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Nature of the entity

The municipality is established in terms of Chapter 7 of the Conslitution of the Republic of South Africa.
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Constitution of the Republic of South Africa

Municipal Finance Management Act {Act no 56 of 2003)
Division of Revenue Act {Act No 5 of 2012)

The Income Tax Act (Act No 28 of 1997)

Value Added Tax Act (Act No 89 of 1991)
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Skills Development Levies Act (Act no 9 of 1999)
Employment Equity Act {Act no 55 of 1998)
Unemployment Insurance Act (Act ne 30 of 1966)

Basic Conditions of Employment Act (Act no 75 of 1997)
Disaster Management Act (Act no 57 of 2002)
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APPROVAL OF FINANCIAL STATEMENTS:

I am responsible for the preparation of these annual financial statements, which are set out on pages
17 to 84 in terms of Section 126(1) of the Municipal Finance Management Act and which | have
signed on behalf of the Municipality.

I certify that the salaries, allowances and benefits of Councillors as disclosed in Note 26 and 27 of
these annual financial statements are within the upper limits of the framewark envisaged in Section
219 of the Constitution, read with the Remuneration of Public Officer Bearers Act and the Minister of

W

@:\/ﬂ e

Musigt Manager (Accounting Officer) Chief Financial Officer

Provincial and Local Government's determination in accordance with this Act.

Bennett Molotsi Raymond Provis
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ACCOUNTING OFFICER’S REPORT

1 INTRODUCTION

The 2013/14 financial year posed many challenges and obstacles which had to be addressed and

accommodated by the limited financial and other resources.

The budget and the IDP are aligned with the vision and imperatives of national government, which
are to address service delivery backlogs and the following strategic areas, were focussed on

during the 2013/14 budget:

° The eradication of backlogs and investment in infrastructure for basic services and growth

Economic growth and development that is shared and creates sustainable jobs
Building safer, more secure and more sustainable communities

The deepening of democracy

Financial viability and management of resources

A caring and effective government

¢ Institutional capacity and transformation

® o 9 o o

To budget for improved service delivery and then subsequently realising operational efficiency
while it is also ensured that the deliverables are attained in a Sustainable manner, has been a

huge challenge during the 2013/14 financial year,

The challenge of addressing unlimited needs within the constraints of limited resources has
necessitated a change in the way we do business to ensure that we stretch our resources to the

maximum.
2 REVIEW OF OPERATING RESULTS
The 2013/14 budget of Dihlabeng was approved by Council in May 2013.

21 General

Details of the 201314 operating results and classification of revenue and expenditure are
cluded in the Statement of Financial Performance A graphical presentation of the operating

results is shown in the graph below:
The overall operating results for the year ending 30 June 2104 are as follows:

OPERATING RESULTS 2013/14
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| T I T )
| Original l Adjusted |  Actual V:;ngf Actual
n | Budget .l Budget 2014 Adjusted 2013
Description | 2014 .i 2014 Budget
| |
RO00 | Rooo RO | % R'000
REVENUE
Operaling revenue for the year 555 343 570 375 630,768 10.59% 807,552
555 343 570 375 630,768 607,552
EXPENDITURE
Operating expenditure for the year 536 893 637 956 641,339 0.53% 610,917
Fair value adjustment - (1,774) 44
Gain on disposal of assets 3,992 (779)
Accumulated surplus / (deficit) 18 450 -67 581 (7.924) (2,630)
555 343 570 375 635,632 607,552

The actual net expenditure of the Munici
revenue of the Municipality has increased b

The largest increase on revenue
rates (14%).

pality reflects an increase
y 3.8% since 2012/13.

occurred on service charges (12%), interest (17%

of 5,0% while the actual

) and property

The largest increase on expenditure occurred on finance costs (35%) and debt impairment (25%).




Dihlabeng Local Municipality

Annual Financial Statements for the year ended 30 June 2014

2.2 Operating Revenue

The following graph indicates a breakdown of the largest categories of revenue.

OPERATING REVENUE 2013/14

@ Property rates

H Service charges
Reatal Income

B Interest received
Government grants

Other income

2.3 Operating expenditure

The graph below indicates the break down per main expenditure group.

