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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 annual financial statements and related financial
information included in this report. It is the responsibility of the accounting officer to ensure that the annual 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 annual financial
statements and was given unrestricted access to all financial records and related data.

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

The accounting officer acknowledges that he is ultimately responsible fer 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 2 manner that in zall 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 annual
financial statements. However, any system of intemal 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 2015 and, in the light of this
review and the current financial position, he is satisfied that the municipality has or has access to adequate resources to
continue in operational existence for the foreseeable future.

The Auditor General South Africa is responsible for independently reviewing and reporting on the municipality's annual financial
statements. The annual financial statements have been examined by Auditor General and this report is presented to the
speaker of the council upon completion of the audit.

The annual financial statements set out on pages 5 to 55, which have been prepared on the going concern basis, were
approved by the accounting officer on 31 August 2015 and were signed on its behalf by:

TLS KHUZWAYO
MUNICIPAL
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Accounting Officer's Report

1. Ratio Analysis
» Liquidity Ratio - 1.7:1 (1.65:1).
The Municipality has enough short term assets to finance short term libilities.
*  Solvency Ratio - 5.02:1 (4.76:1).
Assets are over 5 times the libilities , the Municipality will be able to meet all its short and long term obligations.
» Cash Ratio - 0.62:1 (0.83:1).
There is sufficient cash to pay short term liabilities.

2. Going concern

The annual 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.

The ability of the municipality to continue as a going concern is dependent on a number of factors. The most significant of
these is that the municipality continue to procure funding for the ongoing operations.

3. Subsequent events

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




UMGUNGUNDLOVU DISTRICT MUNICIPALITY
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Statement of Financial Position as at 30 June 2015

Figures in Rand Note(s) 2015 2014
Assets
Current Assets
Inventories 2 1,067,620 3,038,848
Receivables from exchange transactions 3 212,960,541 110,180,251
Consumer receivables 4 75,818,041 89,587,488
Cash and cash equivalents 5 162,493,933 205,282,938
452,340,135 408,089,525
Non-Current Assets
Property, plant and equipment 6 882,651,114 793,855,906
Intangible assets 7 492,390 580,801
Heritage assets 8 4,000 -
883,147,504 794,436,707
TOTAL ASSETS 1,335,487,639 1,202,526,232
Liabilities
Current Liabilities
Long term liabilities 9 83,096,995 73,803,724
Payables from exchange fransactions 10 86,196,715 68,689,684
Unspent conditional grants and receipts 11 55,288,321 56,118,629
Provisions 12 26,945,976 25,032,000
VAT payable 14 7,898,763 18,714,775
Consumer deposits 16 5,150,765 4,749,740
264,577,535 247,108,552
Non-Current Liabilities
Long term liabilities 9 2,394,499 6,021,089
TOTAL LIABILITIES 266,972,034 253,129,641
NET ASSETS 1,068,515,605 949,396,591
Reserves
Revaluation reserve 16 24,064,477 24,064,477
Accumulated surplus 1,044,451,128 925,332,114
TOTAL NET ASSETS 1,068,515,605 949,396,591
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Statement of Financial Performance for the year ended 30 June 2015

Figures in Rand

Note(s) 2015 2014
Revenue
Revenue from exchange transactions
Service charges 17 116,303,319 132,685,082
Interest received from customers late payments 17,218,256 19,490,753
Rental income 296,432 405,298
Other income 18 3,911,168 2,475,062
Interest received 29 12,260,127 10,412,984
Total revenue from exchange transactions 149,989,302 165,469,179
Revenue from non-exchange transactions
Transfer revenue
Government grants & subsidies 28 605,143,266 533,093,404
Total revenue 19 755,132,568 698,562,583
Expenditure
Administration (638,172) (666,053)
Bulk purchases 25 (76,618,960) (71,335,728)
Contracted services 26 (131,936,580) (143,852,924)
Debt Impairment 24 (65,924,489) (39,455,056)
Depreciation and amortisation 22 (83,433,277) (56,330,266)
General expenses 27 (87,449,934) (77,569,643)
Finance costs 23 (2,433,303) (2,975,891)
Impairment loss 31 (108,821) (787,832)
Personnel 20 (176,151,889) (157,175,894)
Remuneration of councillors 21 (10,835,832)  (9,944,341)
Repairs and maintenance (1,752,880) (3,310,583)
Total expenditure (637,285,137) (563,404,221)
Operating surplus 117,847,431 135,158,362
Loss on disposal of assets (190,382) -
Fair value adjustments 1,461,963 16,546,512
1,271,581 16,546,512
Surplus for the year 119,119,012 151,704,874
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Statement of Changes in Net Assets for the year ended 30 June 2015

