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BREAUFORT WEST LOCAL MUNICIPALITY

FiRANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2014

GENERAL INFORMATION

NATURE OF BUSINESS

Beaufort West Municipality 15 a locat municipality performing the functions as sst out in the Constitution (Act ne 105 of 19986},

COUNTRY OF ORIGIN AND LLEGAL FORM
Sauth African Category B Municipality (Local Municipality) as defined by the Municipal Strugtures Act (Act no 117 of 1998).

JURISDICTION
The Beaufort West Municipality includes the following areas:

Beaufort West
Nelspoort
Merwevifle
Murraystury

MUMICIPAL MANAGER
Mr. J. Booysen

CHIEF FINANCIAL OFFICER
Vacant

REGISTEREDR CFFICE

112 Donkin Street
BEAUFORT WEST
6970 i

AUBITORS
Office of the Auditer General (WC)

PRINCIPLE BANKERS
ABSA Bank, Beaufort West

ATTORNEYS i

Crawford Aftornsys, Beaufort West
Van Niekerk Attornays, Beauforf West

RELEVANT LEGISLATION

Municipal Finance Management Act {Act no 56 of 2003}
Division of Revenue Act

The Income Tax Act

Valug Added Tax Act

Municipal Structures Act (Act no 117 of 1598)

Municipal Systems Act {Act no 32 of 2000)

Municipal Planning and Performance Management Regulations
Water Services Act {Act no 108 of 1987}

Housing Act (Act no 107 of 1897)

Municipal Property Rates Act {Act no 6 of 2004)

Electricity Act {Act no 41 of 1987)

Skills Development Lavies Act (Act no 9 of 1998)
Employment Equity Act (Act no 55 of 1998)

Unemploymeni Insurance Act (Act no 30 of 1968}

Basic Conditions of Emgaloyment Act (Act no 75 of 1987}
Remuneration of Public Office Bearers Act {Act no 20 of1298)
Supply Chain Management Regulations, 2005

Coliactive Agreements

infrastructure Granis

SALBC Leave Regutations




BEAUFORT WEST LOCAL MUNICIPALITY

MEMBERS OF THE BEAUFORT WEST LOCAL MUNICIPALITY

WARD COUNCILLOR
1 L Deyse
2 AM. Siabbert
3 . de Vos
4 S.M. Motsoane
5 M. Furmen
8 G.P. Adolph
7 J. Bostander
Proporticnai P.A. Jacobs
Proportional G.T. Murray
Proportional T. Prince
Proportional R. van der Linde
Praportional D.E. Welgemeced
Proportional AD. Willemse

APPROVAL OF FINANCIAL STATEMENTS

| am respansible for the preparation of these annual financial statements year ended 3C
June 2044 which are set out an pages 1 1o 121 in terms of Section 128 (1) of the Municipal
Finance Management Act and which | have signed on behalf of the Municipaiity. The annual
financial statements have been prepared in accordance with GRAP.

i acknowledge that | am uitimately responsible for the system of internal financial controf and
that the system of internal confrol provides reascnable assurance that the financial records
can be relied on.

The external auditors ara responsible for independently reviewing and repoting on the
Municipality's financial statements.

| certify that the remuneration of Counciliors and in-kind benefits are within the upper limits
of the framework envisaged in Section 219 of the Constitution, read with the Rermuneration
of Public Officer Bearers Act and the Minister of Provincial and Local Government's
determination in accordance with this Act.

/

&
31 August 2014

Mr. J. Booysen Date
Municipal Manager



BEAUFORT WEST LOCAL MUNICIPALITY

STATEMENT OF FINANCIAL FOSITION AT 30 JUNE 2014

NET ASSETS AND LIABHLITIES

Net Assets

Capital Replacement Reserve
Housing Development Fund
Self Insurance Reserve
Accumuiated Surplus

Non-Current Liahilities

Long-term Liabilities
Employee benefits
Non-Current Provisions

Current Liabilities

Consumer Deposits

Currsni Employee benefits

Payables From Exchange Transactions

Unspent Conditional Government Grants and Receipts
Unspent Public Contributions

Current Partion of Long-term Liabllifies

Total Net Assets and Lizbililies
ASSETS

Mon-Current Asgets

Property, Plant and Equipment
Investment Property

Intangible Assets

Capitalised Restoration Cost
Heritage Assats

Long-Term Receivables

Current Asseis

inventory

Trade Receivables from exchange transactions
Other Receivables from non-exchange transactions
Unpaid Conditional Government Grants and Receipts
Operating Lease Asset

Taxes

Cash and Cash Equivalents

Total Assets

MNotes

b

L4, I N ]

st
[ R e

12
13
14
15
16
17

18
19
20

21.2
11
22

2014 2013
R R
{Actual) {Restated)

346 132 469 341 239 891
4 848 608 4 548 564
4198 159 4170185
1118 685 1035337

335 966 019 331 487 805

46 160 825 42 335 458
14 602 574 14 703 384
25 882 098 22 295 025
5676 153 5337038
46 033 645 46 344 105
11438815 1150 828
7 508 143 7 1566 341
26 6§34 801 27 445114
7 135 563 7774144
139 052 -
3476271 2 808 681

438 328 939 429 919 454

388 897 942 381 291 828

371670 337 365239 811
8 647 603 9 380 540

2688 770 334 531

1 664 002 1744 748
2970 844 2970 644
3876 587 1621 507
49 428 997 48 627 625
2 791 450 3 165 903
15117 729 14 095 015
14 §70 281 8879 561
670 378 912 408

10 008 11 821
3932014 3 465 238
11937 136 18 087 679
438 326 539 425 919 454




BEAUFORT WEST LOCAL MUNICIPALITY

STATEMENT OF FINANGIAL PERFORMANCE FOR THE YEAR ENDED 30 JUNE 2014

REVENUE

Revenue from Non-exchange Transactions
Taxafion Revenue

Property laxes

Transfer Revenue

Government Grants and Subsidies - Capial
Government Grants and Subsidies - Cperating
Contributed PPE

Other Revenue

Actuarial Gains
Fines

Revenue from Exchange Transactions

Motes

23

24
24

Property Rates ~ penaities imposed and galleciion charges

Service Charges

Rental of Facllities and Equipment
Interest Eamed - extarnal investmehts
{nferast Earned - cutstanding debiors
Licences and Permits

Agency Services

Cther Income

Total Revanue

EXPENDITURE

Employee related cosis
Remuneration of Councillors
Debt Impzirment

Coilection Cost

Depraciation and Amartisation
Impairments

Repairs and Maintenance
Actuarial fosses

Finance Charges

Bulk Purchases

Contracted services

Grants znd Subsidies Paid
Stock Adjustments

Other QOparating Grant Expendiiure
Loss on disposal of PPE
General Expenses

Total Expenditure

NET SURPLUS FOR THE YEAR

25

26

27
28
29
30
32

33
34

36
4

37

2014 2013 Correction 2013
{Actual) {Restated} of error {Previously reported)
R R R R
163 499 160 1564 415 233 ‘(1 604 501} 4186 919 734
22792 230 21 8458 527 - 21 645 527
22792230 | 21845 527 Sl messsar
99 629 379 117 172 341 {203 936} 117 876 217
21 348 285 51174022 - 51 170 022
77918 758 a5 941 227 {403 538) 66 345 163
362 938 61092 - &4 092
41 076 951 15 597 365 (1 1C0 §65) 16 G697 938
203 285 3184 043 - 3184 043
AJ B73 668 12 403 322 {1100 BG5) 13 503 837
95 627 358 87 342 047 513 591 86 528 458
399 873 607 297 - 807 267
35 099 374 78 302416 - 78 302 4186
314 9B4 748715 (822) 750 537
1011727 978 D42 65 978 977
1 856 351 1391 585 - 1321 595
545 598 GA7 424 147 058 510 365
541 057 4715892 - 471 882
5 356 394 4 182 266 367 289 } 3815877
259 126 518 241 757 280 (980 910) 242 748 190
&7 913 859 82 334 8338 1726 068 80 608 770
3883736 3835770 {186 810) 4 102 580
27 217 3 8 000 132 - 8 00g 432
652 880 877 580 - 677 530
14 030 Q83 13 316 586 31 264 13 285 322
10 994 282 11 218 11 216 -
17 408 268 11 271 299 2% 733 11 241 566
1 882 458 2106 - 3108
4 (86 726 4132088 (85 355) 4 197 444
39 066 285 36 515 007 (6 648 B62) 43 161 669
11 539 821 10 085 746 2390 082 7 685 664
50 GOQ 39 859 - 30 3538
7 3235814 5 646 662 6 646 662 -
- - (29 358 204) 29 358 204
167 989 85728 - 85728
47 996 575 40711023 25 379 132 15 331 891
254 233 965 187 766 841 (22 874} 197 789 5156
4 8§92 553 43 990 639 {968 03286) 44 958 675
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BEAUFORT WEST LOCAL MUNICIPALITY

CASH FLOW STATEMENT FOR THE YEAR ENDED 30 JUNE 2014

Notes
CASH FLOW FROM OPERATING ACTIVITIES

Receipts

Ratepayers and other
Government
Interest

Paymenis

Suppliers and employees
Finance charges 33
Transfers and Grants

Net Cash from Operating Aclivities

CASH FLOW FROM INVESTING ACTIVITIES

Purchase of Property, Piant and Equipment
Proceeds cn Disposal of Fixed Assets
FPurchase of intangible Assets
{Increasey/Decrease in Long-term Receivables

Net Cash from Investing Activities

CASH FLOW FROM FINANCING ACTIVITIES

New loans raisad
New loans (repaid)
Rounding

Net Cash from Financing Activities

NET INCREASE/(DECREASE) IN CASH AND CASH
EQUIVALENTS

Cash and Cash Equivalents at the beginning of the year
Cash and Cash Equivalents at the end of the year 40

NET INCREASE/NDECREASE) IN CASH AND CASH
EQUIVALENTS

2014 2013
R R
119 381 830 156 746 270
103 330 957 89 245 983
2 870078 2 370 837
(195 820 048) (180 865 592)
(4 086 726) (4 132 089)
(50 000) (39 859)
25 616 094 83 295 350
{30 263 543) (54 135 308)
- 113 740
(24 809) (7 359)
(2 055 080) (288 384)
(32 343 433) (54 317 311)
4092 471 2 357 891
(3 525 698) (3781 193)
24 26
566 799 (1423 276)
(6 160 543} 7 554 763
18 097 679 10 542 816
11 937 138 18 097 879
{6 160 543) 7 554 763
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BEAUFORT WEST MUNICIPALITY

NOTES TO THE FINANCIAL STATEMENTS ¥OR THE YEAR ENDED 30 JUNE 1814

1. ACCOUNTING PRINCIPLES AND FOLICIES APPLIED IN THE FINANCIAL STATEMENTS

1.1.

