1.11 Provisions and Contingencies (continued)
The amount of a provision is the best estimate of the expenditure expected to be required to settle the present
obligation.

These costs comprise:
•
•

costs incurred that relate directly to the specific contract;
costs that are attributable to contract activity in general and can be directly allocated to the contract on a
systematic and rational basis; and
such other costs as are specifically chargeable to the customer under the terms of the contract.

Where some or all of the expenditure required to settle a provision is expected to be reimbursed by another
party, the reimbursement is recognised when, and only when, it is virtually certain that reimbursement will be
received if the company settles the obligation. The reimbursement is treated as a separate asset. The amount
recognised for the reimbursement does not exceed the amount of the provision.

•

Provisions are not recognised for future operating losses.

1.16 Borrowing Costs

1.12 Commitments
Items are classified as commitments when an entity has committed itself to future transactions that will
normally result in the outflow of cash.
Disclosures are required in respect of unrecognised contractual commitments.
1.13 Revenue from Exchange Transactions
When the outcome of a transaction involving the rendering of services can be estimated reliably, revenue
associated with the transaction is recognised by reference to the stage of completion of the transaction at
the statement of financial position date. The outcome of a transaction can be estimated reliably when all the
following conditions are satisfied:
•
•
•

the amount of revenue can be measured reliably;
it is probable that the economic benefits associated with the transaction will flow to the company;
the costs incurred for the transaction and the costs to complete the transaction can be measured reliably

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.
Revenue for the entity, comprises of commission and third party development fees.
Revenue is measured at the fair value of the consideration received or receivable and represents the amounts
receivable for goods and services provided in the normal course of business, net of trade discounts and volume
rebates, and value added tax.
Interest income is accrued on a time basis, by reference to the principal outstanding and at the effective
interest rate applicable, which is the rate that exactly discounts estimated future cash receipts through the
expected life of the financial asset to that asset’s net carrying amount.
1.14 Revenue from Non-Exchange Transactions
Revenue from non-exchange transactions refers to transactions where the municipality received revenue
from another entity without directly giving approximately equal value in exchange. Revenue from nonexchange transactions is generally recognised to the extent that the related receipt or receivable qualifies for a
recognition as an asset and there is no liability to repay the amount.
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.
1.15 Cost of Services Rendered
The related cost of providing services recognised as revenue is the total cost of delivering the service. The
cost of service information is found in the statement of financial performance and represent the direct costs
associated with services the entity provides.
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The entity discloses other transactions that do not generate revenue but are incidental to the main revenuegenerating activities. The presentation reflects the substance of the transaction or other event, by netting
revenue with the related expenses arising on the same transaction.

Borrowing costs are interest and other expenses incurred by an entity in connection with the borrowing of
funds.
Borrowing costs are recognised as an expense in the period in which they are incurred.
1.17 Comparative Figures
When the presentation or classification of items in the annual financial statements is amended, prior period
comparative amounts are restated. Where accounting errors have been identified in the current year,
the correction is made retrospectively as far as predictable, and the prior year comparatives are restated
accordingly. Where there has been a change in accounting policy in the current year, the adjustment is made
retrospectively as far as it is predictable, and the prior year comparatives are restated accordingly.
1.18 Fruitless and Wasteful Expenditure
All expenditure relating to fruitless and wasteful expenditure is recognised as an expense in the statement of
financial performance in the year that the expenditure was incurred. The expenditure is classified in accordance
with the nature of the expense, and where recovered, it is subsequently accounted for as revenue in the
statement of financial performance.
1.19 Irregular Expenditure
Irregular expenditure as defined in section 1 of the PFMA is expenditure other than unauthorised expenditure,
incurred in contravention of or that is not in accordance with a requirement of any applicable legislation,
including (a) this Act; or
(b) the State Tender Board Act, 1968 (Act No. 86 of 1968), or any regulations made in terms of the Act; or
(c) any provincial legislation providing for procurement procedures in that provincial government.
National Treasury practice note no. 4 of 2008/2009 which was issued in terms of sections 76(1) to 76(4) of the
PFMA requires the following (effective from 1 April 2008):
Irregular expenditure that was incurred and identified during the current financial and which was condoned
before year end and/or before finalisation of the financial statements must also be recorded appropriately in
the irregular expenditure register. In such an instance, no further action is also required with the exception of
updating the note to the financial statements.
Irregular expenditure that was incurred and identified during the current financial year and for which
condonement is being awaited at year end must be recorded in the irregular expenditure register. No further
action is required with the exception of updating the note to the financial statements.
Where irregular expenditure was incurred in the previous financial year and is only condoned in the following
financial year, the register and the disclosure note to the financial statements must be updated with the
amount condoned.
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