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1.7 Financial instruments (continued)

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

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

e are held for trading.

Financial instruments at cost are investments in residual interests that do not have a quoted market
price in an active market, and whose fair value cannot be reliably measured.

Financial instruments at fair value comprise financial assets or financial liabilities that are:

e derivatives;

e combined instruments that are designated at fair value;

« instruments held for trading. A financial instrument is held for trading if:
- itis acquired orincurred principally for the purpose of selling or repurchasing it in the
near-term; or
- oninitial recognition it is part of a portfolio of identified financial instruments that are
managed together and for which there is evidence of a recent actual pattern of short term
profit-taking;
- non-derivative financial assets or financial liabilities with fixed or determinable
payments that are designated at fair value at initial recognition; and
- financial instruments that do not meet the definition of financial instruments at
amortised cost or financial instruments at cost.

Initial recognition

The entity recognises a financial asset or a financial liability in its statement of financial position
when the entity becomes a party to the contractual provisions of the instrument.

The entity recognises financial assets using trade date accounting.
Initial measurement of financial assets and financial liabilities

The entity measures a financial asset and financial liability initially at its fair value plus transaction
costs that are directly attributable to the acquisition or issue of the financial asset or financial
liability.

The entity measures a financial asset and financial liability initially at its fair value.

The entity first assesses whether the substance of a concessionary loan is in fact a loan. On initial
recognition, the entity analyses a concessionary loan into its component parts and accounts for each
component separately. The entity accounts for that part of a concessionary loan that is:
e asocial benefit in accordance with the Framework for the Preparation and Presentation of
Financial Statements, where it is the issuer of the loan; or
« non-exchange revenue, in accordance with the Standard of GRAP on Revenue from Non-
exchange Transactions (Taxes and Transfers), where it is the recipient of the loan.
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1.7 Financial instruments (continued)
Subsequent measurement of financial assets and financial liabilities

The entity measures all financial assets and financial liabilities after initial recognition using the
following categories:

e Financial instruments at fair value.

e  Financial instruments at amortised cost.

e  Financial instruments at cost.

All financial assets measured at amortised cost, or cost, are subject to an impairment review.
Fair value measurement considerations

The best evidence of fair value is quoted prices in an active market. If the market for a financial
instrument is not active, the entity establishes fair value by using a valuation technique. The
objective of using a valuation technique is to establish what the transaction price would have been
on the measurement date in an arm’s length exchange motivated by normal operating
considerations. Valuation techniques include using recent arm’s length market transactions between
knowledgeable, willing parties, if available, reference to the current fair value of another instrument
that is substantially the same, discounted cash flow analysis and option pricing models. If there is a
valuation technique commonly used by market participants to price the instrument and that
technique has been demonstrated to provide reliable estimates of prices obtained in actual market
transactions, the entity uses that technique. The chosen valuation technique makes maximum use of
market inputs and relies as little as possible on entity-specific inputs. It incorporates all factors that
market participants would consider in setting a price and is consistent with accepted economic
methodologies for pricing financial instruments. Periodically, an municipality calibrates the valuation
technique and tests it for validity using prices from any observable current market transactions in the
same instrument (i.e. without modification or repackaging) or based on any available observable
market data.

The fair value of a financial liability with a demand feature (e.g. a demand deposit) is not less than
the amount payable on demand, discounted from the first date that the amount could be required
to be paid.

1.8 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.

When a lease includes both land and buildings elements, the entity assesses the classification of each
element separately.
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1.8 Leases (continued)
Finance leases - lessor

The municipality recognises finance lease receivables as assets on the statement of financial position.
Such assets are presented as a receivable at an amount equal to the net investment in the lease.

Finance revenue is recognised based on a pattern reflecting a constant periodic rate of return on the
municipality’s net investment in the finance lease.

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.

Any contingent rents are expensed in the period in which they are incurred.
Operating leases - lessee

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

1.9 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;
o 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.
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1.9 Inventories (continued)

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.

The cost of inventories is assigned using the first-in, first-out (FIFO) formula. The same cost formula is
used for all inventories having a similar nature and use to the municipality.

