectively, are: 

(a) applying the new accounting policy to transactions, other events and conditions occurring after the date as at which the policy is changed; and 

(b) recognising the effect of the change in the accounting estimate in the current and future periods affected by the change.

	Protected area
	An area that is or has to be listed in the register referred to in section 10 of the Protected Areas Act.

	Protected areas act
	The National Environmental Management:  Protected Areas Act, 2003.

	Provincial organ of state
	An organ of state functioning within the provincial sphere of government.

	Provision
	Provision is a liability of uncertain timing or amount.

	Provision for deferred (future) income tax
	Charges against income (with corresponding credits to a special liability account) representing the tax deferrals resulting from the use of accelerated amortisation and/or liberalised depreciation in federal and/or state income tax returns, when the deductions for such rapid depreciation and amortisation (applied to any vintage year’s property) exceeded the allowance that would have been taken if straightline depreciation had been used for tax return as well as for book purposes.  Many companies net in this account the feedback of prior year’s provisions for deferred taxes.

	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).

	Public service infrastructure
	Publically controlled infrastructure of the following kinds:  

(a) national, provincial or other public roads on which goods, services or labour move across a municipal boundary; 

(b)  water or sewer pipes, ducts or other conduits, dams, water supply reservoirs, water treatments plants or water pumps forming part of a water or sewer scheme serving the public; 

(c)  power stations, power substations or power lines forming part of an electricity scheme serving the public; 

(d)  gas or liquid fuel plants or refineries or pipelines for gas or liquid fuels, forming part of a scheme for transporting such fuels; 

(e)  railway lines forming part of a national railway system; 

(f)  communication towers, masts, exchanges or lines forming part of a communications system serving the public; 

(g)  runways or aprons at national or provincial airports; 

(h) breakwaters, sea walls, channels, basins, quay walls, jetties, roads, railway or infrastructure used for the provision of water, lights, power, sewerage or similar services of ports, or navigational aids comprising lighthouses, radio navigational aids, buoys, beacons or any other device or system used to assist the safe and efficient navigation of vessels; 

(i)   any other publicly controlled infrastructure as may be prescribed; or 

(j) a right registered against immovable property in connection with infrastructure mentioned in paragraphs (a) to (i).

	Publicly controlled
	Owned by or otherwise under the control of an organ of state, including 

(a) a public entity listed in the Public Finance Management Act 1999 (Act No. 1 of 1999);

 (b) a municipality or 

(c) a municipal entity as defined in the Municipal Systems Act.

	Q

	Qualifying asset
	An asset that necessarily takes a substantial period of time to get ready for its intended use or sale.

	Qualifying insurance policy
	An insurance policy* issued by an insurer that is not a related party (as defined in the Standard of GRAP on Related Party Disclosures) of the reporting entity, if the proceeds of the policy: 

(a) can be used only to pay or fund employee benefits under a defined benefit plan; and 

(b) are not available to the reporting entity's own creditors (even in liquidation) and cannot be paid to the reporting entity, unless either: 

(i) the proceeds represent surplus assets that are not needed for the policy to meet all the related employee benefit obligations; or 

(ii) the proceeds are returned to the reporting entity to reimburse it for employee benefits already paid.

	R

	Rate 
	A municipal rate on property envisaged in section 229 (1) (a) of the Constitution.

	Rateable property
	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.

	Ratepayer
	In relation to a municipality, means a person who is liable to the municipality for the payment of 

(a) rates on property in the municipality; 

(b) any other tax, duty or levy imposed by the municipality; or 

(c) fees for services provided either by the municipality or in terms of a service delivery agreement.

	Rebate
	In relation to a rate payable on a property, means a discount granted in terms of section 15 of the rate payable on the property.

	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.  Non-exchange transactions are transactions that are not exchange transactions.  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.

	Recoverable amount (of an asset or a cash-generating unit
	The higher of its fair value less costs to sell and its value in use.

	Recoverable amount (of an asset)
	The higher of a cash-generating asset’s net selling price and its value in use.

	Recoverable service amount
	The higher of a non-cash-generating asset’s fair value less costs to sell and its value in use.

	Reduction
	A lowering of a rate payable on a property in terms of section 15 of the amount for which the property was valued and the rating of the property at that lower amount

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

	Rehabilitation and refurbishment
	Includes activities that are required due to neglect or unsatisfactory maintenance or degeneration of an asset.  The action implies that the asset is restored to its original condition, enhancing the capacity and value of an existing asset that has become inoperative due to the deterioration of the asset.  The Budget Reporting Format refers to refurbishment/maintenance to an asset that will restore or maintain the originally assessed future economic benefits or service potential that an entity can expect from an asset and is necessary for the planned life to be achieved.

	Rehabilitation and refurbishment
	Upgrades and additions relating to other non-infrastructure capital assets  – Includes activities aimed at improving the capacity and effectiveness of an asset above that of the intended purpose.  The decision to renovate, reconstruct or enlarge an asset is a deliberate investment decision which may be undertaken at any time and is not dictated by the condition of the asset, but rather in response to a change in demand and or change in service requirements.  [The Budget Reporting Format refers to Enhancements/Rehabilitation is an improvement or augmentation of an existing asset (including separately depreciable parts) beyond its originally recognised service potential for example, remaining useful life, capacity, quality and functionality.]

	Related party
	A person or an entity with the ability to control or jointly control the other party, or exercise significant influence over the other party, or vice versa, or an entity that is subject to common control, or joint control. As a minimum, the following are regarded as related parties of the reporting entity: 

(a) A person or a close member of that person's family is related to the reporting entity if that person : 

(i) has control or joint control over the reporting entity; 

(ii) has significant influence over the reporting entity; or 

(iii) is a member of the management of the entity or its controlling entity. 

(b) An entity is related to the reporting entity if any of the following conditions apply:  

(i) the entity is a member of the same economic entity (which means that each controlling entity, controlled entity and fellow controlled entity and fellow controlled entity is related to the others);  

(ii) one entity is an associate or joint venture of the other entity (or an associate or joint venture of a member of an economic entity of which the other entity is a member); 

(iii) both entities are joint ventures of the same third party; 

(iv) one entity is a joint venture of a third entity and the other entity is an associate of the third entity; 

(v) the entity is a post-employment benefit plan for the benefit of employees of either the entity or an entity related to the entity.  If the reporting entity is itself such a plan, the sponsoring employers are related to the entity; 

(vi) the entity is controlled or jointly controlled by a person identified in (a); and 

(vii) a person identified in (a)(i) has significant influence over that entity or is a member of the management of that entity (or its controlling entity).

	Related party transaction
	A transfer of resources, services or obligations between the reporting entity and a related party, regardless of whether a price is charged.

	Remuneration for 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.

	Rent
	Rent received from the letting of land excluding the fixed structures on it.

	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.

	Reporting date
	The date of the last day of the reporting period to which the financial statements relate.

	Research
	Original and planned investigation undertaken with the prospect of gaining new scientific or technical knowledge and understanding.

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

	Resident
	in relation to a municipality, means a person who is ordinarily resident in the municipality.

	Residential property
	A property included in a valuation roll in terms of section 48 (2) (b) as residential.

	Residual interest
	Any contract that manifests an interest in the assets of an entity after deducting all of its liabilities. A residual interest includes contributions from owners, which may be shown as:

(a) equity instruments or similar forms of unitised capital; 

(b) a formal designation of a transfer of resources (or a class of such transfers) by the parties to the transaction as forming part of the entity's net assets, either before the contribution occurs or at the time of the contribution; or 

(c) a formal agreement, in relation to the contribution, establishing or increasing an existing financial interest in the net assets of an entity.

	Residual value of an asset
	The estimated amount that an entity would currently obtain from disposal of the asset, after deducting the estimated costs of disposal, if the asset was already of the age and in the condition expected at the end of its useful life.

	Restrictions on transferred assets
	Stipulations that limit or direct the purposes for which a transferred asset may be used, but do not specify that future economic benefits or service potential is required to be returned to the transferor if not deployed as specified.

	Restructuring
	A programme that is planned and controlled by management, and materially changes either: 

(a) the scope of an entity's activities; or 

(b) the manner in which those activities are carried out.

	Retrospective application
	Applying a new accounting policy to transactions, other events and conditions as if that policy had always been applied.

	Retrospective restatement
	Correcting the recognition, measurement and disclosure of amounts of elements of financial statements as if a prior period error had never occurred.

	Return on plan assets
	Interest, dividends and other revenue derived from the plan assets, together with realised and unrealised gains or losses on the plan assets, less any costs of administering the plan (other than those included in the actuarial assumptions used to measure the defined benefit obligation) and less any tax payable by the plan itself.

	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.

	Revenue [Fund Segment]
	Sources of funding for general use to execute the functions and powers allocated to Municipality.  This category includes Major Tariff Services, Fines, Penalties and Forfeits, Taxes, Returns-on-Investments (Interest and Dividends), Equitable Shares, Administrative and Registration Fees.  Sale of Assets could also fall within this category.

	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".

	Revenue from services 
	Generation:  Generation services revenue

Transmission:  Transmission services revenue – This account should only be used by transmission utilities to record revenues from transmission of electricity on behalf of others (ie. Distributors, etc.)

Distribution:  Sale of Electricity – Distribution charges revenue:  This account should record revenues from network distribution charge that should not be included in sales/distribution/reticulation of electricity accounts.

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

	Royalties
	Royalties (payment to the holder of a patent or copyright or resource for the right to use their property), received by the municipality.  

	S

	Sale/distribution/reticulation of electricity
	The following list of tariff revenues accounts for distribution Utilities is only indicative, and may not be exhaustive. 

Domestic low (Indigent)/Prepaid:  This account should record the net billing for electricity supplied for low usage domestic (indigent/prepaid) purposes.

Domestic high (Conventional):  This account should record the net billing for electricity supplied for conventional domestic purposes.

Commercial Conventional (Single Phase):  This account should record all revenue resulting from the sale of electrical energy used by customers classified as commercial conventional (single phase).

Commercial Conventional (3-Phase):  This account should record all revenue resulting from the sale of electrical energy used by customers classified as commercial conventional (3-phase).

Commercial Prepaid:  This account should record all revenue resulting from the sale of electrical energy used by customers classified as commercial prepaid.

Industrial (400 Volts) (Low Voltage):  This account should record all revenue resulting from the sale of electrical energy used by customers classified as Industrial low-voltage.

Industrial (11 000 Volts) (High Voltage):  This account should record all revenue resulting from the sale of electrical energy used by customers classified as Industrial high-voltage.

Special/Negotiated tariffs:  This account should record all revenue resulting from the sale of electrical energy used by customers classified under special/negotiated tariff arrangements.

Agricultural/ Rural/Farm dwellings tariffs:  This account should record all revenue resulting from the sale of electrical energy used by customers classified as agricultural/rural/farm dwellings.

Sports grounds/Churches/Holiday/old age homes:  This account should record all revenue resulting from the sale of electrical energy used by customers classified as sports grounds/churches/holiday/old age homes.

Water pumps:  This account should record all revenue resulting from the sale of electrical energy used for water pumps.

Street Lighting:  This account should record all revenue resulting from the sale of electrical energy used for the lighting of streets and parks

Government Assistance Directly Credited to Income:  This account should record government assistance/grants towards current expenses or revenues, including grants for Basic Free Electricity. It should also record government assistance that has been deferred, and is subsequently amortized to income as related expenses are incurred.

Own-use/Interdepartmental Energy Sales:  This account should record amounts charged by the electric department at tariff or other rate determined in accordance to RRM Volume 1 for electricity supplied by it to other electric utility departments and/or for its own use.

Revenue Adjustment:  This account should record both unbilled revenue adjustments and prior year billing adjustments. Each adjustment should be completely described.

Miscellaneous service revenues: Affiliates & Inter-Affiliates:  This account should record all revenues (tariff, non-conventional or non-tariff) for services and charges billed to affiliates, in accordance with the provisions of each Utility's policy on affiliate transactions as prescribed in RRM Volume 1. These transactions are not specifically provided for in other accounts.

Miscellaneous service revenues:  This account should record tariff revenues as outlined in the terms and conditions, non-conventional or non-tariff revenues for all miscellaneous services and charges billed to customers which are not specifically provided for in other accounts.

Export sales:  This account should record revenue from sale to of network services and/or electricity sales to customers domiciled outside South Africa. This account should include a record all revenues activities related to pool electricity.  A sub-account should be created within this account to record and track/record separately and report to the Energy Regulator expenses related to these export sales or network service.  

	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.

	Sales expenses
	Miscellaneous sales expenses:  This account should record the cost of labour, materials used and expenses incurred in connection with sales activities, except merchandising, which are includible in the account for "Informational and instructional advertising expenses".  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

	SALGA
	South African Local Government Association recognised in terms of section 2(1)(a) of the Organised Local Government Act, 1997 (Act No. 52 of 1997).

	Sand mining
	Sand mining is a practice that is used to extract sand, mainly through an open pit.  However, sand is also mined from beaches, inland dunes and dredged from ocean beds and river beds. It is often used in manufacturing as an abrasive, for example, and it is used to make concrete. As communities grow, construction requires less wood and more concrete, leading to a demand for low-cost sand. Sand is also used to replace eroded coastline. 

	Secondary 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.  

	Sectional titles act
	Sectional Titles Act 1986 (Act No. 95 of 1986).

	Sectional title scheme
	A scheme defined in section 1 of the Sectional Titles Act.

	Sectional title unit
	A unit defined in section 1 of the Sectional Titles Act.

