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ACCOUNTING POLICIES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2010


1.
BASIS OF PRESENTATION

The annual financial statements have been prepared on an accrual basis of accounting and are in accordance with historical cost convention. The statement of cash flows is prepared using the direct method.
These annual financial statements have been prepared in accordance with Generally Recognised Accounting Practice (GRAP).  These accounting policies are consistent with those of the previous financial year.

The financial statements have been prepared in accordance with GRAP and where no GRAP statements existed the following statements were used in order of preference based on directives of Accounting Standards Board (ASB).
· GRAP (Issued but not yet effective)
· Generally  Acceptable Municipal Accounting Practice (GAMAP)

· International Public  Sector Accounting Standard Board (IPSASB)

· Financial Reporting Standards (IFRS)

· South African Generally Acceptable Accounting Practice (GAAP)

National Treasury issued gazette listed bellow and they make it compulsory for all high capacity municipalities to apply the following statement with exemption and they were complied with.

· General Notice 991 of 2005, issued in Government Gazette no. 28095 of 7 December 2005; and

· General Notice 992 of 2005, issued in Government Gazette no. 28095 of 15 December 2005.

The standards comprise of the following:

	No.
	Reference
	Topic

	
	
	

	1
	GRAP Framework
	Framework for the preparation and presentation of financial statements

	2
	GRAP 1
	Presentation of Financial Statements

	3
	GRAP 2
	Cash Flow Statements

	4
	GRAP 3
	Accounting Policies, Changes in Accounting Estimates and Errors

	5
	GRAP 4
	The Effects of Changes in Foreign Exchange Rates

	6
	GRAP 5
	Borrowing Costs

	7
	GRAP 6
	Consolidated and Separate Financial Statements

	8
	GRAP 7
	Investments in Associates

	9
	GRAP 8
	Interests in Joint Ventures

	10
	GRAP 9
	Revenue from Exchange Transactions

	11
	GAMAP.29 - .35, .39 - .54, .61(b) (iii), (vi), (viii), (ix) and .62(a) and (b)*
	Revenue

	12
	GRAP 10
	Financial Reporting in Hyperinflationary Economies

	13
	GRAP 11
	Construction Contracts

	14
	GRAP 12
	Inventories

	15
	GRAP 13
	Leases

	16
	GRAP 14
	Events After the Reporting Date

	17
	GRAP 16
	Investment Property

	18
	GRAP 17
	Property, Plant and Equipment

	19
	GRAP 19
	Provisions, Contingent Liabilities and Contingent Assets

	20
	GRAP 100
	Non-current Assets Held for Sale and Discontinued Operations

	21
	GRAP 101
	Agriculture

	22
	GRAP 102
	Intangible Assets

	23
	IGRAP 1**
	Applying the probability test on initial recognition of exchange revenue

	24
	IPSAS 20
	Related party disclosures

	25
	IFRS 3
	Business Combinations

	26
	IFRS 4
	Insurance Contracts

	27
	IFRS 6
	Exploration for and Evaluation of Mineral Resources

	28
	IFRS 7
	Financial instruments: Disclosures

	29
	IAS 12
	Income taxes

	30
	IAS 19
	Employee benefits

	31
	IAS 32
	Financial instruments: Presentation

	32
	IAS 39
	Financial instruments: Recognition and Measurement

	33
	SIC 21
	Income Taxes- Recovery of Revalued Non-Depreciable Assets

	34
	SIC 25
	Income Taxes – Changes in the Tax Status of an Entity or its Shareholders

	35
	SIC 29
	Service Concession Agreements – Disclosures

	36
	IFRIC 2
	Members’ Shares in Co-operative Entities and Similar Instruments

	37
	IFRIC 4
	Determining whether an Arrangement contains a Lease

	38
	IFRIC 9
	Reassessment of Embedded Derivatives

	39
	IFRIC 12
	Service Concession Arrangements

	40
	IFRIC 13
	Customer Loyalty Programmes

	41
	IFRIC 14
	IAS 19 - The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their Interaction

	42
	IFRIC 15
	Agreements for the Construction of Real Estate 

	43
	IFRIC 16
	Hedges in a Net Investment in a Foreign Operation

	44
	Directive 1
	Repeal of Existing Transitional Provisions in, and Consequential Amendments to, Standards of GRAP

	45
	Directive 2
	Transitional Provisions for the Adoption of Standards of GRAP by Public Entities, Municipal Entities and Constitutional Institutions

