GAMAP 100


GAMAP 100 PRESENTATION OF FINANCIAL STATEMENTS

The provisions of this statement should be read in conjunction with GAMAP 000 –FRAMEWORK FOR THE PREPARATION AND PRESENTATION OF FINANCIAL STATEMENTS.

Statements of Generally Accepted Municipal Accounting Practice are not intended to apply to immaterial items.

INTRODUCTION

Objective

.01
The objective of this statement is to prescribe the basis for presentation of financial statements, in order to improve comparability both with the municipality’s own financial statements of previous periods and with the financial statements of other municipalities. To achieve this objective, this statement sets out the concepts that should underlie the presentation of financial statements, guidelines for the structure of financial statements and minimum requirements for the content of financial statements. Pro-forma sets of municipal financial statements are also attached as an appendix to this statement.  Detailed requirements for the recognition, measurement and disclosure of specific transactions and events are dealt with in other Statements of Generally Accepted Municipal Accounting Practice. This statement does not specify requirements for information to be presented either outside the financial statements or in the chief executives report, although it encourages municipalities to present a financial review as supplementary information to the financial statements.

Scope

.02
This statement should be applied in the presentation of all municipality financial statements.

.03
Municipality financial statements are those intended to meet the needs of users who are not in a position to demand reports that are tailored to meet their specific information needs. Municipality financial statements include those that are presented separately or within another public document such as an annual report. 

Purpose of financial statements

.04
Financial statements are a structured financial representation of the events impacting on a municipality and the transactions undertaken by it. The objective of these financial statements is to provide information about the financial position, performance and cash flows of a municipality that is useful to a wide range of users in making economic and political decisions.  Financial statements also show the results of management’s stewardship of the resources entrusted to it.

.05
To meet this objective, financial statements should provide information which assists users in predicting the municipality’s future cash flows and in particular the timing and certainty of the generation of cash and cash equivalents.  In order to do this, financial statements provide information about:

 (a)
the assets that are controlled by a municipality (which are sources of probable future inflows of cash, potential future service provisions or other economic benefits),

(b)
its liabilities (which are sources of probable future outflows of cash or other economic benefits),

 (c)
its net income (which represents the change in the economic resources and obligations of the municipality from period to period, and


(d)
its historical cash flows (as an indicator of potential future cash flows).

This information is useful to users of financial statements in assessing a municipality’s ability to pay interest, and to settle its obligations as they fall due.

.06
The management of a municipality has the primary responsibility for the preparation and presentation of the financial statements of the municipality.

Components of financial statements

.07
A complete set of financial statements includes the following components:

(a)
a balance sheet,

(b)
an income statement,

(c)
a cash flow statement,

(d) notes to the financial statements, including accounting policies, and

(e) appendices to the financial statements

An example of these components is set out in the appendix to this statement.

.08
The statement on net surplus or deficit for the period and fundamental errors and changes in accounting policies requires that all items of revenue and expense recognised in a period, be included in the determination of the net surplus or deficit for the period, unless a Statement of Generally Accepted Municipal Accounting Practice requires or permits otherwise.  This statement does not alter that requirement.

Supplementary information

.09
With the increasing complexity of many municipalities, financial statements cannot provide all the information that is useful to users in making economic, political or accountability decisions. Supplementary reports should be prepared which describe and explain the main features of the municipality’s financial performance, financial position and the principal uncertainties it faces.  In particular such reports should include:-

General information on the municipality

(a) the names of councillors, indicating those which are ward councillors and those which are proportional elected councillors as well as those councillors which are members of the executive committee,

(b) the grading of the municipality,

(c) the auditors, including those appointed on behalf of the Auditor-General,

(d) the bankers, and if considered appropriate, legal advisers, and

(e) the registered office, postal address and telephone and facsimile numbers.

A review of financial performance by the Treasurer

(a) key financial ratios and statistics, 

(b) any post balance sheet events,

(c) a reconciliation of actual performance to that budgeted, commenting on major variances

(d) an overview of the forthcoming years budget,

(e) how accumulated deficits will be recovered, and

(f) the extent and use of government grants and subsidies.

A review of operations, both current and planned, by the Chief Executive/Town Clerk

(a) the main factors and influences determining performance of the current and future periods and the municipality’s policy for investment to sustain and expand service deliver and infrastructure,

(b) the management structure of the municipality, setting out the names and professional qualifications of at least the Chief Executive/Town Clerk and the Treasurer,

(c) the municipalities Integrated Development Planning objectives as well as the long term capital budget forecast, and

(d) relevant good governance issues.

To facilitate a review of financial statements and to distinguish the financial statements from the supplementary information, an appropriate index should be included in the financial statements.

An example of the supplementary reports is set out in the appendix to this statement.

UNDERLYING CONCEPTS

Fair presentation

.10
Financial statements should present fairly the financial position, performance and cash flows of a municipality. In respect of transactions and events that are dealt with in Statements of Generally Accepted Municipal Accounting Practice, the appropriate application of Statements of Generally Accepted Municipal Accounting Practice, with additional disclosure when necessary results in financial statements that present fairly such information. Additional disclosures, beyond those required by Statements of Generally Accepted Municipal Accounting Practice, should be made when this is necessary to achieve a fair presentation.

.11
When no applicable Statement of Generally Accepted Municipal Accounting Practice exists in respect of a particular recognition, measurement, presentation or disclosure issue, a fair presentation is achieved by selecting and applying accounting policies in accordance with paragraph .21, and presenting the resulting amounts in a manner which provides relevant, reliable, comparable and understandable information.

.12
Statements of Generally Accepted Municipal Accounting Practice are developed so that financial statements present fairly the financial position, performance and cash flows of a municipality and thereby achieve the objective of financial statements set out in paragraph .04.  Statements of Generally Accepted Municipal Accounting Practice might not require information that is nevertheless necessary for a fair presentation in the particular circumstances.  In such cases, a municipality should provide additional relevant disclosure so that the financial statements are fairly presented.  However, financial statements that are prepared and presented in accordance with Statements of Generally Accepted Municipal Accounting Practice can meet the fair presentation requirement only if they comply in all material respects with all applicable statements.

.13
Judgement is required in applying the requirements of Statements of Generally Accepted Municipal Accounting Practice.  In making those judgements, a municipality chooses the treatment for a particular transaction or event which most fairly presents the financial position, performance and cash flows in the circumstances.

.14
Statements of Generally Accepted Municipal Accounting Practice are developed with due regard to the concepts in paragraphs .16 to .40 and include requirements that are more specific to particular transactions or events than the requirements in this statement.  Accordingly, the concepts in paragraphs .16 to .40 may not be used to override specific requirements in other Statements of Generally Accepted Municipal Accounting Practice.

