CHRIS HANI
DISTRICT MUNICIPALITY

SUSTAINING GROWTH
THROUGH OUR PEOPLE

Chris Hani District Municipality
(Registration number DC13)
Annual Financial Statements

for the period ended 30 June 2021



Chris Hani District Municipality

(Registration number DC13)

Annual Financial Statements for the period ended 30 June 2021

General Information

Legal form of entity

Nature of business and principal activities

Mayoral committee
Executive Mayor

Councillors

District Municipality
DC 13

Chris Hani District Municipality is a South African Category C
Municipal (District Municipality) as defined by the Municipal Structure
Act. (Act no 117 of 1998). The nature of business of the Municipality is
a provision of service (water and sanitation) to communities in a
sustainable manner, to promote social and economic development
and to promote a safe and healthy environment.

The Municipality's operations are governed by:

- Municipal Finance Management Act 56 of 2003.

- Municipal Structure Act 117 of 1998.

- Municipal Systems Act 32 of 2000 and various other acts and
regulations.

- Division of Revenue Act .

- Supply Chain Management Regulations 2005

- The Constitution of South Africa.

- Water Services Act 108 of 1997

Clir: W. Gela
Clir: N. September-Caba: Deputy Executive Mayor
Clir: M.C. Koyo: Speaker

Clir: T. Bikwana: Chief Whip from 01/07/2020 - 30/03.2021 Portfolio
Head - Engineering from 31/03/2021

Clir M.L. Papiyana: Chief Whip from 31/03/2021

Clir: N. Goniwe: portfolio Head - Health & Community Services
(Deceased 29/08/2020)

Clir: T. Bobo: Portfolio Head - Health & Community Services

Clir: S. Mbotshane: Portfolio Head - Integrated Planning & Economic
Development

Clir: N. Jack: Portfolio Head - Budget & Treasury
Clir: N. Mgidi: Portfolio Head - Special Programmes Unit
ClIr. S. Nxozi: Portfolio Head - Corporate Services

Clir: L. Bonga-Tyali: Portfolio Head - Engineering from 01/07/2020 -
30/03/2021. Portfolio Head - Special Programmes Unit from
31/03/2021

Clir: M. Desha
CliIr: M. Xhelisilo
Clir: K. Mjezu

ClIr: S. Tame

Clir: E.G. Bomela
ClIr: B. Ntsere

ClIr. M. Adonisi
Clir: N. Mtyobile
CliIr: F.A.N. Hendricks
Clir: E.L. Gubula
ClIr: S.E. Mvana
Clir: N.A.Dayisi
Clir: S. Myataza
Clir: Z. Qayiya
ClIr: Z.N.E. Ralane
CliIr: S.B. Nxawe

1



Chris Hani District Municipality
(Registration number DC13)
Annual Financial Statements for the period ended 30 June 2021

General Information

Clir: N.C. Lali
Clir: J. Cengani
CliIr: Z.R. Shweni
Clir: M. Kondile
CliIr: K. Bizana
Clir: Z. Deliwe
ClIr: R. Venske
Clir: S. Zangga
Clir: N. Koni
Clir: M. Adonis
ClIr: Y. Zicina
Clir: N. Ndlebe
Clir: Z.N. Njoli
Clir: N. Nkotha

Grading of local authority Grade 5
Chief Finance Officer (CFO) Mr. C. Mapeyi
Accounting Officer Mr. G. Mashiyi

Registered office 15 Bells Road
Queenstown
5320

Bankers First National Bank Limited
Auditors Auditor General South Africa

Attorneys McWilliams & Elliott Incorporated
Clark Laing Inc




Chris Hani District Municipality
(Registration number DC13)
Annual Financial Statements for the period ended 30 June 2021

