BUFFALO CITY ECONOMIC ENTITY

Annual Financial Statements for the year ended 30 June 2010

Cash Flow Statement

Economic entity

Controlling entity

Figures in Rand

2010

2009

2010

2009

Cash flows from operating activities

Receipts

Sale of goods and services
Grants

Interest income

Dividends received

Other receipts

Payments
Employee costs
Suppliers
Finance costs
Other 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

Net movement in financial assets
Movement in non current investments
PPE Transfers

Net cash flows from investing activities

Cash flows from financing activities

Repayment of borrowings
Repayment of finance lease liability

Net cash flows from financing 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

Note(s)

1,833,890,672

1,505,312,996

1,833,890,669

1,505,312,996

813,714,301 614,606,899 813,714,301 614,606,899
86,980,601 83,366,676 86,923,698 83,178,034
85,643 165,458 85,643 165,458

- 202,184,178 - 199,547,201
2,734,671,217 2,405,636,207 2,734,614,311 2,402,810,588
(804,556,631) (690,870,531) (802,938,632) (688,878,722)

(1,388,732,367)
(108,121,292)
(122,947,382)

(1,197,477,963)
(112,131,447)

(1,391,408,996)
(108,121,128)
(121,483,480)

(1,196,627,183)
(112,128,079)

(2,424,357,672)

(2,000,479,941)

(2,423,952,236)

(1,997,633,984)

46 310,313,545

405,156,266

310,690,485

405,176,604

15 (423,234,056) (366,574,722) (423,496,175) (366,574,722)
15 3,048,951 4,994,019 3,048,951 4,994,019
12 (2,915,659) (2,402,910) (2,915,659) (2,402,910)
- 261,745 - 261,745

(701,421) 1,927,565 (701.421) 1,927,565

18,268,163 - 18,268,163 -
(405,534,022) (361,794,303) (405,796,141) (361,794,303)

(41,598,293) 43,495,612 (41,598,293) 43,495,612

419,418 (1,154,498) 419,418 (1,154,498)
(41,178,875) 42,341,114 (41,178,875) 42,341,114
(136,399,352) 85,703,077 (136,284,531) 85,723,415
695,870,441 610,167,364 694,578,376 608,854,966
695,870,441 558,293,845 694,578,381

4 559,471,089
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BUFFALO CITY ECONOMIC ENTITY

Annual Financial Statements for the year ended 30 June 2010

Accounting Policies

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) issued by the Accounting Standards Board in accordance with 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 unless specified otherwise. They are presented in South African Rand.

A summary of the significant accounting policies, which have been consistently applied, are disclosed below.
These accounting policies are consistent with the previous period.
1.1 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.

Property, plant and equipment is initially measured at cost. Property, plant and equipment is carried at cost less accumulated depreciation and
any impairment losses, except for land and buildings which are revalued. Heritage assets, which are culturally significant resources and which
are shown at cost, are not depreciated due to the uncertainty regarding their estimated useful lives. Similarly, land is not deprecnated asitis
deemed to have an indefinite life,

The cost of an item of property, piant and equipment is the purchase price and other costs attributabie 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 at no cost, or for a nominal cost, 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.

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 to 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.

Property, plant and equipment are depreciated on the straight line basis over their expected useful lives to their estimated residual vaiue except
for furniture and fittings, which are depreciated using the deminishing balance method using 10% per annum.

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

Item Average useful life
Buildings 30 years

Plant and equipment 3-30 years

Motor vehicles 4-15 years

Office equipment ) 3-5 years

Electricity 10-60 years
Community

° Buildings 30 years

e Recreation 20-30 years

Other properties 5-50 years
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BUFFALO CITY ECONOMIC ENTITY

Annual Financial Statements for the year ended 30 June 2010

Accounting Policies

1.1 Property, plant and equipment (continued)

Leases 5 years
Roads 5-100 years
Wastewater network 5-80 years
Water network 10-150 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.

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.

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 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 economic entity 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. These assets are not accounted for as non-current assets
held 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 cash flow statement.

