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ACCOUNTING POLICIES

1. Basis of Presentation

The annual financial statements have been prepared in accordance with the Standards
of Generally Recognised Accounting Practice (GRAP), issued by the Accounting
Standards Board in accordance with Section 122(3) of the Municipal Finance
Management Act (Act 56 of 2003).

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

The standards are summarized as follows:

Standard of GRAP

GRAP 1 Presentation of Financial Statements

GRAP 2 Cash Flow Statements

GRAP 3 Accounting Policies, Changes in Accounting Estimates and Errors
GRAP 5 Borrowing Costs

GRAP 7 Investments in Associates

GRAP 9 Revenue from Exchange Transactions

GRAP 12 Inventories

GRAP 13 Leases

GRAP 17 Property, Plant, and Equipment

GRAP 19 Provisions, Contingent Liabilities, and Contingent Assets
GRAP 21 Impairment of Non-cash-generating Assets

GRAP 24 Presentation of Budget Information in Financial Statements
GRAP 25 Employee Benefits

GRAP 26 Impairment of Cash-generating assets

GRAP 31 Intangible Assets

GRAP 104 Financial Instruments
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A summary of the significant accounting policies, which have been consistently applied, are
disclosed below.

2. Materiality

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

Assessing whether an omission or misstatement could influence decisions of users,
and so be material, requires consideration of the characteristics of those users. The
Framework for the Preparation and Presentation of Financial Statements states that
users are assumed to have a reasonable knowledge of government, its activities,
accounting and a willingness to study the information with reasonable diligence.

Therefore, the assessment takes into account how users with such attributes could
reasonably be expected to be influenced in making and evaluating decisions.

The municipality does not retrospectively adjust the accounting of past items (or group
of items) that were previously assessed as immaterial, unless
an error occurred.

3. Presentation of currency

These annual financial statements are presented in South African Rand, which is the
functional currency of the municipality.

4. Significant judgments and sources of estimation uncertainty

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

Other significant judgements, sources of estimation uncertainty and/or relating
information, have been disclosed in the relating notes.

4.1 Trade receivables / Held to maturity investments and/or loans and receivables

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

The impairment for trade receivables is calculated on a portfolio basis, based on
historical loss ratios, adjusted for national and industry-specific economic conditions
and other indicators present at the reporting date that correlate with defaults on the
portfolio. These annual loss ratios are applied to loan balances in the portfolio and
scaled to the estimated loss emergence period.
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4.2 Impairment testing

The recoverable amounts of cash-generating units and individual assets have been
determined based on the higher of value-in-use calculations and fair values less costs
to sell. These calculations require the use of estimates and assumptions.

4.3 Provisions

Provisions were raised, and management determined an estimate based on the
information available. Additional disclosures of these estimates of provisions are
included in the provisions note.

4.4 Useful lives of waste and water network and other assets

The municipality's management determines the estimated useful lives and related
depreciation charges for the waste water and water networks. This estimate is based
on industry norm. Management will increase the depreciation charge where useful
lives are less than previously estimated useful lives.

4.5 Post-retirement benefits

The present value of the post-retirement obligation depends on a number of factors
that are determined on an actuarial basis using a number of assumptions. The
assumptions used in determining the net cost (income) include the discount rate. Any
changes in these assumptions will impact on the carrying amount of post-retirement
obligations.

The municipality determines the appropriate discount rate at the end of each year. This
is the interest rate that should be used to determine the present value of estimated
future cash outflows expected to be required to settle the pension obligations. In
determining the appropriate discount rate, the municipality considers the interest rates
of high-quality corporate bonds that are denominated in the currency in which the
benefits will be paid, and that have terms to maturity approximating the terms of the
related pension liability.

Other key assumptions for pension obligations are based on current market conditions.
Additional information is disclosed in note.

4.6 Effective interest rate
The municipality used the prime interest rate to discount future cash flows.
4.7 Allowance for doubtful debts

On debtors an impairment loss is recognised in surplus and deficit when there is
objective evidence that it is impaired. The impairment is measured as the difference
between the debtors carrying amount and the present value of estimated future cash
flows discounted at the effective interest rate, computed at initial recognition.

4.8 Accounting for adjustments to revenue

Determining whether an adjustment to revenue charged in terms of legislation or
similar means is a correction of an error or a change in an accounting estimate requires
the application of judgement by management. When adjustments to revenue already
recognised arise from new information that becomes known to the municipality, the
following considerations are applied to determine whether the adjustment to revenue
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already recognised is a correction of an error or a change in an accounting estimate:

(a) If information becomes known to the municipality, and the municipality could
reasonably have been expected to know of the information and/or the
information used was incorrect, the adjustment to revenue is likely to be a
correction of an error.

(b) If information becomes known to the municipality, but the municipality could not
reasonably have been expected to know of this information when the revenue
was charged, the adjustment to revenue is likely to be a change in an
accounting estimate.

5. Property, plant, and equipment

The cost of an item of property, plant and equipment is recognised as an asset when:
e itis probable that future economic benefits or service potential associated with
the item will flow to the municipality; and
e the cost of the item can be measured reliably.
Property, plant and equipment is initially measured at cost.

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

Where an asset is acquired through a non-exchange transaction, its cost is its fair value
as at date of acquisition.

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 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.

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.

Costs include costs incurred initially to acquire or construct an item of property, plant
and equipment and costs incurred subsequently to add to, replace part of, or service
it. If a replacement cost is recognised in the carrying amount of an item of property,
plant and equipment, the carrying amount of the replaced part is derecognised.

