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03 Alignment to 
International Standards

04 Significant changes 

Introduction and Unpacking Key Concepts 

01 Effective Date
Revised Standard was issued in 

April 2019, however, effective 

for financial years commencing 

from 1 April 2025 

02 Principles 

Establishes requirements for 

recognising, measuring, 

presenting and disclosing 

financial instruments in 

financial statements

Aligns South African reporting 

with international financial 

reporting principles and best 

practice

• Impairment of receivables (Expected Credit 

Loss model)

• Introduces a forward-looking impairment 

approach: Recognises expected losses 

before default occurs

• Classification and measurement of financial 

instruments



A financial instrument is 
any contract that gives rise 
to a financial asset of one 

entity and a financial 
liability or a residual 

interest of another entity

DEFINITION OF A CONTRACT:                                     

refer to an agreement between two or more parties 

that has clear economic consequences that the 

parties have little, if any, discretion to avoid, usually 

because the agreement is enforceable by law.

Contracts, and thus financial instruments, may take 

a variety of forms and need not be in writing.

Contracts are evidenced by the following three criteria:

(a) contracts involve willing parties entering into an 

arrangement;

(b) the terms of the contract create rights and obligations 

for the parties to the contract, and those rights and 

obligations need not result in equal performance by 

each party; and

(c) performance and remedy for non-performance are 

enforceable by law.

What is a Financial Instrument?

Not Statutory Arrangements 
(legislation, regulation, or 

equivalent)

Introduction and Unpacking Key Concepts 



Past Due: A financial asset is 
past due when a counterparty has 
failed to make a payment when 
that payment was contractually 
due (e.g. in excess of 30 days 
based on contract) 

Driven based on municipal policy

A

C D

Default: Define in municipal policy 
a definition that is consistent with the 
definition used for internal credit 
risk management purposes for the 
relevant financial instrument and 
consider qualitative indicators (for 
example, financial covenants) when 
appropriate (not more than 90 days 
past due)
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Credit risk is the risk that one
party to a financial instrument
will cause a financial loss for
the other party by failing to
discharge an obligation.

Credit risk rating grades are 
the ratings of credit risk based 
on the risk of default occurring 
on the financial instrument.

Introduction and Unpacking Key Concepts 

Understanding Key Impairment Terms: Credit Risk Related Terms



Introduction and Unpacking Key Concepts 

Understanding Key Impairment Terms: Credit Risk Related Terms

• Credit-impaired financial asset is a financial asset that is credit-impaired when one or more events that have a detrimental
impact on the estimated future cash flows of that financial asset have occurred.

• Evidence that a financial asset is credit-impaired include observable data about the following events:
(a) significant financial difficulty of the issuer or the borrower;
(b) a breach of contract, such as a default or past due event;
(c) the lender(s) of the borrower, for economic or contractual reasons relating to the borrower’s financial difficulty, having granted

to the borrower a concession(s) that the lender(s) would not otherwise consider;
(d) it is becoming probable that the borrower will enter bankruptcy or other financial reorganisation;
(e) the disappearance of an active market for that financial asset because of financial difficulties; or
(f) the purchase or origination of a financial asset at a deep discount that reflects the incurred credit losses.

• It may not be possible to identify a single discrete event — instead, the combined effect of several events may have
caused financial assets to become credit-impaired.



Introduction and Unpacking Key Concepts 

Credit 
Loss 

Cash the 
municipality is 
contractually 

entitled to receive

Cash the 
municipality 

actually expects 
to collect

Original 
effective 

interest rate

Discounted to PV

Time Value for 
Money

Understanding Key Impairment Terms: Credit Loss



Introduction and Unpacking Key Concepts 

Understanding Key Impairment Terms: Expected Credit Loss

Expected credit losses are defined in the Standard as “the 
weighted average of credit losses with the respective risks of 
a default occurring as the weights”

In simple terms, expected credit losses estimate how much of 
the debt will not be collected, by: 
• Considering different scenarios (full payment, partial 

payment, no payment), and 
• applying a probability (risk of default) to each scenario

12 month expected credit losses is the portion of lifetime 
expected credit losses that represent the expected credit losses 
that result from default events on a financial instrument that are 
possible within the 12 months after the reporting date

In simple terms, 12-month expected credit losses estimate how much 
of the debt may not be collected, by considering the possibility that a 
customer may default within the next 12 months, and applying a 
probability (risk of default within the next year) to the expected loss

Lifetime expected credit losses are the expected credit losses that 
result from all possible default events over the expected life of a 
financial instrument.

In simple terms, lifetime expected credit losses estimate how much of 
the debt will not be collected, by considering all possible default 
scenarios over the full life of the debt (full payment, partial payment, no 
payment), and applying a probability (risk of default over time) to each 
scenario

Expected life of the asset : It is the estimated duration the debt will exist before it is settled, written off, or recovered

General 
Approach

Simplified 
Approach



Debt Impairment Approach

Applies to Financial assets at amortised cost (Excluding Receivables and Lease 

Receivables), Loan Commitments, Financial Guarantee Contracts

Measures Expected Credit Loss based on changes in credit risk

3 Stage Model:

• Stage 1: No significant increase in credit risk / Performing  → 12-month expected 

credit loss

• Stage 2: Increased risk → Lifetime expected credit loss

• Stage 3: Credit impaired → Lifetime expected credit loss

Requires ongoing assessment of credit risk movement, including tracking whether 

risk has significantly increased

Applies to Receivables and Lease receivables  

Note: This Standard uses the term “receivables”, which broadly refers to contractual 

arrangements where goods and services are provided by the entity to another party.

(Basis of Conclusions - BC94)

Aways recognises Lifetime expected credit losses

Does NOT require tracking changes in credit risk or Staging Model  

Introduction and Unpacking Key Concepts 

Debt Impairment 
– Expected Credit 

Loss Model 

GENERAL APPROACH:

Examples: 

• Investments

• Bank Accounts

• Loans receivable

• Financial Guarantee 

Contracts

SIMPLIFIED APPROACH:

Examples:

Contractual Receivables: 

Generally Consumer / Trade 

Receivables (Water, 

Electricity, Refuse, Other 

Services Receivables) 

Define Receivables in 
Municipal Policy 



Understanding Discounting Principles: Extract of the ASB FAQ 9.1 – Part B 

Introduction and Unpacking Key Concepts 

Subsequent RecognitionInitial Recognition

• GRAP 104.AG88 goes on to state that: “Once the due date for short-term receivables has 
elapsed and payment is not received, an entity shall consider whether there is any indication 
that the receivable may be impaired, either because interest is not levied on outstanding 
amounts (using a market related rate of interest), or because the principal amount may not 
be collected (see paragraphs 5.17 to 5.35 and AG5.40 to AG5.115).”

• The effect of these two paragraphs is as follows: 
• If the initial credit period granted by an entity is consistent with “terms used in the public 

sector” (see FAQ 9.1 Part A for further guidance on this issue), then an entity will not apply 
discounting on initial recognition, even if the interest rate charged is not market related.

• If the entity does not charge a market related rate of interest, there are two possible scenarios:
• (i) The entity receives payment on the due date for payment, which means that the effect of the 

financing transaction is immaterial.

• (ii) The entity does not receive payment on the due date for payment, which means that the effect of 
providing below market-interest may be material. Consequently, this will be considered in 
determining whether the receivable is impaired. In determining the present value of the cash 
flows, the entity uses the period from the date the transaction was entered into.

• GRAP 104.AG5.9 however provides 
that “short-term receivables and 
payables are not discounted 
where the initial credit period 
granted or received is consistent 
with terms used in the public 
sector, either through established 
practices or legislation”



Introduction and Unpacking Key Concepts 
Understanding Discounting Principles: ASB FAQ 9.1 – Part B 



Understanding Discounting Principles: ASB FAQ 9.1 – Part B 

Introduction and Unpacking Key Concepts 

• The purpose of discounting debtors is to determine if the presentation of revenue in the 
statement of financial performance is correct, i.e. should the transaction be 
separated between the revenue for the value of the goods or services provided, 
and interest. 

• The purpose of impairment is to present a loss in the value of the financial asset as 
a result of credit losses and/or delayed receipt of the contractually agreed cash 
flows. 

• Entities often (erroneously) calculate interest revenue by taking the outstanding debtors’ 
balance at year end and multiplying it by the (effective) interest rate, and apportioning 
revenue between sales and interest. 

• The discounting of debtors is done at initial recognition based on the contractually 
agreed credit terms. The fact that payments may be subsequently delayed is an 
issue that affects impairment and not the recognition of interest (see GRAP 
104.AG5.10). 