1.2.

BASIS OF PREPARATICN

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

The financial statements have been prepared in accordance with the Municipal Finance
Management Act (MFMA) and effective standards of Generafly Recognised Accounting
Practices {GRAP), including any interpretations and directives issued by the Accounting
Standards Board (ASB) in accordance with Seciion 122(3) of the Municipal Finance
Management Act, (Act no 56 of 2003).

Accounting policies for material transactions, events or conditions not covered by the GRAP
reporting framework , have been developed in accordance with paragraphs 8, 10 and 11 of
GRAP 3 (Revised — March 2012) and the hierarchy approved in Directive 5 issued by the
Accounting Standards Board.

The Municipality resolved to early adopt the following GRAP standards which have been
issued but are not effective yet,

Standard Description | Effective Date
GRAF 5 (Revised Feb 2013) Borrowing Costs 1 April 2014
GRAP 100 (Revised —~ Feb 2013) | Discontinued Operations 1 Aprit 2014

(formerly known as Non-current
assets  held for Sale and
Discontinued Operations)

A summary of the significant accounting policies, which have been consistenlly applied
except whare an exemption has been granted, are disclosed below.

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

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

In terms of Directive 7. “The Application of Deemed Cost on the Adoption of Standards of
GRAP” issued by the Accounting Standards Board, the Municipality applied deemed cost (e

Invesiment Property, Property, Plant and Egquipment and Intangible Assets where the
acquisition cost of an asset could not be determined.

PRESENTATION CURRENCY

Amounts reflected in the financial statements are in South African Rand and at actual
values. Financial values are rounded to the nearest one Rand.
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BEAUFORT WEST MUNICIPALITY

NOTES TO THE FINANCIAL STATEMENTS ¥FOR THE YEAR ENDED 36 JANE 2014

1.3.

1.4,

1.5,

GOING CONCERN ASSUMPTION

These financial statements have been prepared on a going concern basis.

COMPARATIVE INFORMATION

When the presentation or classification of items in the financial statements is amended, prior
period comparative amounts are restated, unless a standard of GRAIP does not require the
restatements of comparative information. The nature and reason for the reclassification is
disclosed. Where material 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 accounting policy in the current
year, the adjustment is made refrpspectively as far as is practicable, and the prier year
comparatives are restated accordingly.

AMENDED DISCLOSURE POLICY

Amendments to accounting policies are reported as and when deemed necessary based on
the relevance of any such amendment to the format and presentation df the financial

statements. The principal amendments to matters disclosed in the current financial
statements include errors,

1.6 MATERIALITY

Mataerial omissions or misstatements of items are material if they could, individually or
collectively, influence the decision or assessments of users made on the basis of the
financial statements. Materiality depends eon the nature or size of the omission or
misstaternents judged in the surrounding circumstances. The nature or size of the
information ltem, or a2 combination of both, could be the determining factor. Materiality is
determined as 1% of total operating expenditure. This materiaiity is from management's
perspective and does not correlate with the auditer's materiality.

1.7. PRESENTATION OF BUDGET INFORMATION

The presentation of budget information is prepared in accordance with GRAP 24 and
guidelines issued by National Treasury. The comparison of budget and actual amounts are
disclosed as a separate additional financial statement, namely Statement of Comparison of
Budget and Actual Amounis.

Budget information is presented on the accrual basis and is based on the same period as the
actual amounts, i.e. 1 July 2013 to 30 Juns 2014, The budget information is therefore on a
comparable basis to the actual amounts.

The comparable informaticn includes the following:

e the approved and final budget amounts;
= actual amounts and final budget amounts;

Explanations for differences between the approved and final budget are included in the
MNotes to the Financiat Statements.

14




BEAUFORT WEST MUNICIPALITY

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENBED 38 JUNE 2414

Explanations for material differences between the final budget amounts and actual amounts
are included the Notes {o the Financial Statemenis.

The disclosure of comparative information in respect of the previous period is nof required in

terrns of GRAP 24,

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

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

Standard

Description

Effective Date

GRAP &
{Revised — Nov 2010

Consoclidated and Separate Financial
Statements

The objective of this Standard is to prescribe the
circumstances in which consolidated and separate
financial statementis are to be prepared and the
information to be inciuded in these financial
statements so thai the consclidated financial
statements reflect the financial performance, financial
position and cash flows of an economic entity as a
single entity.

No significant impact is expected as the Municipality
does not have any entities at this stage to be
consoiidated.

Unknown

GRAP B
(Revised — Nov 2010)

Interest in Joint Ventures

The objective of this Standard is to prescribe the
accounting treatment of jeintly conirolled operations,
iointly controlled assets and jointly controtied entities
and to provide ailternatives for the recognition of
interests in jointly controlled entities.

No significant impact is expecied as the Municipality
is not involved in any joint veniures.

Unknown

GRAP 18
(Original — Feb 2011)

Segment Reporling

The objective of this Standard is to estabiish
principles for reporting financial information by
segments.

Mo significant impact is expected as information to a
large extent is already included in the appendices fo
the financial staterments which do not form part of the
audited financial statements.

1 Aprif 2815

GRAP 20
{Criginai —- June Z011)

Related Party Disclosure

The obiective of this Standard is to ensure that a
Municipality's financial statements conlains  the

Unknown

15




BEAUFQRT WEST MUNICIPALITY

NOTES TO THE PINANCIAE STATEMENTS FOR THE YEAR ENDED 3¢ JUNE 2614

disclosures necessary fo draw attention fo the
possibility that is financial position and surpius or
deficit may have been affected by the existence of
related parties and by iransactions and outstanding
balances with such parties.

The Municipality resolved to adopt the disclosure
requirements as per GRAP 20. The information is
therefore included in the financial statements.

GRAP 32
{Original — Aug 2013)

Service Concession Arrangements: Grantor

The objective of this Standard is o prescribe the
accounting for service concession arrangements by
the granior and a public sector entity.

No significant impact  is expected as the
Municipaiity's current treatment is already in line with
the Standards treatment.

Unknow

IGRAP 17

Service Concession Arrangements where a
grantor controls a significant residual interest in
an Asset

The objective of this Interpratation of the Standard is
to provide guidance to the granior where it has
entered inio a service concession arrangement, but
only controls, through ownership, beneficial
entittement or otherwise, a significant residual
interest in a service concession asset at the end of
the arrangement, where the arrangement does not
constitute a lease.

No significant impact is expected as the Municipality
dees not have any Conceassion Arrangements at this
stage.

Unknown

GRAF 103
{Original — Nov 2010}

Transfer of Functicns Between Entities Under
Common Control

The objective of this Siandard is to establish
accounting principtes for the acquirer and transferor
in a fransfer of functions between entities under
common control.

No significant impact expected as no such
transactions or evenis are expected In ihe
foreseeable future.

1 April 2015

GRAP 196
{Original — Nov 2010)

Transfer of Functions Befween Entities Not
Under Common Control

The objective of this Standard is fo establish
accounting principles for the acquirer in a transfer of
furctions between entities not under common
control.

1 Aprii 2015
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BEAUFORT WEST MUNICIPALITY

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 38 JUNE 2814

No significant impact expected as no  such
fransactions or events are expected In the
foreseeable future.

GRAP 107 Mergers 1 Aprii 2015

{Original — Nov 2010} The obiective of this Siandard is to establish
accounting principles for the combined entity and
combining entities in @ merger.

No significant Jmpact expected as no such
transactions or events are expected in the
foreseeabie future.

GRAP 108 Statutory Receivables Unknown

{Original - Sept 2013} | The objective of this Siandard is to prescribe
accounting  requirements  for the recognition,
measurement, presentation and disclosure of
statutory receivables.

No significant impact is  expected as the
Municipality's current treatment is already in line with
the Standards treatment.

IGRAP 1t Consolidation - Special Purpose Entities (SPE) Unknown

The objective of this Interpretation of the Standard is
to prescribe under what circumstances an entity
should consolidate a SPE.

No significant impact is expected as the Municipality
does not have any SPE’s =t this siage.

IGRAP 12 Jointly  Controlled  Entities  non-monetary Unknown
contributions

The objective of this interpretation of the Standard is
to prescribe the treatment of profitless when an
asset is sold or contrbuted by the venturer fo a
Jointly Controlied Entity {JCE).

No significant impact is expected as the Municipality
does not have any JCE's at this stage.

These standards, amendments and interpretations will not have a significant impact on
the Municipality once implemented.

1.9. RESERVES
1.9.1 Capital Replacement Reserve (CRR)
in crder to finance the provision of infrastructure and other iterns of property, plant and

equipment from intermnal sources, amounts are transferred from the accumulated surplus/
to the GRR. The cash in the CRR can only be utilized to finance items of property, plant
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BEAUFORT WEST MUNICIPALITY

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2014

1.8.2

1.9.3

1.10.

1.10.1

and equipment. The CRR is reduced and the accumulated surplus is credited by a
corrasponding amount when the amounts in the CRR are utilized.

Housing Development Fund

The Housing Development Fund was established in terms of the Housing Act, (Act No.
107 of 1997). Loans from National and Provincial Government, used to finance housing
selling schemes undertaken by the Municipality, were extinguished on 1 April 1988 and
transferred to the Housing Development Fund. Housing selling schemes, both compieted
and in progress, as at 1 April 1998, were also transferred {o the Housing Development
Fund. In terms of the Housing Act, all proceeds from housing developments, which
molude rental income and sate of houses, must be paid into the Heousing Development
Fund. Monies standing to the credit of the Housing Development Fund can be used only
to finance housing developments within the municipal area subject to the approval of the
Provincial MEC responsible for housing.

Seff Insurance Reseirve

A Self Insurance Reserve has been established and, subject to external insurance where
deemed necessary, covers ¢laims that may occur. Premiums are charged to the

respective services taking into account claims history and replacement value of the
insured assets.