The initial estimate of the costs of dismantling and removing the item and restoring the
site on which it is located is also included in the cost of property, plant and equipment,
where the entity is obligated to incur such expenditure, and where the obligation arises
as a result of acquiring the asset or using it for purposes other than the production of
inventories.

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

Items such as spare parts, standby equipment and servicing equipment are recognised
when they meet the definition of property, plant and equipment.
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Property, plant and equipment is carried at cost less accumulated depreciation and
any impairment losses.

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

Property, plant and equipment is carried at cost less accumulated depreciation and
any impairment losses.

Depreciation is calculated on cost, using the straight-line method, over the estimated

useful lives of the assets. The estimated useful lives are as follows:

Iltem Depreciation Method Average useful life
Land Straight line Indefinite
Buildings Straight line 50 years
Plant and machinery Straight line 5—15 years
Furniture and fixtures Straight line 5 years
Motor vehicles Straight line 5 years
Office equipment Straight line 3 years
Infrastructure Straight line 15-120 years
Community assets Straight line 15 - 50 years

The depreciable amount of an asset is allocated on a systematic basis over its useful
life.

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

The depreciation method used reflects the pattern in which the asset’s future economic
benefits or service potential are expected to be consumed by the municipality. The
depreciation method applied to an asset is reviewed at least at each reporting date
and, if there has been a significant change in the expected pattern of consumption of
the future economic benefits or service potential embodied in the asset, the method is
changed to reflect the changed pattern. Such a change is accounted for as a change
in an accounting estimate.

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

The depreciation charge for each period is recognised in surplus or deficit unless it is
included in the carrying amount of another asset.

Iltems of property, plant and equipment are derecognised when the asset is disposed
of or when there are no further economic benefits or service potential expected from
the use of the asset.
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The gain or loss arising from the derecognition of an item of property, plant and
equipment is included in surplus or deficit when the item is derecognised. The gain or
loss arising from the derecognition of an item of property, plant and equipment is
determined as the difference between the net disposal proceeds, if any, and the
carrying amount of the item.

The municipality separately discloses expenditure to repair and maintain property,
plant and equipment in the notes to the financial statements.

The municipality discloses relevant information relating to assets under construction
or development, in the notes to the financial statements.

6. Intangible assets

An asset is identifiable if it either:

e s separable, i.e. is capable of being separated or divided from an entity and
sold, transferred, licensed, rented or exchanged, either individually or together
with a related contract, identifiable assets or liability, regardless of whether the
entity intends to do so; or

e arises from binding arrangements (including rights from contracts), regardless
of whether those rights are transferable or separable from the municipality or
from other rights and obligations.

A binding arrangement describes an arrangement that confers similar rights and
obligations on the parties to it as if it were in the form of a contract.

An intangible asset is recognised when:
e it is probable that the expected future economic benefits or service potential
that are attributable to the asset will flow to the municipality; and
e the cost or fair value of the asset can be measured reliably.

The municipality assesses the probability of expected future economic benefits or
service potential using reasonable and supportable assumptions that represent
management’s best estimate of the set of economic conditions that will exist over the
useful life of the asset.

Where an intangible asset is acquired through a non-exchange transaction, its initial
cost at the date of acquisition is measured at its fair value as at that date.

An intangible asset arising from development (or from the development phase of an
internal project) is recognised when:
e itis technically feasible to complete the asset so that it will be available for use
or sale.
there is an intention to complete and use or sell it.
there is an ability to use or sell it.
it will generate probable future economic benefits or service potential.
there are available technical, financial and other resources to complete the
development and to use or sell the asset.
o the expenditure attributable to the asset during its development can be
measured reliably.

Intangible assets are carried at cost less any accumulated amortisation and any
impairment losses.
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An intangible asset is regarded as having an indefinite useful life when, based on all
relevant factors, there is no foreseeable limit to the period over which the asset is
expected to generate net cash inflows or service potential. Amortisation is not provided
for these intangible assets, but they are tested for impairment annually and whenever
there is an indication that the asset may be impaired. For all other intangible assets
amortisation is provided on a straight-line basis over their useful life.

The amortisation period and the amortisation method for intangible assets are
reviewed at each reporting date.

Reassessing the useful life of an intangible asset with a finite useful life after it was
classified as indefinite is an indicator that the asset may be impaired. As a result the
asset is tested for impairment and the remaining carrying amount is amortised over its
useful life.

Amortisation is provided to write down the intangible assets, on a straight-line basis,
to their residual values as follows:

Iltem Depreciation Method Average useful life
Computer software, other Straight line 3 years

The municipality discloses relevant information relating to assets under construction
or development, in the notes to the financial statements (see note ).

Intangible assets are derecognised:
e on disposal; or
¢ when no future economic benefits or service potential are expected from its use
or disposal.

The gain or loss arising from the derecognition of intangible assets is included in
surplus or deficit when the asset is derecognised (unless the Standard of GRAP on
leases requires otherwise on a sale and leaseback).

7. Financial instruments

A financial instrument is any contract that gives rise to a financial asset of one entity
and a financial liability or a residual interest of another entity.

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

Credit risk is the risk that one party to a financial instrument will cause a financial loss
for the other party by failing to discharge an obligation.

Derecognition is the removal of a previously recognised financial asset or financial
liability from an entity’s statement of financial position.