	Segment
	An activity of an entity :

(a) that generates economic benefits or service potential (including economic benefits or service potential relating to transactions between activities of the same entity); 

(b) whose results are regularly reviewed by management to make decisions about resources to be allocated to that activity and in assessing its performance; and 

(c) for which separate financial information is available.

	Self generation
	A generator installed on a customer’s side of the utility meter that provides electricity for a portion, or all, of that customer’s electric load.

	Separate financial statements
	Financial statements presented by a controlling entity, an investor in an associate or a venturer in a jointly controlled entity in which the investments are accounted for on a basis of the direct interest in the net assets rather than on the basis of the reported results and net assets of the investees.

	Service authority
	The power of a municipality to regulate the provision 5 of a municipal service by a service provider.

	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.  

	Service delivery agreement
	An agreement between a municipality and an institution or person mentioned in section 76(b) in terms of which a municipal service is provided by that institution or person, either for its own account or on behalf of the municipality.

	Service provider
	A person or institution or any combination of persons and institutions which provide a municipal service.

	Service utility
	A Municipal entity established in terms of section 82(1)(c).

	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. Ownership of over 50% creates a subsidiary, with its financial statements being consolidated into the parent's books.

	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.

	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.  

	Short-term employee benefits
	Employee benefits (other than termination benefits) that are due to be settled within twelve months after the end of the period in which the employees render the related service.

	Significant influence
	The power to participate in the financial and operating policy decisions of an activity, but is not control or joint control over those policies.

	Social security fund
	A particular kind of government unit that is devoted to the operation of one or more social security schemes.  A social security fund must satisfy the general requirements of an institutional unit.  This is, must be separately organised from the other activities of government units, hold its assets and liabilities separately, and engage in financial transactions on its own account.

	Social services
	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 practice, 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.  

	Speaker
	A councillor elected in terms of section 36 to be the chairperson of a municipal council as envisaged in section 160(1)(b) of the Constitution.

	Special rating areas
	Special rating areas as determined by the Local Government:  Municipal Property Rates Act, Section 22 Special Rating Areas.  

	Specified public benefit activity
	An activity listed in item 1 (welfare and humanitarian), item 2 (health care) and item 4 (education and development) of Part 1 of the Ninth Schedule to the Income Tax Act.

	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’.

	Standards of GRAP
	Standards, Interpretations and Directives issued by the Accounting Standards Board.

	State plans
	Plans other than composite social security programmes established by legislation which operate as if they are multi-employer plans for all entities in economic categories laid down in legislation.

	State trust land
	Land owned by the state:  (a) in trust for persons communally inhabiting the land in terms of a traditional system of land tenure; (b) over which land tenure rights were registered or granted; or (c) which is earmarked for disposal in terms of the Restitution of Land Rights Act 1994 (Act No. 22 of 1994).

	Stipulations on transferred assets
	Terms in laws or regulation, or a binding arrangement, imposed upon the use of a transferred asset by entities external to the reporting entity.

	Straight Lined Operating
	This account is for lease payments relating to "non-market related rates" under an operating lease shall be recognised as an expense in the statement of financial performance on a straight-line basis over the lease term unless another systematic basis is more representative of the time pattern of the user’s benefit.

	Sub-lease Payment
	This account is for recording the future minimum sublease payments expected to receive under non-cancellable subleases at the reporting date.  [GRAP 13.46]

	T

	Tax expenditures
	Preferential provisions of the tax law that provide certain taxpayers with concessions that are not available to others.

	Taxable event
	The event that the government, legislature or other authority has determined will be subject to taxation.

	Taxes
	Economic benefits or service potential compulsorily paid or payable to entities, in accordance with laws and or regulations, established to provide revenue to government. Taxes do not include fines or other penalties imposed for breaches of the law.

	Termination benefits
	Employee benefits payable as a result of either: 

(a) an entity's decision to terminate an employee's employment before the normal retirement date; or 

(b) an employee's decision to accept voluntary redundancy in exchange for those benefits.

	Tourism
	Tourism activities managed by municipalities.

	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.  

	Trade and other receivables from exchange transactions
	A current asset resulting from selling goods or services on credit (on account).  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.

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

	Transaction costs
	Incremental costs that are directly attributable to the acquisition, issue or disposal of a financial asset or financial liability (see Appendix A paragraph AG57 of the Standard of GRAP on Financial Instruments). An incremental cost is one that would not have been incurred if the entity had not acquired, issued or disposed of the financial instrument.

	Transfer date
	The date on which the acquirer obtains control of the function and the transferor loses control of that function.

	Transfer of functions
	The reorganisation and/or the re-allocation of functions between entities by transferring functions between entities or into another entity.

	Transferor
	The entity that relinquishes control of a function.

	Transfers
	Inflows of future economic benefits or service potential from non-exchange transactions, other than taxes.

	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.

	Transmission expenses – operation and maintenance
	Operation & Maintenance Supervision and engineering:  This account should record the cost of labour and expenses incurred in the general supervision and direction of the operation and maintenance of the transmission system as a whole. Direct supervision of the same, shall be charged to the appropriate account.  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

The utility may also, if it so desires, create further subcategories as separate between operation and maintenance expenses.

Operation & Maintenance Control centre operations:  This account should record the cost of labour, materials used and expenses incurred in control centre operations pertaining to the transmission of electricity.  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

The utility may also, if it so desires, create further subcategories as separate between operation and maintenance expenses.

Operation & Maintenance Station equipment expenses:  This account should record the cost of labour, materials used and expenses incurred in operating and maintenance of transmission sub-stations and switching stations, the book cost of which is recorded in the account for "Station equipment".  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

Operation & Maintenance Overhead lines expenses:  This account should record the cost of labour, materials used and expenses incurred in operation and maintenance of transmission plant, the book cost of which is recorded in the accounts for "Towers and fixtures", "Poles and fixtures", "Overhead conductors and devices".  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

Operation & Maintenance Underground lines expenses:  These accounts should record the cost of labour, materials used and expenses incurred in the operation and maintenance of transmission lines, the book cost of which is recorded in the account for "Underground conductors and devices".  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

Operation & Maintenance Miscellaneous transmission expenses:  This account should record the cost of labour, materials used and expenses incurred in transmission map and record work, transmission office expenses, and other transmission expenses not provided for elsewhere.  This account should be subdivided in sub accounts as to keep track of cost of 

· Labour 

· Consumables 

· Other expenses

Operation & Maintenance servitude (right of way) payments:  The expense associated with operating and maintaining transmission servitude (right of way) properties is the only expenditures to be accounted for within this account.  If payments cover property used for more than one function, such as production plant and transmission, or by more than one department, the payment should be apportioned to the appropriate account on an actual, or if necessary, a fully allocated cost basis.  The costs for the property when incurred by the Utility should be charged to the accounts appropriate for the expense, as if the property were owned.

Operation & Maintenance of structures:  This account should record the cost of labour, materials used and expenses incurred in the operations and maintenance of structures, the book cost of which is recorded in account for "Structures and improvements".  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

Operation and Maintenance of vegetation management:  This account should record the cost of labour, materials used and expenses incurred in operation and maintenance of plant specially related to the control of trees, brush and general vegetation which may affect the safe and reliable operation of the transmission system.  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses

Operation & Maintenance IT support:  This account should record the cost of labour, materials used and expenses incurred in operation and maintenance of owned or leased Information Technology (IT) systems which is assignable to transmission operations and is not provided for elsewhere.  This account should be subdivided into the following sub accounts so as to keep track of cost of labour, consumables, other expenses, etc, separately.

· Labour

· Material & supplies used

· Other expenses



	Transmission plant
	Land:  This account should record the cost of land used in connection with transmission operations.

Land rights:  This account should record the cost of land rights used in connection with transmission operations.

Buildings, fixtures and improvements:  This account should record the cost of buildings, fixtures and improvements used in connection with transmission operations.

Leasehold improvements:  This account should record the cost of additions, improvements or alterations made to premises the utility leases from others. The cost of the leasehold improvements shall be depreciated over the term of the lease or the service life of the improvement, whichever is shorter.  Renewal provisions in the lease agreement shall be disregarded in amortizing leasehold improvements.   This account can be subdivided into as many classifications as are required.

Station equipment:  This account should record the cost installed of transforming, conversion, and switching equipment used for changing the characteristics of electricity in connection with its transmission or for controlling transmission circuits.

System communication and control:  This account shall include the cost of all installed equipment utilized for the purposes of providing control, operation and observation of the status of the transmission system. e.g. Supervisory Control and Data Acquisition System (SCADA) communication equipment, Digital and Analogue Microwave system, repeater stations etc

Towers and fixtures:  This account should record the cost installed of towers and appurtenant fixtures used for supporting overhead transmission conductors.

Poles and fixtures:  This account should record the cost of installed transmission line poles, wood, steel, concrete, or other material, together with appurtenant fixtures used for supporting overhead transmission conductors.

Overhead conductors and devices:  This account should record the cost of installed overhead conductors and devices used for transmission purposes.

Underground conduit:  This account should record the cost installed of underground conduit and tunnels used for housing transmission cables or wires.

Underground conductors and devices:  This account should record the cost installed of underground conductors and devices used for transmission purposes.

Roads and trails:  This account should record the cost of roads, trails, and bridges used primarily as transmission facilities.  The cost of temporary roads, bridges, etc., necessary during the period of construction but abandoned or dedicated to public use upon completion of the plant, should be charged to the accounts appropriate for the construction.

Asset retirement costs for transmission plant:  This account should record asset retirement costs on plant included in the transmission plant function.

	Type
	In relation to municipalities, means a type of municipality envisaged in section 155(2) of the Constitution, and defined in Part 2 of Chapter 1 of this Act.

	Typical work streams
	Projects are created under this group for “operational projects” for example agricultural projects, capacity building, training and development, spatial planning, etc.  Typically, these “projects” consist of various expense-items contributing to the outcome or objective of an initiative.  

	U

	Unearned finance revenue
	The difference between: 

(a) the gross investment in the lease; and 

(b) the net investment in the lease.

	Unguaranteed residual value
	That portion of the residual value of the leased asset, the realisation of which by the lessor is not assured or is guaranteed solely by a party related to the lessor.

	Unusual/infrequent items
	Unusual/infrequent income:  This account should be credited with gains of unusual nature and infrequent occurrence, which would significantly distort the current year's income computed before Unusual/infrequent Items, if reported other than as Unusual/infrequent items. Income tax relating to the amounts recorded in this account should be recorded in the account for "Income taxes, utility operating income".

Unusual/infrequent deductions:  This account should be debited with losses of unusual nature and infrequent occurrence, which would significantly distort the current year's income computed before Unusual/infrequent Items, if reported other than as Unusual/infrequent items. Income tax relating to the amounts recorded in this account should be recorded in the account for "Income taxes, utility operating income".

	Useful life (of a leased asset)
	The estimated remaining period, from the commencement of the lease term, without limitation by the lease term, over which the economic benefits or service potential embodied in the asset are expected to be consumed by the entity.

	Upgrade and additions
	Upgrades and additions relating to other non-infrastructure capital assets  – Includes activities aimed at improving the capacity and effectiveness of an asset above that of the intended purpose.  The decision to renovate, reconstruct or enlarge an asset is a deliberate investment decision which may be undertaken at any time and is not dictated by the condition of the asset, but rather in response to a change in demand and or change in service requirements.  [The Budget Reporting Format refers to Enhancements/Rehabilitation is an improvement or augmentation of an existing asset (including separately depreciable parts) beyond its originally recognised service potential for example, remaining useful life, capacity, quality and functionality.]

Includes activities aimed at improving the capacity and effectiveness of an asset above that of the intended purpose.  The decision to renovate, reconstruct or enlarge an asset is a deliberate investment decision, which may be undertaken at any time and is not dictated by the condition of the asset, but rather in response to a change in demand and or change in service requirements.  The Budget Reporting Format refers to enhancements/rehabilitation as an improvement or augmentation of an existing asset (including separately depreciable parts) beyond its originally recognised service potential for example, extending the remaining useful life, capacity, quality and functionality.

	Useful life (of an asset)
	(a) the period over which an asset is expected to be available for use by an entity; or 

(b) the number of production or similar units expected to be obtained from the asset by an entity.

	Utility Operating Revenue & Expense
	Operating revenues – Distribution:  This account should show the total amount of the account balances from the related accounts. 

Operation and maintenance expense:  This account should show the total amount of the account balances from the related accounts 

Depreciation and amortization expense:  This account should record the amount of depreciation and amortization expense for all classes of depreciable electric plant in service. Records should be kept that allow depreciation expense to be shown by plant account.  The Utility should keep such records of property and property retirements as will reflect the service life of property which has been retired and aid in estimating probable service life by appropriate methods; and also such records as will reflect the percentage of salvage and costs of removal for property retired from each account, or subdivision thereof, for depreciable electric plant.

Depreciation expense for asset retirement costs:  This account should record the depreciation expense for asset retirement costs included in electric utility plant in service.

Amortization of electric plant acquisition adjustments:  This account should be debited or credited, as the case may be, with approved amounts included in operating expenses for the purpose of providing for the extinguishment of the amount in the account for "Electric plant acquisition adjustments".

Regulatory debits:  This account should be debited, when appropriate, with the amounts credited to the account for "Regulatory liabilities", to record regulatory liabilities imposed on the Utility by the ratemaking actions of the Energy Regulator. This account should also be debited, when appropriate, with the amounts credited to the account for "Regulatory assets", concurrent with the recovery of such amounts in rates.

