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Appropriation Statement

Figures in Rand

Original budget Budget Final

adjustments adjustments

Shifting of funds Virement (i.t.o. Final budget
(i.t.0. s31 of the council

Actual outcome Unauthorised Variance

expenditure

Actual Actual
outcome outcome

(i.t.o.s28and budget MFMA) approved policy) as%of as%of

s31 of the final original

MFMA) budget  budget
2014
Financial Performance
Property rates 19,102,000 2,898,000 22,000,000 22,000,000 16,766,245 (5,233,755) 76 % 88 %
Service charges 90,928,000 15,396,000 106,324,000 106,324,000 97,801,899 (8,522,101) 92 % 108 %
Investment revenue 1,389,000 (400,000) 989,000 989,000 411,307 (577,693) 42 % 30 %
Transfers recognised - 81,559,000 (81,559,000) - - 80,423,038 80,423,038 DIV/0 % 99 %
operational
Other own revenue 6,661,000 14,564,000 21,225,000 21,225,000 21,781,108 556,108 103 % 327 %
Total revenue (excluding 199,639,000 (49,101,000) 150,538,000 150,538,000 217,183,597 66,645,597 144 % 109 %
capital transfers and
contributions)
Employee costs (53,446,000) (7,558,000) (61,004,000) - (61,004,000) (68,647,854) - (7,643,854) 113 % 128 %
Remuneration of (5,385,000) (284,000) (5,669,000) - (5,669,000) (5,379,214) - 289,786 95 % 100 %
councillors
Debt impairment (2,000,000) (97,441,000) (99,441,000) (99,441,000) (95,804,024) - 3,636,976 9% % 4,790 %
Depreciation and asset (67,517,000) (1,000,000)  (68,517,000) (68,517,000)  (64,369,581) . 4,147,419 94 % 95 %
impairment
Finance charges (1,080,000) (1,333,000) (2,413,000) = (2,413,000) (2,917,794) 2 (504,794) 121%  270%
Materials and bulk (33,830,000) (400,000)  (34,230,000) - (34,230,000)  (34,430,699) - (200,699)  101% 102 %
purchases
Other expenditure (43,721,000)  (12,554,000)  (56,275,000) - (56,275,000)  (69,227,187) - (12,952,187) 123 % 158 %
Total expenditure (206,979,000)  (120,570,000) (327,549,000) - (327,549,000) (340,776,353) - (13,227,353) 104 % 165 %
Surplus/(Deficit) (7,340,000) (169,671,000) (177,011,000) _ (177,011,000) (123,592,756)_ 53,418,244 70% 1,684 %
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Appropriation Statement

Figures in Rand
Original budget Budget Final
adjustments adjustments

Shifting of funds Virement (i.t.o. Final budget
(i.t.0. s31 of the council

Actual outcome Unauthorised

expenditure

Variance

Actual

Actual

outcome outcome

(i.t.o.s28 and budget MFMA) approved policy) as%of as%of
531 of the final original
MFMA) budget budget
Transfers recognised - 51,297,000 (2,000,000) 49,297,000 49,297,000 48,354,627 (942,373) 98 % 94 %
capital
Contributions recognised - - - - - 8,000 8,000 DIV/0% DIV/0 %
capital and contributed
assets
Surplus (Deficit) after 43,957,000 (171,671,000) (127,714,000) (127,714,000)  (75,230,129) 52,483,871 59%  (171)%
capital transfers and
contributions
Surplus/(Deficit) for the 43,957,000 (171,671,000) (127,714,000) (127,714,000) (75,230,129) 52,483,871 59 % (171)%
year
Capital expenditure and funds sources
Total capital expenditure 68,697,000 (13,404,000) 55,293,000 55,293,000 (55,293,000) -% -%
Sources of capital funds
Transfers recognised - 51,297,000 (2,000,000) 49,297,000 49,297,000 (49,297,000) -% -%
capital
Internally generated funds 17,400,000 (5,996,000) 11,404,000 11,404,000 (11,404,000) -% -%
Total sources of capital 68,697,000 (7,996,000) 60,701,000 60,701,000 (60,701,000) -% -%
funds
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Appropriation Statement

Figures in Rand
Original budget Budget Final
adjustments adjustments

Shifting of funds Virement (i.t.o. Final budget
(i.t.0. s31 of the council

Actual outcome Unauthorised

expenditure

Variance

Actual
outcome

Actual
outcome

(i.t.o.s28and budget MFMA) approved policy) as%of as%of
531 of the final original
MFMA) budget  budget
Cash flows
Net cash from (used) 56,892,000 (51,958,000) 4,934,000 4,934,000 77,655,826 72,721,826 1,574 % 136 %
operating
Net cash from (used) (62,840,000) 55,293,000 (7,547,000) (7,547,000) (69,697,281) (62,150,281) 924 % 111 %
investing
Net cash from (used) (365,000) 588,000 223,000 223,000 (1,062,377) (1,285,377) (476)% 291 %
financing
Net increase/(decrease) (6,313,000) 3,923,000 (2,390,000) (2,390,000) 6,896,168 9,286,168 (289)% (109)%
in cash and cash
equivalents
Cash and cash equivalents 15,049,000 (8,737,000) 6,312,000 6,312,000 (7,777,474) (14,089,474) (123)% (52)%
at the beginning of the
year
Cash and cash 8,736,000 (4,814,000) 3,922,000 3,922,000 (881,306) 4,803,306 (22)% (10)%

equivalents at year end
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Accounting Policies