Index

Page
Accounting Officer's Responsibilities and Approval 4
Statement of Financial Position 5
Statement of Financial Performance for the period ended 30 June 2021 6
Statement of Changes in Net Assets for the period ended 30 June 2021 7
Cash Flow Statement for the period ended 30 June 2021 8
Statement of Comparison of Budget and Actual Amounts for the period ended 30 June 2021 9
Accounting Policies 10-44
Notes to the Annual Financial Statements 45 - 96
COID Compensation for Occupational Injuries and Diseases
CRR Capital Replacement Reserve
DBSA Development Bank of South Africa
GRAP Generally Recognised Accounting Practice
HDF Housing Development Fund
IAS International Accounting Standards
IPSAS International Public Sector Accounting Standards
ME's Municipal Entities
MEC Member of the Executive Council
MFMA Municipal Finance Management Act
MIG Municipal Infrastructure Grant (Previously CMIP)




Chris Hani District Municipality
(Registration number DC13)
Annual Financial Statements for the period ended 30 June 2021

Accounting Officer's Responsibilities and Approval

The Accounting Officer is required by the Municipal Finance Management Act (Act 56 of 2003), to maintain adequate
accounting records and is responsible for the content and integrity of the Annual Financial Statements and related financial
information included in this report. It is the responsibility of the Accounting Officer to ensure that the Annual Financial
Statements fairly present the state of affairs of the Municipality as at the end of the financial year and the results of its
operations and cash flows for the period then ended. The external auditors are engaged to express an independent opinion on
the Annual Financial Statements and were given unrestricted access to all financial records and related data.

The Annual Financial Statements have been prepared in accordance with Standards of Generally Recognised Accounting
Practice (GRAP) including any interpretations, guidelines and directives issued by the Accounting Standards Board.

The Annual Financial Statements are based upon appropriate accounting policies consistently applied and supported by
reasonable and prudent judgements and estimates.

As the Accounting Officer acknowledges that he is ultimately responsible for the system of internal financial control established
by the municipality and place considerable importance on maintaining a strong control environment. To enable Accounting
Officer to meet these responsibilities, set standards for internal control aimed at reducing the risk of error or deficit in a cost
effective manner. The standards include the proper delegation of responsibilities within a clearly defined framework, effective
accounting procedures and adequate segregation of duties to ensure an acceptable level of risk. These controls are monitored
throughout the Municipality and all employees are required to maintain the highest ethical standards in ensuring the
Municipality’s business is conducted in a manner that in all reasonable circumstances is above reproach. The focus of risk
management in the Municipality is on identifying, assessing, managing and monitoring all known forms of risk across the
Municipality. While operating risk cannot be fully eliminated, the Municipality endeavours to minimise it by ensuring that
appropriate infrastructure, controls, systems and ethical behaviour are applied and managed within predetermined procedures
and constraints.

Accounting officer is of the opinion, based on the information and explanations given by management, that the system of
internal control provides reasonable assurance that the financial records may be relied on for the preparation of the Annual
Financial Statements. However, any system of internal financial control can provide only reasonable, and not absolute,
assurance against material misstatement or deficit.

Accounting Officer has reviewed the Municipality’s cash flow forecast for the year to 30 June 2022 and, in light of this review
and the current financial position, he is satisfied that the Municipality has access to adequate resources to continue in
operational existence for the foreseeable future.

The Annual Financial Statements are prepared on the basis that the Municipality is a going concern and that the Chris Hani
District Municipality has neither the intention nor the need to liquidate or curtail materially the scale of the Municipality.

Improved revenue collection through implementation of data cleansing and meter audit projects would ensure decrease in
outstanding debtors and increase in cash reserves available to fund budgeted expenditure.

Although | am primarily responsible for the financial affairs of the Municipality, | am supported by the Municipality's internal
auditors.

| would like to bring to your attention the following material matters to your attention;

| certify that the salaries, allowances and benefite of councillors as disclosed in note 23 & 24 to these annual financial
statements are within the upper limits of the framework envisaged in section 219 of the Constitution of the Republic of South
Africa, read with the Remuneration of Public Office Bearers Act, Act 20 of 1998 and the Minister of Provincial and Local
Government's determination in accordance with the Act.