Residual values have been determined for all movable assets based on a percentage of the cost or fair value as follows:

10% Office furniture and Equipment
20%-30% Trucks and specialised vehicles
35% Other vehicles

40% Buses

40% Fire engines

1.2 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
economic entity or from other rights and obligations.

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

Intangible assets are initially recognised at cost.
An intangible asset acquired at no or nominal cost, 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 mtanglble 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.

® © o o ¢

Intangible assets are carried at cost less any accumulated amortisation and any impairment losses.
The amortisation period and the amortisation method for intangible assets are reviewed at each reporting date.

Amortisation is provided to write down the intangible assets, on a straight line basis, to their residual values as follows:
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Annual Financial Statements for the year ended 30 June 2010

Accounting Policies

1.2 Intangible assets (continued)

ltem Useful life
Computer software, other 3 years

1.3 Financial instruments
Classification

The economic entity classifies financial assets and financial liabilities into the following categories:
. Loans and receivables
. Available-for-sale financial assets
° 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 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 economic entity becomes a party to the contractual provisions of the instruments.

The economic entity 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.

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 economic entity establishes fair value by using valuation techniques. These include the use of recent arm’s fength
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.

Financial instruments designated as available-for-sale

Available for sale financial assets (AFS) are financial assets that are not classified as:
o LAR financial assets;
. HTM investments; or
. FVTP financial assets.

AFS financial assets must be measured at fair value. Gains or losses on an AFS financial asset must be recognised directly in equity.

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.
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Accounting Policies

1.3 Financial instruments (continued)

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 transaction costs) and the settlement or redemption of borrowings is
recognised over the term of the borrowings in accordance with the economic entity’s accounting policy for borrowing costs.

Financial liabilities

Financial liabilities are classified according to the substance of contractual agreements entered into. Trade and other payables are stated at
their nominal value.

1.4 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 or the
incremental borrowing rate.

Minimum 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.

Any contingent rents are expensed in the period in which they are incurred.
Operating leases - lessor
Operating lease revenue is recognised as revenue 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 revenue.

The aggregate cost of incentives is recognised as a reduction of rental revenue over the lease term on a straight-line basis.
The aggregate benefit of incentives is recognised as a reduction of rental expense over the lease term on a straight-line basis.
Income for leases is disclosed under revenue in 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 or liability.

1.5 Inventories

Inventories are initially measured at cost except where inventories are acquired at no cost, or for nominal consideration, then their costs are
their fair value as at the date of acquisition.

Subsequently inventories are measured at the lower of cost and net realisable value.
Inventories are measured at the lower of cost and current replacement cost where they are held for;

e distribution at no charge or for a nominal charge; or
. consumption in the production process of goods to be distributed at no charge or for a nominal charge.
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1.5 Inventories (continued)

Net realisable value is the estimated selling price in the ordinary course of operations less the estimated costs of completion and the
estimated costs necessary to make the sale, exchange or distribution.

Current replacement cost is the cost the economic entity incurs to acquire the asset on the reporting date.

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 of items that are not ordinarily interchangeable and goods or services produced and segregated for specific projects
is assigned using specific identification of the individual costs.

The cost of inventories is assigned using the first-in, first-out (FIFO) formula. The same cost formula is used for all inventories having a
similar nature and use to the economic entity.

If there is no related revenue, the expenses are recognised when the goods are distributed, or related services are rendered. 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.

1.6 Impairment of cash-generating assets

Cash-generating assets are those assets held by the economic entity with the primary objective of generating a commercial return. When an
asset is deployed in a manner consistent with that adopted by a profit-orientated entity, it generates a commercial return.

Impairment is a loss in the future economic benefits or service potential of an asset, over and above the systematic recognition of the loss of
the asset’s future economic benefits or service potential through depreciation (amortisation).

Carrying amount is the amount at which an asset is recognised in the statement of financial position after deducting any accumulated
depreciation and accumulated impairment losses thereon.

A cash-generating unit is the smallest identifiable group of assets held with the primary objective of generating a commercial return that
generates cash inflows from continuing use that are largely independent of the cash inflows from other assets or groups of assets.

