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DIHLABENG LOCAL MUNICIPALITY 

ACCOUNTING POLICY 

1. Presentation of Annual Financial Statements 

The annual financial statements have been prepared in accordance with South African 

Statements of Generally Recognised Accounting Practice (GRAP). 

A summary of the significant accounting policies, which have been consistently applied, are 

disclosed below. 

The accounting policies are applied consistent with those used to present the previous year’s 

financial statements, unless explicitly stated. The details of any changes in accounting policies 

are explained in the relevant policy. 

The standards included in the GRAP reporting framework, as determined in Directive 5 as 

issued by the Accounting Standards Board, are summarised as follows: 

 
Standard  Title of Standard 
GRAP 1  Presentation of Financial Statements 
GRAP 2  Cash Flow Statements 
GRAP 3  Accounting Policies, Changes in Accounting Estimates and Errors 
GRAP 4  The Effects of changes in Foreign Exchange Rates 
GRAP 5  Borrowing Costs 
GRAP 6  Consolidated and Separate Financial Statements 
GRAP 7  Investments in Associate 
GRAP 8  Interest in Joint Ventures 
GRAP 9  Revenue from Exchange Transactions 
GRAP 10  Financial Reporting in Hyperinflationary Economies 
GRAP 11  Construction Contracts 
GRAP 12  Inventories 
GRAP 13  Leases 
GRAP 14  Events after the reporting date 
GRAP 16  Investment Property 
GRAP 17  Property Plant and Equipment 
GRAP 19  Provisions, Contingent Liabilities and Contingent Assets 
GRAP 100  Non-current Assets held for Sale and Discontinued Operations 
GRAP 101  Agriculture 
GRAP 102  Intangible Assets 
IFRS 3 (AC 140) Business Combinations 
IFRS 4 (AC 141) Insurance Contracts 
IFRS 6 (AC 143) Exploration for and Evaluation of Mineral Resources 
IFRS 7 (AC 144) Financial Instruments: Disclosures 
IAS 12 (AC 102) Income Taxes 
IAS 19 (AC 116)  Employee Benefits 
IAS 32 (AC 125)  Financial Instruments: Presentation 
IAS 36 (AC 128)  Impairment of Assets 
IAS 39 (AC 133)  Financial Instruments: Recognition and Measurement 
 
Accounting policies for material transactions, events or conditions not covered by the GRAP 
reporting framework, as detailed above, have been developed in accordance with paragraphs 
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7, 11 and 12 of GRAP 3 and the hierarchy approved in Directive 5, as issued by the 
 accounting Standards Board. 

1.1 Significant judgements and sources of estimation uncertainty 

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

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

 
The municipality assesses its trade receivables, held to maturity investments and loans and 
receivables for impairment at each statement of financial position date. In determining whether 
an impairment loss should be recorded in the statement of financial performance, the 
municipality makes judgements as to whether there is observable data indicating a 
measurable decrease in the estimated future cash flows from a financial asset. 
 
The impairment for trade receivables, held to maturity investments and loans and receivables 
is calculated on a portfolio basis, based on historical loss ratios, adjusted for national and 
industry-specific economic conditions and other indicators present at the reporting date that 
correlate with defaults on the portfolio. These annual loss ratios are applied to loan balances 
in the portfolio and scaled to the estimated loss emergence period. 

 
Allowance for slow moving, damaged and obsolete stock 

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

 
Fair value estimation 

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

 
The fair value of financial instruments that are not traded in an active market (for example, 
over-the counter derivatives) is determined by using valuation techniques. The municipality 
uses a variety of methods and makes assumptions that are based on market conditions 
existing at each statement of financial position date.  

 
Quoted market prices or dealer quotes for similar instruments are used for long-term debt. 
Other techniques, such as estimated discounted cash flows, are used to determine fair value 
for the remaining financial instruments. The fair value of interest rate swaps is calculated as 
the present value of the estimated future cash flows. The fair value of forward foreign 
exchange contracts is determined using quoted forward exchange rates at the statement of 
financial position date.  

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

The recoverable amounts of cash-generating units and individual assets have been 
determined based on the higher of value-in-use calculations and fair values. These 
calculations require the use of estimates and assumptions. It is reasonably possible that the 
[name a key assumption] assumption may change which may then impact our estimations and 
may then require a material adjustment to the carrying value of goodwill and tangible assets.  