.15
The speed of innovation in the way municipalities render services may result in transactions or events for which a Statement of Generally Accepted Municipal Accounting Practice has yet to be developed.  In such cases, a fair presentation is best achieved by selecting and applying accounting policies in accordance with paragraphs .21, .22 and .23 and presenting information using the concepts in the Framework for the Preparation and Presentation of Financial Statements.  The qualitative characteristics of relevance, reliability, understandability and comparability are the attributes that make the information provided in financial statements useful to users.

Going concern

.16
The financial statements are normally prepared on the assumption that a municipality is a going concern and will continue in operation for the foreseeable future.  In reality municipalities could be assured of financial support from provincial and central government although such support would likely be conditional on significant structural and operational changes. Hence, it is assumed that the municipality does not have the need to curtail materially the scale of its operations; if such an intention or need exists, the financial statements will have to be prepared on a different basis and, if so, the basis used is disclosed.

Accrual basis of accounting

.17
A municipality should prepare its financial statements, except for cash flow information, under the accrual basis of accounting.

.18
Under the accrual basis of accounting assets, liabilities, equity, income and expenses are recognised when they occur (and not as cash or its equivalent is received or paid) and they are recorded in the accounting records and reported in the financial statements of the periods to which they related.

.19
The effect of the accrual basis of accounting is that all the accounting implications of a transaction or event are recognised in the financial statements in the period in which the transaction or event takes place. Expenses are recognised in the income statement and on the basis of a direct association between the costs incurred and the earning of specific items of income. This process, commonly referred to as the matching of costs with revenues, involves the simultaneous or combined recognition of revenues and expenses that result directly and jointly from the same transactions or other events; for example, the various components of expense making up the cost of services provided are recognised at the same time as the income derived from the provision of those services.  However, the application of the matching concept does not allow the recognition of items in the balance sheet, which do not meet the definition of assets or liabilities.

.20
Under the statement on cash flow statements, cash flows from operating activities are reported using the direct method, whereby major classes of gross cash receipts are disclosed. The cash flow statement is not prepared under the accrual basis of accounting.

Accounting policies

.21
In order to achieve a fair presentation in the financial statements, a municipality’s accounting policies should be selected and applied so that the financial statements comply with all applicable Generally Accepted Municipal Accounting Practice and, where there is no specific requirement, so that they are:

(a)
relevant to the decision-making needs of users;

(b)
reliable in that they:

(i)
represent faithfully the results and financial position of the municipality;

(ii)
reflect the economic substance of events and transactions and not merely the legal form;

(iii)
are neutral, that is free from bias;

(iv)
exercise prudence without impairing neutrality; and

(v)
are complete in all material respects;

(c)
comparable with other municipalities; and

(d)
understandable.

.22
Accounting policies are the specific principles, bases, conventions, rules and practices adopted by a municipality in preparing and presenting financial statements.

.23
Statements of Generally Accepted Municipal Accounting Practice are developed to achieve the appropriate balance between relevance and reliability, comparability and understandability. In the absence of a specific Statement of Generally Accepted Municipal Accounting Practice, management uses its judgement in developing an accounting policy that provides the most useful information to users of the municipality’s financial statements. In making this judgement, management considers:

(a)
the requirements and guidance in Statements of Generally Accepted Municipal Accounting Practice dealing with similar and related issues,

(b)
Statements of Generally Accepted Municipal Accounting Practice in the course of development and any other information published by any competent authority,

(c)
the definitions, recognition and measurement criteria for assets, liabilities, income and expenses set out in the Framework for the Preparation and Presentation of Financial Statements; and

(d) practices that are used and accepted by other municipalities.

Materiality and aggregation

.24
Amounts recognised in the financial statements should be aggregated with amounts of a similar nature or function into line items and need not be presented separately.  However, information that is material, either individually or in aggregate, should not be further aggregated with other information.  In this context, information is material if its non-disclosure could influence the economic decisions of users taken on the basis of the financial statements.  Materiality depends on the size of the item judged in the particular circumstances of its omission.

.25
Financial statements result from processing large quantities of transactions which are structured by being aggregated into groups according to their nature and function. The final stage in the process of aggregation and classification is the presentation of condensed and classified data which form line items either on the face of the financial statements or in the notes. In considering whether a particular line item should be reported separately on the face of the financial statements, or whether it should be further aggregated with other items, materiality is an important factor. Therefore, if a line item within assets or liabilities or an income or expense item is not individually material, it is aggregated with other items presented on the face of the financial statements. In deciding whether an item or an aggregate of items is material, the nature and the size of the item are evaluated together. Depending on the circumstances, either the nature or the size of the item could be the determining factor.

.26
Materiality is also an important factor in deciding whether the effect of a specific transaction or event should be disclosed in the notes to the financial statements. A line item that is not sufficiently material to warrant separate presentation on the face of the financial statements may nevertheless be sufficiently material that it should be presented separately in the notes.  Conversely, materiality provides that the specific disclosure requirements of Statements of Generally Accepted Municipal Accounting Practice need not be met if the resulting information is not material.

.27
Materiality is also linked with understandability and the level of precision in which the financial statements are presented. For example, financial statements are often made more understandable by rounding information to the nearest thousand or million units of the relevant currency. The use of a level of precision that presents only thousands or millions or units is acceptable as long as the threshold of materiality is not breached.

.28
The Auditor-General may prescribe the disclosure of certain information that he or she believes is in the public interest.  This prescription may overrride materiality and aggregation considerations.

Offsetting

.29
Assets and liabilities should not be offset except when offsetting is required or permitted by another Statement of Generally Accepted Municipal Accounting Practice.

.30
Items of revenue and expenses should not be offset except when:

(a)
a Statement of Generally Accepted Municipal Accounting Practice requires or permits it; or


(b)
gains, losses and related expenses arising from the same or similar transactions and events are not material, either individually or in aggregate. Such amounts should be aggregated and presented on a net basis when this presentation best reflects the substance of the transaction or group of similar transactions.

.31
When revenue and expenses are offset, a municipality should nevertheless consider, based on materiality, the need to disclose the gross amounts in the notes to the financial statements.

.32
It is important that both assets and liabilities, and revenue and expenses, when material, are reported separately.  Offsetting in either the income statement or the balance sheet, except when offsetting reflects the substance of the transaction or event, detracts from the ability of users to understand the transactions undertaken and to assess the future cash flows of the municipality. The reporting of assets net of valuation allowances for example obsolescence allowances on inventories and doubtful debts allowances on receivables, is not offsetting and such presentation is neither required nor precluded by this statement.