The external auditor, being the Auditor General of South Africa, is responsible for independently reviewing and reporting on the
municipality's Annual Financial Statements.

The Annual Financial Statements set out on pages 5 to 95, which have been prepared on a going concern basis, were
approved by the Accounting Officer on August 31, 2021 and were signed on its behalf by:

Mr. G. Mashiyi
Municipal Manager
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Statement of Financial Position as at 30 June 2021

Figures in Rand Note(s) 2021 2020
Restated*
Assets
Current Assets
Inventories 8 13 994 321 17 063 194
Receivables from non-exchange transactions 9 25 758 609 31938 570
VAT receivable 10 1262297 486 1115820 086
Prepayments 7 315675 315675
Receivable from exchange transactions 11 383543 146 315 327 009
Cash and cash equivalents 12 171 220 612 42 247 058
1857 129 849 1 522 711 592
Non-Current Assets
Property, plant and equipment 3 4596031694 4252581315
Intangible assets 4 260 692 728 301
Investments in controlled entities 5 1 500 000 1 500 000
4 597 792 386 4 254 809 616
Total Assets 6 454 922 235 5777 521 208
Liabilities
Current Liabilities
Operating lease liability 6 2113 590 1291772
Payables from exchange transactions 15 271056 313 219 575 281
VAT payable 10 1275326543 1058 528 714
Consumer deposits 14 649 012 507 696
Employee benefit obligation 13 4 480 085 4174 994
Unspent conditional grants and receipts 16 82 542 352 75 869 676
Provisions 49 84 122 918 84 122 918
1720 290 813 1 444 071 051
Non-Current Liabilities
Employee benefit obligation 13 73072 530 63 435 951
Total Liabilities 1793 363 343 1 507 507 002
Net Assets 4 661 558 892 4 270 014 206
Accumulated surplus 17 4661558 892 4 270 014 206

* See Note 43
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Statement of Financial Performance for the period ended 30 June 2021

Figures in Rand Note(s) 2021 2020
Restated*
Revenue
Revenue from exchange transactions
Service charges 19 370644 302 300 505 479
Other income 20 1048 119 978 577
Interest income 21 70296 407 78 495610
Total revenue from exchange transactions 441 988 828 379 979 666
Revenue from non-exchange transactions
Transfer revenue
Government grants & subsidies 22 1271181327 1042665 648
Total revenue 18 1713170 155 1 422 645 314
Expenditure
Employee related costs 23 (378278 226) (348 452 307)
Remuneration of councillors 24 (12917 916) (12 225 799)
Depreciation and amortisation 25 (173 632 254) (154 926 597)
Impairment loss/ Reversal of impairments 50 (8 244 322) (73 768)
Finance costs 26 (456 019) (88 047)
Debt Impairment 27 (304 179 614) (278 891 121)
Bulk purchases 28 (33625 187) (16 046 762)
Contracted services 29 (184 196 066) (166 902 602)
Transfers and Subsidies 30 (54 880 616) (129 439 041)
General Expenses 31 (156 145 625) (146 260 669)
Total expenditure (1 306 555 845)(1 253 306 713)
Operating surplus 406 614 310 169 338 601
Loss on disposal of assets and liabilities (6 203) (312 667)
Actuarial gains / losses 13 (1694 878) 8 986 709
(1701 081) 8 674 042
Surplus for the year 404913229 178 012 643

* See Note 43
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Statement of Changes in Net Assets for the period ended 30 June 2021

Accumulated Total net

Figures in Rand surplus assets
Balance at 01 July 2019 Restated** 4 148 656 452 4 148 656 452
Changes in net assets