Regulatory credits:  This account should be credited, when appropriate, with the amounts debited to the account for "Regulatory assets", to establish regulatory assets. This account shall also be credited, when appropriate, with the amounts debited to the account for "Regulatory liabilities", concurrent with the return of such amounts to customers through rates.

Taxes other than income taxes, utility operating income:  This account should record the amounts of all other taxes assessed, except income taxes. Such taxes may include "payments in-lieu of taxes", municipal and school taxes, property taxes, property transfer taxes, commodity taxes, and franchise fees.  This account should be charged in each accounting period with the amount of taxes which are applicable thereto, with concurrent credits to the account for "Current income taxes payable", or the account for "Prepayments", as appropriate. When it is not possible to determine the exact amount of taxes, the amounts should be estimated and adjustments made in current accruals as the actual tax levies become known.  The charges made to this account should be made or supported so as to show the amount of each tax and the basis upon which each charge is made.

Income taxes, utility operating income:  This account should include the amounts of income taxes on income and large corporation tax amounts properly accruable during the period covered by the income statement to meet the actual liability for such taxes. Concurrent credits for the tax accruals should be made to the account for "Current income taxes payable", and as the exact amounts of taxes become known, the current tax accruals should be adjusted by charges or credits to these accounts, so that these accounts as nearly as can be ascertained should reflect the actual taxes payable by the Utility.

Provisions for future income taxes, utility operating income:  The balance in this account should represent the amount provided for future income taxes in the fiscal year.  The offsetting entry to this provision should be to the account for accumulated future income taxes (debit) and/or the account for "Accumulated future income taxes (credit)" as per the instructions for those accounts.

VAT, utility operating activities:  This account should record input/output VAT for utility operating activities. Concurrent credits and debits for the VAT input and output taxes should be made to the account for "VAT" under liabilities,

Gains / Losses from disposition of utility plant:  This account should record, as approved by the Energy Regulator, amounts relating to gains or losses from the disposition of future use utility plant including amounts which were previously recorded in and transferred from the account for "Electric plant held for future use", under the provisions of paragraphs. Income taxes relating to gains recorded in this account should be recorded in the account for "Income taxes, utility operating income.  The Utility should record in this account gains or losses resulting from the settlement of asset retirement obligations related to utility plant in accordance with the accounting prescribed in General Instructions for Electric Plant

Accretion expense asset retirement obligation:  This account should be charged for accretion expense on the liabilities associated with asset retirement obligations included in the account for "Asset retirement obligations", related to electric utility plant.

Revenues from electric plant leased to others:  These accounts should record revenues from electric property constituting a distinct operating unit or system leased by the Utility to others, and which property is properly included in the account for "Electric plant leased to others".

Expenses of electric plant leased to others:  This account should record and the expenses attributable to such property leased to others. The detail of expenses should be kept or supported so as to show separately the following: 

(1) Operation and Maintenance. 

(2) Depreciation. 

(3) Amortization.

	Utility plant
	All equipment used for the generation, transmission and distribution of electricity or an account in which record is kept of this equipment.  Includes Plant in Service, Purchased or Sold, in Process of Reclassification, Leased to Others, Held for Future Use, Under Construction and Acquisition, Adjustments and Adjustment Accounts without deduction of Accumulated Provision for Depreciation and Amortisation.

· Electric plant in service:  This account should contain the original cost of electric plant owned and in use by the Utility in its electric utility operations, and having an expectation of life in service of more than one year of date of installation, including such property owned by the Utility but held by nominees.

· Property under capital leases:  This account should contain the amount recorded under capital leases for plant leased from others and used by the Utility in its utility operations.  The electric property included in this account shall be classified separately according to the detailed accounts for electric plant in service.

· Experimental electric plant:  This account should record the cost of electric plant which was constructed as a research development and demonstration plant and due to the nature of the plant it is deemed desirable to operate it for a period of time in an experimental status.  Amounts in this account should be transferred to the “Electric plant in service” account or “Non-utility property” account as appropriate when the project is no longer considered as experimental.

· Electric plant leased to others:  This account should record the original cost of electric plant owned by the Utility, but leased to others as operating units or systems, where the lessee has exclusive possession.  The property included in this account shall be classified according to the detailed accounts prescribed for electric plant in service and this account shall be maintained in such detail as though the property were used by the owner in its utility operations.

· Electric plant held for future use:  This account shall include the original cost of electric plant owned and held for future use in electric service under a definite plan for such use to include (1) property acquired but never used by the utility in electric service but held for such service in the future under a definite plan and (2) property previously used by the utility in service but retired or mothballed from such service and held pending its reuse in the future, under a definite plan in electric services.  The property included in this account should be classified in a manner similar to the detail prescribed for electric plant in service and the account should be maintained in such detail as though the property were in service. 

· Construction work in progress - Electric:  This account should record the total of the balances of work orders for electric plant in process of construction.  Work orders should be cleared from this account as soon as practicable after completion of the job.  Expenditures on research, development and demonstration projects for construction of utility facilities are to be included in a separate subdivision in this account.  Records must be maintained to show separately each project along with complete detail of the nature and purpose of the research, development and demonstration project together with the related costs.

· Electric plant acquisition adjustment:  This account should record the difference between:

· The cost to the accounting utility of electric plant acquired as an operating unit or system by purchase, merger, consolidation, liquidation or otherwise

· The original cost, estimated (if not known) of such property, less the amount or amounts credited by the accounting Utility at the time of acquisition to accumulated provisions for Depreciation and Amortisation and contributions in aid of construction with respect to such property.

Debit amounts recorded in this account related to plant and land acquisition may be amortised to the account “Amortisation of electric plant acquisition adjustments” over a period not longer than the estimated remaining life of the properties to which such amounts relates.  Credit amounts recorded in this account should be accounted for as directed by the Energy Regulator.

· Gross value of contributions and grants-credits:  This account should record amounts relating to contributions or grants in cash, services or property from governments or government agencies, corporations, individuals and others received in aid of construction or for acquisition of capital assets.  This account should be maintained so that the company can supply information as to the purpose of each contribution or grant, the conditions, if any, on which it was made, the amount of contributions or grants from governments or government agencies, corporations, individuals and others and the amount applicable to each Electric Plant in Service account.

	Utility plant in service
	That portion of a utility’s plant that is devoted to the operations of the company.  Excludes Plant Purchased or Sold, In Process of Reclassification, Leased to Others, Held for Future use, Under Construction and Acquisition Adjustment Accounts without deduction of Accumulated Provision for Depreciation and Amortisation.

	V

	Value in use of a cash-generating asset
	The present value of the future cash flows expected to be derived from an asset or cash-generating unit.

	Value in use of a non-cash-generating asset
	The present value of the asset’s remaining service potential.

	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.

	VAT Receivable
	VAT receivable from SARS.

	Venturer
	A party to a joint venture and has joint control over that joint venture.

	Vested employee benefits
	Employee benefits that are not conditional on future employment.

	Vote
	The term “vote” is used to divide the budget into segments and the council then approves the budget according to the votes by means of a council resolution.  The definition requires “votes” to be defined at the departmental or functional level; reason being municipalities are structured around departments, which in most instances tend to be linked to specific functions.  

	W

	Ward
	A ward mentioned in item 2 of Schedule 1.

	Ward committee
	A ward committee was established in terms of section 73.

	Waste (Refuse, Rubbish, etc.) 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.

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

	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.  

	Wheeling service
	 The use of the transmission facilities of one system to transmit power and energy by agreement of and for another system with a corresponding wheeling charge.

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

	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.  

	Wind energy
	Energy produced by harnessing the force of the wind.  In a wind energy conversion system such as a windmill, the energy of wind is used to turn the shaft or a generator, that in turn usually produces direct current.  This direct current is usually converted to alternating current before being fed into a utility grid system.


SECTION 11 - ACRONYMNS
	Acronyms
	Reference

	AFS
	Annual Financial Statements

	AGSA
	Auditor-General of South Africa

	ASB
	Accounting Standards Board

	COID
	Commission for Occupational Injuries on Duty

	CQS
	Caseware

	DCOGTA
	Department of Co-operative Governance and Traditional Affairs

	DORA
	Division of Revenue Act

	GFS
	Government Finance Statistics

	GIAMA
	Government Immovable Asset Management Act

	IDP
	Integrated Development Planning

	IMFO
	Institute of Municipal Finance Officers

	MFMA
	Municipal Finance Management Act56 of 2003

	NERSA
	National Energy Regulator of South Africa

	PPP
	Public Private Partnerships

	SAICA
	South African Institute of Chartered Accountants

	SALGA
	South African Local Government Association

	SARB
	South African Reserve Bank

	SCOA
	Standard Chart of Accounts

	SDBIP
	Service Delivery and Budget Implementation Plan


ANNEXURE A:  SCOA VERSION 4 
COMMENTS REGISTER
A.  
The project team is embarking on a process to align the Budget Reporting Format and the Annual Financial Statement Templates.  Please provide us with any information from your own experience where you find it difficult to match budgeted information with actual information?

	Ref
	Response
	Comments
	Segment

	A1
	Departmental charges are included in the Budget Reporting Format (BRF); however they are excluded from the Annual Financial Statements (AFS). 
	MFMA Circular No 58 the Municipal budget Circular for the 2012/13 MTREF, paragraph 6.7 emphasises that internal charges must not be included in the budgets, monthly reports and submissions to the Local Government Database, thus overstating their revenues and expenditures.  This issue has been addressed extensively in MFMA Circulars 48 and 55.   
	Function, Funding and Item

	A2
	Repairs and Maintenance on the BRF is split into material, contracted services, labour and transport.  However provision is made on the AFS for Repairs and Maintenance which includes only material and contracted services.  
	The AFS Improved Specimen (7 November 2012) Note 44 is silent to "what" is included in "repairs and maintenance".  Aligning the specimen AFS to the BRF to inform SCOA, repairs and maintenance are considered to be a project and includes "material, contracted services, labour, transport and any other costs" as described in the definition and the Project Summary Document.  Repairs and maintenance is not considered to be a spending item.  Proposed to the Accountant General that repairs and maintenance be included as note to PPE (note 13 in the present version of the AFS) and the information extracted from the project segment for AFS reporting purposes.  The "repairs and maintenance" category in the Project Segment of SCOA specifically provides classifications for "materials and supplies, employee related cost, contracted services and other costs".
	Project

	A3
	Contracted Services on the BRF includes the component of 'contracted services' from 'repair and maintenance' as well as all other contracted services.  On the AFS Contracted Services is only compromised of all other contracted services and not of the component included in 'repairs and maintenance'.  
	At present (2012/13) the difference in budgeting for contracted services for maintenance and repair versus reporting in the annual financial statements are a valid concern.  The alignment of the BRF and AFS informing SCOA resolved this difference between budgeting and accounting for contracted services specifically relating to repairs and maintenance.   Repairs and maintenance are considered to be a project within the SCOA classification system and "contracted services" only an element of the cost contributed to "repairs and maintenance" resulting in contracted services being recognised in the Item Segment aligning the accounting and budgeting for "repairs and maintenance".
	Project

	A4
	Employee costs capitalised to property, plant and equipment (actual costs) is not budgeted for on the BRF but is included under employee cost in the AFS.  
	The MBRR Section 6 - Consistency in basis of measurement and accounting policies directs on the matter:  "The municipal manager of a municipality must take all reasonable steps to ensure that: (a) the basis of measurement and accounting policies underpinning the municipality's annual financial statements are the same as those used in the preparation of the municipality's annual budget and supporting documentation, its adjustments budgets and supporting documentation, and its in-year reports and (b) any difference or changes between financial years are explicitly noted."


The Standard of GRAP 17 Property, Plant and Equipment paragraph 31 indicates that the cost of a self-constructed asset is determined using the same principles as for an acquired asset.  Paragraph 25 deals with the elements of cost and specifically provides for costs of employee benefits arising directly from the construction or acquisition of the item of property, plant and equipment.  GRAP clear provides for the capitalisation of employee benefits to self constructed assets and the AFS present "construction work in progress either completed assets" on the same principle.

The BRF clearly provides for "employee costs capitalised to PPE" on SA1 Employee Rated Costs implying the capitalised cost be included in:

*  SA28  Budgeted monthly capital expenditure  (municipal vote)

*  SA29  Budgeted monthly capital expenditure  (standard classification)

*  SA34a  Capital expenditure on new assets by asset class

*  SA34b  Capital expenditure on the renewal of existing assets by asset class

*  SA35  Future financial implication of the capital budget
*  SA36  Detailed capital budget
*  SA37  Projects delayed from previous financial years
*  A5  Capital Expenditure by vote, standard classification and funding

*  A9  Asset Management

Conclusion:  The MBRR and GRAP requirements (AFS) aligned.  This comment is related to interpretation and application limitations resulting in the incorrect accounting treatment followed by the municipality.
	Item

	A5
	Post-employment benefits expenses are not budgeted for on the BRF but are included in the AFS.  If this expenditure is budgeted for, the expense would be included under other expenditure in the BFR whereas in the AFS this expenditure is reflected separately.  
	SA1 Supporting detail to 'Budget Financial Performance" group for "Employee related costs" provides for the line item "Post retirement benefit obligations" to be included.  Indeed the difference between the BRF and AFS is that "Post retirement benefit obligations" would be included in General Expenses Note 48 resulting in a "misstatement between budget and actual" information.