Revaluation Accumulated Total net
Figures in Rand reserve surplus assets
Balance at 01 July 2013 14,195,738 774,220,612 788,416,350
Changes in net assets
Revaluation of Infrustructure 5,211,411 - 5,211,411
Prior period error = (1,174,187) (1,174,157)
Revaluation of Building 4,626,671 - 4,626,671
Revaluation of IT Equipment 12,357 - 12,357
Revaluation of Furniture and Fittings 13,800 - 13,800
Revaluation of Plant and Machinery 4,500 - 4,500
Net income recognised directly in net assets 9,868,739 (1,174,157) 8,604,582
Surplus for the year - 151,704,874 151,704,874
Total recognised income and expenses for the year 9,868,739 150,530,717 160,399,456
Correction of error - 580,785 580,785
Total changes 9,868,739 151,111,502 160,980,241
Balance at 01 July 2014 24,064,477 925,332,116 949,396,593
Changes in net assets
Surplus for the year - 119,119,012 119,119,012
Total changes - 119,119,012 119,119,012

Balance at 30 June 2015

24,064,477 1,044,451,128 1,068,515,605
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Cash Flow Statement for the year ended 30 June 2015

Figures in Rand Note(s) 2015 2014
Cash flows from operating activities
Receipts
Service charges 116,303,319 15,917,498
Grants 605,143,266 533,093,404
Interest income 12,260,127 10,412,984
733,706,712 559,423,886
Payments
Employee costs (186,987,721) (167,120,233)
Suppliers (52,368,306) (27,106,226)
Finance costs (2,433,303) (2,975,891)
Other payments (358,574,740) (222,300,833)
(600,364,070) (419,503,183)
Net cash flows from operating activities 30 133,342,642 139,920,703
Cash flows from investing activities
Purchase of property, plant and equipment 6 (210,438,663) (143,849,775)
Proceeds from sale of property, plant and equipment 6 638,730 -
Purchase of intangible assets 7 (1,099,672) (1,254,938)
non cash movement in intangible assets - 1,254,939
Other movements in property plant and equipment 39,917,265 (16,546,511)
Net cash flows from investing activities (170,982,340) (160,396,285)
Cash flows from financing activities
Proceeds from long - term portion of long term liabilities 79,539,000 70,000,000
Repayment of long - term of long term liabilities (73,872,319) 12,769,229
Movement in VAT payable (10,815,988) 5,990,712
Net cash flows from financing activities (5,149,307) 88,759,941
Net increase/(decrease) in cash and cash equivalents (42,789,005) 68,284,359
Cash and cash equivalents at the beginning of the year 205,282,938 136,998,579
Cash and cash equivalents at the end of the year 5 162,493,933 205,282,938
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Statement of Comparison of Budget and Actual Amounts