 
Provisions 

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

 
Post retirement benefits 

 
Payments to defined contribution retirement benefit plans are charged to the Statement of 
Financial Performance as they fall due. Payments made to industry managed (or state plans) 
retirement benefit schemes are dealt with as defined contribution plans where the 
municipality’s obligation under the scheme is equivalent to those arising in a defined 
contribution retirement benefit plan. The retirement benefits are calculated in accordance with 
the rules of the funds. Full actuarial valuations are performed on a regular basis on defined 
benefits contribution plans, unless exemption to do so has been obtained from the Registrar of 
Pension Funds. 

 
The Municipality provides certain post retirement medical benefits by funding the medical aid 
contributions of certain retired members of the municipality. According to the rules of the 
medical aid funds, with which the municipality is associated, a member (who is on the current 
conditions of service), on retirement, is entitled to remain a continued member of such medical 
aid fund, in which case the member is liable for 40% of the medical aid membership fee, and 
the Council for the remaining 60%. The medical aid contributions are charged to the 
Statement of Financial Performance as they fall due. The additional cost effect of defined 
benefit retirement funds is immaterial and the costs thereof are charged to the Statement of 
Financial Performance as they fall due. The Municipality’s net obligation in respect of post 
retirement plans are calculated separately for each plan by estimating the amount of future 
benefits that employees have earned in return for their service in the current and prior periods 
whereby that benefit is discounted to determine its present value. The actuarial valuation is 
performed by an independent qualified actuary on a regular basis using the projected unit 
credit method. When the calculation results in a benefit to the municipality, the recognised 
asset is limited to the net total of any unrecognised past service costs and the present value of 
any future refunds from the plan or reductions in future contributions to the plan. The actuarial 
gain is transacted in full in the Statement of Financial Performance and not calculated and 
accounted for  according to the "corridor" method.  

 
When the benefits of a plan are improved, the portion of the increased benefit relating to past 
service by employees is recognised in the Statement of Financial Performance on a straight 
line basis over the average period until the benefits become vested. When the benefits 
become vested, the expense is recognised immediately in the Statement of Financial 
Performance. 

 
Effective interest rate 

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

 

1.2 Investment property 
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Investment property is recognised as an asset when, and only when, it is probable that the future 
economic benefits that are associated with the investment property will flow to the enterprise, and the 
cost of the investment property can be measured reliably.  
 
Investment property is initially recognised at cost. Transaction costs are included in the initial 
measurement. 
 
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. 
 
Fair value 
 
Subsequent to initial measurement investment property is measured at fair value. A gain or loss 
arising from a change in fair value is included in net surplus or deficit for the period in which it arises. 
 
1.3 Property, plant and equipment 
 
Initial Recognition 
 
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 year. Items of property, plant and 
equipment are initially recognized as assets on acquisition date and are initially recorded 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 the municipality. Trade discounts and rebates are deducted in arriving at the cost. The 
cost also includes the necessary costs of dismantling and removing the asset and restoring the site on 
which it is located. The cost of an item of property, plant and equipment is recognised as an asset 
when: 

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

 the cost of the item can be measured reliably. 
 
Costs include costs incurred initially to acquire or construct an item of property, plant and equipment 
and costs incurred subsequently to add to, replace part of, or service it. If a replacement cost is 
recognised in the carrying amount of an item of property, plant and equipment, the carrying amount of 
the replaced part is derecognised. 
The initial estimate of the costs of dismantling and removing the item and restoring the site on which it 
is located is also included in the cost of property, plant and equipment. 
 
Subsequent Measurement - Cost Model 
 
Subsequent to initial recognition, items of property, plant and equipment are measured at cost less 
accumulated depreciation and impairment losses. Land is not depreciated as it is deemed to have an 
indefinite useful life. 
 
Property, plant and equipment is carried at cost less accumulated depreciation and any impairment 
losses. 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: 
 
Item        Average useful life 
 
Land 

 Land       Infinite 
Buildings 
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 Buildings       30 
Infrastructure 

 Roads and Paving      10 - 30 

  Pedestrian Malls      20 

  Electricity       10 - 30 

  Water       15 - 20 

  Sewerage       15 - 40 

  Security       3 - 5 
Community 

 Buildings       30 

 Recreational Facilities     20 

 Landfill Sites      50 
Other property, plant and equipment 

 Buildings       30 

 Specialists Vehicles     10 

 Other Vehicles      3 - 20 

 Office Equipment      3 - 5 

 Furniture & Fittings      7 -10 

 Watercraft       15 

 Bins and Containers    5 

 Specialised Plant and equipment    5 - 15 

 Other items of plant and equipment    5 
 
The residual value and the useful life of each asset are reviewed at each financial period-end. 
 
Each part of an item of property, plant and equipment with a cost that is significant in relation to the 
total cost of the item shall be depreciated separately. 
 
The depreciation charge for each period is recognised in surplus or deficit unless it is included in the 
carrying amount of another asset. 
 