.33
The statement on revenue, defines the term revenue and requires it to be measured at the fair value of consideration received or receivable.  A municipality undertakes, in the course of its ordinary activities, other transactions which do not generate revenue but which are incidental to the main revenue generating activities.  The results of such transactions are presented, when this presentation reflects the substance of the transaction or event, by netting any gains with related expenses arising on the same transaction.  For example:

(a)
gains and losses on the disposal of non-current assets, including investments and operating assets, are reported by deducting from the proceeds on disposal the carrying amount of the asset and related selling expenses,

(b)
expenditure that is reimbursed under a contractual arrangement with a third party may be netted against the related reimbursement, and

.34
In addition, gains and losses arising from a group of similar transactions are reported on a net basis, for example foreign exchange gains and losses and gains and losses arising on financial instruments held for trading purposes.  Gains and losses from similar transactions are reported separately if their size, nature or incidence is such that separate disclosure is required, either within surplus or deficit from ordinary activities or as extraordinary items, as required by the statement on net surplus or deficit for the period, fundamental errors and changes in accounting policies.

Consistency of presentation

.35
The presentation and classification of items in the financial statements should be retained from one period to the next unless a significant change in the nature of the operations of the municipality or a review of its financial statement presentation demonstrates that more relevant information is provided by presenting items in a different way.

.36
From time to time a significant acquisition or disposal or some other significant change in the nature of a municipality’s operations, or a review of the financial statement presentation, might suggest that the financial statements should be presented differently.  In both cases, a municipality considers the trade-off between relevance and comparability.  Only if the revised structure is likely to continue for the foreseeable future, or if the benefit of an alternative presentation is clear, should a municipality change the presentation of its financial statements.  When such changes in presentation are made, a municipality is required to reclassify its comparative information in accordance with paragraph .37.

Comparative information

.37
Unless a Statement of Generally Accepted Municipal Accounting Practice permits or requires otherwise, comparative information should be disclosed in respect of the previous period for all numerical information in the financial statements.  Narrative and descriptive information in the previous period’s financial statements should be presented for the current period, updated where appropriate, when it is necessary for a fair presentation of the current period’s financial statements.

.38
When the presentation or classification of items in the financial statements is amended, comparative amounts should be reclassified, unless it is impracticable to do so, to ensure comparability with the current period, and the nature, amount of, and reason for, any reclassification should be disclosed.  When it is impracticable to reclassify comparative amounts, a municipality should disclose the reason for not reclassifying and the nature of the changes that would have been made if amounts were reclassified.

.39
In some cases the information value of comparative information is limited and serves only to complicate the presentation.  Examples are reconciliation’s between opening and closing amounts of tangible and intangible assets for which comparative information is not required. Further exemptions from the requirement to present comparative information may be included as new statements are developed and existing statements revised. New and revised statements may state that comparative information need not be presented when a statement is applied for the first time.

.40
In some cases narrative information provided in the financial statements for the previous period continues to be relevant in the current period.  For example, details of a legal dispute, the outcome of which was uncertain at the last balance sheet date and is yet to be resolved, are disclosed in the current period.  Users benefit from information that the uncertainty existed at the last balance sheet date, and the steps that have been taken during the period to resolve the uncertainty.

.41
There are circumstances when it is impracticable to reclassify comparative information to achieve comparability with the current period.  For example, data may not have been collected in the previous period in a way that allows reclassification, and it may not be practicable to recreate the information.  In such circumstances, the nature of the adjustments to comparative amounts that would have been made should be disclosed. The statement on net surplus or deficit for the period, fundamental errors and changes in accounting policies deals with the adjustments required to comparative information following a change in accounting policy that is applied retrospectively.

STRUCTURE AND CONTENT

Introduction

.42
Both understandability and comparability between municipalities is improved if financial statements are presented in a similar format for all municipalities, using similar descriptions for like items.  Understandability and comparability are also enhanced if the same level of detail is presented on the face of each of the financial statements of all municipalities, with additional information disclosed in the notes to the financial statements. The statement on cash flow statements provides a structure for the presentation of the cash flows statement.

.43
The term ‘disclosure’ is sometimes used in different ways.  This statement uses the term in a broad sense, encompassing items presented on the face of each financial statement as well as in the notes to the financial statements.

.44
This statement does not include disclosure requirements which would be better dealt with in another existing or proposed Statement of Generally Accepted Municipal Accounting Practice.  Such requirements are considered as part of the regular review of existing statements and the development of new statements. In this way, all specific disclosure requirements are presented together in the relevant statement, and the focus of this statement is not clouded by detailed disclosure issues.  Disclosures required by other Statements of Generally Accepted Municipal Accounting Practice are made in accordance with the requirements of those statements.  Unless the relevant statement specifies to the contrary, such disclosures are made either on the face of the relevant financial statement or in the notes.

.45
The Auditor-General prescribes the content and format of municipal financial statements.  Nothing in this statement or an existing or proposed Statements of Generally Accepted Municipal Accounting Practice can override this requirement.

Identification of financial statements

.46
Financial statements should be clearly identified and distinguished from other information in the same published document.

.47
The following information should be prominently displayed, preferably on each page of the financial statements:

(a)
the name of the reporting municipality or other means of identification,

(b)
the reporting date or the period covered by the financial statements, whichever is appropriate to the related component of the financial statements, and;

(c) the component of the financial statements presented.

.48
The following should also be disclosed, and repeated when it is necessary for a proper understanding of the information presented:

(a)
the currency in which the financial statements are measured; and

(b)
the level of precision used in the presentation of figures in the financial statements, for example whether figures are shown in thousands, millions, etc.

.49
The requirements in paragraphs .46 and .47 can be met simply by presenting page headings and abbreviated column headings on each page of the financial statements.  Many municipalities already present such information because it allows users to analyse parts of the financial statements without reference to the remainder of the statements. 

Reporting date and period

.50
The reporting date is governed by legislation, and the period to be reported on is usually the twelve month period between July 1 and June 30 of the following year.

Timeliness

.51
The  usefulness of financial statements is impaired if they are not made available to users within a reasonable period after the balance sheet date. 

BALANCE SHEET

Objective

.52
A municipality’s balance sheet should report its financial position at the reporting date, in a manner which enables its economic resources and its financial structure to be understood.

