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Accounting Pronouncement:  GAMAP 9 - Revenue

1.
Introduction

Municipalities earn revenue from a variety of activities and sources, including property rates, service charges, interest, grants, etc.  The recognition criteria are applied separately to each transaction (unless linked in such a way that the commercial effect cannot not be understood without considering the series of transactions), when incurred to determine the revenue to be recognised for the reporting period.  This evaluation and the allocation of recognised revenue is based on the underlying assumption of the accrual basis of accounting (refer to the Framework, Section B2), applied prudently and consistently.  Excluded from revenue are refunds such as from the Local Government SETA. 

Government grants are considered to be any funds received from a government including foreign donors and could either be an asset or income based grant.  

In the private sector, distinction is made between “revenue” and “income”.  Revenue only refers to income arising from the ordinary activities of an entity such as sales, service charges, fees and interest, whereas income refers to both revenue and gains (profits), such as gains on the sale of property, plant and equipment.

In the public sector however, the term “revenue” incorporates both concepts of revenue and income and therefore includes gains (surpluses) as well.  The Framework (Section B2) defines
 revenue as “increases in economic benefits or service potential during the accounting period in the form of inflows or enhancements of assets or decreases of liabilities that result in increases in equity (net assets) other than those relating to contributions from owners”.  

GAMAP 9 only deals with the revenue arising from ordinary activities of the municipality, e.g. service charges, sale of goods, interest, grants, etc. and does not deal with the accounting treatment of other “types” of revenue arising from lease agreements, disposal of assets and liabilities, etc.  These specific types of revenue are dealt with in other standards.

Revenue only includes those inflows of economic benefits or service potential that is for the municipality’s own account.  Funds collected on behalf of another party, e.g. VAT or licence fees (on behalf of the Department of Transport), do not result in an increase in the net assets of the municipality and are 
therefore not recognised as revenue.  Agency fees (similar to commissions) for the collection and administration of such amounts, as in the case of licence fees, are recognised as revenue in the period in which they were earned.  
Similarly, the raising of new loans or finance is not recognised as revenue as it results in equal increases in assets and liabilities and has no effect on the net assets of the municipality.

In the audit of revenue the external auditor is specifically concerned with the completeness of revenue recognised in the financial statement, e.g. have we properly accounted for all revenue received or receivable.  This is a problematic assertion and had in the past resulted in qualifications been given on various financial statements by the Auditor General.  The audit entity need to be able to proof that the system provides sufficient controls to ensure that revenue being recognised are complete, for example all community members paying for their use of electricity have been included in consumer debtors.  
2.
Recognition of revenue


Revenue is recognised in the statement of financial performance when an increase in future economic benefits or service potential related to an increase in an asset or a decrease of a liability has arisen that can be measured reliably.  This is also inherent to the accrual basis of accounting.  This means, in effect, that recognition of revenue occurs simultaneously with the recognition of increases in assets or decreases in liabilities (for example, the net increase in assets arising on a provision of goods or services or the decrease in liabilities arising from the waiver of a debt payable).
The procedures normally adopted in practice for recognising revenue, e.g., the requirement that revenue should be earned, are applications of the recognition criteria in this framework.  Such procedures are generally directed at restricting the recognition as revenue to those items that can be measured reliably and have a sufficient degree of certainty.  
Assuming that no contribution from owners is involved if the effect of a transaction or other event is to increase the entity’s recognised net assets, revenue will be recognised; and an expense will be recognised if, and to the extent that, previously recognised assets have been reduced, eliminated, or ceased to qualify for recognition as assets without a commensurate increase in other assets or reduction in liabilities.  Similarly, an expense will be recognised when, and to the extent, that a liability is incurred or increased without a commensurate increase in recognised assets or a reduction in other liabilities.

Probability 

With a cash transaction, the full amount is received in cash at the date of the transaction and as such the probability criteria has been satisfied.  However, with a credit transaction, the recognition of revenue depends on the probability of receiving payment.
  
The concept of probability is used in the recognition criteria to refer to the degree of uncertainty that the future economic benefits or service potential associated with the item will flow to or from the municipality.  The concept is in keeping with the uncertainty that characterises the environment in which a municipality operates.  
Assessments of the degree of uncertainty attaching to the flow of future economic benefits or service potential are made based on the evidence available when the financial statements are prepared, e.g. when it is probable that a receivable owed by an entity will be paid, it is then justifiable, in the absence of any evidence to the contrary, to recognise the receivable as an asset.  For a large population of receivables, however, some degree of non-payment is normally considered probable; hence, an expense representing the expected reduction in economic benefits or service potential is recognised.