 
The gain or loss arising from the derecognition of an item of property, plant and equipment is included 
in surplus or deficit when the item is derecognised. The gain or loss arising from the derecognition of 
an item of property, plant and equipment is determined as the difference between the net disposal 
proceeds, if any, and the carrying amount of the item. The municipality tests for impairment where 
there is an indication that an asset may be impaired. An assessment of whether there is an indication 
of possible impairment is done at each reporting date. Where the carrying amount of an item of 
property, plant and equipment is greater than the estimated recoverable amount (or recoverable 
service amount), it is written down immediately to its recoverable amount (or recoverable service 
amount) and an impairment loss is charged to the Statement of Financial Performance. 
 
Derecognition 
 
Items of Property, plant and equipment are derecognised when the asset is disposed of or when there 
are no further economic benefits or service potential expected from the use of the asset. The gain or 
loss arising 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. 
 
1.4 Intangible assets 
 
An asset is identified as an intangible asset when it: 

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

 arises from contractual rights or other legal rights, regardless whether those rights are transferable 
or separate from the municipality or from other rights and obligations. 
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An intangible asset is recognised when: 

 it is probable that the expected future economic benefits that are attributable to the asset will flow 
to the entity; and 

 the cost of the asset can be measured reliably. 
 
Intangible assets are initially recognised at cost. 
 
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: 
 

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

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

 there is an ability to use or sell it. 

 it will generate probable future economic benefits. 

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

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

Intangible assets are carried at cost less any accumulated 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. Amortisation is not provided for these intangible assets. 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 every period-
end.  
 
Reassessing the useful life of an intangible asset with a definite 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.  
 
Amortisation is provided to write down the intangible assets, on a straight line basis, to their residual 
values as follows: 
 
Item        Useful life 
 
Computer software      3 years 
Website development costs     3 years 
 
1.5 Financial instruments 
 
Classification 
 
The municipality classifies financial assets and financial liabilities into the following categories: 

 Loans and receivables 

 Financial liabilities at fair value through surplus or deficit 

 Financial liabilities measured at amortised cost 
 

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, except for 
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derivatives and financial assets designated as at fair value through surplus or deficit, which shall not 
be classified out of the fair value through surplus or deficit category. 
 
Initial recognition and measurement 
 
Financial instruments are recognised initially when the municipality becomes a party to the contractual 
provisions of the instruments. 
 
The municipality classifies financial instruments, or their component parts, on initial recognition as a 
financial asset, a financial liability or an equity instrument in accordance with the substance of the 
contractual arrangement. 
 
Financial instruments are measured initially at fair value, except for equity investments for which a fair 
value is not determinable, which are measured at cost and are classified as available-for-sale financial 
assets. 
 
For financial instruments which are not at fair value through surplus or deficit, transaction costs are 
included in the initial measurement of the instrument. 
 
Transaction costs on financial instruments at fair value through surplus or deficit are recognised in 
surplus or deficit. 
 
 
 
Subsequent measurement 
 
Financial instruments at fair value through surplus or deficit are subsequently measured at fair value, 
with gains and losses arising from changes in fair value being included in surplus or deficit for the 
period. 
 
Net gains or losses on the financial instruments at fair value through surplus or deficit dividends and 
interest.  
 
Dividend income is recognised in surplus or deficit as part of other income when the municipality's 
right to receive payment is established. 
 
Loans and receivables are subsequently measured at amortised cost, using the effective interest 
method, less accumulated impairment losses. 
 
Financial liabilities at amortised cost are subsequently measured at amortised cost, using the effective 
interest method. 
 
Fair value determination 
 
The fair values of quoted investments are based on current bid prices. If the market for a financial 
asset is not active (and for unlisted securities), the municipality establishes fair value by using 
valuation techniques. These include the use of recent arm’s length transactions, reference to other 
instruments that are substantially the same, discounted cash flow analysis, and option pricing models 
making maximum use of market inputs and relying as little as possible on entity-specific inputs. 
 
Impairment of financial assets 
 
At each end of the reporting period the municipality assesses all financial assets, other than those at 
fair value through surplus or deficit, to determine whether there is objective evidence that a financial 
asset or group of financial assets has been impaired. 
 
For amounts due to the municipality, significant financial difficulties of the debtor, probability that the 
debtor will enter bankruptcy and default of payments are all considered indicators of impairment.  
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In the case of equity securities classified as available-for-sale, a significant or prolonged decline in the 
fair value of the security below its cost is considered an indicator of impairment. If any such evidence 
exists for available-for-sale financial assets, the cumulative loss - measured as the difference between 
the acquisition cost and current fair value, less any impairment loss on that financial asset previously 
recognised in surplus or deficit - is removed from equity as a reclassification adjustment in other 
comprehensive income and recognised in surplus or deficit. 
 