Contributions to the fund by Business Units are transferred via the Statement of
Changes in Net Assets fo the reserve in line with amounts budgeted for in the

operating budget. The contributions to the reserve are charged o the Business Units -

based on the previous year's insured value of the assets under their control.

"The Ceuncil determines annually to contribute to the Self Insurance Reserve.

The total amount of insurance premiums paid to external insurers are regarded as

expenses and must be shown as such in the Statement of Financiai Performance.

These premiums do not affect the Sefif Insurance Reserve.

Claims received from external insurers are recognised as revenue in the Statement of

Financial Performance.

Claims received to meet repairs of damages on assets are reflected as income in the

Staterment of Financial Performance.

Repair and replacement costs not fully covered by external insurance are financed

from the insurance reserve. The repair and replacement cost is regarded as an

expense and is reflected in the Statement of Financial Performance. An amount equal

{o the expense is transferred from the Insurance Reserve to the Accumulatec Surplus
vig the Staternant of Changes in Net Assets,

Amounts paid on behalf of employees in respect of medicai costs for injuries sustained

whilst on duty are regarded as expenses and are recorded in the Statement of

Financial Performance when incumred. An amount equal to these expenses is

transferred from the Insurance Reserve io the Accumulated Surplus account via the

Statement of Changes in Net Assets.

LEASES
Municipality as Lessee
Leases are classified as finance leases where substantially all the risks and rewards

associated with ownership of an asset are transferred to the Municipality. Property, plant
and equipment or intangible assets (excluding licensing agresments for such items as

18




BEAUFORT WEST MUNFCIPALITY

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2014

1.16.2

motion picture films, video recordings, plays, manuscripts, patents and copyrights)
subject to finance lease agreements are initially recognised at the lower of the assel's fair
value and the present value of the minimum lease payments. The corresponding
liabilities are initially recognised at the inception of the lease and are measured as the
surn of the minimum lease paymenis due in terms of the iease agreement, discounted for
tha effect of interest. In discouniing the lease payments, the Municipality uses the
interest rate that exactly discounts the lease payments and unguaranteed residuzal value
to the fair vaiue of the asset plus any direct costs incurred.

Subsequent to initial recognition, the leased assets are accounted for in accordance with
the stated accouniing policies applicable to property, plant and equipmeni, investment
property or intangibles asseis. The lease liability is reduced by the lease payments,
which are allocated between the lease finance cost and the capital repayment using the
effective interest rate method, Lease finance costs are expensed when incurred. The

accounting pelicies relating to de-recognition of financial instruments are applied to lease
payables.

Operating leases are those leases that do net fall within the scope of the above definition.
Operating lease rentals are recognised on a siraight-line basis over the ferm of the
reélevant lease. The difference between the straight-lined expenses and actusl payments
made will give rise to a liability. The Municipality recognises the aggregate benefit of
incentives as a reduction of rental expense over the lease term, on a straight-line basis
unless another systematic basis is representative of the time paitern of the lessee’s
benefit from the use of the leased asset.

Municipality as Lessor

Under a finance lease, the Municipality recognises the lease paymenis {o be received in
terms of a lease agreement as an asset {receivable). The recaivable is calculated as the
sum of all the minimum lease payments to be received, plus any unguaranteed residual
accruing to the Municipality, discounted at the inferest rate implicit in the lease. The
receivable is reduced by the capital portion of the lease instalments received, with the
interest portion being recognised as inferest revenue on a time proportionate basis. The
accounting pelicies relating to de-recognition and impairment of financial instruments ara
applied to lease receivables.

Operating leases are those leases that do not fall within the scope of the above defiition.
Operating lease revenue is recognised on a straight-line basis over the term of the
relevant lease. The difference between the straight-lined revenue and actual payments
received will give rise 1o an asset. The Municipaiily recognises the aggregate cost of
incentives as a reduction of rental revenue over the lease term, on a straighi-line basis
unless ancther systematic basis Is representative of the time patiern over which the
benefit of the leased asset is diminished.

UNSPENT CONDITIONAL GOVERNMENT GRANTS AND RECEIPTS

Conditional government grants are subject o specific conditions. If these specific
conditions are not met, the monies received are repayable.

Unspent conditional grants are financial liabilities that are separately reflected on the
Statement of Financial Position. They represent unspent government grants, subsidies
and confributions from government organs.
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BEAUFORT WEST MUNICIPALITY

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2614

This liability always has to be cash-backed. The foliowing provisions are set for the
creation and utilisaticn of this creditor:

= Unspent conditional grants are recognised as a liability when the grant is received.

°  VWwhen grani conditions are met, an amount equal to the conditions met are
transferred o revenue in the Statement of Financial Performance.

=  The cash which backs up the creditor is invested as an individual investment or
part of the generai investments of the Municipality unfii it is utilisad.

s Interest earned on the investiment is treated in accordance with grant conditions. if
it is payable fo the funder ¥ is recorded ss parl of the creditor. If it is the

Municipality's interest, it is recognised as interest earned in the Statement of
Financial Performance.

142.  UNPAID CONDITIONAL GOVERNMENT GRANTS AND RECEIPTS

Unpaid conditional grants are assets in terms of the Framework that are separately
reflected on the Statament of Financial Pesition. The asset is recognised when the
Municipality has an enforceable right to receive the grant or if it is virtually certain that it
will be received based on that grant conditions have been met. They represent unpaid
government grants, subsidies and coniributions from the public.

1.13.  UNSPENT FUBLIC CONTRIBUTIONS

Public contributions are subject to specific conditions. If these specific conditions are not
met, the monies received are repayable.

Unspent public contributions are financial liabilities that are separately reflected cn the
Statement of Financial Position. They represent unspent contributions from the public.

This liability slways has to be cash-backed. The following provisions zre set for the
creation and utilisation of this creditor;

e  Unspeni public conirbutions are recognised as a fability when the grant is
received.

¢ VWhen grant condifions are mef, an amount ecgual to the conditions met are
transferred to revanue in the Statement of Financial Performance.

e The cash which backs up the creditor is invested as an individual invesiment or
part of the general investments of the Municipality until it is utilised.

e inierest sarnsd on the investment is irealed in accordance with the public
contribution conditions. If it is payable to the funder it is recorded as pari of the
creditor. If & is the Municipality’s interest, i is recognised as interest earned in the
Statement of Financial Performance.

1.44. PROVISIONS

Provisions are recognised when the Municipality has a present legal or constructive
obligation as a result of past events, it is probable that an oufflow of rescurce embodying
economic benefits or service potential will be required fo settle the cbligation and a
reliable estimate of the provision can be made. Provisions are reviewed at reporiing date
and adjusted to reflect the current best estimate of future ouiflows of rescurces. Where
the effect is material, non-current provisions are discounted to their present value using a
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BEAUFORYT WEST MUNICIPALITY

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2014

1.15.94

discount rate that reflects the market's current assessment of the time value of money,
adjusted for risks specific {o the liability.

The Municipality does not recognise a contingent liability or contingent asset. A
contingent liability is disclosed unless the probability of an outflow of resources
embodying economic benefits or service potential is remote. A contingent asset is
disclosed where an inflow of economic bensfits or service potential is probable.

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

A provision for resiructuring costs is recognised anly when the following criteria over and
above the recognition criteria of a provision have been met.

(@) The Municipality has a detailed formal plan for the restructuring identifying at least:

e the business or pari of @ business concerned,;

e the principal locations affected;

e the location, function and approximate number of employees who will be
compensated for terminaiing their services,

¢ the expenditures that will be undertaken; and

= when the plan will be implemented.

(b} The Municipality has raised a vatid expectation in those affected that will carry

out the restructuring by starting to implement that plan or announcing s main
featuras to those affected by it

The amount recognised as a provision is the best estimate of the expenditure required to
seftle the present obligation at the reporting date. '

I it is no longer probable that an outfiow of rescurces embodying economic benefits or
service potential will be required to sattle the cbligation, the crovision is de-recognisec.

EMPLOYEE BENEFITS

Defined contribution plans are post-employment benefit plans under which the
Municipality pays fixed contributions into a separate entily (a fund) and will have no tagal
or constructive obligation to pay further contributions if the fund does nct hold sufficient

assets to pay all employee benefits relating to employes service in the current and prior
periods.

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

Post Retirement Medical Obligations

Tha Municipality provides post-retirement medical benefits by subsidizing the medical aid
contributions of certain retired staff according to the rules of the medical aid funds.
Council pays 70% as contribution and the remaining 30% is paid by the members. The
entitlernant to these benefits is usually conditional on the employee remaining in service
up to retirement age and the completion of a minimum service period. The present valus
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7.15.2

1.95.3

1.15.4

of the defined benefit liability is actuariaily determined in accordance with GRAP 25 —

“Employee Benefits” (using a discount rate applicable to high quality government bonds).
The plan is unfunded.

These contributions are recognised in the Statement of Financial Performance when
employees have rendered the service entitling them fc the confribution. The liability was
calculated by means of the projected unit credit actuarial valuation method. The [liability in
respect of current pensioners is regarded as fully accrued, and is therefore not split
between a past {or accrued) and future in-service element. The liabllity is recognised at
the present value of the defined benefit obligation at the reporting date, minus the fair
value at the reporting date of plan assets (if any) out of which the obligations are to be
setiled directly, pius any liability that may arise as a result of a minimum funding
requirernents.  Payments made by the Municipality are set-off against the lability,
including notional interest, resulting from the wvaluation by the actuaries and ars
recognised in the Statement of Financial Performance as employee benefits upen
valuation.

Actuarial geins and losses arising from the experience adjustments and changes in
actuarial assumplions, is recognised in the Siatement of Financial Performance in the

period that it occurs. Thase obligations are valued annually by independent qualified
actuaries.

Long Service Awards

Long service awards are provided to employees who achieve certain pre-determined
milestones of service within the Municipality. The Municipality's obligation under these
plans is valued by independent gualified actuaries annually and the corresponding fiabitity
is raised. Payments are set-off against the liabiiity, including notional interest, resulting
from the valuation by the actuaries and are recognised in the Stalement of Financial
Performance as employee benefits upon valuation.

Actuarial gains and losses arising from the experience adjustments and changes in
actuarial assumpiions, is recognised in the Statement of Financial Performance in the
period that it occurs. These obligations are valued annually by independent qualified
actuaries.

