GAMAP 114


GAMAP 114 ACCOUNTING FOR STATUTORY FUNDS, RESERVES AND CAPITAL RECEIPTS

The Statement of Generally Accepted Accounting Practice 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.

Objective

.01
The objective of this statement is to set out the accounting treatment and disclosure of statutory funds, reserves and capital receipts.  These accounting concepts are unique to municipalities.  The purpose of this statement is not to prescribe the funds or reserves that a municipality can maintain but to prescribe the accounting treatment.

Scope

.02
This statement applies to all municipalities that are required in terms of legislation or local council policy to establish reserves and statutory funds.  It also applies to all municipalities that receive capital receipts.

Definitions

.03
The following terms are used in this statement with the meanings specified: -


A reserve is the setting aside of retained surpluses for a specific purpose.  Reserves are discretionary in that they can be utilised as determined by management and council


Statutory funds are reserves which a municipality is required to create and maintain in terms of specific legislation.

Special funds are those funds which can be created in terms of legislation but at the discretion of Council.

Funds are the accumulations included in statutory and special funds.  Such accumulations will usually be represented by cash.

Non-distributable reserves  are reserves representing own capital which may not be included in retained surpluses.  There are accounting and legal restrictions on how non-distributable reserves can be utilised.  

Capital receipts are amounts from donors, such as Provincial and Central Government and the public which are used for the purpose of acquiring a specific asset or category of assets.  Capital receipts are usually restricted in terms of how and when such amounts can be used.

Operating accounts is the term used to describe the income and expenditure accounts maintained for each service undertaken by a municipality.

Accounting for statutory funds

Transfers between statutory and special funds and operating accounts

.04
The statutory funds which a municipality must maintain are legislated.  This statement sets out how transfers and transactions between the operating accounts and such funds should be recorded and disclosed in the financial statements of municipalities.

.05
Transfers between a statutory fund and the operating account do not meet the criteria for the definition or recognition of revenue and expenditure set out in GAMAP 000 - Framework for the Preparation and Presentation of Financial Statements and must not be included in the determination of the net surplus or deficit included in the income statement.  

.06
Transfers from the operating accounts to statutory and special funds should be disclosed on the face of the income statement as an appropriation of retained surpluses whilst transfers from statutory funds to the operating accounts should be disclosed in the appropriation section of the income statement as a realisation of funds.

Interest on unspent funds

.07
A characteristic of a statutory or special fund is that it is represented by unutilised cash or investments.  Interest will usually be earned on these balances.  In addition, a statutory or special fund may advance cash to operating accounts for the purpose of acquiring items of property, plant and equipment and on which interest is charged (these are commonly referred to as internal advances).  Such interest earned may be retained in the operating accounts or credited to the statutory or special fund, depending on legislation or local council policy.

.08
Interest earned on externally invested funds is revenue and should be included in the income statement as required by the statement on revenue.  Such amounts must be included in the determination of the net surplus or deficit for the year.  

Should legislation or council policy require that such amounts be transferred to a statutory or special fund, then the amount should be disclosed as a transfer on the face of the income statement and shown as an appropriation of retained surpluses. 

.09
Interest charged on internal advances is in effect an internal charge and is no different to any other internal charges in that it does not constitute revenue or an expense but merely a transfer of resources for costing and price setting purposes.  This interest charge does not meet the criteria for the recognition of expenses as set out in GAMAP 000 - Framework for the Preparation and Presentation of Financial Statements and therefore must be excluded from the determination of the net surplus or deficit for the year.  Such amounts are in effect a contribution of retained surpluses to statutory funds and should be dealt with under paragraphs .11 and .12.

Rental revenue

.10
Rental income earned on properties that were acquired using the cash resources attributable to a statutory fund, should be accounted for on the same basis as external investments (refer paragraph .08).  These rentals should be included in the income statement in determining the net surplus or deficit for the year.  

Should legislation or council policy dictate that such amounts be transferred to a statutory fund, this transfer should be disclosed on the face of the income statement as an appropriation of retained surpluses.

Contributions to statutory funds

.11
Municipalities may need to contribute cash to provide development financing in future years and amounts accumulated in statutory funds for this purpose.

.12
Contributions to statutory funds are an appropriation of retained surpluses and do not constitute an expense.  Therefore such transfers cannot be included in the determination of the operating surplus or deficit included in the income statement. 

These contributions should be classified as a transfer and disclosed as an appropriation of retained surpluses in the income statement.

