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directive (budget circular) issued by National Treasury. When such items of property, plant
and equipment are depreciated, a transfer is made from the Public Contributions and
Donations Reserve to the accumulated surplus/ (deficit). The purpose of this pelicy is to
promote community equity and facilitate budgetary control by ensuring that sufficient funds
are set aside to offset the depreciation charges that will be incurred over the estimated useful
life of the item of property, plant and equipment financed from Public Contributions and
Donations.

When an item of property, plant and equipment financed from Public Contributions is
disposed, the balance in the Public Contributions and Donations Reserve relating to such
item is transferred to the accumulated surplus/ (deficit).

Financial Instruments

Financial instruments carried in the Statement of Financial Position include cash and cash
equivalents, investments, accounts receivable, accounts payable and borrowings. The particular
recognition methods adopted are disclosed in the individual policy statements associated with each
item,

Financial assets are derecognized when the contractual rights to the cash flows from the financial
assets expire or have been transferred and the Municipality has transferred substantially all risks and
rewards of ownership. Financial Habilities are derecognized when it is extinguished, i.e. when the
contractual right is discharged, cancelled or expires.

The Minister of Finance has, in erms of Genernl nofice 522 of 2007 exempled compliance with AC 144
(Financigl Instruments: Disclosure). For AC 133 (Financial Instruments: Recognition and Measurement) He
mitial measurement of financial assets and linbilities af fair value is exempted. [SAICA Circular 09/06
paragraphs 43, AG 79, AG 64 and AG 65 of AC 133]

Leases
181  Lessce Accounting

Amounts held under finance leases are initially recognised as assets of the Municipality at
their fair value at the inception of the lease or, if lower at the present vatue of the minimum
lease payments. The corresponding liability to the lessor is included in the statement of
financial position as a {finance lease obligation.

Lease payments are apportioned between finance charges and reduction of the lease
obligation so as to achieve a constant rate of interest on the remaining balance of the lability.
Finance charges are charged directly to profit or loss, unless they are directly atiributable to
qualifying assets, in which case they may be capitalised in accordance with the
Municipality’s policy on borrowing costs,

Operating lease payments are recognised as an expense on the basis of the cash flows in the
leases.

The Municipality will not incur a foreign currency lease lability other than that allowed by
the MFMA.

The Minister of Finance has, in ternts of General nofice 522 of 2007 exempted compliance with AC
105 (Leases)with regards to the recognition of operating lease payments / receipts on a straight line
basis if the amount is recognised on the basis of the cash flows in the lease agreement. [SAICA
Circular 12/06 paragraphs 8-11 and paragraphs 33, 34, 50, 51 of AC 105)]
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Borrowing Costs

Borrowing costs directly attributable to the acquisition, construction or production of qualifying
assets, which are assets that necessarily take a substantial period of time to get ready for the intended
use or sale, added to the costs of these assets, until such time as the assets are substantially ready for
their intended use or sale. Investment income earned on the temporary investment of specific
borrowings pending their expenditure on qualifying assets may be deducted from the borrowing
costs eligible for capitalisation.

All other borrowing costs are recognised in the statement of financial performance in the period in
which they aré incurred.

Borrowings

Borrowings are recognised initially at fair value, net of transaction costs incurred. Borrowings are
subsequently stated at amortised cost; any difference between the proceeds (net of transaction costs)
and the redemption value is recognised in the Statement of Financial Performance over the period of
the borrowings using the effective interest method.

Borrowings are classified as current liabilities unless the Municipality has the unconditional right to
defer settlement of the liability for at least 12 months after the date of the Statement of Financial
Position.

Provisions

A provision is recognised when the municipality has a present obligation (legal or constructive) as a
result of a past event and it is probable (i.e. more likely than not) that an outflow of resources
embodying economic benefits or service potential will be required to settle the obligation, and a
reliable estimate can be made of the amount of the obligation.