Correction of prior period error (56 654 889) (56 654 889)
Net income (losses) recognised directly in net assets (56 654 889) (56 654 889)
Surplus for the year 178 012643 178 012 643
Total recognised income and expenses for the year 121 357 754 121 357 754
Total changes 121 357 754 121 357 754
Opening balance as previously reported 4270014 206 4 270 014 206
Adjustments

Prior year adjustments (13 368 543) (13 368 543)
Restated* Balance at 01 July 2020 as restated* 4 256 645 663 4 256 645 663
Changes in net assets

Surplus for the year 404 913229 404 913 229
Total changes - -
Balance at 30 June 2021 4 661 558 892 4 661 558 892
Note(s)

* See Note 43
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Cash Flow Statement for the period ended 30 June 2021

Figures in Rand

Note(s)

2021 2020
Restated*

Cash flows from operating activities

Receipts

Sale of goods and services
Grants

Interest income

Payments
Employee costs
Suppliers
Finance cost

Net cash flows from operating activities

Cash flows from investing activities

Purchase of property, plant and equipment
Proceeds from sale assets

Net cash flows from investing activities

Net increase/(decrease) 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

33

w

12

225947 969 285631 589
1277 854 003 818 033 667
7 527 283 20714 310

1511 329 255 1 124 379 566

(382 949 350) (355 268 766)
(474 081 100) (794 916 880)
(456 019) (88 047)

(857 486 469)(1 150 273 693)

653 842786 (25 894 127)

(526 698 746) (310 201 491)
1629 514 423 350

(525 069 232) (309 778 141)

128 973 554 (335 672 268)
42 247 058 377 919 326

171 220 612 42 247 058

* See Note 43
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Statement of Comparison of Budget and Actual Amounts for the period ended 30 June 2021

Budget on Cash Basis

Approved Adjustments  Final Budget Actual amounts Difference Reference
budget on comparable between final
basis budget and

Figures in Rand actual
Statement of Financial Performance
Revenue
Revenue from exchange
transactions
Service charges 329012000 (91602000) 237410000 370644302 133234302 Noted6 (1)
Other income 85 835 849 (1216202) 84619 647 1048119 (83 571528) Note 46 (2)
Interest income 78258 000 (21772000) 56486000 70296407 13810407 Note 46 (3)
Total revenue from exchange 493 105849 (114 590 202) 378 515647 441 988 828 63 473 181
transactions
Revenue from non-exchange
transactions
Transfer revenue
Government grants & subsidies 1338 137349 15352808 1353490157 1 271 181327 (82308 830) Note 46 (4)

Total revenue 1831 243 198

(99 237 394) 1 732 005 804 1713 170 155

(18 835 649)

Expenditure

Employee Related Costs (371509 000) 75790000 (295719 000) (378 278 226) (82 559 226) -8244322Note
46 (1)

Remuneration of councillors (13173000) 2822000 (10351000) (12917 916) (2566 916) Note 46 (2)

Impairment loss / Reversal of - - - (8244322) (8244 322)

impairments

Depreciation and amortisation (128 309 000) 1000000 (127 309 000) (173 632 254) (46 323 254) Note 46 (3)

Debt Impairment (129 735 000) - (129 735000) (304 179 614) (174 444 614) Note 46 (4)

Finance costs (500 000) (198 000) (698 000) (456 019) 241981 Note 46 (5)

Bulk purchases (17321 000) (3220 000) (20 541000) (33625187) (13 084187) Note 46 (6)

Contracted services (295 381 000) 74 676 000 (220705000) (184 196 066) 36 508 934  Note 46 (7)

Transfer and Subsidies (62031 000) 24500000 (37 531000) (54880616) (17 349616) Note 46 (8)

General Expenses (111164 000) (1057 000) (112221 000) (156 145625) (43 924 625) Note 46 (9)

Total expenditure (1129 123 000) 174 313 000 (954 810 000)(1 306 555 845) (351 745 845)

Operating surplus 702120198 75075606 777 195804 406 614 310 (370 581 494)