Impairment losses are recognised in surplus or deficit. 
 
Impairment losses are reversed when an increase in the financial asset's recoverable amount can be 
related objectively to an event occurring after the impairment was recognised, subject to the restriction 
that the carrying amount of the financial asset at the date that the impairment is reversed shall not 
exceed what the carrying amount would have been had the impairment not been recognised. 
 
Reversals of impairment losses are recognised in surplus or deficit except for equity investments 
classified as available-for sale. 
 
Impairment losses are also not subsequently reversed for available-for-sale equity investments which 
are held at cost because fair value was not determinable. 
 
Where financial assets are impaired through use of an allowance account, the amount of the loss is 
recognised in surplus or deficit within operating expenses. When such assets are written off, the write 
off is made against the relevant allowance account. Subsequent recoveries of amounts previously 
written off are credited against operating expenses. 
 
Trade and other receivables 
 
Trade receivables are measured at initial recognition at fair value, and are subsequently measured at 
amortised cost using the effective interest rate method. Appropriate allowances for estimated 
irrecoverable amounts are recognised in surplus or deficit when there is objective evidence that the 
asset is impaired. Significant financial difficulties of the debtor, probability that the debtor will enter 
bankruptcy or financial reorganisation, and default or delinquency in payments (more than 30 days 
overdue) are considered indicators that the trade receivable is impaired. The allowance recognised is 
measured as the difference between the asset’s carrying amount and the present value of estimated 
future cash flows discounted at the effective interest rate computed at initial recognition. 
 
The carrying amount of the asset is reduced through the use of an allowance account, and the amount 
of the deficit is recognised in surplus or deficit within operating expenses. When a trade receivable is 
uncollectible, it is written off against the allowance account for trade receivables. Subsequent 
recoveries of amounts previously written off are credited against operating expenses in surplus or 
deficit.  
 
Trade and other receivables are classified as loans and receivables. 
 
Trade and other payables 
 
Trade payables are initially measured at fair value, and are subsequently measured at amortised cost, 
using the effective interest rate method. 
 
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 a known amount of cash and are subject to an 
insignificant risk of changes in value. These are initially and subsequently recorded at fair value. 
 
Bank overdraft and borrowings 
 
Bank overdrafts and borrowings are initially measured at fair value, and are subsequently measured at 
amortised cost, using the effective interest rate method. Any difference between the proceeds (net of 
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transaction costs) and the settlement or redemption of borrowings is recognised over the term of the 
borrowings in accordance with the municipality’s accounting policy for borrowing costs. 
 
Financial liabilities and equity instruments 
 
Financial liabilities are classified according to the substance of contractual agreements entered into. 
Trade and other payables are stated at their nominal value. Equity instruments are recorded at the 
amount received, net of direct issue costs. 
 
Gains and losses 
 
A gain or loss arising from a change in a financial asset or financial liability is recognised as follows: 
 

 A gain or loss on a financial asset or financial liability classified as at fair value through surplus or 
deficit is recognised in surplus or deficit; 

 For financial assets and financial liabilities carried at amortised cost, a gain or loss is recognised in 
surplus or deficit when the financial asset or financial liability is recognised or impaired, and 
through the amortisation process. 
 

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

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

 the municipality retains the right to receive cash flows from the asset, but has assumed an 
obligation to pay them in full without material delay to a third party under a ‘pass-through’ 
arrangement; or 

 the municipality has transferred its rights to receive cash flows from the asset and either 
 
- has transferred substantially all the risks and rewards of the asset, or 
- has neither transferred nor retained substantially all the risks and rewards of the asset, but has 
transferred control of the asset. 
 

Where the municipality has transferred its rights to receive 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 recognised to the extent of the municipality’s continuing involvement in the 
asset. Continuing involvement that takes the form of a guarantee over the transferred asset is 
measured at the lower of the original carrying amount of the asset and the maximum amount of 
consideration that the municipality could be required to repay. Where continuing involvement takes the 
form of a written and/or purchased option (including a cash-settled option or similar provision) on the 
transferred asset, the extent of the municipality’s continuing involvement is the amount of the 
transferred asset that the municipality may repurchase, except that in the case of a written put option 
(including a cash-settled option or similar provision) on an asset measured at fair value, the extent of 
the municipality’s continuing involvement is limited to the lower of the fair value of the transferred 
asset and the option exercise price. 
 