When it is probable that payment will be received, the revenue account in the statement of financial performance is credited and a receivable in the statement of financial position debited.  When uncertainty arises about the collectability of an amount already included in revenue, the uncollectible amount, or the amount in respect of which recovery has ceased to be probable, is recognises as an expense (bad debt write-off), rather than as an adjustment of the amount of revenue originally recognised.
The above is especially applicable to the raising of interest on arrear accounts.  Where uncertainty already exists about the recovering of an arrear debtor’s account, interest revenue and related receivable should not be recognised until such time that the uncertainty has been removed.  By recognising revenue when it is not probable that the economic benefits or service potential will be received, the municipality is not only inflating its statement of financial performance while at the same time overstating its assets (through the higher receivables), it is also not complying with the Standards of GRAP.


Revenue is recognised only when it is probable that the economic benefits or service potential associated with the transaction will flow to the entity.  However, when an uncertainty arises about the collectability of an amount already included in revenue, the uncollectable amount, or the amount in respect of which recovery has ceased to be probable, is recognised as an expense, rather than as an adjustment of the amount of revenue originally recognised.

3.
Measurement of revenue

Revenue is recognised in the statement of financial performance at the fair value of the consideration receivable.  Usually this will be the amount of cash agreed in the transaction, taking into consideration discounts and rebates allowed by the municipality.  The consideration may also be received in the form of an asset, e.g. donated property, plant and equipment, in which case revenue will be measured at the fair value of the asset.
The fair value of the consideration receivable can be described as the amount a knowledgeable buyer is willing to pay a knowledgeable seller that is willing to sell, in an arm’s length transaction.  This implies that the buyer is aware of the fact that in transactions with a similar nature and under similar circumstances, it 
can be expect to pay a similar price and vice versa for the seller.

A distinction is made between trade discounts and settlement discounts based on the timing of the discount or rebate.  
Rebates or trade discounts, e.g. rebates on property rates, are stipulated when the transaction is concluded and are therefore taken into account in measuring revenue - revenue is recognised after deducting the rebate.

Settlement discounts can be seen as incentives for the early settlement of consumer accounts and can only be utilised after the conclusion of the sale transaction, when the account is settled.  Revenue is recognised excluding the early settlement discount.  When the discount is realised, it is recognised as an expense in the statement of financial performance during the period in which it occurred.
The distinction between the two concepts is best illustrated by an example.

Example 8.1:  Rebates or trading discounts vs. early settlement discounts

Following the recent approval of the budget, Petunia Metropolitan Municipality, approved a rebate of 20% on the property rates for all properties below R1 000 000.  Property rates are assessed at 1% of the value of land and buildings.  The total recorded value of land and buildings for that specific category is R15 000 000.  
In order to promote the early settlement of electricity accounts and increase the collection service charges, the Council approved an early settlement discount of 2.5% on accounts settled within 30 days.
Calculation of rebate and early settlement discount:

	
	R

	Rebate on property rates
	

	Gross property rates payable (15 000 000 x 1%)
	150 000

	Rebate granted as per approved budget (150 000 x 20%)
	(30 000)

	
	

	Property rates recognised as revenue
	120 000

	
	

	Early settlement discount
	

	Gross amount receivable
	120 000

	Early settlement discount if settled within 30 days (120 000 x 2.5%)
	(3 000)

	
	

	Net amount received
	117 000


Journal entries to account for rebate and early settlement discount:
	Description
	Debit
	Credit

	
	
	

	Accounts receivable:  Property rates
	120 000
	

	Property rates revenue
	
	120 000

	Recognition of electricity accounts payable
	
	

	Bank
	117 000
	

	Discount allowed
	3 000
	

	Accounts receivable
	
	120 000

	Settlement of accounts receivable and recognition of early settlement discount
	
	


4.
Sources of revenue


The specimen financial statements updated annually by National Treasury, list a number of revenue sources, e.g. property rates, service charges, interest, grants, etc.  GAMAP 9 lists 4 types of revenue, being:

i. the sale of goods; 
ii. rendering of services; 

iii. use of municipal assets by others; and 
iv. the exercising of legal powers and rights.  
The relationship between the revenue sources listed in the specimen financial statements and the types listed in GAMAP 9 can be illustrated as follows:
	Sources of revenue

	Revenue from exchange or non exchange transactions
	Types of revenue
	Reference to Section containing explanatory guidance