SCOA Version 4 provides for the consistent classification of "post retirement benefit obligations" and proposes that this line item be included in "employee related cost".
	Item:  Expenditure

	A6
	Offsetting of depreciation is included in the BRF but is excluded from the statement of financial performance.  
	Offsetting of depreciation is not accepted ito GRAP.  BRF SA3 Supporting detail to "Budget Financial Position" provides for "depreciation offsets" as part of the "Changes in Net Assets - Accumulated Surplus/(Deficit)".  Accordingly Version 4 of SCOA does not provide for "depreciation offsetting".
	Item:  Assets, Liabilities and Net Assets

	A7
	Conditional grant expenditure is reflected under other expenditure in the BFR whereas in the AFS this expenditure is reflected separately.  
	SA19 Expenditure on transfers and grant programme provides for a summary of expenditure by grant.  This is information in addition to SA2 Financial Performance Budget (revenue source/expenditure type), SA25 Budgeted monthly revenue and expenditure, SA26 Budgeted monthly revenue and expenditure (municipal vote), SA1 Supporting detail to 'Budget Financial performance' and A4 Budgeted Financial Performance (revenue and expenditure).


The Statement of Financial Performance (present specimen) provides for expenditure relating to transfers and subsidies to be included in expenditure by category as disclosed.  Provision is however made for "Non profit institutions and donor project expenses" the principle of which will be cleared with National Treasury Accounting Services.


SCOA Version 4 provides for "expenditure" on projects funded from "transfers and subsidies" to be recognised in the Item Segment according to the "type and nature" of the goods and services".  The Fund Segment facilitates the allocations of specific transactions to the "fund (transfer and subsidies by source) to be able to associate specific transaction to the "transfer and subsidy".  Information on the application of a specific source of transfer and subsidies would thus be enabled.
	Fund / Item

	A8
	Service charges other such as general connection fees, non-conforming use fees, is reflected separately in the BFR whereas in the AFS it is included under other income.
	A4 Budgeted Financial Position provides for Service Charges - Other.  Also see SA2.  Proposed as part of the BRF/AFS alignment that "Service Charges - Other" be specified and included in Sale of Goods and Services Rendered.  

SCOA Version 4 aligns the classifications within the BRF and AFS.  "General connection fees and non-conforming use fees" are classified as "Exchange Revenue:  Service Charges - Electricity".
	Item

	A9
	Currently the format provided by the AFS allows for comparison
	Comment noted
	AFS / BRF

	A10
	Depreciation on assets cannot be accurately budgeted due to impairment, review of useful lives, timing of purchases but more especially donated assets!  Furthermore there are accounting transactions which cannot accurately be budgeted for, e.g. fair value adjustments, discounting, additional insurance premiums, gain/loss on disposal of assets.
	We acknowledge that the "non cash flow items" are more difficult to estimate and predict for budget purposes.  Various methods for forecasting and prediction of these items are available from the private sector.  Most of these models however require accurate historical and management information to form the basis for assumptions to inform estimation and predication models.  Without having proper management systems, processes and controls in place over debt management and asset management the estimation of these amounts for budgeting purposes would remain challenging.
	Item:  Expenditure

	A11
	The pre-requisite from various system perspectives is to define and link the budgeting and financial structures in the system before any business transactions are carried out.  Various financial systems currently support multi-reporting comparisons between budgets and financial figures.

   
AFS template and budget formats need to "talk" to each other without extensive mapping tables being used (which is currently the case) and both must be compliant with GRAP (currently NOT the case).  The AG wants to see certain classifications which make it difficult to accommodate the AG as the templates will then be less aligned and municipality cannot compile 2 sets of AFS (one for the NT and one for AG) e.g.. what is included/disclosed in the line item "other revenue" and "other service charges"?
	SCOA Version 4 provides references to the alignment achieved between the AFS and BRF based on the proposal for revising the AFS and BRF templates moving forward to the future implementation of SCOA. The SCOA will also provide for customized reporting as required by specific stakeholders including users; there will however be minimum reporting requirements such as the Section 71 and 72 in year reporting formats.
	AFS / BRF


B.  
Please provide your views and comments on the 5 segments comprising the SCOA for Municipalities, being Item, Fund, Function, Project and Regional Indicator.  (Specific comments on the details within these segments to be included in the sections hereunder)

	Ref
	Response
	Comments
	Segment

	B2
	The implementation of the GFS classification across all municipalities may affect the current organisational (macro structures).  Municipalities will have to re-look their macro design to ensure that it is in line with the GFS classification.  This could influence operational efficiency as each municipality is unique.  This will be a timely exercise with possible financial implication.  At present, extra codes are added in order to extract the information in the formats as requested.  This poses endless administration if reports change as frequently as they do.
	The consideration to get municipalities to align standard classification (vote structure) to the functional classification resulting in organisational changes to be effected by municipalities had been placed on hold for the first time implementation of SCOA.  Municipalities will still be encouraged to organisationally align their structures to the functional classification as some time in the future this might become a requirement.  This alignment would streamline the BRF and avoid the "reporting and managing" of dual structures.
	Function /  Standard Classification

	B3
	In general some of the break downs can be very helpful when receiving specific information requests.  The numerous amounts of subheadings make it seems very cluttered and complicated and can sometimes lead to confusion.  
	The SCOA Version 4 tables had been restructured to clarify this concern.  The chart of accounts to be taken up in the financial system would be a single account and presented as the first column in the tables.  The headings and sub-labels are for reporting purposes and not included in the chart of accounts.  Depending on the system requirements and functionality (subjected to standardising) even the "extended description of the account" might be simplified.   The "headings" are needed to indicate "where" a specific account fits in for reporting purposes.   Further simplifications to the presentation of SCOA are considered for the format to be released with the SCOA Regulation.
	Detail accounts /  Description

	B4
	Some grey areas still exist as mapping of the current accounts is based on interpretation of the proposed accounting structure.  The SCOA must incorporate all accounting standards.  There must be clarity on the interpretation of GRAP accounting standards.  A situation can exist where municipalities interpret accounting standards differently; as a result it is accounted in a different manner.  This will not give a true reflection of municipalities financial position as same scenario is being accounted for differently by different municipalities.  
	The Implementation of GRAP should be based on the GRAP Implementation Guides developed by Accounting Services and available on the internet from the webpage of the Office of the Accountant- General/Publications/GRAP/Manuals.   SCOA is a classification system and should assist in "the uniform accounting treatment" of matters by municipalities.   If "GRAP Implementation issues" still exist the Auditor-General through the respective structures within their office, the ASB and Accounting Service do have a forum meeting weekly to resolve these areas of differences in opinion.
	GRAP 

	B5
	This also poses a possible problem as the SCOA may be designed to only accommodate one interpretation/scenario.  Once again, no consideration is given to why structures differ.  To ensure above does not occur, clarity must be given on the interpretation and treatment of all GRAP accounting standards e.g.  Treatment of VAT on conditional grants by municipalities.  The treatment of zero-rated grants should be made clear with specific reference to Circular 58 - "Own Revenue".  This will also have an impact on the budget and as well as revenue from non-exchange transactions.
	SCOA provides a uniform and standardised classification system providing for sufficient classification to record typical transaction entered into by municipalities.  By the nature of a chart of accounts by itself does not provide an interpretation of accounting standard.  In general an accounting standard provide for the recognition, measurement and presentation of transactions. SCOA only assist in the recognition of transactions by providing a standardised classification system.
	GRAP

	B6
	Definitions on Segments are clear and easy to understand.  The cost centre should be indicated as well.
	Refer to the Segment:  Financial Modelling added to SCOA Version 4.  
	Financial Modelling

	B7
	It is a concern that the ranges of the SCOA are very limited for future expansion.
	The Regulation would provide for a "SCOA Technical Committee" to determine on an annual basis the SCOA for the forthcoming budget cycle.  The process would require municipalities to complete a standard submission within an agreed process to request expansions in SCOA.  The SCOA Technical Committee would make a resolution in this regard and an annual "update" would be communicated and implemented through the System Vendors.

Account numbers would be given in "blocks" and will provide for expansion.
	Future Expansion

	B8
	Financial Performance Reporting (AFS):  The organisational structure of municipalities differ and the structure must be fitted into the segments which is currently done with mapping tables - mapping tables are difficult to update and maintain and it also poses an audit risk.                                                                           
	The proposal to require municipalities to align standard classification (vote structure) to the functional classification requiring organisational changes to be effected by municipalities had been placed on hold for the first time implementation of SCOA.  Municipalities will still be encouraged to organisationally align their structures to the functional classification as some time in the future this might become a requirement.  This alignment would streamline the BRF and avoid the "reporting and managing" on dual structures.

The Proposed SCOA Regulation will be drafted to specifically limit the direct use of mapping tables.  A prerequisite for a system to quality for the implementation of SCOA would be that the transaction needs to be classified at "initial" entry using selection from each segment.  The only exception might be the "linking" of "standard classification" to "function".
	Function


C.  
Please comment on anything else you consider of importance.

	Ref
	Response
	Comments
	Segment

	C1
	It is recommended that job-costing also be included as a segment.  The importance of job-costing in an organisation is essential to ensure effective and efficient service delivery.  This tool would assist management in monitoring expenditure trends, employee productivity and effective usage of resources verses the outputs.
	An additional segment had been included in Version 4 of SCOA to deal with Financial Modelling.
	Financial Modelling

	C2
	Municipalities across SA are still implementing different costing principles and methodology.  With the implementation of SCOA for all municipalities, the costing principles/methodology for municipalities must also be standardised.  The proposed costing principles/methodology should have been part of the roll-out of the new SCOA.  Municipalities in the Province are of the opinion that the implementation of SCOA should go hand in hand with the standardisation of the costing system. 
	An additional segment had been included in Version 4 of SCOA to deal with Financial Modelling.  This will be at a high level to provide for the costing of at least the four main trading services.  Municipalities will however have the functionality of applying more detailed costing methodologies.
	Financial Modelling

	C3
	It should also be noted that some municipalities indicated that insufficient time was provided to consult with system vendors and contractors responsible for assisting in compiling the annual financial statements. 
	The request for comments had been directed to municipalities and not "system vendors" to respond on the behalf of their client municipalities.  The National Treasury team had separate engagements with the "System Vendors and Consultants" (active in the municipal space) providing them with the opportunity.
	System Vendors

	C4
	A matter of concern is the support that is required by each municipality in order to correctly map all accounts and the financial implications of implementation of SCOA.  
	The SCOA Implementation would be done through the System Vendors engaged by the municipalities.  We anticipate that the regulations would provide for a 2 year implementation period considered to be sufficient for resolving mapping issues and requests for adding/revising classification within the SCOA classification framework.
	Implementation / Change Management

	C5
	Municipalities would like to know who will be liable for the training costs and implementation of SCOA.  In addition, clarity is also required in respect of commitments towards current service providers.  Must these contracts first expire?  
	Section 216(1) of the Constitution states 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 - (a) Generally recognised accounting practice (GRAP – OAG)  

(b) Uniform expenditure classifications; and (Standard Chart of Accounts / General Leger

(c) Uniform treasury norms and standards (MFMA, Regulations, Circulars and Guidelines).

Further Section 168 (1) of the MFMA states that: The Minister (of Finance), acting with the concurrence of the Cabinet member responsible for local government, may make regulations for, among other things – 

(a) any matter that may be prescribed …and… 

(b) any other matter that may facilitate the enforcement and administration of the Act.

National Treasury has the mandate for issuing the SCOA Regulations.  The Regulation will provide for a SCOA Technical Committee to oversee the maintenance of SCOA prior to implementation and through the lifecycle of SCOA.  The responsibility for implementing and complying with the Regulation is that of the Municipality.  National Treasury has established ongoing work groups, with the system vendors and informed them of developments relating to SCOA since the established of the project.

Contractual arrangements with System Vendors are the responsibility of the Municipality

National Treasury will be regulating the SCOA and minimum system requirements and not prescribing or proposing any specific system or application.
	Implementation / Change Management

	C6
	Lastly, municipalities would also like to know if the implementation of SCOA is not successful, does National Treasury have a back-up plan.
	National Treasury does not foresee any risk of failure.  System Vendors have been involved since the inception of the project and all of those engaged indicated that they will be able to meet the system requirements for the implementation of SCOA.  The SCOA Classification would be thoroughly tested in a SQL Database with historic budgeting and actual information for the extraction of typical reports by using data from small and medium municipalities.  National Treasury will be involved in running pilots through qualifying system vendors before "implementation" at the wider group of municipalities.    A similar classification system had been successfully implemented at the National and Provincial sphere of Government evoking international recognition.

Change management has been recognised as one of the major risks hindering the successful implementation of SCOA by municipalities.  
	Implementation / Change Management

	C7
	Should the SCOA remain in the format which it is currently - is it possible to accommodate the use of a filter in order to make it more user friendly and possible to search for a vote much quicker?
	The use of the "traditional vote structure" is not advocated by National Treasury as the basis for the effective implementation of SCOA.    The system vendors need to find a way for implementing SCOA as the "chart of accounts" within the financial application providing a metadata within the application assisting in a "lookup" function to guide classification.
	PSD / Regulation

	C8
	Various system are also flexible to accommodate additional mapping requirements as long as the key functional modules are being used. 

Functional Performance Reporting (AFS):  The organisational structure of municipalities differ and the structure must be fitted into segments which is currently done with mapping tables - mapping tables are difficult to update and maintain and it also poses an audit risk.
	Comment noted.  See response to A12 and B8.
	None


D. 
In the compilation of the SCOA we considered inputs received from the National Energy Regulator of South Africa, Dept of Water Affairs, Dept of Trade and Industry, Dept of Human Settlement and Statistics South Africa.  In the event any other national or provincial departments or other institutions do request financial information from your municipality that has not been provided for in the SCOA please provide us with the name of the institution, contact person and the nature of information required to assist us in incorporating these requirements in SCOA to the maximum extent possible.