Loss on disposal of assets and - - - (6 203) (6 203) Note 46(10)

liabilities

Actuarial gain - - - (1694878) (1694878) Note 46(11)
- - - (1701081) (1701081)

Surplus before taxation 702120198 75075606 777 195804 404 913229 (372282 575)

Actual Amount on Comparable 702120198 75075606 777 195804 404 913 229 (372 282 575)

Basis as Presented in the
Budget and Actual
Comparative Statement
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Accounting Policies

1. Presentation of Annual Financial Statements

The annual financial statements have been prepared in accordance with the Standards of Generally Recognised Accounting
Practice (GRAP), issued by the Accounting Standards Board in accordance with Section 122(3) of the Municipal Finance
Management Act (Act 56 of 2003).

These annual financial statements have been prepared on an accrual basis of accounting and are in accordance with historical
cost convention as the basis of measurement, unless specified otherwise. They are presented in South African Rand.

In the absence of an issued and effective Standard of GRAP, accounting policies for material transactions, events or conditions
were developed in accordance with paragraphs 8, 10 and 11 of GRAP 3 as read with Directive 5.

Assets, liabilities, revenues and expenses were not offset, except where offsetting is either required or permitted by a Standard
of GRAP.

A summary of the significant accounting policies, which have been consistently applied in the preparation of these annual
financial statements, are disclosed below.

Summary of significant accounting policies

These standards are summarised as follows:

Reference Description

GRAP Framework Framework for the preparation and presentation of financial statements
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 Investment in Associates

GRAP 8 Investment 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 18 Segment Reporting

10
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Accounting Policies

GRAP 19

GRAP 20

GRAP 21

GRAP 23

GRAP 24

GRAP 25

GRAP 26

GRAP 27

GRAP 31

GRAP 32

GRAP 100

GRAP 103

GRAP 104

GRAP 108

GRAP 109

GRAP 110

IFRS 4

IAS 12

IGRAP 1

IGRAP 2

IGRAP 3

IGRAP 16

IGRAP 20

Directive 5

Guideline

Provisions, Contingent Liabilities and Contingent Assets
Related Party Disclosures

Impairment of Non-cash-generating Assets

Revenue from Non-exchange Transactions (Taxes and Transfers)
Presentation of Budget Information in Financial Statements
Employee Benefits

Impairment of Cash-generating Assets

Agriculture

Intangible Assets

Service Concession Arrangements: Grantor

Discontinued Operations

Heritage Assets

Financial Instruments

Statutory Receivables

Accounting by Principals and Agents

Living and Non-living Resources

Insurance contracts

Income taxes

Applying the Probability Test on Initial Recognition of Revenue
Changes in Existing Decomissioning Restoration and Similar Liabilities
Determining Whether an Arrangement Contains a Lease
Intangible Assets — Website Costs

Accounting for Adjustments to Revenue

GRAP Reporting Framework

The Application of Materiality to Financial Statements

The cash flow statement is prepared using the direct method, whereby major classes of gross cash receipts and gross cash

payments are disclosed.

Accounting policies for material transactions, events or conditions not covered by the above GRAP standards have been
developed in accordance with GRAP 3. Where required, accounting policies were developed for standards of GRAP that have
been issued by the Accounting Standards Board, but for which an effective date have not been determined by the Minister of

Finance.
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Chris Hani District Municipality
(Registration number DC13)
Annual Financial Statements for the period ended 30 June 2021

Accounting Policies

1.1 Presentation currency

These annual financial statements are presented in South African Rand, which is the functional currency of the municipality.
All figures have been rounded off to the nearest rand.

1.2 Going concern assumption

These annual financial statements have been prepared based on the expectation that the municipality will continue to
operate as a going concern for at least the next 12 months.