	Property rates (metro and local municipality)
	Non exchange transactions
	Exercising of legal powers and rights
	Section 7

	Electricity and water service charges
	Exchange transactions
	Rendering of service – consumption based
	Section 5.1

	Sewerage and refuse service charges
	Exchange transactions
	Rendering of service – flat rate service revenue

	Section 5.1

	Regional Service Council levies (district  and metro municipalities)

	Non exchange transactions
	Exercising of legal powers and rights
	Section 7

	Rental of facilities and equipment
	Exchange transactions
	Use of municipal assets by others
	Section 8

	Interest earned
	Exchange transactions
	Use of municipal assets by others
	Section 8

	Dividends received
	Exchange transactions
	Use of municipal assets by others
	Section 8

	Fines
	Non exchange transactions
	Exercising of legal powers and rights
	Section 7

	Licences and permits
	Non exchange transactions
	Exercising of legal powers and rights
	Section 7

	Income for agency services
	Exchange transactions
	The amounts collected on behalf of the principal are not revenue.  Instead revenue is the amount of commission received or receivable for the collection or handling of the gross flows.


	

	Grants and subsidies
	Non exchange transactions
	Exercising of legal powers and rights
	Section 7

	Public contributions, donated and contributed assets
	Non exchange transactions
	Donations
	Section 7.3

	Gains on disposal of property, plant and equipment
	Exchange transactions
	Dealt with in GAMAP 17 
	Section B10

	Sale of maps, valuation rolls, etc
	Exchange transactions
	Sale of goods
	Section 6

	Fees for new water/sewerage connections
	Exchange transactions
	Rendering of service – flat rate service revenue

	Section 5.1

	
	


Each type of revenue is recognised upon the satisfaction of the recognition criteria as stipulated in the Framework, being, when it is probable that future economic benefits or service potential will flow to the municipality and the amount of revenue can be reliably measured.  

  
The recognition criteria are usually applied separately to each transaction.  However, in certain circumstances, it is necessary to apply the recognition criteria to the separately identifiable components of a single transaction in order to reflect the substance of the transaction, e.g. when the selling price of a product includes an identifiable amount for subsequent servicing, that amount is deferred and recognised as revenue over the period during which the service is performed.  Conversely, the recognition criteria are applied to two or more transactions together when they are linked in such a way that the commercial effect cannot be understood without reference to the series of transactions as a whole, e.g. an entity may sell goods and, at the same time, enter into a separate agreement to repurchase the goods at a later date, thus negating the substantive effect of the transaction; in such a case, the two transactions are dealt with together.

 
5.
Service revenue
5.1 Rendering of services

The rendering of services typically involves the performance of an agreed task over a period of time.  At the initial stages of a service contract, the parties usually have agreed to each party’s rights and obligations, the price to be paid and the terms of settlement.  Revenue from the rendering of services is recognised when the outcome of the transaction can be determined reliably.  The outcome of a transaction can be estimated reliably when all the following conditions are satisfied:

· the amount of revenue can be reliably measured;

· its probable that the economic benefits and/or service potential will flow to the municipality;

· the stage of completion of the transaction can be reliably measured; and

· the costs incurred for the transaction can be reliably measured.

Where the service is not yet completed at the reporting date, revenue is recognised by reference to the stage of completion of the transaction.  The stage of completion method is consistent with the accrual basis of accounting.  It may result 
in the recognition of revenue before completion of a project, the following conditions have to be satisfied to ensure that revenue is not recognised unless it is reasonably certain that it will realise:
a)
Probable receipt of benefits or service potential
Revenue should not be recognised until receipt of benefits or service potential is probable, e.g. more likely than not to occur.

b)
Determining stage of completion

Determining the stage of completion can be achieved through a number of methods, including surveys of work, service performed as s percentage of total services or costs incurred as percentage of total cost.  The method resulting in the most reliable information should be used.
c)
Reliable measurement of revenue
Revenue earned from the rendering of services can only be recognised when it can be reliably measured, however, revenue does not need to be received to be measurable.

d)
Reliable measurement of costs

At the time of concluding the agreement, the municipality may be able to estimate the total costs of rendering the service.  This may be based on past experience and historical information.
When the outcome of the transaction involving the rendering of services cannot be estimated reliably, revenue shall be recognised only to the extent of the expenses recognised that are recoverable.