Introduction and Unpacking Key Concepts 
Understanding Discounting Principles: Extract of ASB Application Guidance 



Introduction and Unpacking Key Concepts 

Fact Sheet #3 - If the transaction costs are not material, and the 
nominal/contractual interest rate is market related, then the 
nominal/contractual interest rate = EIR

Transaction costs include: Legal fees related to agreements, Advisory 
or consulting fees, Bank charges or arrangement fees, Broker or agent 
commissions, Documentation and processing fees

Understanding Discounting Principles: Example to calculate Original Effective 
Interest Rate

Scenario to Discount Debt for Impairment:Scenario to Discount Debt for Impairment:

• A municipality supplied electricity services to a commercial 
customer. 

• Outstanding debtor balance: R100,000
• Original credit terms: 30 days
• Interest charged to customer on overdue accounts: 8%
• Expected repayment (including financing effect) based on 

previous cash flow history : R125,440 in 2 years
• Original effective interest rate ?
• The account is now significantly overdue

Step 1: Identify Cash Flows
• Initial amount (fair value): R100,000
• Future cash flow: R125,440 in 2 years

• Step 2: Apply EIR Concept

• Solve for r:

• Original Effective Interest Rate = 12%



Introduction and Unpacking Key Concepts 
Understanding Discounting Principles: Example to calculate Impairment

Scenario to Discount Debt for Impairment:

• A municipality supplied electricity services to a 
commercial customer. 

• Outstanding debtor balance: R100,000
• Original credit terms: 30 days
• Interest charged to customer on overdue accounts: 

8%
• Original effective interest rate (EIR) at initial 

recognition: 12%
• The account is now significantly overdue

Position at Reporting Date

Based on the latest assessment:
• The customer is experiencing financial difficulty 
• The municipality expects to recover only R70,000
• Recovery is expected in 2 years’ time, based on 

past history

Step 1: Identify Expected Cash Flows

Carrying amount of receivable: R100,000
Expected future cash flow: R70,000
Timing of expected recovery: 2 years

Step 2: Discount Expected Cash Flows to Present Value

GRAP 104 requires the municipality to discount the expected cash flows using the 
original effective interest rate, not the customer interest rate charged.

Discounting calculation = 𝑃𝑉= 70,000
(1+0.12)2

PV of expected cash flows = R55,804

Step 3: Calculate the Impairment Loss

Impairment loss = Carrying amount − Present value of expected cash flows

Impairment loss = R100,000 − R55,804 = R44,196 



DEBTORS AND THE 
EXPECTED CREDIT 

LOSS MODEL



Distinction between 

contractual and 

statutory receivables

Statutory Receivable

Accruals 

Green marketing is a 
practice whereby

Green marketing is a practice whereby

Green marketing is a 
practice whereby

Receivables that arise from legislation, 

supporting regulations, or similar means; and 

require settlement by another entity in cash or 

another financial asset.

Debtors and Expected Credit Loss Model
Distinction between Statutory and Contractual Receivables

Contractual 

Receivable

Liabilities that occur when goods and services 

have been invoiced or formally agreed upon 

with the supplier. 

Receivables and any other financial assets 

that arise from contractual arrangements

any contract that gives rise to a financial 

asset of one entity and a financial liability or a 

residual interest of another entity.

GRAP 104 – Financial 

Instruments 

GRAP 108 –

Statutory 

Receivables

GRAP 104: “contract” and “contractual” refer to an agreement between two or 
more parties that has clear economic consequences that the parties have little, if 
any, discretion to avoid, usually because the agreement is enforceable by law. 
Contracts, and thus financial instruments, may take a variety of forms and need 
not be in writing.

Examples: Property rates, 
traffic fines and availability 

charges 

Examples: Electricity, water, 
sanitation, property rental, 

sundry receivables 



Debtors and Expected Credit Loss Model

Requirements for impairment: Simplified approach for receivables and lease 
receivables



Debtors and Expected Credit Loss Model

Simplified Approach: Extract of GRAP Standard: Determining ECL

Extract of GRAP 104 Standard:

• 5.32 An entity shall measure expected credit losses of a financial instrument in a way that reflects:
(a) an unbiased and probability-weighted amount that is determined by evaluating a range of possible outcomes;
(b) the time value of money; and
(c) reasonable and supportable information that is available without undue cost or effort at the reporting date about past events, 
current conditions and forecasts of future economic conditions.

• 5.34 The maximum period to consider when measuring expected credit losses is the maximum contractual period (including extension 
options) over which the entity is exposed to credit risk and not a longer period, even if that longer period is consistent with practice.

• 8.55 For receivables and lease receivables to which an entity applies, the information provided in accordance with paragraph 8.54 
may be based on a provision matrix (see Appendix A paragraph AG5.95).

• GRAP 104 is not prescriptive about how to develop a provision matrix. Various Approaches may be appropriate provided that they 
are consistent with the principles in GRAP 104.



Debtors and Expected Credit Loss Model

Simplified Approach: Extract of Appendix D - Illustrative Example: Determining ECL

Extract of Illustrative Example: 11 — provision matrix

• C67. Municipality M has a portfolio of receivables of R30 million in 20X1 and operates only in one geographical region. The customer base 
consists of a large number of individual clients and the receivables are categorised by common risk characteristics that are representative of 
the customers’ abilities to pay all amounts due in accordance with the contractual terms. The receivables are measured at an amount equal 
to lifetime time expected credit losses.

• C68. To determine the expected credit losses for the portfolio, Municipality M uses a provision matrix. The provision matrix is based on its 
historical observed default rates over the expected life of the trade receivables and is adjusted for forward-looking estimates. At 
every reporting date the historical observed default rates are updated and changes in the forward-looking estimates are analysed. In this 
case it is forecast that economic conditions will deteriorate over the next year. 

C69. On that basis, Municipality M estimates the following provision matrix: 



Debtors and Expected Credit Loss Model

Simplified Approach: Extract of Appendix D - Illustrative Example: Determining ECL

Extract of Illustrative Example: 11 — provision matrix

C70. The receivables from the large number of small customers amount to R30 million and are measured using the provision 
matrix.  



Debtors and Expected Credit Loss Model

Simplified Approach: Extract from the Application Guidance: Determining ECL

• AG5.95 “An entity may use practical expedients when measuring expected credit losses if they are consistent with the principles in 
paragraph 5.32. An example of a practical expedient is the calculation of the expected credit losses on receivables using a 
provision matrix. The entity would use its historical credit loss experience (adjusted as appropriate in accordance with paragraphs AG5.60 
to AG5.114) for receivables to estimate the 12-month expected credit losses or the lifetime expected credit losses on the financial assets as 
relevant. Depending on the diversity of its customer base, the entity would use appropriate groupings if its historical credit loss experience 
shows significantly different loss patterns for different customer segments. Examples of criteria that might be used to group assets include 
geographical region, product type, customer rating, collateral and type of customer (such as industrial or households).”

• AG5.102 “Paragraph 5.32(a) requires the estimate of expected credit losses to reflect an unbiased and probability-weighted amount that 
is determined by evaluating a range of possible outcomes. 

• In practice, this may not need to be a complex analysis.

• In some cases, relatively simple modelling may be sufficient, without the need for a large number of detailed simulations of scenarios. 
• For example, the average credit losses of a large group of financial instruments with shared risk characteristics may be a reasonable 

estimate of the probability-weighted amount. 

• In other situations, the identification of scenarios that specify the amount and timing of the cash flows for particular outcomes and the 
estimated probability of those outcomes will probably be needed. 

• In those situations, the expected credit losses shall reflect at least two outcomes in accordance with paragraph 5.33.”



