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ACCOUNTING POLICY FOR JOHN TAOLO GAETSEWE DISTRICT MUNICIPALITY

g P Q Mogatle
1. BASIS OF PREPARATION
Speaker:

The annual! financial statements have been prepared on an accrual basis of accounting
and are in accordance with historical cost convention unless specified otherwise.

The annual financial statements have been prepared in accordance with the effective
Standards of Generally Recognised Accounting Practice (GRAP), Including any
interpretations and directives issued by the Accounting Standards Board.

The standards are summarised as follows:

GRAP 1 Presentation Of Financial Statements

i GRAP 2 | Cash Flow Statement
GRAP 3 _ h Accounting Policies, Changes in Accounting
Estimates and Errors
GRAP 4 The Effect Of Changes In Foreign Exchange Rates
GRAP 5 Borrowing Costs _
GRAP 6 _ Consolidated And Separate_FinanciaI Statements
GRAP 7 Investments in Associate _ - _i
| GRAP 8 Interests In Joint Ventures ‘
GRAP 9 _ Revenue From Exchange Transactic;s —‘
GAMAP 9 | Paragraphs relatin_g to Revenue From Non-Exchange |
Transactions |
;Rﬁ:P 10 Financial Reporting_ln Hyperinflationary Economies J
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GRAP 11 Construction Contracts ‘
| _GR_AP 12 | Inventories 5 O M og Dﬂ e
GRAP 13 Leases
i GRAP 14 Events after the reporting date_ er
| GRAP 16 | Investment property N |
:EAP 17 o Property, Plant and Equipment
| GRAP 19 “Provisions, Contingent Liabilities An;i Contingent
Assets
GRAP 1(; - | Non- Current Assets Held For Sale and Discontinued
Operations
C;RAP 101 _ Agricultural _
| GRAP 102 Intangible Assets
| IPSAS 20 | Reiated Pa_rty'DiscIosures -
IPSAS 21 Impairment Of Non-Cash G_enerating Assets
| IFR_S 3 | Business Combinations _ : ]
_IFR; 7_ | Financial Instrumen_ts; Disclosures
.IAS 19 ] Empioy_ee Benefits _
IAS 32 Financial Instruments: Presentation
IA_S36 | Impairment Of Assets N -
| IAS 39 Financial Instruments: Recognition and Measurement

ACCOUNTING POLICY FOR JOHN TAOLO GAETSEWE DISTRICT MUNICIPALITY
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IFRIC 4 Determining whether an arrangement contains a lease

Accounting policies for material transactions, events or conditions not covered by the
above GRAP have been developad in accordance with paragraphs 7, 11 and 12 of
GRAP 3.

A Summary of the significant accounting policies, which have been consistently applied
except where an exemption or transitional provision has been granted, are disclosed
below.

Assets, liabilities, revenue and expenses have not been offset except when offsetting is
permitted of required by a Standard of GRAP. *

The accounting policies applied are consistent with those used to present the previous
year's financial statements, unless explicitly stated. The details of any changes in
accounting are explained in the relevant notes to the Financial Statements.

In terms of Directive 4: “Transitional Provisions for the Adoption of Standards of GRAP
by Medium and Low Capacity Municipalities’ issued by the Accounting Standards Board
the municipality has adopted the transitional provisions for the following GRAP
Standards:

GRAP 12- Inventories
‘GRAP 18-Investment Properties
GRAP 17 -Property, Plant and Equipment
GRAP 19- Provisions, Contingent Liabilities and Contingent A
g g .ﬁ:glp
GRAP 102- Intangible Assets

2. PRESENTATION CURRENCY

Amounts reflected In the financial statements are In South African Rand and at actual
values. No financial values are given in an abbreviated display format. No foreign
exchange transaction_s are included in the statements.

3. GOING CONCERN ASSUMPTION

The Annual Financial statements will be preparad on a going concern basis.
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4. COMPARATIVE INFORMATION

Budget information In accordance with GRAP 1, has been provided in an annexure to
these financial statements and forms part of the audited annual financial statements.

‘When the presentation or classification of items in the annual financial statements is
amended, prior period comparative amounts are restated, unless a standard of GRAP
does not require the restatements of comparative information. The nature and reason
for the reclassification is disclosed: Where accounting errors have been identified in the
current year, the correction is made retrospectively as far as is practicable, and the prior
year comparatives are restated accordingly.

5. STANDARDS, AMENDMENTS TO STANDARDS AND
INTERPRETATIONS ISSUED BUT NOT YET EFFECTIVE

The following GRAP standards have been issued but are not yet effective and have not
been early adopted by the Municipality:

| GRAP 18 Segment Reporting

GRAP 21 Impairment of non-cash generating assets

GRAP 23 Revenue From Non-Exchange Transactions(Taxes and

Transfers)

GRAP 24 Presentation Of Budget Information in Financial Statements
: GRAP 26 |Impaiment Of Cash-generating assets - iogat
| =

GRAP 103 | Heritage Assets

Spoarer.

6. FOREIGN CURRENCY TRANSACTIONS

The Municipality will not incur a foreign currency liability other than that aliowed by the
MFMA.

7. RESERVES
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7.1 Capital Replacement Reserve (CRR)

In order to finance the provision of infrastructure and other items of property, plant and
equipment from internal sources, funds are transferred from the accumulated
surplus/(deficit) to the CRR in terms of a Council Resolution for approval thereof, The
funds in the CRR can only be utilized to finance items of property, plant and equipment.
The CRR Is reduced and the accumulated surplus/(Deficit) are credited by a
corresponding amount When the amounts in the CRR are utilized.

The amount transferred to the CRR is based on the municipality’s need to finance
capital projects included In the Integrated Development Plan.

‘The CRR may only be utilized for the purpose of purchasing/construction of ltems of
property, Plant and equipment and may not be used for the maintenance of these items.

7.2 Revaluation Reserve

The surplus arising from the revaluation of land and buildings is credited to a non-
distributable reserve. The revaluation reserve is realized as revaluated buildings are
depreciated, though a transfer from the Revaluation Reserves to the accumulated
surplus / (deficit). On disposal, the net revaluation surplus is transferred to the
accumulated surplus / (deficit) while gains or losses on disposal, based on revaluation
amounts, are charged to the Financial Performance

8. LEASES * (1-Mogatie

8.1 Municipality as Lessee

Leases are classified as finance leases where substantially all the r@i’é”%#&%ﬁa@a@
associated with ownership of an asset are transferred to the municipality .Transfer of
ownership is not required to be recognized as a finance lease. Property, plant and
equipment or intangible assets subject to finance lease agreements are initially
recognized at the lower of the asset fair value and the present value of the minimum
lease payments. The corresponding liabilities are initially recognized at the inception of
the lease and are measured as the sum of the minimum lease payments due in terms of
the lease agreement, discounted for the effort of interest .In discounting the lease
payments, the municipality uses the interest rate that exactly discounts the lease
payments and unguaranteed residual value to the fair value of the asset plus any direct
costs incurred.

Subsequent to initial recognition, the leased assets are accounted for in accordance
with the stated accounting policies applicable to property, plant and equipment or
intangibles. The lease liability is reduced by the lease payments , which are allocated
between the lease finance cost and the capital repayment using the effective interest
rate method .Lease finance costs are expensed when incurred .The accounting policies
relating to derecognition of financial instruments are applied to lease payables.

Operating leases are those leases that do not fall within the scope of the above
definition, operating lease rentals are accrued on a straight line basis over the term of
relevant lease.
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8.2 Municipality as Lessor

Under a finance lease, the municipality recognizes the lease payments to be received in
terms of a lease agreement as an asset (receivables). The receivables is calculated as
the sum of all the minimum lease payments to be received, plus any unguaranteed
residual accruing to the municipality, discounted at the interest rate implicit in the lease.
The receivable is reduced by the capital portion of the lease instaliment received, with
the interest portion being recognized as interest revenue on a time proportionate basis.
The accounting policies relating to derocognition and impairment of financial
instruments are applied to lease receivables.

Rental income from operating leases is recognized on a straight line basis over the term
of the relevant lease.

9. BORROWING COST

Borrowing costs directly attributable to the acquisition, construction or production of
qualifying assets are capitalized fo the cost of that asset unless it is inappropriate to do
so. The municipality ceases capitilisation of borrowing costs when substantially ail the
activities to prepare the asset for its intended use or sale are complete .It is considered
inappropriate to capitalize borrowing costs where the link between the funds borrowed
and the capital asset acquired cannot be adequately established. Borrowing costs
incurred other than on qualifying assets are recognized as an expense in the Statement
of Financial Performance when incurred.

10. UNSPENT CONDITIONAL GRANTS

Unspent conditional grants are financial liabilities that are separately m%(tﬁﬁé(
Statement of Financial Position. They represent unspent government grants, subsidies
and contributions from the public.