	46
	Directive 3
	Transitional Provisions for the Adoption of Standards of GRAP by High Capacity Municipalities

	47
	Directive 4
	Transitional Provisions for the Adoption of Standards of GRAP by Medium and Low Capacity Municipalities

	48
	Directive 5
	Determining the GRAP Reporting Framework

	49
	Directive 7
	The Application of Deemed Cost on the Adoption of Standards of GRAP

	50
	ASB guide 1
	Guideline on Accounting for Public Private Partnerships

	*      Refer to GRAP 9.45.

**
An entity first adopts the Standard of GRAP before it applies the related Interpretation of the Standards of GRAP. Therefore, IGRAP 1 is applicable if an entity applies GRAP 9 Revenue from exchange transactions.




Accounting policies for material transactions, events or conditions not covered by the above GRAP and GAMAP Standards have been developed in accordance with paragraph 7, 11 and 12 of GRAP 3.  These accounting policies and the applicable disclosures have been based on the South African Statements of Generally Accepted Accounting 
Practices (GAAP) including any interpretations of such Statements issued by the Accounting Practices Board (SAICA).
2.
USE OF ESTIMATES AND JUDGEMENTS

The preparation of these annual financial statements in conformity with GRAP requires management to make judgements, estimates and assumptions that affect the application of accounting policies and the reported amounts of assets, liabilities, income and expenses, actual results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis and revisions to the accounting estimates are recognised in the period in which the estimates are revised and in any future affected.
Information about significant areas of estimation uncertainty and critical judgements in applying accounting policies that have the most significant effect on the amounts recognised in the financial statements are included in the following notes:
Note 5   
- Leave pay accrual
Note 13 
- Consumer debtors- Provision for impairment rate. 
Note 32 
- Contingent liabilities

Note 12     - Inventories- Rate of provision for impairment.
Note 10 
-Depreciation- Estimated useful life (rate).
Note 10.1- Investment properties- Depreciation rates.
Note 11  
- Amortisation- Rates of amortisation. 
3.
PRESENTATION CURRENCY

These annual financial statements are presented in South African Rand.

4.
GOING CONCERN ASSUMPTION

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

5. 
Accumulated surplus
Government grant reserve

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

Non distributable reserve

The effects of actuarial gains/ (losses) resulting from employee benefits are recognised in the Non distributable reserve in the year in which they are incurred.
6.
PROPERTY, PLANT AND EQUIPMENT

Property, Plant and Equipment, is stated at cost, less accumulated depreciation and accumulated impairment. 
Heritage assets, which are culturally significant resources and which are shown at cost, are not depreciated owing to the uncertainty regarding their estimated useful lives but the useful life of some heritage assets is reviewed annually. Similarly, land is not depreciated as it is deemed to have an indefinite life.

The cost of an item of property, plant and equipment acquired comprises its purchase price, including import duties and non-refundable taxes, and any directly attributable cost incurred in the acquisition, establishment and installation of such assets so as to bring them to working condition for their intended use.
The cost of an item of property, plant and equipment acquired in exchange for a non-monetary asset or monetary assets, or a combination of monetary and non-monetary assets was measured at its fair value. If the acquired item could not be measured at its fair value, its cost was measured at the carrying amount of the asset given up.

Subsequent expenditure is capitalised when the recognition and measurement criteria of an asset are met. Land is recognised at historical cost.
The municipality maintains and acquires assets to provide a social service to the community with no intention of disposing the assets for any economic gain and thus a residual value of R1 is determined.
Property, plant and equipment (excluding land) are depreciated to a R1 value. Where there are residual values these are not material.

