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Chapter 1

REPORT OF THE AUDITOR-GENERAL TO THE LIMPOPO PROVINCIAL LEGISLATURE AND
THE COUNCIL OF EPHRAIM MOGALE LOCAL MUNICIPALITY

REPORT ON THE FINANCIAL STATEMENTS

Introduction

1. | was engaged to audit the financial statements of the Ephraim Mogale Local Municipality set
out on pages to ..., which comprise the statement of financial position as at 30 June 2013,
the statements of financial performance, changes in net assets and cash flows for the vear
then ended, and the notes, comprising a summary of significant accounting policies and other

explanatory information.

The accounting officer’s responsibility for the financial statements

2.  The accounting officer is responsible for the preparation and fair presentation of these
financial statements in accordance with South African Standards of Generally Recognised
Accounting Practice (SA Standards of GRAP) and the requirements of the Municipal Finance
Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) and the Division of
Revenue Act of South Africa, 2012 (Act No. 5 of 2012) (DoRA), and for such internal control
as the accounting officer determines is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error.

Auditor-General’s responsibility
3. My responsibility is to express an opinion on the financial statements based on conducting the
audit in accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA),
the General Notice issued in terms thereof and International Standards on Auditing. Because
of the matters described in the Basis for disclaimer of opinion paragraphs, however, | was
unable to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion.

Basis for Disclaimer opinion

Accumulation of material uncorrected misstatements

The financial statements as a whole are materially misstated due to the cumulative effect of
Nnumerous individually immaterial uncorrected misstatements in the following elements making
up the statement of financial position, the statement of financial performance and the notes to

the financial statements:

Inventories reflected as RG644 660 is understated by R783 292

Accumulated surplus reflected as R890 958 479 is overstated by R1 057 807
Repairs and maintenance reflected as R6 245 234 is understated by R318 158
Expenditure reflected as R154 231 412 is overstated by R683 470

<%,

As a result, | was unable to determine whether any further adjustments to these slementis
were necessary.

Property, plant and equipment

5. Section 84(1)(f) of the Municipal Structures Act, 1998 (Act No. 117 of 1998) states that the
district municipality has the powers and function with regards to municipal roads which form an
integral part of & road transport system for the area of the district municipality as a whole. |
was unable to obtain sufficient appropriate audit evidence that management has properly
accounted for all roads as the municipality did not have systems and procedures in place to
assess the rights and ownership thereof. | was unable to confirm the roads infrastructure by
alternative means. Consequently, | was unable to determine whether any adjustment to roads
infrastructure stated at R712 873 275 (2012: R779 847312) in the financial statements was
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10,

1.

necessary.
The municipality did not separately depreciate items of property. plant and equipment in
accordance with SA Standards of GRAP 17, Property, plant and equipment. Included in
property plant and equipment of R712 873 275 as disclosed in note 5 to the financial
statements, is a balance of R65 831 263 of infrastructure assets that have not been
depreciated separately as these assets were not unbundled. Consequently. | was unable to
determine whether any adjustment to property, plant and equipment stated at R712 873 275
(2012: R779 947312) in the financial statements was necessary.
The municipality did not depreciate items of property, plant and equipment on a systematic
basis over it useful life in accordance with SA Standards of GRAP 17, Property, plant and
equipment. | have identified differences to the amount of R3 579 409 in the depreciation
expense per my calculation and the depreciation expense calculated by the municipality.
Consequently, depreciation of R37 802 337 (2012: R34 079 216) as disclosed in note 5 to the
financial statements is overstated by R3 579 409.

I identified projects that were still in progress that was included in the underlying accounting
records as completed projecis. In addition, depreciation has been incorrectly calculated on
these assets. Consequently, | was unable to determine whether any adjustment to property,
plant and equipment and depreciation stated at R712 873 275 (2012: R718 987 455) and
R37 802 337 (2012: R34 079 216) respectively in the financial statements was necessary.

1 identified land and buildings that were not recorded in the underlying accounting records of
the municipality. | was unable to confirm the land and buildings by alternative means._
Consequently | was unable to determine whether any adjustment relating to the land and
buildings stated at R32 248 028 (2012: R30 595 088) in the financial statements was
necessary.

I identified unexplained differences in additions to property, plant and equipment between the
fixed asset register and supporting documentation to the amount of R2 498 033. In addition, |
was unable to obtain sufficient appropriate audit evidence for additions to property, plant and
equipment to the amount of R35 084 161 (2012: R18 476 088). The municipality’s records did
not permit the application of alternative procedures regarding this amount. Consecquently, | was
unable to determine whether any adjustments to the additions to property, plant and equipment
were necessary.

1 identified a significant number of assets that were not included in the fixed asset register of
the municipality. 1n addition, the underlying accounting records of the municipality did not in all
instances include the location of movable tangible capital assets to enabie me to perform a
Pphysical verification of these assets. In addition, assets could also not in all cases be found at
their recorded locations. Consequently | was unable to determine whether any adjustment
relating to the property, plant and equipment stated at R776 725 074 (2012: R779 947 312) in
the financial statements was necessary.

1 was unable to obtain sufficient appropriate audit evidence about property. plant and

. equipment to the amount of R7 675 322. | was unable to confirm the additions to property,

plant and equipment by alternative means. Consequently | was unable to determine whether
any adjustment to property, plant and equipment stated at R776 725 074 (2012: R779 947 312)

was rnecessary.

Solid waste disposal site

13. Section 84(1)(e) of the Municipal Structures Act states that the district muni

ipality has the
powers and function with regards to solid waste disposal sites. The disirict municipality has
transferred the powers to the local municipality through FProvincial Gazette No 779. The
municipality did not account for the solid waste disposal site in the financial statements.
Consequently, | was unable to determine whether any adjustment relating to property, plant
and equipment as well as the provision for the rehabilitation of the solid waste disposal site

was necessary.
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Investment property

14. | was unable to obtain sufficient appropriate audit evidence for differences identified betweesen
the investment property disclosed in the financial statements and the underiying accounting
records to the amount of R58 525 000. The municipality’s records did not permit the application
of alternative procedures regar g this amount. Consequently, | was unable to determine
whether any adjustments to the investment property stated at R107 329 000 (2012:
RG63 917 414) in the financial statements was necessary.

15. | identified land that was not recorded in the underlying accounting records of the municipality.
1 was unabile to confirm the investment property by alternative means. Conseqguently | was

unable to determine whether any adjustment relating to the investment property stated at

R107 329 000 (2012: R63 917 414) in the financial statements was necessary.

Sufficient appropriate audit evidence for the disposal of investment properties to the amount of

R18 758 000 could not be obtained. In addition, | was unable to obtain sufficient appropriate

audit evidence for the fair value adjustment on investment properties to the amount of

R62 169 586. | was unable to confirm the investment property by alternative means.

Consequently | was unable to determine whether any adjustment relating to the investment

property stated at R107 329 000 (2012: R63 917 414) in the financial statements was

16,

necessary.

Repairs and Maintenance
17. 1 was unable to obtain sufficient appropriate audit evidence about repairs and maintenance to
the amount of R3 352 998. | was unable to confirm the expenditure by alternative means.

Consequently | was unable to determine whether any adjustment to repairs and maintenance

stated at R6 245 234 (2012: RS 993 698) was necessary.

Contingent liability
18. The municipality has not disclosed a contingent liability in respect of the uncertainties arising
from the dispute declared by the unions and the pending litigation regarding the wage curve
agreement. | was unable to confirm the contingent liabilities by alternative means.
Consequently, | am unable to determine whether any adjustments to contingent bility stated
at R2 137 220 (2012 R2 137 220) in the financial statements was necessary.

Cash and cash equivalents

19. The municipality could not provide sufficient appropriate audit evidence to support the
reconciling items of R3 000 658 in respect of cash and cash equivalents. Furthermore, records
substantiating an unreconciled balance of R2 584 592 could not be provided for audit. There
were no satisfactory alternative audit procedures that | could perform to obtain reasonable
assurance that casih and cash equivalents were properly recorded. Consequently, | was
unable to determine whether any adjustments to cash and cash equivalents stated at
R32 429 817 (2012: R13 229 714) disclosed in note 13 to the financial statements was

Nnecessary.
20. The municipality did not disclose its accounting policy on cash and cash equivalents in the
fimancial statements as required by the SA Statements of GRAP 1: Presentation of Financial

Staternernts.

Cash flow statement

21. | was unable to obtain sufficient appropriate audit evidence for the comparative amount of
R8 829 725 in the cash flow statement. The municipality’s records did not permit the
application of alternative procedures regarding this amount. Consequently, | was unable to
determine whether any adjustments to the comparative amount on the cash flow statement

were necessary.
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Intangible assets

22,

23.

The municipality recognise assets meeting the definition of an intangible asset in accordance
with SA Standards of GRAP 31, /ntangible assets. 1 was unable to obtain sufficient appropriate
audit evidence for electricity energising rights that was recognised as intangible assets
Consequently, | was unable to determine whether any adjustment relating to the intangible
assets stated at R371 171 in the financial statements was necessary.

The municipality did not recognise asseis meeting the definition of an intangible asset in
accordance with SA Standards of GRAP 31, /nftangible assefts. | identified computer software
used by the municipality that were not recognised as intangible assets. Conseqguently | was
unable to determine whether any adjustment relating to the intangible assets stated at

R371 171 in the financial statements was necessary.

Value Added Tax

24

25,

The municipality entered into an agency agreement with its district municipality for the
provision of water services. As the agent, the municipality has accounted for VAT on the water
transactions in contravention with the VAT Act. The municipality also entered in to an agency
agreement with the department of roads and transport for the colleting of license fees and
issuing licenses and permits on behalf of the provincial government. The municipality did not
account for output tax on the commission or agency fees for the services rendered in
contravention with the VAT act. The municipality’s records did not permit the application of
alternative procedures regarding the VAT disciosed in the financial statements. Consequently,
I was unable to determine the correct amount of the VAT payable balance of R4 308 571
(2012: R873 785) as disclosed in note 17 to the financial statements.

