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Segment reporting

Section B14

Accounting Pronouncements:  GRAP 18 or IAS 14  Segment Reporting 
1
.
Introduction
The objective of this section is to explain the principles for reporting financial information by segments.  The disclosure of the information will help users of the financial statements to better understand the municipalities past performance and to identify the resources allocated to support the major activities of the entity and enhance the transparency of financial reporting and enable the entity to better discharge its accountability obligations.  
Such information is essential if management is to be able to detect trends in performance and sales within its specific business and geographical regions.  Armed with such information, management is better placed to devise strategies and focus actions towards countering adverse trends or exploiting opportunities in specific service lines or geographical places.

The form of segmental information that is of use depends to a great extent on how the management is organised.  A municipality may be managed on a service basis, a geographical base, or on a mixture of both.  The management structure of the might however, includes both geographical and service structures.  Therefore, segmental information by service and by geographical region is relevant to most municipalities

The value of segmental information is not limited to its application as an internal management tool.  It also has an important role in external reporting, since by providing segmental information in financial statements, management can explain to stakeholders and the community in general many of the factors that contribute to the result for the year.  The factors might be developments instigated by management or events outside the control of management, such community requests.    
If both consolidated financial statements of the reporting municipality and the separate financial statements of the municipality are presented together, segment information need be presented only on the basis of the consolidated financial statements.  The consolidated financial statements and the separate financial statements of the reporting municipality are sometimes compiled and presented together in a single report.  Where this occurs, the report which contains the consolidated financial statements needs to present segment information only for the consolidated financial statements.
Municipalities by nature, provide a broad range of services such as basic services, local development, safety and security, housing, etc. and just as important as it is to assess the financial position and financial performance of the municipality as a whole, it is important to assess the financial results of the individual services, including the utilisation of assets and management of liabilities.
 
Previously, services were classified as trading, economic or subsidised services and information regarding the financial performance of the individual activities was provided in Appendix E to financial statements in terms of the Old
 IMFO standards.  With the implementation of Standards of GRAP/GAMAP the concept of providing information about the results of the individual services is taken one step further by including a segment report in the financial statements, which separately identifies the revenue, expenditure, assets and liabilities directly attributable to each individual segment
.  

2.
What is a segment?
Theoretically, a segment is defined as a “…distinguishable activity…for which it is appropriate to separately report financial information for the purpose of evaluating … past performance in achieving its objectives and for making decisions about the future allocation of resources.”  
Municipalities control significant public resources and operate to provide a wide variety of services to their communities in differing geographical areas and in areas with differing socioeconomic characteristics.  These municipalities are required to use those resources efficiently and effectively to achieve the municipality’s objectives. Entity-wide and consolidated financial statements provide an overview of the assets controlled and liabilities incurred by the reporting municipality, the cost of services provided and the taxation revenue, budget allocations and cost recoveries generated to fund the provision of those services.  However, this aggregate information does not provide information about the specific operational objectives and major activities of the reporting entity and the resources devoted to, and costs of, those objectives and activities.
In most cases, the activities of the municipality are so broad, and encompass so wide a range of different geographical areas, or areas with different socio-economic characteristics, that it is necessary to report disaggregated financial and non-financial information about particular segments of the municipality to provide relevant information for accountability and decision-making purposes
. 
3.
Reporting by segments
Municipalities will identify as separate segments each distinguishable activity or group of activities for which financial information should be reported for purposes of evaluating the past performance of the entity in achieving its objectives, and for making decisions about the allocation of resources by the entity.  The disclosure requirements are described in part 6 of this section.  
Generally the classification of activities used for budgeting purposes will represent both the community and management’s interest in the financial
 results and the assets and liabilities controlled by the municipality of the individual segments.  However, this may not always be the case and in determining the activities that should be grouped together as a separate segment, management should consider the following factors:
· the definition of a segment and the objective of segment reporting;

· the expectations of the users of the financial statements, especially the local community;
· the qualitative characteristics of financial statements as stated in the Framework; and
· the structure of reporting that will enable management to manage the business effectively and economically
.