Costs of disposal are incremental costs directly attributable to the disposal of an asset, excluding finance costs and income tax expense.
Depreciation (Amortisation) is the systematic ailocation of the depreciable amount of an asset over its useful life.

Fair value less costs to sell is the amount obtainable from the sale of an asset in an arm’s length transaction between knowledgeable, willing
parties, less the costs of disposal.

Recoverable amount of an asset or a cash-generating unit is the higher its fair value less costs to sell and its value in use.
Useful life is either:

® (a) the period of time over which an asset is expected to be used by the economic entity; or

i (b) the number of production or similar units expected to be obtained from the asset by the economic entity.

At each reporting date a review is carried out to determine whether there are any indications that any assets or cash generating units may be
impaired. If such indications exist, the recoverable amounts of the affected assets are determined.

Where the recoverable amount of an assset or cash-generating unit is lower than its carrying amount, an impairment loss is recognised in profit
for the period in respect of assets carried at historic cost , and against revaluation surpluses in respect of assets carried at revalued amounts.

1.7 Share capital / contributions from owners

An equity instrument is any contract that evidences a residual interest in the assets of an economic entity after deducting all of its liabilities.
1.8 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
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1.8 Employee benefits (continued)
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
economic entity’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.

Consideration is given to any event that could impact the funds up to end of the reporting period 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 surplus or deficit 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 economic entity 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 surplus or deficit, 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 and past service costs, plus the present value of available refunds and reduction in
future contributions to the plan.

1.9 Provisions and contingencies

Provisions are recognised when:
. the economic entity has a present obligation as a resuit of a past event;
. it is probable that an outflow of resources embodying economic benefits or service potential will be required to settle the
obligation; and
L a reliable estimate can be made of the obligation.

The amount of a provision is the best estimate of the expenditure expected to be required to settle the present obligation at the reporting
date.

Where the effect of time value of money is material, the amount of a provision is the present value of the expenditures expected to be
required to settle the obligation. :

The discount rate is a pre-tax rate that reflects current market assessments of the time value of money and the risks specific to the liability.
Where some or all of the expenditure required to settle a provision is expected to be reimbursed by another party, the reimbursement is
recognised when, and only when, it is virtually certain that reimbursement will be received if the economic entity settles the obligation. The

reimbursement is treated as a separate asset. The amount recognised for the reimbursement does not exceed the amount of the provision.

Provisions are reviewed at each reporting date and adjusted to reflect the current best estimate. Provisions are reversed if it is no longer
probable that an outflow of resources embodying economic benefits or service potential will be required, to settle the obligation.
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1.9 Provisions and contingencies (continued)

Where discounting is used, the carrying amount of a provision increases in each period to reflect the passage of time. This increase is
recognised as an interest expense.

A provision is used only for expenditures for which the provision was originally recognised.
Provisions are not recognised for future operating deficits.

If an entity has a contract that is onerous, the present obligation (net of recoveries) under the contract is recognised and measured as a
provision.

A constructive obligation to restructure arises only when an entity:

d has a detailed formal plan for the restructuring, identifying at least:
- the activity/operating unit or part of a activity/operating unit concerned,
- the principal locations affected,
- the location, function, and approximate number of employees who will be compensated for services being terminated;
- the expenditures that will be undertaken; and
- when the plan will be implemented; and

. 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.

A restructuring provision includes only the direct expenditures arising from the restructuring, which are those that are both:
. necessarily entailed by the restructuring; and
. not associated with the ongoing activities of the economic entity.

No obligation arises as a consequence of the sale or transfer of an operation until the economic entity is committed to the sale or transfer,
that is, there is a binding agreement.

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

4 the amount initially recognised less cumulative amortisation.

Contingent assets and contingent liabilities are not recognised. Contingencies are disclosed in note 65.
1.10 Borrowing costs

It is inappropriate to capitalise borrowing costs when, and only when, there is clear evidence that it is difficult to link the borrowing
requirements of an entity directly to the nature of the expenditure to be funded i.e. capital or current.