11. PROVISIONS

Provisions are recognised when the municipality has a present or constructive
obligation as a resuit of past events, it is probable that an outflow of resource
embodying economic benefits will be required to settle the obligation and a reliable
estimate of the provision can be made. Provisions are reviewed at reporting date and
adjusted to reflect the current best estimate. Where the effect is material, non-current
provisions are discounted to their present value using a discount rate that reflects the
market's current assessment of the time value of money, adjusted for risks ‘specific to
the liability (for example In the case of obligations for the rehabilitation of land).

The municipality does not recognise a contingent lability or contingent asset. A
contingent liability is disclosed unless the possibility of an outflow of resources
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embodying economic benefits is remote. A contingent asset is disclosed where an
Inflow of economic benefits is probable.

Future events that may affect the amount required to settle an obligation are reflected in
the amount of a provision where there is sufficient objective evidence that they will
occur, Gains from the expected disposal of assets are not taken into account in
measuring a provision. Provisions are not recognized for future operating losses. The
present obligation under an onerous contract is recognized and measured as a
provision.

A provision for restructuring costs is recognized only when the following criteria over
and above the recognition criteria of a provision have been met:

(a) The municipality has a detailed formal plan for the restructuring identifying at least.
o the business or part of a business concerned;
¢ The principal locations affected

* The location, function and approximate number of employees who will be
compensated for terminating their services

¢ The expenditure that will be undertaken ;and
o When the plan will be implemented.

(b)The Municipality has raised a valid expectation in those affected that it will carry out
the restructuring by starting to implement that plan or announcing its main features to
those affected by it.

12. EMPLOYEE BENEFITS

The Municipality provides post-retirement healthcare benefits to its retirees. The
entitlement to these benefits is usually conditional on the employee remaining In service
up to retirement age and the completion of a minimum service period. The expected
costs of these benefits are accrued over the period of employment using the same
accounting methodology as used for defined benefit pension plans. Actuarial gains and
losses arising from experience adjustments, and changes in actuarial assumptions are
charged or credited to the Statement of Financial Performance, These obligations are
valued annually by independent qualified actuaries.

(b) Accrued Leave Pay

Liabilities for annual leave are recognised as they accrue to employees. The lability is
based on the total amount of leave days due to employees at year end and also on the
total remuneration package of the employee.

s P Q Mogalie

Speaker-
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13. PROPERTY, PLANT AND EQUIPMENT
13.1 initlal Recognition

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 purpose , and are expected to be used during more than
one year. ltems of property, plant and equipment are initially recognized as assets on
acquisition date and are Initially recorded 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 the municipality. Trade discounts and rebates are deducted in arriving at
the cost. The cost also includes the necessary costs of dismantling and removing the
asset and restoring the site on which it is located.

When significant components of an Item of property, plant and equipment have different
useful lives, they are accounted for as separate items {major components) of property,
plant and equipment.

Where an asset is acquired by the municipality for no or nominal consideration ({i.e. a
non- exchange transactions), the cost is deemed to be equal to the fair value of that
asset on the date acquired.

Where an item of property, plant and equipment is acquired in exchange for a non-
monetary asset or monetary assets, or a combination of monetary and non-monetary
assets, the assets acquired is initially measure at fair value (the cost). if the acquired
item’s fair value was not determinable its deemed cost Is the carrying amount of the
assets given up.

Major spare parts and servicing squipment quality as property, plant and equipment
when the municipality expects to use them during more than one period. Similarly , if the
major spare parts and servicing equipment can be used only in connection with an item
of property, plant and equipment, they are accounted for as property, plant and
equipment.

13.2 Subsequent Measurement ~ Revaluation Model

Subsequent io initial recognition, Property, Plant and Equipment are carried at a
revalued amount , unless otherwise stated In the relevant Notes to the Financial
Statements, being its fair value at the date of evaluation less any subsequent
accumulated depreciation and impairment losses.

An increase In the carrying amount of an asset as a result of a revaluation is credited
directly to a revaluation surplus reserve, except to the extent that it reverses a
revaluation decrease of the same asset previously in surplus or deficit.

o viogatle

Bpeaker:
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A decrease in the carrying amount of an asset as a result of a revaluation is recognized
is surplus or deficit, except to the extent of any credit balance existing in the revaluation
surplus in respect of that asset.

Subsequent to initial recognition, items of property plant and equipment are measured
at cost less accumulated depreciation and impairment losses. Land is not depreciated
as it is deemed to have indefinite useful life.

Where the municipality replaces part of an asset, it derecognizes the part of the asset
being replaced and capitalizes the new component. Subsequent expenditure incurred
on an asset is capitalized when it increases the capacity or future economic bensefits
associated with the asset.

13.4 Depreciation and impairment

Depreciation is calculated on the depreciable amount, using the straight-line method
over the estimated useful lives of the assets. Components of assets that are significant
in relation to the whole asset and that have different useful lives are depreciated
separately. The annual depreciation rates are based on the following estimated useful
lives:

Years Years
Infrastructure Other

Roads and paving 10-30 Buildings 30

Pedestrian Malls 20 Specialist Vehicles 10

Electricity 20-30 Other Vehicles 5

Water 16-20 Office Equipment 3-7

Sewerage 15-20 Furniture and Fittings 5-10

Housing 30 Woatercraft 15

Community Bins and containers

Buildings 30 Speciallised plant
Recreational Facilities 20-30 and Equipment 10-15
Security 5 Other plant
Halls 20-30 and Equipment 2-5
Libraries 20-30 Landfill Sites 20
Parks and gardens 20-30 Quarries 25

Other assets 15-20 Emergency Equipment 10
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Computer Equipment 3

Heritage Assets

No depreciation

Finance lease Assets e
Office Equipment 3

Other assets 5

The residual Value, the useful life of an asset and the depreciation method is reviewed
annuglly and any changes are recognized as a change in accounting estimate in the
Statement of Financial Performance.

The Municipality tests for impairment where there is an indication that an asset may be
impaired. An assessment of whether there is an indication of possible impairment is
done at each reporting date, where the carrying amount of an item of property ,plant
and equipment is greater than the estimated recoverable amount(or recoverable service
amount), and an impairment loss is charged to the statement of financial performance.

13.5 Derecognition

Items of property, piant and Equipment are derecognised when the asset is disposed or
when there are no further economic benefits or services potential expected from the use
of the asset. The gain or loss arising on the disposal or retirement of an item of
property, plant and equipment is determined as the difference between the sales
proceeds and the carrying value and is recognised in the Statement of Financial
Performance.

14. INTANGIBLE ASSETS

An intangible asset is an Identifiable non-monetary asset without physical substance.
Examples include computer software, licenses and development costs. The
municipality recognizes an Intangible asset in its Statement of Financial Position only
when it is probable that the expected future economic benefits or service potential that
are attributable to the asset will flow to the municipality and the cost or fair value of the
asset can be measured reliably.

Internally generated Intangible assets are subject to strict recognition criteria before
they are capitalised. Research expenditure is never capitaiised, while development
expenditure is only capitallsed to the extent that:

¢ the municipality Intends to complete the intangible asset for use or sale;
¢ it is technically feasible to complete the Intangible asset
« the municipality has the resources to complete the project; and

o itis probable that the municipality will receive future economic benefits or service
potential,
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. Intangible assets are initially recognised at cost.

Where an intangible asset is acquired by the Municipality for no or nominal @P =Y Lar
consideration (i.e. a non-exchange transaction), the cost is deemed to be equal to the
fair value of that asset on the date acquired

Where an intangible asset is, acquired in exchange for a non-monetary asset or
monetary assets or a combination of monetary and non-monetary assets, the asset
acquired is initially measured at fair value (the cost), If the acquired item's fair value
was not determinable, it's deemed cost is the carrying amount of the asset(s) given up

14.2 Subsequent Measurement- Cost Model

Intangible assets are subsequently carried at cost less accumulated amortisation and
Impairments.The cost of an intangible asset is amortised over the useful life where that
useful life fs finite ,Where the useful life Is indefinite, the asset Is not amortised but is
subject to an annual impairment test,

14.3 Amortisation And Impairment

Amortisation is charged so as toc write off the cost or valuation of Intangible assets over
their estimated useful lives using the straight line method The annual amortisation rates
are based on the following estimated useful lives:

Intangible Assets Years
Computer Software 3

The amortisation period and the amortisation method for an intangible asset with a finite
useful life are reviewed at each reporting date and any changes are recognised as a
change In accounting estimate in the Statement of Financial Performance.

The municipality tests intangible assets with finite useful lives for impairment where
there is an indication that an asset may be impaired , An assessment of whether there
is an of possible impairment is done at each reporting date.where the carrying amount
of an item of an intangible asset is greater than the estimated recoverable amount( for
recoverable service amount) and an impairment loss is changed to the Statement of
financial performance.

14.3 Derecognition

intangible assets are derecognised when the asset Is disposed or when there are no
further economic benefits or service potential expected from the use of the asset. The
gain or loss arising on the disposal or retirement of an intangible asset Is determined
as the difference between the sales proceeds and the carrying value and is recognised
in the Statement of Financial Performance.

15. INVESTMENT PROPERTY
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15.1 initial Recognition

Investment Property includes property (land or a building, or a part of a building, or both
land and buildings held under a finance lease} held to earn rentals and/or for capital
appreciation, rather than held to meet service delivery objectives , the production or
supply of goods or services, or the sale of an asset.