Information can be reported based on either service segments or geographical segments, depending on the way in which the achievement of objectives are monitored and resources
 are budgeted
.
A service segment can be described as a distinguishable component of the municipality that is engaged in achieving an individual service, e.g. water distribution or sanitation services, that is dependent on resources and facilities that are different from those of other service segments.  Factors that should be considered in determining whether services (or goods) are related include:
· the individual objectives of the municipality, the activities that contribute to the achievement of these objectives and whether resources are budgeted for based on such a grouping of activities;

· the nature of the services provided;

· the nature of the service delivery process or mechanism;

· the type of consumers; and
· whether the proposed grouping of activities or services reflect the way in which the municipality is managed and information reported.

A geographical segment on the other hand, is a distinguishable component of an entity that is providing goods or services within a particular economic environment and that is dependent on resources and facilities that are different from those components operating in other geographical areas.  

Factors that should be considered in determining whether information should be reported on a geographical basis, include:
· similarity of economic, social and political conditions in different regions;
· the relationship between the primary objectives of the municipality and the different regions;
· whether service delivery characteristics and conditions differ in regions;
· whether it reflects the way in which the municipality is managed; and
· special needs or risks associated with different regions.
Municipalities may adopt a geographical segment structure where the organisational structure and internal reporting system is structured on the basis of regional/area outcomes because the key performance areas and resource allocation decisions to be made by management are determined by reference to regional/area achievements and needs.  
This structure may have been adopted to preserve regional/area autonomy of community needs and delivery of services, or because operating conditions or service level objectives are substantially different from one region/area to another.  It may also have been adopted simply because management believes that an organisation structure based on regional devolution of responsibility better serves the objective of the municipality.  In these cases, resource allocation of decisions are initially made, and subsequently monitored, by management on a regional basis.  
Detailed decisions about the allocation of resources to particular functional activities within a geographical region are then made by regional management, consistent with community needs within that region/area.  In these cases, it is likely that reporting information by geographical segments in the financial statements will also satisfy the requirements of the Standard.  
Most municipalities use the classification of services required by the budget reforms for budgeting and internal reporting purposes.  This functional classification of municipal activities may also be appropriate for segment reporting.  The major classifications identified in Circular 12 to the MFMA are:
· Executive and council.
· Finance and administration.
· Planning and development.
· Health.
· Community and social services.
· Housing.
· Waste management.
· Waste water management.
· Road transport.
· Water.
· Electricity.
· Other.
Not all of these services may be applicable to all municipalities.  Some of these services may not be material and therefore not useful to the users of the financial statements or management.  Judgement is therefore required in identifying those service segments that represent the operating and reporting structure of the municipality
.  
4.
Information to be reported

The definitions of segment revenue, segment expense, segment assets, and segment liabilities include amounts of such items that are directly attributable to a segment and amounts of such items that can be allocated to a segment on a reasonable basis.  An entity looks to its internal financial reporting system as the starting point for identifying those items that can be directly attributed, or reasonably allocated, to segments.  That is, where segments used for internal reporting purposes are adopted, or form the basis of segments adopted, for general purpose financial statements, there is a presumption that amounts that have been identified with segments for internal financial reporting purposes are directly attributable or reasonably allocable to segments for the purpose of measuring the segment revenue, segment expense, segment assets and segment liabilities.
In some cases, a revenue, expense, asset or liability may have been allocated to a segment for internal financial reporting purposes on a basis that is understood by management but that could be deemed subjective, arbitrary or difficult to understand by external users of financial statements.  Such an allocation would not constitute a reasonable basis under the definitions of segment revenue, segment expense, segment assets and segment liabilities.  Conversely, a municipality may choose not to allocate some item of revenue, expense, asset or liability for internal financial reporting purposes, even though a reasonable basis for doing so exists.  Such an item is allocated pursuant to the definitions of segment revenue, segment expense, segment assets and segment liabilities.

