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• National Treasury issued several position papers in Nov 2016 to provide guidance 

on mSCOA related issues 

• These position papers have been reviewed recently  and with the exception of the 

Debt Impairment and Write Off position paper, these position papers have been 

retired due to subsequent chart version changes

• The Debt Impairment and Write Off paper was updated position paper and 

released on the National Treasury website on 28 September 2020. 

• It should be noted that although these have been e retired position papers are still 

available on the National Treasury website but must only be used for historical 

purposes and are not relevant anymore. 

• The link  to the position paper is:

http://mfma.treasury.gov.za/RegulationsandGazettes/MunicipalRegulationsOnAStanda

rdChartOfAccountsFinal/Pages/default.aspx

Background
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The objective of the position paper is to achieve the following:

• Recognition, measurement and disclosure of revenue and receivables in a 

consistent and transparent manner 

• A standard approach in the accounting treatment in order to ensure a 

uniform classification of transactions. 

• Improving the integrity of information collected and reported both internally 

and externally. 

• Consistent accounting treatment also assists decision makers in the tariff 

setting process, allocation of external funding, and the monitoring of 

performance. 

Objective of the Position Paper



Legislation & Regulations - GRAP 
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Paragraph .57 of GRAP 104 (2019) states the following with regard to the 

impairment and collectability of a financial asset or a group of financial 

assets (being accounts receivable): 

“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.” 



Legislation & Regulations - GRAP 
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Paragraph .17 of GRAP 108 (2019) states the following with regard to 

impairment losses: 

“An entity shall assess at each reporting date whether there is an 

indication that a statutory receivable, or a group of statutory 

receivables, may be impaired. If any such indication exists, the entity 

shall apply paragraphs .22 - .29 



Legislation & Regulations – Circular 71
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Collection Rate: 

• The ratio indicates the collection rate, i.e. level of payments 

• It measures increases or decreases in debtors relative to annual billed revenue 

• To determine the real collection rate bad debts written-off is considered

• The norm is 95 per cent

• Assessing the collection ratio will provide an indication of the performance 

against a number of areas, for example 

 Quality of Credit Control – ensuring what is billed is collected 

 Quality of Revenue Management – the ability to determine affordable tariffs 

and bill correctly. 



Legislation & Regulations – Circular 71
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Bad Debt Written-off as a percentage of Bad Debt Provision: 

• The norm is 100 per cent. 

• A municipality should only write-off debt already provided for 

• Results of less than 100 per cent should ideally be due to recoverability 

of debtors. 

• Results of above 100 per cent indicates that a municipality had not 

previously identified the debtors having the potential of defaults

• The later indicates weaknesses in the calculation of the provision for bad 

debt, the methodology used and/or poor credit processes.
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Although most municipalities use impairment allowances in terms of GRAP 

104 on Financial Instruments and GRAP 108 on Statutory Receivables there 

is an inconsistent approach to the actual write-off of debt approved by 

Council:

 some municipalities reflect the write-off against the allowance account (i.e. in the 

Statement of Financial Position) while 

 others recognise a debt write-off expense in the Statement of Financial 

Performance.

In the context of mSCOA a standard approach in the accounting treatment is 
preferable in order to ensure a uniform classification of transactions. Thus 
improving the integrity of information collected and reported both internally 
and externally. Consistent application also assists decision makers in the 
tariff setting process, allocation of external funding, and the monitoring of 
performance. 

Problem Statement
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Municipalities must recognise all debt write-offs 

in the Statement of Financial Performance and 

not against the accumulated debt impairment account (or allowance).

mSCOA Position – Debt Write Off

Dr Bad debts written off (PER) 1 000 000

Cr Accounts receivable- exchange (POS) 1 000 000

Recognition of amounts written off via council resolution
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The impairment assessment, in terms of GRAP 104 and 108, should be conducted on 

an annual basis taking all debt written-off into account.

The assessment is therefore conducted on the remaining debtors and not those that 

are no longer recoverable.

mSCOA Position – Debt Impairment

An increase is recognized as an “impairment loss” and a decrease as “reversal of 

impairment loss”. 