1 identified unexpliained differences between the VAT returns, the amount disclosed in the
financial statements and the amount accounted for in the underlying documenits. The
municipality’'s records did not permit the application of alternative procedures regarding the
VAT disclosed in the financial statements. Consequently, | was unable to determine the
correct amount of the VAT payable balance of R4 308 571(2012: R873 785) as disclosed in
note 17 to the financial statements.

Unspent conditional grants

26.

The municipality did not account for unspent conditional grants for Finance Management Grant
Expanded Public Works Programme, Municipal Infrastructure Grant and Municipal System
Improvement Program Grant. The municipality could not provide sufficient appropriate
evidence to quantify the unspent conditional grants at year end. Consequently, | am unable to
determine whether any adjustments to unspent grants stated at Rnil (2012: R5 728 238) as
disclosed in note 14 to the financial statements was necessary.

Employee costs

27.

28.

The personnel cost of R39 638 076 (2012: R34 189 395), as disclosed in note 28 to the
financial statements, does not agree to the balance of R42 016 817 per the underiying
accounting records. The entity did not reconcile the difference of R2 378 741 between the
financial statements and the underlying accounting records. Consequently, the personnel cost
balance is overstated by R2 378 741. | couid not determine the effect on the other account
balances or classes of transactions contained in the financial statements.

Remuneration of councilors of RS9 739 948 (2012: R8 867 091), as disclosed in note 29 to the
financial statements, does not agree to the balance of R8 916 893 per the underlying
accounting records. The entity did not reconcile the difference of R823 055 between the
financial statements and the underlying accounting records. Consequently, the personnel cost
balance is overstated by R823 055. | could not determine the effect on the other account
balances or classes of transactions contained in the financial statements. In addition,
remuneration of ordinary councillors was not disclosed in note 29 to the financial statementis.
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FPayables

29. 1 identified amounts that were incorrectly accrued at year end to the amount of R1 570 352. In

addition, the entity did not account for accruals to the amount of R847 4871. The municipality's

records did not permit the application of alternative procedures regarding this amount.

Consequently | was unable to determine whether any adjustment relating to the payables

stated at R12 777 777 (2012: R7 152 829) in the financial statements was necessary.

I was unable to obtain sufficient appropriate audit evidence about payables from exchange

transactions as the underiying accounting records did not support the amounts disclosed. |

was unable to confirm payables from exchange transactions by alternative means.

Consequently | was unable to determine whether any adjustments to payables from exchange

transactions stated at R20 037 029 (2012: R14 092 491) in the financial statements were

necessary.

31. 1 was unable to obtain sufficient appropriate audit evidence for a journal entry identified in the
underlying accounting records amounting to R2 136 145. The municipality’s records dicl not
permit the application of alternative procedures regarding this amount. Consequently, | was
unable to determine whether any adjustments to the accruals were necessary.

30.

Commitments
I was unable to obtain sufficient appropriate audit evidence that the municipality has adequate

32.
systems in place to account for all contracts._ Consequently, | was unable to determine
whether any adjustment to the commitments figure stated at RO 237 944 (2012: R5 278 238)
disclosed in note 41 in the financial statemenits were necessary.
33. | was unable to obtain sufficient appropriate audit evidence for the restatement of the
I was

corresponding figure for commitments as disclosed in note 41 to the financial statements
unable to confirm the restatement by alternative means. Consequently | was unabie to
determine whether any adjustment to the commitments corresponding figure stated at
R3 537 217 in the financial statements was necessary.

Receivables

34. | was unable to obtain sufficient appropriate audit evidence for credit balances to the amount of
R1 081 523 included in receivabiles from exchange transactions. Consequently, | was unable
to determine whether any adjustment to receivables stated at R7 670 857 (2012: R4 436 319)

disclosed in note 12 to the financial statements was necessary.

Revenue

35. | was unable to obtain sufficient appropriate audit evidence about fines and licenses received,
as internal controls were not established over the collection thereof prior to the initial entry into
the financial records. | was unable to confirm whether all fines and licenses were recorded by
alternative means. Consequently, | was unable to determine whether any adjustments to fines
and licenses stated at R162 321 (2012: R223 424) in the financial statements was necessary.

36. 1 identified revenue disclosed in the financial statementis to the amount of R30 516 286 to
recognise expenses relating to grants. Actual expenditure disclosed relating to grant

condi Ns amounted to R24 793 837. The municipality did not reconcile the difference of
RS5 722 449 between the financial statements and the underlying accounting records.
Conseqguently, the revenue balance is overstated by RS 722 449. | could not determine the
effect on the other account balances or classes of transactions contained in the financial

statements.

Prior year errors

37.1 was unable to obtain sufficient appropriate audit evidence for the correction of prior period
errors as described in note 43 to the financial statements. | was unable to confirm the
correction of prior period errors by alternative means. Consequently | was unable to determine

%
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whether any adjustment to the related corresponding figures stated at
R2 376 506 in the financial statements was necessary.

Related parties

38. Related parties of R14 738 840 (2012: R16 276 253), as disclosed in note 42 to the financial
statements, does not agree to the balance of R19 697 055 per the underlying accounting
records. The entity did not reconcile the difference of R4 958 215 between the financial
statements and the underlying accounting records. Consequently, the related parties balance is
overstated by R4 958 215

Irregular expenditure

39. The municipality did not include particulars of irregular expenditure in note 49 to the financial
statements as required by section 125(2)(d) of the MFMA. The municipality made payments in
contravention of the supply chain management requirements which were not included in
irregular expenditure, resulting in irregular expenditure being understated by R35 097 856
(2012: R61 892 928). The municipality did not have adequate systems in place to identify and
report on all irregular expenditure incurred. Consequently | was unable to determine the full
extent of the understatement in irregular expenditure as it was impracticable to do so.

Disclaimer of opinion

40. Because of the significance of the matters described in the Basis for disclaimer of opinion
paragraphs, | have not been able to obtain sufficient appropriate audit evidence to provide a
basis for an audit opinion. Accordingly, | do not express an opinion on these financial
statements.

Emphasis of matter
I draw attention to the matter below. My opinion is not modified in respect of this matter:

Restatement of corresponding figures

“41. As disclosed in note 43 to the financial statements, the corresponding figures for 30 June 2012
have been restated as a result of an error discovered during 2013 in the financial statements
of the municipality at, and for the year ended, 30 June 2012.

Additional matters
I draw attention to the matters below. My opinion is not modified in respect of these matters:

Unaudited suppliementary schedules

42. The municipality provided supplementary information in the financial statements on whether
resources were obtained and used according to the legally adopted budget, in accordance
with SA Standards of GRAP 1, FPreseritation of financial statemernts. The supplementary
budget information set out on pages XX to XX does not form part of the financial statements
and is presented as additional information. Accordingly, | do not express an opinion thereon.

Withdravwal from the audit engagement

43. Due to the limitation imposed on the scope of the audit by management, | have disclaimed my
opinion on the financial statements. But for the legislated requirement to perform the audit of
the municipality | would have withdrawn from the engagement in terms of the ISAs.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

<. In accordance with the PAA and the General/ Notice issued in terms thereof, | report the
following findings relevant to performance against predetermined objectives, compliance with
laws and regulations and internal control, but not for the purpose of expressing an opinion.
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Predetermined objectives

1 performed procedures to obtain evidence about the usefulness and reliability of the
information in the annual performance report as set out on pages XX to XX of the annual
report.

The reported performance against predetermined objectives was evaluated against the overall
criteria of usefuiness and reliability. The usefulness of information in the annual performance
report relates to whether it is presented in accordance with the National Treasury’s annuatl
reporting principtes and whether the reported performance is consistent with the planned
development priorities or objectives. The usefulness of information further relates to whether
indicators and targets are measurable (i.e. well defined, verifiable, specific, measurabie and
time bound) and relevant as required by the National Treasury Frarmework for managing
programme performarnce information (FMPP1).

The reliability of the information in respect of the selected development priorities or objectives
is assessed to determine whether it adequately reflects the facts (i.e. whether it is valid,
accurate and complete).

45,

46,

a7 .

48. The material findings are as follows:
Usefulness of information

Presentation

Measures taken to improve performance not disclosed
Section 46 of the Municipal Systems Act 2000, (Act No. 32 of 2000) (MSA) requires disclosure
in the annua! performance report of measures taken to improve performance where planned
targets were not achieved. Measures to improve performance for a total of 26% of the planned
targets not achieved were not reflected in the annual performance report. This was due to a
lack of documented and approved internal policies and procedures to address reporting
requirements and lack of review of the presentation of the annual performance report by

a49.

management.
Consistency

Changes to objectives not approved
50. Section 25(2) of the MSA determines that an integrated development plan adopted by a
municipal council may be amended in terms of section 34 and remains in force until an
integrated development plan is adopted by the next elected council. Therefore, if the
integrated development plan is changed in-year this process has to take place in accordance
with the process as prescribed per section 34 of the MSA.

A total of 36% of development priorities reported in the annual performance report were

51.
changed in-year without following the process as prescribed in section 34 of the MSA and
without adoption by the council of the municipality. This was due to a lack of documented and
approved internal policies and procedures to address reporting requirements and lack of
review of the reported performance information by management.