.53
Information about a municipality’s economic resources and its ability to manage those resources is useful in predicting the ability of the municipality to generate cash and cash equivalents in the future.  Information about the financial structure, including sources of commercial borrowings and funding and their relative importance, is useful in predicting future borrowing needs and the resources that will be required to service that funding.  It is also useful in determining how successful the municipality might be in raising further finance.

.54
A balance sheet also provides information about liquidity and solvency and the capacity of the municipality to adapt to changes in its environment and to meet its financing obligations. Information about liquidity and solvency is useful in predicting the ability of the municipality to meet its financial commitments as they fall due.

The current/non-current distinction

.55
Separate classification of current and non-current assets and liabilities on the face of the balance sheet 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. 

.56
This statement uses the term ‘non-current’ to include tangible, intangible, operating 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

.57
An asset should be classified as a current asset when it is:

(a)
part of the municipality’s operating activities and is expected to be realised or consumed in the normal course of the municipality’s operating cycle, or

(b)
held primarily for operational purposes or for the short-term and expected to be realised within twelve months of the reporting date.

All other assets should be classified as non-current assets.

.58
There are two separate types of current assets, reflecting the two parts of the definition.  The first represents part of the working capital of the municipality which is realised or consumed during the normal operating cycle.  The second represents a category of current assets that are not operating assets but are held for investment purposes and are expected to be sold or realised within twelve months of the reporting date.  Current assets include inventories and trade receivables that are not expected to be realised or consumed within twelve months of the reporting date.

.59
The operating cycle of a municipality is the average time between the rendering of a service and its realisation in cash or an instrument that is readily convertible into cash.  For the purpose of classifying operating assets between non-current and current, the operating cycle is assumed to be one year.

.60
Based on the method of classification required in paragraph .59, a municipality’s non-current assets consist of:

(a)
assets that are intended for use on a continuing basis for the purposes of the municipality’s activities, including property, plant and equipment and intangible assets, and

(b) assets held for investment purposes that are not expected to be realised within twelve months of the reporting date.

Current liabilities

.61
Where the current/non-current distinction is made a liability should be classified as a current liability when it is:

(a) expected to be settled using cash realised from items classified as current assets, or

(b)
due to be settled within twelve months of the reporting date.

All other liabilities should be classified as non-current liabilities.

.62
Current liabilities can be categorised in a similar way to current assets.  Some current liabilities, such as trade payables and accruals for employee and other operating costs, require settlement out of current assets, that is they are obligations for items that form 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 be settled after more than twelve months from the reporting date.

.63
Other current liabilities are more difficult to define in terms of the current operating cycle, although they will require settlement within twelve months of the reporting date, for example the current portion of interest-bearing liabilities, bank overdrafts, dividends payable, income taxes and other non-trade payables.  Interest-bearing liabilities that provide the financing for working capital on a long-term basis, and are not due for settlement within twelve months (or the current operating cycle, if longer), are non-current liabilities.

Refinancing of current liabilities

.64
Liabilities that are due to be settled within twelve months of the reporting date should be classified as non-current only if:

(a)
the original term was for a period of more than twelve months,

(b) the municipality intends to refinance the obligation on a long-term basis, and

(c)
that intention is supported by an agreement to refinance, or to reschedule payments, which is completed before the financial statements are approved.

The amount of any short-term obligation that has been excluded from current liabilities, together with information in support of this presentation, should be disclosed in the notes to the balance sheet.

.65
It is in the nature of many borrowings that they can be refinanced or ‘rolled-over’, and if such a liability forms part of a municipality’s long-term financing, then it should be classified as non-current, even if the form of the agreement is such that the liability must be repaid or refinanced within twelve months.  However, in many cases refinancing is not automatic, and it is difficult to distinguish between those liabilities that can be refinanced as a matter of course and those that will require negotiation with the lender. A liability that cannot be refinanced could represent a significant demand on current resources, and it would be inappropriate to allow the classification of short-term items as long-term, based on probability or judgement.  Therefore, this statement requires that a completed refinancing agreement should be in place as evidence that settlement of the liability out of existing resources will not be necessary.  The completion of a refinancing agreement before the approval of the financial statements provides evidence that the substance of the liability at the reporting date was long-term.

Information to be presented on the face of the balance sheet

.66
A municipality’s balance sheet should be presented in a manner which highlights the various elements of its financial position that are necessary for a fair presentation.  As a minimum, the face of the balance sheet should include line items which present:

Capital Employed

· Statutory funds

· Non-distributable reserves

· Distributable reserves

· Trust Funds

· Long-term liabilities, excluding the short-term portion

· Consumer deposits

Employment of Capital

· Property, plant and equipment

· Investments in subsidiaries and associates

· Investments in joint ventures

· Other non-current investments

· Long-term debtors, excluding the short-term portion

Current assets

· Inventory

· Debtors

· Short-term portion of long-term debtors

· Cash resources

Current liabilities

· Provisions

· Creditors

· Short-term portion of long-term liabilities

· Bank overdrafts

Additional line items, headings and sub-totals should be presented on the face of the balance sheet only when a Statement of Generally Accepted Municipal Accounting Practice requires it, or when such presentation is necessary to present fairly the municipality’s financial position.

.67
The format of the balance sheet and order of presentation is set out in the Appendix to this statement.

Information to be shown on the face of the balance sheet and presented in the notes 
.68
Statutory funds

(a) The aggregate balance of all statutory funds should be disclosed on the face of the balance sheet

(b) In the notes the following information for each statutory fund should be set out:-

· A reconciliation of the opening balance to the closing balance

· A summary of the purpose of each fund

· The basis of contribution to each fund.

(c) The information required by other statements of Generally Accepted Municipal Accounting Practice.

.69
Non-distributable reserves

(a) The aggregate balance of all non-distributable reserves should be disclosed on the face of the balance sheet.

(b)
In the notes, the following information for each non-distributable reserve:-

· A reconciliation of the opening balance to the closing balance

· A summary of the purpose of each non-distributable reserve

(c)
The information required by other statements of Generally Accepted Municipal Accounting Practice.

.70
Distributable reserves

(a) Distributable reserves should be distinguished between:-

Unappropriated surpluses/accumulated deficits; and

Reserves

and shown separately as such on the face of the balance sheet.  If there is more than one reserve, the aggregate amount should be shown on the face of the balance sheet.

(b) A reconciliation of the opening balance to the closing balance should be set out for each reserve in the notes.  The notes should also include a summary of the purpose of the reserve

(c) The information required by other statements of Generally Accepted Municipal Accounting Practice.

.71
Trust funds

(a)
The aggregate balance of all trust funds should be disclosed on the face of the balance sheet.