Frovision for Staff Leave

Liabilities for annual leave are recognised as they accrue to empleyees. The liabiiity is
based on the total amount of leave days due to employzes at year-end and also on the
basic salary of the employae.

Accumulating leave is carried forward and can be used in future pericds if the current
period’s entitfernant s not used in full. All unused leave, limited to 48 days, will be paid
out to the specific empleyee at the end of that employee’s employment ferm.
Accumulated leave is vesting.

Staff Bonuses Accrued

Liabilities for staff bonuses are recognised as they accrues to employees. The [ability at
vear end is based on bonus accrued at year-end for each employee.
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1.15.5 Provision for Performance Bonuses

1.15.6

1.16.

1.16.1

A prevision, in respect of the lability relating to the anticipated costs of performance
bonuses payable to Section 57 employees, is recognised as it accrue fo Section 57
employees. Municipal eniities’ performance bonus provisions are based on the
employment contract stipulations as waell as previous performance Dbonus payment
trends.

Pension and retirement fund obligations

The Municipality provides retirement benefits for its employees and councillors. Defined
contripution plans are post-employment benefit plans under which the Municipality pays
fixed contributions into a separate enfity (a fund) and wilt have no legal or constructive
obligation o pay further contributions if the fund does not held sufficient assats to pay all
emplovee benefits relating fo empioyee service in the current and prior pericds. The
contribudions to fund obligations for the payment of retirement benefits are recognised in
the Statement of Financial Performance in the year they become payable. The defined
benefit funds, which are administered on a provincial basis, are actuarially valued tri-
annually on the projecied unit credit method basis. Deficis identified are recovered
through lump sum payments or increased future contributions on a proportional basis to
all participating mumnicipalities. The contributions and lump sum payments are recognised
in the Statement of Financial Performance in the year they become payable. Sufficient
information is not available to use defined benefit accounting for a multi-employer pian.
As a result, defined bensfit plans have been accounted for as if they were defined
contribuficn plans.

PROPERTY, FLANT AND EQUIPMENT
initial Recognition

Property, plant and equipment are tangible non-current assets (inciuding infrastructure
assels) 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
vear. The cost of an item of property, plant and equipment is recognised as an asset if,
and only if, it is probable that future economic benefits or service potential associated
with the item wili flow to the Municipality, and the cost or fair value of the item can he
measured refiably. ltems of property, plant and equipment are initially recognised as
assels on acquisition date and are initially recorded st cost. The cost of an item of
property, plant and equipment is the purchase price and other costs atiributable to bring
the asset to the location and condition necessary for it tc be capable of operating in the
manner intended by the Municipality. Trade discounts and rebates are deducted in
arfiving at the cost. The cost also includes the necessary costs of dismantling and
removing the asset and restoring the site on which it is located.

When significant components of an item of property, plant and equipment have different
useful lives, they are accounted for as separaie items (major componenis) of property,
plant and equipment.

Where an asset is acquired by the Municipality for no or nominal consideration (ie. a
non-exchangs transaction), the cost is deemed to be equal io the fair value of that asset
on the date acquired.
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1.16.2

1.16.3

Where an item of property, plant and equipment is acquired in exchange for a non-
monetary asset or monetary assets, or a combination of moneiary and non-monetary
assets, the assets acquired is inilially measured at fair value (the cost). If the acquired
item’s fair value is not deferminable, it's deemed cost is the camying amount of the
asset{s) given up.

Maior spare parls and servicing equipment qualify as property, plant and equipment when
the Municipality expects to use them during more than one period. Similarly, i the major
spare parts and servicing equipment can be used only in connection with an item of
property, plant and equipment, they are accounted for as property, plant and equipment.

Subsequent Measuremeni - Cost Wodel

Subsequent to initial recbgniﬁon, items of property, plant and equipment are measured at

cost less accumulated depreciation and any accumulated impairment losses. Land is not
depreciated as it is deemed to have an indefinite useful life.

Where the Municipality replaces paris of an asset, it derecognises the part of the asset
being replaced and capitalises the new component. Subseguent expenditure incurred on
an asset is capitalised when it increases the capacity or future economic benefits or
service potantial associated with the asset.

Depreciatios and impairment

Depreciation is calculated on the depreciable amount, using the straight-line method over
the estimated useful lives of ihe assels. Depreciation of an asset begins when it is
available for use, 1e. when it is in the location and condition necessary for it to be
capable of operating in the manner intended by management. Components of assets that
are significant in relation fo the whole asset and that have different useful lives are
depreciated separately. The estimated useful lives, residual values and deprsciation
method are reviewad at each year end, with the effect of any changes in estimate
asccounted for on a prospective basis. The annual depreciation rates are based on the
following estirmated useful lives:

Years Years
Infrastructure Other
Roads and Paving 5-130 Buildings 30-105
Pedestrian Malls 10-30 Specialist vehicles 3-70
Eleciricity 8-130 QOther vehicles 3-70
Water 10130 Office equipment 3-25
Sewerage 10-130 Furniture and fittings Z2-30
Housing 30 Watercratt 15

Bins and containers 5

Community Specialised plant and
Buildings 10-105 Equipment 3-40
Recreational Facilities 15-105 Other plant and
Security 30 Equipment 3-40
Halls 30-105 Landfill sites 10-100
Libraries 26-105 Quarries 5-25
Parks and gardens 20-105 Emergency equipment 3-30
Other assets 10-105 Computer equipment 3-20
Finance lease assels
Office equipment 3-7
Other assels 3-7
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1.16.4

1.47.

1.17.%

Property, plant and equipment are reviewed at each reporting date for any indication of
impairment, If any such indication exists, the assef's recoverable amount is estimated.
The impairment recognised in the Statement of Financial Performance is the excess of
the carrying value over the recoverable amournt.

An impairment is reversed only to the extent that the assel's carrying amount does not
exceed the carrying amount that would have been determined had no impairment been
recognised. A reversal of an impairment Is recognised in the Statement of Financial
Performance.

De-recognifion

lterns of property, plant and equipment are derecognised when the asset is disposed or
when there are no further economic benefiis or service potential expected from the use of
the asset. The gain or loss arising on the disposal or retirement of an item of property,
plant and equipment is determined as the difference between the seles proceeds and the
carrying value and is recognised in the Statement of Financial Ferformance.

INTANGIBLE ASSETS

Initiai Recognition

An intangible asset is an identifiable non-monetary asset without physical substance.
An asset meets the ideniifiability criterion in the definition of an intangible asset when it:

s is separable, i.e. is capable of being separated or divided from the Municipality and
sold, transferred, licensed, rented or exchanged, either individually or fogether with
a related confract, idenfifiable assst or liability, regardless of whether the
Municipality intends to do so; or

¢ arses from binding arrangements from contracis, regardless of whether those
rights are transferable or separable from the Municipality or from other rights and
chligations,

The Municipality recognises an intangible asset in its Statement of Financial Position only
when it is probable that the expected future economic benefits or service potential that
are attributable to the asset will flow to the Municipalily and the cost or fair value of the
asset can be measured reliably.

internally generated intangible asssts are subject to strict recogniticn criteria before they
are capitalissd.  Research expenditure is never capitalised, while development
expenditure is only capitalised to the extent that:

= the Municipality intends to complete the intangible asset for use or sale;

e it is technically feasible to complete the intangible asset;

s the Municipality has the resources to complete the project;

« it is probable that the municipality will receive future economic benefits or service
potential, and

s the Municipality can measure reliably the expenditure attributable fo the intangible
asset during its development.
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1.17.3

1.17.4

1.18.7

Intangible assets are initially recegnised at cost.

Where an intangible asset is acquired in exchange for a non-monetary asset or monetary
assets, or a combination of monetary and non-monstary assats, the asset acquired is
intially measured at fair value (the cost). H the acgquired Hem's fair value is not
determinable, it's deemed cost is the carrying amount of the assei(s) given up.

Subseguent Measurement — Cost Mode!

Intangible assets are subsequently carried at cost less accumulated amaortisation and any
accumulated impairments losses. The cost of an intangible asset is amortised over the
useful life where that useful fife is finite. Where the useful life is indefinite, the asset is nhot
amortised but s subject to an annual mpairmeant test.

Amortisation and Impéf'rmenf

Amortisation is charged so as o write off the cost or valuation of intangible asseis over its
estimated useful lives using the straight line method. Amortisation of an assei begins
when it is available for use, i.e. when it is in the condition necessary for it to be capable of
operating in the manner intended by management. Components of assets that are
significant in reiation io the whole asset and that have different useful lives are amortised
separately. The estimated useful lives, residual values and amortisation method are
reviewed at each year end, with the affect of any changes in estimate accounted for on a

prospective basis. The annual amortisation rates are based on the following estimated
usefui lives:

Intancible Asseis Years
Computer Software 3-10

De-recognition

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

INVESTMENT PROPERTY
Initial Recogniticn

Investment property is recognised as an assat when, and only when:

o it is probable that the future economic benefits or service potential that are
associated with the investment property will flow o the Municipality, and

¢ the cost or fair value of the investment property can be measured reliably.

Investrment property inciudes property (land or a building, or part of a building, or both
land and buildings held under a finance lease) held to earn rentals and/or for capital
appreciation, rather than held to meet service delivery objectives, the production or
supply of goods or services, or the sale of an asset in the ordinary course ¢f operatiens.
Property with a currently undetermined use, is also classified as investment property.
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1.18.2

1.18.3

i.18.4

1.79.9

At initial recognition, the Municipality measures investment property at cost including
transaction costs once it meets the definition of investment property. However, where an
investment property was acguired through a non-exchange ftransaction (i.e. where i
acquired the investment property for ne or a nominal value), its cost is its fair value as at

the date of acquisition. The cost of seif-constructed investment property is measured at
cost.

Transfers are made to or from investment property only when there is a change in use.
For a transfer from investment property to owner occupied property, the deemed cost for
subsequent accounting is the fair value at the date of change in use. [f owner occupied
property becomas an invastment property, the Municipality accounts for such property in

accordance with the palicy stated under property, plant and equipment up to the date of
change in use. :

Subsequent Measurement — Cost Mode! '

Subsequent to initial recognition, items of investment property are measured af cost less
accumulated depreciation and any accumulated impairment losses.  lLand is not
depreciaied as it is deemed to have an indefinite useful fife.

Depreciation and Impaivment — Cost Mode!