Reliability of information

52. The National Treasury FAMPFPF/ requires that institutions should have appropriate systems to
collect, collate, verify and store performance information to ensure valid, accurate and
complete reporting of actual achievements against planned objectives, indicators and targets.
The information presented with respect to electricity. roads and storm water was not reliabile
when compared to source information and evidence provided. This was due to lack of
monitoring of the completeness of source documentation in support of actual achievements
and frequent review of validity of reported achievements against source documentation.
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Compliance with laws and regulations

| performed procedures to obtain evidence that the entity has complied with applicable laws
and regulations regarding financial matters, financial management and other related matters.
My findings on material non-compliance with specific matters in key applicable laws and
regulations as set out in the General/ Notice issued in terms of the PAA are as follows:

53,

Strategic planning and performance management
54. The municipality did not conduct its affairs in a manner which was consistent with its integrated
development plan, as required by section 36 of the MSA, section 21(2)(a) of the MFMA and

Municipal planning and performance management regulation 6.

55. The performance management system of the municipality did not provide for taking steps to
improve performance with regard to those development priorities and objectives where
performance targets are not met, as required by section 41 (1){(d) of the MSA. _

Budgets
56. Expenditure was incurred in excess of the limits of the amounts provided for in the votes of the
approved budget, in contravention of section 87(8) of the MFEMA.

Arnnual financial statements, performance and annual reports

57. The financial statements submitted for auditing were not prepared in all material respects in
accordance with the requirements of section 122 of the MFMA. Material misstatements
identified by the auditors were not adequately corrected, which resulted in the financial
statements receiving a disclaimer audit opinion.

FProcurement and contract management

58. Goods and services with a transaction value below R200 000 were procured without obtaining
the required price quotations as required by Supply Chain Management (SCM) regulation 17(a)
and ().

59. Quotations were accepted from prospective providers who are not registered on the list of
accredited prospective providers and do not meet the listing requirements prescribed by the
SCM policy in contravention of SCM regulation 16(b) and 17(b)

60. Sufficient appropriate audit evidence could not be obtained that invitations for competitive
bidding were advertised for a required minimum period of 14 days, as required by S
regulation 22(1) and 22(2).

61. Bids were not always evaluated by bid evaluation committees which were composed of officials
from the departments requiring the goods or services and at least one SCM practitioner of the
municipality as required by SCM regulation 28(2).

62. Contracts were awarded to bidders based on points given for criteria that differed from those
stipulated in the original invitation for bidding, in contravention of SCM Regulations 21(b) and
28(1)(a) and the Preferential Procuremeni Regulations.

63. Bid adjudication was not always done by committees which were composed in accordance with
SCM regulation 29(2).

84. The performance of contractors or providers was not monitored on a monthly basis, as required
by section 116(2)(b) of the MFMA.

B85. The contract performance and monitoring measures and methods were insufficient to ensure
effective contract management, as required by section 116(2)(c) of the MFMA.

66. Construction contracts were awarded to contractors that were not registered with the
Construction Industry Development Board (CIDB) in accordance with section 18(1) of the CIDB

Act and CIDB regutations 17 and 25(7A).
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67. Contracts and guotations were awarded io providers whose tax matters had not been declared
by the South African Revenue Service to be in order, as required by SCM regulation 43.

68. Quotations were awarded to bicdders who did not submit a declaration on whether they are
employed by the state or connected to any person employed by the state, as required by SCM
regulation 13(c).

69. Avwards were made to providers who are in the service of other state institutions,
contravention of MFMA 112() and SCM regulation 44. Similar awards were identified in the
prior year and no effective steps were taken to prevent the abuse of the SCM process in
accordance with SCM regulation 38(1).

70. The prospective providers list for procuring goods and services through gquotations was not
updated at least quarterly to include new suppliers that qualify for listing, and prospective
providers were not invited to apply for such listing at least once a year as per the requirements
of SCM regulation 14(1)(a)(ii) and 14(2).

71. The municipality did not implement a SCM policy as required by section 111 of the MFEMA.

Human resource management and compensation
72. An acting Senior Manager was appointed for a period exceeding six months,
of section 56(1)(c) of the MSA.

in contravention

Expenditure management

73. Money owing by the municipality was not always paid within 30 days or an agreed period, as
required by section 65(2)(e) of the MFMA.

74. Reasonable steps were not taken to prevent unauthorised expenditure, irregular expenditure
and fruitiess and wasteful expenditure, as required by section 682(1)(d) of the MF

Revenue management

75. An adequate management, accounting and information system which accounts for revenue
and debtors was not in place, as required by section 64(2)(e) and 97(h) of the MFMA.

76. An effective system of internal control for debtors and revenue was not in place, as required by
section 64(2)(f) and 97(e) of the MFMA _

Asset management and liability management

77. An adequate management, accounting and information system which accounts for assets was
not in place, as required by section 63(2)(a) of the MFMA.

78. AN effective system of internal control for assets (including an asset register) was not in place,
as required by section 63(2)(c) of the MFEMA.

79. Capital assets were permanently disposed without the approval of the council,
section 14(2)(a) of the MFMA and Municipal asset transfer regulation 5.

80. An effective systemn of internal control for liabilities was not in place. as required by section
63(2)(c) of the MFMA.

as required by

Conditional grant

81. Quarterly reports were not submitted to the transferring national officer and the Nationatl

Treasury on municipal performance for the quarter against the targets stipulated in the

infrastructure performance framework, within 30 days after the end of each quarter, as

required by section 11(2)(c)(ii) of the (DoRA).

82. The municipality did not submit the evaluation to the transferring national officer within two
months after the end of the financial year, as required by section 12(5) of the DoRA.

83. The municipality did not timeously submit project registration forms, for projects it intends
implementing in the financial year 2013-14, to the national department of Cooperative
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Governance and Traditional Affairs (CoGHTA), as required by the Division of Revenue Grant
Framework, Gazetlte No.35399.

84. The municipality did not submit, within 10 days after the end of each month, its monthily
expenditure reports to the national department (CoGTA), as required by the Division of
Revenue Grant Framework, Gazette No.35399.

85. Unspent conditional grant funds not approved by the National Treasury for retention, were not

surrendered to the National Revenue Fund, as required by section 21(1) of the DoRA.

Internal control

86. | considered internal control relevant to my audit of the financial statements, annual

performance report and compliance with laws and regulations. The matters reported below

under the fundamentals of internal control are limited to the significant deficiencies that
resulted in the basis for qualified opinion, the findings on the annual performance report and
the findings on compliance with laws and regulations included in this report.

L eadership
The accounting officer does not perform adequate review and monitoring of the financial and

87.
performance reporting. This has resulited in the annual financial statements and the annual
performance report containing material misstatements.

88. The action plan developed by the municipality to address internal and external audit findings

is not adeqguate to ensure that root causes that resulted in the findings are resolved.

Financial and performance management
89. The municipality did not have a proper record management system to ensure the availabi
of all financial and performance management information.

The accounting officer did not adequately review and monitor compliance with laws and
regulations resulting in irregular, fruitiess and wasteful and unauthorised expendi

0.

Governance
o1, The audit commitiee did not ensure that there is an adequately resourced and functioning
internal audit unit that identifies internal control deficiencies and recommends corrective

action effectively.

Addinr ~Gonarel

Polokwane

10 December 2013
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The Waste Management section can contribute more with proper revenue collection from Leeufontein and Elandskraal . The tariffs are
increasing due the fact that there is no additional revenue that can help with a sustainable, economical service.




Chapter 3

\ 4 & $t0

# 1$ ¢ & $40




I 'y 1 1:0 $
) 2F AF? B:B
2 BB 21 FA4 28 FFE P gF $ 7 Bi FFE 2
? D F B A C E B? ?7E? ?
] ¢ ? AF
5FB 1] F E B i _41-6 ")E(8 ? +D 0 B0 ) ?7F
F FEGQ DB i ;3
# I$ ¢ ) # "' i 10 $
t B FE®L ? A 1 BDE F E 1 F H? A? B ?Bf§ B ?
F [ FF ?7? G F A BDE ? ?
tB ? F?2 0F B F BB
5F
?7F F B ? B?: ? BI ? 1 7? 6l B 8
# 1$ ¢ 1
E ] F ? 1 F H? D & I OD B
? 1 B H A B Bl D 1 HI B 1? B
A F B? H? D & 1 A ? 17? B F @ ? B? DE
A ?7? BG B FH 0 1 B G
B? A ? ? ?D E 0 F Et0 B CF? ?2 0
B?1 E DFA ?? F B?1 ? FH # ? 21 ? ? E 1
G E A B? 1 A E B BF ? FB.?F E A? 17 B @
? 6l B 0 0 1?2 A 01 B?? F ? 160 B?
E BID B A EG FHE
“)i6i8 $(8 0 3 6 /3




Chapter 3

BE 1
# 1$ 4 1
F E 20 EG B B?BA? ? B 1 E B? B? 1 F
1 [ | F E
.U
0B F EU2
FH? U
IDB FHU
> H U
BA? B ? B 1 F? F 8 1 B2D I B 20 F 7 6
1 62 1 A ? ? 72 72 F F 0 1 H §F Bo
A ? BB F A FF D A? B? B B? §? AFB A E
# E B Al BA? ? ? BB2/3, H @& A B? B/33H §°? 1
F 7?2 7F B BB? B ? B A A 2?2 B B E
B 0 B? F E ? E A B B FHEL ? A 2 B?
B
F I BK* (L1 K L
+&* §( )W+ "6("
Al ( +
Bi+(#)% Bi+(#) %
($ = re i e §(
+* §( 8% §( S R Y G [
+ + e i o
4 44
23

%2




Chapter 3

(0 )6 ) D() )6
K222
3
) T3> D H 9 59 7 DCH
7
4 7
R4S +f + "G +
<D A
E ? ?? E ? "“F F? “F F?21?2 O @
70 770
G A 28
(0]
6 3 , 3 /220
26% / 4 / % O
36/
6
6 4
%6
/6
($ - 2 - 2 2
E ? B ?°? D ? ? < u ?? ?D ?2 D? B Bl BB ABDB
BJ] ? ?D B ) 6 G A ? F F BDE H D ¢l H BE? ?7CF B I H B?
B DF B E»% I ? ?AF B BB ?F BE? ? DE 221 ? ? 7
§? (8 BAB DE 4 A D ¢ 72?2 G A FF BB E?
£ )6ts | )6 -2 -: 3F + "6 +

(222

%4




Chapter 3

12 -2 -2 -:3
6(" $ ) § =+ (] 6" s £6 (5" % (
5* % (| 5" % (
A
7CF B 1%
C B
E 2 24 24 4 % 6 %
? B F 4 4 , 2
3/3 3/3 62 4
C B 3 %3 3 %3 342 6 32
7 AF 8 3 %3 3 %3 342 6 32
C B
C B DF 22 I 2 D 4 4" F2
FF BDEBAB Bl F D 1 F . B DE
F
&($ B& ) #° -2 -1 3F  + "6+
(222
. B Bl ? F " F JF
JF? . B C B B "
DB
3 3
EH ¢ 3
% 2 % 2
D ? ? %2
% 2 % 2
D H ? % 2
JFA ?2 7 ? BF ?2 @ JF A DEF FTFB ? B
C B ?

