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ACCOUNTING POLICY FOR JOHN TAOLO GAETSEWE DISTRICT MUNICIPALITY

Ms 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

GRAP 2 Cash Flow Statement

GRAP 3 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 Financial Statements

GRAP 7 Investments in Associate

GRAP 8 Interests In Joint Ventures

GRAP 9 Revenue From Exchange Transactions

GRAP 10 Financial Reporting In Hyperinflationary Economies

GRAP 11 Construction Contracts

GRAP 12 Inventories
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GRAP 13 Leases

GRAP 14 Events after the reporting date

GRAP 16 Investment property

GRAP 17 Property, Plant and Equipment

GRAP 19 Provisions, Contingent Liabilities And Contingent
Assets

GRAP 20 Related Party Disclosures

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 25 Employee Benefits

GRAP 26 Impairment of Cash-generating assets

GRAP 27 Agriculture |

GRAP 100 Non- Current Assets Held For Sale and Discontinued
Operations

GRAP 101 Agricultural

GRAP 102 Intangible Assets

GRAP 103 Heritage Assets

GRAP 104 Financial Instruments

GRAP 105

Transfer of Functions Between Entities Under
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Common Control

GRAP 106 Transfer of Functions Between Entities Not Under
Common Control

GRAP 107 Mergers

GRAP 108 Statutory Receivables

GRAP 109 Accounting by Principals and Agents

GRAP 110 Living and Non-living Resources

IPSAS 20 Related Party Disclosures

IPSAS 21 Impairment Of Non-Cash Generating Assets

IFRS 3 Business Combinations

IFRS 7 Financial Instruments; Disclosures

IAS 19 Employee Benefits

IAS 32 Financial Instruments: Presentation

IAS 36 Impairment Of Assets

IAS 39 Financial Instruments: Recognition and Measurement

ACCOUNTING POLICY FOR JOHN TAOLO GAETSEWE DISTRICT MUNICIPALITY

IFRS 16

Leases

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

GRAP 3.

MS PQ Mogatle
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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 16-Investment Properties

GRAP 17 -Property, Plant and Equipment

GRAP 19- Provisions, Contingent Liabilities and Contingent Assets
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 transactions are included in the statements.

3. Going concern assumption
The Annual Financial statements will be prepared on a going concern basis.
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.

Ms & Q Mogatle
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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
been early adopted by the Municipality:

GRAP 25 Employee Bene’ﬁts

GRAP 104 Financial Instru@ents

6. Foreign currency transactions

The Municipality will not incur a foreign currency liability other than that allowed by the

MFMA.
Ms P Q Mogatle

7. Reserves

Speaker

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, fundsf;;ére 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
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8.1 Municipality as Lessee

Leases are classified as finance leases where substantially all the risks and rewards
associated with ownership of an asset are transferred to the municipality.

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 liability to the lessor is included in the statement of financial position
as a finance lease obligation.

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.

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).

Initial direct costs incurred in negotiating and arranging operating leases are added to
the carrying amount of the leased asset and recognized as an expense over the lease
term on the same basis as the lease revenue.

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 to the cost of that asset unless it is inappropriate to do
s0.

Borrowing costs are interest and other expenses incurred by a Municipality in
connection with the borrowing of funds.

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 reflected on the
Statement of Financial Position. They represent unspent government grants, subsidies
and contributions from the public.

11. Provisions

Provisions are recognized when the municipality has a present or constructive
obligation as a result of past events, it is probable that an outflow of resource
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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
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.

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 thejf services

e The expenditure that will be undfénaken ;and
¢ 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 unejng-ts main features to
those affected by it. s r]gnﬂ MOQ a{ €

12. Employee benefits S K

= e

a) Post-Retirement Medical Obligations peaker
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.
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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.

c) Short-term employee benefits

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

The municipality recognise the expected cost of bonus, incentive 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 municipality has no
realistic alternative but to make the payments.

d) Other long-term employee benefits

The Municipality has an obligation to provide other long-term service allowance
benefits to the majority of its employees. The Municipality's liability is based on an
actuarial valuation. The Projected Unit Credit Method to determine the present value
of the obligations
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13. PROPERTY, PLANT AND EQUIPMENT N ,
Speaker

13.1 Initial 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.
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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 equipment 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 to 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.