Example 8.2:  Recognition of revenue from the rendering of services

Petunia Metro has entered into the following contracts during the year, involving the rendering of services:

New sewerage connection for shopping complex
At the reporting date this contract is still in its early stages and it is not sure what the outcome of the transaction will be
.  Petunia Metro has however incurred costs to the amount of          R20 500 relating to the contract.  The following scenarios are relevant:

i.
only R10 000 is considered recoverable, onerous contract; and

ii
the customer is charged the costs incurred.

Accounting treatment
i.
As the outcome of the transaction cannot be reliably measured, revenue should only be recognised to the extent that expenses have been incurred and are considered recoverable.  Total expenses incurred amount to R20 500, but only R10 000 will be recognised as revenue – the portion considered to be recoverable.
ii.
Revenue should be recognised for the full amount incurred to date independent of the expected outcome.  
New water connection for Business Park
At the reporting date, an amount of R400 000 has been spent on this contract for the construction of a new water main leading to the business park.  The contract price was agreed as R1 200 000, while the expected cost to complete the contract is estimated to be R600 000.
Accounting treatment
Revenue to be recognised for this contract should be determined based on the stage of completion method.  As a result, revenue to the amount of R800 000 ((400 000/1 000 000) x 1 200 000) will be recognised at the reporting date.

5.2
Service charges

There are two types of service charges: flat rate service charges and services based on consumption.  Flat rate service charges relate to the levying of a fixed amount for the rendering of services, regardless of consumption.  Consumption based service charges are based on the consumption by consumers/users.  Flat rate service charges and consumption-based service charges shall be recognised when it is probable that the economic benefits or service potential associated with the transaction will flow to the entity, and the amount of the revenue can be measured reliably.

Flat rate service charges relate to the levying of a fixed-rate for the rendering of services, regardless of consumption e.g. the basic charge levied for the removal of domestic refuse.

A consumption-based service charge is based on a consumer’s consumption of water and electricity during a specific period and is usually based on meter readings.  
Usually consumption-based service charges are based on meter readings.  Where meter readings are done frequently, the revenue can be reliably measured. 
 However, it is common practice for entities to read meters on a quarterly or less frequent basis.  Consumers are invoiced based on estimates of consumption where no meter reading has taken place during the billing period.  These invoices are best estimates and enable revenue to be reliably measured.  Ideally, internal records should be maintained whereby actual consumption is compared to estimated consumption to provide additional assurance that significant adjustments are not required to reverse excessive estimates.  Any adjustment required to revenue from service charges based on estimates, are processed or recognised as additional revenue, e.g. between the last meter reading and the end of the month.  
Use of vouchers
A municipality, in a single transaction, sell goods or services and vouchers, where the vouchers are redeemable against future purchases from the seller, e.g. where bus services are provided for the residents of a particular city.  The ticketing system provides for the purchase of coupons or vouchers that can be redeemed based on the distance that the passengers travel.
Where the fair value of the voucher is significant in the context of the transaction, revenue should be reported at the amount of consideration received or receivable less the fair value of the voucher issued.  The latter represents a liability for future performance, which is extinguished and recognised as revenue when the voucher is tendered as part of the consideration on a future transaction.
The fair value of a voucher will often be less than its face value.  In determining the fair value of a voucher, regard should be given to the terms of the voucher, including:

· the range of the goods or services that the customer can obtain on redemption of the vouchers;
· the discount the customer obtains when redeeming the voucher compared with the discount that might be obtained by customers that do not redeem vouchers;
· the length of time before which the right to use the voucher expires; and

· the extent to which the voucher is similar to other vouchers that are distributed to customers free of charge.  

Regard should also be given to the proportion of vouchers that are expected to be redeemed.
An analysis of the above factors may indicate that the fair value of a voucher is not significant; in effect the issue of the voucher is an inducement to undertake a future transaction rather than being a separable component of the original transaction.  In such circumstances, no adjustment is required to revenue at the time the voucher is issued.  At each reporting date, the seller should review its estimated liability for outstanding vouchers having regard to experience of the proportion that are redeemed and expire. Adjustments to the estimate should be included within revenue. 

Vouchers distributed free of charge, independently of another transaction, do not give rise to a liability except where redemption of the voucher will result in products being sold at a deficit.  Where this is the case, the seller has entered into an onerous contract and provision will need to be made in accordance with the Standard of GRAP on Provisions, Contingent Liabilities and Contingent Assets.  When the vouchers are redeemed, the seller should recognise revenue at the amount received for the product, e.g. after deducting the discount obtained for the vouchers.