%%




Chapter 3

T==INeS
1 = I




Chapter &

Ty * 1t 0
F E ?BA B B? B? 1 ? 1 F B 72 E? 21 BG b ?
? 1 D 21 F F ED ? AB ? E
? ? BF? ? 70 B ¢ B D 2 B ? A? B ? B ? B
A ? B 7B ?
? BE@ B ? F 0? i ? F B? 1 B CF
1 ? A 1 ? 1 F ? B G ?2 1 7 BB ??
? 1 D FH 17? D B ] F ? D F E ? ? ?D
B DE B? B? 1 ?F 1 ? 1 JF t0 1 B
? F ? DB F
( 9 (C DY +"6(" 6 (¢
1, 1 ¢
% 1
12 1
11
11 ]
, 1 D —
% 1 -
2 1
1
—— -
| $ B B B

")i6& $(8 0 3 6 i




e

Chapter 3

I —

(km)
Total New Stormwater Stormwater
Stormwater | stormwater measures measures
measures measures upgraded maintained
2010/11 63 0.4km 0 63
2011/12 63 0 0 0
2011/12 63 0 0 0
Cost of Construction/Maintenance
R' 000
Stormwater Measures
New Upgraded Maintained
2010/11 | R 2 803 400.00 R 0.00 R 0.00
2011/12 | R4 000 000.00 R0.00 R 0.00
2012/13 | R0.00 R0.00 R 0.00
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3 %3 3 %3 342 6 32
7T AF38
C B
C B D F ?? 1 ? E D 4
4" F? F F BDEBAB B 00 F
D 1 F B . B DE F
Cost of Construction/Maintenance
R' 000
Stormwater Measures
New Upgraded Maintained
2010/11 | R 2 803 400.00 R 0.00 R 0.00
2011/12 | R 4 000 000.00 R0O.00 R 0.00
2012/13 | R0.00 R0O.00 R 0.00
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(km)
Total New Stormwater Stormwater
Stormwater | stormwater measures measures
measures measures upgraded maintained
2010/11 63 0.4km 0 63
2011/12 63 0 0 0
2011/12 63 0 0 0
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Following table indicates jobs created in the municipalities through EPWP and LED initiatives from 2007.

Project Jobs created

Men | Woman | Youth
Water reticulation 303 321 426
Mast lights 30 40 55
SLASH(fertilizer) 3 5 2
Brick paving manufacturing 7 8 5
Sports stadiums /community halls | 38 45 17
Bakery and piggery 2 8
Beadmaking jewelery 8 7
Tar roads and storm water 305 335 369
Egg production 20 5
Organic farming 43 90
Cleaning campaign 10 7 3
Community work program 250 250 500

The state of the local skills is indicated in the table below:

Labour: Employment by skill level and industry 1995 - 2010 (23 industries)

Concept 2008 2009 2010

Formal and informal employment - Total (Number) 14767 14375 13597
Formal employment by skill: Total (Number) 10496 10004 9003
Formal employment by skill: Highly skilled - Total

(Number) 1057 1038 1001
Formal employment by skill: Skilled - Total (Number) 3660 3517 3302
Formal employment by skill: Semi- and unskilled

(Number) 5779 5449 4700
Informal employment - Total (Number) 4272 4371 4594

Source: Quantec, 2011
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Accounting Officer's Responsibilities and Approval

The accounting officer is required by the Municipal Finance Management Act (Act 56 of 2003), to maintain adequate
accounting records and is responsible for the content and integrity of the financial statements and related financial
information included in this report. It is the responsibility of the accounting officer to ensure that the financial
statements fairly present the state of affairs of the municipality as at the end of the financial year and the results of
its operations and cash flows for the period then ended. The external auditors are engaged to express an
independent opinion on the financial statements and was given unrestricted access to all financial records and
related data.

The financial statements have been prepared in accordance with Standards of Generally Recognised Accounting
Practice (GRAP) including any interpretations, guidelines and directives issued by the Accounting Standards Board.

The financial statements are based upon appropriate accounting policies consistently applied and supported by
reasonable and prudent judgements and estimates.

The accounting officer acknowledge that he is ultimately responsible for the system of internal financial control
established by the municipality and place considerable importance on maintaining a strong control environment. To
enable the accounting officer to meet these responsibilities, the accounting officer sets standards for internal control
aimed at reducing the risk of error or deficit in a cost effective manner. The standards include the proper delegation
of responsibilities within a clearly defined framework, effective accounting procedures and adequate segregation of
duties to ensure an acceptable level of risk. These controls are monitored throughout the municipality and all
employees are required to maintain the highest ethical standards in ensuring the municipality’s business is
conducted in a manner that in all reasonable circumstances is above reproach. The focus of risk management in
the municipality is on identifying, assessing, managing and monitoring all known forms of risk across the
municipality. While operating risk cannot be fully eliminated, the municipality endeavours to minimise it by ensuring
that appropriate infrastructure, controls, systems and ethical behaviour are applied and managed within
predetermined procedures and constraints.

The accounting officer is of the opinion, based on the information and explanations given by management, that the
system of internal control provides reasonable assurance that the financial records may be relied on for the
preparation of the financial statements. However, any system of internal financial control can provide only
reasonable, and not absolute, assurance against material misstatement or deficit.

The accounting officer has reviewed the municipality’s cash flow forecast for the year to 30 June 2014 and, in the
light of this review and the current financial position, they are satisfied that the municipality has or has access to
adequate resources to continue in operational existence for the foreseeable future.

| certify that the salaries, allowances and benefits of Councillors, loans made to Councillors, if any, and payments
made to Councillors for loss of office, if any, as disclosed in note 25 of these annual financial statements are within
the upper limits of the framework envisaged in Section 219 of the Constitution, read with the Remuneration of Public
Officer Bearers Act and the Minister of Provincial and Local Government’s determination in accordance with this
Act. The financial statements set out on pages 7 to 74, which have been prepared on the going concern basis, were
approved by the accounting officer on 31 August 2013 and were signed on its behalf by:

Mr PJ Phahlamohlaka
Acting Accounting Officer

31 August 2013
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Audit Committee Report

We are pleased to present our report for the financial year ended 30 June 2013.

Audit ittee bers and attend

The audit committee consists of the members listed hereunder and should meet 4 times per annum as per its
approved terms of reference. During the current year 5 number of meetings were held.
Name of member Number of meetings attended
Adv.M J Ralefalane (Chairperson)
Adv M O Nemogumoni
Mr VK Chuene
Mr Z Fihlani
Mrs MJ Ramataboe

A oo

Audit committee responsibility
The audit committee reports that it has complied with its responsibilities arising from section 166(2)(a) of the MFMA.

The audit committee also reports that it has adopted appropriate formal terms of reference as its audit committee
charter, has regulated its affairs in compliance with this charter and has discharged all its responsibilities as
contained therein.

The effectiveness of internal control

The system of internal controls applied by the municipality over financial and risk management is effective, efficient
and transparent. In line with the MFMA and the King Ill Report on Corporate Governance requirements, Internal
Audit provides the audit committee and management with assurance that the internal controls are appropriate and
effective. This is achieved by means of the risk management process, as well as the identification of corrective
actions and suggested enhancements to the controls and processes. From the various reports of the Internal
Auditor, the Audit Report on the financial statements, and the management report of the Auditor-General South
Africa, it was noted that no matters were reported that indicate any material deficiencies in the system of internal
control or any deviations therefrom. Accordingly, we can report that the system of internal control over financial
reporting for the period under review was efficient and effective.

The quality of in year management and monthly/quarterly reports submitted in terms of the MFMA and the Division
of Revenue Act.

The audit committee is satisfied with the content and quality of monthly and quarterly reports prepared and issued
by the Accounting Officer of the municipality during the year under review.

Evaluation of financial statements

The audit committee has:

. reviewed and discussed the audited financial statements to be included in the annual report, with the Auditor-
General and the Accounting Officer;

reviewed the Auditor-General of South Africa's management report and management’s response thereto;
reviewed changes in accounting policies and practices (delete if not applicable);

reviewed the entities compliance with legal and regulatory provisions;

reviewed significant adjustments resulting from the audit.

The audit committee concur with and accept the Auditor-General of South Africa's report the financial statements,
and are of the opinion that the audited financial statements should be accepted and read together with the report of
the Auditor-General of South Africa.

2%
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Audit Committee Report

Internal audit

The audit committee is satisfied that the internal audit function is operating effectively and that it has addressed the
risks pertinent to the municipality and its audits.

Auditor-General of South Africa

The audit committee has met with the Auditor-General of South Africa in its meeting of the 26th April 2013 to ensure
that there are no unresolved issues.

Chairperson of the Audit Committee

Date:
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Accounting Officer's Report

The accounting officer submits his report for the year ended 30 June 2013.