Budget on Accrual Basis

Approved Adjustments Adjusted  Actual amounts Difference Reasons for
budget Budget on comparable  between material
basis variance and variences
Figures in Rand actual
Statement of Financial Performance
Revenue
Revenue from exchange
transactions
Service charges 107,291,000 - 107,291,000 116,303,319 9,012,319
Other income - (rollup) 35,132,000  (9,990,000) 25,142,000 23,056,520  (2,085,480)
Interest received - investment 15,310,000  (5,950,000) 9,360,000 12,260,127 2,900,127
Total revenue from exchange 157,733,000 (15,940,000) 141,793,000 151,619,966 9,826,966
transactions
Revenue from non-exchange
transactions
Transfer revenue
Government grants & subsidies 529,843,000 5,842,000 535,785,000 605,143,266 69,358,266
Total revenue 687,576,000 (9,998,000) 677,578,000 756,763,232 79,185,232
Expenditure
Personnel (198,840,000) 26,836,000 (172,004,000) (176,151,821)  (4,147,821)
Remuneration of councillors (14,878,000) 4,121,000 (10,757,000) (10,835,832) (78,832)
Depreciation and asset (45,391,000) (37,853,000) (83,244,000) (83,590,797) (346,797)
Impairment
Finance costs (5,300,000) 2,867,000  (2,433,000) (2,433,301) (301)
Bulk purchases (73,125,000)  (4,155,000) (77,280,000) (76,625,687) 654,313
Other Expenses (226,183,000) (132,177,000) (358,360,000) (287,647,699) 70,712,301
Total expenditure (563,717,000) (140,361,000) (704,078,000) (637,285,137) 66,792,863
Surplus before taxation 123,859,000 (150,359,000) (26,500,000) 119,478,095 145,978,095
Actual Amount on Comparable 123,859,000 (150,359,000) (26,500,000) 119,478,095 145,978,095

Basis as Presented in the
Budget and Actual
Comparative Statement
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Appropriation Statement

Figures in Rand
Original Budget Final Shifting of  Virement Final budget Actual Unauthorised Variance Actual  Actual
budget adjustments adjustments funds (i.t.o. (i.t.o. council outcome expenditure outcome outcome
(i.t.o. s28 and budget s31 of the approved as %of as% of
s31 of the MFMA) policy) final original

MFMA)

budget budget

Transfers recognised - 139,097,000  (23,000,000) 116,097,000
capital

112,764,851 197 % 166 %

Surplus (Deficit) after 123,859,000 (179,301,000) (55,442,000)
capital transfers and
contributions

175,989,081 (217)% 97 %

Surplusi(Deficit) for 123,859,000 (179,301,000) (55,442,000)

the year

175,989,081 (217)% 97 %
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Annual Financial Statements for the year ended 30 June 2015

Accounting Policies

1. Presentation of Annual Financial Statements

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

These annual financial statements have been prepared on an accrual basis of accounting and are in accordance with

historical cost convention as the basis of measurement, unless specified otherwise. They are presented in South African
Rand. :

1.1 Presentation currency

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

1.2 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.

1.3 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
* the cost of the item can be measured reliably.

Property, plant and equipment is initially measured at cost.

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

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

Where an item of property, plant and equipment is acquired in exchange for a non-monetary asset or monetary assets, or a

combination of monetary and non-monetary assets, the asset acquired is initially measured at fair value (the cost). If the
acquired item's fair value was not determinable, it's deemed cost is the carrying amount of the asset(s) given up.

13
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Annual Financial Statements for the year ended 30 June 2015

Accounting Policies

1.3 Property, plant and equipment (continued)

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

Costs include costs incurred initially to acquire or construct an itern 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 dismantiing 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.

Property, plant and equipment is carried at cost less accumulated depreciation and any impairment losses except for land and

buildings which is carried at revalued amount being the fair value at the date of revaluation less any subsequent accumulated
depreciation and subsequent accum ulated impairment losses.

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

When an item of property, plant and equipment is revalued, any accumulated depreciation at the date of the revaluation is

restated proportionately with the change in the gross carrying amount of the asset so that the carrying amount of the asset after
revaluation equals its revalued amount.

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.

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

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

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

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

Item Average useful life
Buildings Fair Value ( 30 Years)
Plant and machinery 10to 20 Years
Furniture and fixtures 10 to 15 Years

Motor vehicles 10 to 15 Years

IT equipment 5to 15 Years
Computer software 5to 15 Years
Infrastructure

«  Water 10 to 100 Years

=  Sewerage 10 to 100 Years
Capital work in progress Not depreciated (until completed)

14
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Annual Financial Statements for the year ended 30 June 2015

Accounting Policies

1.2 Property, plant and equipment (continued)
Fire Engines 15 to 20 Years
Mobile Offices 1510 20 Years

1.4 Intangible assets

An asset is identifiable if it either:

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

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

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

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

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

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

Intangible assets are carried at cost less any accum ulated amortisation and any impairment losses.