The municipality has discounted provisions to their present value when the effect of the time value
of money is material. The nofional interest charge representing the unwinding of the provision
discounting s included in the Statement of Financial Position.

Provisions are reviewed at each Statement of Financial Position date and adjusted to reflect the
current best estimate.

Employee Benefits
(a)  Pension obligations

The Municipality coniributes to two separate funds on behalf of every employee at a rate of R2
for every rand deducted from employees. The funds applicable are the Cape Joint Fund and
the SAMWU National Provident Fund. Employees have freedom of choice as to which fund
they want to join.

The Municipality has both defined benefit and defined contribution plans. A defined
contribution plan is a pension plan under which the Municipality pays fixed contributions into
a separate entity. The Municipality has no legal or constructive obligations to pay further
contributions if the fund does not hold sufficient assets to pay all employees the benefits
relating to employee service in the current and prior periods. A defined benefit plan is a
pension plan that is not a defined contribution plan. Typically, defined benefit plans define an
amount of pension benefit that an employee will receive on retirement, usually dependent on
one or more factors such as age, years of service and compensation.
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The liability recognised in the balance sheet in respect of defined benefit pension plans is the
present value of the defined benefit obligation at the balance sheet date less the fair value of
plan assets, together with adjustments for unrecognised actuarial gains or losses and past
service costs, The defined benefit obligation is calculated bi-annually by independent actuaries
using the projected unit credit method. The present value of the defined benefit obligation is
determined by discounting the estimated future cash outflows using interest rates of high-
quality corporate bonds that are denorminated in the currency in which the benefits will be
paid and that have terms to maturity approximating to the terms of the related pension
liability.

Actuarial gains and losses arising from experience adjustments and changes in actuarial
assumptions are recognised immediately in the Statement of Financial Performance.

Past-service costs are recognised immediately in income, unless the changes to the pension
plan are conditicnal on the employees remaining in service for a specified period of time (the
vesting period). In this case, the past-service costs are amortised on a straight-line basis over
the vesting period.

For defined contribution plans, the Municipality pays coniributions to publicly or privately
administered pension insurance plans on a mandatory, contractual or voluntary basis. The
contributions are recognised as employee benefit expense when they are due. Prepaid
contributions are recognised as an asset to the extent that a cash refund or a reduction in the
future payments is available.

Post Retirement Medical obligations

The Municipality provides post-retirement healthcare benefits to its retirees. The entitlement to
these benefits is usually conditional on the employee remaining in service up to retirement age
and the completion of a minimum service period.

The expected costs of these benefits are accrued over the period of empleyment using the same
accounting methodology as used for defined benefit pension plans. Actuarial gains and losses
arising from experience adjustments, and changes in actuarial assumptions are inumediately
charged or credited to the Statement of Financial Performance. These obligations are valued bi-
annually by independent qualified actuaries.

Long Service awards

Long service awards are provided to employees who achieve certain pre-determined
milestones of service within the municipality,

The Minister of Finance has, in ferms of General notice 522 of 2007 exempted compliance with AC 116
(Employee benefits)with regards to defined benefit nccouniing as far as it relales to defined benefit plans
acconntted for as defived contribution plans and e defined benefit obligation disclosed by narrative
information. [paragraphs 29, 48 ~ 119, 120A(c} to {g)]

Trade Payables {Creditors)

Trade payables and other receivables are originaily carried at fair value and subsequently are
measured at amortised cost using the effective interest method

The Minister of Finance has, in terins of General notice 522 of 2007 exempted compliance with AC 144
{Financial Instruments: Disclosure). For AC 133 (Financial Instruments: Recognition and Measurement) the

57




1.14

115

1.16

1.17

iititial measurement of financiql nssets and liabilities at fair value is exempted. [SAICA Circular 09/06
paragraphs 43, AG 79, AG 64 and AG 65 of AC133]

Accrued Leave Pay

Liabilities for armual leave are recognised as they accrue to employees. The Hability is based on the
total amount of leave days due to employees at year end and also on the total remuneration package
of the employee,

Unutilised Conditional Grants

Unutilised conditional grants are reflected on the Statement of Financial Position as a creditor -
Unutilised conditional grants. They represent unspent government grants, subsidies and
contributions from the public. This creditor always has to be backed by cash. The following
provisions are set for the creation and ufilisation of this creditor;

° The cash which backs up the creditor is invested until it is utilised.