Customer Payment 
Behaviour

• Segment customers (e.g. 

type, geographical area, 

nature) to improve accuracy

• Analyse historical payment 

patterns and  trends

• Consider: Consistency of 

payments, Frequency of late 

payments, Default history

Ageing and Collection Trends

• Use debtor ageing to 

assess likelihood of 

recovery

• Consider segmentation

• Older balances generally 

have lower probability of 

collection and therefore 

higher expected credit 

losses

Contractual Terms and 
Conditions

• Consider all terms included in 

the agreement: Payment terms 

(due dates, instalments), 

Interest or penalties on overdue 

amounts, Disconnection or 

enforcement provisions

• Include options such as: Early 

settlement, Extensions or 

payment arrangements

Economic and 
Environmental Factors

Take into account current 

and forward-looking 

conditions:

• Economic hardship in the 

community

• Unemployment levels

• Affordability of services

• Adjust assumptions 

where external conditions 

impact collections

Estimate expected cash flows by considering all relevant information that 
affects collectability and timing of payments

Debtors and Expected Credit Loss Model
Simplified Approach: Determining Estimating Expected Cash Flows



Recoveries from Collateral

• Include expected cash flows 

from: Collateral held (where 

applicable) 

• Assets that can be 

recovered or realised in 

terms of contract

• Only include collateral that 

is: Legally enforceable and 

realistically recoverable

Credit Enhancements

• Consider mechanisms that 

improve recoverability: 

Guarantees, Security 

deposits, Third-party 

payment arrangements

• Include only 

enhancements that are: 

Integral to the agreement 

and enforceable

Expected Life of the Financial 
Instrument

• Estimate cash flows over the 

expected life, not just 

contractual term

• If expected life cannot be 

reliably estimated: Use the 

remaining contractual period

Key Principles 

• Expected cash flows must be 

based on: Historical data, 

Current conditions, Forward 

Looking Considerations, and 

reasonable, supportable 

assumptions

• Consistency in methodology 

and clear supporting 

documentation for audit 

purposes

Estimate expected cash flows by considering all relevant information that affects 
collectability and timing of payments

Debtors and Expected Credit Loss Model
Simplified Approach: Determining Estimating Expected Cash Flows



01
Step

02
Step

03
Step

04
Step 05

Step

Identify the Financial 

Assets Subject to 

Impairment
Group Debtors with 

Similar Credit Risk 

Characteristics

Group the age 

Analysis and obtain 

source data history 

reports 

Determine Historical 

Loss Rates

Adjust for Forward-

Looking Information

Debtors and Expected Credit Loss Model

Simplified Approach: Example of Step by Step Impairment Process Using a
Provision Matrix

06
Step

07
Step

Calculate 

Lifetime 

Expected Credit 

Losses (ECL)
Recognise or 

Adjust the 

Impairment 

Allowance



Debtors and Expected Credit Loss Model

Simplified Approach: Step 1: Identify the Financial Assets Subject to Impairment

• The first step in applying the impairment requirements of GRAP 104 (Revised) is to identify all financial assets that fall within the scope of 
the Standard. This includes all financial assets measured at amortised cost, as these are subject to the expected credit loss (ECL) 
model.

• Typical municipal debtors include:
 Service debtors arising from water, electricity, refuse, and sanitation services
 Trade receivables arising from the sale of goods or services
 Sundry and other receivables based on contractual arrangements

 Consideration must be given to separation of debtors data between statutory receivables (GRAP 108) and contractual receivables (GRAP 
104), as only contractual receivables are considered in terms of GRAP 104, subject to exclusions in Standard.

• Under GRAP 104 (Revised), receivables and lease receivables are subject to the simplified approach. 

• This means that the Municipality always applies lifetime expected credit losses to debtors and does not apply the staging model or 
assess whether credit risk has increased significantly.



Debtors and Expected Credit Loss Model

Simplified Approach: Step 2: Group Debtors with Similar Credit Risk Characteristics

• GRAP 104 requires that expected credit losses be measured either individually or collectively, depending on the nature of the 
financial assets. GRAP 104 explicitly allows and expects collective assessment of financial instruments where individual assessment is 
not appropriate.

• Debtors as per the age analysis are grouped based on shared credit risk characteristics, such as:
 The type of debtor (for example, households, businesses, government entities and indigent debtors)
 Historical payment behaviour and collection patterns (debtors with likely prescribed balances and actively paying debtors)
 Geographic location or socio-economic conditions (ward or area)
 The nature of services provided (electricity, water, sanitation, refuse, rental and sundry debtors)

• Examples of common debtor groupings include:
 Residential consumers
 Commercial and industrial consumers,
 Government departments and public entities
 Indigent debtors 

• Database may also be grouped by regional / ward area, where available and reliable. Level of grouping must be determined by 
municipality in the impairment methodology.  

• Grouping debtors in this manner improves the accuracy and reliability of expected credit loss estimates, as it allows loss rates to reflect 
similar risk profiles.



Debtors and Expected Credit Loss Model

Simplified Approach: Step 3: Group the age analysis and obtain source data history 
reports 

• An ageing analysis is prepared at the reporting date and serves as the primary indicator of credit risk for receivables. Ageing reflects how 
long amounts have been outstanding and is a strong predictor of the likelihood of non-payment.

• The age analysis should reflect for example, 0-30 days, 31-60 days, 61-90 days, 91-120 days, 120-150 days etc for each grouped profile 
of debtors, as adopted in the methodology.

• Obtain and retain supporting source data history reports used in the impairment assessment process. This should include historical 
sales or billing reports, collection reports, write-off history, collection trend reports, payment arrangement data, and ageing reports over a 
representative period to support the calculation of historical loss rates and expected credit losses.

• As receivables move into older ageing buckets, the probability of default generally increases. GRAP 104 permits and expects entities to 
rely on such observable data when estimating expected credit losses.



Debtors and Expected Credit Loss Model

Simplified Approach: Step 3: Group the age analysis and obtain source data history 
reports 

Example on the application of grouping to the debtors age analysis:

This can further be separated into actively 
paying accounts and fully impaired debtor 

accounts based on credit risk considerations  



Debtors and Expected Credit Loss Model

Simplified Approach: Step 3: Group the age analysis and obtain source data history 
reports 

Example on the analysis of the collection report history reports:

Used to determine collection trends based on payments 
received and allocated to aging bucket. Historical loss 

rates can therefore be derived as the inverse of average 
collection rates (100% less the average collection rate 

per aging bucket) for actively paying accounts 



Debtors and Expected Credit Loss Model

Simplified Approach: Step 4: Determine Historical Loss Rates

• Historical loss rates are determined using previous  write-off experience, including other credit loss indicators over a reasonable and 
representative period, to ensure that impairment estimates are grounded in objective, supportable evidence rather than subjective 
judgement.

• Historical loss rates are calculated by determining historical loss data (e.g. prescribed debt, debt write offs, incentives provided, 
irrecoverable debt). Historical loss rates may further be calculated using the collection trend per aging bucket for impairment considerations. 
It is not limited to bad debt written off only. 

• Extract of NT Provision Matrix Toolkit Example for Calculation of Historical Loss Rate:

Note: This is illustrative. 
Municipalities must still 
consider historical loss 
data that is relevant, 

and apply segmentation 
to aging buckets and 
grouping as per the 

municipal methodology.

Note: this is not only limited to bad 
debt write-offs.  It is the historical loss 

rate calculated using all historical 
information in the municipality 



Debtors and Expected Credit Loss Model
Simplified Approach: Step 5: Adjust for Forward-Looking Information

• GRAP 104 requires municipalities to consider current conditions and reasonable, supportable forward-looking information when 
assessing expected credit losses. This ensures that impairment estimates remain relevant and reflect expected future collection trends 
rather than relying only on historical collection patterns. 

• The standard also recognises that forward-looking information should be incorporated without undue cost and effort. 
Municipalities may therefore use simple, practical approaches based on available economic and collection information to support 
impairment assessments relevant to the entity, to their debtor profiles and groupings.

• Forward-looking factors may include internal and external information, and needs to be defined in methodology:
 Economic conditions such as unemployment, inflation, or economic growth, recessions, 
 Changes in municipal policies, such as indigent relief or debt relief programmes
 Trends in collections and enforcement effectiveness
 Industry specific risks 
 Changes in government policy or legislation

• For example, if an economic downturn is expected to negatively affect households’ ability to pay, historical loss rates may be increased to 
reflect higher expected defaults.  

• Forward-looking information should be compared to historical collection trends and debtor growth levels to determine whether past 
collection patterns are still expected to continue under current and future economic conditions, and its impact on expected credit losses.



Debtors and Expected Credit Loss Model
Simplified Approach: Step 5: Adjust for Forward-Looking Information

• Example of a Simple Forward Looking Information Model for Illustration Purposes:

• Identify Relevant Economic Indicators: Management identifies economic indicators expected to affect customer payment behaviour
over the next 12 months:

• Note: This must be relevant to the municipality, and indicators used can vary across municipalities. Management determines 
which indicators are relevant, and documents this in the methodology. 

Expected Impact on CollectionsCurrent ConditionEconomic Indicator

NegativeIncreasingUnemployment rate

NegativeIncreasingInflation

NegativeSignificant increase expectedElectricity tariff increases

NegativeIncreasingLocal business closures

NegativeHighConsumer debt levels

NeutralStableInterest rates

Can be 
weighted as 

per the 
municipal  

methodology



Debtors and Expected Credit Loss Model
Simplified Approach: Step 5: Adjust for Forward-Looking Information

Example of a Simple Forward Looking Information Model for Illustration Purposes:
• Perform Historical Data Analysis: Management analyses historical municipal collection performance against previous economic 

conditions over two financial periods by quarter (2024/25 and 2025/26) to determine how changes in economic indicators affected 
customer payment behaviour and collection rates.

