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 DEFINITIONS AND ABBREVIATIONS  

  

“CFO” means chief financial officer.   

  

“financial year” means the period 1 July of one year to 30 June of the following year 

(both days included).  

  

“GRAP” means generally recognised accounting practices.  

  

“MFMA” means Municipal Finance Management Act, Act 56 of 2003.  

  

“municipality” means City of Tshwane Metro Municipality.  

  

“reporting date” means 30 June of each year.  

 

“AG” Appendix A - Application guidance 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

PURPOSE  
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The purpose of this document is:  

  

 To set out a methodology for the impairment of receivables in line with the 

applicable accounting standards;  

 To ensure that sufficient allowance is made for the impairment of receivables in the 

financial statements;  

 Ensure that receivables disclosed in the financial statements are stated at amounts 

that are deemed collectable; and  

 To promote transparency as required by sections 215 and 216 of the Constitution 

when dealing with receivables and debt.  

 

SCOPE  

  

The methodology is applicable to all receivables subsequently measured at amortised 

cost.   

  

This includes the following line items as disclosed on the statement of financial 

position:  

  

 Service Category 

Consumer 

receivables;  

 

Electricity (Inc. prepaid) 

Industrial Effluent 

Interest 

Other Property Rates 

Sanitation 

Sundries  

Sundries - Ambulances 

Sundries - Solid Waste 

Vat 

Waste Management 

Water 

 

Other receivables  Housing Rental 

Long term 

receivables 

 

Housing Loans 

Loans to Sport Clubs 

Sale of Land 

 

 

 
 

APPLICABLE ACCOUNTING STANDARDS AND TREASURY GUIDELINES 
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GRAP 104 financial instruments sets out the requirements and guidelines for the 

impairment of financial assets subsequently carried at amortised cost.   

  

GRAP 104.46 “all financial assets measured at amortised cost, or cost, are subject to 
an impairment review…”  
  

GRAP 104.57 “an entity shall assess at the end of each reporting period whether there 
is any objective evidence that a financial asset or group of financial assets is impaired.  
If any such evidence exists, the entity shall apply paragraphs .61 to .63 (for financial 
assets carried at amortised cost) and paragraph .64 (for financial assets carried at 
cost) to determine the amount of any impairment loss “.  
  

GRAP 104.58 “a financial asset or a group of financial assets is impaired and 
impairment losses are incurred if, and only if, there is objective evidence of impairment 
as a result of one or more events that occurred after the initial recognition of the asset 
(a loss event‘) and that loss event (or events) has an impact on the estimated future 
cash flows of the financial asset or group of financial assets that can be reliably 
estimated”.  
  

GRAP 104.61 “if there is objective evidence that an impairment loss on financial assets 
measured at amortised cost has been incurred, the amount of the loss is measured as 
the difference between the asset‘s carrying amount and the present value of estimated 
future cash flows (excluding future credit losses that have not been incurred) 
discounted at the financial asset‘s original effective interest rate (i.e. the effective 
interest rate computed at initial recognition).  The carrying amount of the asset shall 
be reduced either directly or through the use of an allowance account. The amount of 
the loss shall be recognised in surplus or deficit”.  
  

GRAP 104.62 “an entity first assesses whether objective evidence of impairment exists 
individually for financial assets that are individually significant, and individually or 
collectively for financial assets that are not individually significant (see paragraph .58).  
If an entity determines that no objective evidence of impairment exists for an 
individually assessed financial asset, whether significant or not, it includes the asset 
in a group of financial assets with similar credit risk characteristics and collectively 
assesses them for impairment”. 
 
AG124.  Impairment losses recognised on a group basis represent an interim step 
pending the identification of impairment losses on individual assets in the group of 
financial assets that are collectively assessed for impairment. As soon as information 
is available that specifically identifies losses on individually impaired assets in a group, 
those assets are removed from the group. 
 
AG125. Future cash flows in a group of financial assets that are collectively evaluated 
for impairment are estimated on the basis of historical loss experience for assets with 
credit risk characteristics similar to those in the group. Entities that have no entity-
specific loss experience or insufficient experience use peer group experience for 
comparable groups of financial assets. Historical loss experience is adjusted on the 
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basis of current observable data to reflect the effects of current conditions that did not 
affect the period on which the historical loss experience is based and to remove the 
effects of conditions in the historical period that do not exist currently. Estimates of 
changes in future cash flows reflect and are directionally consistent with changes in 
related observable data from period to period (such as changes in unemployment 
rates, inflation, property prices, commodity prices, payment status or other factors that 
are indicative of incurred losses in the group and their magnitude). The methodology 
and assumptions used for estimating future cash flows are reviewed regularly to 
reduce any differences between loss estimates and actual loss experience. 
 

AG126. As an example of applying paragraph AG125. an entity may determine, on 
the basis of historical experience, that one of the main causes of default on 
consumer debtors is the death of the borrower. The entity may observe that the 
death rate is unchanged from one year to the next. Nevertheless, some of the 
borrowers in the entity’s group of consumer debtors may have died in that year, 
indicating that an impairment loss has occurred on those loans even if, at the year-
end, the entity is not yet aware which  
specific borrowers have died. It would be appropriate for an impairment loss to be 
recognised for these ‘incurred but not reported’ losses. It would not be appropriate to 
recognise an impairment loss for deaths that are expected to occur in a future 
period, however, since the necessary loss event (the death of the borrower) has not 
yet occurred.  
 

 

METHODOLOGY  

  

1.  Timing of Assessment  

  

The municipality will assess at the end of each reporting date whether there is 

objective evidence that a receivable account or group of receivable accounts is 

impaired.  