At Initial recognition, the municipality measures investment property at cost including
transaction costs once It meets the definition of investment property. However, where
an investment property was acquired through a non-exchange transaction (i.e where it
acquired the Investment property for no or a nominal value), its cost is Its fair value as
at the date of acquisition.

Transfers are made to or from investment property only when there is a change in use.
For a transfer from Investment property to owner occupied property, the deemed cost
for subsequent accounting Is the fair value at the date of change In use, if owner
occupied property becomes an investment property, the municipality accounts for such
property in accordance with the policy stated under property, plant and equipment up to
the date of change In use

The cost of self-constructed investment property is the cost at date of completion.

15.2 Subsequent Measurement Fair Value Model

Investment properly is measured using the fair value model. Under the fair value
model, Investment property is carried at the fair value at the reporting date. Any gain or
loss arising from a change in the fair value of the property is included in surplus or
deficit for the period in which it arises.

By =
=

16:5 Derecognition

Investment property derecognised when it is disposed or when 'therp e are no fi: her
economic ‘benefits expected from the use of the Investment properly. The gain or loss
arising on the disposal or retirement of an item of investment property is determined as
the difference between the sales proceeds and the carrying value and is recognised in
the Statement of Financial Performance.

16. NON-CURRENT ASSETS HELD FOR SALE
Initial Recognition

Non-current assets and disposal groups are classified as held for sale if their carrying
amount will be recovered through a sale transaction rather than through continuing use.
This condition is regarded as met only when the sale Is highly probable and the asset
(or disposal group) is available for immediate sale in Its present condition. Management
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must be committed to the sale, which should be expected to qualify for recognition as
completed sale within one year from the date of classification.

16.2 Subsequent Measurement

Non-current assets held for sale (or disposal group) are measured at the lower of
carrying amount and fair value less costs to sell.

A non-current asset is not depreciated (or amortised) while it is classified as held for
sale, or while it is part of a disposal group classified as held for sale.

interest and.other expenses attributable to the liabilities of a disposal group classified
as held for sale are recognised in surplus or deficit.

17. CONSTRUCTION CONTRACTS

Where the outcome of a construction contract can be estimated reliably, contract
revenue and cost are recognised by reference to the stage of completion of the
contract activity at the reporting date, as measured by either the proportion that contract
costs incurred for work performed to date bear to the estimated total contract costs or
survey of work done or completion of a physical proportion of the contract work

Variations in contract work, claims and incentive payments are included to the extent
that they have been agreed with the customer.

When the outcome of a construction contract cannot be estimated reliably, contract
revenue is recognised to the extent that contract costs incurred are recoverable.
Contract costs incurred are recoverable. Contract Costs are recognised as an expense
in the period in which they are incurred when it is probable that total contract costs will
exceed total contract revenue ,the expected loss is recognised as an expense
immediately.

18. IMPAIRMENT OF ASSETS

‘The municipality assesses at each reporting date whether there is an indication that an
asset may be impaired if any indication exists, or when annual impairment testing for
an asset is required the municipality estimates the assets recoverable amount. An
asset recoverable amount is the higher of an assets of cash-generating units (CGU) fair
Value less costs to sell and its value in use and is determined for an Individual asset
unless the asset does not generate cash Inflows that are largely independent of those
from other -assets or groups of assets. Where the carrying amount of an asset or
CGU exceeds its recoverable amount, the assets considered impaired and to written
down to is recoverable amount, In assessing value in use, the estimated future cash
tows are discounted to their present value using a pre- tax discount rate that reflects
current market assessments of the time value of money and the risks specific to the
asset in determining fair value les costs to sell, an appropriate valuation model is used,
Impairment losses are recognised In the Statement of Financial Performance in those
expense categories consistent with the function of the Impaired asset.
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An assessment is made at each reporting date as to whether there is any indication that
previously recognised impairment losses may no longer exist or may have decreased.If
such indication exist, the municipality estimates the asset’s or cash generating unit's
recoverable amount.A previously recognised impairment loss is reversed only if there
has been a change in the assumption used to determine the asset’s recoverable
amount since the last impairment loss was racognised. The reversal is limited so that
the carrying amount of the asset does not exceed its recoverable amount , nor exceed
the carrying amount that would have been determined ,net of depreciation ,had no
impairment loss been recognised for the asset in prior years ,such reversal is
recognised in the income statement.

19. INVENTORIES
19.1 .Initial Recognition

Inventories comprise current assets held for sale, consumption or distribution during the
ordinary course of business. inventories are initially recognised at cost.Cost generally
refers to the purchase price, plus taxes, transport costs and any other costs in bringing
the Inventories to their current location and condition. Where inventory is manufactured,
constructed or produced, the cost includes the cost of labour, materials and overheads
used during the manufacturing process,

Where Inventory is acquired by the municipality for no or nominal consideration (i.e .a
non- exchange transaction), the cost Is deemed to be equal to the fair value of the Item
on the date acquired.

19.2Subsequent Measurement

Inventories, consisting of consumable stores, raw materials, work-in-progress and
finished goods, are valued at the lower of cost and net realisabla value unless they are
to be distributed at no or nominal charge, in which case they are measured at the lower
of cost and current replacement cost. Redundant and slow-moving Inventories are.
identified and writien down in this way. Differences arising on the valuation of
Inventory. Are recognised In the Statement of Financial Performance In the year In
which they arose. The amount of any reversal or any written write-down of inventories
arising from an increase in net releasable value or current replacement cost is
recognised as a reduction in the amount of inventories recognised as an expense in the
period which the reversal occurs.

The carrying amount of inventories is recognised as an expense in the period that the
Inventory was sold, distributed, writen off or consumed, unless that cost qualifies for
capitalisation to the cost of another asset.

In general , the basis of allocating cost to Inventory items Is the weighted average
method.

20.FINANCIAL INSTRUMENTS
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Financial instruments recognised on the balance sheet Include trade and other
receivables, cash and cash equivalents, annuity loans and trade aqﬁﬁowjr pvaifables. .
e VIO Javie

20.Initial Recognition

Financial Instruments are Initially recognised at fair value. -
w38
Subsequent Measurement
Financial Assets are categorised according to their nature as either financial assets at
fair value through profit or loss held-to-maturity, loans and receivables, or available for
sale. Financial Liabllites are categorised as either at fair value through profit or lose or
financial liabilities carried at amortised cost("other”) the subsequent measurement of

financial assets and liabilities depends on this categorisation and, in the absence of an
approved GRAP standard on financial instruments ,is in accordance with 1AS 39

20.2.1 investments

Investments, which Include listed government bonds, unlisted municipal bonds, fixed
deposits and short-term deposits Invested In registered commercial banks, are
categorised as either held to maturity where the criteria for that catergorisation are met
or as loans and receivables, and are measured at amortised cost.where investmeants
have been impaired , the carrying value is udjusted to by the impairments and are
calculated as being the difference between the carrying amount and the present value
of the expected future cash flows flowing from the instruments. On disposal of an
investment ,the difference between the net disposal proceeds and the carrying amount
is charged or credited to the statement of financial performance.

20.2.2 Trade and other Receivables

For amounts due from debtors carried at amortised costs the municipality includes the
asset in a group of financial assets with similar credit risk characteristics and
coliectively assesses them for impairment .Objective evidence of impairment includes
significant financial difficulties of the debtor,probability that the debtor will enter
bankruptcy of financial reorganisation and default or delinquency in payments.

If there is objective evidence that an impairment loss has been incurred ,the amount of
the loss is measured as the difference between the assets's carrying amount and the
present value of estimated future cash flows({excluding future expected credit losses
that have not yet been incurred). The carrying amount of asset is reduced through the
use of an allowance account

and the amount of the loss is recognised In the Income statement. Interest income
continues to be accrued on the. reduced carrying amount based on the original effective
Interest rate of the asset. Loans together with the associated allowance are written off
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when there Is no realistic prospect of future recovery and all collateral has been
reallised or has been transferred to the municipality .If in a subsequent year, the amount
of the estimated impairment loss increases or decreases because of an event occurring
after the impairment was recognised , the previously recognised impairment loss is
increased or reduced by adjusting the allowance account, If a future write-off is later
recovered , the recovery is recognised in the income statement.

The present value of the estimated future cash flows is discounted at the financial
asset’s original effective interest rate. If a loan has a variable interest rate, the discount

rate for measuring any impairment loss is the current effective inter_est_uuiatge;.? e
& W ViOYa.

20.2.3 Trade payables and Borrowings

Financial liabilities consist of trade payables and borrowings. They are. at oqlsed as
financial liabilities held at amortised cost, are initially recognised at fai= =l -
Subsequently measured at amortised cost which Is the initial carrying amount , less
repayments, plus interest.