The effective interest method is a method of calculating the amortised cost of a
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financial asset or a financial liability and of allocating the interest income or interest
expense over the relevant period. The effective interest rate is the rate that exactly
discounts estimated future cash payments or receipts through the expected life of the
financial instrument or, when appropriate, a shorter period to the net carrying amount
of the financial asset or financial liability. When calculating the effective interest rate,
an entity shall estimate cash flows considering all contractual terms of the financial
instrument but shall not consider future credit losses. The calculation includes all fees
and points paid or received between parties to the contract that are an integral part of
the effective interest rate, transaction costs, and all other premiums or discounts.

There is a presumption that the cash flows and the expected life of a group of similar
financial instruments can be estimated reliably.

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

A financial asset is:
e cash;
e aresidual interest of another entity; or
e a contractual right to:
- receive cash or another financial asset from another entity; or
- exchange financial assets or financial liabilities with another entity under
conditions that are potentially favourable to the entity.

A financial liability is any liability that is a contractual obligation to:
e deliver cash or another financial asset to another entity; or
e exchange financial assets or financial liabilities under conditions that are
potentially unfavourable to the entity.

Trade and Other Receivables

Trade and other receivables are categorised as financial assets: loans and receivables
including statutory receivables and are initially recognised at fair value and
subsequently carried at amortised cost. Amortised cost refers to the initial carrying
amount, plus interest, less repayments and impairments. An estimate is made for
doubtful receivables based on a review of all outstanding amounts at year end. The
fair value of Debtors is estimated as the present value of future cash flows, discounted
at the market rate of interest at the reporting date.

Significant financial difficulties of the debtor, probability that the debtor will enter
bankruptcy or financial reorganisation, and default or delinquency in payments (more
than 30 days overdue) are considered indicators that the trade receivable is impaired.
Impairments are determined by discounting expected future cash flows to their present
value. Amounts that are receivable within 12 months from the reporting date are
classified as current.

An impairment of trade receivables is accounted for by reducing the carrying amount
of trade receivables through the use of an allowance account, and the amount of the
loss is recognised in the Statement of Financial Performance within operating
expenses. When a trade receivable is uncollectible, it is written off.

Subsequent recoveries of amounts previously written off are credited against operating
expenses in the Statement of Financial Performance.
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Interest rate risk is the risk that the fair value or future cash flows of a financial
instrument will fluctuate because of changes in market interest rates.

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.

Financial liabilities
Trade and other payables from exchange transactions

Financial liabilities consist of trade payables and borrowings. They are categorised as
financial liabilities held at amortised cost, are initially recognised at fair value and
subsequently measured at amortised cost which is the initial carrying amount, less
repayments, plus interest. The fair value of creditors is estimated as the present value
of future cash flows, discounted at the market rate of interest at the reporting date.

Borrowings and other financial liabilities

Borrowings/loans payable are financial liabilities, other than short-term payables on
normal credit terms. Borrowings are recognised initially at fair value, net transaction
costs incurred. Borrowings are subsequently stated at amortised cost. Long-term
borrowings are non-derivative financial loans and the Municipality does not hold
financial loans for trading purposes. Other financial liabilities are carried at amortised
cost.

Liquidity risk is the risk encountered by an entity in the event of difficulty in meeting
obligations associated with financial liabilities that are settled by delivering cash or
another financial asset.

Market risk is the risk that the fair value or future cash flows of a financial instrument
will fluctuate because of changes in market prices. Market risk comprises three types
of risk: currency risk, interest rate risk and other price risk.

Other price risk is the risk that the fair value or future cash flows of a financial
instrument will fluctuate because of changes in market prices (other than those arising
from interest rate risk or currency risk), whether those changes are caused by factors
specific to the individual financial instrument or its issuer, or factors affecting all similar
financial instruments traded in the market.

A financial asset is past due when a counterparty has failed to make a payment when
contractually due.

Transaction costs are incremental costs that are directly attributable to the acquisition,
issue or disposal of a financial asset or financial liability.

An incremental cost is one that would not have been incurred if the entity had not
acquired, issued or disposed of the financial instrument.
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8. Leases

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

Finance leases - lessee

Finance leases are recognised as assets and liabilities in the statement of financial
position at amounts equal to the fair value of the leased property or, if lower, 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.

The discount rate used in calculating the present value of the minimum lease payments
is the interest rate implicit in the lease.

Minimum lease payments are apportioned between the finance charge and reduction
of the outstanding liability. The finance charge is allocated to each period during the
lease term so as to produce a constant periodic rate of on the remaining balance of
the liability.

Operating leases - lessee

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

9. Inventories

Inventories are initially measured at cost except where inventories are acquired
through a non-exchange transaction, then their costs are their fair value as at the date
of acquisition.

Subsequently inventories are measured at the lower of cost and net realisable value.

Inventories are measured at the lower of cost and current replacement cost where they
are held for;
e distribution at no charge or for a nominal charge; or
e consumption in the production process of goods to be distributed at no charge
or for a nominal charge.

Net realisable value is the estimated selling price in the ordinary course of operations
less the estimated costs of completion and the estimated costs necessary to make the
sale, exchange or distribution.

Current replacement cost is the cost the municipality incurs to acquire the asset on the
reporting date.

The cost of inventories comprises of all costs of purchase, costs of conversion and
other costs incurred in bringing the inventories to their present location and condition.

The cost of inventories of items that are not ordinarily interchangeable and goods or

services produced and segregated for specific projects is assigned using specific
identification of the individual costs.
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The cost of inventories is assigned using the weighted average cost formula. The same
cost formula is used for all inventories having a similar nature and use to the
municipality.