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 benefits
associated with the asset.

13.3 Depreciation and impairment

Depreciation is calculated on the depreciable amount, using the straight-line method
over the estimated useful lives of the assets. Compoenents 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

Ms P Q Mogatle
Speaker
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lives:

Years

Roads and paving
Pedestrian Malls
Electricity
Water
Sewerage
Housing
Community
Buildings
Recreational Facilities
Security
Halls
Libraries
Parks and gardens

Other assets

Heritage Assets

No depreciation
Finance lease Assets
Office Equipment

Other assets

10-30
20
20-30
15-20
15-20
30

30
20-30

20-30
20-30
20-30
15-20

Years
Other
Buildings 30
Specialist Vehicles 10
Other Vehicles 5
Office Equipment 3-7
Furniture and Fittings 5-10
Watercraft 15
Bins and containers

Speciallised plant

and Equipment 10-15
Other plant

and Equipment 2-5
Landfill Sites 20
Quarries 25

Emergency Equipment 10
Computer Equipment 3

Ms P Q Mogatle
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The residual Value, the useful life of an asset and the depreciation method is reviewed
annually 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, plant 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 Financiai 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 capitalized, while development
expenditure is only capitallsed to the extent that:

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

e itis probable that the municipality will receive future economic benefits or service
potential,

Intangible assets are initially recognised at cost.

Where an intangible asset 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 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
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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 to 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 5-10

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 aMtﬁe parr/)dngmvglue and is
recognized in the Statement of Financial Performance. PN I T 1
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15. Heritage assets | Spe"‘ e r
Heritage assets are assets that have a cultural, environmental, historical, natural,
scientific, technological or artistic significance and are held indefinitely for the benefit of
present and future generations.

The Municipality recognises heritage assets as an asset if it is probable that future
economic benefits or service potential associated with the asset will flow to the
Municipality, and the cost or fair value can be measured reliably.
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When the Municipality holds a heritage asset, but on initial recognition it does not meet
the recognition criteria because it cannot be reliably measured, information of such
heritage asset is disclosed in note the note Heritage assets.

Heritage assets are initially measured at cost

When a heritage asset is acquired through a non-exchange transaction, its cost is
measured at its fair value as at the date of acquisition.

Subsequent to initial measurement classes of heritage assets are carried at cost less
any accumulated impairment losses.

The Municipality assesses at each reporting date whether there is an indication that it
may be impaired. If any such indication exists, the municipality estimates the
recoverable amount or the recoverable service amount of the heritage asset.

Transfers from heritage assets are only made when the particular asset no longer
meets the definition of a heritage asset. Transfers to heritage assets are only made
when the asset meets the definition of a heritage asset.

The Municipality derecognises heritage assets on disposal, or when no future economic
benefits or service potential are expected from its used or disposal.

The gain or loss arising from the derecognition of a heritage asset is the difference
between the net disposal proceeds and the carrying amount and is included in surplus
or deficit when the item is derecognised.

16. Biological assets

The Municipality recognises biological assets or agricultural produce when, and only
when:

o the Municipality controls the asset as a result of past events;

e it is probable that future economic benefits or service potential associated
with the asset will flow to the municipality; and

¢ the fair value or cost of the asset can be measured reliably.
Biological assets are measured at their fair value less costs to sell.

A gain or loss arising on initial recognition of biological assets or agricultural produce at
fair value less costs to sell and from a change in fair value less costs to sell of biological
assets is included in surplus or deficit for the period in which it arises.

Where market determined prices or values are not available, the present value of the
expected net cash inflows from the asset, discounted at a current market-determined
pre-tax rate where applicable is used to determine fair value.