20.2.4 Cash and cash Equivalents

Cash includes cash on hand (including petty cash) and cash with banks (including call
deposits). Cash equivalents are short-term highly liquid investments, readily convertible
into known amounts of cash that are held with registered banking institutions with
maturities of three months or less and are subject to an insignificant risk of change in
value .For purpose of the cash flow statement , cash and cash equivalents comprises
cash on hand , deposits held on call with bank , net of bank overdrafts . The municipality
categorises cash and cash eguivalents as financial assets, loans and receivables.

Bank overdrafts are recorded based.on the facility utilised. Finance charges on bank
overdraft are expensed as incurred. Amounts owing In respect of bank overdrafts are
categorised as financial liabilities other financial liabilities carried at amortised cost.

20.3 Derecognition of Financial Instruments
20.3.4 Financial Assets

Financial asset {or, where applicable a part of a financial asset or part of a group of
similar financial asset) is derecognised when:

o the right to receive cash flows from the asset have expired or

¢ the municipality has transferred ifs rights to receive cash flows from the asset or
has assumed an obligation to pay the received cash flows In full without material
delay to a third party under a ‘pass-through’ arrangement and either (a) the
municipality has transferred ‘substantially all the risks’ and rewards of the asset,
or (b) the municipality has neither: transferred nor retained substantially all the
risks and rewards of the ‘asset, but has transferred control of the asset.

Y2
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When the municipality has transferred its rights to receive cash flows from an asset or
has entered into a pass through arrangement , and has neither transferred nor retained
substantially all the risks and rewards of the asset nor transferred control of the asset , a
new asset is recognised to the extent of the municipality’s continuing involvement in the
asset.

Continuing involvement that takes the form of a guarantee over the transferred asset is
measured at the lower at the lower of the original carrying amount of the asset and the
maximum amount of consideration that the municipality could be required to repay.

‘When continuing Involvement takes the form of written and/or purchased option
(including a cash setiled option or similar provision) on the transferred asset, the extent
of the municipality's continuing involvement is the amount of the transferred asset that
the municipality may repurchase, except that in the case of a written put option
(Including a cash settled option or similar provision) on an asset measured at fair value,
the extent of the municipality's continuing involvement is limited to the lower of the fair
value of the transferred asset and the option exercise price.

20.3.2 Financial Liabilities

A financial lability le derecognised when the obligation under the liability is discharged
or cancelled or expires.

When an existing financial liability is replaced by another from the same lender on
substantially different terms, or the terms of an existing liability are substantially
modified, such an exchange or modification is treated as a. derecognition of the
recognition of a new liability, and the difference in the respective carrying amounts is
recognised in the income statement.

20.4 Offsetting Of Financial Instruments BpRen cer

Financial assets and financial liabilities are.offset and the net amount reported in the
consolidated balance sheet if, and only If, there is a currently enforceable legal right to
offset the recognised amounts and there is an intention to settle on a net basis, or to
realise the assets and settle: the liabilities simultaneously.

20.5 Impalrment of Financial Assets

The Municipality assesses at each balance sheet date whether there Is any objective
evidence that a financial asset. Or a group of financial assets Is impaired, A financial
asset or a group of financial assets Is deemed to be impaired: if and. Only if, there Is
objective avidence of impairment as a result of one or more events that has occurred
after the Initial recognition of the asset (an incurred ‘loss event’) and that loss event has-
an Impact on the estimated future cash flows of the financial asset or the group of
financial assets that can be reliably estimated, Evidence of implement may include
Indications that the debtors or a group of debtors Is experiencing significant financial
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difficulty, default or delinquency in interest or principal payments, the probability that
they will enter bankruptcy or other financial reorganisation and where observable data
indicate that there is a measurable decrease in the estimated future cash flows, such as
changes In arrears or.economic conditions that correlate with defaults.

21.REVENUE FROM NON-EXCHANGE TRANSACTIONS

Revenue from non-exchange transactions refers to transactions where the municipality
received revenue from another entity without directly giving approximately equal value
In exchange. Revenue from non-exchange transactions is generally recognised to the
extent that the related receipt or receivable qualifies for recognition as an asset and
there is no liabiity to repay the amount

Revenue from property rates is recognised when the legal entitlement to this revenue
arises. Collection charges are recognised when such amounts are legally enforceable.
Penalty interest on unpaid rates is recognised on a time proportionate basis as an-
exchange transaction.

Fines constitute both spot fines and summonses. Revenue. from spot fines and
summonses to recognised when payment Is received, together with an estimate of spot
fines end summonses that will be received based on past experience of amounts
collected

Revenue from public contributions and donations Is recognised when all conditions
associated with the contribution have been met or where the contribution is to finance
property, plant and equipment, when such Items of property, plant and equipment
qualifies for recognition and first becomes available for use by the municipality.Where
public contributions have been received but the municipality has not met the related
conditions, it is recognised as an unspent public contribution (liability).

Contributed property, plant and equipment Is recognised when such items of property,
plant and equipment qualifies for recognition and become available for use by the-
municipality.

Revenue from recovery of unauthorised, irregular, fruitless and wasteful expenditure
based on legislated procedures, Including those set out In the Municipal Finance
Management Act (Act No. 56 of 2003), and is recognised when the recovery thereof
from the responsible councilors or officials Is virtually certain.

21.2 Revenue from Exchange Transactions

Revenue from exchange transactions refers to revenue that accrued to the municipality
directly In return for services rendered /goods sold, the value of which approximates
the consideration received or receivable.

Service charges relating to electricity and water are based on consumption. Meters are
read on a monthly basis and are recognised as revenue when invoiced .Adjustments to
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provisional estimates of consumption are made in the invoicing period in which meters
have been read .These adjustments are recognised as revenue in the invoincing period.

Revenue from the sale of electricity prepaid meter cards is recognised at the point of
sale.

Service charges relating to refuse removal are recognised on a monthly basis in arrears
by applying the approved tariff to each property that has improvements. Tariffs are
determined category of property usage ,and are levied monthly based on the recorded
number of refuse containers per property.

Service charges from sewerage and sanitation are based on the number of sewerage
connections on each developed property using the tariffs approved from council and are
levied montlhy

Interest revenus is recognised using the effective interest rate method. °

Revenue from the rental of facilities and equipment is recognised on a straight-line
basis over the ‘term of the lease-agreement.

‘Dividends are recognised on the date that the Municipality becomes entitled to receive
the dividend

Revenue arising from the application of the approved tariff of charges is recognised
when the relevant service is rendered by applying the relevant gazette tariff. This
Includes ‘the issuing of licenses and permits

Revenue from the sale of goods is recognised when substantially all the risks and
rewards In those goods are passed to the consumer.

Revenue arising out of situations where the municipality acts as an agent on behalf of
another entity (the principal) is limited 1o the amount of any fee or commission payable
to the municipality as co_mpensation for executing the agreed services..

21.3 Grants, Transfers and Donations

Grants, transfers and donations received or receivable are recognised when the
resources that have been transferred meet the criteria for recognition as an asset. A
corresponding liability is raised to the extent that the grant ,transfer or donation is
conditional. The liability is transferred to revenue as and when the conditions attached
to the grant .Grants without any conditions attached are recognised as revenue when
the asset is recognised. , - o

A i 4

22.RELATED PARTIES - D af 74

Individuals as well as their close family members, and/or entities are related parties if
one party has the ability, directly or Indirectly, to contirol or jointly control the other patty
or exercise significant Influence over the other party In making financial and/or
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operating decisions. It Includes fuli-time conditions , being the. Executive Mayor, Deputy
Mayor, Speaker and members of the Mayoral Committee. Key management personnel
Is defined as the Municipal Manager, Chief Financial Officer and all other managers
reporting directly to the Municipal Manager or as designated by the Municipal Manager.

23.UNAUTHORISED EXPENDITURE

‘Unauthorised. expenditure. is expenditure that has not been budgeted, expenditure.
that is not in terms of the conditions of an allocation received from another sphere of
government municipality or organ of state and expenditure In a form of a grant that is
not permitted In terms of the Municipal finance management act( Act NO. 56 Of 2003).
Unauthorised expenditure is accounted for as an expense in the Statement Of Financial
Performance and where recovered, it is subsequently accounted for as revenue in the
Statement for as revenue in the Statement of financial performance

24.IRREGULAR EXPENDITURE

Irregular expenditure is expenditure that is contrary to the Municipal Finance
Management Act (Act No. 56 of 2003), the Municipal Systems Act (Act No. 32 of 2000)
the Public Office Bearers Act, and (Act. No. 20 of 1998) or is in contravention of the
Municipality's Supply Chain Management Policy irregular expenditure excludes
unauthorised expenditure. Irregular expenditure is accounted for as expenditure in the
Statement of Financial Performance and where recovered It is subsequently accounted
for as revenue in the Statement of Financial Performancs.

25.FRUITLESS AND WASTEFUL EXPENDITURE

Fruitless and wasteful expenditure is expenditure that was made in vain and could not
have been avoided had reasonable care been exercised. Fruitless and wasteful
expenditure is accounted for as expenditure in the statement of financial performance
and where recovered, it is subsequently accounted for as revenue in the statement of
financial performance.