10. Impairment of non-cash-generating assets

Cash-generating assets are assets used with the objective of generating a commercial
return. Commercial return means that positive cash flows are expected to be
significantly higher than the cost of the asset.

Non-cash-generating assets are assets other than cash-generating assets.

Impairment is a loss in the future economic benefits or service potential of an asset,
over and above the systematic recognition of the loss of the asset’s future economic
benefits or service potential through depreciation (amortisation).

Carrying amount is the amount at which an asset is recognised in the statement of
financial position after deducting any accumulated depreciation and accumulated
impairment losses thereon.

A cash-generating unit is the smallest identifiable group of assets managed with the
objective of generating a commercial return that generates cash inflows from
continuing use that are largely independent of the cash inflows from other assets or
groups of assets.

Costs of disposal are incremental costs directly attributable to the disposal of an asset,
excluding finance costs.

Depreciation (Amortisation) is the systematic allocation of the depreciable amount of
an asset over its useful life.

Fair value less costs to sell is the amount obtainable from the sale of an asset in an
arm’s length transaction between knowledgeable, willing
parties, less the costs of disposal.

Recoverable service amount is the higher of a non-cash-generating asset’s fair value
less costs to sell and its value in use.

Useful life is either:
o the period of time over which an asset is expected to be used by the
municipality; or
e the number of production or similar units expected to be obtained from the
asset by the municipality.

11. Employee benefits

Employee benefits are all forms of consideration given by an entity in exchange for service
rendered by employees or for the termination of employment.

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

Post-employment benefits are employee benefits (other than termination benefits and
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short-term employee benefits) that are payable after the completion of employment.

Other long-term employee benefits are all employee benefits other than short-term
employee benefits, post-employment benefits and termination benefits.

Termination benefits are employee benefits provided in exchange for the termination of
an employee’s employment as a result of either: (a) an entity’s decision to terminate an
employee’s employment before the normal retirement date; or (b) an employee’s decision
to accept an offer of benefits in exchange for the termination of employment.

Classification of plans

A binding arrangement is an arrangement that confers enforceable rights and obligations
on the parties to the arrangement as if it were in the form of a contract. It includes rights
from contracts or other legal rights.

Post-employment benefit plans are formal or informal arrangements under which an entity
provides post-employment benefits for one or more employees.

Defined contribution plans are post-employment benefit plans under which an entity pays
fixed contributions into a separate entity (a fund) and will have no legal or constructive
obligation to pay further contributions if the fund does not hold sufficient assets to pay all
employee benefits relating to employee service in the current and prior periods.

Defined benefit plans are post-employment benefit plans other than defined contribution
plans.

Multi-employer plans are defined contribution plans (other than state plans) or defined
benefit plans (other than state plans) that: (a) pool the assets contributed by various
entities that are not under common control; and (b) use those assets to provide benefits
to employees of more than one entity, on the basis that contribution and benefit levels are
determined without regard to the identity of the entity that employs the employees.

State plans are plans established by legislation that operate as if they are multiemployer
plans for all entities in economic categories laid down in legislation.

Net defined benefit liability (asset)

The net defined benefit liability (asset) is the deficit or surplus, adjusted for any effect of
limiting a net defined benefit asset to the asset ceiling.

The deficit or surplus is: (a) the present value of the defined benefit obligation; less (b)
the fair value of plan assets (if any); plus (c) any liability that may arise as a result of a
minimum funding requirement.

The asset ceiling is the present value of any economic benefits available in the form of
refunds from the plan or reductions in future contributions to the plan.

The present value of a defined benefit obligation is the present value, without deducting
any plan assets, of expected future payments required to settle the obligation resulting
from employee service in the current and prior periods.

Plan assets comprise: (a) assets held by a long-term employee benefit fund; and (b)
qualifying insurance policies.

Assets held by a long-term employee benefit fund are assets (other than nontransferable
financial instruments issued by the reporting entity) that:
(a) are held by an entity (a fund) that is legally separate from the reporting entity and
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exists solely to pay or fund employee benefits; and

(b) are available to be used only to pay or fund employee benefits, are not available
to the reporting entity’s own creditors (even in liquidation), and cannot be returned
to the reporting entity, unless either: (i) the remaining assets of the fund are
sufficient to meet all the related employee benefit obligations of the plan or the
reporting entity; or (ii) the assets are returned to the reporting entity to reimburse it
for employee benefits already paid.

A qualifying insurance policy is an insurance policy issued by an insurer that is not a
related party (as defined in GRAP 20) of the reporting entity, if the proceeds of the policy:

(a) can be used only to pay or fund employee benefits under a defined benefit plan; and
(b) are not available to the reporting entity’s own creditors (even in liquidation) and cannot
be paid to the reporting entity, unless either: (i) the proceeds represent surplus assets
that are not needed for the policy to meet all the related employee benefit obligations; or
(ii) the proceeds are returned to the reporting entity to reimburse it for employee benefits
already paid.

Defined benefit cost

Service cost comprises: (a) current service cost, which is the increase in the present value
of the defined benefit obligation resulting from employee service in the current period; (b)
past service cost, which is the change in the present value of the defined benefit obligation
for employee service in prior periods, resulting from a plan amendment (the introduction
or withdrawal of, or changes to, a defined benefit plan) or a curtailment (a significant
reduction by the entity in the number of employees covered by a plan); and (c) any gain
or loss on settlement.