	Ref
	Responses
	Comments
	Segment

	D1
	The Government Institutions that are not mentioned above that require the most information are CoGTA and National Treasury.  However there are no other institutions that Council is aware of at this point of time.
	CoGTA had been involved and a specific workgroup with dedicated nominees from COGTA had been established.  Version 4 of SCOA will form these specific consultations with the COGTA Workgroup as well as further development such as the draft regulations and the SQL Database.
	PSD

	D2
	BUSINESS:  Financial Performance Reporting (AFS):  The Office of the Auditor-General, Office of the Accountant-General and the ASB must be integrally involved as the templates of budget and AFS must be aligned as what needs to be disclosed in both the AFS and the budget in terms of GRAP.  Currently the templates are not aligned and it causes quite a number of queries from NT as well as the AG on the misalignment.  Municipalities cannot compile 2 sets of AFS for the use of NT and the AG as currently these 2 users wants to see different things and compare it to the budget as well as GRAP requirements which currently are not working.   Further, most of the municipalities (even the metros) are using pre-determined software to compile their AFS, e.g. Caseware so the involvement of CQS Technology Holdings also needs to be considered.
	Comment noted.  See response to A1a and B8.
	None


E.  
Design Principles:  We have not provided the design principles considered in developing the classifications applied within the Item Segment.  Critical to completing the design principles is concluding the alignment of the budget reporting tables and annual financial statements for municipalities.  In principle this segment needs to provide for sufficient detail to extract the GRAP and Budget Reporting Requirements.  Please provide your comments on anything in specific we should have considered in formulating the design principles for the revenue section within the item segment.  

	Ref
	Response
	Comments
	Segment


	E1
	Consideration needs to be given to GRAP 1 with regards to the format of the statements to be provided.
	SCOA provides a uniform and standardised classification system for sufficient classification to record typical transaction entered into by municipalities.  By the very nature of a chart of accounts - by itself does not provide an interpretation of accounting standard.  In general an accounting standard directs the recognition, measurement and presentation of transactions. SCOA only assist in the recognition of transactions by providing a standardised classification system.

A Template for the Presentation of Annual Financial Statements using the SCOA Classification would be released by the National Treasury for comments with the Draft SCOA Regulations as well as the Revisions made to the Budget Reporting Tables for comments.
	PSD / Design Principles


	E2
	The Revenue segment requirement is catered for as Revenue elements and will apply across the system.       

Financial Performance Reporting (AFS):  The AFS template and budget formats need to "talk" to each other without extensive mapping tables being used (which is currently the case) and both must be complaint with GRAP (currently NOT the case).  The AG wants to see certain classifications which make it difficult to accommodate the AG as the templates will then be less aligned and municipality cannot compile 2 sets of AFS (one for NT and one for AG), e.g.. what is included/disclosed in the line item "other revenue" and "other service charges"?
	Comment noted.  See response to A11 and B8.
	None

	E3
	Having gone through this section, we believe that the impairment could be broken down further to also include impairment of "Current Assets".  Currently the impairment implies that it is only applicable to Non Current Assets which may be misleading.
	Provisions are made for impairment on "Non-current Receivables, Other Receivables from Non-exchange Transactions and Trade and Other Receivables from Exchange Transactions.  
	None




F.  
The tables provide an indication of the extent municipalities would be able to add account details.  In your view would any of these accounts need to be reconsidered for allowing flexibility with an explanation motivating your opinion?  

	Ref
	Response
	Comments
	Segment

	F1
	To allow for flexibility, the tables should include posting level titled Sundry Revenue for items not accommodated above.  This posting level should be included in the tables, only during the implementation phase and thereafter removed once all municipalities have been accommodated for in terms of their various needs.  It is advised that this provision would be to National Treasury's advantage as the risk of having inappropriately allocated revenue or expenses to line items which are not appropriate in terms of the laid down definition thereof, is too great.
	The Design Principles directing the SCOA is specific in indicating that "sundry, other, general, miscellaneous and any other general and vaguely described: classification would not be provided for in SCOA.

The Regulation would provide for a "SCOA Technical Committee" to determine on an annual basis the SCOA for the forthcoming budget cycle.  The process would require municipalities to complete a standard submission within an agreed process to request expansions in SCOA.  The SCOA Technical Committee would make a resolution in this regard and an annual "update" would be communicated and implemented through the System Vendors.

The SCOA Implementation would be done through the System Vendors engaged at the municipalities.  The regulations provides for a 2 year implementation period which is considered sufficient for resolving mapping issues and requests for adding/revising classification within the SCOA classification framework.
	PSD / Design Principles

	F2
	The SCOA provides for more detail than what is currently available.  Mapping would be possible, but with the compilation of the comments there was insufficient time to consult with the system vendors if the required detail can be accommodated by the financial systems.  Observations are that mapping is made complex with all the sub-headings that need to be provided for.
	Refer to C2 and C3 for comments on the "mapping" as explained earlier and consultation with system vendors by the National Treasury Team. It needs to be noted that the term ‘mapping’ needs to be carefully considered. Although there is a requirement for mapping of historic information, the SCOA Regulation will not provide for the mapping of current charts to the SCOA for LG. The principle will remain that the SCOA needs to be implemented and operated at a transactional level and not trough mapping tables!

Continued training and illustrations using the SQL Database would enhance practioners understanding of SCOA and the various reports to be extracted. 
	PSD / Change Management

	F3
	No provision has been made for prepaid water sales and internal service charges for municipal account.  
	Included see Revenue Segment/Service Charges/Water/Sales/Repair or Conventional.
	Item Segment

	F4
	It could not be determined where availability charges on properties are accounted for.
	No separate classification had been made for "availability charges" as this would be recorded within the classifications provided for property rates and service charges.  The definitions have been expanded to indicate that availability charges are included in the accounts.
	Item Segment 

	F5
	Depending on how accurately financial systems can incorporate the SCOA, else the extremely detailed SCOA could cause time delays when transactions have to be processed (opening of new accounts).  In cases where local municipalities receive large amounts of cash on a daily basis - cashiers must be able to process transactions quickly!  (will the SCOA be linked on another platform as to prevent unnecessary time delays?)  
	System vendors have been informed since the inception of the SCOA project that the pre-implementation requirement would be that the SCOA be carried within the financial application and transaction recorded using the classification.  No mappings would be accepted in this regard.  
	PSD / Minimum Business Process Requirements

	F6
	Policies might need to be reviewed for example Budget Virement policy.
	The Budget approved by Council is based on the "Function" classification adopted in the Function Segment.  The budget approved would be done on a "function" level and not "sub-function" level.  The reason why SCOA would result in a "revision" of the Virement policy is not clear from the comment given. Virements is a policy issue of each respective municipality.
	None

	F7
	Financial Reporting (AFS): The AFS template and budget formats need to "talk" to each other without extensive mapping tables being used (which is currently the case) and both must be compliant with GRAP (currently NOT the case).  Normally at year end certain new accounting standards become effective and it more than likely will happen that a municipality needs to open a new GL account to accommodate new disclosures which might pose a problem with the regulation being too strict.  AG wants to see certain classifications which make it difficult to accommodate the AG as the SCOA will then regulate and might not allow some flexibility.  Furthermore, most of the municipalities (even the metros) are using pre-determined software to compile their AFS, e.g.. Caseware - which is aligned to the GRAP disclosures.  Organisational structures differ between municipalities.
	Comment noted.  See response to A11 and B8.
	None


G.  
Agency Services: The ASB recently issued DP - 8 Discussion paper on Accounting for Principal-agent activities in the Public Sector.  We are aware that different arrangements are in place depending on the province and even between municipalities within the province.  We need information on these arrangements to ensure that sufficient classification has been provided for in SCOA to accommodate all possibilities.

	Ref
	Response
	Comments
	Segment

	G1
	The posting level for Agency services should be expanded to include Administrative fees:  Agency Fees - District.
	Not sufficient detail given in the response to add more detail to Revenue/Agency Services.
	None

	G2
	Financial Performance Reporting (AFS):  The AFS template and budget formats need to "talk" to each other without extensive mapping tables being used (which is currently the case) and both must be complaint with GRAP (currently NOT the case).  Normally at year end certain new accounting standards become effective and it is more likely will happen that a municipality needs to open a new GL account to accommodate new disclosures which might pose a problem with the regulations being too strict.  AG wants to see certain classifications which make it difficult to accommodate the AG as the SCOA will then regulate and might not allow some flexibility.  Further most of the municipalities (even the metros) are using pre-determined software to compile their AFS, which is aligned to the GRAP disclosures.  Organisational structures differ between municipalities.
	Comment noted.  See response to A11 and B8.
	None


H.  
Property Rates :  Special Rating Area  - The Municipal Property Rates Act, section 22(1) directs that the municipality may by resolution of council determine a special rating area and levy an additional rate on property in that area for the purpose of raising funds for improving or upgrading that are differentiated by category of property.  We need to understand the extent to which municipalities opted for this provision.  Please provide information in this regard to assist in ensuring sufficient classifications has been provided for in SCOA.

	Ref
	Response
	Comments
	Segment

	H1
	This is not applicable to Council at this point in time, however the classifications provided are sufficient.
	Comment noted
	None

	H2
	Financial Performance Reporting - cannot comment on this.
	Comment noted
	None


I. 
Transfers and Subsidies:  District Municipalities to Local Municipalities - Limited information is available from the local government database accordingly we provided for a classification structure based on grants.  Please submit your comments on this.

	Ref
	Response
	Comments
	Segment

	I1
	Council receives the following from the District municipality: 

1.  Environment Health Subsidy - equitable portion.  

 2.  Other ad-hoc subsidies for special projects such as LED initiatives. 

 3.  Other ad-hoc grants-in-kind such as donation of assets.                          
	Specific provision need to be made within the various entities making/receiving transfers and subsidies.  Municipalities would again be prompted during the formal consultation process after issuing the regulations to give comments on specific accounts that need to be provided.
	Change Management

	I2
	In this section on the definitions you referred to Section 115(1) of the Constitution on “Capital Transfers and Subsidy made by a District Municipality to a local municipality” section. The correct section is 155 (1).
	Reference had been corrected in Version 4.
	None


J.  
Transfers and Subsidies:  Departmental Agencies and Accounts/Foreign Government and International Organisations/Non-profit Institution/Private Enterprises/Public Corporations/Universities and Technicons - Comprehensive lists of institutions classified under the above categories are available that could be included to select from.  We need information from municipalities on the institutions they are receiving transfers and subsidies from to consider the standardisation of institutions under these categories.

	Ref
	Response
	Comments
	Segment

	J1
	Council has received public contributions from the following institutions:  

1.  Financial institutions such as banks. 

2.  National Lottery Fund.   

3.  Tourism Association.   

4.  Community forums.  

5.  Private-owned institutions.  

6.  SALGA.  

7.  Insurance payouts (This is a source of income recorded as Public Contributions in the current financial records).
	Specific provision need to be made within the various entities making/receiving transfers and subsidies.  This requires the name of the entity to be added in SCOA.  Municipalities would be expected to check the allocations provided for in SCOA and provide specific detail for inclusion in SCOA prior to the implementation of SCOA.  The draft regulation would provide for the process to provide these inputs to the SCOA Technical Committee.
	Change Management

	J2
	Municipalities experience difficulties in mapping public contributions and donations from public organisations.
	Detail classification for this purpose had been included in SCOA to assist municipalities in classifying "contributions and donations" received from public organisations.  If provision had not been made for a "specific organisation" a request in this regard could be made to the SCOA Technical Committee to consider the inclusion of the "specific organisation".
	Change Management


K.  
Transfers and Subsidies:  Provincial Government - Detail classification included for consideration and confirmation the Provincial Treasurers for the respective provincial transfers to municipalities.  

	Ref
	Response
	Comments
	Segment

	K1
	Council has received grants from the following Provincial departments: 

1.  CoGTA. 

2.  Dept of Sports and Recreation.   3.  Dept of Arts and Culture.  

4.  Dept of Agriculture and Environmental Affairs.  

5.  Dept of Economic Development.
	Specific provision need to be made within the various entities making/receiving transfers and subsidies.  This requires the name of the entity to be added in SCOA.  Municipalities would be expected to check the allocations provided for in SCOA and provide specific detail for inclusion in SCOA prior to the implementation of SCOA.  The draft regulation would provide for the process to provide these inputs to the SCOA Technical Committee.
	Change Management

	K2
	Municipalities indicated that it is not evident why this section has to be divided into specific provinces and departments within a province since the municipality only has to report on the grant per province.
	SCOA provides a grid and the municipality need to select and activate relevant accounts.  The "provincial structure" are used in the classification structure to assist in selecting the appropriate accounts.  Version 4 of SCOA needs to be compared to the existing chart of accounts used by the municipalities.  Would any "contributions be received/paid from/to organisations not specifically this detail provided to the SCOA Technical Committee for consideration and inclusion in SCOA.
	PSD


L.  
Any other comments.

	Ref
	Response
	Comments
	Segment

	L1
	1.  The classifications in the segment are sufficient in terms of the Property Rates Act.  In order to comply with this all municipal valuators will be compelled to supply the required information.  Currently this information is not being supplied in this format.  Therefore compliance to this classification would require further costs to the municipality without necessarily increasing the revenue. 