26. CONTINGENT LIABILITIES

Contingent liabilities existent at the reporting date must be disclosed in the Annual
Financial statements.
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27. CASH MANAGEMENT AND INVESTMENTS
1. INTRODUCTION

In terms of section 13(2) of the local Government: Municipal Finance Management Act
2003( Act No. 56 of 2003)” ( The Act), the municipality must establish an appropriate
and effective cash management and investment policy with the implementation date
being 1 July 2004. The policy must comply with any prescribed framework ,which
framework was issued by the Minister of Finance by means of Regulation R 308 OF 1
April 2005 as gazetted in the Government Gazette No 27431 of 1 April 2005,

The Municipality shall at all times manage its banking arrangements and investments
and conduct its cash management policy in compliance with the provisions of and any
further prescriptions made by the Minister Of Finance in terms of the Municipal Finance
Management Act No. 56 of 2003

2. SCOPE

In order to ensure sound and sustainable management of the cash resources of the
municipality this policy addresses all principles and processes involved in cash
management and investments and includes:

e The objectives of the policy;

o Standard of care,

o Delegation of authority;

» Management and interal control procedures
e Cash flow budgeting, .

e receipting and banking of cash;

e Payments

o Short and long term debt and debt restructuring
* Investment ethics ,principles and practices

» Reporting and monitoring requirements

o Performance standards and measurement

s Review of the policy
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3. OBJECTIVES

The objectives of the policy are to ensure optimal performance with the least possible
risk in managing and investing the cash resources of the municipality and to ensure
fransparency, accountability and appropriate lines of responsibility in the process

4. STANDARD OF CARE

Each functionary in the cash management and Investment process must do so with
such judgment and care, under the prevailing circumstances, as a person of prudence,
discretion and intelligence would exercise in the management of his or her own affairs
and with his or her primary regard being to the. probable safety of his or her own capital,
in the second Instance to his or her liquidity needs and lastly to the probable income
derived.

Speculation may not be undertaken In any of the processes.
5. DELEGATION OF AUTHORITY

The management of all the cash resources of the municipality is the r&ﬁbﬁiﬁjlityiafrthe
Municipal Manager who must, for the proper application of this policy, develop a system
of delegation that will both maximise administrative and operational efficiency and
provide adequate checks and balances in the management of the cash resources

The Chief Financial Officer, as designated In writing by the Municipal Manager, must
advise the Municipal Manager on the exercise of the powers and duties with regards to
this policy and must assist the Municipal Manager in the administration of the cash
resources, the bank accounts and the investment accounts. The Chief Financial Officer
may not sub — delegate the duty to assist the Municipal Manager in the administration
of the municipality's bank and Investment accounts.

The delegation to withdraw money from the municipality's bank or Investment accounts
may only be given to the Chief Financial Officer or any other senior financial officer as
determined, in. writing, by the Municipal Manager -and of which a copy, signed by the
Municipal Manager, must be kept with the official set of delegations of the municipality,

The Municipal Manager may not delegate any power or duty In the administration of the
municipality's cash resources to a political structure or councilor and no councilor is
allowed to interfere or attempts to interfere in the management of the municipality's
cash resources.

Any delegation by the Municipal, Manager in terms of the policy:
- Must be in writing

- Is subject to any limitations and conditions as. the Municipal Manager may
Impose
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- May either be to a specific individual or to the holder of a specific post In the
municipality and may not be to a committee of officials

- Does not divest the Municipal Manager of the responsibility concerning the
exercise of the delegated power or the performance of the delegated duty

The Municipal Manager may confirm, vary or revoke any decisions taken in
consequence of a delegation or sub-délegation In terms of this policy, but no such.
Variation or revocation of a decision may detract from any rights that may have accrued
as a result of the decision.

For the application of this policy any referral to “Municipal Manager” also means “Any
other person acting under a delégated power or performs a function delegated by the
Municipal Manager’ In terms of paragraph 5.

6. MANAGEMENT AND INTERNAL CONTROL PROGEDURES

The Municipal Manager, assisted by the Chief Financial Officer, must take all pa= e
reasonable steps to ensure:

- That the municipality has-and maintains a management, accounting and
Information system that accounts for all bank and investment accounts,
receipting, withdrawals, cash management and Investment transactions

- That, in the case of Investments , such investments are valued in accordance
with standards of generally recognised accounting practices

- That, in the case of investments, revenue due is calculated on a monthly basis

- That the municipality has and maintains a system of intemal control over its
bank and investment accounts,receipting, withdrawals ,cash management and
investment transactions

The Internal Audit unit must advise the Municipal Manager and evaluate and report on
compliance with the above, at least on an annual basis.

7. CASH MANAGEMENT

7.1. BANK ACCOUNT ADMINISTRATION

‘The Municipal Manager is responsiblé for the administration of the municipality's bank
accounts including the opening of the bank accounts , the designation of the primary
bank account and all banking and withdrawal procedures . The bank account may only
be managed in accordance with any auditing requirements including as prescribed in
the Local Government Municipal Finance Management Act,2003 and in particular
chapter 3 of the Act as well as section of the Act.

The Municipal Manager may delegate the duties of the administration of the bank
accounts as per the paragraph 5 of this policy.
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7.2 RECEIPTING MANAGEMENT
The Municipal Manager. |s responsible for the administration of all receipting

Procedures and must take all reasonable steps to ensure receipting is being managed
in accordance with any auditing requirements as well as any legal requirements
including as prescribed in the Local Government ,Municipal Finance Management Act
,2003 and in particular section 64 of the act

The Municipal Manager may delegate the duties of receipting as per paragraph 5 of
this policy.

7.3 EXPENDITURE MANAGEMENT

The Municipal Manager is responsible for the administration of all expenditure
procedures and must take all reasonable steps to ensure expenditure is being
managed in accordance with any auditing requirements as well as any legal '3 F.?i '
requirements Including as prescribed in the Local Government: Municipal Finance
Management Act, 2003 and In particular Section 65 of the Act.

The Municipal Manager may delegate the duties of expenditure as per paragraph 5 of
this policy.

7.4 WITHDRAWALS

The Municipal Manager is responsible for the administration of all Withdrawals
procedures and must take all reasonable steps to ensure withdrawals is being
managed in accordance with any auditing requirements as well as any legal
requirements Including as prescribed in the Local Government: Municipal Finance
Management Act, 2003 and In particular Section 11 of the Act.

The Municipal Manager may delegate the duties of withdrawals as per paragraph 5 of
this policy.

7.5 DEBT

In order to ensure adequate cash — flow the municipality may incur short-term debt for
operational or capital expenditure - or long term debt for only capital expenditure,
provided that the Council approves all debt agreements, the Mayor ‘must sign the
resolutions approving the debt agreements and the Municipal Manager signed the debt
agreements.

The municipality is in terms of Section 46(5) of the Local Government: Municipal
Finance Management Act, 2003, allowed refinancing its long term debt for the purpose
of saving on the cost of debt. The Municipal Manager must, for this purpose, at least-
annually and as part of the budget process evaluate and report to the Council on the
cost of existing debt and whether re-financing such debt will be beneficial to the
municipality as part of the evaluation the Municipal Manager must determine the types
of repayments and whether bullets payments at the end of the debt period and the
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reasonably determined net cost thereof will not be more beneficial fo the council if the
repayment are invested in sinking funds and the reasonable projected yield on the
investments are being brought into account.

The Municipal Manager is responsibie for the administration of all debt procedures and
must take all reasonable steps to ensure debt is being managed in_accordance with
any auditing requirements as well as any legal requirements Including as prescribed in
the Local Government Municipal Finance Management Act, 2003 and in particular
Chapter 6 of the Act.

The Municipal Manager may delegate the duties of debt management as per paragraph
6 of this policy.

7.6 CASH FLOW BUDGET

In order to ensure that the municipality has sufficient cash available to&gywithma
municipality's commitments to its lenders, creditors, statutory paymen any other

commitments, it is necessary to annually compile and submit to Council, as part of the
budget documentation, a cash-flow projection for the budget year by revenue —source,
broken down per month.

7.7 WORKING CAPITAL MANAGEMENT

The Municipal Manager must take all reasonable steps to ensure that the municipality
obtains maximum performance on its assets and for this purpose the working capital of
the municipality must as far as possible be managed to the maximum benefit of the
municipality.

W

An acceptable level for the Working Capital Reserve Is 2:1 or better and the Municipal
Manager must take all reasonable steps to ensure that the ievel is being maintained in
calculating the level, outstanding debtors for a period longer :than 90 days as well as
any unutilised conditional grants and allocations must be deducted from the current
assets and liabilities and inventories must be brought Into account at the lower of cost
and net realisable value. The exercise to provide for a sufficient level of working capital
must be done as part of the budget process In order to budget accordingly.

In order to achieve the objectives of Working Capital Management inventory levels for
own use must be kept as low as possible, creditors must be paid within 30 days of date-
of receipt of Invoice or statement, whichever is the latest or applicable but as late as
possible, but with due regards to possible discounts on offer and all steps, consistent
with the Council's Credit Control and Debt Collection Policy, ‘must be taken to recover
moneys due to the municipality.