Net interest on the net defined benefit liability (asset) is the change during the period in
the net defined benefit liability (asset) that arises from the passage of time.

Remeasurements of the net defined benefit liability (asset) comprise: (a) actuarial gains
and losses; (b) the return on plan assets, excluding amounts included in net interest on
the net defined benefit liability (asset); and (c) any change in the effect of the asset ceiling,
excluding amounts included in net interest on the net defined benefit liability (asset).

Actuarial gains and losses are changes in the present value of the defined benefit
obligation resulting from: (a) experience adjustments (the effects of differences between
the previous actuarial assumptions and what has actually occurred); and (b) the effects
of changes in actuarial assumptions.

The return on plan assets is interest, dividends or similar distributions and other revenue
derived from the plan assets, together with realized and unrealised gains or losses on the
plan assets, less: (a) any costs of managing the plan assets; and (b) any tax payable by
the plan itself other than tax included in the actuarial assumptions used to measure the
present value of the defined benefit obligation.

A settlement is a transaction that eliminates all further legal or constructive obligations for
part, or all of the benefits provided under a defined benefit plan, other than a payment of
benefits to, or on behalf of, employees that is set out in the terms of the plan and included
in the actuarial assumptions.
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Short-term employee benefits
Recognition and measurement
All short-term employee benefits

When an employee has rendered service to the entity during a reporting period, the entity
recognises the undiscounted amount of short-term employee benefits expected to be paid
in exchange for that service:

(a) As a liability (accrued expense), after deducting any amount already paid. If the
amount already paid exceeds the undiscounted amount of the benefits, the entity
recognises that excess as an asset (prepaid expense) to the extent that the
prepayment will lead to, for example, a reduction in future payments or a cash
refund.

(b) As an expense, unless another Standard of GRAP requires or permits the
inclusion of the benefits in the cost of an asset.

Short-term paid absences

The entity recognises the expected cost of short-term employee benefits in the form of
paid absences as follows:
(a) in the case of accumulating paid absences, when the employees render service
that increases their entitlement to future paid absences; and
(b) in the case of non-accumulating paid absences, when the absences occur.

The entity measures the expected cost of accumulating paid absences as the additional
amount that the entity expects to pay as a result of the unused entitlement that has
accumulated at the end of the reporting period.

Bonus, incentive and performance related payments

The entity recognises the expected cost of bonus, incentive and performance related
payments when, and only when:
(a) the entity has a present legal or constructive obligation to make such payments
as a result of past events; and
(b) areliable estimate of the obligation can be made. A present obligation exists when,
and only when, the entity has no realistic alternative but to make the payments.

Post-employment benefits: Defined contribution plans
Recognition and measurement

When an employee has rendered service to the entity during a reporting period, the entity
recognises the contribution payable to a defined contribution plan in exchange for that
service:

(a) as a liability (accrued expense), after deducting any contribution already paid. If
the contribution already paid exceeds the contribution due for service before the
end of the reporting period, the entity recognises that excess as an asset (prepaid
expense) to the extent that the prepayment will lead to, for example, a reduction
in future payments or a cash refund; and

(b) as an expense, unless another Standard requires or permits the inclusion of the
contribution in the cost of an asset. When contributions to a defined contribution
plan are not expected to be settled wholly before twelve months after the end of
the reporting period in which the employees render the related service, they are
be discounted using the discount rate as specified.
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Post-employment benefits: Defined benefit plans
Recognition and measurement

The entity determines the net defined benefit liability (asset) with sufficient regularity that
the amounts recognised in the financial statements do not differ materially from the
amounts that would be determined at the end of the reporting period.

Accounting for the constructive obligation

The entity accounts not only for its legal obligation under the formal terms of a defined
benefit plan, but also for any constructive obligation that arises from the entity’s informal
practices. Informal practices give rise to a constructive obligation where the entity has no
realistic alternative but to pay employee benefits.

Statement of financial position

The entity recognises the net defined benefit liability (asset) in the statement of financial
position. When the entity has a surplus in a defined benefit plan, it measures the net
defined benefit asset at the lower of:
(a) the surplus in the defined benefit plan; and
(b) the asset ceiling, determined using the discount rate specified. Any adjustments
arising from the limit is recognised in surplus or deficit.

Recognition and measurement: Present value of defined benefit obligations and
current service cost

Actuarial valuation method

The entity uses the projected unit credit method to determine the present value of its
defined benefit obligations and the related current service cost and, where applicable,
past service cost.

Attributing benefit to periods of service

In determining the present value of its defined benefit obligations and the related current
service cost and, where applicable, past service cost, the entity attributes benefit to
periods of service under the plan’s benefit formula.

However, if an employee’s service in later years will lead to a materially higher level of
benefit than in earlier years, the entity attributes benefit on a straight-line basis from:
(a) the date when service by the employee first leads to benefits under the plan
(whether or not the benefits are conditional on further service); until
(b) the date when further service by the employee will lead to no material amount of
further benefits under the plan, other than from further salary increases.

Actuarial assumptions
Actuarial assumptions are unbiased and mutually compatible.

Financial assumptions are based on market expectations, at the end of the reporting
period, for the period over which the obligations are to be settled.