Municipalities can generally identify the costs of providing certain groups of goods and services or of undertaking certain activities and the assets that are necessary to facilitate those activities.  This information is needed for planning and control purposes.  However, in many cases the operations of municipalities are funded by “block” appropriations, or appropriations on a “line item” basis reflecting the nature of the major classes of expenses or expenditures.  These “block” or “line item” appropriations may not be related to specific service lines, functional activities or geographical regions.  In some cases, it may not be possible to directly attribute revenue to a segment or to allocate it to a segment on a reasonable basis.  Similarly, some assets, expenses and liabilities may not be able to be directly attributed, or allocated on a reasonable basis, to individual segments because they support a wide range of service delivery activities across a number of segments or are directly related to general administration activities which are not identified as a separate segment.  The unattributed or unallocated revenue, expense, assets and liabilities would be reported as an unallocated amount in reconciling the segment disclosures to the aggregate entity revenue, expense, assets and liabilities.

Municipalities may enter into arrangements with private sector entities for the delivery of goods and services or to conduct other activities.  These arrangements may take the form of a joint venture or an investment in an associate which is accounted for by the equity method of accounting.  Where this is the case, segment revenue will include the segment’s share of the equity accounted surplus or deficit, where the equity accounted surplus or deficit is included in entity revenue and it can be directly attributed or reliably allocated to the segment on a reasonable basis.  In similar circumstances, segment revenue and segment expense will include the segment’s share of revenue and expense of a jointly controlled entity which is accounted for by proportionate consolidation.
While the accounting policies used in preparing and presenting the financial statements of the municipality as a whole are also the fundamental segment accounting policies, segment accounting policies include, in addition, policies that relate specifically to segment reporting, such as the method of pricing inter-segment transfers, and the basis for allocating revenues and expenses to segments.
Segment information shall be prepared in conformity with the accounting policies applied for preparing and presenting the financial statements of the consolidated group or municipality.  There is a presumption that the accounting policies that the management of a municipality have chosen to use in preparing the consolidated financial statements are those that management believes are the most appropriate for external reporting purposes.  Since the purpose of segment information is to help users of financial statements better understand and make more informed judgements about the municipality as a whole, the use of this policies is required in preparing segment information, of the accounting policies that management has chosen for preparation of the consolidated financial statements.  That does not mean, however, that the consolidated or municipality accounting policies are to be applied to segments as if the segments were separate reporting entities.  A detailed calculation done in applying a particular accounting policy at the reporting level may be allocated to segments if there is a reasonable basis for doing so.  Employee entitlement calculations, for example, are often done for a municipality as a whole, but the municipality-wide figures may be allocated to segments based on salary and demographic data for the segments.

Accounting policies that deal with municipality only issues such as inter-segment pricing may need to be developed.  The Standard of GRAP on Presentation of Financial Statements requires disclosure of accounting policies necessary to understand the financial statements, refer to Section B3.  Consistent with those requirements, segment specific policies may need to be disclosed.

The disclosure of additional segment information that is prepared on a basis other than the accounting policies applied for the consolidated or entity financial statements is permitted provided that the information is relevant for performance assessment and decision-making purposes and the basis of measurement for this additional information is clearly described.
The following broad categories are determined in respect of each segment:
a)
Segment revenue
Segment revenue is defined as revenue reported in the statement of financial performance that is directly attributable to a segment, as well as a portion of the municipal revenue that can be allocated to a segment on a reasonable basis.  These include budget appropriations, grants, revenue from external customers and transactions with other segments in the municipality.  It does however not include interest and dividends received or gains on the disposal of investments, unless the activities of the segment are of a financial nature.
Generally, most items of revenue (except those excluded from segment revenue) can be allocated to a segment on a reasonable basis.  If the revenue sources identified in Chapter 11 of the MFMA have to be allocated to service segments using the functional classifications of the budget reforms, it can be illustrated as follows:
	Revenue source
	Functional classification