1.3 Materiality

Material omissions or misstatements of items are material if they could, individually or collectively, influence the decisions or
assessments of users made on the basis of the financial statements. Materiality depends on the nature or size of the omission
or misstatement judged in the surrounding circumstances. The nature or size of the information item, or a combination of both,
could be the determining factor.

Assessing whether an omission or misstatement could influence decisions of users, and so be material, requires consideration
of the characteristics of those users. The Framework for the Preparation and Presentation of Financial Statements states that
users are assumed to have a reasonable knowledge of government, its activities, accounting and a willingness to study the
information with reasonable diligence. Therefore, the assessment takes into account how users with such attributes could
reasonably be expected to be influenced in making and evaluating decisions.

1.4 Comparative figures
Where necessary, comparative figures have been reclassified to conform to changes in presentation in the current year.

Where material accounting errors, which relate to prior periods, have been identified in the current year, the correction is made
retrospectively as far as is practicable and the prior year comparatives are restated accordingly. Where there has been a
change in accounting policy in the current year, the adjustment is made retrospectively as far as is practicable and the prior
year comparatives are restated accordingly.

1.5 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 the
end of each reporting period. In determining whether an impairment loss should be recorded in surplus or deficit, the
management 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.

12
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Accounting Policies

1.5 Significant judgements and sources of estimation uncertainty (continued)
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 end of the reporting period. 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 the end of each reporting period. 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 end of the reporting period.

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.

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 less costs to sell. These calculations require the use of estimates and assumptions. It is
reasonably possible that the assumptions may change which may then impact our estimations and may then require a material
adjustment to the carrying value of property, plant and equipment and tangible assets.

The municipality reviews and tests the carrying value of assets when events or changes in circumstances suggest that the
carrying amount may not be recoverable. In addition, asset is tested on an annual basis for impairment. 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 are prepared of expected future cash flows for each group of assets.
Expected future cash flows used to determine the value in use of property, plant and equipment and tangible assets are
inherently uncertain and could materially change over time.

Provisions

The municipality recognises provision in terms of GRAP 19 paragraph 21 that states,

A provision shall be recognise when:

(a) an entity has a present obligation (legal or constructive) as a result of a past event

(b) it is probable that an outflow of resources embodying economic benefits or service potential will be required to settle the
obligation; and

(c) a reliable estimate can be made of the amount of the obligation

Based on the above (b) and (c). the municipality decided to disclose the provision though there is currently uncertainty on how
long it would take to resolve the dispute as it involves the Department of Labour and this is dependent on the outcome of the
engagement process. This provision is a liability of uncertain timing or amount.

Provisions were raised and management determined an estimate based on the information available. Additional disclosures of
these estimates of provisions are included under the note 49 - 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

water networks. This estimate is based on industry norm. Management will increase the depreciation charge where useful lives
are less than previously estimated useful lives.

13
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Accounting Policies

1.5 Significant judgements and sources of estimation uncertainty (continued)
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 appropriate discount rate at the end of each year. This is the interest rate that should be used
to determine the present value of estimated future cash outflows expected to be required to settle 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 maturity approximating the terms of the
related pension liability.

Other key assumptions for pension obligations are based on current market conditions. Additional information is disclosed in
Note 13.

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.

1.6 Property, plant and equipment

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

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

Initial Recognition and measurement
Property, plant and equipment is initially measured at cost.

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

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

Where an item of property, plant and equipment is acquired in exchange for a non-monetary asset or monetary assets, or a
combination of monetary and non-monetary assets, the asset acquired is initially measured at fair value (the cost). If the
acquired item's fair value was not determinable, it's deemed cost is the carrying amount of the asset(s) given up.

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

Costs include costs incurred initially to acquire or construct an 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, where the entity is obligated to incur such expenditure, and where the
obligation arises as a result of acquiring the asset or using it for purposes other than the production of inventories.
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Accounting Policies

1.6 Property, plant and equipment (continued)

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.

Items such as spare parts, standby equipment and servicing equipment are recognised when they meet the definition of
property, plant and equipment.