Prepaid electricity vouchers
Some municipalities make use of a prepaid system whereby the consumer purchases the equivalent, e.g. R200 use of electricity including the free use allocation.  By entering the voucher code to reset the pre-installed usage meter get access to the quantity purchased.  
At each reporting date, the municipality need to made an estimate of the quantity of electricity utilised up to year end and this review its estimated liability for unused electricity already paid for, having regard to experience of the proportion that are utilised.  Adjustments to the estimate should be included within revenue.
6.
Sale of goods

The sale of goods includes the sale of goods produced (e.g. valuation rolls, maps, etc) developed or purchased (e.g. land) for resale.  In addition to the general recognition criteria, revenue from the sale of goods is recognised only when:
· the significant risks and rewards associated with ownership have been transferred;

· the municipality does not retain effective control or managerial involvement over the items; and

· the costs associated with the transaction can be reliably measured.

The transfer of risks and rewards mostly go hand-in-hand with the transfer of legal title or 
the loss of possession or control over the item, e.g. the sale of pre-paid electricity cards. 

If the municipality retains significant risks and rewards of ownership, the transaction is not a sale and revenue is not recognised, examples of situations are:

· the municipality retains an obligation for unsatisfactory performance not covered by normal warranty provisions;
· when the receipt of the revenue from a particular sale is contingent on the derivation of revenue by the purchaser from its sale of the goods;
· when the goods are shipped subject to installation and the installation is a significant part of the contract, which has not yet been completed by the entity; and

· when the purchaser has the right to rescind the purchase for a reason specified in the sales contract and the entity is uncertain about the probability of return.
If only an insignificant risk of ownership is retained, the transaction is a sale and revenue is recognised, e.g. a seller may retain the legal title to the goods solely to protect the collectability of the amount due.  In such a case, if the significant risks and rewards of ownership transferred
 to the buyer, the transaction is recognised as a sale and revenue is recognised.  
Example 8.3:  Sale of goods

During the year under review, ABC Municipality completed the development of a new residential area and sold 10 stands with a cost of R10 000 each at a price of R25 000 per stand.

Revenue to the amount of R250 000 will be recognised in the statement of financial performance when the following conditions are met:
a) Transfer of risks and rewards – the agreement between the municipality and purchaser will stipulate the events that would represent the transfer of risks and rewards to the purchaser.  Risks and rewards can be transferred through the registration of the property in the name of the purchaser, the payment of the purchase price or upon occupation of the land, depending on the specific provisions of the agreement.
b) Municipality does not retain effective control over the stand – with the transfer of risks and rewards associated with the land, the municipality will cease to have control over the land.

c) Reliable measurement of cost – the cost of each stand is known to be R10 000.

d) It is probable that the economic benefits or service potential associated with the transaction will flow to the entity.

e) The costs incurred or to be incurred in respect of the transaction can be measured reliably.
7.
Exercising legal/statutory powers

The exercising of legal powers and duties involves the raising of revenue in terms of legal enactments and may include rates, taxed, fines, etc.  Apart from the general recognition criteria, refer to B2, revenue from the exercising of legal powers and duties are recognised only when there has been compliance with the relevant legislative requirements and is considered to be revenue derived from non 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.


7.1
Rates, including collection charges
Revenue from rates, including collection charges and penalty interest, shall be recognised when it is probable that the economic benefits or service potential associated with the transaction will flow to the entity, the amount of the revenue can be measured reliably, and there has been compliance with the relevant legal requirements.  


Collection charges are only recognised as revenue when the period prescribed for the levying has lapsed.  Costs actually incurred for the collection of outstanding amounts, e.g. legal fees, are recognised as expenses and not set-off against the revenue.
7.2
Traffic fines
There is, in most cases significant uncertainty whether economic benefits will flow to a municipality from the issuance of traffic fines.  There are two types of fines: spot fines and summonses.  Municipalities will usually issue both types of fines.  There is uncertainty regarding the probability of the flow of economic benefits or service potential in respect of spot fines as these fines are usually not given directly to an offender.  Further legal processes have to be undertaken before the spot fine is enforceable.
In respect of summonses the public prosecutor can decide whether to waive the fine, reduce it or prosecute for non-payment by the offender.  An estimate should be made for the revenue amount collected from spot fines and summonses based on past experience of amounts collected.  Where a reliable estimate cannot be made of revenue from summonses, the revenue from summonses should be recognised when the public prosecutor pays-over to the entity the cash actually collected on summonses issued.