(b)
A summary of the purpose of each trust fund should be set out in the notes.  Should there be more than five trust funds, this information can be set out in an Appendix to the financial statements.

.72
Long-term liabilities
(a) The aggregate of all long-term liabilities, excluding the short-term portion which is payable within one year, should be shown on the face of the balance sheet.

(b) The aggregate of long-term liabilities for each the following classifications should be set out in the notes. 

· Local registered stock loans

· Annuity loans

· Capitalised lease liabilities

· Short-term loans that will be refinanced as set out in paragraph .65

· Housing loans from government

· Other loans from government

· Other relevant classifications to achieve fair presentation of long-term liabilities

(c) The portion of long-term liabilities that are repayable within one year should be deducted from the analysis of long-term liabilities referred to in the paragraph above and transferred to current liabilities.  This transfer should be set out in the notes.

(d) Details of security provided for long-term liabilities should be set out in the notes.

(e) The interest rate and repayment dates of all long-term liabilities.

(f) The cash that has been set aside for the repayment, appropriately referenced to the note on investments, should also be disclosed.

(g) Where a municipality owns its own loans stock, this must not be shown as a long-term liability.  The corresponding investment must also be eliminated.

.73
Consumer deposits

(a) The aggregate of deposits from consumers received as security for the rendering of services should be disclosed on the face of the balance sheet.  It should be noted that these deposits are of a long-term nature and should only be included as a consumer deposit if it is likely that they will not be repayable within one year.  Tender deposits and builders deposits are unlikely to be outstanding for more than year and therefore should be included as a current liability.

(b) Where there are different types of deposits, details should be set out in the notes.

(c) If interest is payable when consumer deposits are refunded, the aggregate amount of interest credited to deposits at the reporting date.  If interest is payable on the refund of consumer deposits but has not been accrued, this should also be disclosed in the notes.

(d) Guarantees, which are in favour of the municipality, in lieu of a consumer deposit should also be set out in the notes.

.74
Property, plant and equipment

(a) The aggregate carrying value (historical cost or revalued amount less accumulated depreciation) of property, plant & equipment should be disclosed on the face of the balance sheet. 

(b) The following information on property, plant and equipment should be included in the notes: - 

· Property, plant and equipment should be classified into infrastructure, community, heritage, other, housing and investment properties.

· For each classification, the cost (or valuation if land and buildings have been revalued), the accumulated depreciation and net book value.

· Those items of property, plant and equipment that are owned and those which are leased.

(c)
Details of any item of property, plant & equipment provided as security.

(d)
The information required by other statements of Generally Accepted Municipal Accounting Practice.

.75
Investments in subsidiaries and associates
(a) The aggregate investment in subsidiaries and associates should be set on the face of the balance sheet.

(b) A description of each subsidiary and associate in which the municipality has invested should be set out in the notes.  This information should include:-

· The name of the subsidiary or associate

· Details of the extent of ownership or control

· The profit or losses of the subsidiary or associate

· The indebtness between the municipality and its subsidiaries and associates 

(c) The information required by other statements of Generally Accepted Municipal Accounting Practice

.76
Investments in joint ventures

(a) The aggregate investment in joint ventures should be disclosed on the face of the balance sheet

(b)
A description of each joint venture in which the municipality has invested should be set out in the notes.  This information should include:-

· The name of the joint venture

· The profit or losses of the joint venture

· A reconciliation of the carrying value of the investment in a joint venture at the beginning and end of the reporting period 

· A summary of the financial statements of the joint venture.

(c)
The information required by other statements of Generally Accepted Municipal Accounting Practice

.77
Other investments

(a) The aggregate amount of other investments should be set out on the face of the balance sheet.

(b) The notes should set out the aggregate of other investments in terms of the following classifications:-

· Government stock

· Municipal stock

· Fixed deposits

· Other

(c) The analysis of investments should distinguish between listed and unlisted investments.  The market value of listed investments should be set out.  The council’s valuation of unlisted investments should also be set out.

(d) Details of any investment which has been pledged as security in favour of a third party should be set out in the notes.

(e) The allocation of investment balances attributable to the various statutory funds, non-distributable reserves, the repayment of long-term liabilities, trust funds and the operational services should be set out in the notes.

(f) Investment properties should be included under property, plant and equipment.

(g) The information required by other statements of Generally Accepted Municipal Accounting Practice.

.78
Long-term debtors

(a) The aggregate long-term debtors, excluding the short-term portion that is repayable within one year, should be shown on the face of the balance sheet.

(b) The different categories of long-term debtors should be set out in the notes.  The following information should be set out for each category:-

· a description of the category of long-term debtor

· the balance at the reporting date

· the repayment dates

· the interest rate that is earned, if applicable

(c) The portion of long-term debtors that is repayable within one year should be transferred to current assets.  This transfer should be disclosed in the notes.

(d) The bad debt provision set off against long-term debtors.  The basis of the provision should be set out in the notes.

(e) The information required by other statements of Generally Accepted Municipal Accounting Practice.

.79
Inventory

(a) The aggregate inventory figure should be shown on the face of the balance sheet 

(b) The description and amount of inventory by major category should be set out (e.g. consumable stores, materials, etc.) in the notes.

(c) Where material, the obsolescence provision set off against inventory at the reporting date. 

(d) The information required by other statements of Generally Accepted Municipal Accounting Practice.

.80
Consumer debtors

(a) The aggregate amount of consumer debtors, net of the bad debt provision, should be disclosed on the face of the balance sheet.

(b) Detailed categories of consumer debtors should be set out in the notes. Such categories would normally include rates debtors, electricity debtors, water debtors, sewerage debtors and housing debtors.  A distinction should be made between those consumer debts that are payable within 30 days and those which are payable annually.

(c) The ageing of each category of consumer debtors should also be set out in the note.  The ageing, which should exclude bad debts, should be set out using the following parameters:-

· Current

· 30 days

· 60 days

· 90 days

· 120-365 days

· +365 days

Where ageing reports cannot be produced, the ageing should be calculated for each category of debtor on the following basis: -

Category of consumer debtors outstanding at the reporting date 
x 365 days

Total of income for the year to which the category of debtors relates

(d) The total bad debts provision set off against consumer debtors should be disclosed in the notes together with a summary of the basis on how the provision was determined.

(e) The information required by other statements of Generally Accepted Municipal Accounting Practice.

.81
Other debtors

(a)
The aggregate amount of other debtors should be shown on the face of the balance sheet.