Infrastructural assets are recognised at component level and they are depreciated as listed below. 
Depreciation is calculated on depreciable amount, using the straight-line method over the estimated useful lives of the assets. Depreciation of assets commence when the asset is ready for its intended use. The annual depreciation rates are based on the following estimated asset lives as per asset management policy and they are reviewed annually:-
	 
	
	
	

	Item
	Average useful life (year)
	Item
	Average useful life (year)

	Infrastructure Assets
	 
	Community Assets
	 

	Electricity 
	20-30
	Building and other Assets
	30

	Roads
	15-60
	Landfill sites
	20-30

	Water 
	15-20
	Recreation Facilities
	20

	Gas
	0-20
	Others assets
	

	Sewage 
	15-20
	Buildings
	30

	Pedestrians Malls
	20
	Office equipment
	5-10

	Airports
	20
	Furniture and Fittings
	7-10

	Security Measures
	5
	Bins and containers
	5-10

	storm water 
	20-60
	Emergency equipment
	5-15

	Pipe works 
	10-100
	Motor Vehicles
	3-20

	Substations
	45
	Plant and Equipment
	2-15

	
	
	Others
	15-100


Assets held under finance leases are depreciated over their expected useful lives on the same basis as owned assets. If there is any no reasonable certainty that the municipality will obtain ownership by the end of the lease term, the asset is depreciated over the shorter of the lease term and its useful life.
The surplus / deficit arising on the disposal or retirement of an item of property, plant and equipment is determined as the difference between the sales proceeds and the carrying value and is recognised in the statement of financial performance.

Where the carrying amount of an item of property, plant and equipment is greater than the estimated recoverable amount, it is written down immediately to its recoverable amount and an impairment loss is charged to the statement of financial performance.
Library Books
Library books are expensed on purchase.

 6.  Investment properties

Investment property includes property (land or a building, or part of a building, or both land and buildings) held to earn rentals and/or for capital appreciation, rather than held to meet service delivery objectives, the production or supply of goods or services, or the sale of an asset in the ordinary course of operations.  
At initial recognition, the municipality measures investment property at cost including transaction costs (which is equivalent to Fair value) once it meets the definition of investment property. However, where an investment property was acquired through a non-exchange transaction (i.e. where it acquired the investment property for no or a nominal value).
Cost model
Investment properties are subsequently measured using the model method. Under cost model, investment property is carried at cost less depreciation any accumulated impairment loss 
Depreciation is calculated on the depreciable amount, using the straight-line method over the estimated useful lives of the assets. Components of assets that are significant in relation to the whole asset and that have different useful lives are depreciated separately. The annual depreciation rates are based on the following estimated average asset lives:

Depreciation is provided to write down the cost by equal installments over the useful life of the property, which is as follows:
	Item
	Average useful life (years)

	
	

	Land 
	Indefinite

	Buildings 
	50 


7.
INTANGIBLE ASSETS

An intangible asset is an identifiable, non-monetary asset without physical substance. Intangible assets are identifiable resources controlled by the municipality from which the municipality expects to derive future economic benefits or service potential.

The municipality recognizes an intangible asset in its statement of financial position only when it is probable that the expected future economic benefits or service potential that are attributable to the asset will flow to the municipality; and the municipality can measure the cost or fair value of the asset reliably.
Intangible assets are initially measured at cost and subsequently carried at cost less accumulated amortisation and accumulated impairment losses. Subsequent expenditure on capitalised intangible assets is capitalised only when it increases the future economic benefits embodied in the specific assets to which it relates. All other subsequent expenditure is expensed as incurred.

The useful lives of intangible assets are assessed to be either finite or indefinite and they are both reviewed annually. Amortisation is charged to the statement of financial performance on a straight -line basis over the estimated useful life of the asset. The estimated useful lives are as follows:
	Item 
	Average useful life

	
	

	Computer software
	5


Amortisation periods are assessed annually.