The Municipal Manager must as part of the monthly reportlng to the Mayor within 10
working days of the end of each month, report on;

- The combined nett balance of the bank and Investment accounts of the
municipality excluding any balances of unutilised conditional grants, trust
moneys kept in accordance with trust deeds, Sinking Fund Investments made in
accordance with any loan .or other agreements with investors/ lenders, other
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conditional funds for. which moneys were received in accordance with Section
12 of the Act, Debt Guarantee Reserve Funds and other cash- backed funds for
which spending authority must be obtained from other persons or spheres of
government.

- Whether all commitments and accounts had and can be paid on time from the
net balance above and net realisable account receivables

- Whether all commitments and accounts had and can be paid on time from the
nett balance above and nett realisable accounts receivables

- Whether there Is a nett outflow of cash not in accordance with the cash-flow
budget.

- Whether ‘all of the above might cause a financial problem on which the Mayor
must act In accordance with the ‘provisions of the Act.

The Mayor must, within 30 days of the end of each quarter, report to the municipal
council on the above, and, In the cass.of identifying a financial problem, promptly Inform
the council and act in accordance with the provisions of the Act.

The Municipal Manager may delegate the duties of working capital management as per
paragraph 6 of this policy.

8 INVESTMENTS
8.1 INVESTMENT MANAGEMENT

The Municipal Manager is responsible for the administration of all inveﬁs?nq‘eiﬁ”t'
procedures and must take all reasonable steps to ensure Investments are being
managed In accordance with any auditing requirements as well as any legal
requirements including as prescribed in the Local Government: Municipal Finance
Managemant Act, 2003 and In particular Section 13 of the Act.

.
v

The Municipal Manager may delegate the duties of investments as per paragraph 5 of
this policy.

in order to ensure that the Municipal Manager or any person delegated In terms of
paragraph 5 complies with this policy in terms of investments and to capacitate the
‘municipality further, the Municipal Manager may contract an Investment Manager Who
Is a natural person or lega! entity that is a portfolio manager registered In terms of the
Financial Markets Control Act (Act. No, 55 of 1989) and Stock Exchanges Control. Act
(Act.No.1 of 1985). The Investment Manager must advise the Municipal Manager or
delegated officials on Investments and may manage investments on the municipality's
behalf, subject to any conditions and controls the Municipal Manager may détermine.

8.2 INVESTMENT ETHICS

All functionaries in the investment management process must-act with fidelity,
honesty, integrity and in the best interest of the municipality and must seek, within the
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spheres of Influence of the functionaries, to prevent any' prejudice to the Investments of
the municipality.

No. functionaries In the Investment management process may use their position or
privileges of, or confidential Information obtained as, functlonary in the process for
personal gain or to improperly benefit another person.

No person contracted by thé municipality for the purpose of investments or no ‘person
‘submitting quotes bids or any other means of competitive submissions may, either
directly or through a representative or Intermediary promise, offer or grant any reward,
gift, sponsorships, loan, bursary, favour or hospitality to

¢ Any official, spouse or close family member of such official or spouse;

¢ Any councilor, spouse or close family member of such councilor or
spouse.

‘The Municipal Manager .must promptly report to the Mayor and Natlonal Treasury’s
any alleged contravention of the above and may make recommendations as to whether
the alleged offending party should be listed on the National Treasury database of
persons prohibited from doing businese with the public sector. Any such report by the
Municipal Manager must give full details of the alleged breach and a written response
from the alleged offending party , as well as proof that the alleged offending party
received the allegations in writing and were given at least 7(seven) working days to
respond , in writing to the allegations.

Any sponsorship promised, offered or granted to the rnunicipality must promptly be
disclosed to the National Treasury.

8.3 INVESTMENT OBJECTIVES
8.3.1. SECURITY

The first and foremost objective for investments is the preservation an?gé'%g%yﬁ%f the
principal amount Invested. it Is a requirement of this municipality that Invastments may
only be Made with Institutions with a credit - worthy rating of A 1 and better. Any
investments made must be liquidated Immediately If an institution's credit — worthy
rating falls below the level of A1

8.3 2. LIQUIDITY

The cash —flow budget must be used as an Instrument In determining liquidity needs.
Other factors such as. the payment runs for creditors, dates for salary and statutory
payments and dates for debt repayments must also be brought into account to ensure
cash requirements, and resultant Investment periods, are being calculated to such an
extent that maximum yield on surplus cash can be obtained.

8.3.3. YIELD

It is necessary to ensure optimal yield on the municipality's investments, but a higher
yield should never increase the risk of preservation and safety of the principal amount
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invested or not meeting cash -flow requirements.Where an institution has a sudden
Increase above ‘the average market Increase in investment returns, the Municipal
Manager must determine whether the institution is in liquidity or financial problems ,and
in such an instance liquidate the investments with such an institution as soon as
possible.

8.4, TYPES OF INVESTMENT ACCOUNTS
“The following cash - backed investment accounts should be established:
s General surplus cash
¢ Asset financing reserve fund
e Accumulated leave fund
e Trust funds where a trust- deed exist

» “Allocation “funds as described In Section 1 of the Local Government: Municipal
Finance Management Act, 2003, but excludes the equitable share

¢ Sinking funds, if applicable
¢ Debt guarantee reserve fund, If applicable
¢ Post retirement benefits funds .

¢ Self - Insurance reserve X
Spesn
o Housing development funds

Where a Trust Deed prescribes how the trust money is to be Invested, the prescriptions
In the Trust Deed will prevail over this policy.

It is a general principle, the higher the Investment the better the yield, and for this
purpose the Municipal Manager should combine as much cash allocated to the above
funds as possiblé, and Invest it together. Yield should then be allocated according to the
capital of the Individual cash — backed funds, through the Statement of Financial
Performance.

8.5 APPROVED INVESTMENTS

Investments should be structured according to the best yield available and the liquidity
needs of the municipality. This can include Call. Deposits, FIxéd Term Deposits and
Endowment Policies for the purpose of Sinking Funds only. Sinking funds must be
created for the purpose of bullet — payment loans and to provide for future
commitments such as building enough cash to be able to cover post - retirement
benefits in full.

8.6 QUALIFIED INSTITUTIONS
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It is of outmost Importance that the Investments only be placed with credit - worthy
institutlons approved by with a credit - rating of A 1 and better.

The following Investments are permitted
o Securities Issued by National Government

» Listed corporate bonds with an investment grade rating from a nationally or an
internationally recognised credit rating agency

» Deposits with banks registered in terms of the Banks Act, 1990 {Act 94 of 1980)

¢ Deposits with the Public Investment Commissioners as ‘contemplated by the
Public investment Commissioners Act, 1984 (Act 45 of 1984)

s Deposits with the Corporation for Public Deposits as contemplated ‘by the
Corporation for Public Deposits Act, 1984 (Act 46 of 1984)

o Banker's acceptance certificates or negotiable certificates of deposit of banks
registered in terms of the Banks Act, 1990 {Act 24 of 1990)

o Guaranteed endowment policies with the intention of establishing a sinking fund

* Repurchase agreements with banks registered in terms of the Banks Act, 1990
(Act 94 of 1990)

* Municipal Bonds issued by the municipality {

e Any other as might be approved by the Minister of Finance
INVESTMENT DIVERSIFICATION SPan

Without limiting the Municipal Manager to any specific amount or percentage of
investments, It is hereby established that investments ‘made by the municipality should
be diversified as much as possible between different Institutions, maturity dates and
types, but nothing prevents the Municipal Manager from Investing more cash with-an
institution than by another institution with due regards to the standard of care. and
objectives set In this policy.

The. Municipal Manager may delegate the duties of investment diversification as per
paragraph 5 of this policy.

8.8 COMPETITIVE SELECTION OF BIDS OR OFFERS

in establishing where investments must be made, at least 2 {two) written quotations
must be obtained by the Municipal Manager from any of the institutions listed in
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paragraph 8.8 above. The Municipal Manager may not divulge interest rates to other
institutions during the quotation process. if Investments Managers ‘use treasury desks
for the purpose of obtaining quotations, the quotations, with a written reason why a
specific institution was chosen if the yield is lower than that of-another institution must
be forwarded to the Municipal Manager, who must evaluate the reasons and Issue such
Instructions as deemed necessary.

The Municipal Manager may delegate the duties of compatitive selection of bids or
offers as per paragraph 5 of this policy.

8.9 COMMISIONS OR COSTS

No commission for investments made or referred is payable to an official or councilor, or
spouse, business partner or close family member of an official or councilor by an
Institution or investment manager.

Any commissions, other rewards or costs paid to an Investment manager by an
institution must be declared to the municipality by the institution and investment
Manager by way of certificates. Any guotation given to the. Municipality by an institution
or investment Manager must be net of costs, rewards or commissions, but must -also
Indicate the commissions, rewards or costs which will be paid in respect of the:
investments:

8.10. PERFORMANCE

The Municipal. Manager must annually measure and report to the Councmw
performance of It's:

¢ Investments In terms of the stipulated objectives of this policy

¢ Investment Managers In terms of the stipulated objectives of this policy

The measurement must be done by way of taking into consideration the performance of
surrounding municipalities on Its Investments.