(b) The categories and amount that make up the balance of other debtors should be disclosed in the notes to the balance sheet. Such categories would normally include payments made in advance, insurance claims and short term loans to staff or third parties.

(c)
The information required by other statements of Generally Accepted Municipal Accounting Practice.

.82
Cash resources

(a) The aggregate amount of cash at bank, short-term cash investments and cash on hand should be disclosed on the face of the balance sheet.

(b) Cash at bank should not be offset against bank overdrafts where there is more than one bank account.

(c)
The information required by other statements of Generally Accepted Municipal Accounting Practice.

.83
Provisions

(a) The aggregate of provisions should be disclosed on the face of the balance sheet.

(b) Details of each provision should be set out in the notes to the balance sheet.

(c) Provisions are liabilities and only those amounts which relate to a liability should be disclosed as provisions.  Amounts set aside on a systematic basis for repairs and maintenance, legal fees and the renewal of property, plant and equipment will not constitute liabilities and therefore should not be included as a provision.  These amounts constitute reserves.

(d) Audit fees are not a provision.  Audit fees should be included under creditors, if an audit or part thereof has been completed but not paid at the reporting date.

(e)
The information required by other statements of Generally Accepted Municipal Accounting Practice.

.84
Creditors

(a) The aggregate amount of creditors should be disclosed on the face of the balance sheet.

(b) The amount outstanding in terms of trade creditors, audit fees and other creditors should be set out in the notes.  Significant amounts included under the category of other creditors should be disclosed to achieve fair presentation. 

(c)
The information required by other statements of Generally Accepted Municipal Accounting Practice.

INCOME STATEMENT

Objective

.85
A municipality’s income statement should report its financial performance for the period in a manner that enables the various aspects of that performance to be understood.

.86
Users’ forecasts of future performance usually begin with a review of past performance, and a judgement as to the extent to which future transactions are likely to resemble past ones.  Information about performance is useful in predicting the capacity of a municipality to generate cash flows from its existing resource base and in forming judgements about the effectiveness with which it might employ additional resources.  An income statement also contributes to the objective of financial statements by disclosing the components of net surplus or deficit that are significant for an assessment of past and future performance.  The effects of a municipality’s various activities, transactions and events differ in stability, risk and predictability, and the disclosure of these components assists in an understanding of the performance achieved in a period and in assessing future results.

Information to be presented on the face of the income statement

.87
A municipality’s income statement should be presented in a manner that highlight the various elements of its financial performance that are necessary for a fair presentation. As a minimum, the face of the income statement should include line items that present:

(a)
the results of operating activities in total and for each category of service,

(b)
extraordinary items

(c)
the unappropriated surplus/accumulated deficit at the beginning of the year

(d)
appropriations for the year detailing transfers to/from specific funds and 
reserves

(e)
the unappropriated surplus/accumulated deficit at the end of the year

Additional line items, headings and sub-totals should be presented on the face of the income statement only when a Statement of Generally Accepted Municipal Accounting Practice requires it, or when such presentation is necessary to present fairly the municipality’s financial performance.

Income statement Information to be presented in the notes

.88
Gross revenue

(a) The gross revenue from each of the following categories of revenue generating activities should be disclosed in the notes 

· assessment rates 

· service charges 

· revenue from the application of tariff of charges

· fines 

· government grant and subsidies

· interest received

· rental income 

· levies (formerly known as RSC and JSB levies)

· other income.

(b) Further disclosure is required in respect of assessment rates detailing:-

· the various categories of assessment rates income (eg residential, industrial, commercial, and state) in terms of the local rating policy;

·  the corresponding valuation of the properties and the date of the last valuation as well as the regularity of the valuation should be disclosed

· the general rate applied to property valuations to determine assessment rates together with the rate of any rebate (for both the current and prior period) and the category of property owners to which the rebate applies should be disclosed. 

· whether rates are levied on an annual or monthly basis as well as the final date of payment of rates should be disclosed. 

· the rate of interest charged on unpaid rates and the collection charge levied.

.89
Disclosure in the notes of the following amounts that are included in the determination of the net surplus/deficit for the reporting period: -

(a)
net profit/loss on the disposal of fixed assets

(b)
bad debts written off (in other words those debtors’ balances which were written off in the debtors’ records)

(c) The depreciation charge for the reporting period, using the same classifications that were set out in the note relating to property, plant and equipment.  The depreciation charge should also be split between owned assets and leased assets.

(d) operating lease charges

(e) interest paid per category of interest bearing liability (eg finance leases, short-term liabilities, bank overdraft)

(f)
councillors remuneration classified into separate categories in respect of 

· mayor’s allowance, 

· deputy mayor’s allowance, 

· councillors’ allowances 

· executive committee allowances and 

· councillors’ pension contribution

(g)
investment income per category of investment (eg rental income, interest income)

(h) the contributions to provisions for each provision included in the balance sheet

(i) auditor’s remuneration detailing, fees for audit, expenses and the prior year over/under accrual

(j) foreign exchange gains and losses detailing realised and unrealised gains and losses

(k)
any abnormal items of revenue and expenses detailing the nature of each abnormal expense (refer statement on net surplus or deficit for the period, fundamental errors and changes in accounting policy)

(l) provincial and central government subsidies detailing the nature of the subsidy

.90
Transfers to/from specific funds and reserves

(a)
All transfers to or from specific funds should be shown on the face of the income statement in the appropriation section.

(b)
Separate disclosure is required in the notes to the income statement setting out the details of each specific transfer to and from each fund and reserve.

(c)
In respect of transfers to the asset financing fund, disclosure should be made of the basis of the contribution in the notes.

.91
The information required by other statements of Generally Accepted Municipal Accounting Practice.

CASH FLOW STATEMENT

.92
A municipality should report its cash flows in accordance with the requirements of the statement on cash flow statements. 

.93
The statement on cash flow statements sets out requirements for the presentation of the cash flow statement and related disclosures. It states that cash flow information is useful in providing users of financial statements with a basis to assess the ability of the municipality to generate cash and cash equivalents and the needs of the municipality to utilise those cash flows.

NOTES TO THE FINANCIAL STATEMENTS

Objective

.94
The notes to the financial statements of a municipality should:

(a) present information on the basis of preparation of the financial statements and the specific accounting policies selected and applied for significant transactions and events.

(b) disclose the information required by Statements of Generally Accepted Municipal Accounting Practice that is not presented elsewhere in the financial statements, and

(c)
provide additional analysis which is not presented on the face of the financial statements but that is necessary for a fair presentation.