  

2.  Evidence of Impairment  

  

Any one of the following events is considered to provide objective evidence that 

a receivable account or group of receivable accounts could be impaired.  

  

 A receivable that have been placed under or applied for liquidation or 

sequestration;  

 Where the last payment date by the customer was before 1 May of each 

year;  

 Accounts handed over to debt collectors and/or power of attorney;  

 All accounts indicated as in-active accounts on the system;  

 All accounts indicated as indigent accounts on the system 

 When a formal arrangement is made on arrears debt;  
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 All accounts with balances outstanding Sixty (60) days and longer as these 

accounts are considered to be past due  

 In line with the Credit Control and Debt Collection policy amounts are 

considered to be past due without a grace from 59 days, as a result interest 

is charged. Therefore, it proper to considered amounts to be impaired from 

60 days. 

 

 

The following accounts are specifically excluded from impairment testing:  

  

 Receivable accounts with a combined credit balance at reporting date;  

 Receivable accounts where the combined balance at reporting date is zero;  

 Receivable accounts where the municipality is the owner; and  

 Receivable accounts that have no balance outstanding longer than 60 days 

at reporting date as these accounts are considered not to be past due.  

 

 

3.  Calculation and Recognition of Impairment Loss  

  

The impairment loss is calculated as the difference between the carrying value 

at reporting date less the present value of expected future cash flows.  

 

 
Carrying values 
 
Obtain the consumer receivables, Other receivables and long-term receivables age 
analysis as at reporting date and;  

 
 Identify and exclude the following accounts from the age analysis: 

 
• All accounts with zero or credit balance  
• All accounts in Owner column indicated as TSHWANE METRO 

MUNICIPALITY   
• All interdepartmental accounts 

 
 
 Present value of expected future cash flows (per actuarial report) 

Carrying 
amount as at 

reporting 
date

Present value 
of future 
expected 
casflows

Impairment 
loss
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The following data sources were provided to perform the valuation: 

 

 5-year annual debtors age analysis i.e. the current reporting period and 4 year 
prior years (including negative balances that were considered to be creditors). 

 5 year payments history up to the end of current reporting period. 
 
All debtors and payments were provided on an individual account basis. All inactive, 
indigent and inter-departmental accounts are excluded from the valuation 

 
Actuarial consultants assisted with the calculation of present value of expected future 
cashflows using the assumptions below: 
 
Assumptions  
 
The actuary employes the Projected Unit Credit discounted cashflow method in 
calculating the impairment loss.  
 
Prior payment patterns are considered to calculate the probability of debt being 
repaid in future periods, with the necessary adjustments.  
 
In determining these assumptions, it is assumed the payments per account in the 
payment data provided are first allocated to the oldest debt incorporated in the age 
analyses provided.  
 
Allocate the receivables into the following group: Group 1, Group 2 and Group 3as 
follows: 
 

GROUP REASON 

GROUP 1 

 

 Government receivables,  

 Councillors 

 Embassies 

 Employees 

 

 Government accounts and embassies are 

expected to be recoverable. 

 Councillors and employees are considered 

low risk, as the City can garnish their 

allowances and salaries 

GROUP 2 

 

 Business  

 Long-term receivables 

 Other receivables 

 The probability of debt being recovered for 

businesses based on age is reasonable thus 

the risk is considered medium 

 

 Long-term receivables have been assessed 

for credit worthiness thus the risk is 

considered medium 
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GROUP 3 

 

Residential 

 

 

 

 These debtors have a poor payment history, 

and are considered as follows: 

 

 High Risk: Top 25 percent paying wards 

 Medium Risk: Remaining 50 wards 

 Low Risk: Bottom 25 percent paying 

wards 

 Approved indigents; 

 In-active accounts 

 Accounts marked as indigent and inactive, 

do not expect any re-payment and is 

therefore included at 100% in the allowance 

calculation 

 
 
Impairment  

 All accounts where there is no balance outstanding less than sixty (60) days 

 Carrying amount less present value of expected future cash flows



 

 

 

IMPAIRMEMT MODEL 

Total Rand Amount 
 

CARRYING AMOUNT 

Remove= Credit 
balances, inter-
dept 

INDICATION OF OBJECTIVE 
EVIDENCE? 
 YES= IF BALANCE IS 60 
DAYS AND ABOVE 
 
 
 

PRESENT VALUE OF EXPECTED 
FUTURE CASH FLOWS  
 
(per actuarial report) 

IMPAIRMENT LOSS 

A   B C (A-C) 

                                   67 559.23                            27 821.56                    40 612.00  
                                    26 
947.23  

 

Notes 

A Carrying amount as at 30 June 2018 

B Indication of objective evidence on Past due accounts 60 days and above.  

G Present value of expected future cash flow 

H Total debt to be impaired less Present value of expected future cash flows 



 

 

3. Calculate the movement in the provision by deducting the current year 

calculated provision from the provision made in the prior year:  

  

Description  Amount  

Current year calculation  (XXX)  

Prior year provision  (XX)  

Difference  (X)  

  

4. Prepare a journal to account for the movement as calculated above:  

  

4.1. If current year provision is lower than prior year provision the journal 

required is:  

  

4.1.1. DT Statement of financial position  

4.1.2. CT Statement of financial performance  

     
4.2. If the current year provision is higher than the prior year provision the 

journal required is:  

  

4.2.1. DT Statement of financial performance  

4.2.2. CT Statement of financial position  

 

 

SOURCE  

  

• GRAP 104 financial instruments issued October 2009  

• GRAP 104 application guide issued October 2009  

National Treasury Accounting Guidelines GRAP 104 financial instrume 
 
 