Depreciation is calculated on the depreciable amount, using the straight-line method over
the estimated useful lives of the assets. Depreciation of an asset begins when it is
available for use, i.e. when it is in the location and condifion necessary for it to be
capable of operating in the manner intended by management Compenents of assets that
are significant in relation to the whole asset and that have different useful lives are
depreciated separaisly. The estimated useful lives, residual values and depreciation
method are reviewed at each year end, with the effect of any changes in estimate
accounted for on a prospective basis. ‘

Investment Property Years
Buildings 30

De-recognition

Investment property is derecognised when it is disposad or when there are no further
economic benefits expected from the use of the investment property. The gain or loss
arising on the disposal or retirement of an item of investment property is determined as
tne difference between the sales proceeds and the carrying value and is recognised in
the Statement of Financial Petformance.

HERITAGE ASSETS

Initial Recognitfion

A heritage asset is defined as an asset that has a cultural, environmenital, historical,
natural, sclentific, technolegical or arlistic significance and is held and preserved
indefinitely for the benefit of present and future generations.

A heritage asset is recognised as an asset if, and only if it is probable that future

econornic benefits or service potential asseciated with the asset will flow {0 the
Municipality, and the cost or fair vaiue of the asset can be measured reliably.
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1.19.2

7.18.3

1.19.4

1.20.

1.20.7

1.20.2

A heritage asset that qualifies for recognition as an asset, is measured at its cost. Where
a heritage asset is acquired through a non-exchange transaction, its cost is deemed {o be
its fair value as at the date of acquisition.

Subseguent Measurement - Cost Mode!

Aftar recognition as an asset, heritage assets are carried at ifs cost less any accumulated
impairment losses.

Depreciation and Impairment
Heritage assets are not depreciated.

Heritage assets are reviewed at each reporting daie for any indication of impairment. If
any such indication exists, the assat's recoverable amount is estimated. The impairment
recognised in the Statement of Financial Performance is the excess of the carmying value
over the receoverabie amount.

An impairment is reversed only to the extent that the assei’s carrying amount does not
exceed the carrying amount that would have been defermined had no impairment been
recogrised. A reversal of an impairment is recognised in the Statement of Financial
Performance.

De-recognition

Heritage assets are derecognised when it is disposed or when there are no further
economic benefits expected from the use of the heritage asset. The gain or loss arising
on the disposal or retirement of a heritage asset is defermined as the difference between
the sales procesds and the carrying vaiue of the heritage assef and is recognised in the
Statement of Financial Performance.

NON-CURRENT ASSETS HELD FOR SALE

Initial Recognition

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

Subsequent Measurement

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

A non-current asset is not depreciated {or amortised) while i 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 Habilities of a disposal group classified as
held for sale are recognised in the Statement of Financial Performance.
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1.21.

1.271

[MPAIRMENT OF NON-FIMAMCIAL ASSETS

Cash-generating assets

Cash-generating assets are assets held with the primary objective of generating a
commercial return.

The Municipality assesses at each reporting date whether there is an indication that an
asset may be impaired. If any indication exists, or when annual impairment testing for an
asset is required, the Municipality estimates the assef's recoverable amount.

[n assessing whether there is any indication that an asset may be impaired, the
Municipality considars the following indications:

(a) External sources of information

e  During the period, an assaefs market value has declined significantly more
than would be expected as a result of the passage of time or normal use.

¢  Significant changes with an adverse effect on the Municipality have taken
place during the period, or will take place in the near future, in the
technological, market, economic or legal envirenment in which the
Municipality operates or in the market to which an asset is dedicated.

=  Market interest rates or other market rates of return on investments have
increased during the period, and those increases are likely to affect the
discount rate used in calculating an asset's value in use and decrease the
assel’s recoverable amount materially,

(b) Internal souwrces of information

= Evidence is available of obsolescence or physical damage of an asset.

e  Significant changes with an adverse effect on the Municipality have taken
place during the period, or are expected to take place in the near fuiure, in
the extent to which, or manner in which, an asset is used or is expected to
be used. These changes include the asset hecoming idle, plans io
discontinue or restructure the operation to which an asset belongs, plans fo
dispose of an asset before the previously expected date, and reassessing
the useful life of an asset as finite rather than indefinite.

=  Evidence is available from internal reporting that indicates that the economic
performarnce of an asset is, or will be, worse than expected.

The re-designation of assets from a cash-generating asset tc a non-cash generating
asset or from a non-cash-generating asset to a cash-generating asset shall only occur
when there is clear evidence that such a re-designation is appropriate. A re-designation,
by ftself, does not necessarily rigger an impairment test or a reversal of an impairment
foss, Instead, the indication for an impairment test or a reversal of an impairment loss
arises from, as a minimum, the indications listed above.

An asset's recoverable amount is the higher of an assef's or cash-generating unit's
{CGU) fair value less costs to sell and its value in use and is determined for an individual
assetl, unless the asset does not generate cash inflows that are largely independent of
those from other assets or groups of assets. Where the carrying amount of an asset or
CGU exceeds its recoverable amount, the asset is considered impaired and is writien
down fo s recoverable amount. In assessing value in use, the estimated future cash
flows are discounted to their present value using a pre-tax discount rate that reflects
current market assessments of the time value of money and the risks specific to the
assat. in determining fair value less costs to sell, an appropriate valuation model is usad.
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Impairment losses are recognised in the Statement of Financial Performance in those
expense categories consistent with the function of the impaired asset.

After the recognition of an impairment loss, the depreciaticn {amortisation) charge for the
asset is adjusted in future periods to allocate the asset's revised carrying amount, leas its
residual value (if any}, on a systematic basis cver its remaining useful life.

An assessment is made at each reporting date as to whether there is any indication that
previously recognised impairment losses may no lenger exist or may have decreased. If
such indication exists, the Municipality estimates the assel's or CGU's recoverable
amount. A previously recognised impairment loss is reversed oniy if there has been a
change in the assumptions used to determine the assel’'s recoverable ameount since the
last impairment loss was recognised. The reversal is limited so that the carrying amount
of the asset does not exceed its recoverable amount, nor exceed the carrying amount
that would have been determined, net of depreciation, had no impairment loss been

recognised for the asset in prior years. Such reversal is recognised in the Statement of
Financial Performance.

1.21.2 Non-czsh-generzting assels

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

The Municipality assesses at each reporting date whether there s an indication that an
asset may be impaired. If any indication axists, or when annual impairment testing for an
asset is required, the Municipality estimates the assel's recoverable service amount.

In assessing whether there is any indication that an asset may be impaired, the
Municipality considers the foilowing indications:

{a) External scurces of informaticn

&

Cessation, or near cessation, of the demand or need for services provided
by the asset.

Significant long-term changes with an adverse effect on the Municipality
have taken place during the period or will take place in the near future, in the
technological, legal or government policy environment in which the
Municipality operates.

{0} Internal sources of information

L

@

Evidence is availabie of physical damage of an asset.

Significant long<term changes with an adverse effect on the Municipality
have taken piace during the period, or are expecied to take place in the near
future, in the extent to which, or manner in which, an asset is used or is
expected to be used. These changes inciude the asset becoming idle, plans
io discontinue or restructure the operation o which an asset belongs, or
plans to dispose of an asset before the previously expected date.

A decision to halt the construction of the asset before it is complete or in a
usable condition.

Evidence is available from internzal reporting that indicates that the service
parformance of an asset is, or will be, significantly worse than expected,

An asset's recoverable service amount is the higher of a non-cash-generating asset's fair
vaiue less costs to sell and its value in use. If the recoverable service amount of an asse{
is Tess than its carrying amoeunt, the carrying amount of the asset is reduced to its
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recoverable service amount. That raduction is an impairment loss is recognised in the
Statement of Financiat Performance,

The value in use of a non-cash-generating asset is the present value of the asset's
remaining service potential. The present value of the remaining service potential of the
asset is determined using any one of the following approaches, depending on the nature
of the asset in question:

o  Depreciation replacement cost approach - the present value of the remaining
service petential of an asset is determined as the depreciated replacement cost of
the asset. The replacement cost of an asset is the cost to replace the asset’s gross
service poiential: This cost is depreciated to refiect the asset in its used condition.
An asset may be replaced either through reproduction (replication) of the existing
asset or.through replacemeant of its gross service potentiall The depreciated
replacement cost is measured as the reproduction or replacement cost of the
asset, whichever is lower, jess accumulgted depreciation calculated on the basis of
such cost, to reflect the already consumed or expired service potential of the asseat,

e  Restoration cost approach - the cost of restoring the sarvice potential of an assset to
its pre-impaired level. Under this approach, the present value of the remaining
service potential of the asset is determined by subtracting the estimated restoration
cost of the asset from the current cost of replacing the remaining service potential
of the asset before impairment. The latter cost iz usually determined as the
depreciated reproduction or replacement cost of the asset, whichever is lower.

»  Service unit approach - the present value of the remaining service potential of the
asset is determined by reducing the current cost of the remaining service potential
of the asset before impairment, to conform with the reduced number of service
units expected from fhe asset in iis impaired state. As in the restcration cost
approach, the current cost of replacing the remaining service potential of the asset
before impairment is usually determined as the depreciated reproduction or
reptacement cost of the asset before impairment, whichever is lower.

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.

An impairment loss is recognised immediately in surplus or defict, unless the asset is
carried af a2 revalued amount in accordance with another Standard of GRAP. Any
impairment loss of & revalued asset shall be freated as a revalustion decrease in
accordance with that Standard of GRAP.

The Municipality assesses at each reporting date whether there is any indication that an
impatimant loss recognised in prior periods for an asset may no longer exist or may have
decreased. If any suck indication exists, the Municipality estimates the recoverable
service amount of that asset.

An impairment loss recognised in prior periods for an asset is reversed if there has been
a change in the estimates used to determine the asset's recoverable service amount
since the last impairment loss was recognised. If this is the case, the carrying amount of
the asset is increased {o 1is recoverable service amount. The increased carrying ameunt
of an asset attributable to a reversal of an impairment loss does not exceed the carrying
amount that would have been determined (net of depreciation or amortisation) had no
impairmeant loss been recognised for the asset in prior periods. Such a reversal of an
impairment loss is recognised in the Statement of Financial Performance.
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1.22.

1.22.9

1.22.2

1.23.