Collection Rate
Debtors 
Outstanding

Tariff IncreaseInflation Rate
Unemployment 
Rate

QuarterFinancial Period

93.6%R68 million5%5.2%31.5%Q12024/25

93.1%R71 million0%5.8%32.1%Q22024/25

92.5%R75 million0%6.4%33.0%Q32024/25

91.8%R79 million0%6.9%34.2%Q42024/25

91.2%R82 million12%7.1%34.8%Q12025/26

90.7%R86 million0%7.6%35.5%Q22025/26

91.3%R84 million0%6.8%35.0%Q32025/26

92.1%R80 million0%5.9%34.0%Q42025/26



Debtors and Expected Credit Loss Model
Simplified Approach: Step 5: Adjust for Forward-Looking Information

• Projected Forward-Looking Data for 2026/27 and 2027/28:

Projected 
Collection Rate

Projected Debtors 
Outstanding

Tariff Increase
Projected Inflation 
Rate

Projected 
Unemployment 
Rate

QuarterFinancial Period

91.7%R83 million9%6.1%34.3%Q12026/27

91.4%R85 million0%6.3%34.6%Q22026/27

91.3%R86 million0%6.0%34.8%Q32026/27

91.6%R84 million0%5.7%34.5%Q42026/27

91.8%R86 million8%5.5%34.2%Q12027/28

92.0%R87 million0%5.3%34.0%Q22027/28

92.2%R86 million0%5.1%33.8%Q32027/28

92.5%R84 million0%4.9%33.5%Q42027/28



Debtors and Expected Credit Loss Model
Simplified Approach: Step 5: Adjust for Forward-Looking Information

• Example of a Simple Forward Looking Information Model for Illustration Purposes:

• Projected Analysis: Management projects that unemployment will remain elevated during 2026/27 but gradually improve during 
2027/28. Inflation is expected to reduce slowly over the two-year period, while annual tariff increases are only applied in Quarter 1 of 
each financial year.

Collection RateDebtors OutstandingInflation RateUnemployment RateBase Position

92.1%R80 million5.9%34.0%2025/26 Q4

Collection RateDebtors OutstandingInflation RateUnemployment RateProjected Position

91.6%R84 million5.7%34.5%2026/27 Q4

92.5%R84 million4.9%33.5%2027/28 Q4



Debtors and Expected Credit Loss Model
Simplified Approach: Step 5: Adjust for Forward-Looking Information

• Key Forward-Looking Adjustment Drivers: 

• A: Unemployment Adjustment:

Higher unemployment reduces customer affordability and collections. Improving employment conditions support better collections.

• B: Inflation Adjustment:

Lower inflation improves household affordability and payment behaviour.

2027/282026/27Indicator

Decrease by 0.5%Increase by 0.5%Change in unemployment

PositiveNegativeImpact on collection rate

+0.3%-0.3%Adjustment applied*

2027/282026/27Indicator

Significant decreaseSlight decreaseInflation movement

Improved affordabilityLimited improvementAffordability impact

+0.4%+0.1%Adjustment applied*

*Applied based on weighting criteria as per methodology



Debtors and Expected Credit Loss Model
Simplified Approach: Step 5: Adjust for Forward-Looking Information

• Key Forward-Looking Adjustment Drivers: 

• C: Tariff Adjustments

Annual tariff increases place pressure on customer affordability and reduce short-term collections.
* Applied based on weighting criteria as per methodology

Summary of Forward-Looking Adjustments: 2026/27 impact

Net Adjustment − 0.3% + 0.1% − 0.6%= − 0.8%

Adjustment Applied*Tariff IncreaseFinancial Year

-0.6%9%2026/27

-0.4%8%2027/28

AdjustmentEconomic Indicator

-0.3%Unemployment increase

+0.1%Inflation improvement

-0.6%Tariff increase impact



Debtors and Expected Credit Loss Model
Simplified Approach: Step 5: Adjust for Forward-Looking Information

• Key Forward-Looking Adjustment Drivers: 

Summary of Forward-Looking Adjustments: 2027/28 impact

Net Adjustment = +0.3%+0.4%−0.4% = +0.3%

Total Forward Looking Adjustment to be applied: - 0.8% + 0.3% = - 0.5%

AdjustmentEconomic Indicator

+0.3%Unemployment improvement

+0.4%Inflation improvement

-0.4%Tariff increase impact



Analyse historical debtor collection performance by extracting prior year collection reports and ageing allocation 

information from the system functionality. Evaluate actual amounts received, timing of collections, allocation of 

payments to specific ageing buckets, historical recovery percentages, and migration patterns between ageing 

categories to establish reliable historical collection trends and recovery behaviour.

Project future cash flow recoveries by applying historical payment trends to current outstanding debtor 

balances. Estimate expected future collections per ageing category and determine the anticipated timing of 

recoveries based on observed payment behaviour.

Apply discounting to projected future cash flows using projected interest rates and expected recovery periods to 

determine the present value of anticipated collections. Ensure that discounting appropriately reflects the time 

value of money and future recovery risk in accordance with GRAP 104 principles.

Calculate Expected Credit Losses by comparing outstanding debtor balances to the present value of projected 

future cash flow recoveries after incorporating forward-looking adjustments and discounting assumptions. 

Reassess collection trends, economic indicators, projected recovery timing, and discount rates at each reporting 

date to ensure that impairment provisions remain reasonable, supportable, evidence-based, and reflective of 

current and anticipated future collection conditions.

Debtors and Expected Credit Loss Model
Simplified Approach: Step 6: Calculate Lifetime Expected Credit Losses (ECL)

Refer to slides 16-22 on application 
of discounting.



Debtors and Expected Credit Loss Model
Simplified Approach: Step 6: Calculate Lifetime Expected Credit Losses (ECL)

• Once adjusted loss rates have been determined, lifetime expected credit losses are calculated by applying those rates to the 
outstanding debtor balances in each ageing category. 

• Formula: Expected Credit Loss = Debtor balance × Adjusted loss rate

Expected Credit 
Loss (Includes 
Discount) (R)

Adjusted 
Loss Rate

Forward-
Looking 
Adjustment

Historical 
Loss Rate

Discounted Aging Balance 
(R)

Discount (R)
Aging Debtor 
Balance (R)

Ageing Bucket
Debtor 
Category

17,3501.50%-0.50%2.00%490,00010,000500,000CurrentResidential

25,9913.50%-0.50%4.00%180,32019,680200,0001–30 daysResidential

39,4136.50%-0.50%7.00%118,27531,725150,00031–60 daysResidential

38,93511.50%-0.50%12.00%69,00031,000100,00061–90 daysResidential

42,24817.50%-0.50%18.00%45,76034,24080,00091–120 daysResidential

54,20829.50%-0.50%30.00%22,40047,60070,000121+ daysResidential

218,145-0.50%925,755174,2451,100,000Total



Debtors and Expected Credit Loss Model
Simplified Approach: Step 7: Recognise or Adjust the Impairment Allowance

• The calculated expected credit loss is compared to the existing loss allowance recognised in prior periods. Any difference 
results in an impairment loss or reversal recognised in surplus or deficit.

• Example:  Existing loss allowance: R 50,400   Required loss allowance: R 70,400  Increase in impairment: R 20,000

• Ensure that the G/L impairment amount is accounted for excluding VAT ( Financial Performance).

Recognition

of I

t

CreditDebitTransaction

Current assets: receivables from exchange
electricity: Impairment: Recognised (incl VAT)

Gains and losses: impairment: Trade 
and Other Receivables from Exchange 
Transactions: Electricity (excl VAT)

Current liabilities: Output Tax :Provision for
Doubtful Debt Impairment: Recognised (VAT)

Recognition

of impairment



CreditDebitTransaction
Current assets: receivables from exchange: electricity:
bad debt

written off (incl VAT)

Gains and losses: reversal of impairment: Trade and Other 
Receivables from Exchange Transactions: electricity (excl
VAT)

Current liabilities: Output Tax: Provision for
Doubtful Debt Impairment: Transfers (VAT)

Expenditure: bad debt written off (excl VAT)

Current liabilities: VAT Credit: Output Tax
Accrual: Recognised

Current assets: receivables from exchange:
electricity: impairment: Reversal (incl VAT)

Bad debt written

Off

(as per NT Circulars 
and current 
accounting practice)

Note: The ASB revised Fact Sheet 3 on receivables (updated March 2026), and therefore the bad debt 
write off is recognised directly against the impairment loss under current assets, and is no longer 
posted to the Financial Performance. 