Actuarial assumptions: Mortality

The entity determines its mortality assumptions by reference to its best estimate of the
mortality of plan members both during and after employment.
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Actuarial assumptions: Discount rate

The rate used to discount post-employment benefit obligations (both funded and
unfunded) reflects the time value of money. The currency and term of the financial
instrument selected to reflect the time value of money is consistent with the currency and
estimated term of the postemployment benefit obligations.

Actuarial assumptions: Salaries, benefits and medical costs

The entity measures its defined benefit obligations on a basis that reflects:
(a) the benefits set out in the terms of the plan (or resulting from any constructive
obligation that goes beyond those terms) at the end of the reporting period;
(b) any estimated future salary increases that affect the benefits payable;
(c) the effect of any limit on the employer’s share of the cost of the future benefits;
(d) contributions from employees or third parties that reduce the ultimate cost to the
entity of those benefits; and
(e) estimated future changes in the level of any state benefits that affect the benefits
payable under a defined benefit plan, if, and only if, either:
i. those changes were enacted before the end of the reporting period;
or
ii. historical data, or other reliable evidence, indicates that those state
benefits will change in some predictable manner, for example, in
line with future changes in general price levels or general salary
levels.

Assumptions about medical costs takes account of estimated future changes in the cost
of medical services, resulting from both inflation and specific changes in medical costs.

Past service cost and gains and losses on settlement

When determining past service cost, or a gain or loss on settlement, the entity remeasures
the net defined benefit liability (asset) using the current fair value of plan assets and
current actuarial assumptions (including current market interest rates and other current
market prices), reflecting:
(a) the benefits offered under the plan and the plan assets before the plan
amendment, curtailment or settlement; and
(b) the benefits offered under the plan and the plan assets after the plan amendment,
curtailment or settlement.

Past service cost

The entity recognises past service cost as an expense at the earlier of the following dates:
(a) when the plan amendment or curtailment occurs; and
(b) when the entity recognises related restructuring costs or termination benefits.

Gains and losses on settlement

The entity recognises a gain or loss on the settlement of a defined benefit plan when the
settlement occurs.

Components of defined benefit cost

The entity recognises the components of defined benefit cost in surplus or deficit, except
to the extent that another Standard requires or permits their inclusion in the cost of an
asset, as follows:

(a) service cost;

(b) net interest on the net defined benefit liability (asset); and
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(c) remeasurements of the net defined benefit liability (asset).
Current service cost

The entity determines current service cost using actuarial assumptions determined at the
start of the reporting period. However, if the entity remeasures the net defined benefit
liability (asset) in accordance with the section on Past service cost gains and losses on
settlement, it determines current service cost for the remainder of the reporting period
after the plan amendment, curtailment or settlement using the actuarial assumptions used
to remeasure the net defined benefit liability (asset) in accordance with the section on
Past service cost gains and losses on settlement (part b).

Net interest on the net defined benefit liability (asset)

The entity determines net interest on the net defined benefit liability (asset) by multiplying
the net defined benefit liability (asset) by the discount rate specified.

To determine net interest, the entity uses the net defined benefit liability (asset) and the
discount rate determined at the start of the reporting period. However, if the entity
remeasures the net defined benefit liability (asset) in accordance with the section on Past
service cost gains and losses on settlement, the entity determines net interest for the
remainder of the reporting period after the plan amendment, curtailment or settlement
using:
(a) the net defined benefit liability (asset) determined in accordance with the section
on Past service cost gains and losses on settlement (part b); and
(b) the discount rate used to remeasure the net defined benefit liability (asset) in
accordance with the section on Past service cost gains and losses on settlement
(part b).

In applying this, the entity also takes into account any changes in the net defined benefit
liability (asset) during the period resulting from contributions or benefit payments.

Remeasurements of the net defined benefit liability (asset)

Remeasurements of the net defined benefit liability (asset) comprise:
(a) actuarial gains and losses;
(b) the return on plan assets, excluding amounts included in net interest on the net
defined benefit liability (asset); and
(c) any change in the effect of the asset ceiling, excluding amounts included in net
interest on the net defined benefit liability (asset).

Presentation
Offset

The entity offsets an asset relating to one plan against a liability relating to another plan
when, and only when, the entity:
(a) has a legally enforceable right to use a surplus in one plan to settle obligations
under the other plan; and
(b) intends either to settle the obligations on a net basis, or to realise the surplus in
one plan and settle its obligation under the other plan simultaneously.

Current/non-current distinction

The entity offsets an asset relating to one plan against a liability relating to another plan
when, and only when, the entity:
(a) has a legally enforceable right to use a surplus in one plan to settle obligations
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under the other plan; and
(b) intends either to settle the obligations on a net basis, or to realise the surplus in
one plan and settle its obligation under the other plan simultaneously.

Components of defined benefit cost

The entity recognises service cost, net interest on the net defined benefit liability (asset)
and remeasurements in surplus or deficit.

Other long-term employee benefits
Recognition and measurement

For other long-term employee benefits, the entity recognises the net total of the following
amounts in surplus or deficit, except to the extent that another Standard requires or
permits their inclusion in the cost of an asset:

(a) service cost;

(b) net interest on the net defined benefit liability (asset); and

(c) remeasurements of the net defined benefit liability (asset).

Termination benefits
Recognition

The entity recognises a liability and expense for termination benefits at the earlier of the
following dates: (a) when the entity can no longer withdraw the offer of those benefits; and
(b) when the entity recognises costs for a restructuring that is within the scope of GRAP
19 and involves the payment of termination benefits.