When inventories are sold, the carrying amounts of those inventories are recognised as an expense
in the period in which the related revenue is recognised. If there is no related revenue, the expenses
are recognised when the goods are distributed, or related services are rendered. The amount of any
write-down of inventories to net realisable value or current replacement cost and all losses of
inventories are recognised as an expense in the period the write-down or loss occurs. The amount of
any reversal of any write-down of inventories, arising from an increase in net realisable value or
current replacement cost, are recognised as a reduction in the amount of inventories recognised as
an expense in the period in which the reversal occurs.

1.10 Construction contracts and receivables

Construction contract is a contract, or a similar binding arrangement, specifically negotiated for the
construction of an asset or a combination of assets that are closely interrelated or interdependent in
terms of their design, technology and function or their ultimate purpose or use.

Contractor is an entity that performs construction work pursuant to a construction contract.

Cost plus or cost based contract is a construction contract in which the contractor is reimbursed for
allowable or otherwise defined costs and, in the case of a commercially-based contract, an additional
percentage of these costs or a fixed fee, if any.

Fixed price contract is a construction contract in which the contractor agrees to a fixed contract
price, or a fixed rate per unit of output, which in some cases is subject to cost escalation clauses.

A contractor is an entity that enters into a contract to build structures, construct facilities, produce
goods, or render services to the specifications of another entity either itself or through the use of
sub-contractors. The term “contractor” thus includes a general or prime contractor, a subcontractor
to a general contractor, or a construction manager.

The entity assesses the terms and conditions of each contract concluded with customers to establish
whether the contract is a construction contract or not. In assessing whether the contract is a
construction contract, an entity considers whether it is a contractor
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1.10 Construction contracts and receivables (continued)

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

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

When the outcome of a construction contract cannot be estimated reliably, contract revenue is
recognised to the extent that contract costs incurred are recoverable. Contract costs are recognised
as an expense in the period in which they are incurred.

When it is probable that total contract costs will exceed total contract revenue, the expected deficit
is recognised as an expense immediately.

1.11 Non-current assets held for sale and disposal groups

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

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

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

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

1.12 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
« 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.
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1.12 Provisions and contingencies (continued)

The discount rate is a pre-tax rate that reflects current market assessments of the time value of
money and the risks specific to the liability.

Where some or all of the expenditure required to settle a provision is expected to be 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 deficits.

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:

« has a detailed formal plan for the restructuring, identifying at least:
- the activity/operating unit or part of a activity/operating unit concerned;
- the principal locations affected;
- the location, function, and approximate number of employees who will be
compensated for services being terminated;
- the expenditures that will be undertaken; and
- when the plan will be implemented; and

« hasraised 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.

A restructuring provision includes only the direct expenditures arising from the restructuring, which
are those that are both:

e necessarily entailed by the restructuring; and

e not associated with the ongoing activities of the municipality
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1.12 Provisions and contingencies (continued)

No obligation arises as a consequence of the sale or transfer of an operation until the municipality is
committed to the sale or transfer, that is, there is a binding arrangement.

After their initial recognition contingent liabilities recognised in entity combinations that are
recognised separately are subsequently measured at the higher of:

e the amount that would be recognised as a provision; and

« the amount initially recognised less cumulative amortisation.

Contingent assets and contingent liabilities are not recognised. Contingencies are disclosed in note
43,

A financial guarantee contract is a contract that requires the issuer to make specified payments to
reimburse the holder for a loss it incurs because a specified debtor fails to make payment when due
in accordance with the original or modified terms of a debt instrument.

Loan commitment is a firm commitment to provide credit under pre-specified terms and conditions.

The municipality recognises a provision for financial guarantees and loan commitments when it is
probable that an outflow of resources embodying economic benefits and service potential will be
required to settle the obligation and a reliable estimate of the obligation can be made.

Determining whether an outflow of resources is probable in relation to financial guarantees requires
judgement. Indications that an outflow of resources may be probable are:
« financial difficulty of the debtor;
« defaults or delinquencies in interest and capital repayments by the debtor;
* breaches of the terms of the debt instrument that result in it being payable earlier than the
agreed term and the ability of the debtor to settle its obligation on the amended terms; and
e adecline in prevailing economic circumstances (e.g. high interest rates, inflation and
unemployment) that impact on the ability of entities to repay their obligations.