Profit and loss on the disposal of property, plant and equipment

.13
Legislation or council policy may require that the profit on disposal of items of property, plant and equipment be transferred to a statutory or special fund.  This transfer should be classified as a contribution and dealt with under paragraphs .11 and .12.

Utilisation of funds for the purpose of financing property, plant and equipment

.14
Usually the purpose of a statutory or special fund is to accumulate cash over a period of time in order to provide financing for the acquisition of items of property, plant and equipment.  These funds are in effect cash savings accounts.  

When the cash in these funds is utilised to acquire items of property, plant and equipment, the balance in the funds should be reduced accordingly by transferring a corresponding amount to a non-distributable reserve.

.15
The balance in the non-distributable is transferred to the income statement over the estimated life of the property, plant and equipment financed by statutory or special funds to offset the depreciation charge included in the income statement relating to these property, plant and equipment.  

This is necessary to prevent a duplication of costs borne by ratepayers and consumers.  In previous accounting periods, transfers were made from retained surpluses to create the balances in the statutory or special funds.  When such funds are utilised to acquire property, plant and equipment, there will be a depreciation charge to recognise the consumption of such property, plant and equipment in the rendering of services.  Ratepayers and consumers will have financed the original transfers to the statutory funds and will also be required to fund the depreciation charge, when the transfers are used to finance property, plant and equipment, through rates and other charges.  The transfer from non-distributable reserves offsets the double charge.

.16
When an asset is disposed, the balance in the non-distributable reserve which relates specifically to that asset, is transferred to retained surpluses through the appropriation section of the income statement.  The balance in the non-distributable reserves is not taken into account when determining the profit or loss on disposal of the asset.

Repayment of financing obtained from funds

.17
Legislation or council policy may dictate that the cash attributable to statutory funds that is used to finance property, plant and equipment, be repaid to the statutory or special fund concerned over the estimated life of the asset or a shorter period.  Such amounts constitute a contribution to statutory or special funds and should be accounted for in the manner set out in paragraphs .11 and .12 above.

Investment of statutory and special funds’ unutilised cash

.18
The balance on a statutory fund should be represented by cash at all times.  Should the cash attributed to a statutory fund be used for another purpose, for example, utilised for operating purposes, then this should be disclosed in the financial statements.

The balance on the statutory fund should be transferred to retained surpluses through the appropriation section of the income statement.  It is conceptually incorrect and misleading to users to retain balances on statutory funds that are not represented by cash.

.19
Utilising the cash of statutory funds for operating or other purposes could be a contravention of legislation or council policy.  This should not influence disclosure of the actual event in the accounting records or financial statements. The accounting records and financial statements should reflect the transactions that have actually taken place regardless of the legality of such transactions.  Council and other supervisory bodies will be in a position to understand the extent of such transactions and take any actions considered necessary in the circumstances.

Disclosure

.20
The following should be disclosed in the financial statements

· A summary of the relevant legislation in respect of all statutory funds and transactions within the statutory funds, setting out:-

· the purpose of the fund;

· the basis of contributing to the fund;

· how and when balances accumulated in these statutory fund can be utilised.

· Council’s policy regarding the establishment of special funds, including the basis of contribution and the proposed utilisation of the amount accumulated in these funds.

· A reconciliation of the balance in funds at the beginning of the accounting period with that at the end of the accounting period.

· The amount and basis of all transfers between retained surpluses and statutory and special funds.

· The reversal of the balance in a special or statutory fund not represented by cash, disclosing the circumstances and reasons for the transfer.

Reserves

.21
This statement applies to all reserves other than non-distributable reserves.
.22
Reserves are not a liability but the setting aside of retained surpluses for general or specific purposes.  In certain situations, there may be a legal requirement to create a reserve into which surpluses should be credited. For example, in terms of certain housing schemes amounts are required to be credited to a loss of rental reserve. 

Transfers from the operating accounts to reserves should be disclosed on the face of the income statement as an appropriation of retained surpluses whilst transfers from reserves to the operating accounts should also be disclosed in the appropriation section of the income statement as a realisation of reserves.

.23
Reserves are not usually represented by cash.  Interest should not therefore be credited to such reserves but included in the income statement in accordance with the statement on revenue recognition.

.24
This statement does not provide a basis for the creation of reserves.  The creation and extensive use of reserves is discouraged.

Utilisation of reserves

.25
Expenses should not be charged directly to reserves. Expenses must be included in the determination of the net surplus or deficit for the accounting period.