.95
Notes to the financial statements include narrative descriptions or more detailed analyses of amounts shown on the face of the balance sheet, income statement and cash flow statement, as well as additional information that is useful to users such as contingent liabilities and commitments. They include information required and encouraged to be disclosed by Statements of Generally Accepted Municipal Accounting Practice, and other disclosures necessary to achieve a fair presentation.

Structure

.96
Notes to the financial statements should be presented in a systematic manner.  Each item on the face of the balance sheet, income statement and cash flow statement should be cross-referenced to any related information in the notes.

.97
Notes are normally presented in the following order that assists users in understanding the financial statements and comparing them with those of other municipalities:

(a) statement of compliance with Statements of Generally Accepted Municipal Accounting Practice

(b) statement of the measurement basis and accounting policies applied,

(c) supporting information for items presented on the face of each financial statement in the order in which each line item and each financial statement is presented, and

(d)
other disclosures, including:

(i)
contingencies, commitments and other financial disclosures, and

(ii)
non-financial disclosures.

Information to be included in the notes to the financial statements

.98
Accounting policies

The accounting policies should be set out as required in statements of Generally Accepted Municipal Accounting Practice.  This note should include the following:-

(a) that the financial statements comply with Generally Accepted Municipal Accounting Practice or those instances where there has not been compliance, together with reasons

(b) that Generally Accepted Municipal Accounting Practice has been complied consistently with the previous reporting period.  Where there has been a change, this should be set out in this note.

(c) the information required by other Statements of Generally Accepted Municipal Accounting Practice.

.99
External Financing Fund

(a)
The External Financing Fund is a memorandum fund and is not included in the balance sheet.  Instead the components of the External Financing Fund, namely long-term liabilities and cash, are included in the balance under appropriate classifications.

(b)
The note should reconcile the long-term liabilities raised to the cash available for the repayment of loans.  This reconciliation is performed by subtracting the amount of long-term liabilities used to finance items of property, plant and equipment.  To this sub-total is added the amount of cash set aside for the repayment of loans.  

.100
Capital commitments

(a) The commitments in respect of capital commitments that have been approved by council at the reporting date but have not yet been acquired.  The information disclosed should distinguish between those commitments for which orders have been placed or a contract to incur the expenditure entered into, and those for which no orders have been placed or contracts entered into.

(b) The expected sources of financing of the commitments should be set out, distinguishing between external borrowings, unutilised capital receipts and internal sources of financing. 

.101
Contingent liabilities/assets

(a) Details of contingent liabilities/assets should be set out in accordance with the information required in the statement on provisions, contingent liabilities, contingent assets and events occurring after the balance sheet date.

(b) Contingencies will include guarantees issued by the municipality and those relating to joint ventures.

.102
Deferred maintenance

(a) The amount of deferred maintenance for each major category of infrastructure should be set out in the notes.

(b) A reconciliation of deferred maintenance at the beginning of the reporting period to the end of the reporting period should be set out.

APPENDICES TO THE FINANCIAL STATEMENTS

Objective

.103
The purpose of appendices is to set out additional information that may be relevant to users, to facilitate the presentation of detailed information supporting the notes to the financial statements, to present segmental information and to set out statistical information on the municipality.

.104
Where there are more than 5 distinct items that require commentary in the notes to the financial statements, consideration should be given to using appendices for setting out the information required.

Structure

.105
Subject to paragraph .103 and .104, the following appendices should be prepared as a minimum: -

· schedule detailing long-term liabilities to support the information in the notes relating to long-term liabilities

· an analysis of property, plant and equipment 

· a segmental analysis of property, plant and equipment

· an analysis of operating revenue and expenses

· a segmental income statement

· statistical information

Information to be included in appendices

.106
Schedule of long-term liabilities

(a) This schedule should list all loans setting out the repayment date, new long-term liabilities raised during the reporting period, the repayment of long-term liabilities during the reporting period and the interest rate payable.

(b) Comparative information is not required.

.107
Analysis of property, plant and equipment

(a)
The analysis should set out the following information for major categories of property, plant and equipment in respect of both cost (or revaluation where land and buildings are revalued) and accumulated depreciation:-

· the balance at the beginning of the reporting period 

· additions 

· disposals or write-offs

· the balance at the end of the reporting period.

(b)
The analysis should provide sufficient information to enable a user of the financial statements to assess the decision-making priorities in respect of property, plant and equipment.

.108
Segmental analysis of property, plant and equipment

(a) The net book value of items of property, plant and equipment should be disclosed according to the nature of the service or departmental segment.

(b) The criteria for determining a segment is set out in paragraph .112-.118  The same segments should be used to correspond with the segmental income statement.

(c) A user of the financial statements will be in a position to relate the investment in property, plant and equipment to the financial performance of the various segments.

.109
Analysis of operating revenue and expenses

(a) The nature of items of revenue and expenses are important so that users can assess the nature of revenue and expenditure and to facilitate comparison.

(b) Revenue should be reported on in terms of the following classifications: -

· Government grants and subsidies

· Assessment rates

· Investment income

· Levies (former RSC and JSB levies)

· Other income

(c) Expenses should be reported on in terms of the following classifications: -

· Salaries, wages and allowances

· General expenses, identifying

· Bulk purchase of water

· Bulk purchase of electricity

· Other bulk purchases

· Other general expenses

· Repairs and maintenance

· Finance costs

· Depreciation

· Other expenses

(d) The amounts should be gross and should exclude inter-departmental charges

(e) A reconciliation of this analysis to the segmental income statement must be disclosed.  Any amounts capitalised should be included in the analysis and shown separately as a reduction in expenses when reconciling the analysis to the segmental income statement.

.110
Segmental income statement

(a) The segmental income statement sets out the revenue, expenses and surplus/deficit by function of expenditure.

(b) The segmental income statement will include inter-departmental charges.  These should be eliminated when reconciling the segmental income statement to the net surplus or deficit included in the income statement.

(c) The identification of segments is set out in paragraph .112 -.118.

.111
Statistical information

Except for those statistics that are set out in italics, the following statistical information must be included in an appendix or elsewhere in the financial statements for at least a three year period:-

(a) General statistics

(1)
Population

(2) Valuation of “taxable” and non-taxable property, including the date of the last valuation

(3) Valuation of residential and commercial property

(4) Valuation of industrial, agricultural and other properties

(5) Number of residential and commercial properties

(6) Number of industrial, agricultural and other properties

(7) Assessment rates : Cents in the Rand

(8) Number of employees of the municipality.