8.11. FORBIDDEN ACTIVITIES
* No investments may be made other than in the name of the municipality .
e Money may not be borrowed for the purpose of Investments

¢ No person, Including officials and councilors, may Interfere or attempts to
‘Interfere In the management of investments entrusted to the Municipal Manager
. or persons delegated by the Municipal Manager Including with the Investment
Managers.

¢ No Investments may be made other than be denominated In Rand and which Is
not indexed ‘to, or affected by, any fluctuations In the' value of the Rand against:
any foreign currency.
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8. 12 REPORTING "
8aker

.:b_\

The Municipal Manager must, in addition. to the reporting in paragraph 7.7 a%% e,
within 10 working days of the end of each month submit to the Mayor a report
describing In detail the Investment portfolio of the municipality as at the end of the
month.

The report referred to above must contain at least a statement, prepared in compliance
with generally accepted. Municipal accounting principles, as amended from time to time,
that gives the

e Beginning market value. of each Investment for the month
+ Additions and changes to the investment portfolio for the month
» Ending market value of each investment for the month

e Fully accrued interestlyield for the month including interest/yield
capitalised or paid out

The Municipal Manager, in making Investments, must remind the relevant institutions of
the Institutions’ legal reporting responsibilities in terms of Section 13 (3) and 13 (4) of
the Local Government Municipal Finance Management Act, 2003 and must get a
certificate from the institutions that the institutions will comply with the Act. A single
certificate per Institution for any current and future Investments may be obtained and
must be kept on the municipality’s Investment file.

The Municipal Manager nay delegate the duties of reporting as per paragraph 5 of this
policy.

9. REVIEW OF THE POLICY

This cash Management and Investment Policy Is the sole policy governing sg
management and Investments In the municipality Any reviews to this poﬁ??nmét" be
approved by the Municipal Council

The Mayor must submit any proposed changes to this policy to the Council as part of
the annual review of policies submitted with the budget documentation.

Whenever the Minister of Finance or the National. Treasury or the Auditor-General
requires’ changes to the policy by means of legislation or requests it should be reviewed
promptly in accordance with such requirements , giving full details of the reasons for
the revision.

ANNEXURE A: PARAPHRASE OF REQUIREMENTS OF MUNICIPAL FINANCE
MANAGEMENT ACT, NO 86 OF 2003

Note: in terms of the Section 60(2) of the Municipal System Act No. 32 of 2000. The
council may delegate the authority to take decisions on making investments on behalf
of the municipality only to the executive mayor, executive committee -or chief financial
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officer, The foregoing policy is based: on the assumption that such authority has been
delegated to the chief financial officer .The chief financial officer shall at ail times
manage the investments in compliance with the provisions of any further prescriptions
made by the Minister of Finance in terms of the Municipal Finance Management Act No
56 of 2003.

SECTION 7: OPENING OF BANK ACCOUNTS

Every municipality must open. and maintain at least one bank account This bank
account must be.in the name of the municipality , and all monies received by the
municipality must be paid Into this bank account or accounts, promptly and in
accordance with any requirements that may be prescribed.

A municipality may not open a bank account:
s otherwise than in the name of the municipality;
e abroad; or
¢ with an institution not registered as a bank In terms of the Banks Act 1990.

‘Money may be withdrawn from the municipality's bank account only in accordance with
the requirements of Section 11 of the present Act.

SECTION 8 PRIMARY BANK ACCOUNT

» Every municipality must have a primary bank account, and if the municipality has
only one bank account that account is its primary bank-account. If the municipality
has more than one bank account, it must designate one of those bank accounts.as
Its primary bank account.

The following must be pald Into the municipality's primary account:
» all allocations to the municipality;
¢ all Income received by the municipality on Its investments;

e all income received by the municipality in connection with its Interest in any
municipal entity

» all money collected by a municipal entity or other external mechanism on behalf
of the municipality, and;

» any other monies as may be prescribed.

The accounting officer of the municipality must submit the to the national treasury,
the provincial treasury and the Auditor General , in writing , the name of the bank
where the primary account account of the municipality is held , and the type and
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number of the account . if the Municipality wants to change the primary bank
account , it may do so only after the accounting officer has informed the national
Treasury, and the Auditor General , In writing , at least 30 days before making such
changes

SECTION 9: BANK ACCOUNT DETAILS TO BE SUBMITTED TO PROVINCIAL
TREASURIES AND AUDITOR-GENERAL

‘The accounting officer of the municipality must submit to the provincial treasury and to
the Auditor-General, In writing, within 90 days after the municipality has opened a new
bank account, the name of the bank where the account has been opened, and the type
and number of the account; and annually, before the start of each financial year, the
name of each bank where the municipality holds a bank account, and the type and
number of each account.

SECTION 10: CONTROL.OF MUNICIPAL BANK ACCOUNTS

The accounting officer of the municipality must administer all the municipality bank
accounts, is accountable to the municipal council for the municipality's bank accounts,
and must enforce compliance with Sections 7, 8 and 11 of the present Act.

The accounting officer may delegate the duties referred to above only to the
municipality's chief financial officer.

SECTION 11: WITHDRAWALS FROM MUNICIPAL BANK ACCOUNTS

Only the accounting officer or the chief financial officer of the municipality (presumably
where this power has been appropriately delegated), or any other senior financial
official of the ‘municipality acting on the written authority of the accounting officer, may
withdraw money or authorise the withdrawal of money from any of the municipality's
bank accounts, Such withdrawals may be made only to:

» defray expenditure appropriated in terms of-an approved budget

o defray-expenditure authorised in terms of Section 26(4) (this Section deals with
situations in which the budget was not timeously approved, and the province has
been compiled to Intervene);

e defray unforeseeable and unavoidable .expenditure authorised in terms of
Section 29(1);

s in the case of a bank account opened in terms of Section 12, make payments
from the account in accordance to Section 12(4);

e pay over to & person or organ of state money received by the municipality on
behalf of _such person of .organ of state , including money collected by the
municipality on behalf of such person or ‘organ of state by agreement, or any
insurance or “other payments received by the municipality for such person or
organ of state;
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o refund money Incorrectly paid into a bank account

refund guarantees, sureties and security deposits;

e Make Investments for cash management purposes in accordance with Section
13

defray Increased expenditure in terms of Section 31;

for such other purposes as may be prescribed.

{(Note that Section 11(1) does not expressly: provide for the withdrawal of monies to
pay creditors , where the relevant obligations arose in terms of the previous budget to
repay loans; or to repay consumer deposits

Any authorisation to-a senior financial official to withdraw money-or to authorise the
withdrawal of money from. bank account must be In accordance with the framework as
may be prescribed. The accounting officer may not authorise any official other than the
chief financlal officer to withdraw money or to authorise the withdrawal of money from
the municipality’s primary bank account if the municipality has a primary bank account
.which is separate from its other bank accounts.

‘The accounting officer must, within 30 days after the end of each quarter, table in the
council a consolidated report of all withdrawals’ made other: than withdrawais fo defray
expenditure appropriated in terms of the approved budget , and submit a copy of the

report to the relevant provincial treasury and the Auditor General
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SECTION 12: RELIEF, CHARITABLE, TRUST OR OTHER FUNDS

No political structure or office bearer of the municipality may set up a relief, charitable,
trust or other fund of whatever description, except in-the name of the municipality. only

the municipal manager may be the accounting officer of any such fund.

A municipality may open a separate bank account in the name of the municipality for
the purpose of such relief, charitable, trust or other fund , Money received by the
municipality for the purpose of such fund must be paid into the bank account of the
municipality , or if a separate bank account has been opened for such fund, into that
account

Money In a separate account opened for such fund may be withdrawn from the account
without appropriation in terms of the approved budget, but only by or on the written
authority of the accounting officer, acting In accordance with decisions of the council,
and for the purposes for which, and subject to any conditions on which, the fund was
established or the money In the fund was donated.

SECTION 13: CASH MANAGEMENT AND INVESTMENTS

The Minister; acting with the concurrence of the cabinet member responsible for local
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government, may prescribe framework within which municipalities must conduct their
cash ‘management and investments, and Invest money not Immediately required.

A municipality must establish an appropriate and effective cash management and
investment policy In accordance with any framework that may be so prescribed.

A bank where the municipality at the end of the. financial year holds a bank account, or
held a . bank account at any time during such financial year, must within 30 days after
the end of such financlal year, notify the Auditor-General, in writing, of such bank
account, Indicating the type and number of the account, and the opening and closing
balances of that account in the financial year. The bank must also promptly disclose
any information regarding the account when so requested by the national treasury or
the Auditor-General.