Intangible assets with an indefinite useful life are tested for impairment at each reporting date. Such intangible assets useful life is reviewed annually to keep abreast with the assumption of indefinite life thus are not amortised.
8.
INVESTMENTS

8.1
Financial instruments

Classification

The municipality classifies financial assets and financial liabilities into the following categories:

· Held-to-maturity 

· Loans and receivables 

· Available-for-sale 

·           Financial liabilities 
Classification depends on the purpose for which the financial instruments were obtained / incurred and takes place at initial recognition. Classification is re-assessed on an annual basis.
Recognition 

Financial assets and financial liabilities are initially recognized on the statement of financial position when the municipality becomes party to the contractual provisions of the instrument.
Financial instruments, which include listed government bonds, unlisted municipal bonds, fixed deposits and short-term deposits invested in registered commercial banks, are recorded initially at fair value and  transaction cost.
Changes in the fair value of financial instruments that are designated and effective as cash flow hedges are recognised directly in the statement of net assets. Amounts deferred in the statement of net assets are recognised in the statement of financial performance in the same period in which the hedged firm commitment or forecasted transaction affects net surplus/ (deficit).

Changes in the fair value of financial instruments that do not qualify for hedge accounting are recognised in the statement of financial performance or statement of changes in equity depending on the financial instrument affected as they arise.
8.2
Held-to-maturity investments

Held-to-maturity investments are non-derivative financial assets with fixed or determinable payments and fixed maturities that the municipality has the positive intention and ability to hold to maturity.

Held-to-maturity investments are subsequently measured at amortised cost using effective interest rate method.
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
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, transaction costs, and all other premiums or discounts. The realized gains/losses arising from the amortization process are recognized statement of financial performance for the year they incurred.
8.3     Loans and receivables 

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an active market. Loans and receivables are subsequently measured at amortized cost using the effective interest rate method.

Amortisation process results in the interest income which is recognised on the statement of financial performance in the period in which they arise.
8.4      Available for sale assets

Available-for-sale financial assets are those non-derivative financial assets that are designated as available for sale or are not classified as loans and receivables, held-to-maturity investments or financial assets at fair value through profit or loss.
Available-for-sale financial assets are subsequently measured at fair value with changes in fair value recognised in accumulated surplus/ (deficit)
Impairment of investments

The municipality asses at the end of every financial year whether the financial asset are impaired. Impairment losses occurs in the instances were future cash flow attributable to the investment cannot be measured reliably because of the following indications, An investment is considered impaired when the issuer has financial difficulty or breach of contract by the issuer or when it is probable that the borrower will get into financial difficulty to name but a few, therefore the investment is written down to recoverable amount and the effect is recognized in the surplus/deficit. Although the municipality has assed any indication there was no evidence that financial asset was impaired except for consumer debtors.
8.5    Financial liabilities

Other financial liabilities are subsequently measured at amortized cost using the effective interest method
8.6    De-recognition

Financial assets

A financial asset is de-recognized where the contractual rights to receive cash flow from the asset have expired, or the municipality has transferred the asset and the transfer qualifies for de-recognition. A transfer qualifying for de-recognition occurs when the municipality transfers the contractual rights to receive the cash flows of the financial asset. Where the municipality has transferred its rights to the cash flows from an asset and has neither transferred nor retained substantially all the risks and rewards of the asset nor transferred control of the asset, the asset is recognized to the extent of the municipality’s continuing involvement in the asset.

Financial liabilities

A financial liability is derecognized when the obligation specified in the contract is discharged, cancelled or expired.
9.
INVENTORIES

Inventories include consumables stores, maintenance materials, spare parts for plant, equipment and land or property held for sale during the course of business. Inventories are initially recognised at cost. Cost are generally referred to as purchase price, development cost, Conversion cost and other costs incurred in bringing the inventories to their present location and condition.  Weighted average has been adopted as the cost formula for the inventory of the municipality and items of inventory are written down to the lower of cost and net realisable value.
When inventories are sold, exchanged or distributed the carrying amount of those inventories shall be recognised as an expense in the period in which the related revenue is recognised. If there is no related revenue, the expense is recognised when goods are distributed or related service is rendered.
The amount of any write-down of inventories and all losses of inventories shall be recognised as an expense in the period the write-down or loss occurs. The amount of any write-down of inventories, arising from an increase in the net realisable value, shall be recognised as a reduction in the amount of inventories recognised as an expense in the period in which the reversal occurs.
10.
ACCOUNTS RECEIVABLE