INVENTORIES
Inftial Recognition

Inventories comprise of current assets held for sale, consumption or distribution during
the ordinary course of business, Inventories are recognised as an asset if, and only if, it
is probable that future economic benefits or service potential associated with the item will
flow to the Municipality, and the cost of the inventories can be measured reliably.
inveniories are initially recognised at cost. Cost generally refers o the purchase price,
plus non-recoverable taxes, transport costs and any other costs in bringing the
inventories to their current location and condition. Where inventory is manufactured,
constructed or produced, the cost includes the cost of labour, materials and overheads
used during the manufacturing process.

Water inventory is being measured by mulliplying the cost per kilo litre of purified water
by the amount of water in storage.,

Where inveniory is acquired by the Municipality for ho or nominal consideration (i.e. a

non-exchange transaction), the cost is deemed to be equal to the fair value of the item on
the date acquired.

Subsequent Measurement

Inventories, consisting of consumable stores, raw materials, work-in-progress and

" finished goods, are valued at the lower of cost and net realisable value uniess they are (o

be distributed at no or nominal charge, in which case they are measured at the lower of
cost and current replacement cost.  Redundant and slow-moving inventories are
identified and written down. Differences arising on the valuation of inventory are
racognised in the Statement of Financial Performance in the year in which they arose.
The amount of any reversal of any write-down of inventories arising from an increase in
net realisable value or current replacement cost is recognised as a reduction in the
amount of inveniories recognised as an expense in the period in which the reversal
OCCUTE.

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

The basis of allocating cost to inventory items is the weighted average method,

Water inventory is measured annually at the reporiing date by way of dip readings and
the calculated volume in the distribution network.

Cost of land held for sale is assigned by using specific identification of their individual
costs.

FINANCIAL INSTRUMENTS

Financial instruments recognised eon the Siatement of Financial Position include
receivables (both from exchange fransactions and non-exchange transactions), cash and
cash equivalents, annuity loans and payables (both form exchange and non-exchange
fransactions) and non-current investments, The future utilization of Unspent Conditicnal
Grants is evaluated in order to determine whether it is treated as financial instruments.
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1.23.1 [nitiaf Recognition

Financial mstruments are initially recognised when the Municipality becomes a party to
the contractual provisions of the instrument at fair value plus, in the case of a financial
asset or financial liabiiity not af fair value, transaction costs that are directly attributable o
the acquisition or issue of the financial asset or financial liability. I finance charges in
respect of financial assets and financial liabilities are significantly different from simitar
charges usually obtained in an open market fransaction, adjusted for the specific risks of
the Municipaiity, such differences are immediately recognised in the period it occurs, and
the unamortised portion adjusted over the period of the loan transactions.

1.22.2 Subseguent Measurement

Financial assets are categorised according to their nature as elther financial assets at fair
vaiue, financial assels at amortised cost or financial assets at cost. Financial habilities
are categorised as either at fair value or financiat liabilities carried at amortised cost. The
subsequent measurement of financial assets and liabilities depends on this
categorisation,

1.23.2.1 Receivables

Receivables are classified as financial assets at amoriised cost, and are
subsequently measured at amortised cost using the eifective interest rate method,

For amounts due from debiors carried at amortised cost, the Municipality first
assesses whether objective evidence of impairment exists individually for financial
assets that are individually significant, or coliectively for financial assets that are not
individually significant. Objective evidence of impaitment includes significant
financial difficulties of the debtor, probability that the debior will enter bankrupicy or
financial reorganisation and default or delinguency in payments (more than 90 days
overdue). If the Municipality determines that no objective evidence of impairment
exists for an individually assessed financial asset, whether significant or notf, i
includes the asset in a group of financial assets with similar credit risk characieristics
and collectively assesses them for impairment. Assets that are individually assessed
for impairment and for which an impairment loss is, or continues to be, recoghised
are not included in a collective assessment of impairment.

if there s objective evidence that an impairment loss has been incurred, the amount
of the loss is measured as the difference between the asset's carrying amount and
the present value of estimated future cash flows {excluding future expected credit
losses that have not yet been incurred). The carrying amount of the asset is reduced
threugh the use of an allowance account and the amount of the loss is recognised in
ihe Statement of Financial Performance. Interest income continues to be acorued on
the reducsd carrying amount based on the original effective interest rate of the
asset. Loans together with the asscciated allowance are writien off when there is no
realistic prospect of future recovery and all collateral has heen realised or has been
transferred fo the municipality. f, in a subsequent vear, the amount of the estimated
impairment loss increases or decreases because of an event occurring after the
impairment was recognised, the previously recognised impairment loss is increased
or reduced by adjusting the allowance account. If a future write-off is later recovered,
the recovery is recognised in the Statement of Financial Performance.

The present value of the estimated future cash flows is discounted at the financial
assel’s original effective interest rate, if material. if a loan has a vanable interest rate,
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the discount rate for measuring any impairment loss is the current effective interest
rate.

1.23.2.2 Pavables and Annuity Loans

Financial lizbilities consist of payables and annuity loans. They are calegorised as
financial liabitties held at amortised cost, and are initially reccgnised at fair value
and subsequently measured at amortised cost using an effective interest rate, which
is the initlal carrying amount, less repayments, plus interest.

71.23.2.3 Cash and Cash Equivalenis

Cash includes cash on hand (including petty cash) and cash with banks. 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 valus, For
the purposes of the cash flow statement, cash and cash equivaients comprise cash
on hand, highly liquid deposits and net of bank overdrafis. The Municipality
categorises cash and cash eqguivalents as financial assets carried at amortised cost.

Bank overdrafts are recorded based on the facility utilised. Finance charges on bank
overdrafi are expensed as incurred. Amounts owing in respect of bank overdrafts
are categerised as financial liabilities carried at amortised cost.

1.23.2.4 Non-Current Invesiments

Investments which inciude investiments in municipal entities and fixed deposits
invested in registered commercial banks, are stated at amortised cost.

Where investments have been impaired, the carrying value is adjusted by the
impairment foss, which is recognised as an expense in the Statement of Financial
Performance in the period that the impairment is identified.

Cn disposal of an investment, the difference between the net dispcsal praceeds and
the carrying amount is recegnised in the Statement of Financial Performance.

The carrying amounts of such investments are reduced to recognise any decling,
other than a temporary decline, in the value of individuat investments.

1.22.3 De-recogniticn of Financial Instrumenis

1.23.3.1 Financial Assels

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

»  the rights to receive cash flows from the asset have expired; or

= the Municipality has transferred its rights to receive cash flows from the asset
or has assumed an obligation to pay the received cash flows in full without
rnaterial delay to a third party under a ‘pass-through’ arrangement; and either
(a} the Municipaiity has transferred substantially ali the risks and rewards of
the assel, or (b) the Municipality has neither transferred nor retained
substantially all the risks and rewards of the asset, but has transferred
conirol of the asset.
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When the Municipality has transferred its rights to receive cash flows from an asset
or has entered into a pass-through arrangement, and has neither transferred ner
retained substantially ali the risks and rewards of the asset nor transferred control of
the asset, the old asset is derecognised and a new asset is recognised to the extent
cof the Municipality’s continuing involverment in the asset.

Continuing invelvement that takes the form of a guarantes over the transferred asset
is measured at the lower of the original carrying amount of the asset and the
maximum amount of consideration that the Municipality could be reguired fo repay.

When continuing involvement takes the form of a written andf/or purchased option
(including & cash settled option or similar provision) on the transferred asset, the
extent of the Municipality’s continuing involvement is the amount of the transferred
asset that the Municipality may repurchase, except that in the case of a written put
opticn (including a cash settled option or similar provision) on an asset measured at
fair value, the extent of the Municipality’s continuing inveolvement is fimited fo the
lower of the fair value of the transferred asset and the option exercise price.

1.23.3.2 Financial Liabilities

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

When an existing financiat liability is replaced by another from the same lender on
substantially different terms, or the terms of an existing lisbilily are substantially
modified, such an exchange or modification is treated as a de-recognition of the
ofiginal liability and the recognition of a new liability, and the difference in the
respective carrying amounts is recognised in the Statement of Financial
Performance.

1.23.4 Offsetiing of Financial Instrumenis

1.24.

7.24.1

Financial assets and financial Eabiities are offset and the net amount reporied in the
Statement of Financial Position if, and conly if, there is a currently enforceable legal right
to offset the recognised amounts and there is an intention o setile on a net basis, corto
realise the assets and seitle the liabilities simultaneously

REVENUE
Revenue from Non-Exchange Transactions

Revenue from non-exchange fransactions refers to transactions where the Municipality
received revenue from another entily without directly giving approximately equal value in
exchange. Revenue from non-exchange fransactions is generally recognised o the
axtent that the related receipt or receivable gualifies for recognilion as an asset and there
is no liability to repay the amount.

Grants, transfers and donations received or receivable are recognised when the
resources that have been transferred, meet the crteria for recognition as an asset. A
corresponding liability is recognised to the exient that the grant, transfer or donation is
conditicnal. The liability is transferred o revenue as and when the conditions atiached to
the grant are met. Grants without any conditions attached are recognised as revenue
when the asset is recognised.
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Revenue from property rates is recognised when the legal entitlement 1o this revenue
arises. At the time of nitial recognition the full amount of revenue is recognised. If the
Municipality does not enforce lis obiigation to collect the revenue, this would be
considered as a subsequent event.  Coliection charges are recognised when such
amounts are legally enforceable. Rebates and discounts are offset against the related
revenue, in terms of iIGRAP 1, as there is no intention of collecting this revenue.

Penalty interest on unpaid rates is recognised on a time proportionzfe basis as an
exchange transaction,

Fine Revenue constitutes both spot fines and summoenses, Fine revenue is recognised
when the spot fine or summons is issued. In cases where fines and summonses are
issued by another government institute, revenue will only be recognised when monies are
received, as the Municipality does not have any control cver fines issued by other
government institutes,

The Municipality. estimates the water and electricity consumption from the last meter
readings in June up untll 30 June. The estimated consumptlion usage is based on

system average of the year per month divided by 30 days times the amount of days since
fast reading until 30 June.

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

Revenue from third parlies i.e, insurance paymenis for assets impaired, are recognised
when it can be measured reliakly and is not being offset against the related expenses of
repairs or renewals of the impaired assets.