	Property rates
	Finance and administration/ Unallocated

	Sale of electricity
	Electricity

	Sale of water
	Water

	Refuse removal 
	Waste management

	Sewerage and sanitation charges
	Waste water management

	Levies
	Finance and administration/ Unallocated

	Rental of facilities and equipment
	Finance and administration/ Unallocated

	Interest earned 
	Not allocated

	Dividends received
	Not allocated

	Fines (traffic)
	Public safety

	Licences and permits
	Public safety

	Income from agency services – Licences
	Road Transport

	Equitable share grant
	*

	Provincial Grant - LED projects
	Planning and development

	Provincial health subsidies
	Health

	MIG Grant
	Electricity/Water/Roads/Sewerage depending on conditions of grant

	Financial management grant
	Finance and administration

	Gains on disposal of property, plant and equipment
	Allocated to the segment to which the underlying asset belonged.



*
If a reasonable basis exists to allocate grants between segments for which grants were received, each segment will disclose a portion of the grant.  If no such basis exists, then the grant should be included under Finance and administration or remain unallocated
.  The unattributed or unallocated revenue would be reported as an unallocated amount in reconciling the segment disclosures to the aggregate entity revenue.
In measuring and reporting segment revenue from transactions with other segments, inter-segment transfers should be measured on the basis that the municipality used to price those transfers.  The basis of pricing inter-segment transfers should be disclosed in the financial statements in the municipality specific matters to be developed and presented in the accounting policy on segment reporting.

b)
Segment expenses

Similar to segment revenue, segment expenses are
 described as expenses resulting from the operating activities of a segment that are directly attributable to the segment as well as a
 portion of expenses that can be allocated to the segment on a reasonable basis.  The same principles applied to the allocation of costs to support services, are applied to allocate certain overhead costs to individual segments.
Segment expense is an expense resulting from the operating activities of a segment that is directly attributable to the segment and the relevant portion of an expense that can be allocated on a reasonable basis to the segment, including expenses relating to the provision of goods and services to external parties and expenses relating to transactions with other segments of the same entity.  Segment expense does not include:

· interest, including interest incurred on advances or loans from other segments, unless the segment’s operations are primarily of a financial nature;

· losses on sales of investments or losses on extinguishment of debt unless the segment’s operations are primarily of a financial nature;

· an entity’s share of deficit or losses of associates, joint ventures, or other investments accounted for under the equity method;

· income tax or income-tax equivalent expense, dealing with obligations to pay income tax or income tax equivalents; or

· general administrative expenses, head office expenses, and other expenses that arise at the entity level and relate to the entity as a whole.  However, costs are sometimes incurred at the entity level on behalf of a segment.  Such costs are segment expenses if they relate to the segment’s operating activities and they can be directly attributed or allocated to the segment on a reasonable basis.  
c)
Segment
 assets

Segment assets are defined as those operating assets that are employed by a segment in its operating activities and that are either directly attributable to the segment or can be allocated on a reasonable basis.  If the segment revenue or expenditure includes interest or dividends, the underlying assets should be included in segment assets.  Segment assets are reported after deducting allowances such as accumulated depreciation and accumulated impairment losses.  
Examples of segment assets include current assets that are used in the operating activities of the segment; property, plant and equipment; assets that are the subject of finance leases; and intangible assets.  If a particular item of depreciation or amortisation is included in segment expense, the related asset is also included in segment assets.  
Segment assets do not include assets used for general entity or head office purposes, for example the office of the central administration and policy development unit is not included in segments reflecting the delivery of segments or the municipal or other general building is not included in segments reflecting major functional activities such as water services when reporting at the whole of municipality level.  Segment assets include operating assets shared by two or more segments if a reasonable basis for allocation exists.

Symmetry of accounting treatment is required when preparing segment information.  This means that when depreciation in included in segment expense, the asset that gave rise to the depreciation should be included in segment assets.  
Assets that are jointly used by more than one segment are allocated to the segments in the same way that the related revenue and expenses are allocated.
Where two or more segments share the same asset and a reasonable allocation of the asset between the segments is possible, such an allocation should be made if the related revenue and expenses are allocated to the segments on the same basis.
d)
Segment liabilities

Segment liabilities are defined as operating liabilities that result from the operating activities of a segment and that are either directly attributable to the segment or can be allocated on a reasonable basis.
Symmetry of accounting treatment should again be applied.  If the segment expenses include interest paid, the underlying liability should be included in segment liabilities.