Consumer debtors, other debtors and receivables are recognised initially at fair value and subsequently measured at amortised cost using the effective interest method, less provision for impairment. A provision for impairment of accounts receivable is established when there is objective evidence that the municipality will not be able to collect all amounts due according to the original terms of the receivables.
Accounts receivable are carried at anticipated realisable value.  An estimate is made for doubtful receivables based on a review of all outstanding amounts at year-end.  Bad debts are written off during the year in which they are identified.   Amounts that are receivable within 12 months from the reporting date are classified as current. And any amount outstanding for more than 120 days is deemed doubtful.
11. 
 ACCOUNTS PAYABLE
Consumer deposits, creditors and sundry creditors are initially stated at their nominal value and subsequently measured at amortised cost
12.
Revenue from exchange transactions 
Revenue from exchange transactions refers to revenue that accrued to the municipality directly in return for services rendered /goods sold, the value of which approximates the consideration received or receivable. Revenue is the gross inflows of economic benefits or service potential during the reporting period when those inflows result in increases in net assets, other than increases relating to contributions from owners. Revenue is measured at the fair value of the consideration received or receivable. When the inflow of cash or cash equivalents is deferred and the fair value of the consideration is less than the nominal amount of cash received or receivable, the arrangement effectively constitutes a financing transaction. The fair value of the consideration is determined by discounting all future receipts using an imputed rate of interest. The imputed rate of interest is the more clearly determinable of either:

• The prevailing rate for a similar instrument of an issuer with a similar credit rating; or

• A rate of interest that discounts the nominal amount of the instrument to the current cash sales price of the goods or services.

The difference between the fair value and the nominal amount of the consideration is recognised as interest revenue. 

Service charges relating to electricity and water are based on consumption. Meters are read on a periodic basis and revenue is recognised when invoiced. Provisional estimates of consumption are made monthly when meter readings have not been performed and are based on the consumption history. The provisional estimates of consumption are recognised as revenue when invoiced. Adjustments to provisional estimates of consumption are made in the invoicing period when meters have been read. These adjustments are recognised as revenue in the invoicing period. There are areas within the municipality  were an un-metered water tariff is applied based on estimated consumption as per promulgated tariffs. Revenue for these is recognised when invoiced.

Revenue from the sale of electricity prepaid meter cards is recognised at the point of sale.

Service charges relating to refuse removal are recognised on a monthly basis in arrears by applying the approved tariff to each property. Tariffs are determined per category of property size, and are levied monthly. 

Service charges from sewerage and sanitation are based on the number of sewerage connections on each developed property using the tariffs approved from Council and are levied monthly.

Interest revenue is recognised on a time proportion basis.

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

Revenue arising from the application of the approved tariff of charges is recognised when the relevant service is rendered by applying the relevant gazetted tariff. This includes the issuing of licences and permits. Income for agency services is recognised on a monthly basis once the income collected on behalf of agents has been quantified. The income recognised is in terms of the agency agreement.
Revenue from the sale of goods is recognised when the following conditions have been satisfied:

·  Municipality has transferred to the buyer the significant risks and rewards of    ownership. The municipality retains neither continuing managerial involvement to the degree usually associated with ownership nor effective control over the goods sold.

· The amount of revenue can be measured reliably.

· It is probable that the economic benefits or service potential associated with the transaction will flow to the municipality.

· The costs incurred or to be incurred in respect of the transaction can be measured reliably
12.1.   Revenue from non-recognised transactions
Revenue from non-exchange transactions refers to transactions where the municipality received revenue from another entity without directly giving approximately equal value in exchange. Revenue from non-exchange transactions is generally recognised to the extent that the related receipt or receivable qualifies for recognition as an asset and there is no liability to repay the amount.

Revenue from property rates is recognised when the legal entitlement to this revenue arises. 

Collection charges are recognised when such amounts are legally enforceable. Penalty interest on unpaid rates is recognised on a time proportion basis.