Major inspection costs which are a condition of continuing use of an item of property, plant and equipment and which meet the
recognition criteria above are included as a replacement in the cost of the item of property, plant and equipment. Any remaining
inspection costs from the previous inspection are derecognised.

Subsequent measurement - Cost model

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

Depreciation

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

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

Item Depreciation method Average useful life
Land Infinity
Buildings 5-100 years
Plant and machinery 2 -17 years
Furniture and fixtures 3 -18 years
Transport assets 4 - 20 years
Office equipment 3 -18 years
IT equipment 3 -13 years
Infrastructure - Water

. Roads and Paving 3 -100 years
. Security measures 7 - 25 years
. Sewerage 7 - 100 years
. Water infrastructure 5-100 years
Infrastructure - Sanitation

. Community facilities 5-30 years
. Recreational facilities 10 - 30 years
Emergency equipment 3-10years
WIP - Sanitation 5-15 years

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

Reviewing the useful life of an asset on an annual basis does not require the entity to amend the previous estimate unless
expectations differ from the previous estimate.

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 recognised in surplus or deficit unless it is included in the carrying amount of
another asset.

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.
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1.6 Property, plant and equipment (continued)

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.

Assets which the municipality holds for rentals to others and subsequently routinely sell as part of the ordinary course of
activities, are transferred to inventories when the rentals end and the assets are available-for-sale. Proceeds from sales of
these assets are recognised as revenue. All cash flows on these assets are included in cash flows from operating activities in
the comparatives.

Repairs and Maintenance

The municipality discloses expenditure to repair and maintain property, plant and equipment under contracted services in the
notes to the financial statements.

The municipality discloses relevant information relating to assets under construction or development, in the notes to the
financial statements.

1.7 Intangible assets

An intangible asset is an identifiable non-monetary asset without physical substance.
An asset is identifiable if it either:

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

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

A binding arrangement describes an arrangement that confers similar rights and obligations on the parties to it as if it were in
the form of a contract.

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

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

Initial Recognition
Intangible assets are initially recognised at cost.

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

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 or service potential.

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.

Subsequent Measurement

Intangible assets are subsequently carried at cost less any accumulated amortisation and any impairment losses.
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1.7 Intangible assets (continued)

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

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

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

Internally generated goodwill is not recognised as an intangible asset.

Amortisation and Impairment

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

Item Useful life
Licenses and franchises 2-5 years
Computer software, other 2-5 years

Derecognition
Intangible assets are derecognised:
. on disposal; or
. when no future economic benefits or service potential are expected from its use or disposal.

The gain or loss arising from the derecognition of an intangible assets is included in surplus or deficit when the asset is
derecognised (unless the Standard of GRAP on leases requires otherwise on a sale and leaseback).

1.8 Investments in associates
1.9 Financial instruments

A financial instrument is any contract that gives rise to a financial asset of one entity and a financial liability or a residual
interest of another entity.

The amortised cost of a financial asset or financial liability is the amount at which the financial asset or financial liability is
measured at initial recognition minus principal repayments, plus or minus the cumulative amortisation using the effective
interest method of any difference between that initial amount and the maturity amount, and minus any reduction (directly or
through the use of an allowance account) for impairment or uncollectibility.

A concessionary loan is a loan granted to or received by an entity on terms that are not market related.

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

Currency risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in
foreign exchange rates.

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

A derivative is a financial instrument or other contract with all three of the following characteristics:
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1.9 Financial instruments (continued)
. Its value changes in response to the change in a specified interest rate, financial instrument price, commaodity price,
foreign exchange rate, index of prices or rates, credit rating or credit index, or other variable, provided in the case of
a non-financial variable that the variable is not specific to a party to the contract (sometimes called the ‘underlying’).

. It requires no initial net investment or an initial net investment that is smaller than would be required for other types
of contracts that would be expected to have a similar response to changes in market factors.
. It is settled at a future date.