2.  It should also be noted that the imminent changes in the Municipal Property Rates Amendment Act will result in different classifications, therefore requiring further amendments to SCOA. 

3.  The classification of vacant land should be expanded to include other categories such as business, commercial, etc.
	The classification used in SCOA is based on SA12 Property Rates by Category of the BRF.  In principle if any classification provided for in SCOA derived from an Act Changes the SCOA Technical Committee would issue revisions to SCOA based on the revised legislation and decide on the proposed date for implementation of the changes.
	PSD / Regulation

	L2
	The naming convention may pose a problem as it has too many characters that cannot be accommodated by the financial system and naming includes sub heading which is redundant.
	The "naming convention" discussed during the information session has relevance to the Project Segment and would be the basis to comply with in giving a name to a project within the project segment.  If the systems cannot deal with the character lengths required to comply with SCOA they might not meet the minimum requirements to be directed by the Regulation for the implementation of SCOA.
	PSD / Regulation

	L3
	In some cases competition monies are received, e.g.. Cleanest Town or Vuna Awards, which may be accompanied by conditions.  These monies may be split between operational and capital expenditure when appropriated.  Where will this be accommodated? 
	These receipts would classify as "transfers and subsidies" and would need to be classified according to the entity making the contribution.  
	Illustration

	L4
	Will some flexibility be possible for separation of public donations by individual organisations?  
	SCOA provides a grid and the municipality need to select and activate relevant accounts.  The "provincial structure" are used in the classification structure to assist in selecting the appropriate accounts.  Version 4 of SCOA needs to be compared to the existing chart of accounts used by the municipalities.  Would any "contributions be received/paid from/to organisations not specifically this detail provided to the SCOA Technical Committee for consideration and inclusion in SCOA.
	PSD /  Regulation

	L5
	The description in column A for "Operational: Transfers and Subsidies - Local Government (District Municipalities) (Monetary Allocations)" is incorrectly indicated as "capital grant".
	Classification checked and correct in SCOA Version 4.
	None

	L6
	GRAP 23.104(a) requires that revenue from non-exchange transactions need to be sub classified between "Transfers revenue" and "Taxation revenue".  I currently do not see on the item code classification this classification.
	See SCOA 4, Item Segment:  Revenue for the distinction between "transfers and subsidies" and "property rates".
	No

	L7
	Even though practical, the sub classification of "Transfers and Subsidies" between "Capital and Operation" are not required in our view in GRAP 23.  But understand that it’s important for the state holder to differentiate.  Will the requirements be to have a separate line item on the face of the statement of financial performance?
	Annual financial statements are not the only reporting to be informed by SCOA.  This is pertinent information in the Budget Reporting Formats.  Please refer to the proposal made in this regard in the AFS draft templates.
	No


M.  
Segment:  Item (Expenditure) - Design Principles:  We have not provided the design principles considered in developing the classifications applied within the Item Segment.  Critical to completing the design principles is concluding the alignment of the budget reporting tables and annual financial statements for municipalities.  In principle this segment needs to provide for sufficient detail to extract the GRAP and Budget Reporting Requirements.  Please provide your comments on anything in specific we should have considered in formulating the design principles for the expenditure section within the item segment.

	Ref
	Response
	Comments
	Segment

	M1
	Consideration needs to be given to GRAP 1 with regards to the format of the statements to be provided.
	SCOA provides a uniform and standardised classification system for sufficient classification to record typical transaction entered into by municipalities.  By the very nature of a chart of accounts - by itself does not provide an interpretation of accounting standard.  In general an accounting standard directs the recognition, measurement and presentation of transactions. SCOA only assist in the recognition of transactions by providing a standardised classification system.


A Template for the Presentation of Annual Financial Statements using the SCOA Classification would be released by the National Treasury for comments with the Draft SCOA Regulations as well as the Revisions made to the Budget Reporting Tables for comments.
	PSD / Regulation

	M2
	In accordance with GRAP 17 standards, depreciation on all assets needs to be provided for within the statement of financial performance.  But in COA levels the depreciation and amortisation, and impairment has been included into goods and services.  Depreciation, impairment and amortisation should be disclosed separate in the face of the statement of financial performance.
	Refer to SCOA 4 Item Segment:  Expenditure, for the classification on "depreciation and amortisation".  Depreciation and amortisation is a "group" on its own providing for a "sub-category" based on categories proposed for property, plant and equipment and applied throughout the SCOA and its segments.
	No

	M3
	In our municipality we open up new votes each year the vote identifies the source of funding, the local municipality or department in the district, the function (water, sewer, road and storm water, electricity, urban development, transport, waste, general, firefighting, tourism, etc.) and the project number.  It is important for our council to know exactly for which local municipality and for what function we are allocating money and projects.
	The use of the "traditional vote structure" is not advocated by National Treasury as the basis for the effective implementation of SCOA.    The system vendors need to find a way for implementing SCOA as the "chart of accounts" within the financial application providing a metadata within the application assisting in a "lookup" function to guide classification.

SCOA provides specific recognition to your approach:

1.  Funding is structured in the Funding Segment and the "detail classification" for transfers and subsidies would be subject to annual review by the SCOA Technical Committee.  This would indicate "funding source" funding the allocation made to the municipality within the district.

2. Function is addressed in the Function Segment.

3.  Capital or Operational Projects would need to be used for indicating the project contributions are assigned to.

4.  The Item Segment in the Component Revenue will indicate exactly to which municipality an allocation had been made.
	No

	M4
	The Revenue segment requirement is catered for as Cost / Revenue elements and will apply across the system. 


Financial Performance Reporting (AFS):  The AFS template and budget formats need to "talk" to each other without extensive mapping tables being used (which is currently the case) and both must be compliant with GRAP (currently NOT the case).  The AG wants to see certain classifications which make it difficult to accommodate the AG as the templates will then be less aligned and municipality cannot compile 2 sets of AFS (one for NT and one for AG).  Organisational structure of municipality must also be taken into account.
	Comment noted.  See response to A11 and B8.
	None


N.  
The tables provide an indication of the extent municipalities would be able to add account details.  In your view would any of these accounts need to be reconsidered for allowing flexibility with an explanation motivating your opinion?  

	Ref
	Response
	Comments
	Segment

	N1
	To allow for flexibility, the tables should include posting level titled Sundry Expenditure for items not accommodated above.  This posting level should be included in the tables, only during the implementation phase and thereafter removed once all municipalities have been accommodated for in terms of their various needs.  It is advised that this provision would be to National Treasury's advantage as the risk of having inappropriately allocated expenses to line items which are not appropriate in terms of the laid down definition thereof, is too great.
	The Design Principles directing the SCOA is specific in indicating that "sundry, other, general, miscellaneous and any other general and vaguely described: classification would not be provided for in SCOA. 

 

The Regulation would provide for a "SCOA Technical Committee" to determine on an annual basis the SCOA for the forthcoming budget cycle.  The process would require municipalities to complete a standard submission within an agreed process to request expansions in SCOA.  The SCOA Technical Committee would make a resolution in this regard and an annual "update" would be communicated and implemented through the System Vendors


The SCOA Implementation would be done through the System Vendors engaged by the municipalities.  The regulations provides for a 2 year implementation period which is considered sufficient for resolving mapping issues and requests for adding/revising classification within the SCOA classification framework.
	Design Principles:  "Other/Sundry/ etc."

	N2
	A clear distinction needs to be made for Agency services and Contractor services as this is regarded to be the same.  
	With reference to the definition SCOA draws a distinction between "agency services" and "contracted services" though both are considered to be "outsourced services".
	PSD / Illustration

	N3
	Furthermore, account for investment property impairment is not evident.  
	Please refer to SCOA 4.  Provision is indeed made for "impairment" for investment property carried at cost.
	No

	N4
	Municipalities also indicated that most of the accounts could be mapped, but assistance will be required in order to clarify some of the accounts and to ensure that the mapping is understood correctly.  Amongst others, clarity needs to be provided in respect of money paid to other municipalities in respect of the payment of full time shop stewards.
	The responsibility is on the municipality to compare their current chart of accounts to the SCOA proposal and to acquaint themselves on the alignment thereof.  Information and workshops session will once again be held following the release of the draft regulation.  Comments in this regard had been prompted throughout the process.  
	PSD / Change Management

	N5
	Yes, the accounts need to be reconsidered as bad debts written off, depreciation and amortisation, impairment, repairs and maintenance should be disclosed in the face of statement of financial performance.  The information presented in the financial reports should be user friendly and meet GRAP 24 standards, presentation of Budget information in the financial statements.  In terms of GRAP repairs and maintenance for the restoring an asset so that it can continue to be used for its intended purpose, and maintaining an asset so that it can be used for the period for which it was initially intended should be expensed and disclosed in the statement of financial performance.
	SCOA provides a uniform and standardised classification system for sufficient classification to record typical transaction entered into by municipalities.  By the very nature of a chart of accounts - by itself does not provide an interpretation of accounting standard.  In general an accounting standard directs the recognition, measurement and presentation of transactions. SCOA only assist in the recognition of transactions by providing a standardised classification system.


A Template for the Presentation of Annual Financial Statements using the SCOA Classification would be released by the National Treasury for comments with the Draft SCOA Regulations as well as the Revisions made to the Budget Reporting Tables for comments.
	PSD / Design Principles

	N6
	Financial Performance Reporting:  (AFS):  The AFS template and budget formats need to "talk" to each other without extensive mapping tables being used (which is currently the case) and both must be compliant with GRAP (currently NOT the case).  Normally at year end certain new accounting standards become effective and it more than likely will happen that a municipality needs to open new GL accounts to accommodate new disclosures which might pose a problem with the regulation being too strict.  AG wants to see certain classifications which make it difficult to accommodate the AG as the SCOA will then regulate and might not allow some flexibility.  Further, most of the municipalities (even the metros) are using pre-determined software to compile their AFS, e.g.. Caseware - which are aligned to the GRAP disclosures.  Organisational structures differ between municipalities.
	Comment noted.  See response to A11 and B8.
	None


O.  
Agency Support and Outsourced Services, Contractors and Consultants and Professional Services:  Limited information is available for these categories from the information selected from our sample municipalities.  Please consider the detail classifications and provide details of any specific service providers not included in the above categories. 

	Ref
	Response
	Comments
	Segment

	O1
	Council is of the opinion that the breakdown of the services into outsourced, contractor, consultants/profession services needs to be clearly defined for the purpose of reporting, management and political decision making.  For example, outsource services should only be confined to complete municipal service delivery functions or majority component of a specific function (e.g. water purification, water reticulation, refuse function) so as not to confuse such activity with support functions e.g.. security, cleaning.
	Please refer to the definitions provided in SCOA and the explanations in the PSD.
	PSD

	O2
	A clear distinction needs to be made for Agency services and Contractor services as this is regarded to be the same.
	Please refer to the definitions provided in SCOA and the explanations in the PSD.
	PSD

	O3
	Budget office to give more detail?
	None
	None


P.  
Transfers and Subsidies made by municipalities to Departmental Agencies and Accounts, Households, Universities and Technicons, Private Enterprises, Public Corporations, Foreign Government and International Organisations:  Limited information is available for these categories from the information selected from our sample municipalities.  Please consider the detail classifications and provide details of the institutions categorised under the above for inclusion in the classification.

	Ref
	Response
	Comments
	Segment

	P1
	The contributions made by Council to the public vary from year to year and is dependent on each individual application and Council's approval.  Therefore it is difficult to provide a specific list or organisation or person.  
	The Regulation would provide for a "SCOA Technical Committee" to determine on an annual basis the SCOA for the forthcoming budget cycle.  The process would require municipalities to complete a standard submission within an agreed process to request expansions in SCOA.  The SCOA Technical Committee would make a resolution in this regard and an annual "update" would be communicated and implemented through the System Vendors.
	PSD / Change Management

	P2
	Please include transfers and subsidies made by municipalities to non-profit organisations.
	Non-profit institutions are provided for within the category for transfers and subsidies made and received.
	None

	P3
	There will need to be specific information on contribution to organized local government as required to be disclosed by a municipality in terms of Section 125(1)(b) of MFMA.
	SALGA is included in the group of accounts for "National Departmental Agency".
	Illustration

	P4
	Budget office to give more detail?
	None
	None


Q.  
Transfers made by District Municipalities to Local Municipalities:  Due to little information being provided in the budget returns submitted to National Treasury the functional classification has been provided for in the classification of these transfers and subsidies.  Your opinion on this approach is required.  The question does arise would different allocation be made to a municipality under the functional classification Road Transport?

