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Chapter 4:  Annual  Financial  Statements

1. Presentation of Annual Financial 
Statements
The annual financial statements have been prepared in 
accordance with the Standards of Generally Recognised 
Accounting Practice (GRAP), issued by the Accounting 
Standards Board in accordance with Section 91(1) of the 
Public Finance Management Act (PFMA).

These annual financial statements have been prepared on 
an accrual basis of accounting and are in accordance with 
historical cost convention as the basis of measurement, 
unless specified otherwise. They are presented in South 
African Rand.

A summary of the significant accounting policies, which 
have been consistently applied in the preparation of 
these annual financial statements, are disclosed below.

These accounting policies are consistent with the 
previous period.

1.1 Going concern assumption
These annual financial statements have been prepared 
based on the expectation that the entity will continue to 
operate as a going concern for at least the next 12 months.

1.2 Materiality
Material omissions or misstatements of items are 
material if they could, individually or collectively, 
influence the decisions or assessments of users made on 
the basis of the financial statements. Materiality depends 
on the nature or size of the omission or misstatement 
judged in the surrounding circumstances. The nature 
or size of the information item, or a combination of both, 
could be the determining factor.

Assessing whether an omission or misstatement could 
influence decisions of users, and so be material, requires 
consideration of the characteristics of those users. The 
Framework for the Preparation and Presentation of 
Financial Statements states that users are assumed 
to have a reasonable knowledge of government, its 
activities, accounting and a willingness to study the 
information with reasonable diligence. Therefore, the 
assessment takes into account how users with such 
attributes could reasonably be expected to be influenced 
in making and evaluating decisions.

1.3 Significant judgements and sources of estimation 
uncertainty
In preparing the annual financial statements, 
management is required to make estimates and 
assumptions that affect the amounts represented in the 
annual financial statements and related disclosures. Use 
of available information and the application of judgement 
are inherent in the formation of estimates. Actual results 
in the future could differ from these estimates which 
may be material to the annual financial statements. 
Significant judgements include:

Trade receivables
The entity assesses its trade receivables for impairment 
at the end of each reporting period. In determining 
whether an impairment loss should be recorded in 
surplus or deficit, management makes judgements 
as to whether there is observable data indicating a 
measurable decrease in the estimated future cash flows 
from a financial asset.

Fair value estimation
The carrying value less impairment provision of trade 
receivables and payables are assumed to approximate 
their fair values due to the short-term nature of these 
assets and liabilities.

Provisions
Provisions were raised and management determined an 
estimate based on the information available and current 
applicable internal policies.

1.4 Property, plant and equipment
Property, plant and equipment are tangible non-current 
assets (including infrastructure assets) that are held 
for use in the production or supply of goods or services, 
rental to others, or for administrative purposes, and are 
expected to be used during more than one period.

The cost of an item of property, plant and equipment is 
recognised as an asset when:

• it is probable that future economic benefits or 
service potential associated with the item will flow 
to the entity; and

• the cost of the item can be measured reliably.

Property, plant and equipment are initially measured 
at cost.

The cost of an item of property, plant and equipment is 
the purchase price and other costs attributable to bring 
the asset to the location and condition necessary for it 
to be capable of operating in the manner intended by 
management. Trade discounts and rebates are deducted 
in arriving at the cost.

Recognition of costs in the carrying amount of an item of 
property, plant and equipment ceases when the item is in 
the location and condition necessary for it to be capable 
of operating in the manner intended by management.

Property, plant and equipment are carried at cost less 
accumulated depreciation and any impairment losses 
except for land and buildings which is carried at revalued 
amount, being the fair value at the date of revaluation 
less any subsequent accumulated depreciation and 
subsequent accumulated impairment losses.
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Revaluations are made with sufficient regularity such 
that the carrying amount does not differ materially from 
that which would be determined using fair value at the 
end of the reporting period.

When an item of property, plant and equipment is 
revalued, any accumulated depreciation at the date of 
the revaluation is eliminated against the gross carrying 
amount of the asset and the net amount restated to the 
revalued amount of the asset.

Any increase in an asset’s carrying amount, as a result 
of a revaluation, is credited directly to a revaluation 
reserve. The increase is recognised in surplus or deficit to 
the extent that it reverses a revaluation decrease of the 
same asset previously recognised in surplus or deficit.