Where a fee is received by the municipality for issuing a financial guarantee and/or where a fee is
charged on loan commitments, it is considered in determining the best estimate of the amount
required to settle the obligation at reporting date. Where a fee is charged and the municipality
considers that an outflow of economic resources is probable, an municipality recognises the
obligation at the higher of:
+ the amount determined using in the Standard of GRAP on Provisions, Contingent Liabilities
and Contingent Assets; and
« the amount of the fee initially recognised less, where appropriate, cumulative amortisation
recognised in accordance with the Standard of GRAP on Revenue from Exchange
Transactions.
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1.13 Revenue from exchange transactions

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

Service charges relating to electricity and water are based on consumption. Meters are read on a
monthly basis and are recognised as revenue when invoiced. Provisional estimates of consumption
are made monthly when meter readings have not been performed. The provisional estimates of
consumption are recognised as revenue when invoiced. Adjustments to provisional estimates of
consumption are made in the invoicing period in which meters have been read. These adjustments
are recognised as revenue in the invoicing period.

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

Service charges from sewerage and sanitation are based on the number of sewerage connections on
each developed property using the tariffs approved from Council and are levied monthly. Interest
revenue is recognised on a time proportion basis.

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

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

Revenue arising from the application of the approved tariff of charges is recognised when the
relevant service is rendedred by applying the relevant gazetted tariff. This includes the issuing of
licences and permits.

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

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

Measurement

Revenue is measured at the fair value of the consideration received or receivable, net of trade
discounts and volume rebates.
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1.13 Revenue from exchange transactions (continued)

Sale of goods

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

« 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;

« the amount of revenue can be measured reliably;

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

e the costs incurred or to be incurred in respect of the transaction can be measured reliably.

Rendering of services

When the outcome of a transaction involving the rendering of services can be estimated reliably,
revenue associated with the transaction is recognised by reference to the stage of completion of the
transaction at the reporting date. The outcome of a transaction can be estimated reliably when all
the following conditions are satisfied:
« the amount of revenue can be measured reliably;
« itis probable that the economic benefits or service potential associated with the transaction
will flow to the municipality;
« the stage of completion of the transaction at the reporting date can be measured reliably;
and
» the costs incurred for the transaction and the costs to complete the transaction can be
measured reliably.

When 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.

Service revenue is recognised by reference to the stage of completion of the transaction at the
reporting date. Stage of completion is determined by services performed to date as a percentage of
total services to be performed.
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1.13 Revenue from exchange transactions (continued)
Interest, royalties and dividends

Revenue arising from the use by others of entity assets yielding interest, royalties and dividends or
similar distributions is recognised when:
« Itis probable that the economic benefits or service potential associated with the transaction
will flow to the municipality, and
« The amount of the revenue can be measured reliably.

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

Dividends or their equivalents are recognised, in surplus or deficit, when the municipality’s right to
receive payment has been established.

Service fees included in the price of the product are recognised as revenue over the period during
which the service is performed.

1.14 Revenue from non-exchange transactions

Non-exchange transactions are defined as transactions where the entity receives value from another
entity without directly giving approximately equal value in exchange.

367



-~

Nketoana Local Municipality 5—\“/;

Nketoana Local Municipality

Annual Financial Statements for the year ended 30 June, 2014

Accounting Policies

1.14 Revenue from non-exchange transactions (continued)

Revenue from non-exchange transaction is generally recognised to the extent that the related
receipt or receivable qualifies for recognition as an asset and there is no ability to repay the amount.

Revenue from property

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

Fines

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

Revenue from public contributions and donations

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

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

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

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.

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.
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1.14 Revenue from non-exchange transactions (continued)
Rates, including collection charges and penalties interest

Revenue from rates, including collection charges and penalty interest, is recognised when:
« itis probable that the economic benefits or service potential associated with the transaction
will flow to the municipality;
« the amount of the revenue can be measured reliably; and
« there has been compliance with the relevant legal requirements.

Changes to property values during a reporting period are valued by a suitably qualified valuator and
adjustments are made to rates revenue, based on a time proportion basis. Adjustments to rates
revenue already recognised are processed or additional rates revenue is recognised.

Government grants

Government grants are recognised as revenue when:
« itis probable that the economic benefits or service potential associated with the transaction
will flow to the municipality,
« the amount of the revenue can be measured reliably, and
e tothe extent that there has been compliance with any restrictions associated with the
grant.