Reliable estimates should be made of revenue collected from fines.  
The municipality therefore needs to have sufficient historical information available on which to base it estimates.  If it is not possible to make a reliable estimate of traffic fine revenue, revenue should only be recognised when it is received.

7.3
Government grants
Municipalities can receive grants to construct or acquire long-term assets, further the governmental policy objectives or to subsidise costs incurred in the delivery of services, e.g. subsidies received from the Department of Health for clinic services.  

Grants may be restricted as conditions may be imposed on their use, e.g. Municipal Infrastructure Grant, whereas other grants are received for operational purposes, such as the equitable share grant.
Restrictions on government grants may result in such revenue being recognised on a time proportion basis, e.g. equitable share grants per the Division of Revenue Act where the period of use of such funds is stated, should be recognised on a time proportion basis over the stated period.  
If equitable share grants are withhold recognition should continue over a time proportion basis.  Where there is no restriction on the period, such revenue should be recognised on receipt or when the Act becomes effective, whichever is earlier.
In certain circumstances government will only remit grants on a reimbursement basis.  Revenue should therefore be recognised when the qualifying expense has been incurred and to the extent that any other restrictions have been complied with and not when the grant is received.
In addition to the general recognition criteria, grants are recognised as revenue only to the extent that there was compliance with the restrictions imposed on the grant.  Prior to that, it will be recognised as a liability.  
Where the conditions to the grant are all satisfied at the same time, the total grant is recognised as revenue on the date that there was compliance with the restrictions.  
However, where a grant contains restrictions that can only be met over time the grant will be recognised as revenue and the liability reduced as the asset is constructed
 – only if the restriction in use relate to the asset under construction.  
At the reporting date, management will determine the stage of completion of the asset and recognise revenue representing the same percentage.  The remainder of the grant will be presented as a liability until such time as all conditions have been satisfied
, e.g. grants 
funded by public contributions should only be recognised when it is probable that economic benefits or service potential associated with the transaction will flow to the entity, e.g. a manufacturer may require a road to be built to his/her factory.  The municipality may not have sufficient funds to build the road or because the road will be for the primary benefit of the manufacturer, may enter into an agreement whereby it will construct the road only if the manufacturer pays a portion of the construction.  The grant received from the manufacturer to construct the road, should only be recognised when it is probable that the economic benefits or service potential associated with the transaction will flow to the entity, the amount of the grant can be measured reliably, and to the extent that the entity has complied with the agreement to construct the road.

In some instances, a municipality may only be reimbursed for expenditure incurred, e.g. provision of clinic services.  Revenue should only be recognised to the extent that the qualifying expenses have been incurred.  Furthermore SETA re-imbursements should be classified as revenue and not grants.  
Donations

Donations should be measured at the fair value of the consideration received or receivable when the amount of the revenue can be reliably measured, for example a developer donates land for a community hall in the development of a new suburb on condition that the land is rezoned from agricultural to residential
.  The donation is recognised when the restrictions have been met, e.g. the land has been rezoned.  


7.4
Levies


Levies are based on declarations made by the levy-payer and are usually payable one month in arrears.  Revenue will be recognised in accordance with the general recognition criteria, on the due date based on actual declarations received, together with an estimate of levies payable where a levy-payer has not submitted a declaration.  The following factors should be considered in making an estimate of levies payable:
· internal records of historical comparisons between estimates and actual levies received;

· historical information submitted by levy-payers who did not submit declarations at the reporting date; and
· the accuracy of the database of levy payers and the frequency of updating.

When more information becomes available and the municipality considers it necessary to make changes to estimates recognised as revenue, such changes are processed as adjustments against levy revenue.  Where these changes relate to a 
prior period and are material, the adjustment should be made in accordance with GRAP 3:  Accounting policies, changes in accounting estimates and errors, e.g. regional service council levies received after the date of discontinuance exceeding the estimates made for levies in arrears, if the amounts are material.  
8. Use of municipal assets by third parties

8.1
Interest
Interest is recognised on a time-proportioned basis based on the interest rate agreed to by the parties at the date of the transaction.  
When unpaid interest has accrued before the acquisition of an interest-bearing investment, the subsequent receipt of interest is allocated between pre-acquisition and post-acquisition periods, and only the post-acquisition portion is recognised as revenue.  
When dividends on equity securities are declared from pre-acquisition net retained surpluses, those dividends are deducted from the cost of the securities.  If it is difficult to make such an allocation except on an arbitrary basis, dividends are recognised as revenue unless they clearly represent a recovery of part of the cost of the equity securities.