Ms P Q Mogatle
Speaker
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Recognition

.3 P Q Mcgatle

17. Investment property

Speaker

17.1 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.

The municipality shall transfer a property Transfers to, or from, investment property
shall be made when, and only when, there is a change in use., evidenced by:

A change in use occurs when the property meets, or ceases to meet, the

definition of investment property and there is evidence of the change in use.

In isolation, a change in management’s intentions for the use of a property

does not provide evidence of a change in use

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

17.2 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.

Compensation from third parties for investment property that was impaired, lost or given
up is recognised in surplus or deficit when the compensation becomes receivable.

When classification is difficult, the criteria used to distinguish investment property from
owner-occupied property and from

property held for sale in the ordinary course of operations, including the nature or type
of properties classified as held for
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strategic purposes, are as follows:
e managements' intended usage of thga property; and

¢ the extent to which it is owner occupied.

17.3 Derecognition

Investment property derecognised when it is disposed or when there are no further
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.

18. Non-current assets held for sale
18.1 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
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.

18.2 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.

19. 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

Ms P Q Mogatle
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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. s P QMc-~2tle
20. Impairment of assets speakc

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.

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 exists, the municipality estimates the assets or cash generating unit’s
recoverable amount.

A previously recognized 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 recognised.

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 recognized in the income statement.

21. Inventories
21.1 Initial Recognition

Inventories comprise current assets held for sale, consumption or distribution during the
ordinary course of business. inventories are initially recognized 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,
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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.

21.2 Subsequent 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 uniess 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 written down In this way.
Differences arising on the valuation of Inventory. Are recognized 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, written 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

22. Financial instruments

Financial instruments recognized on the balance sheet include trade and other
receivables, cash and cash equivalents, annuity loans and trade and o*Der 5

22.1 Initial Recognition
Financial Instruments are Initially recognised at fair value. _ S pea ker
22.2 Subsequent Measurement

Financial Assets are categorized according to their nature as either financial assets at
fair value through 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 profit and liabilities depends on this categorisation and, in the absence
of an approved GRAP standard on financial instruments, is in accordance with 1AS 39

22.3 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 categorization are met
or as loans and receivables, and are measured at amortized cost. Where investments
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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.

22.4 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 collectively
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
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 interest rate.

22.5 Trade payables and Borrowings

Financial liabilities consist of trade payables and borrowings. They are categorized as
financial liabilities held at amortized cost, are initially recognised at fair value end.
Subsequently measured at amortized cost which Is the initial carrying amount less
repayments, plus interest.

22.6 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. Ms P C Mogatle
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For purposg of the cash flow statement, cash and cash equivalents comprises cash on
hand, deposnts held on call with bank, net of bank overdrafts. The municipality
categorises cash and cash equivalents as financial assets, loans and receivables.

Bank overdrafts are recorded based on the facility utilized. 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.

22.7 Derecdgnition of Financial Instruments
Financial Assets

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

o the f_ight 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.

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
substantlally all the risks and rewards of the asset nor transferred control of the asset , a
new asset i 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 settled 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.

22.8 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

Ms P Q Mogatle
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recognition of a new liability, and the difference in the respective carrying amounts is
recognised in the income statement.

22.9 Offsetting of Financial Instruments

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.

22.10 Impairment 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 évidence 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
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 estignated future, c?sﬁm flows, such as
changes in arrears or economic conditions that correla ith defaults! /! ¢
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23. 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

If any, recognised as revenue. When a liability is subsequently reduced, because the
taxable event occurs or a condition is satisfied, the amount of the reduction in the
liability is recognised as revenue:

Transfers —

The municipality recognises an asset in respect of transfers when the transferred
resources meet the definition of an asset and satisfy the criteria for recognition as an
asset. Transferred assets are measured at their fair value as at the date of acquisition.

Debt forgiveness and assumption of liabilities —

The municipality recognise revenue in respect of debt forgiveness when the former debt
no longer meets the definition of a liability or satisfies the criteria for recognition as a
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liability, proV'ided that the debt forgiveness does not satisfy the definition of a
contribution:from owners. Revenue arising from debt forgiveness is measured at the
carrying amount of debt forgiven.