Financial liabilities 
 
A financial liability is derecognised when the obligation under the liability is discharged, cancelled or 
expires. Where an existing financial liability is replaced by another from the same lender on 
substantially different terms, or the terms of an existing liability are substantially modified, such an 
exchange or modification is treated as a derecognition of the original liability and the recognition of a 
new liability, and the difference in the respective carrying amounts is recognised in surplus or deficit. 
 
Impairment of financial assets 
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The municipality assesses at each statement of financial position date whether a financial asset or 
group of financial assets is impaired. 
 
Assets are carried at amortised cost. 
 
If there is objective evidence that an impairment loss on loans and receivables carried 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 (ie the 
effective interest rate computed at initial recognition). The carrying amount of the asset shall be 
reduced either directly or through the use of an allowance account. The amount of the loss shall be 
recognised in surplus or deficit. The municipality first assesses whether objective evidence of 
impairment exists individually for financial assets that are individually significant, and individually or 
collectively for financial assets that are not individually significant. If it is determined that no objective 
evidence of impairment exists for an individually assessed financial asset, whether significant or not, 
the asset is included in a group of financial assets with similar credit risk characteristics and that group 
of financial assets is collectively assessed for impairment. Assets that are individually assessed for 
impairment and for which an impairment loss is or continues to be recognised are not included in a 
collective assessment of impairment. 
 
1.6 Leases 
 
A lease is classified as a finance lease if it transfers substantially all the risks and rewards incidental to 
ownership. A lease is classified as an operating lease if it does not transfer substantially all the risks 
and rewards incidental to ownership. 
 
Finance leases – lessee 
 
Finance leases are recognised as assets and liabilities in the statement of financial position at 
amounts equal to the fair value of the leased property or, if lower, the present value of the minimum 
lease payments. The corresponding liability to the lessor is included in the statement of financial 
position as a finance lease obligation.  
 
The discount rate used in calculating the present value of the minimum lease payments is the interest 
rate implicit in the lease.  
 
The lease payments are apportioned between the finance charge and reduction of the outstanding 
liability. The finance charge is allocated to each period during the lease term so as to produce a 
constant periodic rate of on the remaining balance of the liability. 
 
Operating leases - lessor 
 
Operating lease income is recognised as an income on a straight-line basis over the lease term.  
 
Initial direct costs incurred in negotiating and arranging operating leases are added to the carrying 
amount of the leased asset and recognised as an expense over the lease term on the same basis as 
the lease income.  
 
Income for leases is disclosed under revenue in the statement of financial performance. 
 
Operating leases – lessee 
 
Operating lease payments are recognised as an expense on a straight-line basis over the lease term. 
The difference between the amounts recognised as an expense and the contractual payments are 
recognised as an operating lease asset. This liability is not discounted. 
 
 Any contingent rents are expensed in the period they are incurred. 
 
1.7 Inventories 
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Inventories are measured at the lower of cost and net realisable value. 
 
Net realisable value is the estimated selling price in the ordinary course of business less the estimated 
costs of completion and the estimated costs necessary to make the sale. 
 
The cost of inventories comprises of all costs of purchase, costs of conversion and other costs 
incurred in bringing the inventories to their present location and condition. 
 
The cost of inventories 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 entity. 
 
When inventories are sold, the carrying amount of those inventories are recognised as an expense in 
the period in which the related revenue is recognised. The amount of any write-down of inventories to 
net realisable value and all losses of inventories are recognised as an expense in the period the write-
down or loss occurs. The amount of any reversal of any write-down of inventories, arising from an 
increase in net realisable value, are recognised as a reduction in the amount of inventories recognised 
as an expense in the period in which the reversal occurs. 
 
1.8 Non-current assets held for sale (and) (disposal groups) 
 
Non-current assets and disposal groups are classified as held for sale if their carrying amount will be 
recovered through a sale transaction rather than through continuing use. This condition is regarded as 
met only when the sale is highly probable and the asset (or disposal group) is available for immediate 
sale in its present condition. Management must be committed to the sale, which should be expected to 
qualify for recognition as a completed sale within one year from the date of classification. 
 
Non-current assets held for sale (or disposal group) are measured at the lower of its carrying amount 
and fair value less costs to sell. 
 
A non-current asset is not depreciated (or amortised) while it is classified as held for sale, or while it is 
part of a disposal group classified as held for sale. 
 
Interest and other expenses attributable to the liabilities of a disposal group classified as held for sale 
are recognised in surplus or deficit. 
 
1.9 Impairment of assets 
 
The municipality assesses at each statement of financial position date whether there is any indication 
that an 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: 

 tests intangible assets with an indefinite useful life or intangible assets not yet available for use for 
impairment annually by comparing its carrying amount with its recoverable amount. This 
impairment test is performed during the annual period and at the same time every period. 

 tests goodwill acquired in a business combination for impairment annually. 
 