Measurement

The entity measures termination benefits on initial recognition, and measures and
recognise subsequent changes, in accordance with the nature of the employee benefit,
provided that if the termination benefits are an enhancement to post-employment benefits,
the entity applies the requirements for post-employment benefits. Otherwise:

(a) If the termination benefits are expected to be settled wholly before twelve months
after the end of the reporting period in which the termination benefit is recognised,
the entity applies the requirements for short-term employee benefits.

(b) If the termination benefits are not expected to be settled wholly before twelve
months after the end of the reporting period, the entity applies the requirements
for other long-term employee benefits.

12. Provisions and contingencies

Provisions are recognised when:
¢ the municipality has a present obligation as a result of a past event;
e itis probable that an outflow of resources embodying economic benefits or service
potential will be required to settle the obligation; and
e areliable estimate can be made of the obligation.

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

Where the effect of time value of money is material, the amount of a provision is the
present value of the expenditures expected to be required to settle the obligation.

Where some or all of the expenditure required to settle a provision is expected to be
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reimbursed by another party, the reimbursement is recognised when, and only when, it is
virtually certain that reimbursement will be received if the municipality settles the
obligation. The reimbursement is treated as a separate asset. The amount recognised for
the reimbursement does not exceed the amount of the provision.

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

Where discounting is used, the carrying amount of a provision increases in each period
to reflect the passage of time. This increase is recognised as an interest expense.

A provision is used only for expenditures for which the provision was originally recognised.
Provisions are not recognised for future operating surplus (deficit).

If an entity has a contract that is onerous, the present obligation (net of recoveries) under
the contract is recognised and measured as a provision.

A constructive obligation to restructure arises only when an entity:
e has a detailed formal plan for the restructuring, identifying at least:
o the activity/operating unit or part of an activity/operating unit concerned,;
o the principal locations affected;
o the location, function, and approximate number of employees who will be
compensated for services being terminated,;
o the expenditures that will be undertaken; and
o when the plan will be implemented; and
e 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.

Contingent assets and contingent liabilities are not recognised. Contingencies are
disclosed in the note.

13. Commitments

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

Disclosures are required in respect of unrecognised contractual commitments.

Commitments for which disclosure is necessary to achieve a fair presentation should be
disclosed in a note to the financial statements, if both the following criteria are met:
¢ Contracts should be non-cancellable or only cancellable at significant cost (for
example, contracts for computer or building maintenance services); and
¢ Contracts should relate to something other than the routine, steady, state business
of the entity — therefore salary commitments relating to employment contracts or
social security benefit commitments are excluded.

Only contracted capital commitments as prescribed by other GRAP standards are
disclosed and operational commitments or commitments not contracted are not disclosed

These contractual capital commitments as prescribed are:
(a) Property, plant and equipment (GRAP 17.86); and
(b) Intangible assets (GRAP 31.123);
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14. Revenue from exchange transactions

Revenue is the gross inflow of economic benefits or service potential during the reporting
period when those inflows result in an increase in net assets, other than increases relating
to contributions from owners.

An exchange transaction is one in which the municipality receives assets or services, or
has liabilities extinguished, and directly gives approximately equal value (primarily in the
form of goods, services or use of assets) to the other party in exchange.

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

Measurement

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

Sale of goods

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;
¢ the municipality retains neither continuing managerial involvement to the degree
usually associated with ownership nor effective control over the goods sold;
e the amount of revenue can be measured reliably;
e it is probable that the economic benefits or service potential associated with the
transaction will flow to the municipality; and
o 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;
e it is 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
e the costs incurred for the transaction and the costs to complete the transaction
can be measured reliably.

When services are performed by an indeterminate number of acts over a specified time
frame, revenue is recognised on a straight-line basis over the specified time frame unless
there is evidence that some other method better represents the stage of completion.
When a specific act is much more significant than any other acts, the recognition of
revenue is postponed until the significant act is executed.

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.
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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

Interest is recognised using the effective interest rate method for financial instruments,
and using the nominal interest rate method for statutory receivables. Interest levied on
transactions arising from exchange or non-exchange transactions is classified based on
the nature of the underlying transaction.

15. Revenue from non-exchange transactions

Revenue comprises gross inflows of economic benefits or service potential received and
receivable by a municipality, which represents an increase in net assets, other than
increases relating to contributions from owners.

Conditions on transferred assets are stipulations that specify that the future economic
benefits or service potential embodied in the asset is required to be consumed by the
recipient as specified or future economic benefits or service potential must be returned to
the transferor.

Control of an asset arise when the municipality can use or otherwise benefit from the
asset in pursuit of its objectives and can exclude or otherwise regulate the access of
others to that benefit.

Exchange transactions are transactions in which one entity receives assets or services,
or has liabilities extinguished, and directly gives approximately equal value (primarily in
the form of cash, goods, services, or use of assets) to another entity in exchange.

Expenses paid through the tax system are amounts that are available to beneficiaries
regardless of whether or not they pay taxes.

Fines are economic benefits or service potential received or receivable by entities, as
determined by a court or other law enforcement body, as a consequence of the breach of
laws or regulations.

Non-exchange transactions are transactions that are not exchange transactions. In a non-
exchange transaction, a municipality either receives value from another municipality
without directly giving approximately equal value in exchange, or gives value to another
municipality without directly receiving approximately equal value in exchange.

Restrictions on transferred assets are stipulations that limit or direct the purposes for
which a transferred asset may be used, but do not specify that future economic benefits
or service potential is required to be returned to the transferor if not deployed as specified.