1. Review of activities

Main business and operations
Net surplus of the municipality was R 53 001 212 (2012: deficit R 9 337 609).
The municipality performed the debtor administration of water and sanitation services on an agency basis in terms
of a servicel level agreement. The current period of the water and sanitation services contract expires on 30 June
2013. The Sekhukhune District Municipality has extended the current contract up to 31 December 2013. This
change is not expected to have a major effect on the financial position and performance of the municipality for the
period under review or future financial periods.

2. Going concern
The financial statements have been prepared on the basis of accounting policies applicable to a going concern.
This basis presumes that funds will be available to finance future operations and that the realisation of assets and
settlement of liabilities, contingent obligations and commitments will occur in the ordinary course of business.

3. Subsequent events
The accounting officer is not aware of any matter or circumstance arising since the end of the financial year.

4. Accounting Officers’ interest in contracts
The accounting officer had no interest in contracts.

5. Accounting policies
The annual financial statements prepared in accordance with the prescribed Standards of Generally Recognised
Accounting Practices (GRAP) issued by the Accounting Standards Board as the prescribed framework by National
Treasury.

6. Non-current assets

Details of major changes in the nature of the non-current assets of the municipality during the year is set out in the
notes to the financial statements.

7. Accounting Officer

The accounting officers of the municipality during the year and to the date of this report are as follows:

Name Nationality Changes

Mr MJ Lekola (Acting) South African Resigned 31 October 2012

Mr RD Rankwe (Acting) South African Appointed 01 November 2012, resigned
30 November 2012

Mr BP Marais (Acting) South African Appointed 01 December 2012, resigned
01 August 2013

Mr L Makopo (Acting) South African Appointed 02 July 2013, resigned 16
August 2013

Mr PJ Phahlamohlaka (Acting) South African Appointed 16 August 2013

8. Corporate governance

General
The accounting officer is committed to business integrity, transparency and professionalism in all its activities. As
part of this commitment, the accounting officer supports the highest standards of corporate governance and the
ongoing development of best practices.

Councillors
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Accounting Officer's Report

The Councillors:

. retains full control over the municipality, its plans and strategy;

. acknowledges its responsibilities as to strategy, compliance with internal policies, external laws and
regulations, effective risk management and performance measurement, transparency and effective
communication both internally and externally by the municipality;

L3 is of a unitary structure comprising:

- - non-executive councillors, all of whom are independent directors as defined in the Code; and
- - executive councillors.
Audit committee

Adv MJ Ralefatane was the chairperson of the audit committee. The committee met 5 times during the financial
year to review matters necessary to fulfil its role.

In terms of Section 166 of the Municipal Finance Management Act, the municipality must appoint members of the
Audit Committee.National Treasury regulation requires that municipalities should appoint further members of the
municipality's audit committee who are not councillors

Internal audit

The municipality has an internal audit division.

9. Bankers

The municipality banks primarily with Absa bank.

‘The primary bank account in the previous financial year was with FNB Bank.
10. Auditors

Auditor General South Africa.

2/
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Statement of Financial Position as at 30 June 2013

Figures in Rand Note(s) 2013 2012
Assets
Current Assets
Inventories 10 644 660 691 443
Receivables from exchange transactions 1" 2 606 326 5638 797
Consumer debtors from exchange transactions 12 2317 063 2318 563
Consumer debtors from non exchange transactions 12 5353 794 2117 756
Deposit (Security held in advance) 9 100 926 -
Cash and cash equivalents 13 32429 817 13229714
43 452 586 23 996 273
Non-Current Assets
Investment property 4 107 329 000 63917 414
Property, plant and equipment 5 776 725074 779 947 312
Intangible assets 6 371171 -
884 425 245 843 864 726
Total Assets 927 877 831 867 860 999
Liabilities
Current Liabilities
Operating lease liability i 104 657 142 889
Payables from exchange transactions 16 17 907 911 12197 373
VAT payable 17 4308 571 873 785
Consumer deposits 18 1688 933 1657 168
Retirement benefit obligation 8 10 780 162 7 409 162
Unspent conditional grants and receipts 14 - 5728 238
Provisions 15 2129 118 1895118
36 919 352 29903 733
Total Liabilities 36 919 352 29 903 733
Net Assets 890 958 479 837 957 266
Net Assets
Accumulated surplus 890 958 479 837 957 266
9



APPEND

Ephraim Mogale Local Municipality

Financial Statements for the year ended 30 June 2013

Statement of Financial Performance

Figures in Rand Note(s) 2013 2012
Revenue

Revenue from exchange transactions

Service charges 21 38 606 685 33149 311
Rendering of services 22 1884172 1789 351
Rental of facilities and equipment 19 107 456 155 437
Licences and permits 19 3803419 4331498
Recoveries 19 - 31961
Other revenue 24 742132 1058 333
Interest received 32 5432 876 4115578
Total revenue from exchange transactions 50 576 740 44 631 469

Revenue from non-exchange transactions

Taxation revenue

Property rates 20 12 251 691 11215705
Transfer revenue
Government grants & subsidies 23 103 546 286 80291 425
Fines 19 162 321 223 424
Total revenue from non-exchange transactions 115 960 298 91 730 554
Total revenue 19 166 537 038 136 362 023
Expenditure
Personnel 28 (41 721 140) (37 787 558)
Remuneration of councillors 29 (9 739 948) (8 867 091)
Administration 30 (97 596) (94 486)
Depreciation and amortisation 34 (37 802 336) (34 079 216)
Finance costs 35 - (1012 062)
Debt impairment 31 (1803 120) (2612 637)
Repairs and maintenance (6 245 234) (6 993 698)
Bulk purchases 39 (20 324 237) (17 671 187)
Grants and subsidies paid 38 (825 267) (624 409)
General Expenses 25 (35 672 534) (34 159 727)
Total expenditure (154 231 412) (143 902 071)
Operating surplus (deficit) 27 12 305 626 (7 540 048)
Loss on disposal of assets and liabilities (18 758 000) (461 561)
Actuarial gains / (losses) 33 (2 716 000) (1336 000)
Fair value adjustment on investment properties 62 169 586 -
40 695 586 (1797 561)
Surplus (deficit) for the year 53 001 212 (9 337 609)
10
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Statement of Changes in Net Assets

Accumulated Total net
Figures in Rand surplus assets
Balance at 01 July 2011 847 294 875 847 294 875
Changes in net assets
Surplus / (Deficit) for the year (9 337 609) (9 337 609)
Total changes (9 337 609) (9 337 609)
Opening balance as previously reported 835 580 760 835 580 760
Adjustments
Prior year adjustments - Note 36 2 376 507 2 376 507
Balance at 01 July 2012 as restated - Note 36 837 957 267 837 957 267
Changes in net assets
Surplus / (Deficit) for the year 53001 212 53 001 212
Total changes 53001 212 53 001 212
Balance at 30 June 2013 890 958 479 890 958 479
Note(s)

1
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Cash Flow Statement
Figures in Rand Note(s) 2013 2012

Cash flows from operating activities

Receipts
Cash receipts from customers,grant and other sources of revenue 103 546 286 80 291 425
Sale of goods and services 40 490 857 34 984 161
Licenses and Permits 3803419 4 331498
Interest income 5432 876 4115578
Property rates 12 251 690 11215705
Other income 742 132 1090 294
166 267 260 136 028 661
Payments
Employee costs (51 342 680) (47 364 115)
Cash payments for inventory, suppliers and employ related cost (57 956 280) (55 483 977)
Finance costs - (1012 062)
(109 298 960) (103 860 154)
Net cash flows from operating activities 40 56 968 300 32 168 507
Cash flows from investing activities
Purchase of property, plant and equipment 5 (34 580 099) (18 476 088)
Proceeds from sale of property, plant and equipment 5 - 318 929
Purchase of other intangible assets 6 (371 171) -
Purchase of deposit (security held in advance) (100 926) -
Net cash flows from investing activities (35 052 196) (18 157 159)
Cash flows from financing activities
Repayment of other financial liabilities (2 716 000) (8 829 725)
Net cash flows from financing activities (2716 000) (8 829 725)
Net increase/(decrease) in cash and cash equivalents 19 200 104 5181623
Cash and cash equivalents at the beginning of the year 13229714 8 048 089
Cash and cash equivalents at the end of the year 13 32429 818 13229 712

12
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Financial Statements for the year ended 30 June 2013

Accounting Policies

1. Presentation of Financial Statements

The financial statements have been prepared in accordance with the Standards of Generally Recognised
Accounting Practice (GRAP) including any interpretations, guidelines and directives issued by the Accounting
Standards Board.

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

A summary of the significant accounting policies, which have been consistently applied, are disclosed below.
1.1 Significant judgements and sources of estimation uncertainty

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

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

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

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

Allowance for slow moving, damaged and obsolete stock

An allowance for stock to write stock down to the lower of cost or net realisable value. Management have made
estimates of the selling price and direct cost to sell on certain inventory items. The write down is included in the
operation surplus note.

Fair value estimation

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

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

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

Impairment testing
The recoverable amounts of cash-generating units and individual assets have been determined based on the higher

of value-in-use calculations and fair values less costs to sell. These calculations require the use of estimates and
assumptions.
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Accounting Policies

1.1

Significant judgements and sources of estimation uncertainty (continued)

The municipality reviews and tests the carrying value of assets when events or changes in circumstances suggest
that the carrying amount may not be recoverable. Assets are grouped at the lowest level for which identifiable cash
flows are largely independent of cash flows of other assets and liabilities. If there are indications that impairment
may have occurred, estimates are prepared of expected future cash flows for each group of assets. Expected future
cash flows used to determine the value in use of tangible assets are inherently uncertain and could materially
change over time. .

Provisions

Provisions were raised and management determined an estimate based on the information available. Additional
disclosure of these estimates of provisions are included in note 15 - Provisions.