Dr Impairment loss/gain (PER) 2 500 000

Cr Impairment allowance (POS) 2 500 000

Recognition of impairment
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The following example illustrates the application of the position paper:

Year 1: Revenue of R10 million is earned from the sale of water, R5 million is 

collected and R2 million impairment losses are assessed against the year-end 

balance. 

Year 2: Revenue of R15 million is earned, R7.5 million is collected and R6 million is 

written off by council and R2.5 million impairment losses are assessed against the 

year-end balance 

Illustrative accounting entries 
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Year end X1 Dr Cr 

Dr Accounts receivable- exchange 10 000 000 ` 

Cr Revenue from exchange transactions (water) 10 000 000 

Recognition of revenue from sales 

Dr Bank 5 000 000 

Cr Accounts receivable- exchange 5 000 000 

Recognition of amounts received from consumers 

Dr Impairment loss/gain (PER) 2 000 000 

Cr Impairment allowance (POS) 2 000 000 

Illustrative accounting entries 
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Year end X2 

Dr Accounts receivable- exchange 15 000 000 

Cr Revenue from exchange transactions (water) 15 000 000 

Recognition of revenue from sales 

Dr Bank 7 500 000 

Cr Accounts receivable- exchange 7 500 000 

Recognition of amounts received from consumers 

Dr Bad debts written off (PER) 6 000 000 

Cr Accounts receivable- exchange (POS) 6 000 000 

Recognition of amounts written off via council resolution 

Dr Impairment loss/gain (PER) 2 500 000 

Cr Impairment allowance (POS) 2 500 000 

Illustrative accounting entries 
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Available accounts for the impairment of debt 

The impairment assessment, in terms of GRAP 104 and 108, should be 

conducted on an annual basis taking all debt written-off into account. 

Separate accounts are available within mSCOA for a municipality to 

recognise an increase and/or decrease in the impairment of debt per 

selected debt type. 

An increase is recognised as an “impairment loss” and a decrease as 

“reversal of impairment loss”. These accounts are available under “gains and 

losses” in mSCOA. 

Budgeting for Impairment in mSCOA



Available Accounts in mSCOA Charts
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Available Accounts in mSCOA Charts
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Available Accounts in mSCOA Charts
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Available Accounts in mSCOA Charts
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mSCOA Budget for impairment 
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4. Based on historical trends Council budgets to impair R 15 000 000 Electricity

debts for the Trade and other receivables irrecoverable for Electricity charges.

Segment Debit Credit

Project Default Default

Function Function: Energy Sources: Core 

Function: Electricity

Function: Energy Sources: Core Function: 

Electricity

Item Gains and Losses: Impairment Loss: 

Trade and Other Receivables from 

Exchange Transactions:

Electricity

Assets:Current Assets: Trade and other 

Receivables from Exchange Transactions: 

Trading Service and Customer Service 

Debtors: Electricity: Impairment: 

Recognised

Funding Fund:Non-Funding Fund:Non-Funding

Region All Wards/per ward All Wards/per ward

Costing Default Default

Amount R15 000 000 R15 000 000

Schedules A4 A6



mSCOA Budget for Debt Write Off
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3 . The Municipal Council budget to write off R5 000 000 of Electricity irrecoverable debts.

Segment Debit Credit

Project Municipal running Costs Municipal running Costs

Function Function: Energy Sources: Core 

Function: Electricity

Function: Energy Sources: Core Function: 

Electricity

Item Expenditure:

Bad Debts Written Off

Assets: Current Assets: Trade and other 

Receivables from Exchange Transactions: 

Trading Service and Customer Service 

Debtors: Electricity: Debt Write-off

Funding Fund:Non-Funding Fund:Non-Funding

Region Several wards Several wards

Costing Default Default

Amount R5 000 000 R5 000 000

Schedule A4 A6



THANK YOU

For additional information on national and 

provincial budgets, please visit our new budget 

data portal: https://vulekamali.gov.za

For information on local government finances, 

please visit: https://municipalmoney.gov.za