If there is any indication that an asset may be impaired, the recoverable amount is estimated for the 
individual asset. If it is not possible to estimate the recoverable amount of the individual asset, the 
recoverable amount of the cash-generating unit to which the asset belongs is determined. 
 
The recoverable amount of an asset or a cash-generating unit is the higher of its fair value less costs 
to sell and its value in use. 
 
If the recoverable amount of an asset is less than its carrying amount, the carrying amount of the 
asset is reduced to its recoverable amount. That reduction is an impairment loss. 
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An impairment loss of assets carried at cost less any accumulated depreciation or amortisation is 
recognised immediately in surplus or deficit. Any impairment loss of a revalued asset is treated as a 
revaluation decrease.  
 
Goodwill acquired in a business combination is, from the acquisition date, allocated to each of the 
cash-generating units, or groups of cash-generating units, that are expected to benefit from the 
synergies of the combination. 
 
An impairment loss is recognised for cash-generating units if the recoverable amount of the unit is less 
than the carrying amount of the units. The impairment loss is allocated to reduce the carrying amount 
of the assets of the unit in the following order: 

 first, to reduce the carrying amount of any goodwill allocated to the cash-generating unit and 

 then, to the other assets of the unit, pro rata on the basis of the carrying amount of each asset in 
the unit. 

 
An entity assesses at each reporting date whether there is any indication that an impairment loss 
recognised in prior periods for assets other than goodwill may no longer exist or may have decreased. 
If any such indication exists, the recoverable amounts of those assets are estimated. 
 
The increased carrying amount of an asset other than goodwill attributable to a reversal of an 
impairment loss does not exceed the carrying amount that would have been determined had no 
impairment loss been recognised for the asset in prior periods. 
A reversal of an impairment loss of assets carried at cost less accumulated depreciation or 
amortisation other than goodwill is recognised immediately in surplus or deficit. Any reversal of an 
impairment loss of a revalued asset is treated as a revaluation increase. 
 
1.10 Employee benefits 
 
Short-term employee benefits 
 
The cost of short-term employee benefits, (those payable within 12 months after the service is 
rendered, such as paid vacation leave and sick leave, bonuses, and non-monetary benefits such as 
medical care), are recognised in the period in which the service is rendered and are not discounted.  
 
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 expected cost of surplus sharing and bonus payments is recognised as an expense when there is 
a legal or constructive obligation to make such payments as a result of past performance. 
 
Defined contribution plans 
 
Payments to defined contribution retirement benefit plans are charged as an expense as they fall due. 
 
Payments made to industry-managed (or state plans) retirement benefit schemes are dealt with as 
defined contribution plans where the municipality’s obligation under the schemes is equivalent to those 
arising in a defined contribution retirement benefit plan. 
 
Defined benefit plans 
 
For defined benefit plans the cost of providing the benefits is determined using the projected credit 
method. 
 
Actuarial valuations are conducted on an annual basis by independent actuaries separately for each 
plan. 
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Consideration is given to any event that could impact the funds up to statement of financial position 
date where the interim valuation is performed at an earlier date. 
 
Past service costs are recognised immediately to the extent that the benefits are already vested, and 
are otherwise amortised on a straight line basis over the average period until the amended benefits 
become vested. 
 
To the extent that, at the beginning of the financial period, any cumulative unrecognised actuarial gain 
or loss exceeds ten percent of the greater of the present value of the projected benefit obligation and 
the fair value of the plan assets (the corridor), that portion is recognised in the statement of financial 
performance over the expected average remaining service lives of participating employees. Actuarial 
gains or losses within the corridor are not recognised. 
 
Gains or losses on the curtailment or settlement of a defined benefit plan is recognised when the 
municipality is demonstrably committed to curtailment or settlement. 
When it is virtually certain that another party will reimburse some or all of the expenditure required to 
settle a defined benefit obligation, the right to reimbursement is recognised as a separate asset. The 
asset is measured at fair value. In all other respects, the asset is treated in the same way as plan 
assets. In the statement of financial performance, the expense relating to a defined benefit plan is 
presented as the net of the amount recognised for a reimbursement. 
 
The amount recognised in the statement of financial position represents the present value of the 
defined benefit obligation as adjusted for unrecognised actuarial gains and losses and unrecognised 
past service costs, and reduces by the fair value of plan assets. 
 
Any asset is limited to unrecognised actuarial losses, plus the present value of available refunds and 
reduction in future contributions to the plan. 
 