Gifts and donations, including goods in-kind —

Gifts and donations, including goods in kind, are recognised as assets and revenue
when it is probable that the future economic benefits or service potential will flow to the
municipality and the fair value of the assets can be measured reliably.

Services in-kind -

Except for financial guarantee contracts, the municipality recognise services in-kind that
are significant to its operations and/or service delivery objectives as assets and
recognise the related revenue when it is probable that the future economic benefits or
service poténtial will flow to the municipality and the fair value of the assets can be
measured reliably. Where services in-kind are not significant to the municipality’s
operations and/or service delivery objectives and/or do not satisfy the criteria for

recognition;*the municipality disclose the nature and type of services in-kind received
during the reporting period.

Revenue from recovery of unauthorised, Irregular, fruitless and wasteful expenditure
based on legislated procedyres, Including those set out In the Municipal Finance
Management Act (Act No. 56 0of2003), and is recognised when the recovery thereof
from the responsible councilors or officials Is virtually certain.

24, Revergi'_ie 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.

Measurement - Revenue is measured at the fair value of the consideration received or
receivable, net of trade discounts and volume rebates.

Sale of godijs - Revenue from the sale of goods is recognised when all the following
conditions have been satisfied:

e the municipality has transferred to the purchaser the significant risks and rewards
of ownership of the goods;

e the municipality retains neither continuing managerial involvement to the degree
usually associated with

e ownership nor effective control over the goods sold;
e 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 municipality; and
Ms P Q Mogatle
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e the costs incurred or to be incurred in respect of the transaction can be
measured reliably

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:

e the amount of revenue can be measured reliably;

» itis probable that the economic benefits or service potential associated with the
transaction will flow to the municipality;

» 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.

‘When the outcome of the transaction involving the rendering of services cannot be
estimated reliably, revenue is recognised only to the extent of the expenses recognised
that are recoverable.

Service revenue is recognised by reference to the stage of completion of the transaction
at the reporting date. Stage of completion is determined by surveys of work performed.

Interest Revenue arising from the use by others of municipality assets yielding interest,
royalties and dividends or similar distributions is recognised when:

e ltis probable that the economic benefits or service potential associated with the
transaction will flow to the municipality, and

e the amount of the revenue can be measured reliably.

Interest is recognised, in surplus or deficit, using the effective interest rate method.

25. Related parties

Individuals as well as their close family members, and/or entities are related parties if
one party has the ability, directly or Indirectly, to control or jointly control the other patty
or exercise significant Influence over the other party in making financial and/or operating
decisions.

It Includes full-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.

Ms P Q Megatleﬁ
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26. Unauthorised expenditure

-
Unauthorised expenditure means:
e overspending of a vote or a main division within a vote; and

e expenditure not in accordance with the purpose of a vote or, in the case of a
main division, not in accordance with the purpose of the main division

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

27. Irregu’rl;énr 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 Performance.

28. 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

Contingen'ti‘jjabilities existent at the reporting date must be disclosed in the Annual
Financial statements.

27. Grantin aid

Grant in aid - The Municipality transfers money to individuais, organisations and other
sectors of government from time to time. When making these transfers, the Municipality
does not: - receive any goods or services directly in return, as would be expected in a
purchase of sale transaction; - expect to be repaid in future; or - expect a financial
return, as would be expected from an investment. These transfers are recognised in the
statement of financial performance as expenses in the period that the events given raise
to the transfer occurred

28. Budget Information Ms P Q Mogatle
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Budget information - The approved budget is prepared on a accrual basis and
presented by economic classification linked to performance outcome objectives

29. 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 municipality will adjust the amount recognised in the financial statements to reflect
- adjusting events after the reporting date once the event occurred.

The municipality 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.

oA o A ‘r
,\/i oo ,\ﬂ DRI
e ¥ oml N R e [

(f'. Sty uTeomm Ly
Yer o N R

"