Borrowing costs are recognised as an expense in the period in which they are incurred.
1.11 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 refated disclosures. Use of available information and the application of judgement is
inherent in the formation of estimates. Actual resulits in the future could differ from these estimates which may be material to the annual
financial statements. Significant judgements include:

Aliowance for slow moving, damaged and obsolete stock

An aliowance for stock to write stock down to the lower of cost or net realisable vaiue. 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 that are not traded in an active market (for example, over-the counter derivatives) is determined by
using valuation techniques. The economic entity 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 economic entity for similar financial instruments.
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1.11 Significant judgements and sources of estimation uncertainty (continued)
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.

The economic entity 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, goodwill 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 goodwill and tangible assets are inherently uncertain and could materially change over time.

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 21 - 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.

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 economic entity 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 economic entity 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 24.
Effective interest rate
The economic entity 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.
1.12 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

. sale in 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.
Investment property is recognised as an asset when, and only when, it is probable that the future economic benefits or service potential
that are associated with the investment property will flow to the enterprise, and the cost or fair value of the investment property can be
measured reliably.
Investment property is initially recognised at cost. Transaction costs are included in the initial measurement,

Where investment property is acquired at no cost or for a nominal cost, its cost is its fair value as at the date 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.
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1.12 Investment property (continued)

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 net surplus or deficit for the period in which it arises.

If the fair value of investment property under construction is not determinable, it is measured at cost until the earlier of the date it becomes
determinable or construction is complete.

Compensation from third parties for investment property that was impaired, lost or given up is recognised in surplus or deficit when the
compensation becomes receivable.

1.13 Investment in associate

An associate is an entity over which Buffalo City Municipality is in a position to exercise significant influence, through participation in the
financial and operating policy decisions of the investee.

The results and assets and liabilities of associates are incorporated in these financial statements using the equity method of accounting.

The carrying value of the investment in associates is adjusted for Buffalo City Municipality's share of operating surpluses/ (deficits) less any
dividends received.

Where Buffalo City Municipality or its Entities transact with an associate, unrealised gains and losses are eliminated to the extent of the
Municipality’s or its Municipal Entities’ interest in the relevant associate, except where unrealised losses provide evidence of an impairment
of the asset transferred.

Where Buffalo City Municipality is no longer able to exercise significant influence over the associate, the equity method of accounting is
discontinued.

Buffalo City Municipality uses the most recent available financial statements of the associate in applying the equity method. When the
reporting dates are different, the municipality makes adjustments for the effects of any significant events or transactions between the
investor and the associate that occur between the different reporting dates. Adjustments are made to ensure consistency between the
accounting policies of the associate and the municipality.

1.14 Tax

Deferred tax assets and liabilities

A deferred tax liability is recognised for all taxable temporary differences, except to the extent that the deferred tax liability arises from the
initial recognition of an asset or liability in a transaction which at the time of the transaction, affects neither accounting surplus nor taxable
profit (tax loss).

A deferred tax asset is recognised for all deductible temporary differences to the extent that it is probable that taxable surplus will be
available against which the deductible temporary difference can be utilised. A deferred tax asset is not recognised when it arises from the
initial recognition of an asset or liability in a transaction at the time of the transaction, affects neither accounting surplus nor taxable profit
(tax loss).

A deferred tax asset is recognised for the carry forward of unused tax losses and unused STC credits to the extent that it is probable that
future taxable surplus will be available against which the unused tax losses and unused STC credits can be utilised.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to the period when the asset is realised or the
liability is settled, based on tax rates (and tax laws) that have been enacted or substantively enacted by the end of the reporting period.

1.15 Revenue from exchange transactions

Revenue is the gross inflow of economic benefits or service potential during the reporting period when those inflows result in an increase in net
assets, other than increases relating to contributions from owners.

An exchange transaction is one in which the municipality receives assets or services, or has liabilities extinguished, and directly gives
approximately equal value (primarily in the form of goods, services or use of assets) to the other party in exchange.

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.
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