A bank, insurance company or other financial institution which the end of the financial
year holds or at any time during the financial year held, an investment for the
municipality must within 30 days after the end of that financial year, notify the Auditor-
General, in writing, of that investment, including the opening and closing balances of
that investment In that financial year. Such Institution must also promptly disclosé any
Information regarding the Investinent when so requested by the national treasury or the
Auditor-General,

SECTION 17: CONTENTS OF ANNUAL BUDGETS AND SUPPORTING
DOCUMENTS

‘The following documents must accompany each tabled draft annual budget (Inter alla):

» a projection of cash flows for the budget year by revenue source, divided into
calendar months

« particulars of the municipality's Investments.
SECTION 22: PUBLICATION OF ANNUAL. BUDGETS SHRe
b ?ﬂ e =4

‘The accounting officer must make public, immediately after a draft annual budget is
tabled, the ‘budget itself and all the prescribed supporting documents, and invite
comments from the local community in connection with such budget (and documents).

SECTION.37: PROMOTION OF CO-OPERATIVE GOVERNMENT, BY
MUNICIPALITIES

In order to enable municipalities to include allocations from other municipalities in their
budgets and to plan effectively for the spending of such allocations , the accounting
officer of every municipality responsible for the transfer of any allocations to another
municipality , must , by no later than 120 days before the start of its budget year, notify
the receiving municipality of the projected amount of any allocations proposed to be
transferred to that municipality during each of the next 3 financial years.

Section 45: SHORT- TERM DEBT
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The municipality may incur short-term debt only in accordance with and subject to the
provisions of the present acts and only when necessary to bridge capital neseds within a
financial year to be repaid from specific funds to be received from enforceable
allocations or long term debt commitments

The council may approve a short-term, debt transaction individually , or may approve an
agreement with a lender for a short-term credit facility to be accessed as and when
required, including a line of credit or bank, overdraft facility, provided that the credit limit
must be specified in the resolution of the council; the terms of the agreement, Including
the credit limit, may be changed. only by # resolution of the council; and if the council
approves a credit facility . limited to emergency use, the accounting officer must notify
the council in writing as soon as practicable of the amount, duration and cost of any
debt Incurred in terms of such a credit facility, as well as the options available for
repaying such debt.

“The municipality must pay off short-term debt within the financial year in which It was
incurred, and may not renew or refinance short-term debt, whether its own debt that of
any municipal entity, where such renewal or refinancing will have the effect of extending
the short-term debt Into a new financial year.

SECTION 46: LONG-TERM DEBT

A municipality may incur long-term debt-only in accordance with and subject to any-
applicable provisions of the present Act, and only for the purpose of capital expenditure
on property, plant and equipment to be used for the purpose of achieving the objects of
local government as set out in Section 152 of the constitution ;or refinancing existing
long term debt subject to the requirement of Section 46(5)

SECTION 47: CONDITIONS APPLYING TO BOTH SHORT-TERM AND LONG-TERM
DEBT

The municipality may incur debt only if the debt is ‘denominated in rand and is not
indexed to, or affected by, fluctuations In the value of the rand against any foreign,
currency. '

SECTION 64: REVENUE MANAGEMENT (EXCERPTS)
Qs

The accounting officer of the municipality is responsible for the management%l‘ &
revenues of the municipality .

The accounting officer, must, among other things, take ail reasonable steps to ensure
that all money received Is promptly deposited In accordance with the requirements of
the present Act into the municipality's primary and other bank accounts.

The Accounting officer must also ensure that all revenue received by the municipality,
Including revenue recelved by any collecting agent on its behalf, Is reconciled on at
least a weekly basis.

The accounting officer must take all reasonable steps to ensure that any funds coliected
by the municipality on behaif.of-another organ of state are transferred to that organ of
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state at least on a weekly basis, and that such funds are not used for purposes of the
municipality.

‘SECTION 65: EXPENDITURE MANAGEMENT (EXCERPTS)

The accounting officer of the municipality is responsible for the management of the
expenditure of the municipality.

The accounting officer must take all reasonable steps to ensure, among other things,
that payments made by the municipality are made direct to the person to whom they are
due, unless agreed otherwise for reasons as may be prescribed, and either
electronically or by way of non-transferable cheques, provided that cash payments and
payments by way of cash cheques may be made for exceptional reasons only, and only
up to a prescribed limit.

The accounting officer must also ensure that all money owing by the municipality is
pald within 30 days of receiving the relevant invoice or statement , unless prescribed
otherwise for certain categories of expenditure.

The accounting officer must further ensure that the municipality's available working
capital Is managed effectively and economically in terms of the prescribed cash
management and investment framework

ANNEXURE B: CODE-OF PRACTICE IN REGARD TO” PAYMENTS, 'REVENUE |

Nogiatie
COLLECTION AND STORES viogaiie
Payments

v T j ?;‘;,’\ & r
1.1 All payments, other than petty cash disbursements, shall be made through the
municipality's bank account(s).

1.2 The chief financial officer shall draw all cheques on this account, and shall, In
consultation with the municipal manager and with due regard to the council's policy on
banking and Investments, determine the rules and procedures relating to the signing of
cheques , and from time to time jointly with the municipal manager decide on
appropriate signatories,

1.3 All requests for payments. of whatever nature shail be submitted on payment
vouchers, the format of which shall be determined by the chief financial officer Such
vouchers shall be authorised In terms of such rules and procedures as are determined
from time to time by the chief financial officer.

1.4 The maximum amount and nature of petty disbursements, where not covered by
the general buying procedures referred to in Section 2,shall be generally determined
from time to timé by the chief financial officer.. No cash float shall be operated without
the authority of the chief financial officer , who may prescribe such procedures relevant
to the management of such fioat as are considered necessary.
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1.5 The Chief Financial Officer shall be responsible for the payment off all salaries and
remuneration benefits to empioyees and councilors, and for the determination of
payment system to be used.

1.6 Cash payments/ wages of non-permanent employees shall be paid out by a security
firm registered with the appropriate regulatory body/s and to whom services is acquired

though the Supply Chain Management of the municipality. A proper agreement shall be

entered into to regulate the service provided

2. Revenue and Cash Collection

2.1 Every head of department shall be responsible for the collection of all moneys falling
within the ambit and area of his or her designated functions.

2.2 The chief financial officer shall ensure that all revenues are properly accounted for.

2.3 The Collection of all arrear revenues and the control of arrear accounts shall be co-
ordinated by the chief financial officer In terms of any policies determined by the
council. If Itis clear that any revenues are not recovered or likely to ‘be recovered after
the necessary steps. have been taken, the chief financial officer shall report the matter
adequately and timeously to the accounting officer and council.

2.4 The chief financial officer shall ensure that adequate provision is maintained to
‘cover the writing off of Irrecoverable revenues, having due regard to the council’ policy
on rates and tariffs.

3. Banking Of Receipts

3.1 Guidelines and procedures for the banking of cheques and other receipts shall , if
necessary, be determined from time to time by the chief financial officer.

3.2 Where applicable, every head of department shall ensure that all revenues are
banked daily with the municipality's banker(s), or less frequently if so approved by the
chief financial officer.

3.3 Banking of receipts shall be. Handled by a security firm registered with the
appropriate regulatory body/s and from whom services Is acquired through the 'Supply
Chain Management. A proper agreement shall be entered into to regulate the serwces )
provided. et

Cash Management Cash Collection
spes
All monies due to the municipality must be collected as soon as possible, either on or

immediately after due date, and banked on a daily basis. The monies collected at Van
Zylsrus must be banked at least once a month.

The respective responsibilities of the chief financial officer and other heads of
departments In this regard Is defined In a code of financial practice approved by the
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Municipal Manager and the Chief Financial Officer, and this code of practice is attached
as Annexure II to this policy.

The unremitting support of and commitment to the municipality’s credit control policy,
both by the council and the municipality's Officials , Is an Integral part of proper cash
collections, and by approving the present policy the council pledges itself to such
support and commitment.

Payments to Creditors

The chief financial officer shall ensure that all tenders end quotations Invited by and
contracts entered Into by the municipality stipulate payment terms favorable to the
municipality that is, payment to fall due not sooner than the conclusion of the month
following the month In which a particular service is rendered to or goods are received
by the municipality This rule shall be departed from only where there are financial
incentives for the municipality to effect earlier payment and the chief financial officer
shall approve any such departure before any payment is made. (Delegated by
Accounting Officer to CFO.

In the case of small, micro and medium enterprises, where such a policy may cause
financial hardship to the contractar, payment may be effected at the conclusion of the
month during which the service is rendered or within fourteen days of the date of such
service being rendered, whichever is the later. The chief financial officer shall approve
any such early payment before any payment is made. (Delegated by Accounting Officer
to CFO.).

Notwithstanding the foregoing policy directives, the. chief financial officer shall ‘make full
use of any extended terms of payment offered by suppliers and not settle any accounts
earlier than such extended due date, except If the chief financial officer determines that
there are financial incentives for the municipality to do so. {Delegated by Accounting
Officer to CFQ.)

The chief financial officer shall not ordinarily process payments, for accounts received
more than once in each calendar month, such processing to take place on or about the
end of the month concerned, wherever possible, payments shall be effected by means
of electronic transfers.

Special payments to creditors shall only be made with the express approval of the Chief
financial Officer, who shall be satisfied that there are compelling reasons for making
such payments prior to the normal month end processing.