Fines constitute both spot fines and summonses. Revenue from spot fines and summonses is recognised when payment is received, together with an estimate of fines that will be received based on past experience of amounts collected. 
Revenue from public contributions and donations is recognized when all conditions associated with the contribution have been met or where the contribution is to finance property, plant and equipment, when such items of property, plant and equipment qualifies for recognition and first becomes available for use by municipality. Where public contributions have been received but the municipality has not met the related conditions, a de889ferred income (liability) is recognized.

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

Revenue from the recovery of unauthorised, irregular, fruitless and wasteful expenditure is based on legislated procedures, including those set out in the Municipal Finance Management Act (Act No.56 of 2003) and is recognised when the recovery thereof from the responsible councillors or officials is virtually certain.
13.
CONDITIONAL GRANTS AND RECEIPTS

Revenue received from conditional grants, donations and funding are recognised as revenue to the extent that the Municipality has complied with any of the criteria, conditions or obligations embodied in the agreement.  To the extent that the criteria, conditions or obligations have not been met a liability is recognised.
14. 
PROVISIONS AND CONTENGINCIES 
Contingent assets and contingent liabilities are not recognized. Contingent liabilities are disclosed in note 32.
Provisions are recognised when the Municipality has a present or constructive obligation as a result of past events, it is probable that an outflow of resources embodying economic benefits will be required to settle the obligation and a reliable estimate of the provision can be made.  Provisions are reviewed at reporting sheet date and adjusted to reflect the current best estimate. Non-current provisions are discounted to the present value using a discount rate based on the average cost of borrowing to the Municipality.

a. Leave Provision
 Liabilities for annual leave are recognized as they accrue to employees. The liability is based on the total accrued leave days at year end. The movement to the leave is accounted for in the statement of financial performance. 
b. Long services award Provision (employee benefits)

The present value of the Long services award 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 include the discount rate, inflation rate, average  retirement age to name but a few. Any changes in these assumptions will impact on the carrying amount long service award obligations.

 The short term portion (benefits paid and finance cost) of the long service award is expensed. The actuarial gains/losses are recognized in the surplus/deficit for the year.
c. ​Gratuity payments provision
The fund was established in terms of an executive resolution on 30/06/86.The liability is based on the pro-rata as stipulated on the resolution. Some employees who were not entitled to any employee benefits because they were considered casualties (Non- whites had to work for a minimum of ten years to be considered permanent employees) have to be compensated a pro-rata on the basis of the amount of years they have been appointed as permanent or before. The amount is due to the employees on retirement or payable to the spouse as a gratuity payment.
15.
CASH AND CASH EQUIVALENTS

Cash includes cash on hand and cash with banks.  Cash equivalents are short-term highly liquid investments that are held with registered banking institutions with maturities of three months or less and are subject to an insignificant risk of change in value.

For the purposes of the cash flow statement, cash and cash equivalents comprise cash on hand, deposits held on call with banks and investments in financial instruments, net of bank overdrafts.

Bank overdrafts are recorded based on the facility utilised.  Finance charges on bank overdraft are expensed as incurred.
16.
UNAUTHORISED EXPENDITURE

Unauthorised expenditure is expenditure that has not been budgeted, expenditure that is not in terms of the conditions of an allocation received from another sphere of government, municipality or organ of state and expenditure in the form of a grant that is not permitted in terms of the Municipal Finance Management Act (Act No.56 of 2003).  Unauthorised expenditure is accounted for as an expense in the Statement of Financial Performance and where recovered, it is subsequently accounted for as revenue in the Statement of Financial Performance.

17.
IRREGULAR EXPENDITURE

Irregular expenditure is expenditure that is contrary to the Municipal Finance Management Act (Act No.56 of 2003), the Municipal Systems Act (Act No.32 of 2000), and the Public Office Bearers Act (Act No. 20 of 1998) or is in contravention of the Municipality’s supply chain management policy.  Irregular expenditure excludes unauthorised expenditure.   Irregular expenditure is accounted for as expenditure in the Statement of Financial Performance and where recovered, it is subsequently accounted for as revenue in the Statement of Financial Performance.