The municipality assesses the degree of certainty attached to the flow of future economic benefits or
service potential on the basis of the available evidence. Certain grants payable by one level of
government to another are subject to the availability of funds. Revenue from these grants is only
recognised when it is probable that the economic benefits or service potential associated with the
transaction will flow to the entity. An announcement at the beginning of a financial year that grants
may be available for qualifying entities in accordance with an agreed programme may not be
sufficient evidence of the probability of the flow. Revenue is then only recognised once evidence of
the probability of the flow becomes available.

Restrictions on government grants may result in such revenue being recognised on a time proportion
basis. Where there is no restriction on the period, such revenue is recognised on receipt or when the
Act becomes effective, which-ever is earlier.

When government remit grants on a re-imbursement basis, revenue is recognised when the
qualifying expense has been incurred and to the extent that any other restrictions have been
complied with.
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1.14 Revenue from non-exchange transactions (continued)
Other grants and donations

Other grants and donations are recognised as revenue when:
e itis probable that the economic benefits or service potential associated with the transaction
will flow to the municipality;
e the amount of the revenue can be measured reliably; and
« tothe extent that there has been compliance with any restrictions associated with the
grant.

If goods in-kind are received without conditions attached, revenue is recognised immediately. If
conditions are attached, a liability is recognised, which is reduced and revenue recognised as the
conditions are satisfied.

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

1.15 Investment income
Investment income is recognised on a time-proportion basis using the effective interest method.
1.16 Borrowing costs

Borrowing costs that are directly attributable to the acquisition, construction or production of a
qualifying asset are capitalised as part of the cost of that asset until such time as the asset is ready
for its intended use. The amount of borrowing costs eligible for capitalisation is determined as
follows:

e Actual borrowing costs on funds specifically borrowed for the purpose of obtaining a
qualifying asset less any investment income on the temporary investment of those
borrowings.

« Weighted average of the borrowing costs applicable to the municipality on funds generally
borrowed for the purpose of obtaining a qualifying asset. The borrowing costs capitalised do
not exceed the total borrowing costs incurred.

The capitalisation of borrowing costs commences when all the following conditions have been met:
« expenditures for the asset have been incurred;
e borrowing costs have been incurred; and
e activities that are necessary to prepare the asset for its intended use or sale are undertaken.

Capitalisation is suspended during extended periods in which active development is interrupted.

Capitalisation ceases when substantially all the activities necessary to prepare the qualifying asset for
its intended use or sale are complete.
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1.16 Borrowing costs (continued)

When the municipality completes the construction of a qualifying asset in parts and each part is
capable of being used while construction continues on other parts, the entity ceases capitalising
borrowing costs when it completes substantially all the activities necessary to prepare that part for
its intended use or sale.

All other borrowing costs are recognised as an expense in the period in which they are incurred.
1.17 Comparative figures

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

Budget information in accordance with GRAP 1 and 24, has been provided in an annexure A to these
financial statements.

When the presentation or classification of items in the annual financial statements is amended prior
period comparative amounts are restated. The nature and the reason for the reclassification is
disclosed.

Where accounting errors have been identified in the current year, the correction is made
retrospectively as far as is practicable, and the prior year comparatives are restated accordingly.
Where there has been a change in the accounting policy in the current year, the adjustment is made
retrospectively as far as is practicable, and the prior year comparatives are restated accordingly.

1.18 Unauthorised expenditure

Unauthorised expenditure means:
« overspending of a vote or a main division within a vote; and
« 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.

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.

1.19 Fruitless and wasteful expenditure

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

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

Irregular expenditure as defined in section 1 of the MFMA is expenditure other than unauthorised
expenditure, incurred in contravention of or that is not in accordance with a requirement of any
applicable legislation, including -
(a) this Act; or
(b) which has not been condoned in terms of section 170; or
(c) expenditure incurred by a municipality or municipal entity in contravention of, or that is not
in
accordance with, a requirement of Municipality Systems Act, and which has not been
condoned in terms of the Act;
(d) expenditure incurred by a municipality in contravension of, or that is not in accordance
with, a requirement of the Public Office-Bearers Act, 1998 (Act No. 20 of 1998); or
(e) expenditure incurred by a municipality or municipal entity in contravention of, or that is
not in accordance with, a requirement of the supply chain management policy of the
municipality or entity or any of the municipality's by-laws giving effect to such plicy, and
which has not been condoned in terms of such plicy
or by-laws but excludes expenditure by a municipality which falls within the definition of
"unauthorised expenditure"

Irregular expenditure that was incurred and identified during the current financial and which was
condoned before year end and/or before finalisation of the financial statements must also be
recorded appropriately in the irregular expenditure register. In such an instance, no further action is
also required with the exception of updating the note to the financial statements.