Post retirement benefits

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

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

Other key assumptions for pension obligations are based on current market conditions. Additional information is
disclosed in Note 8.

Effective interest rate

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

Allowance for doubtful debts

1.2

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

Investment property

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

. use in the production or supply of goods or services or for

. administrative purposes, or

. sale in the ordinary course of operations.

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

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

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

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

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

Fair value

13

Subsequent to initial measurement investment property is measured at fair value.
The fair value of investment property reflects market conditions at the reporting date.
A gain or loss arising from a change in fair value is included in net surplus or deficit for the period in which it arises.

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

If the entity determines that the fair value of an investment property under construction is not reliably determinable
but expects the fair value of the property to be reliably measurable when construction is complete, it measures that
investment property under construction at cost until either its fair value becomes reliably determinable or
construction is completed (whichever is earlier). If the entity determines that the fair value of an investment property
(other than an investment property under construction) is not reliably determinable on a continuing basis, the entity
measure that investment property using the cost model (as per the accounting policy on Property, plant and
equipment). The residual value of the investment property is then assumed to be zero. The entity apply the cost
model (as per the accounting policy on Property, plant and equipment) until disposal of the investment property.

Once the entity becomes able to measure reliably the fair value of an investment property under construction that
has previously been measured at cost, it measures that property at its fair value. Once construction of that property
is complete, it is presumed that fair value can be measured reliably. If this is not the case, the property is accounted
for using the cost model in accordance with the accounting policy on Property, plant and equipment.

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

Gains or losses arising from the retirement or disposal of investment property is the difference between the net
disposal proceeds and the carrying amount of the asset and is recognised in surplus or deficit in the period of
retirement or disposal.

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

Property, plant and equipment

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

The cost of an item of property, plant and equipment is recognised as an asset when:

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

e the cost of the item can be measured reliably.

Property, plant and equipment is initially measured at cost.

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

Where an asset is acquired at no cost, or for a nominal cost, its cost is its fair value as at date of acquisition.

Where an item of property, plant and equipment is acquired in exchange for a non-monetary asset orAmonetary assets,
or a combination of monetary and non-monetary assets, the asset acquired is initially measured at fair value (the cost).
If the acquired item's fair value was not determinable, it's deemed cost is the carrying amount of the asset(s) given up.

When significant components of an item of property, plant and equipment have different useful lives, they are
accounted for as separate items (major components) of property, plant and equipment.
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1.3

Property, plant and equipment (continued)

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

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

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

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

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

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

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

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

Item Average useful life
Land Indefinite

Buildings 20 - 30 years

Other property plant and equipment 3-10years

Office equipment 4 - 6 years

Motor vehicles 5 years

Community 5 - 25 years
Infrastructure 2 -100 years

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

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

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

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

Items of municipality are derecognised when the asset is disposed of or when there are no further economic benefits or
service potential expected from the use of the asset.

The gain or loss arising from the derecognition of an item of property, plant and equipment is included in surplus or
deficit when the item is derecognised. The gain or loss arising from the derecognition of an item of property, plant and
equipment is determined as the difference between the net disposal proceeds, if any, and the carrying amount of the
item.
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1.3

1.4

1.5

Property, plant and equipment (continued)

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

Intangible assets

An asset is identified as an intangible asset when it:

. is capable of being separated or divided from an entity and sold, transferred, licensed, rented or exchanged,
either individually or together with a related contract, assets or liability; or

e arises from contractual rights or other legal rights, regardless whether those rights are transferable or separate
from the municipality or from other rights and obligations.

An intangible asset is recognised when:

. it is probable that the expected future economic benefits or service potential that are attributable to the asset
will flow to the municipality; and

e the cost or fair value of the asset can be measured reliably.

Intangible assets are initially recognised at cost.

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

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

there is an intention to complete and use or sell it.

there is an ability to use or sell it.

it will generate probable future economic benefits or service potential.

there are available technical, financial and other resources to complete the development and to use or sell the
asset.

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

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

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

Website 3 years

The gain or loss is the difference between the net disposal proceeds, if any, and the carrying amount. Itis
recognised in surplus or deficit when the asset is derecognised.

Financial instruments

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

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

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

Credit risk is the risk that one party to a financial instrument will cause a financial loss for the other party by failing to
discharge an obligation.
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1.5 Financial instruments (continued)

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

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

A derivative is a financial instrument or other contract with all three of the following characteristics:

. Its value changes in response to the change in a specified interest rate, financial instrument price, commodity
price, foreign exchange rate, index of prices or rates, credit rating or credit index, or other variable, provided in
the case of a non-financial variable that the variable is not specific to a party to the contract (sometimes called
the ‘underlying’).

. It requires no initial net investment or an initial net investment that is smaller than would be required for other
types of contracts that would be expected to have a similar response to changes in market factors.

. Itis settled at a future date.

The effective interest method is a method of calculating the amortised cost of a financial asset or a financial liability
(or group of financial assets or financial liabilities) and of allocating the interest income or interest expense over the
relevant period. The effective interest rate is the rate that exactly discounts estimated future cash payments or
receipts through the expected life of the financial instrument or, when appropriate, a shorter period to the net
carrying amount of the financial asset or financial liability. When calculating the effective interest rate, an entity shall
estimate cash flows considering all contractual terms of the financial instrument (for example, prepayment, call and
similar options) but shall not consider future credit losses. The calculation includes all fees and points paid or
received between parties to the contract that are an integral part of the effective interest rate (see the Standard of
GRAP on Revenue from Exchange Transactions), transaction costs, and all other premiums or discounts. There is
a presumption that the cash flows and the expected life of a group of similar financial instruments can be estimated
reliably. However, in those rare cases when it is not possible to reliably estimate the cash flows or the expected life
of a financial instrument (or group of financial instruments), the entity shall use the contractual cash flows over the
full contractual term of the financial instrument (or group of financial instruments).

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

A financial asset is:

. cash;

. a residual interest of another entity; or

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

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

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

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of
changes in market interest rates.

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

Loan commitment is a firm commitment to provide credit under pre-specified terms and conditions.
Loans payable are financial liabilities, other than short-term payables on normal credit terms.
Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of

changes in market prices. Market risk comprises three types of risk: currency risk, interest rate risk and other price
risk.
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1.5 Financial instruments (continued)

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

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

A residual interest is any contract that manifests an interest in the assets of an entity after deducting all of its

liabilities. A residual interest includes contributions from owners, which may be shown as:

*  equity instruments or similar forms of unitised capital;

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

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

Transaction costs are incremental costs that are directly attributable to the acquisition, issue or disposal of a
financial asset or financial liability. An incremental cost is one that would not have been incurred if the entity had not
acquired, issued or disposed of the financial instrument.

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

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

e are held for trading.

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

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

e  derivatives;

. combined instruments that are designated at fair value;

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

Classification

The entity has the following types of financial assets (classes and category) as reflected on the face of the statement of
financial position or in the notes thereto:

Class Category
Investment property Financial asset measured at amortised cost
Investments Financial asset measured at amortised cost
Consumer Debtors Financial asset measured at amortised cost
VAT Financial asset measured at amortised cost
Sundry debtors Financial asset measured at amortised cost

The entity has the following types of financial liabilities (classes and category) as reflected on the face of the statement
of financial position or in the notes thereto:

Class Category .
Trade payables Financial liability measured at amortised cost
Accruals Financial liability measured at amortised cost
19
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1.5 Financial instruments (continued)
Initial recognition

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

The entity recognises financial assets using trade date accounting.

Initial ement of fir ial ts and fi ial liabilities

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

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

The entity first assesses whether the substance of a concessionary loan is in fact a loan. On initial recognition, the

entity analyses a concessionary loan into its component parts and accounts for each component separately. The entity

accounts for that part of a concessionary loan that is:

e asocial benefit in accordance with the Framework for the Preparation and Presentation of Financial Statements,
where it is the issuer of the loan; or

e non-exchange revenue, in accordance with the Standard of GRAP on Revenue from Non-exchange Transactions
(Taxes and Transfers), where it is the recipient of the loan.
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1.5 Financial instruments (continued)
Subsequent measurement of financial assets and financial liabilities

The entity measures all financial assets and financial liabilities after initial recognition using the following categories:
. Financial instruments at fair value.

. Financial instruments at amortised cost.

O Financial instruments at cost.

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

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

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

Reclassification
The entity does not reclassify a financial instrument while it is issued or held unless it is:
. combined instrument that is required to be measured at fair value; or
e aninvestment in a residual interest that meets the requirements for reclassification.
Where the entity cannot reliably measure the fair value of an embedded derivative that has been separated from a host
contract that is a financial instrument at a subsequent reporting date, it measures the combined instrument at fair value.
This requires a reclassification of the instrument from amortised cost or cost to fair value.
If fair value can no longer be measured reliably for an investment in a residual interest measured at fair value, the entity
reclassifies the investment from fair value to cost. The carrying amount at the date that fair value is no longer available
becomes the cost.
If a reliable measure becomes available for an investment in a residual interest for which a measure was previously not
available, and the instrument would have been required to be measured at fair value, the entity reclassifies the
instrument from cost to fair value.

Gains and losses

A gain or loss arising from a change in the fair value of a financial asset or financial liability measured at fair value is
recognised in surplus or deficit.

For financial assets and financial liabilities measured at amortised cost or cost, a gain or loss is recogn?sec'l in surplus
or deficit when the financial asset or financial liability is derecognised or impaired, or through the amortisation process.

Impairment and uncollectibility of financial assets

The entity assess at the end of each reporting period whether there is any objective evidence that a financial asset or
group of financial assets is impaired.