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

All unclaimed deposits are initially recognised as a liability until 12 months expires, when
all unclaimed deposits into the Municipality’s bank account will be treated as revenue.
Historica! patterns have indicated that minimal unidentified deposits are reclaimed after a
period of twelve months. This assessment is performed annually at 30 June. Therafore
the substance of these transactions indicate that even though the prescription period for
unclaimed monies is legally three years, it is reasonable to recognised alt unclaimed
monies older than twelve months as revenue. Afthough unclaimed deposits are
recognised as revenue after 12 months, the Municipality still keep record of these
unclaimed deposits for three years in the event that a party should submit a claim after 12
rmonths, in which case it will be expensed.

Revenue from 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 measured at the fair value of the considerstion received or receivable,
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1.24.2

When, as a resuli of a non-exchange transaction, a Municipality recognises an asset, it
also recognises revenue equivalent to the amount of the asset measured at its fair value
as at the date of acguisition, unless it is also reguired {o recognise a liability, Where a
liability is required to be recognised it will be measured as the best estimale of the
amount required to seitle the present obligation at the reporting date, and the amount of
the increase in net assets, if any, recognised as revenue. When a liability is subsequently
reduced, because the taxable event occurs or a condition is satisfied, the amount of the
reduction in the liability wilt be recognised as revenue.

Revenue from Exchange Transactions

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

Revenue from the sale of goods is recognised when sll the following conditions have
been salisfied:

=  The Municipality has transferred to the purchaser the significant risks and rewards
of ownership of the goods.

= The Municipality retains neither continuing managerial involvement {o the degree
usuaily associated with ownership nor efiective control over the goods sold.

=  The amount of revenue can be measured reliably.

s |t is probable that the economic benefits or service potential associated with the
transaction will flow to the Municipality.

«  The costs incurred or to be incurred in respect of the transacticn can be measured
reliably.

At the time of initial recognition the full amount of revenue is recognised where the
Municipelity has an enforcesbie legal obligation to collect, unless the individual
colectability is considered to be improbable. If the Municipality does not successiully
enforce its obligation to collect the revenue this would be considered a subsegquent event.

Service charges relating to electricity and water are based on consumption and 2 basic
charge as per Council resolution. Meters are read on a monthly basis and are
recognised as revenue when invoiced. Where the Municipality was unable to take the
actual month’s reading of certain consumers, a provisional estimate of consumption for
that month will be created. The provisional estimates of censumption 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.

Revenue from the sale of electricity prepaid mefer cards is recognised at the point of
sale. It is estimated that pre-paid electricity is consumed within 2 to 3 days after date of
purchase. The pre-paid electricity sold, but not consumed yet at year-end is regarded as
not material and is not disclosed as under Payables from Exchangs Transactions in the
Statement of Financial Position.

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

determinad per category of property usage, and are levied monthly based on the
recerded number of refuse points per property.

Service charges relating to sanitation (sewerage) are recognised on & monthly basis in
arrears by applying the approved tariff to each property that has improvements. Tariffs
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are determinad per category of property usage. In the case of residential property a fixed
monthly tariff is levied and in the caze of commercial property a tariff is levied based on
the number of sewerage connection on the property. Service charges based on a basic
charge as per Council resolution.

tnterest revenue is recognised using the effective interest rate method.

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

Dividends are recognised on the date that the Municipality becomes antitled o receive
the dividend. '

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

Revenue from the sale of goods is recognised when substantially sl the risks and
rewards in those goods are passed fo 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 io
the municipality as compensation for executing the agreed seyvices.

Revenue is measured at the fair value of the consideration received or receivable. |

The amount of revenue arising on a transaction is usually determined by agreement
between the Municipality and the purchaser or user of the asset or service, It is measured
at the fair valus of the consideration received or receivable isking into account the
amount of any trade discounts and volume rebates allowed by the Municipality.

In most cases, the consideration ig in the form of cash or cash eguivalents and the

amount of revenue is the amount of cash or cash equivalents recsived or receivable. *
However, when the inflow of cash or cash equivalents is deferred, the fair value of the |
consideration may be less than the nominal amount of cash received or receivable. When
the arrangement effectively constitutes a financing fransaction, the fair value of the ‘
consideration is determined by discounting all future receipis using an imputed rate of

interest. The imputed rate of intersst is the more clearly determinable of sither:

e The prevailing rate for a similar instrument of an izsuer with a similar credit rating;
+  Arate of interest that discounts the nominal amount of the instrument to the current
cash sales price of the goods or services.

The difference between the fair valug and the nominal amount of the consideration is
racagrised as interest revenue.

When goods or services are exchanged or swapped for goods or services which are of a
similar nature and value, the exchange is not regarded as a transaction that generates
revenue. When goods are sold or services are rendered in exchange for dissimilar goods
or services, the exchange is regarded as a transaction that generates revenue. The
revenue is measured at the fair value of the goods or services received, adjusted by the
amount of any cash or cash equivalenis transferred. When the fair value of the goods or
services received cannot be measured reliably, the revenue is measured at the fair value
of the goods or services given up, adjusted by the amount of any cash or cash
equivaients transferred.,
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1.25. RELATED PARTIES

The Municipality resolved to adopt the disclosure requirements as per GRAP 20 -
“Related Party Disclosures”.

A related party is a person or an entity:

¢+ with the ability to control or jointly conirol the other party,
= of exercise significant influence over the other party, or vice versa,
= or an entily that is subject to common control, or joint control,

The following are regarded as related parties of the Municipaiity:

(a; A person or a close member of that person’s family is related to the Municipality if
that person: '

s has confrol or joint control over the Municipality.

+ has significant influence cver the Municipalities. Significant influence is the
power to participate in the financial and operating policy decisions of the
Municipality.

» is a member of the management of the Municipality or its controlling entity.

(o) An entity is related to the Municipality if any of the following conditions apply:

¢ the entity is a member of the same economic entity {which means that each
controlling entity, controlled eniity and fellow controlied entity is related io the
others).

» cne entity is an associate or joinl venture of the other entity (or an associate
or joint venture of a member of an economic entily of which the other entity is
a member}.

» hoth entifies are joint ventures of the same third party.

+ one entily is 2 joint venture of a third entity and the other entity s an
associate of the third entity,

= the entity is a post-employment benefit plan for the bensfii of employees of
either the Municipality or an entity related to the Municipality. If the reporiing
entity is itself such a plan, the sponsoring emgployers are refated fo the entity.

= the entily is cantrelled or jointly cantrolled by a person identified in (a).

» & person identified in {a) has significant influence over that entity or is a
member of the management of that entity (or its controlling entity).

Close members of the family of a person are those family members who may be
expected to influence, or be influenced by that persen in their dealings with the
Municipality. A person is considered to be a close member of the family of another
person if they:

{a) are married or live together in a relationship sirilar to a marriage; or
{b) are separated by no more than two degrees of natural or legal consanguinity or
affinity.

Management (formerly known as "Key Management”) includes all persons having the
authority and responsibility for planning, directing and controliing the activities of the
Municipality, including:
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1.28,

1.27.

{a) all members of the governing body of the Municipatity;

{b) a member of the governing bady of an economic eniity who has the authority and
responsibility for planning, directing and controlling the activities of the Municipality;

{c) any key advisors of 2 member, or sub-commitiess, of the governing body who has
the authority and responsibifity for planning, directing and controlling the activities
of the Municipality; and

{d) the senior management team of the Municivality, including the chief executive
officer or permanent head of the Municipality, unless already included in (a).

Management personnel include:

(@) All directers or members of the governing body of the Municipality, being the
Execulive Mayor, Deputy Mayor, Speaker and members of the Mayoral Committee.

{b) Other persons having the authority and responsibility for planning, directing and
controlling the activities of the reporting Municipality being the Municipal Manager,
Chief Financial Officer an all other managers reporting diractly to the Municipal
Manager or as designated by the Municipal Manager.

Remuneration of management includes remunsration derived for services provided to the
Municipality in their capacity as members of the management team or employees.
Benefits derived directly or indirectly from the Municipality for services in any capacity
other than as an employee or a member of management do not meet the definition of
rermuneration. Remuneration of management excludes any consideration provided solely

as a reimbursement for expenditure incurred by those persons for the benefit of the
Municipality,

The Municipality cperates in an economic environment currently dominated by entities
directly or indirectly owned by the South African governmeni. As a result of the
Constitutional independence of all three spheres of government in South Africa, enly
parties within the same sphere of government will be considered to be related parties.
Cnly transactions with such pariies which are not at arm’s length and net on normal
commercial terms are disclosed.

UNAUTHORISED EXPENDITURE

Upauthorised expenditure is expenditure that has not been budgeted, expenditure that is
not in terms of the conditions of an allocation received from another sphere of
government, municipality or ergan of state and expenditure in a form of a grant that is not
permitted in terms of the Municipal Finance Management Act {Act No. 56 of 2003).
Unauthorised expenditure is accounted for as an expense (measured at actual cost
incurred) in the Statemeni of Financial Performance and wheare recovered, it is
subsequently accounted for as revenue In the Staterment of Financial Performance.

IRREGULAR EXPENDITURE

lrregular expenditure is expenditure that is contrary fo the Municipal Finance
Management Act {Act No. 58 of 2003), the Municipal Systems Act (Act No. 32 of 2000),
the Remuneration of Public Office Besarers Act (Act. No. 20 of 1998), or is in
conirgvention of the Municipalitys Supply Chain Management Policy.  lrreguiar
expenditure excludes unauthorised expenditure.  Irregular expenditure is accounted for
as expenditure (measured at actual cost incurred) in the Statement of Financial

40




BEAUFORT WEST MUNICIPALITY

MOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 36 JUNY 2614

Performance and where recovered, it is subsequently accounted for as revenue in the
Statement of Financial Performance.

1.28. FRUITLESS AND WASTEFUL EXPENDITURE

Fruitless and wasteful expenditure is expenditure that was made in vain and couid have
been avcided had reasonable care been exercised. Fruitless and wasteful expenditure is
accounted for as expendiiure (measured at actual cost incurred) in the Statement of
Financial Performance and where recovered, it is subseguently accounted for as revenue
in the Staternent of Financial Performance.

1.28. CONTINGENT LIABILITIES AND CONTINGENT ASSETS

A contingent liability is a possible obligation that arises from past events and whose
existence will he confirmed only by the occurrence or non-occurrence of one or more
uncertain future events not wholly within the controt of the Municipality. A contingent
liability couwld alsc be a present obligation that arises from past events, but is not
recognised because it is not probable that an outflow of resources embedying economic
benefits will be required to the obligation or the amount of the chbligation cannot be
measures with sufficient reliability.