OPERATING EXPENDITURE 2013/14

T Personnel

{1Remuneration of
councillors

21% Finance costs

f =
i
[
i-:

22%
TR Debt impairment

@ Repairs and maintenance
2%
% "1 Bulk purchases

Depreciation

2%

Other expenses
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Remuneration

The actual expenditure on remuneration expressed as a percentage of the total expenditure
shows an increase from 26,28% in 2012/13 to 27,38% in 2013/14. These figures have a large
impact on the going concern capabilities of the municipality. The total remuneration cost and
the allocation of individual items in a remuneration package differ from municipality to
municipality for example; certain municipalities are more contract intensive whilst others might
be more labour intensive. The target for remuneration as a percentage of expenditure is 30%.

Description 2013114 2012113
R’000 R’000

Total operating expenditure 641,339 610,917
Total operating revenue 630,768 607,552
Employee remuneration 172,725 159,638
Ratio: % of total expenditure 26.93% 26.13%
Ratio: % of total revenue 27.38% 26.28%
% increase in remuneration 8.20% 11.77%

PERSONNEL COSTS vs OPERATING
EXPENDITURE

700,000,000
600,000,000
500,000,000
400,000,000
300,000,000
200,000,000
100,000,000

I Salaries

W Total expenses

2013/14 2012/13
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2.4 Government grants and subsidies

The following table and graph show the amounts received in terms of grants, contributions and
subsidies from the Central Government and the Free State Provincial Government, which have
been included in the total revenue:

Description B : 2013/14 2012113 |
Equitable share 129,734,000 129,367,000
DWA Grant 24 576,592 38,294,476
COGTA Grant 0 1,286,362
Grant national road subsidy 1,000,000 1,000,000
Grant Recurrent financial support 2,440,000 2,300,000
Government Grant Operational 821,714 338,764
MIG - 43,200,039 51,733,000
[ 201,772,345 224,319,602

L l . ]

| GOVERNMENT GRANTS & SUBSIDIES
| 2013/14

B Equitable share

i B DWA Grant

L1COGTA Grant

B EPWP Grant

ClGrant Recurrent financial

support
LI Government grant

operational
TMIG
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3. DEBTORS

The following is an indication of the effectiveness of credit control measures, as well as the

ability to convert debtors into cash:

Description 201314 | 2012113
Service charges: Consumer debtors 412,271,236 365,063,447
Balance on 1 July 404,831,330 372,707,188
Balance on 30 June 472,941,911 404,831,330
Average balance 438,886,621 388,769,259
Days in the financial year 365 365
Turnover: Number of days 389 389
Turnover: Number of times

(charges/average balance) 0.94 0.94

From the table it is clear that, the number of days to recover re
since 2012/13. This high turnover has serious implications on th
A collection rate calculated on the total levies for a period com
received during the same period is used to measure revenue re
law and the actions taken in terms of the by-law started produ
have been put in place to recover the debts and the legal action

serious impact on the going concern of the municipality.

4, CAPITAL EXPENDITURE AND FINANCING

mained the same at 389 days

e cash flow of the Municipality.

pared to the total payments
covery. The credit control by-

cing better results, Measures
§ taken are starting to have an
impact on the poor payment culture within our municipality. The increase in debtors has a

The Municipality's original approved Capital Expenditure Budget for 2013/14 amounted to

R 91,6 million and was accepted by National Treasury.

Of these funds the MIG funding of R 43,2 million was spent in the 2013/14 financial year and

R 24,6 million was spent from DWA funding

Conclusion:

When comparing the actual expenditure to the budgeted expenditure the financing source of
capital projects plays an important role, The funding from own sources can largely influence

the following aspects:

° The raising of loans
¢ The cash flow of the Municipality
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5. ACCOUNTING RATIOS

5.1 Current asset ratio

This ratio mainly involves the financial resources used in the o
Operating capital represents the surplus of current assets

perating cycle of a local authority.
over current liabilities.