° Interest earned on the investment is treated in accordance with grant conditions. If it is payable
to the funder it is recorded as part of the creditor. If it is the Municipality’s interest it is
recognised as interest earned in the Statement of Financial Performance.

o Whenever an asset is purchased out of the unutilised conditional grant an amount equal to the
cost price of the asset purchased is transferred from the Unutilised Conditional Grant into the
statement of financial performance as revenue. Thereafter an equal amount is transferred on
the Statement of changes in net assets to a Government Grant Reserve. This reserve is equal to
the remaining depreciable value (book value) of assets purchased out of the Unutilised
Conditional Grants. The Government Grant Reserve is used to offset depreciation charged on
assets purchased out of the Unutilised Conditional Grants.

The Minister of Finance has, in terms of General notice 522 of 2007 exempted compliance with the following
requirements of AC 134 (Accounting for Government Granis):

@ Entire stondard excluding paragraphs 24 and 26, replaced by paragraph 08 of GAMAP 12, paragraph
25 of GAMAP 17 and paragraphs 42 - 46 of GAMAP 9.

Value Added Tax
The Council accounts for Value Added Tax on the cash basis.
Property Plant and Equipment

Land and buildings held for use in the production or supply of pgoods and services, or for
administrative purposes, are stated in the Statement of Financial Position at their original cost
amounts, less any subsequent accumulated depreciation,

All land and buildings recorded in the Municipality’s asset register shall be revalued when the
Council is of the opinion that economic conditions have had a substantial impact on the value of land
and buildings within the municipal area. Under such circumstances a sworn valuer will be
appointed to perform a valuation of all land and buildings.

Increases in the carrying amount arising on revaluation of land and buildings will be credited to a
Revaluation Reserve in the Statement of Changes in Net Assets, Decreases that offset previous
increases of the same asset will be charged against the Revaluation Reserve directly in the Statement of
Changes in Net Assets; all other decreases are charged to the Statement of Financial Performance.
Each year the difference between depreciation based on the revalued carrying amount of the asset
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will be charged to the Statement of Financial Performance and depreciation based on the assel’s
original cost will be transferred from the Revaluation Reserve to the Accumulated Surplus/ (Deficit).

Depreciation on revalued land and buildings will be charged to the Statement of Financial
Performance., On the subsequent sale or retirement of a revalued property, the attributable
revaluation surplus remaining in the Revaluation Reserve will be transferred directly to the
accumulated surplus / deficit.

Incomplete construction work is stated at historic cost. Depreciation only commences when the asset
is commissioned into use.

All other property, plant and equipment are stated at historical cost less depreciation. Historical cost
includes professicnal fees and, for qualifying assets, borrowing costs capitalised in accordance with
the Municipality’s accounting policy.

Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as
appropriate, only 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. The cairying
amount of a replaced part is derecognised. Al other repairs and maintenance are charged to the
Statement of Financial Performance during the financial period in which they are incurred.

Depreciation is charged so as to write off the cost or valuation of assets, other than land and
buildings under construction over their estimated useful lives, using the straight-line method. The
estimated useful lives, residual values and depreciation method are reviewed at each year end, with
the effect of any changes in estimate accounted for on a prospective basis. The depreciation rates are
based on the following guiding estimated useful lives:

Years Years
Infrastructure Other
Roads and Paving 10-20 Buildings 30
Pedestrian Malls 20 Specialist vehicles 20
Electricity 20-30 Other vehicles 5
Water 15-20 Office equipment 5-7
Sewerage 15-20 Furniture and fittings 7-10
Housing 30 Watercraft 15
Bins and containers 5-10
Community Specialised plant and
Improvements 30 Hquipment 1015
Recreational Facilities 20-30 Other plant and
Security 3-5 Equipment 2-5
Landfill sites 30

Gains and losses on disposals are determined by comparing the proceeds with the carrying amount
and ave recognised (net) in the Statement of Financial Performance.