The Municipality does nof recognise a contingent liabflity or contingent assei. A
contingent Uability is disclosed unless the probabilty of an oufflow of resources
embodying economic benefits or service potential is remote. A contingent asset is
disclosed where the inflow of economic benefits or service potential is probable.

Management judgement is required when recognising and measuring contingent
ffabilities.

1.30. SIGNIFICANT ACCOUNTING JUDGEMENTS AND ESTIMATES

in the process of applying the Municipality’s acccunting policy, management has made
the following significant accounting judgements, estimates and assumptions, which have
the most significant effect on the amounts recognised in the financial statements:

1.30.1 Post relirement medical obligations and Long service awards

The cost of post retirement medical obligations and long service awards are determined
using actuarial valuations. The actuarial valuation involves making assumptions about
discount rates, expected rates of return on assets, future salary increases, mortality rates
and future pension increases. Major assumptions used are disclosed in note 4 of the
financial statements. Due {o the long-term nature of these plans, such estimates are
subject fo significant uncertainty.

1.30.2 Impairment of Recelvables

The calculation in respect of the impairment of debtors is based on an assessment of the
axtent to which debtors have defaulied on payments already due, and an assessment of
their ability to make payments based on their creditworthiness. This was performed per
service-identifiable categories across all classes of debtors.
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1.30.2 Property, Plant and Equipment

1.30.4

1.30.5

The useful lives of properly, plant and equipment are based on management's
estimation. Infrasiructure’s useiul lives are based on technical estimates of the practical
useful fives for the different infrastructure types, given engineering technical knowledge of
the infrastructure types and service reguirements. For other assets and buildings
management considers the impact of technology, avaiiahility of capital funding, service
requirements and required return on assets to determine the oplimum useful life
expectation, where appropriate. The estimation of residuzal values of assets is also hased
cn management’s judgement whether the assets will be sold or usad to the end of their
useful lives, and in what condition they will be at that time.

Management referred to the following when making assumptions regardmg useful lives
and residuai values of property plant ang eguipment:

o The useful fife of mevable assets was determined using the age of similar asseis
available for sale in the active market, Discussions with people within the specific
industry were also held to determine useful lives.

e  Local Government Industry Guides was used to assist with the deemed cost and
useful life of infrastruciure assets.

e The Municipality referred fo buildings in other municipa! areas to determine the
usefyl life of buildings. The Municipality alse consulted with engineers to support

the useful iife of buiidings, with specific reference to the structural design of
buildings.

Intangible Asseis

The wuseful iives of intangible assels are based on management's estimation.
Management considers the impact of technology, availability of capital funding, service
reqguirements and reguired retum on assels io determine the optimum useful life
expectation, where appropriate.

Management referred to the following when making assumptions regarding useful lives of
inftangible assets;

s  Reference was made to intangibles used within the Municipality and other
municipalities ta determine the useful life of the assels.

fnvestment Properiy

The useful lives of investment property are based on management's estimation.
Management considers the impact of technology, availability of capital funding, service
requirements and required return on assets to determine the optimum useful life
expectation, where appropriate. The estimation of residual values of assets is also based
on management’s judgement whether the assets will be sold or used to the end of their
economic lives, and in what condition they will be at that time,

Management referred {o the following when making assumptions regarding useful lives
and valuation of investment property:

s  The Municipality referred to buildings in otber municipal areas to determine the
useful life of buildings.

=  The Municipality also consulted with professional engineers and qualified valuators
to support the useful fife of buildings.
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1.30.8

7.30.7

1.30.8

For deemed cost applied to Inveshment Property as per adoption of Directive 7,
management made use of on independent valuator. The valuator's valuation was based
on assumptions about the market’s buying and selling trends and the remaining duration
of the assets.

Provisions and Contingent Liabilities

Management judgement is required when recognising and measuring provisions and
when measuring contingent liabilities. Provisions are discounted where the {ime value
effect is material.

Revenues Recognition

Accounting Policy 1.24.1 on Revenue from Non-Exchange Transactions and Accounting
Policy 1.24.2 on Revenue from Exchange Transactions describes the conditions under
which revenue wilf be recognised by management of the Municipality.

In making their judgement, management considered the detalled cnieria for the
recognition of revenue as set out in GRAP 9: Revenue from Exchange Transactions and
GRAP 23 Revenue from Non-Exchange Transaciions. Specifically, whether the
Municipality, when goods are sold, had transferred {o the buyer the significant risks and
rewards of ownership of the goods and when services are rendered, whether the sarvice
has been performed. Fine revenue censtitutes both spot fines and summonses. Fine
revenue is recognised when the spot fine or summons is issued. In cases where fines
and summonses are issued by ancther government instifute, revenue will only be
recognised when monies are received, as the Municipality does not have any controi over
fines issued by other government institutes. The Municipality estimates the water and
electricity consumption from the last meter readings in June up until 30 June. The
estimated consumption usage is based on system average of the year per month divided
by 30 days multiplied by the amount of days since the last reading unti! 30 June. The
management of the Municipality is satisfied that recognition of the revenue in the current
year is appropriate.

Provision for Landfill Sifes

The provision for rehabilitation of the landfill site is recognised as and when the
environmental liability arises. The provision is calculated by a gualified environmental
engineer. The provision represents the net present value at the reporting date of the
expected future cash flows to rehabilifate the landfil site. To the extent that the
obligations relate to an asset, i is capitalised as part of the cost of those assetfs. Any
subsequent changes to an obligation that did not relate to the initial relaied asset are
recognised in the Statement of Financial Performance.

Management referred te the following when making assumptions regarding provisions:

= Professional engineers were utllised o determine ithe cost of rehabilitation of
landfill sites as well as the remaining useful life of each specific landiill site.

= Interest rates (investment rate) linked to prime was used to calculale the effect of
time value of money.
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1.30.8 Provision for TASK lmplementation

The provision at 30 June for TASK [mplementation represents the Municipality's
obligation towards qualifying officials as a result of a new national grading system for
municipalities which came into effect on 1 October 2008. The calculation was based on
the difference between the current basic salary compared to the basic salary as per new
TASK grading. The difference between these two packages was backdzied fo the
implementation date of the TASK grading system.

1.30.18 Frovision for Staff feave

Staff leave is accrued to employees according to collective agreemenis. Provision is
made on basic salary for the accrued leave, limited fo 48 days, at reporting date. This
provision will be realised as employees take leave or when employment is terminated.

7 301 1 Provision for Performance bonuses

The provision for performance bonuses represents the best estimate of the obligation at
year end and is based on historic patterns of payment of performance bonuses.
Performance bonuses are subject io an evaluation by Council.

1.30.12 Componentisaiion of Infrasiructure assets

Al infrastructure assets are unbundled info their significant components in order to
depreciate all major components over the expectad useful lives. The cost of each
compeonent is estimated based on the current markst price of each component,
depreciated for age and condition and recalculated to cost at the acquisition date i known
or to the date of initially adopting the standards of GRAP.

1.30.13 Pre-paid efeciricity esfimation

.32,

Revenue from the sale of eleciricity prepaid meter cards is recognised at the point of
sale. It is estimated that pre-paid electricity is consumed within 2 to 3 days sfier date of
purchase. The pre-paid slectricity sold, but not yet consumed at vear-end, is regarded as

immateriat and is not disclosed as undsr Payables from Exchange Transactions in the
Statement of Financial Position.

TAXES -~ VALUE ADDED TAX

Revenue, expenses and assets are recognised net of the amounts of Value Added Tax.
The net amount of Value Added Tax recoverable from, or payable to, the taxation

authority is included as part of receivables or payables in the Staterneni of Financial
Position.

CAPITAL COMMITMENTS

Capital commitments disclosed in the financial statements rapresents the centractual
balance committed to capital projects on reporting date that will be incurred in the period
subsequent fo the specific reporting data.
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1.33.

1.34.

1.35.

1.35.1

1.35.2

EVENTS AFTER REFORTING DATE

Events after the reporting date are those events, both favourable and unfavourable, that
occur befween the reporting date and the date when the financial statements are
authorised for issue. Two fypes of events can be identified:

¢ those that provide evidence of conditions that exisied at the reporting date
{adjusiing events after the reporting date); and

e« those that are indicative of conditions that arose after the reporting date (non-
adjusting events after the reporting date).

If non-adjusting events after the reporting date are material, the Municipality discloses the
nature and an estimate of the financial effect.

BORROWING COSTS

The Municipality recognises all borrowing costs as an expense in the period in which they
are incurred.

TAXATION
Current tax assets and liabilities

Cuirent {ax for current and prior periods is, to the extent unpaid, recognised as a Hability.

If the amount already paid in respect of current and prior periods exceeds the amount
due for those periods, the excess is recognised as an asset.

Current tax liabilities/{assets} for the current and prior periods are measured af the
amount axpected to be paid to/{recovered from) the tax authorities, using the tax rates
and tax laws that have been enacted or substantively enacied by the reporting date.

Deferred tax assets and liabilities

Deferred tax Hability is recognised for all taxable temporary differences, except to the
extent that the deferred tax liability arises from the initial recognition of an asset or liability
in a transaction which at the time of the transaction, affects neither accounting orofit nor
taxabie profit (iax loss).

A deferred tax asset is recognised for all deductibie femporary differences to the extent
that it is probable that taxable profit will be available against which the deductible
temporary difference can be utilised. A deferred tax asset is not recognised when it
arises from the initial recognition of an asset or liability in a transaction at the time of the
transaction, affects neither accounting profit nor taxable profit {tax loss).

A deferred tax asset is recognised for the carry forward of unused tax losses and unused
STC credits fo the extent that it is probable that future taxable profit wilt be available
against which the unused tax losses and unused STC credits can be utilised.

Deferred tax assets and liabilities are measured at the tax rates that are expecied to

apply 1o the pericd when the asset is realised or the liability is seitled, based on tax rates
(and tax laws) that have been enacted or substantively enacted by the reporting date.
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1.35.3 Tax expenses

Current and deferred taxes are recognised as income or an expense and included in
surplus/deficit for the peried.

Current tax and deferred taxes are charged or credited direcily to equity if the tax relates
to items that are credited or charged, in the same or a different period, directly {o equity.
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