Accounting for Bad Debt Write-Offs
Debtors and Expected Credit Loss Model



Extract of the Fact Sheet 3: Change in the recognition of the write-off

Debtors and Expected Credit Loss Model
Accounting for Bad Debt Write-Offs



CreditDebitTransaction
Current assets: receivables from exchange: electricity:
bad debt written off (incl VAT) – R 115

Current Assets: Trade and other Receivables from
Exchange Transactions: Trading Service and
Customer Service Debtors: Electricity:
Impairment: Reversal (Ex VAT) – (NT Chart does
not have Bad debt write-off yet) - R 100

Current liabilities: VAT Credit: Output Tax
Accrual: Transfer (VAT)  - R 15

Bad debt written

Off

(taking into account 
the ASB Fact Sheet 3 
guidance on the 
write-off of debt)

Current liabilities: Output Tax: Provision for Doubtful Debt 
Impairment: Transfer (VAT) – R 15

Current Assets: Trade and other Receivables 
from Exchange Transactions: Trading Service 
and Customer Service Debtors: Electricity: 
Impairment: Reversal (VAT) – (VAT portion of 
write off fully reflected in impairment) –
R 15

Recognition of VAT 
portion for write off 
against impairment 
allowance

Accounting for Bad Debt Write-Offs
Debtors and Expected Credit Loss Model



OTHER FINANCIAL 
INSTRUMENTS 



Other Financial Instruments 

Requirements for impairment: General Approach



Other Financial Instruments 

Determine Stage (Credit Risk Assessment)

• Credit risk assessment is used to determine whether there has been a significant increase in credit risk (SICR) since initial
recognition. This determines whether the financial asset is classified in Stage 1, Stage 2, or Stage 3.



Other Financial Instruments 

General Approach: Step 2: Determine Stage (Credit Risk Assessment)

The municipality must assess whether credit risk has increased since initial recognition.



Other Financial Instruments 
General Approach: Step 2: Determine Stage (Credit Risk Assessment)

• GRAP 104.5.25 An entity may assume that the credit risk on a financial instrument has not increased significantly since initial
recognition if the financial instrument is determined to have low credit risk at the reporting date (see Appendix A paragraphs
AG5.81 to AG5.83)

• AG5.81 The credit risk on a financial instrument is considered low for the purposes of paragraph 5.25, if the financial instrument has a
low risk of default, the borrower has a strong capacity to meet its contractual cash flow obligations in the near term and
adverse changes in economic and operational conditions in the longer term may, but will not necessarily, reduce the ability of
the borrower to fulfil its contractual cash flow obligations. Financial instruments are not considered to have low credit risk when they
are regarded as having a low risk of loss simply because of the value of collateral and the financial instrument without that collateral
would not be considered low credit risk. Financial instruments are also not considered to have low credit risk simply because they have a
lower risk of default than the entity’s other financial instruments or relative to the credit risk of the environment within which an entity
operates.

• AG5.82 To determine whether a financial instrument has low credit risk, an entity may use its internal credit risk ratings or other
methodologies that are consistent with a globally understood definition of low credit risk and that consider the risks and the
type of financial instruments that are being assessed. An external rating of “investment grade” is an example of a financial
instrument that may be considered as having low credit risk. However, financial instruments are not required to be externally rated
to be considered to have low credit risk. They should, however, be considered to have low credit risk from a market participant
perspective taking into account all of the terms and conditions of the financial instrument.



Other Financial Instruments 
General Approach: Step 2: Determine Stage (Credit Risk Assessment)



Assess how consistently the debtor makes payments. Identify overdue amounts and missed payments. Monitor partial

or irregular payments. Evaluate whether payment patterns are deteriorating.

Example: A debtor previously paid on time but is now consistently over 60 days overdue.

Analyse how long amounts have been outstanding. Monitor movement between ageing categories.

Example of Indicator: Balances over 30 days indicate increased risk (past due), while 90+ days suggests significant risk

(Default risk)

Assess whether the debtor shows signs of financial difficulty. Consider liquidity challenges and ability to pay              

Example: A business in liquidation or a consumer experiencing financial hardship.

Consider broader economic factors affecting payment ability .Evaluate the impact of unemployment, inflation, or

downturns. Impact: Reduced ability of customers to settle debts.

Payment 
Behaviour

Ageing of Debt

Financial 
Position of 

Debtor

Changes in 
Economic 
Conditions

Other Financial Instruments 

General Approach: Step 2: Determine Stage (Credit Risk Assessment)



Assess the effectiveness of debt collection processes. Consider policy changes such as debt relief or indigent support.

Impact: May reduce overall collection rates.

Identify renegotiated or extended payment terms. Assess whether repayment periods have been lengthened. Indicator:

Restructuring often signals increased credit risk.

Consider available external credit or legal information. Review legal actions, defaults, or judgements. Indicator: Negative 

external information increases risk.

Evaluate risks affecting specific industries or sectors. Consider local economic conditions impacting debtors.

Example: Decline in key industries such as mining or agriculture.

Changes in 
Municipal 
Collection 

Environment

Restructuring 
or Payment 
Arrangements

External 
Information

Sector-
Specific Risk

Other Financial Instruments 

General Approach: Step 2: Determine Stage (Credit Risk Assessment)



01

03

02

Exposure at Default (EAD): How 
much is at risk if the debtor 
defaults?

Represents the total amount owed by the debtor at the reporting date (Rand 
Value) Includes: Outstanding principal and Accrued interest (where applicable). 
For municipalities, this is typically the carrying amount of the receivable or loan.

Exposure at Default (EAD)

Represents the likelihood that the debtor will default over a specific period. 
Expressed as a percentage (e.g. 10%, 40%) Based on: Historical default patterns, 
Current payment behaviour, Forward-looking economic conditions

Probability of Default (PD) 

Represents the portion of the exposure that will not be recovered if default 
occurs. Takes into account: Expected recoveries from the debtor, Collateral or 
security held, Legal recoveries or enforcement actions, Expressed as a 
percentage (e.g. 30%, 60%)

Loss Given Default (LGD) 

Probability of Default (PD): How 
likely is it probability of a debtor 
default?

Loss Given Default (LGD): If the 
debtor defaults, how much will we 
lose?

Other Financial Instruments 

General Approach: Step 3: Estimate Key Inputs

For each debtor (or group of debtors), estimate the following components to calculate expected credit losses:

Document! 



Exposure at 
Default (EAD)

• Identify outstanding principal balance

• Extract balance from debtor listing at reporting 

date

• Add accrued interest, if not already included in 

outstanding balance

• Include interest calculated using effective interest 

rate

• Include additional exposures (if relevant): Fees, 

penalties, or charges due

• Adjust for expected future drawings, where 

relevant for loan commitments or facilities

Probability of 
Default (PD)

Loss Given Default 
(LGD)

Other Financial Instruments 

General Approach: Step 3: Estimate Key Inputs

• Define Default: For example: Default = 90+ days past due or legal action initiated

• Calculate Historical Default Rate: 

 Identify total number (or value) of debtors at start, Identify number (or value) that 

defaulted and  Calculate default percentage

 Formula: PD = Defaults during period / Total population

• Determine PD Based on Stage: 

 Stage 1 (12-month PD):→ Defaults expected within next 12 months

 Stage 2 & 3 (Lifetime PD):→ Defaults expected over entire remaining life

• Adjust for Forward-Looking Information:

 Adjust PD for economic conditions, Payment trends, Policy changes

 Example: 50 defaults out of 1,000 accounts  →   PD = 5%



Probability of 
Default (PD)

Loss Given Default 
(LGD)

Other Financial Instruments 

General Approach: Step 3: Estimate Key Inputs

• Identify defaulted accounts: Based on defined default criteria

• Determine total exposure at default (EAD)

• Calculate recoveries received: Cash collections after default, Legal recoveries

• Estimate future recoveries (if applicable)

• Deduct recovery costs: Legal fees, Collection costs

• LGD = (EAD - Recoveries ) / EAD

• For Example: EAD: R100,000 Recoveries: R30,000

Loss = R70,000



Other Financial Instruments 

General Approach: Step 4: Calculate Expected Credit Loss

Exposure at 
Default

Probability of 
Default

Loss Given 
Default

Calculate Expected Credit Losses:

Apply Based on Stage:
• Stage 1: Use 12-month PD - Only defaults expected in next 12 months
• Stage 2 & 3 : Use lifetime PD - All expected defaults over the remaining life



Other Financial Instruments 
Bank Accounts and Investments 

• A deposit of cash with a bank or similar financial institution is a financial asset because it represents the contractual right of the 
depositor to obtain cash from the institution or to draw a cheque or similar instrument against the balance in favour of a creditor in 
payment of a financial liability.