The Minister of Finmnce has, tin terms of General notice 522 of 2007 exempted complinnce with the following
requirements of GAMAP 17 (Property, Plant and Equipment):

o Review of useful life of item of PPE recognised in the annual financial statements. [Paragraphs 53-61
and 77]

e Review of the deprecintion methed applied to PPE recognised in the annual financial statements.
[Paragraphs 62 and 77]
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o Impaivment of non-cash generating assets. [Paragraphs 64-69 and 75(e)(v) - (vi)]
o Impairiment of cash generating assels. [Paragraphs 63 and 75(e)(v) - (oi)]

Investment Property

Investment property, which is property held to earn rentals and/or for capital appreciation, is
measured initially at its cost. Subsequent to initial recognition investment properties will in future be
shown at fair value, based on periodic, but at least every three years, valuations by external
independent valuers. Gains or losses arising from changes in the fair value of investment property are
included in profit or loss for the period in which they arise.

The Minister of Finance Itas, in terms of General notice 522 of 2007 exempted complinnce with the following
requirements of AC 135 (Investuient Property):

e The entire standard to the extent that property is accounted for in terms of GAMAP 17,
® Disclosure of the fair value of investment property if the cost model is applied and where the
municipality has recognised investment property in terms of this standard. [Paragraphs 79(e)(i) - (iif)]

Intangible Assets

Intangible assets acquired separately are reported at cost less accumulated amortisation and
accumulated impairment losses. Amortisation is charged on a straight-line basis over their estimated
useful lives. The estimated useful life and amortisation method are reviewed at the end of each
annual reporting period, with the effect of any changes in estimate being accounted for on a
prospective basis,

The Minister of Finaice has, in terms of General notice 522 of 2007 exempted compliance with the following
requirements of AC 129 (Intangible assets) The entire standard except for the recognition, measurement and
disclosure of compufer software and website costs [SIC 32/AC 432] and all other costs are expensed.

Impairment of Tangible and Intangible Assels

At each Statement of Financial Position date the municipality reviews the carrying amounts of its
tangible and intangible assets to determine whether there is any indication that those assets have
suffered an impairment loss. If any such indication exists, the recoverable amount of the asset is
estimated in order to determine the extent of the impairment loss. Where it is not possible to estimate
the recoverable amount of an individual asset, the municipality estimates the recoverable amount of
the cash-generating unit to which the asset belongs.

Assets that have an indefinite useful life, for example goodwill, are not subject to amortisation and
are tested armually for impairment. Assets that are subject to amortisation are reviewed for
impairment whenever events or changes in circumstances indicate that the carrying amount may not
be recoverable. An impairment loss is recognised for the amount by which the asset’s carrying amount
exceeds its recoverable amount. The recoverable amount is the higher of an asset’s fair value less costs
to sell and value in use, For the purposes of assessing impairment, assets are grouped at the lowest
levels for which there are separately identifiable cash flows (cash-generating units). Non-financial
assets other than goodwill that suffered impairment are reviewed for possible reversal of the
impairment at each reporting date.

Where an impairment loss subsequently reverses, the carrying amount of the asset is increased to the
revised estimate of its recoverable amount, but so that the increased carrying amount does not
exceed the carrying amount that would have been determined had no impairment loss been
recognised for the asset in prior years. A reversal of an impairment loss is recognised immediately in
the Statement of Financial Performance, unless the asset is carried at a revalued amount, in which
case the reversal of the impairment is treated as a Revaluation Reserve increase.
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