Irregular expenditure that was incurred and identified during the current financial year and for which
was condoned before year end and/or before finalisation of the financial statements must also be
recorded appropriately in the irregular expenditure register. In such an instance, no futher action is
also required with the exception of updating the note to the financial statements.

Irregular expenditure that was incurred and identified during the current financial year and for which
condonement is being awaited at year end must be recorded in the irregular expenditure register.
No further action is required with the exception of updating the note to the financial statements.

Where irregular expenditure was incurred in the previous financial year and is only condoned in the
following financial year, the register and the disclosure note to the financial statements must be
updated with the amount condoned.
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1.20 Irregular expenditure (continued)

Irregular expenditure that was incurred and identified during the current financial year and which
was not condoned by the National Treasury or the relevant authority must be recorded appropriately
in the irregular expenditure register. If liability for the irregular expenditure can be attributed to a
person, a debt account must be created if such a person is liable in law. Immediate steps must
thereafter be taken to recover the amount from the person concerned. If recovery is not possible,
the accounting officer or accounting authority may write off the amount as debt impairment and
disclose such in the relevant note to the financial statements. The irregular expenditure register
must also be updated accordingly. If the irregular expenditure has not been condoned and no person
is liable in law, the expenditure related thereto must remain against the relevant
programme/expenditure item, be disclosed as such in the note to the financial statements and
updated accordingly in the irregular expenditure register.

1.21 Use of estimates

The preparation of annual financial statements in conformity with Standards of GRAP requires the
use of certain critical accounting estimates. It also requires management to exercise its judgement in
the process of applying the municipality’s accounting policies. The areas involving a higher degree of
judgement or complexity, or areas where assumptions and estimates are significant to the annual
financial statements are disclosed in the relevant sections of the annual financial statements.
Although these estimates are based on management’s best knowledge of current events and actions
they may undertake in the future, actual results ultimately may differ from those estimates.

1.22 Internal reserves
Capital replacement reserve (CRR)

In order to finance the provision of infrastructure and other items of property, plant and equipment
from internal sources, amounts are transferred from the accumulated surplus/(deficit) to the CRR. A
corresponding amount is transferred to a designated CRR bank or investment account. The capital
amount and related interest earned in the designated CRR bank account are only utilised to finance
items of property, plant and equipment. The CRR is reduced and the accumulated surplus/(deficit) is
credited by a corresponding amount when the amounts in the CRR are utilised.
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1.22 Internal reserves (continued)
Government grant reserve

When items of property, plant and equipment are financed from government grants, a transfer is
made from the accumulated surplus/deficit to the Government Grants Reserve equal to the
Government Grant recorded as revenue in the statement of financial performance in accordance
with a directive issued by National Treasury. When such items of property, plant and equipment are
depreciated, a transfer is made from the Government Grant Reserve to the accumulated
surplus/deficit. The purpose of this policy is to promote community equity by ensuring that the
future depreciation expenses that will be incurred over the useful lives of government grant funded
items of property, plant and equipment are offset by transfers from this reserve to the accumulated
surplus/deficit.

The purpose of this policy is to promote community equity by ensuring that the future depreciation
expenses that will be incurred over the useful lives of government grant funded items of property,
plant and equipment are offset by transfers from this reserve to the accumulated surplus.

When an item of property, plant and equipment financed from government grants is disposed, the
balance in the Government Grant Reserve relating to such item is transferred to the accumulated
surplus/deficit.

1.23 Budget information

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

1.24 Related parties

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

Key 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.

Close members of the family of a person are considered to be those family members who may be
expected to influence, or be influenced by, that management in their dealings with the municipality.

Only transactions with related parties not at arm’s length or not in the ordinary course of business
are disclosed.
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1.25 Commitments

Commitments represents goods and services that have been ordered, but for which no delivery has
taken place at the reporting date. These amounts are not recognised in the financial position as a
liability or as expenditure in the statement of financial performance, but however disclose as part of
note to the financial statements.

Approved and Contracted

Where the expenditure has been approved and the contract has been awarded at the reporting date.

Approved but not yet contracted commitments

Where the expenditure has been approved (Budgeted) and the contracted as yet to be awarded or is
awaiting finalisation at the reporting date.