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

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

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

Internally generated brands, mastheads, publishing titles, customer lists and items similar in substance are not recognised as
intangible assets. 2

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

Item Useful life
Website 3-5years
Licenses 3-5years
Computer software, other 3-5years

1.5 Heritage assets

All the municipality's heritage assets are held under freehold interest and no Heritage Assets have been pledged as §ecurity for
any liabilities of the municipality. There are no restrictions on any of the Heritage Assets of the Municipality. No impairment
losses have been recognized on the Heritage Assets of the municipality at the reporting date.
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1.6 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.

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

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

A financial asset is:
= cash;
. a contractual right to:
-  receive cash or another financial asset from another entity; or

- exchange financial assets or financial liabilities with another entity under conditions that are potentially
favourable to the entity.

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

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

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

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 fiows of a financial instrument will fluctuate because of changes in
market prices. Market risk comprises three types of risk: currency risk, interest rate risk and other price risk.

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

Financial instruments at fair value comprise financial assets or financial liabilities that are:
* 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
- oninitial recognition it is part of a portfolio of identified financial instruments that are managed together and
for which there is evidence of a recent actual pattern of short term profit-taking;
- non-derivative financial assets or financial liabilities with fixed or determinable payments that are
designated at fair value at initial recognition; and
- financial instruments that do not meet the definition of financial instruments at amortised cost or financial
instruments at cost.

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
Trade and other Receivables at amortised cost
Consumer Debtors at amortised cost
Bank and Cash 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 and other payables at amortised cost
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1.6 Financial instruments (continued)
Initial recognition

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

Initial measurement of financial assets and financial liabilities
The minicipality measures a financial asset and financial liability initially at its fair value.
Subsequent measurement of financial assets and financial liabilities

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

All financial assets measured at amortised cost, or cost, are subject to an impairment review.
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 recognised 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 municipality 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:

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 im pairment 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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1.6 Financial instruments (continued)
Presentation

Interest relating to a financial instrument or g 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,

A financial asset and a financial liability are only offset and the net amount presented in the statement of financial position
when the municipality 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 sirnultaneously.

Trade receivables

Trade receivables are measured at fair value,

Trade payables

Trade payables are measured at fair value,

Cash and cash equivalents

Cash and cash equivalents comprise cash on hand and demand deposits, and other short-term highly liquid investments that
are readily convertible to known amount of cash and are subject to an insignificant risk of changes in value. These are initialy
ans subsequently recorded at fajr value,

1.7 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,

Operating leases ~ lessee

Operating lease Payments are recognised as an éxpense 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.
This liability is not discounted.

Any contingent rents are expensed in the period they are incurred,

1.8 Inventories

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

Subsequentfy municipality are Mmeasured 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 2 nominal charge; or
®  consumption in the production process of goods to be distributed at no charge or for a nominal charge.

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,
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1.8 Inventories (continued)

The cost of water 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 peried in which
the related revenue is recognised. If there is no related revenue, the €Xxpenses 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 oceurs.
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 oceurs,

1.8 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

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.

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.

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 produetion 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.
Recognition and measurement (individual asset)

If the recoverable amount of g cash-generating asset is less than its carrying amount, the carrying amount of the asset js
reduced to its recoverable amount. This reduction is an impairment loss.
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1.9 Impairment of cash-generating assets (continued)
An impairment loss s recognised immediately in surplus or deficit.
Any impairment loss of a revalued cash-generating asset is treated as g revaluation decrease,

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.,

1.10 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.

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.

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

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.

1.11 Employee benefits

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
(evenin liquidation) and cannot be paid to the reporting entity, unless either-
*  the proceeds represent surplus assets that are not needed for the policy to meet al| the related employee benefit
obligations; or
*  the proceeds are returned to the reporting entity to reimburse it for employee benefits already paid.