• AG4.19 requires an entity to  assess whether contractual cash flows are solely payments of principal and interest (SPPI Test) on the 
principal amount outstanding for the currency in which the financial asset is denominated. 

• Where the SPPI test is met, the investments and bank accounts will be classified at amortised cost. 
•
• GRAP 104.5.25 An entity may assume that the credit risk on a financial instrument has not increased significantly since initial recognition 

if the financial instrument is determined to have low credit risk at the reporting date (see Appendix A paragraphs AG5.81 to AG5.83)

• Define what is considered low credit risk and the assessment process in the methodology. 



Other Financial Instruments 
Bank Accounts and Investments 

Extract of Fact Sheet #2 – Revised March 2026



Identification of Bank and 
Investment Accounts:

Compile and maintain a 

complete register of all bank 

accounts, cash equivalents, 

deposits and investment 

instruments, including 

institution details, account 

types, maturity dates, interest 

rates and exposure values.

Credit Quality Assessment of 
Financial Institutions:

Assess the financial stability and 

regulatory standing of each 

financial institution using financial 

statements, credit ratings, 

Prudential Authority information, 

liquidity indicators, market 

reputation and external risk 

assessments.

Expected Credit Loss Indicator 
Assessment:

Identify impairment 

indicators such as credit 

rating downgrades, 

financial distress, restricted 

access to funds, market 

instability or legal disputes 

that may affect 

recoverability. Take into 

account payment history.

Probability of Default and 
Loss Assessment

Estimate the probability of 

default, exposure at default 

and potential loss given 

default to support the 

expected credit loss 

assessment in accordance 

with GRAP 104. Calculate 

expected credit loss 

(general approach) 

Other Financial Instruments 

Bank Accounts and Investments 

Undertaking a credit risk assessment – Amortised Cost 



Other Financial Instruments 
Bank Accounts and Investments 

Extract of Fact Sheet #2 – Revised March 2026
Original Balance 

(before Deducting 
Impairment)

After Impairment



Loan Commitments 

Other Financial Instruments 

Loan Commitment:

A loan commitment is a contractual 
arrangement where one party 

commits to provide a loan or credit 
facility to another party in the 

future, subject to agreed terms and 
conditions.

A loan commitment is a promise 
to lend money.

A loan commitment is not money already lent, it is an obligation to lend.

Examples of Loan Commitments:

• A municipality approves a housing loan facility of R5 million to a housing entity, but 
only R2 million has been drawn at reporting date. Remaining commitment amount is 
R 3 million

• A municipality commits to provide a repayable development loan to a municipal entity 
over a three-year period - The undisbursed portion represents a loan commitment.

Refer to the GRAP 104 Standard, and guidance issued by the ASB should a loan commitment exist within 
the municipality.



Concessionary Loans Payable

Other Financial Instruments 

Concessionary Loan Payable:

A concessionary loan is a loan received at 
terms that are more favourable than market 

terms.
e.g. No interest charged, below market 

related interest, reduced repayment 
requirements

Loan component of concessionary loans 
payable – Liability

Non-exchange revenue – GRAP 23 

Examples of Concessionary Loans Payable:

• Housing loans at reduced interest rates
• Development loans to municipal entities
• Community upliftment funding that is repayable
• Loans to public sector bodies at subsidised rates
• Infrastructure financing at below-market terms

Refer to the GRAP 104 Standard, Fact Sheet #5 and guidance issued by the ASB should concessionary 
loans exist within the municipality.

Most concessionary loans 
payable are likely to be 

measured at amortised cost.  
#Fact Sheet 5

• Recognise at Fair Value less Transaction Costs 
• Amortised cost is calculated as: 

 Amount initially recognised (fair value plus transaction costs) 
 minus Principal repayments
 plus or minus Cumulative amortisation* 

*by applying the effective interest rate (EIR).



TRANSITIONAL 
PROVISIONS



Transitional Provisions
Retrospective Application



Transitional Provisions
Retrospective Application

Retrospective Application in the first year of 
adoption:

Retrospective application means that when a 
municipality applies the revised GRAP 104 for the 
first time, it must assess existing financial 
instruments as though the revised requirements 
had always been applied. 

However, it does not process this adjustment as a 
prior year restatement. 

Determine the effect of applying the revised standard at the beginning of the 
current reporting period and adjusts the opening balances accordingly (i.e. 1 
July 2025)

Calculate the impairment as at 1 July 2025.

Process the impairment adjustment between 30 June 2025 (Previous GRAP 
104 method) and 1 July 2025 (New GRAP 104 Method) as follows, in 2025-26 
FY:

Assume an increase in debt impairment of R 20 million:
Dr : Net Assets: Accumulated Surplus/(Deficit):Opening Balance  (Restates 
CY Opening Balance) – Exclusive of VAT
Dr : Liabilities: Current Liabilities: VAT Payable: Output Tax:  Provision for 
Doubtful Debt Impairment: Opening Balance* - VAT portion
Cr : Assets: Current Assets: Trade and other Receivables from Exchange 
Transactions: Trading Service and Customer Service Debtors: Electricity: 
Impairment: Opening Balance* - Inclusive of VAT

* Note: NT chart does not have the Change in Accounting Policy lines for 
these accounts hence opening balance lines are utilised

Note: No prior year 
restatement in AFS. 
However, Change in 

Accounting Policy note 
to be included



Transitional Provisions
Application of the provisions to Statement of Net Assets

Calculate impairment in 
accordance with revised 
GRAP 104 as at 1 July 

2025 using 30 June 2025 
data  and restate opening 

balance of current 
financial year

*Aligned to the NT mSCOA specimen 2025/26 FY 



ACCOUNTING POLICIES



Review existing accounting 

policies for alignment with 

the revised GRAP 104.

Ensure that accounting 

policies address revised 

GRAP 104 instruments and 

GRAP 108 – Statutory 

Receivables separately.

Describe the basis for recognition, 

measurement (initial and 

subsequent), impairment and 

derecognition (including bad debt 

written off)

Describe how the municipality 

classifies each of its financial 

instruments reported for example: 

Consumer receivables, long term 

receivables, Investments, Bank, 

Borrowings and Payables

Verify that the policies 

complement, and do not 

duplicate, the detailed 

disclosures in the notes.  

Explain application of key 

concepts and significant 

judgements: historical loss 

determination, discounting, 

impairment, forward 

looking considerations, 

credit risk assessment 

Align accounting policies with 

working papers, methodologies, 

and financial statement 

disclosures.

Include application of transitional 

provisions

Review of Accounting Policies
Accounting Policies

Accounting policies should not simply restate the requirements of GRAP 104. They should explain how the municipality 
applies the Standard in practice, including its methodologies, judgements, assumptions, and significant accounting 
estimates.



Accounting Policies

Illustrative Example

Classification of Financial Assets and Financial Liabilities

The classification of financial assets and financial liabilities requires management to exercise judgement in determining the appropriate accounting treatment in
accordance with the requirements of GRAP 104: Financial Instruments. In determining the classification of financial instruments, management considered the contractual
terms of each instrument, the nature of the underlying rights and obligations, and the relevant recognition and measurement requirements of GRAP 104.

The Municipality's financial assets primarily comprise and are measured on the following basis
• Cash and cash equivalents;
• Investments;
• Consumer receivables arising from exchange transactions; and
• Sundry receivables.

Financial liabilities primarily comprise:
• Trade and other payables arising from exchange transactions;
• Borrowings;
• Lease liabilities and

Property rates, service availability charges and traffic fine receivables are recognised and measured in accordance with GRAP 108: Statutory Receivables and are
therefore excluded from the scope of GRAP 104.

Management is satisfied that the classification applied appropriately reflects the substance of the Municipality's financial assets and financial liabilities.



Accounting Policies

Illustrative Example

Classification of Financial Instruments

A financial instrument is recognised when the Municipality becomes a party to the contractual provisions of the instrument. Financial assets are classified according to
the Municipality's management model and the contractual cash flow characteristics of the instrument:
• Amortised cost – financial assets held to collect contractual cash flows that are solely payments of principal and interest on the principal outstanding.
• Fair value – financial assets that are not classified as measured at amortised cost.
• Cost – investments in residual interests that have no quoted market price in an active market and whose fair value cannot be reliably measured.

Financial liabilities are contractual obligations to deliver cash or another financial asset and are measured at amortised cost.