1.11 Provisions and contingencies 
 
Provisions are recognised when: 

 the municipality has a present obligation as a result of a past event; 

 it is probable that an outflow of resources embodying economic benefits will be required to settle 
the obligation; and 

 a reliable estimate can be made of the obligation. 
 
The amount of a provision is the present value of the expenditure expected to be required to settle the 
obligation. 
 
Where some or all of the expenditure required to settle a provision is expected to be reimbursed by 
another party, the reimbursement shall be recognised when, and only when, it is virtually certain that 
reimbursement will be received if the entity settles the obligation. The reimbursement shall be treated 
as a separate asset. The amount recognised for the reimbursement shall not exceed the amount of 
the provision. 
 
Provisions are not recognised for future operating deficits. 
 
If an entity has a contract that is onerous, the present obligation under the contract shall be 
recognised and measured as a provision. 
 
A constructive obligation to restructure arises only when an entity: 

 has a detailed formal plan for the restructuring, identifying at least: 
- the business or part of a business concerned; 
- the principal locations affected; 
- the location, function, and approximate number of employees who will be compensated  for 
terminating their services; 
- the expenditures that will be undertaken; and 
- when the plan will be implemented; and 
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 has raised a valid expectation in those affected that it will carry out the restructuring by starting to 
implement that plan or announcing its main features to those affected by it. 
 

After their initial recognition contingent liabilities recognised in business combinations that are 
recognised separately are subsequently measured at the higher of: 

 the amount that would be recognised as a provision; and 

 the amount initially recognised less cumulative amortisation. 
 
Contingent assets and contingent liabilities are not recognised. Contingencies are disclosed in note 
35. 
 
1.12 Government grants 
 
Revenue received from conditional grants, donations and funding shall be 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 shall be recognised in the Statement of Financial Position. Government grants are 
recognised as income over the periods necessary to match them with the related costs that they are 
intended to compensate. 
 
A government grant that becomes receivable as compensation for expenses or losses already 
incurred or for the purpose of giving immediate financial support to the entity with no future related 
costs is recognised as income of the period in which it becomes receivable. 
 
Grants related to income are presented as a credit in the income statement (separately) 
 
 
 
1.13 Revenue from exchange transactions 
 
Revenue from the sale of goods is recognised when all the following conditions have been satisfied: 

 the municipality has transferred to the buyer the significant risks and rewards of ownership of the 
goods; 

 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 associated with the transaction will flow to the 
municipality; and 

 the costs incurred or to be incurred in respect of the transaction can be measured reliably. 
 
When the outcome of a transaction involving the rendering of services can be estimated reliably, 
revenue associated with the transaction is recognised by reference to the stage of completion of the 
transaction at the statement of financial position date. The outcome of a transaction can be estimated 
reliably when all the following conditions are satisfied: 

 the amount of revenue can be measured reliably; 

 it is probable that the economic benefits associated with the transaction will flow to the 
municipality; 

 the stage of completion of the transaction at the statement of financial position date can be 
measured reliably; and  

 the costs incurred for the transaction and the costs to complete the transaction can be measured 
reliably. 

 
When the outcome of the transaction involving the rendering of services cannot be estimated reliably, 
revenue shall be recognised only to the extent of the expenses recognised that are recoverable. 
 
Contract revenue comprises: 

 the initial amount of revenue agreed in the contract; and 

 variations in contract work, claims and incentive payments: 
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- to the extent that it is probable that they will result in revenue; and 
- they are capable of being reliably measured. 

 
Revenue is measured at the fair value of the consideration received or receivable and represents the 
amounts receivable for goods and services provided in the normal course of business, net of trade 
discounts and volume rebates, and value added tax. 
 
Interest is recognised, in surplus or deficit, using the effective interest rate method. 
 
Dividends are recognised, in surplus or deficit, when the municipality’s right to receive payment has 
been established. 
 
Service fees included in the price of the product are recognised as revenue over the period during 
which the service is performed. 
 
1.14 Revenue from non-exchange transactions 
 
Non-exchange transactions are defined as transactions where the entity receives value from another 
entity without directly giving approximately equal value in exchange. 
 
Revenue from rates, including collection charges and penalty interest, is recognised when: 

 it is probable that the economic benefits or service potential associated with the transaction will 
flow to the municipality; 

 the amount of the revenue can be measured reliably; and 

 there has been compliance with the relevant legal requirements. 
 
Changes to property values during a reporting period are valued by a suitably qualified valuator and 
adjustments are made to rates revenue, based on a time proportion basis. Adjustments to rates 
revenue already recognised are processed or additional rates revenue 
is recognised. 
 