8.2 Dividends

Revenue from dividends is only recognised when the shareholders’ right to receive payment has been established.  In other words, revenue is only recognised on the date that dividends are declared.
8.3 Rental revenue
Rental revenue results from the use by other of municipal assets and gives rise to revenue in the form of rental income.  
Revenue received for the rental of municipal facilities, e.g. town hall, recreational facilities, etc. are recognised in terms of agreement between the municipality and external party.  
8.4
Royalties
Royalties accrue in accordance with the terms of the relevant agreement and are usually recognised on that basis unless, having regard to the substance of the agreement, it is more appropriate to recognise revenue on some other systematic and rational basis.

9.
Disclosure

The following information is disclosed in the financial statements:
a) Accounting policy

The accounting policy adopted for each major revenue source should be disclosed in the financial statements including the methods adopted to determine the stage of completion of transactions involving the rendering of services.  
b) Statement of financial performance
The statement of financial performance should indicate the revenue arising from each major source of revenue, including but not limited to:
· sale of goods;

· service charges;

· grants and donations;

· rendering of services;
· application of tariff of changes;
· assessment rates

· levies; and 

· fines.
Revenue sources that are not disclosed separately in the statement of financial performance may be disclosed as “sundry” or “other” revenue, however best practice requires that any revenue source that represents more than 10% - 15% of total revenue should be disclosed separately, either on the face of the statement of financial performance or in the notes to the financial statements.

· Revenue arising from the exchange of goods or services included in each significant category of revenue. 
· Unfulfilled conditions and restrictions attaching to transfers and government grants.
· Significant decreases expected in the level of government grants.
Example 8.4:  Disclosure revenue 
PROTEA LOCAL MUNICIPALITY
ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 30 JUNE 20x6
13.
REVENUE RECOGNITION

13.1 Revenue from Exchange Transactions

Service charges relating to electricity and water are based on consumption. Meters are read on a quarterly basis and are recognised as revenue when invoiced. Provisional estimates of consumption are made monthly when meter readings have not been performed. The provisional estimates of consumption are recognised as revenue when invoiced. Adjustments to provisional estimates of consumption are made in the invoicing period in which meters have been read. These adjustments are recognised as revenue in the invoicing period.  Revenue from the sale of electricity prepaid meter cards are recognised at the point of sale.

Service charges relating to refuse removal are recognised on a monthly basis in arrears by applying the approved tariff to each property that has improvements.  Tariffs are determined per category of property usage, and are levied monthly based on the number of refuse containers on each property, regardless of whether or not all containers are emptied during the month.

Service charges from sewerage and sanitation are based on the number of sewerage connections on each developed property using the tariffs approved from Council and are levied monthly. 

Interest and rentals are recognised on a time proportion basis.


Dividends are recognised on the date that the Municipality becomes entitled to receive the dividend.

Revenue arising from the application of the approved tariff of charges is recognised when the relevant service is rendered by applying the relevant gazetted tariff.  This includes the issuing of licences and permits.

Income for agency services is recognised on a monthly basis once the income collected on behalf of agents has been quantified.  The income recognised is in terms of the agency agreement.

Finance income from the sale of housing by way of instalment sales agreements or finance leases is recognised on a time proportion basis.

Revenue from the sale of goods is recognised when the risk is passed to the consumer.

Revenue from public contributions is recognised when all conditions associated with the contribution have been met or where the contribution is to finance property, plant and equipment, when such items of property, plant and equipment is brought into use.  Where public contributions have been received but the municipality has not met the condition, a liability is recognised

13.2 Revenue from non-exchange transactions

Revenue from property rates is recognised when the legal entitlement to this revenue arises. Collection charges are recognised when such amounts are legally enforceable. Penalty interest on unpaid rates is recognised on a time proportion basis.

Revenue from Regional Levies, both those based on turnover as well as those based on remuneration, is recognised on the payment due basis. Where declarations have not been submitted, estimated levies based on average data is accrued.  Estimates are reviewed regularly to ensure that average data is appropriate.

Fines constitute both spot fines and summonses.  Revenue from spot fines and summonses is recognised when payment is received, together with an estimate of spot fines and summonses that will received based on past experience of amounts collected.

Donations are recognised on a cash receipt basis or where the donation is in the form of property, plant and equipment, when such items of property, plant and equipment are brought into use. 

Contributed property, plant and equipment is recognised when such items of property, plant and equipment are brought into use. 