.26
A municipality may create a reserve to set aside funds for expenses that are expected to be incurred in future years.  For example, a reserve may be created to set aside funds each year to finance the cost of a revaluation of all land and buildings in a municipality’s area of jurisdiction for rating purposes.  The cost of the revaluation constitutes an expense and should be included in the determination of net surplus or deficit in the accounting period that the revaluation is done.  The expense of this revaluation should not be charged directly to the reserve; instead the municipality should transfer the balance on the reserve to the income statement to offset the cost of the revaluation.  This transfer should be disclosed in the appropriation section of the income statement.

Disclosure

.27
The following should be disclosed:-

· The purpose of each reserve should be set out in the financial statements together with the balance on each reserve at the accounting date.

· A reconciliation of the balance in the reserve at the beginning of the accounting period to the balance at the end of the accounting period.

· The basis of contributions to reserves should be disclosed.

· Transfers to or from reserves to the operating accounts should be disclosed on the face of the income statement as appropriations.

Capital receipts

.28
Capital receipts will usually include but are not limited to:-

· Contributions from the public

· Grants from provincial or central government

· Grants from the Reconstruction and Development Programme.

· Developers contributions to infrastructure and other developments such as the provision of parking

.29
In certain cases legislation may require municipalities to set aside amounts to finance acquisitions of property, plant and equipment in future periods.  For example, the housing regulations require that amounts are set aside for the construction of community facilities in certain housing developments.  Amounts set aside in terms of these regulations will constitute a capital receipt.

Accounting treatment of capital receipts

.30
Capital receipts should be credited to a non-distributable and not the income statement.  

Where legislation requires that amounts be set aside to finance capital expenditure in future periods, as referred to in paragraph .29, such amounts should be disclosed as an appropriation of retained surpluses on the face of the income statement and not as an expense.

.31
To assist users and to facilitate accounting control, a distinction should be made between utilised capital receipts and unutilised capital receipts in the accounting records and financial statements.   Utilised capital receipts will be those capital receipts that have been utilised for the purpose of acquiring property, plant and equipment.  Unutilised capital receipts are those capital receipts that have yet to be utilised for their intended purpose.

.32
Unutilised capital receipts should be represented by cash or investments at all times.  When the cash represented by capital receipts is used to acquire the intended items of property, plant and equipment, a transfer should be made between unutilised capital receipts and utilised capital receipts.  This transfer will not be included in the income statement but should be shown in the notes to the financial statements.

.33
Typically capital receipts will be done on a reimbursement basis.  The municipality will incur the expenditure in acquiring the item of property, plant and equipment and will be reimbursed from the financier.  Such amounts should be credited directly to utilised capital receipts when due.

Offsetting depreciation

.34
Property, plant and equipment financed from capital receipts will usually be depreciated.  The depreciation expense will be included in the determination of net surplus or deficit for the period.  However, the intention of the financier is to finance the capital cost of acquiring those items of property, plant and equipment. 

.35
A transfer from utilised capital receipts to the income statement should be made to offset the depreciation charge.  This transfer should be included in the appropriation section of the income statement so as not to distort the determination of the cost of rendering services.

.36
Should the item of property, plant and equipment not be depreciated, the amount in the utilised capital receipts account should be retained until the asset is disposed or written off.

Disposal of assets financed by capital receipts

.37
Should an item of property, plant and equipment be disposed and there is still an amount included in utilised capital receipts, then the balance of utilised capital receipt relating to the asset disposed should be transferred to the income statement and included in appropriations.  The balance on the unutilised capital receipts should not be taken into account when determining the carrying value of the asset at the date of disposal or included as proceeds.

Utilisation of capital receipts for other purposes

.38
When the cash represented by unutilised capital receipts is used for purposes other than for the financing of items of property, plant and equipment, this should be reflected in the financial statements.  

For example, if cash has been effectively transferred from unutilised capital receipts to the operating accounts, then a corresponding transfer should be made from the balance of unutilised capital receipts to the operating account to record this event.

.39
The basis for these transfers to be disclosed is set out in paragraphs .18 and .19.

Disclosure

.40
The following should be disclosed: -

· The balance of utilised and unutilised capital receipts together with the movement for the accounting period should be set out in the notes to the balance sheet.

· A summary of unutilised capital receipts and the purpose for which they will be used in future periods should be set out in the notes to the financial statements.

· The reversal of any capital receipt that is  not represented by cash
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