Any decrease in an asset’s carrying amount, as a result 
of a revaluation, is recognised in surplus or deficit in 
the current period. The decrease is debited directly 
to a revaluation reserve to the extent of any credit 
balance existing in the revaluation reserve in respect 
of that asset.

The revaluation reserve related to a specific item of 
property, plant and equipment is transferred directly to 
the general reserve fund when the asset is derecognised.

Property, plant and equipment are depreciated on the 
straight-line basis over their expected useful lives to 
their estimated residual value.

The useful lives of items of property, plant and equipment 
have been assessed as follows:

Item
Depreciation 
method

Average useful 
life

Buildings Straight-line 50 years

Computer 
equipment Straight-line 3 – 7 years

Furniture and 
fixtures Straight-line 3 – 20 years

Motor vehicles Straight-line 5 years

Technical 
equipment Straight-line 3 – 20 years

Costs associated with maintaining computer software 
programmes are recognised as an expense as 
incurred. Minor assets of R5 000 or less are charged 
to the Statement of Financial Performance in full as 
expenditure in the year.

Each part of an item of property, plant and equipment 
with a cost that is significant in relation to the total cost 
of the item is depreciated separately.

The entity assesses at each reporting date whether 
there is any indication that the entity’s expectations 
about the residual value and the useful life of an asset 
have changed since the preceding reporting date. If any 
such indication exists, the entity revises the expected 
useful life and/or residual value accordingly. The change 
is accounted for as a change in an accounting estimate.

The depreciation charge for each period is recognised in 
surplus or deficit.

Items of property, plant and equipment are derecognised 
when the asset is disposed of or when there are no 
further economic benefits or service potential expected 
from the use of the asset.

The gain or loss arising from the derecognition of an 
item of property, plant and equipment is included in 
surplus or deficit when the item is derecognised. The 
gain or loss arising from the derecognition of an item 
of property, plant and equipment is determined as the 
difference between the net disposal proceeds, if any, and 
the carrying amount of the item.

1.5 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.

A financial instrument is classified as measured at 
amortised cost or fair value.

The amortised cost of a financial asset or financial 
liability is the amount at which the financial asset or 
financial liability is measured at initial recognition minus 
principal repayments, plus or minus the cumulative 
amortisation using the effective interest method of any 
difference between that initial amount and the maturity 
amount, and minus any reduction (directly or through 
the use of an allowance account) for impairment or 
uncollectibility.

Derecognition is the removal of a previously recognised 
financial asset or financial liability from an entity’s 
Statement of Financial Position.

Fair value is the amount for which an asset could be 
exchanged, or a liability settled, between knowledgeable 
willing parties in an arm’s length transaction.

Financial instruments at amortised cost are non-
derivative financial assets or non-derivative financial 
liabilities that have fixed or determinable payments, 
excluding those instruments that:

• the entity designates at fair value at initial 
recognition; or

• are held for trading.
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Short-term employee benefits
Short-term employee benefits are employee benefits 
(other than termination benefits) that are due to be 
settled within 12 months after the end of the period in 
which the employees render the related service.

• wages and salaries;

• short-term compensated absences (such as paid 
annual leave) where the compensation for the 
absences is due to be settled within 12 months 
after the end of the reporting period in which the 
employees render the related employee service; and

• bonus and performance-related payments payable 
within 12 months after the end of the reporting 
period in which the employees render the related 
service.

The entity recognises the expected cost of bonus and 
performance-related payments when the entity has a 
present legal or constructive obligation to make such 
payments as a result of past events and a reliable estimate 
of the obligation can be made. A present obligation exists 
when the entity has no realistic alternative but to make 
the payments.

Long-term benefits
The entity has an obligation to provide long-term service 
benefits to all employees appointed prior to 1997. 
According to the long service award policy, which the 
Board institutes and operates, permanent employees 
are entitled to a long service award after completion of 
a continuous period of 20, 30 and 40 years.

1.8 Provisions and contingencies
Provisions are recognised when:

• the entity has a present obligation as a result of a 
past event;

• it is probable that an outflow of resources embodying 
economic benefits or service potential will be 
required to settle the obligation; and

• a reliable estimate can be made of the obligation.