Revenue from the recovery of unauthorised, irregular, fruitless and wasteful expenditure is based on legislated procedures, including those set out in the Municipal Finance Management Act (Act No.56 of 2003) and is recognised when the recovery thereof from the responsible councillors or officials is virtually certain.

14.
CONDITIONAL GRANTS AND RECEIPTS

Revenue received from conditional grants, donations and funding are recognised as revenue to the extent that the Group has complied with any of the criteria, conditions or obligations embodied in the agreement.  To the extent that the criteria, conditions or obligations have not been met a liability is recognised.
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Transitional provisions

Upon the first-time adoption of the standard, all provisions are applied prospectively.  However, if the first-time adoption results in a change in accounting policy or estimate, reference should be made to GRAP 3.

Exemptions
Refer to Section B0.













































� This explanation is providing an interpretation of the classification of revenue as the standard is not clear and contains misclassifications, e.g. water is a sale of a goods rather than a service charge.


� Regional Service Council levy discontinued with effect of 1 July 2007.  


� The individual circumstances need to be considered to determine if the recognition of revenue results from a prior year error or not.





�Inconsistent use of examples.  Either use examples or don’t.


[JSB – disclosure example included]


�A DM can charge rates in a DMA area


[JSB – changed]


�Defines


[JSB – Corrected]


�Are


[JSB – changed]


�Is this correct?  This infers that in recognising revenue, consideration should be given to whether an asset should be recognised?


[JSB – paragraph replaced with a direct reference from the Framework on Revenue Recognition]


�Disagrree.   Again, I think that there is a confusion with asset recognition.  Hat this implies also is that the impairment of debtors is recognised in revenue and is not an expense


[JSB – changed based on probability as explained in the framework]


�This contradicts earlier comment.  This would be a correction of an error.


[JSB – reworded]


�No pronouns please


[JSB – changed]


�Don’t like this term?


[JSB wording changed]


�Should state that this is an interpretation as the standard is not clear and contains misclassifications (for example, water is a sale of a good rather than a service charge)


[JSB – footnote added]


�Should be more comprehensive


[JSB – expanded]


�Mixture


[JSB – changed]


�Mixture


[JSB – changed]


�And metro municipality


[JSB – changed]


�Isn’t this a service rendered?


[JSB – changed]


�It is also a donation which is not exercising legal powers


[JSB – changed]


�Mixture


[JSB – changed]


�What is the difference between traffic fines and fines?


[JSB – traffic fines deleted]


�What is the basis of this comment.  What is the critical event for a traffic fine.  What is the critical event for a government grant?





The critical events are not identified in the next section


[JSB – paragraph replaced]


�The standard also states that costs incurred to date can be used.


[JSB included separate paragraph before example 8.2]


�Grammar


[JSB – changed]


�What about the scenario where the customer is charged the costs incurred, which I think is more realistic


[JSB – example added]


�Is there an onerous contract?


[JSB – example added]


�What about prepayments – the standard is silent on this matter but it is a reality


[JSB – paragraph included refer tp “vouchers”.


�Not explained further.  How is this revenue recognised.


[JSB – paragraph included before reference]


�What about water and electricity consumed between the last meter reading and the end of the month?


[JSB – changed]


�Or


[JSB – changed]


�To the buyer


[JSB – changed]


�Change to stand


[JSB – changed]


�Why have you made this point?


[JSB – expanded to include all 5 conditions for recognising revenue from sales]


�Need to bring in the concept of non-exchange revenue.


[JSB- reference included]


�Service charges are commented above


[JSB – changed]


�Have you not confused recognition criteria.  Surely revenue is recognised effective on 1 July but is sometimes recoverable on a monthly basis.


[JSB – paragraph deleted]


�Based on a survey of high capacity municipalities, none accrue traffic fines.  We should address


�Contradicts previous paragraph


[JSB – changed the wording]


�Delete


[JSB – changed]


�What about the withholding of equitable share.  Should indicate that it is still recognised on a time proportion basis


[JSB – changed]


�Only if the restriction in use relates to the construction


[JSB – changed]


� Why don’t we put in an example


[JSB – included]


�Mixing up restrictions rather than the principle of a donation


[JSB – example as per GAMAP 9 -49]


�Should note that discontinued wef from 1 July 2006.


[JSB – footnote included]


�What about levies received in 2007?  How treated?


[JSB - Refer to last sentence]


�There are operating leases and short-term rentals.  My understanding is that GRAP 13 does not address short-term rentals – to disclose the requirements of the statement will be onerous


[JSB – reworded and changed re GAMAP 9 – 5]
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