This is a

useful indicator when determining the ability to fund operating expenditure. This ratio measures

the extent to which the current liabilities are covered by the current assets. A larger

coverage

means a lower risk since short-term debt can be paid out of short-term assets. The following
table shows the calculation of the operating capital ratio:

DESCRIPTION 2013114 | 2012113

CURRENT ASSETS:
Cash 143,266 130,566
Inventory 1,155,343 1,393,715
Consumer Debtors 66,264,599 62,064,411
Receivables from exchange transactions 22,384,445 11,669,892
Other financial assels 892,353 841,473
Other receivables from exchange transactions 3,425,733 3,785,406
Total 94,265,739 79,885,463

CURRENT LIABILITIES:
Creditors 191,313,083 183,569,747
Unspent condilional grants and receipls 9.779,660 7,173,047
Other financial liabilities 17,369,115 8,066,746
Taxes and transfers payable 23,508,648 15,247 519
Consumer deposits 3,715,810 3,774,277
Overdrawn cash book balance 9.886.891 2,375,252
Total 255,673,207 220.206,588

Net Operating Capital (161.407,468) | (1 40,321,125)

Current asset Ratio 037 :1 0,36:1

The ratio improved slightly since 2012/13. This is due to the fact that
increased with 16% whilst the current assets only increased with 18%.
current assets can mainly be ascribed to the large provisions that had to
impairment of R 101 million, this despite the fact that the municipality wr

the current liabilities
The small increase in
be made towards debt
ote off indigent debt of

R 37 million amounting the total debt that could not be recovered to R 138 million, which
equates to R 11,5 million per month, more than our bulk electricity purchases per month. The
increase in current liabilities mainly lies with the increase in the creditors’ balance, which is a

The private sector sets a ratio of 2:1 as being acceptable, however a norm for local government

is currently not available.
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5.2 Quick asset ratio (Acid test)

This ratio is a more accurate test of a local au

thority's ability to settle its short-term debt. When

calculating this ratio, only assets that can be converted into cash are taken into account. Since

material and stock are for the local authorit
included in the calculations. The private sec
figures that follow reflect the Municipality's qui

y's own use and are not for sale, they are not
tor sets a ratio of 1:1 as being acceptable. The
ck asset ratio for the following years:

53

DESCRIPTION 201314 | 2012113 |
Current assets 94,265,739 79,885,463
Less: Inventory 1,155,343 1.393,715
Total 93,110,396 78,491,748
Current liabilities 255,673,207 220,206,588
Quick assel ratio 0.36:1 0.36:1

The ratio stagnating is due to an increase in the cu

rrent liabilities and the increase in the current

assets, serious attention will be required to increase the ratio even further in this area to ensure

the going concern of the municipality.

Solvability

In this ratio, the total assets are compared to the total liabilities, and it shows the ability of the
Municipality to meet its obligations in the long term. A ratio of less than one is an indication of
insolvency. The following table shows the calculation of the solvency ratio:

Non-current assets
Total
TOTAL LIABILITIES:

DESCRIPTION 201314 2012113
TOTAL ASSETS:
Current assets 94,265,739 79,885,463

1.828.866.494

1.919.694,821

2,023,132,233

1,999,580,284

Current liabilities 265,673,207 220,206,588
Plus: Long-term loans 32,056,461 36,849,522
Non-current provisions 3,215,748 2,312,940
Total 290,945,416 259,369,050
Solvability Ratio 6,95 : 1 74 S I

The total assets of the Municipality increased with 1,18% while the total liabilities increased with

12% resulting in a decrease in the solvability ratio as stated above.

increased with 0,48% while external loans decreased with 13%.