	Ref
	Response
	Comments
	Segment

	Q1
	Not applicable to Council.
	None
	None

	Q2
	Yes, there must be a different functional classification to Road transport, due to different objectives between these entities.
	Would classification be required in addition to the "Functional Classification" for transfers received and made to/from District Municipalities specific comments need to be submitted.
	None

	Q3
	Information lacking on vote structure to identify transfers and subsidies not only according to function, but also per municipality.  All functions are also not catered for e.g.. Electricity, sanitation, roads and storm water, urban development, transport, general, firefighting and tourism.   Transfers and Subsidies: Dept Agencies and Accounts/Foreign Government and International Organisations/Non-profit Institution /Private Enterprises/Public Corporations/Universities and Technicons  
	The Standard Classification (Vote Structure) would not be standardised through the SCOA process and the Function serves this purpose.  Any detail required in this segment would be at the discretion of the municipality.
	Standard Classification / Function

	Q4
	When District Municipalities are used for project implementation on behalf of local Municipalities - information lack on vote structure to identify transfers and subsidies not only according to function, but also per municipality.  All functions are also not catered for e.g.. electricity, sanitation, roads and storm water, urban development, transport, general, firefighting and tourism.
	The Standard Classification (Vote Structure) would not be standardised through the SCOA process and the Function serves this purpose.  Any detail required in this segment would be at the discretion of the municipality.
	Standard Classification / Function

	Q5
	Not applicable we are a metro?
	None
	None


R. 
 Any other comments.

	Ref
	Response
	Comments
	Segment

	R1
	The capitalisation of expenditure i.e. In terms of GRAP 13 for leased expenditure will involve posting a credit to the expenditure account which will result in a zero balance.  The zero balance affects budgeting trends and reporting and therefore this scenario is currently avoided by using a generic expenditure account which will remain with a credit balance at year end.  This expense account is mapped to General Expenditure on the statement of financial performance.
	Information provided is not sufficient to comment on this response in the context of SCOA Version 4.  Further to this "the capitalisation of leased expenditure" should not result in a "credit on general expenditure" in the statement of financial performance.
	None

	R2
	Some general expenditure could not be identified on the categories for operational expenditure, e.g. Books and magazines, stationery, election expenses, materials and supplies, ad hoc training fees and vat on expenditure items.
	
	

	R3
	It is debatable of the contribution to performance bonus should be an accrual or provision.
	
	


S.  
Design Principles:  We have not provided the design principles considered in developing the classifications applied within the Item Segment.  Critical to completing the design principles is concluding the alignment of the budget reporting tables and annual financial statements for municipalities.  In principle this segment needs to provide for sufficient detail to extract the GRAP and Budget Reporting Requirements.  Please provide your comments on anything in specific we should have considered in formulating the design principles for the assets, liabilities and net asset section within the item segment. 

	Ref
	Response
	Comments
	Segment

	S1
	Not applicable to Council.
	None
	None


	S2
	The accounts appeared to be determined by GRAP 1 on presentation of annual financial statements and therefore very high level in some cases.
	SCOA provides a uniform and standardised classification system for sufficient classification to record typical transaction entered into by municipalities.  By the very nature of a chart of accounts - by itself does not provide an interpretation of accounting standard.  In general an accounting standard directs the recognition, measurement and presentation of transactions. SCOA only assist in the recognition of transactions by providing a standardised classification system.


A Template for the Presentation of Annual Financial Statements using the SCOA Classification would be released by the National Treasury for comments with the Draft SCOA Regulations as well as the Revisions made to the Budget Reporting Tables for comments.


Municipalities would be expected to check the allocations provided for in SCOA and provide specific detail for inclusion in SCOA prior to the implementation of SCOA.  The draft regulation would provide for the process to provide these inputs to the SCOA Technical Committee.
	

	S3
	Liabilities have no operational related sub ledger accounts which should be interlinked to the main current and non-current liabilities.
	A Template for the Presentation of Annual Financial Statements using the SCOA Classification would be released by the National Treasury for comments with the Draft SCOA Regulations as well as the Revisions made to the Budget Reporting Tables for comments.

Municipalities would be expected to check the allocations provided for in SCOA and provide specific detail for inclusion in SCOA prior to the implementation of SCOA.  The draft regulation would provide for the process to provide these inputs to the SCOA Technical Committee.
	Item:  Assets, Liabilities and Net Assets

	S4
	Some systems supports the use of the G/L accounts (Financials) and Commitments items (Budgeting) can be used together with further classification capabilities to represent assets and liabilities.                                    

Financial Performance Reporting (AFS):  The AFS template and budget formats need to "talk" to each other without extensive mapping tables being used (which is currently the case) and both must be compliant with GRAP (currently NOT the case).  Normally at year end certain new accounting standards become effective and it more than likely will happen that a municipality needs to open new GL accounts to accommodate new disclosures which might pose a problem with the regulation being too strict.  AG wants to see certain classifications which makes it difficult to accommodate the AG as the SCOA will then regulate and might not allow some flexibility.  Further, most of the municipalities (even the metros) are using pre-determined software to compile their AFS, e.g.. Caseware - which is aligned to the GRAP disclosures.  Organisational structures differ between municipalities.
	Comment noted.  See response to A11 and B8.
	None


T.  
Standardisation of Detail Account:  The tables provide an indication of the extent municipalities would be able to add account details.  In your view would any of these accounts need to be reconsidered for allowing flexibility with an explanation motivating your opinion?  

	Ref
	Response
	Comments
	Segment

	T1
	No further comments.
	None
	None

	T2
	Some municipalities indicated that on their financial system they need to map their accounts with the layout of the financial statements since their accounts do not match exactly with the financial position statement format.
	SCOA Version 4 has been set-up to achieve alignment between the AFS and BRF Reporting Formats resolving this concern.
	PSD

	T3
	Tables should give possible options when adding account details to avoid manipulation or risk of data integrity.
	The option for adding account details once SCOA had been regulated are confined to the Fund and Project Segments.  Any changes required in the tables (in addition to the fields to be populated by the municipality) would be through submission to the SCOA Technical Committee and these updates would take place once a year preceding the Budget Preparation Cycle.
	PSD

	T4
	Financial Performance Reporting (AFS):  The AFS template and budget formats need to "talk" to each other without extensive mapping tables being used (which is currently the case) and both must be complaint with GRAP (currently NOT the case).  Normally at year end certain new accounting standards become effective and it more than likely will happen that a municipality needs to open a new GL account to accommodate new disclosures which might pose a problem with the regulation being too strict.  AG wants to see certain classifications which make it difficult to accommodate the AG as the SCOA will then regulate and might not allow some flexibility.  Further most of the municipalities (even the metros) are using pre-determined software to compile their AFS, e.g.. Caseware - which is aligned to the GRAP disclosures?  Organisational structures differ between municipalities.
	Comment noted.  See response to A11 and B8.
	None


U.  
Any other comments

	Ref
	Response
	Comments
	Segment

	U1
	The naming convention may pose a problem as it has too many characters that cannot be accommodated by the financial system and naming includes sub heading which is redundant.
	The naming convention discussed during the information session has relevance to the Project Segment and would be the basis to comply with in giving a name to a project within the project segment.  If the systems cannot deal with the character lengths required to comply with SCOA they might not meet the minimum requirements to be directed by the Regulation for the implementation of SCOA.
	PSD / Regulation

	U2
	Accounting for liabilities does not show the account debited against the complementary account credited.  This will eliminate misclassification of assets into expenses when liabilities are credited.
	The SCOA will become the chart of accounts to be used by the system vendors within the financial application.  The financial application hosts the logical double entry system for recording transaction with "debits and credits".
	PSD

	U3
	Votes for inventory items such as land, water, stock and work-in-progress could not be identified.  
	Please refer to SCOA Version 4 for these items as they are provided for in property, plant and equipment and inventory respectively.  
	None

	U4
	No sundry Debtor account?  
	The Design Principles directing the SCOA is specific in indicating that "sundry, other, general, miscellaneous and any other general and vaguely described: classification would not be provided for in SCOA.


The Regulation would provide for a "SCOA Technical Committee" to determine on an annual basis the SCOA for the forthcoming budget cycle.  The process would require municipalities to complete a standard submission within an agreed process to request expansions in SCOA.  The SCOA Technical Committee would make a resolution in this regard and an annual "update" would be communicated and implemented through the System Vendors.


The SCOA Implementation would be done through the System Vendors engaged by the municipalities.  The regulations provides for a 2 year implementation period which is considered sufficient for resolving mapping issues and requests for adding/revising classification within the SCOA classification framework.
	Design Principles:  "Other/Sundry / etc."

	U5
	It is not understood why provision is made for the granting of loans, as it is specifically prohibited by the MFMA.  
	Please refer to the definitions given to these accounts.  Loans are prohibited but still given by municipalities.  Accordingly this classification is needed.  
	Item:  Prohibited Loans

	U6
	Conditional grants need to be listed per grant.  
	See SCOA Version 4 providing for a listing of "transfers and subsidies" by institutions for receipts, payments and the unspent portion.
	Item

	U7
	Surplus account does not make provision for correction of errors or changes in accounting policy to be separate?  Separate accounting ease the reconciliation of these types of transactions and disclosures in AFS.  
	See SCOA Version 4 providing extensively detailed account for reconciliation purpose and for populating the Statement of Movement in Net Assets from SCOA accounts.
	Item

	U8
	There are certain control votes we use to manage financial reporting and ensure accuracy, for example debtors control, creditors control, salary control votes.
	The System Vendors need to inform SCOA on the specific interface, clearing and control accounts required by the respective systems.  SCOA will accordingly provide for these accounts as informed by the respective system vendors.
	Item

	U9
	Remuneration as determined by the Remuneration of Public Office Bearers Act, 1998 (Act No 20 of 1998). The sub items do not cater for other services provided to councillors such as, Security to the Mayor.
	Please refer to the specific account included for service provided in-kind.
	Item

	U10
	Column A row 256.  "This account is used for recording of property, plant and equipment transfers received by the municipality at the initial cost."  Consider changing the wording to:  "This account is used for recording the cost at transfer date of property, plant and equipment transferred."
	See SCOA Version 4 for the revision of the definitions and accounts.
	Item

	U11
	Column A row 276. "This account is used for recording of property, plant and equipment transferred to other entities or individuals at the initial cost".  Consider changing the wording to: "This account is used for recording the fair value/revalued amount at transfer date of property, plant and equipment transfers received". Reference should also rather not be made to entities since transfers can include transfers within the municipality's own assets.
	See SCOA Version 4 for the revision of the definitions and accounts.
	Item

	U12
	Column A row 277. "This account is used for recording of property, plant and equipment transfers received by the municipality at the initial cost."  Consider changing the wording to: "This account is used for recording the fair value/ revalued amount at transfer date of property, plant and equipment transferred."
	See SCOA Version 4 for the revision of the definitions and accounts.
	Item

	U13
	Non current Assets:  Property, Plant and Equipment - Leased Cost Method [Detail O/s]: Cost.  The definition used is not correct since this account is for leased assets which are measured in accordance with GRAP 13 and not GRAP 17.  It is suggested that this be amended to be in line with GRAP 13.
	See SCOA Version 4 for the revision of the definitions and accounts.
	Item

	U14
	It is very unlikely that there will be a change in accounting policy for leased assets, consider removing the line item, row 294.
	See SCOA Version 4 for the revision of the definitions and accounts.
	Item

	U15
	It is very unlikely that there will be a transfer of leased assets.  Consider removing the line items, rows 296,297, 302 and 307.  The definitions in rows 296 and 297 are also in contradiction with the descriptions in column H.
	See SCOA Version 4 for the revision of the definitions and accounts.
	Item

	U16
	Row 298:  "This account is for recording the accumulated depreciation and impairment loss recognised on the property, plant and equipment transferred".  Consider changing the wording to:  "This account is for recording the accumulated depreciation recognised on property, plant and equipment.
	See SCOA Version 4 for the revision of the definitions and accounts.
	Item

	U17
	Row 303:  "This account is for recording the accumulated depreciation and impairment loss recognised on the property, plant and equipment transferred".  Consider changing the wording to: "This account is for recording the accumulated impairment loss recognised on property, plant and equipment."
	See SCOA Version 4 for the revision of the definitions and accounts.
	Item

	U18
	Non current Assets:  Property, Plant and Equipment - Leased:  Revaluation Model.  Leased assets are measured in accordance with GRAP 13 and not GRAP 17 and will never be carried under the revaluation model.  Rows 308 to 328 should be removed.
	See SCOA Version 4 for the revision of the definitions and accounts.
	Item

	U19
	We are concerned that for some of the accounts added under Capital Assets under Construction, it will not be allowed to capitalise those costs in terms of GRAP 17.
	See SCOA Version 4 for the revision of the definitions and accounts.  Specific examples would be required to comment but the detail will be checked and clarified with Accounting Services and the ASB.
	Item

	U20
	Consider changing the reference to:  "Trade and Other Payable Exchange Transactions: Transactions" to "Trade and Other Payables from Exchange Transactions".  Consider changing the reference to: "Trade and Other Payable Non-exchange Transactions" to "Trade and Other Payables from Non-exchange Transactions".
	See SCOA Version 4 for the revision of the definitions and accounts.
	Item

	U21
	Non-Current Liabilities:  Defined Benefit Plan Obligations.  The definition is not correct.  It is suggested that it be amended to be in line with GRAP 25 - definition of a defined benefit obligation.
	See SCOA Version 4 for the revision of the definitions and accounts.
	Item

	U22
	Net Assets:  Internal Funds and Reserves and Net Assets:  Reserves and Funds - Housing Development Fund.  Based on the COA levels it seems that these line items will be disclosed separately in the statement of changes in net assets.  If so, then in our opinion, it might be in contradiction with GRAP 1, since GRAP 1 only allows for the recognition of items of revenue and expenses directly in net assets if another standard of GRAP requires it (such as revaluation surpluses and deficits and particular foreign exchange differences.)  The relevant extract is inserted below for ease of reference:  "This standard requires all items of revenue and expense recognised in a period to be included in surplus or deficit for the period unless another standard of GRAP requires otherwise.  Other Standards of GRAP require some items (such as revaluation surpluses) to be recognised directly as changes in net assets.  Because it is important to consider all items of revenue and expenses in assessing changes in an entity's financial position between two reporting dates, this Standard requires a statement of changes in net assets that highlights an entity's total revenue and expenses, including those that are recognised directly in net assets."
	Comment noted.  Will discuss with the Accounting Services and ASB; refinements to be made based on outcome of discussions.
	None


V.  
SEGMENT:  Funding - Design Principles - The design principles for this segment are explained in paragraph 101 of the Project Summary Document.  Please provide your comments on the principles as outlined and anything else requiring consideration in the design of this segment. 