1. Presentation of Annual Financial Statements

The annual financial statements have been prepared in accordance with the Standards of Generally
Recognised Accounting Practice (GRAP), issued by the Accounting Standards Board in accordance
with Section 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.

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

These accounting policies are consistent with the previous period.
1.1 Presentation currency

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

1.2 Significant judgements and sources of estimation uncertainty

In preparing the annual financial statements, management is required to make estimates and
assumptions that affect the amounts represented in the annual financial statements and related
disclosures. Use of available information and the application of judgement 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. Significant judgements include:

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

The municipality assesses its trade receivables, held to maturity investments and loans and
receivables for impairment at the end of each reporting period. In determining whether an
impairment loss should be recorded in surplus or deficit, the surplus 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, held to maturity investments and loans and 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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Accounting Policies

1.2 Significant judgements and sources of estimation uncertainty (continued)
Fair value estimation

The fair value of financial instruments traded in active markets (such as trading and available-for-sale
securities) is based on quoted market prices at the end of the reporting period. The quoted market
price used for financial assets held by the municipality is the current bid price.

The fair value of financial instruments that are not traded in an active market (for example, over-the
counter derivatives) is determined by using valuation techniques. The municipality uses a variety of
methods and makes assumptions that are based on market conditions existing at the end of each
reporting period. Quoted market prices or dealer quotes for similar instruments are used for long-
term debt. Other techniques, such as estimated discounted cash flows, are used to determine fair
value for the remaining financial instruments.

The carrying value less impairment provision of trade receivables and payables are assumed to
approximate their fair values. The fair value of financial liabilities for disclosure purposes is estimated
by discounting the future contractual cash flows at the current market interest rate that is available
to the municipality for similar financial instruments.

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. It is reasonably possible that the assumption may change
which may then impact our estimations and may then require a material adjustment to the carrying
value of assets.

The municipality reviews and tests the carrying value of assets when events or changes in
circumstances suggest that the carrying amount may not be recoverable. In addition, goodwill is
tested on an annual basis for impairment. Assets are grouped at the lowest level for which
identifiable cash flows are largely independent of cash flows of other assets and liabilities. If there
are indications that impairment may have occurred, estimates are prepared of expected future cash
flows for each group of assets.

Provisions

Provisions were raised and management determined an estimate based on the information available.
Additional disclosure of these estimates of provisions are included in note 18 - Provisions.
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1.2 Significant judgements and sources of estimation uncertainty (continued)
Useful lives

The municipality's management determines the estimated useful lives and related depreciation
charges for the assetss. This estimate is based on industry norm, other impact management consider
are technology, service requirement of the assets. The estimated residual values of assets is also
based on management's judgement on whether the assets will be sold or used to the end of their
useful lives, and what their condition will be at that time.

Management will increase the depreciation charge where useful lives are less than previously
estimated useful lives.

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 13.

Effective interest rate
The municipality used the prime interest rate to discount future cash flows.
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.

VAT

The Municipality accounts for value-added tax on the payment basis.
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1.2 Significant judgements and sources of estimation uncertainty (continued)
Budget Information

The annual budget figures have been prepared in accordance with the GRAP standards, and are
consistent with the accounting policies adopted by Council for the preparation of these financial
statements. The amounts are scheduled as a seperate additional financial statement, called the
statement of comparison of budget and actual amounts. Explanatory comments are provided in the
notes to the financial statements, firstly stating reasons for overall growth or decline in the budget,
and secondly, motivating overspending or underspending on line items.

The annual budget figures included in the financial statements are for the Municipality. These
figures are those approved by Council both at beginning and during the year following a period of
consultation with the public as part of the IDP.
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1.3 Biological assets that form part of an agricultural activity

The entity recognises a biological assets that form part of an agricultural activity or agricultural
produce when, and only when:
e the entity controls the asset as a result of past events;
e itis 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 that form part of an agricultural activity are measured at their fair value less costs to
sell.

The fair value of livestock is determined based on market prices of livestock of similar age, breed,
and genetic merit.

The fair value of milk is determined based on market prices in the local area.