Current year Measurement Basis –
Revised GRAP 104

Prior year Measurement Basis - Old 
GRAP 104

Classification per GRAP 104Class of financial asset

Amortised cost (ECL – general approach)Amortised cost (incurred loss)Amortised costCash and cash equivalents

Amortised cost / Fair value (ECL)Amortised cost / Fair valueAmortised cost / Fair valueInvestments

Amortised cost (ECL – simplified 
approach)

Amortised cost (incurred loss)Amortised costConsumer receivables (exchange)

Amortised cost (ECL)Amortised cost (incurred loss)Amortised costSundry receivables

Current year Measurement Basis –
Revised GRAP 104

Prior year Measurement Basis - Old 
GRAP 104

Classification per GRAP 104Class of financial liability

Amortised costAmortised costAmortised costTrade and other payables (exchange)

Amortised costAmortised costAmortised costBorrowings

Amortised costAmortised costAmortised costLease liabilities



Accounting Policies

Illustrative Example

Initial and Subsequent Measurement

Financial Assets
• Amortised cost: initially measured at fair value plus directly attributable transaction costs (the fair value of short-term receivables is the transaction price where the

initial credit period is no longer than 30 days). Subsequently measured at amortised cost using the effective interest method less any impairment, with interest
recognised on an effective yield basis. All gains, losses, interest and impairment losses are recognised in surplus or deficit.

• Fair value: initially measured at fair value, with directly attributable transaction costs recognised in surplus or deficit. Subsequently measured at fair value, with
unrealised gains or losses recognised directly in equity until the investment is derecognised or impaired, at which point the cumulative gain or loss in equity is
recognised in the Statement of Financial Performance.

Financial Liabilities
• Amortised cost: initially measured at fair value less directly attributable transaction costs (the fair value of short-term payables is the transaction price where the

initial credit period is no longer than 30 days). Subsequently measured at amortised cost using the effective interest method, with interest recognised on an effective
yield basis. All gains, losses and interest are recognised in surplus or deficit.

• Fair value: initially measured at fair value, with directly attributable transaction costs recognised in surplus or deficit. Subsequently measured at fair value, with any
resulting gains or losses recognised in surplus or deficit.



Accounting Policies

Illustrative Example

Key Sources of Estimation Uncertainty

Impairment of Financial Assets (GRAP 104)

The Municipality applies the Expected Credit Loss (ECL) model in accordance with GRAP 104 when assessing impairment of financial assets measured at amortised
cost. The simplified approach is applied to trade receivables and lease receivables, whereby lifetime expected credit losses are recognised from initial recognition until
derecognition.

Expected credit losses are determined using a provision matrix methodology, which incorporates historical payment behaviour, current conditions and reasonable and
supportable forward-looking information.

Management exercises significant judgement in determining the following assumptions:

Grouping of Receivables
Receivables are grouped based on similar credit risk characteristics to ensure that historical payment behaviour is representative of each portfolio.
The Municipality groups financial receivables into categories including Residential consumers, Business consumers, Government Departments, Municipal entities, and
Indigent consumers.

Historical Collection Behaviour
Historical payment profiles are analysed over the previous three financial years to determine expected collection patterns across ageing categories. Historical payment
trends are evaluated to determine the probability that outstanding balances will ultimately be collected.

Ageing Profiles
Receivables are analysed using ageing categories designed to reflect the Municipality's collection experience. Where appropriate, ageing buckets are consolidated to
improve the statistical reliability of the impairment model.



Accounting Policies

Illustrative Example

Impairment of Financial Assets (Continued)

Default
The Municipality considers a financial asset to be in default when it is more than 90 days past due, or when there is evidence that the debtor is unlikely to pay its credit
obligations in full without recourse by the Municipality, such as legal action or a credit-enhancing guarantee.

General Approach
The general approach is applied to cash and cash equivalents and non-current receivables. The loss allowance is determined based on whether there has been a
significant increase in credit risk since initial recognition of the financial asset:
• where credit risk has not increased significantly, the loss allowance is measured at an amount equal to the 12-month expected credit losses; and
• where credit risk has increased significantly, lifetime expected credit losses are recognised.

Credit risk is assumed to have increased significantly when the balance is more than 30 days past due, and is considered not to have increased where credit risk is
assessed as low. A financial asset is in default when it is more than 90 days past due or the debtor is unlikely to pay in full without recourse by the Municipality.

Measurement of Expected Credit Losses
Expected credit losses are a probability-weighted estimate of credit losses, derived from historical payment patterns and adjusted where necessary for current conditions
and reasonable, supportable forward-looking information. Credit losses are measured as the present value of all cash shortfalls and are discounted using the effective
interest rate of the financial asset.

Align to municipal policy 



Accounting Policies

Illustrative Example

Discounting of Expected Cash Flows

Where expected cash flows are expected to be recovered over an extended period, the Municipality assesses whether discounting is required to determine the present
value of expected recoveries. Where the effect of the time value of money is material, expected future cash flows are discounted using the original effective interest rate
or an appropriate market-related discount rate, as required by GRAP 104.

Although interest is charged on overdue consumer accounts at the approved municipal interest rate, management assessed the effect of discounting and concluded
that the impact on the impairment allowance was not material. Accordingly, expected credit losses were not discounted to present value.

OR

Management concluded that the timing of expected future cash flows has a material effect on the measurement of expected credit losses. Accordingly, the estimated
future cash flows were discounted to present value using the original effective interest rate applicable to the financial assets, resulting in a present value adjustment to
the impairment allowance.



Accounting Policies

Illustrative Example

Key Sources of Estimation Uncertainty

Probability of Default
Expected credit losses are determined using historical default and collection experience. Management estimates the probability that receivables within each ageing
category will not be recovered, taking into account historical payment behaviour and collection trends.

Forward-looking Information
In accordance with GRAP 104, historical loss experience is adjusted where appropriate to reflect current conditions and reasonable and supportable forecasts of future
economic conditions. Management considered macroeconomic indicators including: Unemployment rates; Prime lending rate; Inflation trends and Other municipality-
specific factors affecting recoverability.

Based on the analysis performed, management concluded that these factors did/ did not materially affect expected future collections beyond the historical payment
behaviour already reflected in the model. Accordingly, no material adjustment was made to the historical expected credit loss rates.



Accounting Policies

Illustrative Example

Write-offs and Derecognition

Write-offs
The gross carrying amount of a financial asset is written off when the Municipality has no reasonable expectation of recovering the outstanding balance and the Council
has approved the write-off. The carrying amount of receivables is reduced through an allowance account, with no bad debt written off being recognised in surplus or
deficit.

Derecognition
• Financial assets: the Municipality derecognises a financial asset only when the contractual rights to the cash flows from the asset expire, are cancelled or waived,

or when it transfers the asset and substantially all the risks and rewards of ownership to another entity. Any resulting gain or loss is recognised in surplus or deficit.
• Financial liabilities: the Municipality derecognises a financial liability when, and only when, its obligations are discharged, cancelled or expire. Any resulting gain or

loss is recognised in surplus or deficit.



Accounting Policies

Illustrative Example

Transition to the Revised GRAP 104: Financial Instruments

The Municipality adopted the revised GRAP 104: Financial Instruments during the current financial year. The most significant change relates to the implementation of the
Expected Credit Loss (ECL) model for financial assets measured at amortised cost for the municipality.

The Municipality reviewed the classification and measurement of its financial assets and financial liabilities and implemented an impairment methodology based on
historical collection trends, debtor segmentation, ageing profiles and reasonable and supportable forward-looking information.

The adoption of the revised Standard resulted in updated accounting policies, enhanced impairment methodologies and additional disclosures.

The adoption of the revised GRAP 104 resulted in an increase in the impairment allowance on financial assets of R8.6 million, with a corresponding reduction in opening
accumulated surplus as at 1 July 2025.

The adjustment primarily relates to the application of the Expected Credit Loss model to trade and other exchange receivables.

OR

The adoption of the revised GRAP 104 did not result in a material adjustment to the carrying amounts of the Municipality's financial assets or financial liabilities. The
primary impact of the revised Standard relates to enhancements in the impairment methodology and expanded financial statement disclosures.