1.26 Level of rounding.

Due to the utilisation of the rounding level function of Case Ware programme balances were
affected by rounding off to the nearest rand.
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2. New standards and interpretations

2.1 Standards and interpretations effective and adopted in the current year

Standard/ Interpretation: Effective date: Expected impact:
Years beginning on or
after
®  GRAP 25: Employee benefits 1 April, 2013 The adoption of this

standard has not had a
material impact on the
results of the entity, but
has resulted in more
disclosure than would
have previously been
provided in the financial
statements.

. GRAP 1 (as revised 2012): Presentation of Financial Statements 1 April, 2013 The adoption of this
amendment has not had a
material impact on the
results of the entity, but
has resulted in more
disclosure than
would have previously
been provided in the
financial statements

. GRAP 3 (as revised 2012): Accounting Policies, Change in 1 April, 2013 No matterial effect as this
Accounting Estimates and Errors principles has been
applied consistently
. GRAP 7 (as revised 2012): Investments in Associates 1 April, 2013 No effect in the past and
present fianncial
statements
. GRAP 9 (as revised 2012): Revenue from Exchange Transactions 1 April, 2013 The adoption of this

amendment has not had a
material impact on the
results of the entity, but
has resulted in more
disclosure than
would have previously
been provided in the
financial statements

GRAP 12 (as revised 2012): Inventories 1 April, 2013 The adoption of this
amendment has not had a
material impact on the
results of the entity, but
has resulted in more
disclosure than
would have previously
been provided in the
financial statements
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2.

New standards and interpretations (continued)

GRAP 13 (as revised 2012): Leases 1 April, 2013
GRAP 16 (as revised 2012): Investment Property 1 April, 2013
GRAP 17 (as revised 2012): Property, Plant and Equipment 1 April, 2013
GRAP 27 (as revised 2012): Agriculture (Replaces GRAP 101) 1 April, 2013

GRAP 31 (as revised 2012): Intangible Assets (Replaces GRAP 102) 1 April, 2013

IGRAP16: Intangible assets website costs

1 April, 2013

IGRAP1 (as revised 2012):Applying the probability test on initial
recognition of revenue

1 April, 2013

No matterial effect as this
principles has been
applied consistently

The adoption of this
amendment has not had a
material impact on the
results of the entity, but
has resulted in more
disclosure than

would have previously
been provided in the
financial statements

The adoption of this
amendment has not had a
material impact on the
results of the entity, but
has resulted in more
disclosure than

would have previously
been provided in the
financial statements

No effect in the past and
present fianncial
statements

The adoption of this
amendment has not had a
material impact on the
results of the entity, but
has resulted in more
disclosure than

would have previously
been provided in the
financial statements

The adoption of this
amendment has not had a
material impact on the
results of the entity, but
has resulted in more
disclosure than

would have previously
been provided in the
financial statements

The adoption of this
amendment has not had a
material impact on the
results of the entity, but
has resulted in more
disclosure than

would have previously
been provided in the
financial statements
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2. New standards and interpretations (continued)

2.2 Standards and Interpretations issued, but not yet effective

The municipality has not applied the following standards and interpretations, which have been published and are
mandatory for the municipality’s accounting periods beginning on or after 1 July, 2014 or later periods:

Standard/ Interpretation:

. GRAP 18: Segment Reporting

. GRAP 105: Transfers of functions between entities under
common control

. GRAP 106: Transfers of functions between entities not under
common control

. GRAP 107: Mergers

. GRAP 20: Related parties

Effective date: Expected impact:
Years beginning on or

after

1 April, 2016 The adoption of this

standard is not expected
to impact on the results of
the entity, but may result
in more disclosure than is
currently
provided in the financial
statements

1 April, 2014 The adoption of this
standard is not expected
to impact on the results of
the entity, but may result
in more disclosure than is
currently
provided in the financial
statements

1 April, 2014 The adoption of this
standard is not expected
to impact on the results of
the entity, but may result
in more disclosure than is
currently
provided in the financial
statements

1 April, 2014 The adoption of this
standard is not expected
to impact on the results of
the entity, but may result
in more disclosure than is
currently
provided in the financial
statements

1 April, 2014 The adoption of this
standard is not expected
to impact on the results of
the entity, but may result
in more disclosure than is
currently
provided in the financial
statements
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