The fair value of the vine / pine plantations is based on the combined fair value of the land and the
vines / pine trees. The fair value of the raw land and land improvements is then deducted from the
combined fair value to determine the fair value of the vines / pine trees.

A gain or loss arising on initial recognition of biological assets that form part of an agricultural activity
or agricultural produce at fair value less costs to sell and from a change in fair value less costs to sell
of a biological assets that form part of an agricultural activity 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.

An unconditional government grant related to a biological assets that form part of an agricultural
activity measured at its fair value less costs to sell is recognised as income when the government
grant becomes receivable.

Where fair value cannot be measured reliably, biological assets are measured at cost less any
accumulated depreciation and any accumulated impairment losses.

Depreciation is provided on biological assets that form part of an agricultural activity where fair value
cannot be determined, to write down the cost, less residual value, by equal installments over their
useful lives as follows:

1.4 Investment property

Investment property is property (land or a building - or part of a building - or both) held to earn
rentals or for capital appreciation or both, rather than for:

e usein the production or supply of goods or services or for

e administrative purposes, or

« salein the ordinary course of operations.
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1.4 Investment property (continued)

Owner-occupied property is property held for use in the production or supply of goods or services or
for administrative purposes.

Investment property is recognised as an asset when, it is probable that the future economic benefits
or service potential that are associated with the investment property will flow to the municipality,
and the cost or fair value of the investment property can be measured reliably.

Investment property is initially recognised at cost. Transaction costs are included in the initial
measurement.

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

Costs include costs incurred initially and costs incurred subsequently to add to, or to replace a part
of, or service a property. If a replacement part is recognised in the carrying amount of the
investment property, the carrying amount of the replaced part is derecognised.

Cost model

Investment property is carried at cost less accumulated depreciation and any accumulated
impairment losses.

Depreciation is provided to write down the cost, less estimated residual value over the useful life of
the property, which is as follows:

Item Useful life
Property - land indefinite
Property - buildings 30 years

Investment property is derecognised on disposal or when the investment property is permanently
withdrawn from use and no future economic benefits or service potential are expected from its
disposal.

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.

Property interests held under operating leases are classified and accounted for as investment
property in the following circumstances:

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, are as
follows:

349



-~

Nketoana Local Municipality 5—\“/;

Nketoana Local Municipality

Annual Financial Statements for the year ended 30 June, 2014

Accounting Policies

1.5 Property, plant and equipment

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

The cost of an item of property, plant and equipment is recognised as an asset when:
e itis probable that future economic benefits or service potential associated with the item
will flow to the municipality; and
» 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.
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1.5 Property, plant and equipment (continued)

Major spare parts and stand by equipment which are expected to be used for more than one period
are included in property, plant and equipment. In addition, spare parts and stand by equipment
which can only be used in connection with an item of property, plant and equipment are accounted
for as property, plant and equipment.

Major inspection costs which are a condition of continuing use of an item of property, plant and
equipment and which meet the recognition criteria above are included as a replacement in the cost
of the item of property, plant and equipment. Any remaining inspection costs from the previous
inspection are derecognised.

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

Property, plant and equipment is carried at revalued amount, being the fair value at the date of
revaluation less any subsequent accumulated depreciation and subsequent accumulated impairment
losses.

Revaluations are made with sufficient regularity such that the carrying amount does not differ
materially from that which would be determined using fair value at the end of the reporting period.

When an item of property, plant and equipment is revalued, any accumulated depreciation at the
date of the revaluation is restated proportionately with the change in the gross carrying amount of
the asset so that the carrying amount of the asset after revaluation equals its revalued amount.

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

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

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

The revaluation surplus in equity related to a specific item of property, plant and equipment is
transferred directly to retained earnings when the asset is derecognised.

The revaluation surplus in equity related to a specific item of property, plant and equipment is
transferred directly to retained earnings as the asset is used. The amount transferred is equal to the
difference between depreciation based on the revalued carrying amount and depreciation based on
the original cost of the asset.

351



-~

Nketoana Local Municipality 5—\“/;

Nketoana Local Municipality

Annual Financial Statements for the year ended 30 June, 2014

Accounting Policies

1.5 Property, plant and equipment (continued)

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.

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

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

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

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

Item Average useful life
Land Indefinite
Buildings 30 years
Furniture and fixtures 7-10 years
Motor vehicles 5-7 years
Office equipment 3-5 years
Infrastructure

e Roads and Paving 20 years

e Pedestrian malls 20 years

e Electricity 20-30 years
Community

» Building 30 years

* Recreational facilities 30 years

e Security 30 years
Specialised property, plant and equipment 5-15 years
Other equipment

« Landfill sites 30 years

e Quarries 30 years

« Emergency 5-15 years
Bins and containers 5years
Specialised vehicles 5-7 years
Water network

«  Watercraft 15 years
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1.5 Property, plant and equipment (continued)

Heritage

e Buildings nil

»  Paintings and artifact nil

Other property, plant and equipment 5-15 years

The residual value, and the useful life and depreciation method of each asset are reviewed at the
end of each reporting date. If the expectations differ from previous estimates, the change is
accounted for as a change in accounting estimate.