DISCLOSURES (GRAP 
104 R and GRAP 3) 



Categories
Carrying amounts

Revenue & expenses 
Measurement basis

Significance

Credit Risk Considerations 
Impairment method

Provision matrix
Reconciliation

Ageing

Credit Risk / ECL Considerations

Interest rates
Sensitivity analysis

Price risk

Market Risk

Maturity analysis
Cash flows

Liquidity management

Judgements

Maturity analysis
Cash flows

Liquidity management

Liquidity Risk

FINANCIAL 
INTSRUMENTS

AFS 
DISCLOSURE 

NOTE

Disclosures – GRAP 104 R and GRAP 3
Overview of Disclosure Requirements

01

02

03

04

05

Change in Accounting Policy Note. 
Include Retrospective application and 

transitional provisions 

Refer to the NT mSCOA
Specimen and GRAP 104 
Standards for complete  

disclosure requirements



*Aligned to the NT mSCOA specimen 2025/26 FY 

Disclosures – GRAP 104 R and GRAP 3
Disclosure Requirements: Illustrative Example

Cash and Cash equivalents:

List each bank 
account separately 



*Aligned to the NT mSCOA specimen 2025/26 FY 

Disclosures – GRAP 104 R and GRAP 3
Disclosure Requirements: Illustrative Example

5.3.4 Impairment Reconciliation of Trading Service and Consumer Service Debtors 



*Aligned to the NT mSCOA specimen 2025/26 FY 

Disclosures – GRAP 104 R and GRAP 3
Disclosure Requirements: Illustrative Example

5.3.4 Trading Service and Consumer Services Debtors Impairment

Aging is disclosed for 
both gross and 

impairment 



*Aligned to the NT mSCOA specimen 2025/26 FY 

Disclosures – GRAP 104 R and GRAP 3
Disclosure Requirements: Illustrative Example

84. Change in Accounting Policy

The Municipality adopted the revised GRAP 104 on 1 July 2025. Comparative information was not restated in accordance with the 
transitional provisions. Differences between previous carrying amounts and revised carrying amounts were recognised in opening 
accumulated surplus on 1 July 2025. (Note: NT Specimen has more background detail which can be utilised)



GRAP 104 – Financial Instruments
Disclosure Requirements: Illustrative Example

3. Credit Risk

Credit risk is the risk that a debtor or counterparty will fail to meet its contractual obligations, resulting in a financial loss to the Municipality. 
Credit risk arises primarily from consumer debtors, trade and other receivables arising from exchange transactions, loans receivable, 
investments and deposits with financial institutions.

The Municipality manages credit risk through the implementation of approved Credit Control and Debt Collection Policies, ongoing monitoring 
of debtor balances, enforcement of collection procedures and the application of indigent support programmes in accordance with applicable 
legislation and municipal policies. Credit risk is monitored continuously, with particular emphasis on debtor ageing, historical payment 
behaviour and recovery trends.The Municipality applies the Expected Credit Loss (ECL) model in accordance with GRAP 104. 

Consumer debtors and trade receivables are measured using the simplified approach, whereby lifetime expected credit losses are recognised
from initial recognition until derecognition. Expected credit losses are determined using a provision matrix based on historical collection 
experience, ageing profiles, debtor groupings and reasonable and supportable forward-looking information.

Receivables are grouped according to similar credit risk characteristics, including debtor type (such as residential, business, government and 
other debtors), payment behaviour and other relevant risk factors, to ensure that impairment estimates appropriately reflect the credit risk of 
each portfolio.Loans receivable and other long-term financial assets are assessed individually or collectively, depending on the nature and 
significance of the balances. 



GRAP 104 – Financial Instruments
Disclosure Requirements: Illustrative Example

3. Credit Risk

A financial asset is considered to be in default where there is objective evidence that the debtor is unlikely to settle its contractual obligations 
in full, or where contractual payments are significantly past due in accordance with the Municipality's credit control practices. Indicators of 
increased credit risk include deteriorating payment behaviour, extended delays in settlement and adverse changes in the financial position of 
the debtor.

Forward-looking information, including macroeconomic indicators such as unemployment, inflation and interest rates, is considered when 
measuring expected credit losses. Where management concludes that these factors do not materially affect expected collections beyond 
historical trends, no adjustment is made to the historical loss rates. Cash deposits and investments are placed only with reputable South 
African financial institutions to minimise exposure to default risk.

The Municipality considers these balances to have low credit risk.The maximum exposure to credit risk at the reporting date is represented by 
the carrying amounts of the financial assets recognised in the Statement of Financial Position. Due to the diversified nature of its debtor base, 
the Municipality does not consider there to be a significant concentration of credit risk. 



GRAP 104 – Financial Instruments
Disclosure Requirements: Illustrative Example

3. Credit Risk Exposure: Provision Matrix

. 
Loss AllowanceTotal Gross Carrying ValueOtherGovernmentBusinessResidentialAgeing

130260001200410082001250030 days

3002000090032006100980060 days

7501500050021004800760090 days

165011000400140034005800120 days

18200260008002800820014200120+ days

21030980003800136003070049900Total

*Aligned to the NT mSCOA specimen 2025/26 FY 

May include weighted average rate for ECL, but not a requirement



GRAP 104 – Financial Instruments
Disclosure Requirements: Illustrative Example

9. Liquidity Risk

Liquidity risk is the risk that the municipality will be unable to meet its financial obligations as they fall due. This risk arises from the timing 
mismatch between cash inflows from revenue collection and cash outflows required to settle liabilities.

The municipality manages liquidity risk through maintaining adequate cash reserves, regular cash flow forecasting, and continuous monitoring 
of cash inflows and outflows. Budgetary controls and expenditure management processes are also implemented to ensure that sufficient 
liquidity is maintained throughout the financial period.

The municipality also ensures access to funding through available borrowing facilities, where necessary, and monitors compliance with 
legislative and policy requirements governing borrowing and cash management.

Maturity Analysis of Financial Liabilities
The table below summarises the maturity profile of the municipality’s financial liabilities based on contractual undiscounted cash flows:



GRAP 104 – Financial Instruments
Disclosure Requirements: Illustrative Example

10. Market Risk

Market risk is the risk that the fair value or future cash flows of financial instruments will fluctuate due to changes in market variables, such as 
interest rates, foreign exchange rates, or other price risks.

The municipality is primarily exposed to interest rate risk arising from borrowings with variable interest rates. Changes in interest rates may 
impact future cash flows and finance costs.

The municipality manages interest rate risk by monitoring market conditions and, where appropriate, considering fixed versus variable rate 
borrowing structures.

No significant exposure to foreign currency risk exists, as the municipality’s transactions are predominantly denominated in South African 
Rand. Similarly, the municipality does not have material exposure to other price risks, such as equity or commodity price risk.

The Municipality is not exposed to material market risks requiring sensitivity analysis. The Municipality's primary financial risk relates to credit 
risk arising from consumer receivables and liquidity risk associated with the settlement of financial liabilities.

Sensitivity analyses are required only for material exposures to market risk (variable 
interest rate borrowings / investments . Market risk comprises interest rate risk, 
currency risk and other price risk. Where the Municipality has no material exposure to 
a particular market risk, a sensitivity analysis is not required.



GRAP 104 – Financial Instruments
Disclosure Requirements: Illustrative Example

11. Market Risk

The preparation of the financial statements requires management to make judgements, estimates, and assumptions that affect the reported 
amounts of financial instruments and related disclosures.

Key areas of judgement and estimation include: 
• Determining when a financial asset is considered to be in default, based on both quantitative indicators (such as days past due) and 

qualitative factors (such as evidence of financial distress)
• Assessing whether there has been a significant increase in credit risk since initial recognition for financial assets subject to the general 

approach
• Determining appropriate groupings of receivables for collective assessment of expected credit losses
• Selecting and applying forward-looking information, including macroeconomic factors and policy impacts, in the estimation of expected 

credit losses
• Estimating loss rates, recovery rates, and the timing of future cash flows used in the expected credit loss model

These estimates and assumptions are based on the best available information at the reporting date and are reviewed regularly to ensure that 
they remain appropriate. Changes in these estimates are recognised prospectively in surplus or deficit.



*Aligned to the NT mSCOA specimen 2025/26 FY 

Disclosures – GRAP 104 R and GRAP 3
Overview of Disclosure Requirements

List each 
instrument 

disclosed - Ensure 
that these amounts 

do not include 
GRAP 25 items as 
well as Statutory 

Receivables 



MATERIALITY



Documentation
Document all materiality assessments, including conclusions where requirements such as discounting, sensitivity analyses or 

additional disclosures are considered not material, to support management's professional judgement and audit evidence.

Professional Judgement

Materiality
Considerations in applying materiality considerations

Measurement

Assess whether financial instruments and related disclosures are material to the financial statements before applying detailed 

measurement and disclosure requirements.

Evaluate whether impairment, discounting, fair value measurements and expected credit losses have a material impact on the 

carrying amounts of financial assets and financial liabilities.

Disclosures
Tailor accounting policies and note disclosures to material financial instruments, significant judgements and key estimation 

uncertainties, avoiding unnecessary boilerplate information.



ANY QUESTIONS

THANK YOU
All the best for 25-26 Financial Statements Preparation