The effective interest method is a method of calculating the amortised cost of a financial asset or a financial liability (or group of
financial assets or financial liabilities) and of allocating the interest income or interest expense over the relevant period. The
effective interest rate is the rate that exactly discounts estimated future cash payments or receipts through the expected life of
the financial instrument or, when appropriate, a shorter period to the net carrying amount of the financial asset or financial
liability. When calculating the effective interest rate, an entity shall estimate cash flows considering all contractual terms of the
financial instrument but shall not consider future credit losses. The calculation includes all fees and points paid or received
between parties to the contract that are an integral part of the effective interest rate (see the Standard of GRAP on Revenue
from Exchange Transactions), transaction costs, and all other premiums or discounts. There is a presumption that the cash
flows and the expected life of a group of similar financial instruments can be estimated reliably. However, in those rare cases
when it is not possible to reliably estimate the cash flows or the expected life of a financial instrument (or group of financial
instruments), the entity shall use the contractual cash flows over the full contractual term of the financial instrument (or group of
financial instruments).

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.

A financial asset is:
° cash;
. a residual interest of another entity; or
. a contractual right to:
- receive cash or another financial asset from another entity; or
- exchange financial assets or financial liabilities with another entity under conditions that are potentially
favourable to the entity.

A financial guarantee contract is a contract that requires the issuer to make specified payments to reimburse the holder for a
loss it incurs because a specified debtor fails to make payment when due in accordance with the original or modified terms of a
debt instrument.

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

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

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

Loan commitment is a firm commitment to provide credit under pre-specified terms and conditions.
Loans payable are financial liabilities, other than short-term payables on normal credit terms.

Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in
market prices. Market risk comprises three types of risk: currency risk, interest rate risk and other price risk.

Other price risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in
market prices (other than those arising from interest rate risk or currency risk), whether those changes are caused by factors
specific to the individual financial instrument or its issuer, or factors affecting all similar financial instruments traded in the
market.

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

A residual interest is any contract that manifests an interest in the assets of a entity after deducting all of its liabilities. A
residual interest includes contributions from owners, which may be shown as:
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1.9 Financial instruments (continued)
. equity instruments or similar forms of unitised capital;
. a formal designation of a transfer of resources (or a class of such transfers) by the parties to the transaction as
forming part of a entity’s net assets, either before the contribution occurs or at the time of the contribution; or
. a formal agreement, in relation to the contribution, establishing or increasing an existing financial interest in the net
assets of a entity.

Transaction costs are incremental costs that are directly attributable to the acquisition, issue or disposal of a financial asset or
financial liability. An incremental cost is one that would not have been incurred if the entity had not acquired, issued or
disposed of the financial instrument.

Financial instruments at amortised cost are non-derivative financial assets or non-derivative financial liabilities that have fixed
or determinable payments, excluding those instruments that:

. the entity designates at fair value at initial recognition; or

. are held for trading.

Financial instruments at cost are investments in residual interests that do not have a quoted market price in an active market,
and whose fair value cannot be reliably measured.

Financial instruments at fair value comprise financial assets or financial liabilities that are:

. derivatives;

. combined instruments that are designated at fair value;

. instruments held for trading. A financial instrument is held for trading if:
- it is acquired or incurred principally for the purpose of selling or repurchasing it in the near-term; or
- on initial recognition it is part of a portfolio of identified financial instruments that are managed together and for
which there is evidence of a recent actual pattern of short term profit-taking;
- non-derivative financial assets or financial liabilities with fixed or determinable payments that are designated at
fair value at initial recognition; and
- financial instruments that do not meet the definition of financial instruments at amortised cost or financial
instruments at cost.

Classification

The entity has the following types of financial assets (classes and category) as reflected on the face of the statement of
financial position or in the notes thereto:

Class Category
Receivables from exchange transactions Financial a