Reviewing the useful life of an asset on an annual basis does not require the entity to amend the
previous estimate unless expectations differ from the previous estimate.

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

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

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

Assets which the municipality holds for rentals to others and subsequently routinely sell as part of
the ordinary course of activities, are transferred to inventories when the rentals end and the assets
are available-for-sale. These assets are not accounted for as non-current assets held for sale.
Proceeds from sales of these assets are recognised as revenue. All cash flows on these assets are
included in cash flows from operating activities in the cash flow statement.
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1.5 Property, plant and equipment (continued)

Residual Values

The municipality changed its accounting policy for property, plant and equipment in 2014. The
change in accounting policy is made in accordance with its transitional provision as per Directive 2 of
the GRAP Reporting Framework.

According to the transitional provision, the municipality is not required to measure property, plant
and equipment for reporting periods beginning on or after a date within three years following the
date of initial adoption of the Standard of GRAP on Property, plant and equipment. Property, plant
and equipment has accordingly been recognised at provisional amounts, as disclosed in 10. The
transitional provision expires on Saturday, 30 June, 2012.

In accordance with the transitional provision as per Directive 2 of the GRAP Reporting Framework,
where property, plant and equipment was acquired through a transfer of functions, the municipality
is not required to measure that property, plant and equipment for a period of three years from the
effective date of the transfer of functions or the effective date of the Standard, whichever is later.
The municipality acquired a transfer(s) of function in 2014 and property, plant and equipment has
accordingly been recognised at provisional amounts, as disclosed in 10.

Until such time as the measurement period expires and property, plant and equipment is recognised
and measured in accordance with the requirements of the Standard of GRAP on Property, plant and
equipment, the municipality need not comply with the Standards of GRAP on:

e Presentation of Financial Statements (GRAP 1),

« The Effects of Changes in Foreign Exchange Transactions (GRAP 4),

e Leases (GRAP 13),

« Segment Reporting (GRAP 18),

e Non-current Assets Held for Sale and Discontinued Operations (GRAP 100)

The exemption from applying the measurement requirements of the Standard of GRAP on Property,
plant and equipment implies that any associated presentation and disclosure requirements need not
be complied with for property, plant and equipment not measured in accordance with the
requirements of the Standard of GRAP on Property, plant and equipment.

1.6 Intangible assets

An asset is identifiable if it either:

« isseparable, 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

« 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.
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1.6 Intangible assets (continued)

An intangible asset is recognised when:
» itis 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.

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.

Expenditure on research (or on the research phase of an internal project) is recognised as an expense
when it is incurred.

An intangible asset arising from development (or from the development phase of an internal project)
is recognised when:

« itis technically feasible to complete the asset so that it will be available for use or sale.

e thereis an intention to complete and use or sell it.

« thereis 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.
« the expenditure attributable to the asset during its development can be measured reliably.

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.

Internally generated brands, mastheads, publishing titles, customer lists and items similar in
substance are not recognised as intangible assets.

Internally generated goodwill is not recognised as an intangible asset.
Amortisation is provided to write down the intangible assets, on a straight line basis, to their residual

values as follows:
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1.6 Intangible assets (continued)

Item Useful life
Computer software, other 3 years

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

1.7 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.

A concessionary loan is a loan granted to or received by an entity on terms that are not market
related.

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.

Currency risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate
because of changes in foreign exchange rates.

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 financial asset or a
financial liability (or group of financial assets or financial liabilities) 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 (for example,
prepayment, call and similar options) 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. However, in those rare cases when it is not possible to reliably estimate the
cash flows or the expected life of a financial instrument (or group of financial instruments), the entity
shall use the contractual cash flows over the full contractual term of the financial instrument (or
group of financial instruments).
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1.7 Financial instruments (continued)

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 acontractual 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:
« deliver cash or another financial asset to another entity; or
« exchange financial assets or financial liabilities under conditions that are potentially
unfavourable to the entity.

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.

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.

Loan commitment is a firm commitment to provide credit under pre-specified terms and conditions.
Loans payable are financial liabilities, other than short-term payables on normal credit terms.

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.

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

A residual interest is any contract that manifests an interest in the assets of an entity after deducting
all of its liabilities. A residual interest includes contributions from owners, which may be shown as:

e equity instruments or similar forms of unitised capital;

« aformal designation of a transfer of resources (or a class of such transfers) by the parties to
the transaction as forming part of an entity’s net assets, either before the contribution
occurs or at the time of the contribution; or

« aformal agreement, in relation to the contribution, establishing or increasing an existing
financial interest in the net assets of an entity.

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.

357