Financial assets measured at amortised cost:
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1.5 Financial instruments (continued)

If there is objective evidence that an impairment loss on financial assets measured at amortised cost 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 credit losses that have not been incurred) discounted at the
financial asset's original effective interest rate. The carrying amount of the asset is reduced directly OR through the use
of an allowance account. The amount of the loss is recognised in surplus or deficit.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related objectively to
an event occurring after the impairment was recognised, the previously recognised impairment loss is reversed directly
OR by adjusting an allowance account. The reversal does not result in a carrying amount of the financial asset that
exceeds what the amortised cost would have been had the impairment not been recognised at the date the impairment
is reversed. The amount of the reversal is recognised in surplus or deficit.

Financial assets measured at cost:

If there is objective evidence that an impairment loss has been incurred on an investment in a residual interest that is
not measured at fair value because its fair value cannot be measured reliably, the amount of the impairment loss is
measured as the difference between the carrying amount of the financial asset and the present value of estimated
future cash flows discounted at the current market rate of return for a similar financial asset. Such impairment losses
are not reversed.
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1.5 Financial instruments (continued)
Derecognition
Financial assets
The entity derecognises financial assets using trade date accounting.

The entity derecognises a financial asset only when:

e the contractual rights to the cash flows from the financial asset expire, are settled or waived;

o the entity transfers to another party substantially all of the risks and rewards of ownership of the financial asset; or

» the entity, despite having retained some significant risks and rewards of ownership of the financial asset, has
transferred control of the asset to another party and the other party has the practical ability to sell the asset in its
entirety to an unrelated third party, and is able to exercise that ability unilaterally and without needing to impose
additional restrictions on the transfer. In this case, the entity :
- derecognise the asset; and
- recognise separately any rights and obligations created or retained in the transfer.

The carrying amounts of the transferred asset are allocated between the rights or obligations retained and those
transferred on the basis of their relative fair values at the transfer date. Newly created rights and obligations are
measured at their fair values at that date. Any difference between the consideration received and the amounts
recognised and derecognised is recognised in surplus or deficit in the period of the transfer.

If the entity transfers a financial asset in a transfer that qualifies for derecognition in its entirety and retains the right to
service the financial asset for a fee, it recognise either a servicing asset or a servicing liability for that servicing contract.
If the fee to be received is not expected to compensate the entity adequately for performing the servicing, a servicing
liability for the servicing obligation is recognised at its fair value. If the fee to be received is expected to be more than
adequate compensation for the servicing, a servicing asset is recognised for the servicing right at an amount
determined on the basis of an allocation of the carrying amount of the larger financial asset.

If, as a result of a transfer, a financial asset is derecognised in its entirety but the transfer results in the entity obtaining
a new financial asset or assuming a new financial liability, or a servicing liability, the entity recognise the new financial
asset, financial liability or servicing liability at fair value.

On derecognition of a financial asset in its entirety, the difference between the carrying amount and the sum of the
consideration received is recognised in surplus or deficit.

If the transferred asset is part of a larger financial asset and the part transferred qualifies for derecognition in its
entirety, the previous carrying amount of the larger financial asset is allocated between the part that continues to be
recognised and the part that is derecognised, based on the relative fair values of those parts, on the date of the
transfer. For this purpose, a retained servicing asset is treated as a part that continues to be recognised. The difference
between the carrying amount allocated to the part derecognised and the sum of the consideration received for the part
derecognised is recognised in surplus or deficit.

If a transfer does not result in derecognition because the entity has retained substantially all the risks and rewards of
ownership of the transferred asset, the entity continue to recognise the transferred asset in its entirety and recognise a
financial liability for the consideration received. In subsequent periods, the entity recognises any revenue on the
transferred asset and any expense incurred on the financial liability. Neither the asset, and the associated liability nor
the revenue, and the associated expenses are offset.

Financial liabilities

The entity removes a financial liability (or a part of a financial liability) from its statement of financial position when it is
extinguished — i.e. when the obligation specified in the contract is discharged, cancelled, expires or waived.

An exchange between an existing borrower and lender of debt instruments with substantially different terms is
accounted for as having extinguished the original financial liability and a new financial liability is recognised. Similarly, a
substantial modification of the terms of an existing financial liability or a part of it is accounted for as having
extinguished the original financial liability and having recognised a new financial liability.
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1.5 Financial instruments (continued)

The difference between the carrying amount of a financial liability (or part of a financial liability) extinguished or
transferred to another party and the consideration paid, including any non-cash assets transferred or liabilities
assumed, is recognised in surplus or deficit. Any liabilities that are waived, forgiven or assumed by another entity by
way of a non-exchange transaction are accounted for in accordance with the Standard of GRAP on Revenue from Non-
exchange Transactions (Taxes and Transfers).

Presentation

Interest relating to a financial instrument or a component that is a financial liability is recognised as revenue or expense
in surplus or deficit.

Dividends or similar distributions relating to a financial instrument or a component that is a financial liability is
recognised as revenue or expense in surplus or deficit.

Losses and gains relating to a financial instrument or a component that is a financial liability is recognised as revenue
or expense in surplus or deficit.

Distributions to holders of residual interests are debited by the entity directly to net assets, net of any related income tax
benefit [where applicable]. Transaction costs incurred on residual interests is accounted for as a deduction from net
assets, net of any related income tax benefit [where applicable].

A financial asset and a financial liability are only offset and the net amount presented in the statement of financial
position when the entity currently has a legally enforceable right to set off the recognised amounts and intends either to
settle on a net basis, or to realise the asset and settle the liability simultaneously.

In accounting for a transfer of a financial asset that does not qualify for derecognition, the entity does not offset the
transferred asset and the associated liability.

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

When a lease includes both land and buildings elements, the entity assesses the classification of each element
separately.

Finance leases - lessee
Finance leases are recognised as assets and liabilities in the statement of financial position at amounts equal to the
fair value of the leased property or, if lower, the present value of the minimum lease payments. The corresponding
liability to the lessor is included in the statement of financial position as a finance lease obligation.
Minimum lease payments are apportioned between the finance charge and reduction of the outstanding liability. The
finance charge is allocated to each period during the lease term so as to produce a constant periodic rate of on the
remaining balance of the liability.

Any contingent rents are expensed in the period in which they are incurred.

Operating leases - lessor
Operating lease revenue is recognised as revenue on a straight-line basis over the lease term.

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

The aggregate cost of incentives is recognised as a reduction of rental revenue over the lease term on a straight-
line basis.
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1.6

Leases (continued)

The aggregate benefit of incentives is recognised as a reduction of rental expense over the lease term on a
straight-line basis.

Income for leases is disclosed under revenue in statement of financial performance.

Operating leases - lessee

1.7

1.8

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

Inventories

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

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

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

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

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

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

The cost of inventories of items that are not ordinarily interchangeable and goods or services produced and
segregated for specific projects is assigned using specific identification of the individual costs.

The cost of inventories is assigned using the weighted average cost formula. The same cost formula is used for all
inventories having a similar nature and use to the municipality.

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

Impairment of cash-generating assets

Cash-generating assets are those assets held by the municipality with the primary objective of generating a commercial
return. When an asset is deployed in a manner consistent with that adopted by a profit-orientated entity, it generates a
commercial return.

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

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

A cash-generating unit is the smallest identifiable group of assets held with the primary objective of generating a
commercial return that generates cash inflows from continuing use that are largely independent of the cash inflows from
other assets or groups of assets.
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1.8 Impairment of cash-generating assets (continued)
Costs of disposal are incremental costs directly attributable to the disposal of an asset, excluding finance costs and
income tax expense.
Depreciation (Amortisation) is the systematic allocation of the depreciable amount of an asset over its useful life.
Fair value less costs to sell is the amount obtainable from the sale of an asset in an arm’s length transaction between
knowledgeable, willing parties, less the costs of disposal.
Recoverable amount of an asset or a cash-generating unit is the higher its fair value less costs to sell and its value in
use.
Useful life is either:
(a) the period of time over which an asset is expected to be used by the municipality; or
(b) the number of production or similar units expected to be obtained from the asset by the municipality.
Identification
When the carrying amount of a cash-generating asset exceeds its recoverable amount, it is impaired.
The municipality assesses at each reporting date whether there is any indication that a cash-generating asset may be
impaired. If any such indication exists, the municipality estimates the recoverable amount of the asset.
Irrespective of whether there is any indication of impairment, the municipality also test a cash-generating intangible
asset with an indefinite useful life or a cash-generating intangible asset not yet available for use for impairment annually
by comparing its carrying amount with its recoverable amount. This impairment test is performed at the same time
every year. If an intangible asset was initially recognised during the current reporting period, that intangible asset was
tested for impairment before the end of the current reporting period.
Value in use

Value in use of a cash-generating asset is the present value of the estimated future cash flows expected to be derived
from the continuing use of an asset and from its disposal at the end of its useful life.

When estimating the value in use of an asset, the municipality estimates the future cash inflows and outflows to be
derived from continuing use of the asset and from its ultimate disposal and the municipality applies the appropriate
discount rate to those future cash flows.

Basis for estimates of future cash flows

In measuring value in use the municipality:

. base cash flow projections on reasonable and supportable assumptions that represent management's best
estimate of the range of economic conditions that will exist over the remaining useful life of the asset. Greater
weight is given to external evidence;

. base cash flow projections on the most recent approved financial budgets/forecasts, but excludes any estimated
future cash inflows or outflows expected to arise from future restructuring's or from improving or enhancing the
asset's performance. Projections based on these budgets/forecasts covers a maximum period of five years,
unless a longer period can be justified; and

e  estimate cash flow projections beyond the period covered by the most recent budgets/forecasts by extrapolating
the projections based on the budgets/forecasts using a steady or declining growth rate for subsequent years,
unless an increasing rate can be justified. This growth rate does not exceed the long-term average growth rate for
the products, industries, or country or countries in which the entity operates, or for the market in which the asset is
used, unless a higher rate can be justified.