Revenue from the issuing of fines is recognised when payment are received. 
 
Levies are recognised as revenue when: 

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

 the amount of the revenue can be measured reliably. 

 Levies are based on declarations completed by levy payers. The estimate of levies revenue when 
a levy payer has not submitted a declaration are based on the following factors: 

 the extent and success of procedures to investigate the non-submission of a declaration by 
defaulting levy payers; 

 internal records maintained of historical comparisons of estimated levies with actual levies 
received from individual levy payers; 

 historical information on declarations previously submitted by defaulting levy payers; and 

 the accuracy of the database of levy payers as well as the frequency by which it is updated for 
changes. 

 
Changes to estimates made when more reliable information becomes available are processed as an 
adjustment to levies revenue. 
 
1.15 Grants, transfers and donations 
 
Grants and donations are recognised as revenue when: 

 it is probable that the economic benefits or service potential associated with the transaction will 
flow to the municipality; 

 the amount of the revenue can be measured reliably; and 

 to the extent that there has been compliance with any restrictions associated with the grant. 
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Donations are measured at the fair value of the consideration received or receivable when the amount 
of the revenue can be measured reliably.  
 
If goods in-kind are received without conditions attached, revenue is recognised immediately. If 
conditions are attached, a liability is recognised, which is reduced and revenue recognised as the 
conditions are satisfied. 
 
1.16 Investment income 
 
Investment income is recognised on a time-proportion basis using the effective interest method. 
 
1.17 Borrowing costs 
 
Borrowing costs that are directly attributable to the acquisition, construction or production of a 
qualifying asset are capitalised as part of the cost of that asset until such time as the asset is ready for 
its intended use. The amount of borrowing costs eligible for capitalisation is determined as follows: 

 Actual borrowing costs on funds specifically borrowed for the purpose of obtaining a qualifying 
asset less any temporary investment of those borrowings. 

 Weighted average of the borrowing costs applicable to the entity on funds generally borrowed for 
the purpose of obtaining a qualifying asset. The borrowing costs capitalised do not exceed the 
total borrowing costs incurred. 

 
The capitalisation of borrowing costs commences when: 

 expenditures for the asset have occurred; 

 borrowing costs have been incurred, and 

 activities that are necessary to prepare the asset for its intended use or sale are in progress. 
 
Capitalisation is suspended during extended periods in which active development is interrupted. 
Capitalisation ceases when substantially all the activities necessary to prepare the qualifying asset for 
its intended use or sale are complete. 
 
All other borrowing costs are recognised as an expense in the period in which they are incurred. 
 
1.18 Unauthorised expenditure 
 
Unauthorised expenditure means: 

 overspending of a vote or a main division within a vote; and 

 expenditure not in accordance with the purpose of a vote or, in the case of a main division, not in 
accordance with the purpose of the main division. 

 
All expenditure relating to unauthorised expenditure is recognised as an expense in the statement of 
financial performance in the year that the expenditure was incurred. The expenditure is classified in 
accordance with the nature of the expense, and where recovered, it is subsequently accounted for as 
revenue in the statement of financial performance. 
 
1.19 Fruitless and wasteful expenditure 
 
Fruitless expenditure means expenditure which was made in vain and would have been avoided had 
reasonable care been exercised. All expenditure relating to fruitless and wasteful expenditure is 
recognised as an expense in the statement of financial performance in the year that the expenditure 
was incurred. The expenditure is classified in accordance with the nature of the expense, and where 
recovered, it is subsequently accounted for as revenue in the statement of financial performance. 
 
1.20 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 Municipality’s supply chain management policy. Irregular 
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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. 
 
1.21 Use of Estimates 
 
The preparation of annual financial statements in conformity with Generally Recognised Accounting 
Practice requires the use of certain critical accounting estimates. It also requires management to 
exercise its judgement in the process of applying the municipality’s accounting policies. The areas 
involving a higher degree of judgement or complexity, or areas where assumptions and estimates are 
significant to the annual financial statements are disclosed in the relevant sections of the annual 
financial statements. Although these estimates are based on management’s best knowledge of current 
events and actions they may undertake in the future, actual results ultimately may differ from those 
estimates. 
 
1.22 Presentation of Currency 
 
These annual financial statements are presented in South African Rand. 
 
1.23 Offsetting 
 
Assets, liabilities, revenue and expenses have not been offset except when offsetting is  
required or permitted by a Standard of GAMAP, GRAP or GAAP. 
 
1.24 Investments 
 
Where the carrying amount of an investment 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. 
 
1.25 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. 
 
LEGAL IMPLICATIONS 
 
Compliance with GRAP standards 
 