Non-current assets

14
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5.4 Total debt to total revenue ratio
According to credit rating companies, the benchmark for local government is a ratio of less than
50%. The ratio increased from 7,78% 10 9,42% since 2012/13. This increase can be ascribed
to the fact that the total debt increased with 26% in relation to the increase of 4% in total
revenue.
DESCRIPTION ' 201314 2012113 |
Total debt 59,412 467 47,291,520
Total revenue 630,768,166 607,551,749
Ratio 9.42% 7.78%
5.5 Cashbook balance plus short-term loans to total operating revenue
DESCRIPTION o 2013/14 201213
Cash book overdraft plus short term portion of long-term loans 27,356,006 10,441,998
Total revenue 630,768,166 607,551,749
Ratio 4.34% 1.72%
According to credit rating companies, the benchmark IS a ratio of less than 5%. The ratio
increased due to a negative cash book balance at the end of the financial year.
5.6 Cash to interest coverage
This ratio indicates to what extent a local authority can generate sufficient cash from its normal
activities to cover its external interest liabilities. If the ratio is less than 1:1, it may indicate future
cash flow problems. The ratio for the past two financial years is as follows:
S ——— ——
DESCRIPTION 2013/14 2012/13
Cash generated from operations (Nelt cash flow) 508,305,875 508,536,615
Interest paid on external loans 14,608,264 10,790,747
Ratio 34,80 : 1 4712 :1
The ratio shows a decrease as the interest paid on external loans increased with 35% and the
cash generated from operations showed a slight decrease since 201 2i13.
5.7 Net debtors to total annual operating revenue

[ DESCRIPTIONS

2013114 2012113
Annual operating revenue 630,768,166 607,551,749
Debtors (excluding provision for bad debt) 472,941,911 404,831,330
Percentage 74.98% 66.63%
15




Dihlabeng Local Municipality

Annual Financial Statements for the year ended 30 June 2014

6.1

6.2

This ratio had an increase of 8,35%. This IS a clear indication that the debt collection process
of the municipality has been improved but however still needs to be improved even more.

CHALLENGES EXPERIENCED DURING 2013/14
GOING CONCERN ISSUES

The going concern of the municipality remains an issue that management needs to address: the
following areas are of concern:

* The government subsidies equate to 32% of our income. The situation showed a decrease
as the 2012/13 financial year the percentage was 37%. This means that there was a lesser
reliance by the municipality on government grants. However the decrease was largely due a
decrease in the DWA.

e With reference to 5.2 (Quick asset ratio), the ratio of 0,36 : 1 is still a poor given the norm of
1:1. The recoverability of our debtors still remains a problem hence the large provision for
doubtful debts.

* Our overdrawn cash book balance plus short portion of long-term debt to operating revenue
ratio (section 5.5 above) shows and increase from 1,72% (2012/13) to 4,34% (2013/14),

° Although the personnel costs are within the norm of 30%. The ratio is still too high due to the
impairment of debt and the municipality should make all possible efforts to reduce it to at least
30% excluding impairment of debt in the next financial year to ensure that the municipality is
able to meet all its financial obligations. (Refer to 2.3 for more detail)

IMPLEMENTATION OF ACCOUNTING STANDARDS

The Municipality had to comply with the accounting framework as set out in paragraph 1 of the
Accounting policies as contained in the Annual Financial Statements of 2013/14. This accounting
framework was determined in Directive 5 issued by the Accounting Standards Board on 31 March
2009.
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Statement of Financial Position as at 30 June 2014

Figures in Rand Note(s) 2014 2013
Assets
Current Assets
Cash and cash equivalents 2 143,266 130,566
Trade receivables 3 66,264,599 62,064,411
Inventories 4 1,165,343 1,393,715
Other financial assets 5 892,353 841,473
Other receivables from exchange transactions 6 22,384,445 11,669,892
Receivables from non-exchange transactions 7 3,425,723 3,785,406
94,265,739 79,885,463
Non-Current Assets
Intangible assets 8 103,620 43,935
Investment property 9 76,471,194 76,471,194
Other financial assets 5 404,089 315,343
Property, plant and equipment 10 1.849,092.140 1.841,714,148
Biological assets that form part of an agricultural activity 49 2,795,450 1.150.200
Heritage assets 1" 1 1

Non-Current Assets

Current Assets

Non-current assets held for sale (and) (assets of disposal groups)
Total Assets

Liabilities

Current Liabilities

Bank overdraft

Consumer deposils

Other financial liabilities

Payables from exchange transactions
Unspent condilional grants and receipls
VAT payable