18.
FRUITLESS AND WASTEFUL EXPENDITURE

Fruitless and wasteful expenditure is expenditure that was made in vain and would have been avoided had reasonable care been exercised.  Fruitless and wasteful expenditure is accounted for as expenditure in the Statement of Financial Performance and where recovered, it is subsequently accounted for as revenue in the Statement of Financial Performance.

19.
COMPARATIVE INFORMATION

19.1 
Current year comparatives:

Budgeted amounts have been included in the annual financial statements for the current financial year.
19.2
 Prior year comparatives:

When the presentation or classification of items in the annual financial statements is amended, prior period comparative amounts are reclassified. The nature and reason for the reclassification is disclosed.
20.
LEASES

The Municipality as Lessee

Leases are classified as finance leases where substantially all the risks and rewards associated with ownership of an asset are transferred to the municipality.  Property, plant and equipment subject to finance lease agreements are capitalised at their cash cost equivalent and the corresponding liabilities are raised. The cost of the item of property, plant and equipment is depreciated at appropriate rates on the straight-line basis over its estimated useful life. In instances where there is no reasonable certainty that entity will not obtain ownership by the end of the lease term the asset is depreciated over shorter of the lease term and useful life.  Lease payments are allocated between the lease finance cost and the capital repayment using the effective interest rate method. Lease finance costs are expensed when incurred.

Leases where the lessor retains substantially all the risks and rewards of ownership are classified as operating leases. Rental expenses from operating leases are recognised on a straight-line basis over the term of the relevant lease.
The Municipality as Lessor

Assets leased to third parties under operating leases are included in property, plant and equipment in the statement of financial position. These assets are depreciated over their expected useful lives on a basis consistent with similar owned property, plant and equipment.
Rental income and expenses from operating leases is recognised on a straight-line basis over the term of the relevant lease.
21.
RETIREMENT BENEFITS

The municipality contribute to retirement benefit plans and after retirement contributions to medical aid funds

i)
Defined benefit plans

The defined benefit funds, which are administered an independent administrators, are actuarially valued triennially on the projected unit credit method basis. The actuarial gain/losses are recognised in full in the year they incurred and they are recorded in   the statement of net assets.  Deficits identified are recognised as a liability and are recovered through lump sum payments or increased future contributions on a proportional basis to all participating municipalities.
ii) 
Defined contribution plans

The contributions to fund obligations for the payment of retirement benefits are charged to the statement of financial performance in the same period as the related service is provided.
iii) 
Post-retirement medical benefits

The Municipality provides post-retirement medical benefits to ex-employees. These benefits are charged to the statement of financial performance in the year of payment. The expected costs of these are accrued over the period of employment. Independent actuaries carry out valuations of these obligations.

The municipality offered employees and continuation member the opportunity of belonging to one of several medical aid schemes, most of which offer range of options pertaining to levels of cover. Upon retirement, an employee may continue membership of the medical scheme. Upon a member’s death –in-service or death-in-retirement, the surviving dependents may continue membership of the scheme.
22.
BORROWING COSTS
- - 8 - -
Borrowing costs are capitalized for qualifying assets and the others are recognised as an expense in the statement of financial performance in the period in which incurred.
23.    
 INTERNAL FINANCING OF PROPERTY, PLANT AND EQUIPMENT

In order to finance the provision of infrastructure and other items of property, plant and equipment, amounts are provided from cash surpluses generated.

24. 
RELATED PARTIES

Municipalities and Individuals as well as their close family members, and/or entities are related parties if one party has the ability, directly or indirectly, to control or jointly control the other party or exercise significant influence over the other party in making financial and/or operating decisions. Key management personnel of the municipality are those persons, directly and indirectly, having authority and responsibility for planning, directing and controlling the activities of the municipality. The key management is defined as the Municipal Manager, Chief Financial officer and all other managers reporting directly to the Municipal manager or as designated by the Municipal Manager.

Any payment made to key management personnel and councillors other than their monthly remuneration will be disclosed appropriate.

25.  
VALUE ADDED TAX

The Municipality accounts for value added taxation on a receipt basis.
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