The amount of a provision is the best estimate of the 
expenditure expected to be required to settle the present 
obligation at the reporting date.

Provisions are reviewed at each reporting date and 
adjusted to reflect the current best estimate. Provisions 
are reversed if it is no longer probable that an outflow 
of resources embodying economic benefits or service 
potential will be required, to settle the obligation.

Classification
The entity has the following types of financial assets 
(classes and category) as reflected on the face of the 
Statement of Financial Position or in the notes thereto:

Class Category

Cash and cash equivalents Financial asset measured at 
fair value

Investments Financial asset measured at 
amortised cost

Trade and other receivables Financial asset measured at 
amortised cost

The entity has the following types of financial liabilities 
(classes and category) as reflected on the face of the 
Statement of Financial Position or in the notes thereto:

Class Category

Trade and other payables Financial liability measured 
at amortised cost

1.6 Leases
A lease is classified as a finance lease if it transfers 
substantially all the risks and rewards incidental to 
ownership. A lease is classified as an operating lease if it 
does not transfer substantially all the risks and rewards 
incidental to ownership.

When a lease includes both land and building elements, 
the entity assesses the classification of each element 
separately.

Operating leases – lessee
Operating lease payments are recognised as an expense 
on a straight-line basis over the lease term. The difference 
between the amounts recognised as an expense and the 
contractual payments are recognised as an operating 
lease asset or liability.

1.7 Employee benefits
Employee benefits are all forms of consideration given 
by an entity in exchange for services rendered by 
employees.

A constructive obligation is an obligation that derives 
from an entity’s actions whereby an established pattern 
of past practice, published policies or a sufficiently 
specific current statement, the entity has indicated to 
other parties that it will accept certain responsibilities 
and as a result, the entity has created a valid expectation 
on the part of those other parties that it will discharge 
those responsibilities.

Accounting Policies (continued)
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1.11 Investment income
Investment income is recognised on a time-proportion 
basis using the effective interest method.

1.12 Borrowing costs
Borrowing costs are interest and other expenses 
incurred by an entity in connection with the borrowing 
of funds.

Borrowing costs are recognised as an expense in the 
period in which they are incurred.

1.13 Reserves

Self-insurance reserve
A self-insurance reserve was established to manage the 
uninsured risks of the PPECB. The reserve covers 20% of 
uninsured movable assets (laptops and tablets) as well 
as technical equipment carried by inspectors and also 
provides for potential indemnity claims.

Asset replacement reserve
The PPECB is a non-profitable entity. It has significant 
investment in technical equipment. This reserve was 
established to provide for the replacement of technical 
equipment of the laboratory, without placing reliance on 
excessive levy increases.

Revaluation reserve
This reserve was established due to surpluses that were 
generated on the revaluation of land and buildings.

General reserve fund
The general reserve fund is maintained to protect the 
PPECB’s operating capacity by funding non-recurring 
or unforeseen needs, including severe weather or other 
natural disasters and unexpected obligations after the 
budget process has occurred, or opportunities to achieve 
cost savings.

1.14 Fruitless and wasteful expenditure
Fruitless expenditure means expenditure which was 
made in vain and could have been avoided had reasonable 
care been exercised.

All expenditure relating to fruitless and wasteful 
expenditure is recognised as an expense in the 
Statement of Financial Performance in the year that the 
expenditure was incurred. The expenditure is classified 
in accordance with the nature of the expense, and where 
recovered, it is subsequently accounted for as revenue 
in the Statement of Financial Performance.

1.9 Commitments
Items are classified as commitments when an entity 
has committed itself to future transactions that will 
normally result in the outflow of cash.

Disclosures are required in respect of unrecognised 
contractual commitments.

Commitments for which disclosure is necessary to 
achieve a fair presentation should be disclosed in a note 
to the financial statements, if both the following criteria 
are met:

• contracts should be non-cancellable or only 
cancellable at significant cost (e.g. contracts for 
computer or building maintenance services); and

• contracts should relate to something other than 
the routine, steady, state business of the entity 
– therefore salary commitments relating to 
employment contracts or social security benefit 
commitments are excluded.