Non-Current Liabilities
Long service awards

Other financial liabilities
Provisions

Employee benefit obligation

Nen-Current Liabilities
Current Liabilities

Liabilities of disposal groups
Total Liabilities

Assels
Liabilities
Net Assets

Net Assets
Accumulated surplus

12
13
14
15
16

17
13
18
19

1,928,866,494

1,919,694,821

1,928.866,494
94,265,739

2,023,132,233

1,919,694,821
79,885,463

1,999,580,284

9,986,891 2,375,252
3,715,810 3.774,277
17,369,115 8.066,746
191,313,083 183,569,747
9,779,660 7,173,047
23,508,648 15,247 519
255,673,207 220,206,588
11,428,000 7,505,000
32,056,461 36,849,522
3,215,748 2,312,940
23,352,000 27,375,000
70,052,209 74,042,462
70,052,209 74,042,462
255,673,207 220,206,588
325,725,416 294,249,050

2,023,132,233

1.999,580,284

(325,725 416) (294,249,050)

1,697,406,817

1,705,331,234

1,697,406.817

1,705,331,234




Dihlabeng Local Municipality

Annual Financial Statements for the year ended 30 June 2014

Statement of Financial Performa nce

Figures in Rand Note(s) 2014 2013
Revenue

Service charges 22 304,350,641 271,130,670
Rendering of services 1,349,895 1,543,677
Debtors wrilten back 6,079,980 5,849,451
Renlal of facilities and equipment 4,055,233 3,555,596
Interest received - accounts receivable 27,014,225 23,080,999
Licences and permits 200,544 86,343
Other income 24 4,017,671 3,478,154
Interest received - investment 10,706 11,095
Dividends received 5,860 5,460
Property rates 21 76,851,137 67,316,182
Government grants & subsidies 23 201,772,345 224,319,602
Fines 5,059,929 7,194,520
Total revenue 630,768,166 607,551,749
Expenditure

Employee costs 26 (172,724,658) (159,637,866)
Remuneration of councillors a7 (12,738,779) (12,183.202)
Depreciation, impairment and amortisation 31 (67.857,047) (71,181,405)
Finance costs 32 (14.606,264)  (10,790,747)
Debt impairment 28 (107,162,509) (86.051,120)
Repairs and maintenance (16,202,701) (22.497,927)
Bulk purchases 36 (115.933,357) (108,908.216)
Contracted services 35 (2,587.728)  (2,008,159)
Grants and subsidies paid (8.442,645)  (9,138,285)
General expenses 25 (123,283,623) (128,519,714)
Total expenditure (641,339,310) (510,91 6,641)

Total revenue

Total expenditure

Operating deficit

(Loss) gain on disposal of assets and liabilities

Fair value adjustments 30
Acluarial gain

Fair value adjustment of game stock

Deficit before taxation
Taxation

Deficit for the year

630,768,166

607,551,749

(641,339,310) (510,916,641)
{10,5?1,144} (3,364,892)
(3,991,604) 778,651

129,079 105,932
4,864,000 5
1,645,250 (149,700)
2,646,725 734,883

(7.924,419)  (2,630,009)
(7.924,419) ~ (2,630,009)




Dihlabeng Local Municipality

Annual Financial Statements for the year ended 30 June 2014

Statement of Changes in Net Assets

Figures in Rand

Accumulated Total net
surplus assels

Balance at 01 July 2012
Changes in net assets
Deficit for the year

Total changes

Balance at 01 July 2013
Changes in net assets
Surplus for the year

Total changes
Balance at 30 June 2014

Note(s)

1,707,961,243 1,707,961,243

(2.630.009) (2.630.009)
{2,630,009) (2.630.009)

1,705,331,236 1,705,331,236

(7.924,419) (7.924.419)

(7.924,419) (7,924,419)

1,687,406,817 1,697,406,817




Dihlabeng Local Municipality

Annual Financial Statements for the year ended 30 June 2014

Cash Flow Statement

Figures in Rand Note(s) 2014 2013

Cash flows from operating activities

Receipts

Sale of goods and services 285,338,769 272,386,647

Grants 195,936,313 213,072,414

Interest income 27,024,933  23.072.004

Dividends received 5,860 5,460
508,305,875 508,536,615

Payments
Employee costs
Suppliers
Finance costs

Total receipls
Total payments
Net cash flows from operating activities

Cash flows from investing activities

Purchase of property, plant and equipment
Proceeds from sale of property, plant and equipment
Purchase of other intangible assets