	Ref
	Response
	Comments
	Segment

	V1
	The following funding post levels for internal service charges must be included in the segment:  

1.  Internal Audit Service.  

2.  Occupational Health. 

3.  Training and Industrial Relations.
	A specific segment for "Financial Modelling" has been introduced in SCOA Version 4.
	PSD /

Financial Modelling

	V2
	The funding requirement is catered for in our system as a standard object Fund and will apply across the system.
	Comment noted.
	None


W.  
Standardisation of Detail Accounts:  The tables provide an indication of the extent municipalities would be able to add account details.  In your view would any of these accounts need to be reconsidered for allowing flexibility with an explanation motivating your opinion?  

	Ref
	Response
	Comments
	Segment

	W1
	Municipalities are not clear at which point this information would fit into the system and how it will be utilised for which reports.
	The SCOA will become the chart of accounts to be used by the system vendors within the financial application.  The financial application hosts the logical double entry system for recording transaction with "debits and credits".  Reports will be extracted by using combinations of information from the various segments within the database.
	PSD / Change Management

	W2
	They will need to be reconsidered, to let municipalities have an option for sub-accounts regarding classification and to be more specific.  Also, on the listed accounts, there is no provision for Non-current assets held for sale.
	The option for adding account details once SCOA had been regulated are confined to the Fund and Project Segments.  Any changes required in the tables (in addition to the fields to be populated by the municipality) would be through submission to the SCOA Technical Committee and these updates would take place once a year preceding the Budget Preparation Cycle.
	PSD / Change Management


X.  
Transfers and Subsidies:  The request for comments. The purpose of the segment is to be able to extract information on the transfers and subsidies received and in combination with the item and Project Segment determine the utilisation of the specific funds.  The detail of these transfers and subsidies are thus equally important to the Funding Segment.  

	Ref
	Response
	Comments
	Segment

	X1
	The contributions made by Council to the public vary from year to year and is dependent on each individual application and Council's approval.  Therefore it is difficult to provide a specific list or organisation or person.  Once again refer to response in 4.2.2. above.  Transfers made by District Municipalities to Local Municipalities are not applicable to Council.
	The Regulation would provide for a "SCOA Technical Committee" to determine on an annual basis the SCOA for the forthcoming budget cycle.  The process would require municipalities to complete a standard submission within an agreed process to request expansions in SCOA.  The SCOA Technical Committee would make a resolution in this regard and an annual "update" would be communicated and implemented through the System Vendors.
	None

	X2
	Clarity is required if the entire subheading is necessary under Transfers and Subsidies?  Per Province, per district, per department?
	SCOA provides a grid and the municipality need to select and activate the accounts that are relevant to the municipality.  The "provincial structure" must be used in the classification structure to assist in selecting the appropriate accounts.
	Illustration


Y. 
Commercial Services:  Some examples had been included for "Commercial Services" within the fund segment.  Please refer to rows 30 to 38 and advise us on any other services not provided?

	Ref
	Response
	Comments
	Segment

	Y1
	Municipal Airport, Quarries, Sand-winning, Convention centres should be considered for inclusion under Commercial services.
	Examples included in Funding Segment:  Commercial Services.
	PSD


Z.  
Any other comments  

	Ref
	Response
	Comments
	Segment

	Z1
	The naming convention may pose a problem as it has too many characters that cannot be accommodated by the financial system.
	The discussion during the information session has relevance to the Project Segment and would be the basis to comply with in giving a name to a project within the project segment.  If the systems cannot deal with the character lengths required to comply with SCOA they might not meet the minimum requirements to be directed by the Regulation for the implementation of SCOA.
	PSD / Regulation


AA. 
Segment:  Funding - Design Principles:  The design principles for this segment are explained in paragraph 167 of the Project Summary Document.  Please provide your comments on the principles as outlined and anything else requiring consideration in the design of this segment.

	Ref
	Response
	Comments
	Segment

	AA1
	The following are concerns regarding the classifications in the above segment:  1.  Supply Chain Management and Asset Management are both reflected under Corporate Services:  Other Admin.  However, the functions of SCM and Asset Management fall within the ambit of the Chief Financial Officer - which is classified under Budget and Treasury Office.   2.  Street lighting is reflected under Public safety:  Street Lighting and Signal System.  However the function of this service is the responsibility of Electricity.   3.  Fleet Services is reflected under Corporate Services:  Other Admin.  However the function of this service is the responsibility of Electricity.
	See SCOA Version 4 for an update of the Function Segment.
	PSD

	AA2
	The line items should be classified as set out in the GRAP reporting framework.
	SCOA provides a uniform and standardised classification system for sufficient classification to record typical transaction entered into by municipalities.  By the very nature of a chart of accounts - by itself does not provide an interpretation of accounting standard.  In general an accounting standard directs the recognition, measurement and presentation of transactions. SCOA only assist in the recognition of transactions by providing a standardised classification system.


A Template for the Presentation of Annual Financial Statements using the SCOA Classification would be released by the National Treasury for comments with the Draft SCOA Regulations as well as the Revisions made to the Budget Reporting Tables for comments.
	PSD / Regulation

	AA3
	The Function requirement is catered for as SAP standard object Functional Area and will apply across the system.
	Comment noted.  See response to A12 and B8.
	None


AB. 
Standardisation of Detail Account: The tables provide an indication of the extent municipalities would be able to add account details.  In your view would any of these accounts need to be reconsidered for allowing flexibility with an explanation motivating your opinion?  

	Ref
	Response
	Comments
	Segment

	AB1
	Since most of the accounts have already been aligned to the GFS structure, only minor adjustments will be necessary and in other cases naming adjustments.
	If the comment relates to the Function Segment the assumption is correct as little change has been made.  Provision has been made for "agency services" as "non-core functions".
	PSD

	AB2
	All these items should be listed as they form part of part A under Schedule 4 of the Constitution.
	Comment noted - refer to the changes made in SCOA Version 4.
	PSD

	AB3
	All functions are also not catered for e.g. electricity, sanitation, roads and storm water, urban development, transport, general, firefighting and tourism.
	The content of the Function Segment does include the detail as questioned.
	None


AC.  
Segment:  Project - Design Principles:  The design principles for this segment are explained in paragraph 207 of the Project Summary Document.  Please provide your comments on the principles as outlined and anything else requiring consideration in the design of this segment.

	Ref
	Response
	Comments
	Segment

	AC1
	Principle 6:  Classification - should also include intangibles and investment properties.
	The account requested has been provided for in the Item Segment.
	None


AD. 
Standardisation of Detail Accounts:  The tables provide an indication of the extent municipalities would be able to add account details.  In your view would any of these accounts need to be reconsidered for allowing flexibility with an explanation motivating your opinion?  

	Ref
	Response
	Comments
	Segment

	AD1
	Classification of events such as the change in the use of the asset should be accommodated for.  Currently there is no evidence of such flexibility on the tables.  An example of such an event would be - if Council resolves to lease a property.  This property would generally be classified as Property, Plant and Equipment.  However the decision to change its use results in a re-classification of the assets as an Investment Property.
	SCOA does provide for the relevant accounts to record this type of classification change.  
	None

	AD2
	The capital projects provide for a list to be completed by the municipality, but for the operational projects project names are provided.  What if the operational projects identified by the municipality do not fall into the categories provided?
	The SCOA Regulation provides for the submission of request for changes to be made to SCOA on an annual basis.  Prior to the regulation being issued any changes ore formal public consultation process to be held following the release of the draft regulation.
	PSD

	AD3
	Our system is use provides for the necessary project requirements.
	Comment noted.
	None


AE.   
Naming Convention for Projects:  National Treasury envisage embarking on setting up a  "naming convention" for referencing to capital and operational projects.  This project would involve the inputs of various interested parties.  In your view what would you consider important in setting up such?  

	Ref
	Response
	Comments
	Segment

	AE1
	Setting up a set of rules that will clearly distinguish between Operating and Capital would be important.  Example - There is always uncertainty as to whether major maintenance on asset qualifies as Maintenance or as Capitalisation of an Asset.
	The Project Segment provides a clear distinction between maintenance and repair, upgrade and additions and rehabilitation and refurbishment.   
	PSD

	AE2
	Each project is unique and therefore it cannot be foreseen how per project can be implemented, each municipality differs.
	Project may be unique but the nature thereof typical to the municipal environment.  We are of the opinion that sufficient classification has been provided for in the Project Segment.  If anything is required in addition to the classification provided, due process need to be followed by the municipality.
	PSD

	AE3
	In our municipality we open up new votes each year and the vote identifies the source of funding, the local municipality or department in the district, the function (water, sewer, road and storm water, electricity, urban development, transport, waste, general, firefighting, tourism, etc.) and the project number.  It is important for our council to know exactly for which local municipality/department in the district and for what function we are allocating money and projects.
	The use of the "traditional vote structure" is not advocated by National Treasury as the basis for the effective implementation of SCOA.    The system vendors need to find a way for implementing SCOA as the "chart of accounts" within the financial application providing a metadata within the application assisting in a "lookup" function to guide classification.  

SCOA give specific recognition to your approach:
1.   Funding is structured in the Funding Segment and the "detail classification" for transfers and subsidies would be subject to annual review by the SCOA Technical Committee.  This would indicate "funding source" funding the allocation made to the municipality within the district.

2.  Function is addressed in the Function Segment.
3.  Capital or Operational Projects would need to be used for indicating the project contributions are assigned to.

4.  The Item Segment in the Component Revenue will indicate exactly to which municipality an allocation had been made.
	None 

	AE4
	Our system provides for functionality that has various options to deal with naming and structuring of the projects.
	Comment noted.
	None


AF.  
SEGMENT :  Regional Indicator - Design Principles:  The design principles for this segment are explained in paragraph 267 of the Project Summary Document.  Please provide your comments on the principles as outlined and anything else requiring consideration in the design of this segment.  

	Ref
	Response
	Comments
	Segment

	AF1
	The requirement "Regional Indicator" is catered for within our current system.
	Comment noted.
	None


AG.  
Standardisation of Detail Accounts:  The tables provide an indication of the extent municipalities would be able to add account details.  In your view would any of these accounts need to be reconsidered for allowing flexibility with an explanation motivating your opinion?  

	Ref
	Response
	Comments
	Segment

	AG1
	An option must be provided that allows for the classification of more than one ward/area.  Furthermore an all ward classification should also be considered.
	Transaction could be split and recorded in more than one ward provided this functionality is made available by the System Vendor.  This is not a SCOA concern but a design feature for the attention of the System Vendors.  Allocation to "whole of an area" is also provided for in the classification framework.
	PSD / Illustration

	AG2
	Municipalities are currently not reporting per region, hence this section would pose a challenge.  It is pivotal that respective financial systems used by municipalities be assessed to ascertain if it would be able to accommodate the information.  Municipalities suggested that it would be more useful for Regional Segments to be broken down from National to Provincial to District to Municipality.
	The System Vendors have been engaged at various occasions since the inception of the project and are aware of the Segmental Requirements inherent to SCOA.
	PSD / Regulation


AH.  
Ward verses Townships / Informal Settlements:  As indicated in the purpose for the inclusion of this segment in SCOA is to collect information on the geographical area receiving the benefit from service delivery.  Consideration had been given to inclusion of these areas based on wards as determined by the Demarcation Board or alternatively townships and informal settlements.  Please give us your view and an indication of the service arrangements within your municipal area?  Further to this also indicate would you be using different service areas depending on the service provided for example water versus electricity and roads?  

	Ref
	Response
	Comments
	Segment

	AH1
	Rural wards are not included for electricity projects as Council is not responsible for supplying the service in these areas.
	Comment noted.
	None

	AH2
	Municipalities have poor community members and the income collected as a collective is used to finance service delivery expenses.  In some cases cross subsidisation between towns must be implemented in order to deliver services and therefore dividing income and expenses between towns would pose problems between communities within the municipality.  The municipality also has a head office and therefore to which region will the expenses be appropriated/allocated as the head office services the entire municipality.
	Concern noted and the sensitive of information available through the introduction of the regional indicator are noted.
	None

	AH3
	The requirement "Wards/Townships and informal settlements" will be catered for in our system.
	Comment noted.
	None


AI. 
Any other comments.

	Ref
	Response
	Comments
	Segment

	AI1
	As eluded to previously, municipalities are currently not reporting per region, hence this section would pose a challenge.  It is pivotal that respective financial systems used by municipalities be assessed to ascertain if it would be able to accommodate the information.
	The System Vendors have been engaged at various occasions since the inception of the project and are aware of the Segmental Requirements inherent to SCOA.
	PSD / Regulation


� Introduced in SCOA Version 4 – February 2013.


� MFMA Circular No. 8 of 2004 Forbidden Loans – “In general and advance on salary is the payment of remuneration prior to date upon which it becomes due and payable.  It is simple a payment of debt before it comes due and not a loan.  Although not a loan, this practioners must be discouraged and proposed regulations will deal with such activities.”


� Pending discussion with Accounting Services and ASB – considered being a “provision” and not a reserve?


� Pending discussion with Accounting Services and ASB – considered being a “provision” and not a reserve?


� Pending discussion with Accounting Services and ASB – considered being a “provision” and not a reserve?


� Pending discussion with Accounting Services and ASB – considered being a “provision” and not a reserve?
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