Termination benefits are em ployee benefits payable as a result of either:
*  anentity’s decision to terminate an employee’s employment before the normal retirement date; or
*  anemployee's decision to accept voluntary redundancy in exchange for those benefits.
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111 Employee benefits (contin ued)

ere by an establisheq 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 createq a valid expectation on the part of those other parties
that it will discharge those responsibilities,

Short-term employee benefits

Short-term employee benefits are employee benefits (other than termination beneﬁtSJ that are due to be settled within twelve
months after the end of the period in which the employees render the related service,

Short-term employee benefits include items such as:

*  Wwages, salaries ang social security contributions;

®*  short-term Compensated absences (such as paid annual leave ang paid sick leave) where the Compensation for the
absences is dye to be settled within twelve months after the eng of the reporting period jn which the employees
render the related employee service;

*  bonus, incentive angd performance relateg Payments payable within twelve months after the end of the reporting
period in which the employees render the related service; and

®  non-monetary benefits (for example, medicaj care, and free or Subsidised goods or services such as housing, cars
and cellphones) for current employees,

When an employee has rendered service to t
of short-term employee benefits expected to b
*  as a liability (accrued expense), after deducting any amount already paid. I the amount already paig exceeds the
undiscounted amoynt of the benefits, the entity recognise that EXCess as an asget (prepaid &xpense) o the extent
that the Prepayment will leaq to, for example, a reduction in future Payments or a cash refund: and
*  a@sanexpense, unless another Standarg requires or permits the inclusion of the benefits in the cost of an asset,

he entity during a reporting period, the entity recognise the undiscounteq amount
€ paid in exchange for that service:

The expected cost of compensated absences is recognised as an expense as the employees render services that increase
their entitlement or, in the case of non—accumulating absences, when the absence occurs. The entity measure the ected
cost of accumulating Compensated absences as the additiona| amount that the entity expects to Pay as a result of the unused
entitlement that hag accumulated at the reporting date,

Post—emplnyment benefit plans are formal or informal arrangements under whij i i
e bl g hich an entity proviges Post-employment benefits
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1.11 Employee benefits (continueq)
Post»employment benefits: Defined benefit plans

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

reporting e
fuﬁd ems;lnloyee benefits and are available to be ysed only to pay or fung employee benefits, are not available to the reporting
entity’s own creditors (even in liquidation), and cannot be returned to the reporting entity, unless either:
*  the remaining assets of the fund are sufficient to meet all the related employee benefit obligations of the plan or the
reporting entity; or

current period.

Interest cost is the increase during a period in the present valye of a defined benefit obligation which arises because the
benefits are one period closer to settlement.

defined benefit obligation increases) or negative (when existin
benefit obligation decreases). In measuring its defined benefi
the reporting period in which the plan is amended.

Plan assets comprise assets held by a long-term employee benefit fung and qualifying insurance policies.

The present value of a defined benefit obligation is the present value, withoyt deducting any plan assets, of expected future
payments required to settle the obligation resulting from employee service in the current ang prior periods,

The amount determined as g defined benefit liability may be negative (an asset). The entity measure the resulting asset at the
lower of:

the amount determined above; and
®  the present vajue of any economic benefits available in S from the plan or reductions in future

the form of refung
contributions to the Plan. The present value of these &conomic benefits js determined using a discount rate which
reflects the time value of money.

Any adjustments arising from the limit above is recognised in surplus or deficit,
The entity determine the Present value of defined benefit obligations ang the fair value of any plan assets with sufficient

regularity such that the amounts recognised in the annual financia| statements do not differ materially from the amounts that
would be determined at the reporting date.
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1.11 Employee benefits (continued)

The entity recognises the net total of the following amounts in surplus or deficit, except to the extent that another Standard
requires or permits their inclusion in the cost of an agset:
*  current service cost:
interest cost:
the expected retumn on any plan assets and on any reimbursement rights;
actuarial gains and losses:
past service cost:
the effect of any curtailments or settlements: and
the effect of applying the limit on a defined benefit asset (negative defined benefit liability).

e & v ® 8 @

The entity uses the Projected Unit Credit Method to determine the present value of its defined benefit obligations and the
related current service cost and, where applicable, past service cost. The Projected Unit Credit Methad (sometimes known as
the accrued benefit method pr