Purchase of financial assets

Net cash flows from investing activities

Cash flows from financing activities

Increase of other financial liabilities
Net cash flows from financing activities

Net increasef{decraase) in cash and cash equivalents
Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year

(185,463,435)
(236.787,626)

(171.821,068)
(232,443,902)

(14.606,264)  (10,790,747)
(436,857,325) (415,055,717)
508.305,875 508,536,615
(436,857,325) (415,065,717)

37 71,448,550 93,480,898
10 (83.509,950) (105,325,507)
50,000 1,946,469

8 (86,300) -
159 128

(83,556,797)

{103,330,005)

4,509,308 4,120,753
4,509,308 4,120,753
(7,598,939) (5,788,354)
(2.244,686) 3543668
2 (9,843,625) (2,244,686)
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Dihlabeng Local Municipality

Annual Financial Statements for the year ended 30 June 2014

Accounting Policies

1. Presentation of Annual Financial Statements

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

These annual financial statements have been prepared on an accrual basis of accounting using the going cencern basis and
are in accordance with historical cost convention unless specified othenvise. They are presented in South African Rand.
Rounding is done to the nearest Rand.

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

1.1 Significant judgements and sources of estimation uncertainty

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

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

The impairment for trade receivables is calculated on a portfolic basis, based on historical loss ralios, adjusted for national and
industry-specific economic conditions and other indicators present at the reporting date that correlate with defaulls on the
portfolio.

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,

Fair value estimation

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

The fair value of financial instruments that are not {raded in an aclive market (for example, over-the counler derivatives) is
determined by using valuation techniques. The municipality uses a variely of methods and makes assumptions that are based
on market conditions existing at the end of each reporting pericd. 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 te 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 al
the end of the reporting period.

The ca_rryfng value less im_pairment provision of trade receivables and payables are assumed to approximale their fair values.
The fair value of financial liabililies for disclosure purposes is estimated by discounting the future contractual cash flows at the
current market interest rate thal is available to the municipality for similar financial instruments.
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Dihlabeng Local Municipality

Annual Financial Statements for the year ended 30 June 2014

Accounting Policies

1.1 Transfer of functions between entities under common control {continued)
Impairment testing

The recoverable amounts of cash-generating units and individual assels have been determined based on the higher of value-
in-use calculations and fair values less costs lo sell. 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.

The municipality reviews and lests the carrying value of assets when events or changes in circumstances suggest that the
carrying amount may not be recoverable. Assets are grouped at the lowest level for which identifiable cash flows are largely
independent of cash flows of other assets and liabilities. If there are indications that impairment may have occurred, estimates

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 18 - Provisions.

Useful lives of waste and water network and other assets

The municipality's management determines the estimated useful lives and related depreciation charges for the waste water and
waler networks. This estimate is based on industry nerm. Management will increase the depreciation charge where useful lives
are less than previously estimated useful lives.

Post retirement benefits

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

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

Olher key assumptions for pension obligations are based on current market conditions. Additional informaticn is disclosed in
Note 19.

Effective interest rate
The municipality used the prime interest rate to discount future cash flows.
Allowance for doubtful debts
On debtors an impairment loss is recognised in surplus and deficit when there is objective evidence that it is impaired. The
impairment is measured as the difference between the debtors carrying amount and the present value of estimated future cash
flows discounted at the effective interest rate, computed at initial recognition.
1.2 Investment property
Investment property is property (land or a building - or part of a building - or both) held to earn rentals or for capital appreciation
or both, rather than for:

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

. administrative purposes, or

*  salein the ordinary course of operations,

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

Annual Financial Statements for the year ended 30 June 2014

Accounting Policies

1.2 Investment property (continued)

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

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

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

Fair value
Subsequent to initial measurement investment property is measured at fair value,

The fair value of investment property reflects market conditions at the reporting date.

A gain or loss arising from a change in fair value is included in nel surplus or deficit for the period in which it arises.
1.3 Property, plant and equipment

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

The cost of an item of property, plant and equipment is recognised as an asset when:
*  itis probable that future economic benefits or service potential associaled with the item will flow to the
municipality; and
*  Ihe costof the item can be measured reliably.