Recognition and measurement (individual asset)

If the recoverable amount of a cash-generating asset is less than its carrying amount, the carrying amount of the asset
is reduced to its recoverable amount. This reduction is an impairment loss.

An impairment loss is recognised immediately in surplus or deficit.

Any impairment loss of a revalued cash-generating asset is treated as a revaluation decrease.
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1.8

Impairment of cash-generating assets (continued)

When the amount estimated for an impairment loss is greater than the carrying amount of the cash-generating asset to
which it relates, the municipality recognises a liability only to the extent that is a requirement in the Standard of GRAP.

After the recognition of an impairment loss, the depreciation (amortisation) charge for the cash-generating asset is
adjusted in future periods to allocate the cash-generating asset's revised carrying amount, less its residual value (if
any), on a systematic basis over its remaining useful life.

Cash-generating units

If there is any indication that an asset may be impaired, the recoverable amount is estimated for the individual asset. If
it is not possible to estimate the recoverable amount of the individual asset, the municipality determines the recoverable
amount of the cash-generating unit to which the asset belongs (the asset's cash-generating unit).

If an active market exists for the output produced by an asset or group of assets, that asset or group of assets is

identified as a cash-generating unit, even if some or all of the output is used internally. If the cash inflows generated by

any asset or cash-generating unit are affected by internal transfer pricing, the municipality use management's best

estimate of future price(s) that could be achieved in arm's length transactions in estimating:

o the future cash inflows used to determine the asset's or cash-generating unit's value in use; and

e the future cash outflows used to determine the value in use of any other assets or cash-generating units that are
affected by the internal transfer pricing.

Cash-generating units are identified consistently from period to period for the same asset or types of assets, unless a
change is justified.

The carrying amount of a cash-generating unit is determined on a basis consistent with the way the recoverable
amount of the cash-generating unit is determined.

An impairment loss is recognised for a cash-generating unit if the recoverable amount of the unit is less than the
carrying amount of the unit. The impairment is allocated to reduce the carrying amount of the cash-generating assets of
the unit on a pro rata basis, based on the carrying amount of each asset in the unit. These reductions in carrying
amounts are treated as impairment losses on individual assets.

In allocating an impairment loss, the entity does not reduce the carrying amount of an asset below the highest of:
. its fair value less costs to sell (if determinable);

. its value in use (if determinable); and

e  zero.

The amount of the impairment loss that would otherwise have been allocated to the asset is allocated pro rata to the
other cash-generating assets of the unit.

Where a non-cash-generating asset contributes to a cash-generating unit, a proportion of the carrying amount of that
non-cash-generating asset is allocated to the carrying amount of the cash-generating unit prior to estimation of the
recoverable amount of the cash-generating unit.

Reversal of impairment loss

The municipality assess at each reporting date whether there is any indication that an impairment loss recognised in
prior periods for a cash-generating asset may no longer exist or may have decreased. If any such indication exists, the
entity estimates the recoverable amount of that asset.

An impairment loss recognised in prior periods for a cash-generating asset is reversed if there has been a change in
the estimates used to determine the asset's recoverable amount since the last impairment loss was recognised. The
carrying amount of the asset is increased to its recoverable amount. The increase is a reversal of an impairment loss.
The increased carrying amount 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 impairment loss been
recognised for the asset in prior periods.

A reversal of an impairment loss for a cash-generating asset is recognised immediately in surplus or deficit.

Any reversal of an impairment loss of a revalued cash-generating asset is treated as a revaluation increase.
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1.8

1.9

Impairment of cash-generating assets (continued)

After a reversal of an impairment loss is recognised, the depreciation (amortisation) charge for the cash-generating
asset is adjusted in future periods to allocate the cash-generating asset's revised carrying amount, less its residual
value (if any), on a systematic basis over its remaining useful life.

A reversal of an impairment loss for a cash-generating unit is allocated to the cash-generating assets of the unit pro
rata with the carrying amounts of those assets. These increases in carrying amounts are treated as reversals of
impairment losses for individual assets. No part of the amount of such a reversal is allocated to a non-cash-generating
asset contributing service potential to a cash-generating unit.

In allocating a reversal of an impairment loss for a cash-generating unit, the carrying amount of an asset is not

increased above the lower of:

e its recoverable amount (if determinable); and

e the carrying amount that would have been determined (net of amortisation or depreciation) had no impairment
loss been recognised for the asset in prior periods.

The amount of the reversal of the impairment loss that would otherwise have been allocated to the asset is allocated
pro rata to the other assets of the unit.

Impairment of non-cash-generating assets

Cash-generating assets are those assets held by the municipality with the primary objective of generating a commercial
return. When an asset is deployed in a manner consistent with that adopted by a profit-orientated entity, it generates a
commercial return.

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

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

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

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

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

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

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

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

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

Identification

When the carrying amount of a non-cash-generating asset exceeds its recoverable service amount, it is impaired.

The municipality assesses at each reporting date whether there is any indication that a non-cash-generating asset may
be impaired. If any such indication exists, the municipality estimates the recoverable service amount of the asset.
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Irrespective of whether there is any indication of impairment, the entity also test a non-cash-generating intangible asset
with an indefinite useful life or a non-cash-generating intangible asset not yet available for use for impairment annually
by comparing its carrying amount with its recoverable service amount. This impairment test is performed at the same
time every year. If an intangible asset was initially recognised during the current reporting period, that intangible asset
was tested for impairment before the end of the current reporting period.

Value in use

Value in use of non-cash-generating assets is the present value of the non-cash-generating assets remaining service
potential.

The present value of the remaining service potential of a non-cash-generating assets is determined using the following
approach:

Depreciated replacement cost approach

The present value of the remaining service potential of a non-cash-generating 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
potential. This cost is depreciated to reflect the asset in its used condition. An asset may be replaced either through
reproduction / (replication) of the existing asset or through replacement of its gross service potential. The depreciated
replacement cost is measured as the reproduction or replacement cost of the asset, whichever is lower, less
accumulated depreciation calculated on the basis of such cost, to reflect the already consumed or expired service
potential of the asset.

The replacement cost and reproduction cost of an asset is determined on an “optimised” basis. The rationale is that the
municipality would not replace or reproduce the asset with a like asset if the asset to be replaced or reproduced is an
overdesigned or overcapacity asset. Overdesigned assets contain features which are unnecessary for the goods or
services the asset provides. Overcapacity assets are assets that have a greater capacity than is necessary to meet the
demand for goods or services the asset provides. The determination of the replacement cost or reproduction cost of an
asset on an optimised basis thus reflects the service potential required of the asset.

Recognition and measurement

If the recoverable service amount of a non-cash-generating asset is less than its carrying amount, the carrying amount
of the asset is reduced to its recoverable service amount. This reduction is an impairment loss.

An impairment loss is recognised immediately in surplus or deficit.
Any impairment loss of a revalued non-cash-generating asset is treated as a revaluation decrease.

When the amount estimated for an impairment loss is greater than the carrying amount of the non-cash-generating
asset to which it relates, the municipality recognises a liability only to the extent that is a requirement in the Standards
of GRAP.

After the recognition of an impairment loss, the depreciation / (amortisation) charge for the non-cash-generating asset
is adjusted in future periods to allocate the non-cash-generating asset's revised carrying amount, less its residual value
(if any), on a systematic basis over its remaining useful life.

Reversal of an impairment loss

The municipality assess at each reporting date whether there is any indication that an impairment loss recognised in
prior periods for a non-cash-generating asset may no longer exist or may have decreased. If any such indication exists,
the municipality estimates the recoverable service amount of that asset.

An impairment loss recognised in prior periods for a non-cash-generating 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. The carrying amount of the asset is increased to its recoverable service amount. The increase is a reversal
of an impairment loss. The increased carrying amount 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
impairment loss been recognised for the asset in prior periods.

A reversal of an impairment loss for a non-cash-generating asset is recognised immediately in surplus or deficit.
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Any reversal of an impairment loss of a revalued non-cash-generating asset is treated as a revaluation increase.

After a reversal of an impairment loss is recognised, the depreciation / (amortisation) charge for the non-cash-
generating asset is adjusted in future periods to allocate the non-cash-generating asset's revised carrying amount, less
its residual value (if any), on a systematic basis over its remaining useful life.

1.10 Share capital / contributed capital

An equity instrument is any contract that evidences a residual interest in the assets of an municipality after
deducting all of its liabilities.

1.11 Employee benefits
Employee benefits are all forms of consideration given by an entity in exchange for service rendered by employees.

A qualifying insurance policy is an insurance policy issued by an insurer that is not a related party (as defined in the

Standard of GRAP on Related Party Disclosures) of the reporting entity, if the proceeds of the policy can be used

only to pay or fund employee benefits under a defined benefit plan and are not available to the reporting entity’s

own creditors (even in liquidation) and cannot be paid to the reporting entity, unless either:

e the proceeds represent surplus assets that are not needed for the policy to meet all the related employee
benefit obligations; or

e the proceeds are returned to the reporting entity to reimburse it for employee benefits already paid.

Termination benefits are employee benefits payable as a result of either:
. an entity's decision to terminate an employee’s employment before the normal retirement date; or
. an employee’s decision to accept voluntary redundancy in exchange for those benefits.

Other long-term employee benefits are employee benefits (other than post-employment benefits and termination
benefits) that are not due to be settled within twelve months after the end of the period in which the employees
render the related service.

Vested employee benefits are employee benefits that are not conditional on future employment.

Composite social security programmes are established by legislation and operate as multi-employer plans to
provide post-employment benefits as well as to provide benefits that are not consideration in exchange for service
rendered by employees.

A constructive obligation is an obligation that derives from an entity’s actions where by an established pattern of
past practice, published policies or a sufficiently specific current statement, the entity has indicated to other parties
that it will accept certain responsibilities and as a result, the entity has created a valid expectation on the part of
those other parties that it will discharge those responsibilities.
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