1.10 Revenue recognition
Revenue is the gross inflow of economic benefits or 
service potential during the reporting period when those 
inflows result in an increase in net assets.

Fair value is the amount for which an asset could be 
exchanged, or a liability settled, between knowledgeable, 
willing parties in an arm’s length transaction.

Measurement
Revenue is measured at the fair value of the consideration 
received or receivable.

Rendering of services
When the outcome of a transaction involving the 
rendering of services can be estimated reliably, revenue 
associated with the transaction is recognised by 
reference to the stage of completion of the transaction 
at the reporting date. The outcome of a transaction can 
be estimated reliably when all the following conditions 
are satisfied:

• the amount of revenue can be measured reliably;

• it is probable that the economic benefits or service 
potential associated with the transaction will flow 
to the entity;

• the stage of completion of the transaction at the 
reporting date can be measured reliably; and

• the costs incurred for the transaction and the costs to 
complete the transaction can be measured reliably.
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entity or person in the same circumstances and terms and 
conditions are within the normal operating parameters 
established by that reporting entity’s legal mandate.

Where the entity is exempt from the disclosures in 
accordance with the above, the entity discloses narrative 
information about the nature of the transactions and 
the related outstanding balances, to enable users of 
the entity’s financial statements to understand the 
effect of related party transactions on its annual 
financial statements.

The entity operates in an economic sector currently 
dominated by entities directly or indirectly owned by 
the South African Government. As a consequence of 
the constitutional independence of the three spheres 
of government in South Africa, only entities within the 
national sphere of government are considered to be 
related parties.

1.18 Events after reporting date
Events after reporting date are those events, both 
favourable and unfavourable, that occur between 
the reporting date and the date when the financial 
statements are authorised for issue. Two types of events 
can be identified:

• those that provide evidence of conditions that 
existed at the reporting date (adjusting events after 
the reporting date); and

• those that are indicative of conditions that arose 
after the reporting date (non-adjusting events after 
the reporting date).

The entity will adjust the amount recognised in the 
financial statements to reflect adjusting events after the 
reporting date once the event occurred.

The entity will disclose the nature of the event and an 
estimate of its financial effect or a statement that such 
estimate cannot be made in respect of all material non-
adjusting events, where non-disclosure could influence 
the economic decisions of users taken on the basis of the 
financial statements.

1.19 Tax
In terms of the Income Tax Act, the PPECB is not 
subject to normal taxation. No provision has been made 
for taxation.

1.15 Irregular expenditure
Irregular expenditure is expenditure that is contrary 
to the PFMA and is in contravention of any legislation. 
Irregular expenditure excludes unauthorised 
expenditure. All expenditure relating to irregular 
expenditure is recognised as an expense in the 
Statement of Financial Performance in the year that 
expenditure was incurred. Expenditure is classified in 
accordance with the nature of the expense, and where 
recovered, it is subsequently accounted for as revenue 
in the Statement of Financial Performance.

1.16 Budget information
The entity is subject to budgetary limits in the form of 
appropriations or budget authorisations (or equivalent), 
which is given effect through authorising legislation, 
appropriation or similar.

General purpose financial reporting by the entity shall 
provide information on whether resources were obtained 
and used in accordance with the legally adopted budget.

The approved budget is prepared on an accrual basis 
and presented by functional classification linked to 
performance outcome objectives.

The approved budget covers the fiscal period from 
01/04/2020 to 31/03/2021.

The annual financial statements and the budget are on 
the same basis of accounting, therefore a comparison 
with the budgeted amounts for the reporting period have 
been included in the Statement of Comparison of Budget 
and Actual Amounts.

1.17 Related parties
A related party is a person or an entity with the ability 
to control or jointly control the other party, or exercise 
significant influence over the other party, or vice versa, 
or an entity that is subject to common control, or 
joint control.

A related party transaction is a transfer of resources, 
services or obligations between the reporting entity and 
a related party, regardless of whether a price is charged.

The entity is exempt from disclosure requirements in 
relation to related party transactions if that transaction 
occurs within normal supplier and/or client/recipient 
relationships on terms and conditions no more or less 
favourable than those which it is reasonable to expect 
the entity to have adopted if dealing with that individual 
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