Examples of segment liabilities include trade and other payables, accrued liabilities, advances from members of the community for the provision of partially subsidised goods and services in the future, product warranty provisions arising from any commercial activities of the municipality, and other claims relating to the provision of goods and services.  Segment liabilities do not include borrowings, liabilities related to assets that are the subject of finance leases, and other liabilities that are incurred for financing rather than operating purposes.  If interest expense is included in segment expense, the related interest-bearing liability is included in segment liabilities.
The liabilities of segments whose operations are not primarily of a financial nature do not include borrowings and similar liabilities because segment revenues and expenses do not include financing revenues and expenses.  Further, because debt is often issued at the head office level or by a central borrowing authority on municipality-wide basis, it is often not possible to directly attribute, or reasonably allocate, the interest-bearing liability to the segment.  



When a new segment is identified during the year, the comparative information of the prior year should be restated to reflect the new segment, unless it is impractical to do so.
5.
Disclosure

a) Segment report

The segment report is included in a separate statement to the financial statements.  For each identified segment, the segment report should disclose the following:
· segment revenue, separately
 identifying segment revenue from budget appropriations, revenue from external sources and revenue from transactions with other segments;
· segment expenses;
· carrying amount of segment assets;
· carrying amount of segment liabilities; and
· cost of capital acquisitions.
A municipality is encouraged to provide information about the nature and amount of material items of segment revenue and expenses.  
The disclosure of a segment surplus/deficit is not required, however if the segment result is disclosed, it should not include finance charges.


· 
· 
· 
Municipalities are encouraged but not required to disclose segment cash flows consistent with the requirements of the Standard of GRAP 3 on Cash Flow Statements.  This Standard requires that an entity presents a cash flow statement that separately reports cash flows from operating, investing, and financing activities.  It also requires the disclosure of information about certain cash flows.  The disclosure of cash flow information about each segment can be useful in understanding the entity’s overall financial position, liquidity and cash flows.
In presenting segment information, the municipality should provide a reconciliation between the information provided in the segment report and that disclosed in the statement of financial position and statement of financial performance.
An entity which does not disclose segment cash flows in accordance with the Standard of GRAP on Cash Flow Statements is encouraged, but not required, to disclose for each reportable segment expense for depreciation and amortisation of segment assets, other significant non-cash expenses and significant non-cash revenues that are included in segment revenue.  This will enable users to determine the major sources and uses of cash in respect of the segment.
If the municipality has identified geographical segments, although it reports on the service segments, it should disclose information about the segment revenue, carrying amount of segment assets and capital expenditure of each geographical segment as well.

The basis for measuring and reporting segment revenue from transactions with other segments, e.g. cost (and the changes therein)
, should be disclosed as part of the accounting policies relating to segment reporting.
Changes in accounting policies at the municipal level are dealt with in accordance with GRAP 3, however changes in accounting policies specifically relating to segment information, e.g. allocation of internal charges to segments will have an impact on the segment information although it will not affect the aggregate financial information.  To enable users to fully comprehend the results of the identified segment, prior period segment information should be restated to illustrate the effect of the changes in accounting policies.

