




ACCOUNTING POLICIES
1.
BASIS OF PRESENTATION
1.1
These financial statements have been prepared so as to conform to the standards laid down by the Institute of Municipal Treasurer’s and Accountants in the Report on Standardisation of Financial Statements of Local Authorities in South Africa (2nd Edition - September 1996). Where the basis of presentation has changed, the comparative figures have been adjusted accordingly.

1.2
The financial statements are prepared on the historical cost basis, adjusted for capital expenditure more fully detailed in note 3 of the accounting policies.  The accounting policies are consistent with those applied in the previous year, except if otherwise indicated.

1.3
The financial statements are prepared on the accrual basis:

-
Income is accrued when collectable and measurable. Certain direct income is accounted for when received, such as traffic fines and certain licences.

-
Expenditure is accrued. 

2.
CONSOLIDATION
The balance sheet includes the Rate and General Services, Housing Service, Trading Services and the different funds, reserves and provisions. All charges such as assessment rates, refuse removal, electricity and water, are treated as income in the service department and expenditure in the user departments.

3.
FIXED ASSETS
3.1
Fixed Assets are stated:

-
at historical cost, or

-
at valuation (based on the market price at date of acquisition), where assets have been acquired by grant or donation;

while they are in existence and fit for use, except in the case of bulk assets which are written off at the end of their estimated life.

Land purchases are not capitalised as they are expensed directly against the accumulated fund of the Consolidated Capital Development and Loans Fund.

3.2
Depreciation

The balance shown against the heading “Loans Redeemed and Other Capital Receipts” in the notes to the balance sheet is tantamount to a provision for depreciation. Apart from advances from the various council funds, assets may also be acquired through:

-
appropriation from income, where the full cost of the asset forms an immediate and direct charge against the operating income and therefore it is unnecessary to make any further provision for depreciation.

-
grant or donation, where the amount representing the value of such grant or donation is immediately credited to the “loans redeemed and other capital receipts” account.

3.3
All nett proceeds from the sale of fixed property are credited to the Consolidated Capital Development and Loans Fund.

3.4
Capital assets are financed from different sources, including external loans, operating income and internal advances. The period of the internal advance is equated to the useful life of the asset acquired from such advance and the individual services debited with interest and redemption charges.

4.
INVENTORY
Inventory is valued at lower of cost determined on the first-in, first-out basis, and the nett realisable value.

5.
FUNDS
5.1
Consolidated Capital Development and Loans Fund
The income of the Fund, apart from loans raised, includes sales of land, township endowments and not less than 50% of the annual surplus in the Income and Expenditure Account of the Fund, subject to a minimum contribution equivalent to 7,5% of the product of the general rate for the preceding year.

Advances are made to borrowing services at an interest rate equal to the effective rate of interest payable by the local authority on external loans of a currency of not less than five years raised during the financial year in which the relevant capital expenditure is incurred.

Land purchases are expensed directly against the accumulated fund of the Consolidated Capital Development and Loans Fund.

5.2
Parking Areas Development Fund
The nett proceeds from the operation of parking meters and parking areas are credited to this fund. The fund is then utilised for improvements or regulation of traffic conditions including installing and maintaining parking meters or parking areas.

5.3
Dog Tax Fund

Ordinance 19 of 1978 requires Council to maintain a special account relating to the control of dogs. The nett proceeds from this account are credited to the Dog Tax Fund.

5.4
Self Insurance Fund

The fund is maintained to accommodate selected risks and to cater for claim amounts exceeding the excess borne by departments subject to policy claim aggregates.

5.5
 Workmen’s Compensation Fund
This fund is accumulated by way of contributions from operating income in order to finance costs incurred as a result of injuries on duty.

5.6
Community Facilities Fund
This reserve was established by means of various contributions levied on home-owners and tenants. It is utilised for the provision of amenities in housing scheme areas for the benefit of those communities.

5.7
Housing Development Fund

No fixed annual contribution is made; funds accrue from the profit on the sale of Council funded housing.

5.8      Revolving Fund
Section 75 of the Municipal Ordinance, 20 of 1974, required a contribution to the revolving fund of 7.5% of the product of the general rates, which were levied in respect of the financial year immediately preceding the financial year for which such contributions are required to be made. It is, however, not required from Council, in terms of the provisions of the abovementioned section of the Municipal Ordinance, to contribute an amount to the revolving fund which is 20% more than the amount required to be contributed in the immediately preceding financial year. Funds accumulated in the revolving fund are utilised for the purpose of providing advances to borrowing services and to finance the development of new townships.

6.
PROVISIONS AND RESERVES
Provisions are recognised when the municipality has a present legal or constructive obligation as a result of past events, it is probable that an outflow of resources embodying economic benefits will be required to settle the obligation, and a reliable estimate of the amount of the obligation can be made. Where considered necessary, reserves are established to meet possible future events.

7.
RETIREMENT BENEFITS
The Council and its employees contribute mainly to the Cape Joint Municipal Pension Fund, the Retirement Fund and the Liberty Life Provident Fund. A smaller portion of contributions are also made to various other Pension and Provident Funds.

The retirement benefits are calculated in accordance with the rules of the Funds.

Current contributions are charged against the operating account of the Council at the rate of a fixed percentage of the basic salary paid to employees.

8.
SURPLUSES AND DEFICITS
Any surpluses or deficits from the operation of the Housing, Electricity and Water Services are transferred to Rate and General Services. The Market, however, is a closed account and therefore any surplus or deficit is retained in that service for its own use.

9.
TREATMENT OF ADMINISTRATION AND OTHER OVERHEAD EXPENSES
The cost of internal support is transferred where possible to the different services in accordance with the IMTA Report on Accounting for Support Services (June 1990).

10.
LEASED ASSETS
There are assets held under financial lease agreements.  All other leases are treated as operating leases and the relevant rentals are charged to the operating account in a systematic manner related to the period of use of the assets concerned.

11.
INVESTMENTS
Investments are shown at cost and are invested in terms of the Local Authorities (Investment of Funds) Ordinance No. 23 of 1935 as amended.

12.
DEFERRED CHARGES
The balance outstanding on the costs incurred in raising loans on the capital market is treated as a deferred charge, which is then recovered from operating income over the period of the various loans involved.

13.
INCOME RECOGNITION
13.1
Electricity, Water and Housing Billings
Electricity and Water meters are read and billed monthly. Income in respect of Housing Rentals and instalments is accrued monthly in advance.

13.2
Assessment Rates
East London applies a differential composite rating system. In terms of this system, the assessment rates are levied on the value of land and buildings and rebates are granted according to the use to which a particular property is put. Rebates are granted on all rateable properties used solely for residential purposes. Further rebates are granted to certain categories of elderly ratepayers of limited means.

13.3
Other Services
The income from services such as refuse removal and sewerage recovered by way of debtors, is recognised when such levies are debited against the accounts. The income from other small services, licences or fees is recognised when it is received.
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