Stipulations on transferred assets are terms in laws or regulation, or a binding
arrangement, imposed upon the use of a transferred asset by entities external to the
reporting municipality.

Tax expenditures are preferential provisions of the tax law that provide certain taxpayers
with concessions that are not available to others.

The taxable event is the event that the government, legislature or other authority has
determined will be subject to taxation.

Taxes are economic benefits or service potential compulsorily paid or payable to entities,
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in accordance with laws and or regulations, established to provide revenue to
government. Taxes do not include fines or other penalties imposed for breaches of the
law.

Transfers are inflows of future economic benefits or service potential from non-exchange
transactions, other than taxes.

Recognition

An inflow of resources from a non-exchange transaction recognised as an asset is
recognised as revenue, except to the extent that a liability is also recognised in respect
of the same inflow.

As the municipality satisfies a present obligation recognised as a liability in respect of an
inflow of resources from a non-exchange transaction recognised as an asset, it reduces
the carrying amount of the liability recognised and recognises an amount of revenue equal
to that reduction.

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.

16. Comparative figures

Where necessary, comparative figures have been reclassified to conform to changes in
presentation in the current period.

17. 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 in line with all relating requirements, including,
but not limited to, ruling Legislation, Regulations,

Frameworks, Circulars, Instruction Notes, Practice Notes, Guidelines etc (as applicable).

All expenditure relating to unauthorised expenditure is recognised as an expense in the
statement of financial performance in the year that the expenditure was incurred. The
expenditure is classified in accordance with the nature of the expense, and where
recovered, it is subsequently accounted for as revenue in the statement of financial
performance.

18. Fruitless and wasteful expenditure

Fruitless expenditure means expenditure which was made in vain and would have been
avoided had reasonable care been exercised.
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Fruitless and wasteful expenditure is accounted for in line with all relating requirements,
including, but not limited to, ruling Legislation,

Regulations, Frameworks, Circulars, Instruction Notes, Practice Notes, Guidelines etc (as
applicable).

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

19. 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), and the Public Office Bearers Act (Act No. 20 of 1998) or is in
contravention of the economic entity’s supply chain management policy.

Irregular expenditure is accounted for in line with all relating requirements, including, but
not limited to, ruling Legislation, Regulations,

Frameworks, Circulars, Instruction Notes, Practice Notes, Guidelines etc. (as applicable).

20. Segment information

A segment is an activity of an entity:
¢ that generates economic benefits or service potential (including economic benefits
or service potential relating to transactions between activities of the same entity);
e whose results are regularly reviewed by management to make decisions about
resources to be allocated to that activity and in assessing its performance; and
¢ for which separate financial information is available.

Reportable segments are the actual segments which are reported on in the segment
report. They are the segments identified above or alternatively an aggregation of two or
more of those segments where the aggregation criteria are met.

Measurement

The amount of each segment item reported is the measure reported to management for
the purposes of making decisions about allocating resources to the segment and
assessing its performance. Adjustments and eliminations made in preparing the entity’s
financial statements and allocations of revenues and expenses are included in
determining reported segment surplus or deficit only if they are included in the measure
of the segment’s surplus or deficit that is used by management. Similarly, only those
assets and liabilities that are included in the measures of the segment’s assets and
segment’s liabilities that are used by management are reported for that segment. If
amounts are allocated to reported segment surplus or deficit, assets or liabilities, those
amounts are allocated on a reasonable basis.

If management uses only one measure of a segment’s surplus or deficit, the segment’s
assets or the segment’s liabilities in assessing segment performance and deciding how
to allocate resources, segment surplus or deficit, assets and liabilities are reported in
terms of that measure. If management uses more than one measure of a segment’s
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surplus or deficit, the segment’s assets or the segment’s liabilities, the reported measures
are those that management believes are determined in accordance with the measurement
principles most consistent with those used in measuring the corresponding amounts in
the entity’s financial statements.

21. Budget information

Municipality are typically subject to budgetary limits in the form of appropriations or budget
authorisations (or equivalent), which is given effect through authorising legislation,
appropriation or similar.

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

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

The approved budget covers the fiscal period from 01 July to 30 June.

The budget for the economic entity includes all the entities approved budgets under its
control.

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

22. Related parties

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

Control is the power to govern the financial and operating policies of an entity so as to
obtain benefits from its activities.

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

Significant influence is the power to participate in the financial and operating policy
decisions of an entity, but is not control over those policies.

Management are those persons responsible for planning, directing and controlling the
activities of the municipality, including those charged with the governance of the
municipality in accordance with legislation, in instances where they are required to
perform such functions.

23. 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:
e those that provide evidence of conditions that existed at the reporting date
(adjusting events after the reporting date); and
e those that are indicative of conditions that arose after the reporting date (non-
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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.

24. Investment in Associate

An investment in an associate is carried at cost using the equity method.
The municipality applies the same accounting for each category of investment.

The municipality recognises a dividend or similar distribution in surplus or deficit in its
separate annual financial statements when its right to receive the dividend or similar
distribution is established.

Amajuba District owns 33% of uThukela Water (Pty) Ltd, which is jointly controlled with
Newcastle Local Municipality and uMzinyathi District Municipality.

EFFECTIVE DATE
The policy shall come to effect upon approval by Council.

POLICY ADOPTION

This policy has been considered and approved by the COUNCIL OF AMAJUBA
DISTRICT MUNICIPALITY as follows:

Resolution NO.......oovvviiii.

Approval Date:
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