(b)
Electricity statistics

(1) Number of users (Residential and Commercial)

(2) Units bought/generated

(3) Units sold

(4) Units lost in distribution (2-3)

(5) Units lost in distribution, as a % of (2)

(6) Cost per unit bought/generated

(7) Loss in distribution (4x6)

(8) Cost per unit sold (operating expenditure ÷ 3)

(9) Income per unit sold (operating income  ÷3)

(c)
Water statistics

(1)
Number of users (Residential and Commercial)

(2) Units bought/purified

(3) Units sold

(4) Units lost in distribution (2-3)

(5) Units lost in distribution, as a % of (2)
(6) Cost per unit bought/purified

(7) Loss in distribution (4x6)
(8) Cost per unit sold (operating expenditure ÷ 3)
(9) Income per unit sold (operating income  ÷3)

(d)
Transport statistics

(1) Number of passengers transported

(2) Number of trips travelled

(3) Kilometres travelled

(4) Number of buses

(5) Cost per kilometre travelled (operated expenditure  ÷ 3)

(6) Income per kilometre travelled (operated income  ÷ 3)

(e)
Sundry statistics

(1) Area in sq.km

(2) Previous election number of registered voters

(3) Fire service/ambulance service/security department:

 - Units (stations)

 - Number of employees (excluding administrative personnel)

(4) Building survey:

 - Total number of plans passed

 - Total value of building plans passed

 - Inspections performed

(5) Parks and Recreation :

 - Number of developed parks/area (sq.km) of developed parks

 - Number of swimming pools

 - Number of tennis courts/ rugby fields, etc.

(6) Licences issued:

 - Vehicle registrations

 - Other

(7) Total personnel in the service of the municipality

(8) Library – Books issued

(9) Cleansing – refuse removed and dumped : Tonnage/year

(10) Roads and Works – Kilometre roads constructed/repaired

(11) Housing :

 - Number of houses

 - Number of people accomodated

 - Number of people on waiting list

(f)
Any other statistic that may be in the public’s interest.

Identification of segments

.112
The objective of segment reporting is to establish principles for reporting financial information by segment - information about the different types of services a municipality renders to help users of financial statements to:

(a) obtain a better understand the municipality’s past performance,

(b) better assess the municipality’s risks and returns, and

(c)
make more informal judgements about the municipality as a whole.

.113
Many municipalities provide a significant number of services that are subject to differing rates of financial performance, future prospects, risks and accountability considerations. Information about a municipality’s different types of services - often called segment information - is relevant to assessing the risks of a municipality that may not be determinable from the aggregated data.  Therefore, segment information is widely regarded as necessary to meeting the needs of users of financial statements.

.114
A reportable segment is a separately identifiable service or function that is different from those or other services or functions.

.115
The following have been identified as reportable segments for the purpose of this statement:-

(a) Rate and General Services

(b) Each trading service

(c)
Housing (selling schemes and rental schemes)

(d)
Regional Council levies

In respect of Rate and General Services, segmental results and property, plant and equipment should be prepared for each function or service which meets the following criteria:-

(a) the functional or service gross expenses, including inter-departmental expenditure, constitutes 10% or more of total Rate and General Services expenditure; or

(b)
the functional property, plant and equipment constitute more than 10% or more of total Rate and General Services assets.

.116
The functional gross expenditure attributable to segment reporting should exceed 75 per cent of the total functional expenditure for Rate and General Services.  Additional segments may need to be identified even if they do not meet the thresholds established in paragraph .115.

.117
A segment identified as a reportable segment in the immediately preceding period because it satisfied the relevant 10 per cent thresholds should continue to be a reportable segment for the current period notwithstanding that its revenue, result, and assets all no longer exceed the 10 per cent thresholds, if the management of the municipality judges the segment to be of continuing significance.

.118
If a segment is identified as a reportable segment in the current period because it satisfies the relevant 10 per cent thresholds, prior period segment data that is presented for comparative purposes should be restated to reflect the newly reportable segment as a separate segment, even if that segment did not satisfy the 10 per cent thresholds in the prior period, unless it is impractical to do so.

ACCOUNTING POLICIES

Presentation of accounting policies

.119
The accounting policies section of the notes to the financial statements should describe the following:

(a) the measurement basis (or bases) used in preparing the financial statements,

(b)
each specific accounting policy that is significant to a fair presentation of the financial statements.

.120
In addition to the specific accounting policies used in the financial statements, it is important for users to be aware of the measurement basis (bases) used (historical cost, current cost, realisable value, fair value or present value) in the financial statements.  These concepts are similar in many respects to the concepts of going concern and the accrual basis of accounting in that they form the basis on which the whole of the financial statements are prepared.  They differ from those concepts in that there is, in some circumstances, a choice between measurement bases.  When more than one measurement basis is used in the financial statements, for example when only certain non-current assets are revalued, it is sufficient to provide an indication of the categories of assets and liabilities to which each measurement basis is applied.

.121
In deciding whether a specific accounting policy should be disclosed, management considers whether disclosure would assist, or lack of disclosure would impair, users’ ability to evaluate the risks, opportunities and future cash flows of the municipality. 

.122
Each municipality considers the nature of its operations and the policies which the user would expect to be disclosed for that municipality.  An accounting policy would be expected relating to each significant line item presented on the face of the balance sheet (for each period presented) and, in most cases, for the recognition of revenue. 

.123
An accounting policy may be significant even if amounts shown for current and prior periods are not material. For example, the policy for capitalisation of interest on self-constructed assets may be important if such activity is planned in the future, even if interest has not been capitalised in the current period.  It is also appropriate to disclose an accounting policy for each policy not covered by existing Statements of Generally Accepted Municipal Accounting Practice, but selected and applied in accordance with paragraph 21.

Inappropriate treatments are not rectified by disclosure

.124
Inappropriate accounting treatments in the financial statements are not rectified either by disclosure of the accounting policies used or by notes or explanatory material.

.125
To achieve a fair presentation, assets, liabilities, income and expenses are recognised, measured and presented in accordance with the requirements of Statements of Generally Accepted Municipal Accounting Practice. However, an inappropriate treatment, or one that does not comply with Statements of Generally Accepted Municipal Accounting Practice, detracts from the relevance, reliability and comparability of financial statements.  The role of notes is to amplify and explain the information in the primary financial statements.  A description in the notes is not sufficient to restore the relevance and reliability of the financial statements as a whole because the relevance and reliability of the primary financial statements remain impaired. For this reason, a qualified statement of compliance with Statements of Generally Accepted Municipal Accounting Practice does not justify the non-compliance itself.  The financial statements therefore do not present fairly the financial position, performance and cash flows of the municipality.
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