Example 14.1 – Segment information
	
	Electricity
	Water
	Parks
	Unallocated
	Total

	Segment revenue
	
	
	
	
	

	Allocations
	15 000
	8 000
	2 000
	4 500
	29 500

	Revenue from external sources
	53 478
	41 681
	1 500
	67 892
	164 551

	
	
	
	
	
	

	Total segment revenue
	68 478
	49 681
	3 500
	72 392
	194 051

	
	
	
	
	
	

	Segment expenses
	
	
	
	
	

	Salaries and wages
	3 489
	2 481
	784
	5 872
	12 626

	Depreciation
	8 721
	5 274
	2 471
	12 462
	28 928

	Other expenses
	2 871
	3 789
	578
	23 895
	31 133

	
	
	
	
	
	

	Total segment expenses
	15 081
	11 544
	3 833
	42 229
	72 687

	Interest received
	
	
	
	3 290
	3 290

	Interest paid
	
	
	
	(7 882)
	(7 882)

	
	
	
	
	
	

	Surplus for the year
	
	
	
	
	68 095

	
	
	
	
	
	

	Segment assets
	102 487
	85 382
	12 487
	73 871
	274 227

	
	
	
	
	
	

	Segment liabilities
	43 761
	32 785
	3 789
	56 986
	137 321

	
	
	
	
	
	


Transitional provisions
All provisions of this Standard shall be applied for lease agreements entered into prior to or after the effective date of this Standard.  Entities that have entered into lease agreements prior to the date on which this Standard is first implemented, and for which no assets and/or liabilities have been recognised in the statement of financial position shall apply this Standard retrospectively.  When the first time implementation of this Standard results in a change in accounting policy or estimate, reference shall be made to the Standard of GRAP on Accounting Policies, Changes in Accounting Estimates and Errors.
Exemptions

Exemptions for high capacity municipalities in terms of clause 2(2) of Government Gazette No 30013, notice 522.

	Extent of exemption from standard
	Exemption period

	IAS 17 (AC 105):  Leases
	

	Recognising operating lease payments/receipts on a straight line basis if the amounts are recognised on the basis of the cash flows in the lease agreement.  (SAICA circular 12/06 paragraphs 8-11 and paragraphs 33, 34, 50, 51 of IAS 17/AC105.
	For the 2006/07 and 2007/08 financial years


�[AY1]  Your introduction is weak.  You need to focus on why is it important that we have segment information and why is it important.  The focus should be on "information as a whole" is limiting and therefore is needs to be broken down into key activities and functions so that users can understand how revenue generated, expenses incurred, how assets are allocated and liabilities incurred.  





� [AY2]  So you are implying that human resources is a segment.  Surely it will be administrative costs.  


[JSB – deleted as this is explained part 2 “What is a segment. 


� [AY3] In terms of the old IMFO standards.


[JSB – added]


�[AY4]  This is a broad statement.  Since when does financial information set out success?  What is success in financial terms?


[JSB – last paragraph deleted as this is explained in the “new paragraph 3 included above]


�[AY5] Don’t see the distinction.  Local development, safety and security may also be important for management.


[JSB  - deleted]


�[AY6} What about assets and liabilities?


[JSB – reworded]


�  [AY7] delete 


�[AY8] include are between resources and budgeted


�[AY9]  delete


�[AY10] But this is not a reason for geographical but more appropriate to service segment.


[JSB – change example to be specific to geographical segment]


�[AY11]  But what about the definition of a segment?  Surely that is the key.  Usually the organisational structure will not be too different to segments.  


[JSB – sentence deleted]


�[A12]  Don’t understand.


[JSB – paragraph replaced.


�[AY13]  grammar


[JSB – changed]


�  [AY14]


What happens to unallocated grants?


[JSB – explanation added]


�[AY15]  But these will not be included in the Statement of Financial Performance – because they will be excluded.


[JSB – wording of last sentence changed]


�[AY20]  also need to comment on inter-segment expenses


[JSB – included]


�[AY16] are


�[AY17] a


�[AY19]  Don’t understand.  Is this not then a separate segment.  If not then how do you deal with it.


[JSB – wording added to the last sentence]


�[AY18] relate


[JSB – changed]


�[AY21]  The ramification of the re not fully set out.  In my opinion this is an oversight.





�[AY24]  Please give an example. 


[JSB – section on accounting policies moved to the introduction of the segments and included an example]


�You have not mentioned separate and consolidated annual financial statements]


[JSB - Refer to the introduction of the section.]


�[AY 26] identifying.


[JSB – changed]


�Spelling


[JSB – changed]
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