Property, plant and equipment is initially measured at cost.

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

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

Cosls 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 costis recognised in the carrying amount of an item of
property, plant and equipment, the carrying amount of the replaced part is derecognised

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

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

Major spare parts and stand by equipment which are expected o be used for more than one period are included in property,
plant and equipment. In addition, spare parts and stand by equipment which can only be used in connection with an item of
property, plant and equipment are accounted for as property, plant and equipment,
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1.3 Property, plant and equipment {continued)
Property, plant and equipment is carried at cost less accumulated depreciation and any impairment losses.

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

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

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

Item Average useful life
Infrastructure solid waste - Land

. Community Assets Infinite
*  Operational Infinite
Community Assets - Buildings

. Community Assels 5-50
*  Operational 5-50
Plant and equipment 2-37
Furniture and equipment 5-22
Motor vehicles 5-22
Office equipment 5-22
Infrastructure Roads

. Electricity 5-50
= Sewer 5-50
. Roads and Storm Water 7-80
. Water 5-100
*  Solid Waste - Land Infinite
. Solid Waste - Buildings 5-50
Emergency Equipment 15-22
Bins and containers 5-22
Securily - Equipment 22

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

The useful lifes are based on management’s estimation. Management considers the impact of technology, availability of capital
funding, service requirements and the required return on assets to determine the optimum useful life expectation where
appropriate. The estimation of residual values of assets is also based on management's judgement whether the assets will be
sold or used to the end of their useful lives, and whal their condition will be at that lime

The Municipality maintains and aquires assets to provide a social service to the community, with no intention of disposing of
the assets for any economic gain, and thus no residual value are determined other than for motor vehicles.

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

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

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

The gain‘or loss aris_mg 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 ansing 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 increase in the fair value of game stock was done in accordance with the latest available prices of game auctions
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1.4 Intangible assets

An asset is identified as an intangible asset when it
. is capable of being separated or divided from an enlity and sold, transferred, licensed, rented or exchanged,
either individually or together with a related contract, assets or liabilily, or
*  arises from contraclual rights or other legal rights, regardless whether those rights are transferable or separate
from the municipality or from other rights and obligalions.

An intangible asset is recognised when:

. itis probable that the expected future economic benefits or service potential that are altributable to the asset will

flow to the municipality; and

. the cost or fair value of the asset can be measured reliably
Intangible assets are initially recognised at cosl.
An intangible asset acquired through a non-exchange transaction, the cost shall be its fair value as at the date of acquisition
Expenditure on research (or on the research phase of an internal project) is recognised as an expense when it is incurred.
An inlangible 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 lo generale net cash inflows or service potential. Amortisation is not
provided for these intangible assels, but they are tested for impairment annually and whenever there is an indication that the
asset may be impaired. For all other intangible assets amortisation is provided on a straight line basis over their useful life.
The amerlisation period and the amortisation method for intangible assets are reviewed at each reporting date.

Reassessing the useful life of an intangible asset with a finite useful life after it was classified as indefinite is an indicator that
the asset may be impaired. As a resull 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, other 3 years

1.5 Heritage assets

Class of heritage assets means a grouping of heritage assets of a similar nature or function in an municipality’s operations that
is shown as a single item for the purpose of disclosure in the annual financial statements.

Cost is the amount of cash or cash equivalents paid or the fair value of the other consideration given to acquire an asset at the
time of its acquisition or construction or, where applicable, the amount attributed to that asset when initially recognised in
accordance with the specific requirements of other Standards of GRAP

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

Heritage assels are assets that have a cultural, environmental, historical, natural, scientific, technological or artistic significance
and are held indefinitely for the benefit of present and future generations

Aninalienable item is an asset that a municipality is required by law or otherwise to retain indefinitely and cannot be disposed
of without consent.

Recognition

The municipglily recognises a heritage asset as an asset if it is probable that future economic benefits or service potential
associated with the assel will flow to the municipality, and the cost or fair value of the asset can be measured reliably.
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