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1.15 Revenue from exchange transactions (continued)

Measurement

Revenue is measured at the fair value of the consideration received or receivable, net of trade discounts and volume rebates.
Sale of goods

Revenue from the sale of goods is recognised when all the following conditions have been satisfied:
. the economic entity has transferred to the purchaser the significant risks and rewards of ownership of the goods;
° the economic entity retains neither continuing managerial involvement to the degree usually associated with ownership nor
effective control over the goods sold;
. the amount of revenue can be measured reliably;
. it is probable that the economic benefits or service potential associated with the transaction will flow to the economic entity; and
. the costs incurred or to be incurred in respect of the transaction can be measured reliably. )

Rendering of services
When the outcome of a transaction involving the rendering of services can be estimated reliably, revenue associated with the transaction is
recognised by reference to the stage of completion of the transaction at the reporting date. The outcome of a transaction can be estimated
reliably when all the following conditions are satisfied:

. the amount of revenue can be measured reliably;

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

e the stage of completion of the transaction at the reporting date can be measured reliably; and

. the costs incurred for the transaction and the costs to complete the transaction can be measured reliably.
When services are performed by an indeterminate number of acts over a specified time frame, revenue is recognised on a straight line basis
over the specified time frame unless there is evidence that some other method better represents the stage of completion. When a specific act
is much more significant than any other acts, the recognition of revenue is postponed until the significant act is executed.

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

Service revenue is recognised by reference to the stage of completion of the transaction at the reporting date. Stage of completion is
determined by services performed to date as a percentage of total services to be performed.

Interest and Dividends
Revenue arising from the use by others of entity assets yielding interest, royalties and dividends is recognised when:
* Itis probable that the economic benefits or service potential associated with the transaction will flow to the municipality, and
e The amount of the revenue can be measured reliably.
Interest is recognised, in surplus or deficit, using the effective interest rate method.
Dividends, or their equivalents are recognised, in surplus or deficit, when the municipality’s right to receive payment has been established.
Service fees included in the price of the product are recognised as revenue over the period during which the service is performed.

1.16 Revenue from non-exchange transactions

Revenue comprises gross inflows of economic benefits or service potential received and receivable by an municipality, which represents an
increase in net assets, other than increases relating to contributions from owners.

Conditions on transferred assets are stipulations that specify that the future economic benefits or service potential embodied in the asset is
required to be consumed by the recipient as specified or future economic benefits or service potential must be returned to the transferor.

Control of an asset arise when the municipality can use or otherwise benefit from the asset in pursuit of its objectives and can exclude or
otherwise regulate the access of others to that benefit.

Exchange transactions are transactions in which one entity receives assets or services, or has liabilities extinguished, and directly gives
approximately equal value (primarily in the form of cash, goods, services, or use of assets) to another entity in exchange.

Expenses paid through the tax system are amounts that are available to beneficiaries regardless of whether or not they pay taxes.

Fines are economic benefits or service potential received or receivable by entities, as determined by a court or other law enforcement body, as
a consequence of the breach of laws or regulations.
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Non-exchange transactions are transactions that are not exchange transactions. In a non-exchange transaction, a municipality either receives
value from another municipality without directly giving approximately equal value in exchange, or gives value to another municipality without
directly receiving approximately equal value in exchange.

Restrictions on transferred assets are stipulations that limit or direct the purposes for which a transferred asset may be used, but do not specify
that future economic benefits or service potential is required to be returned to the transferor if not deployed as specified.

Stipulations on transferred assets are terms in laws or regulation, or a binding arrangement, imposed upon the use of a transferred asset by
entities external to the reporting municipality.

Tax expenditures are preferential provisions of the tax law that provide certain taxpayers with concessions that are not available to others.
The taxable event is the event that the government, legislature or other authority has determined will be subject to taxation.

Taxes are economic benefits or service potential compulsorily paid or payable to entities, in accordance with l[aws and or regulations,
established to provide revenue to government. Taxes do not include fines or other penalties imposed for breaches of the law.

Transfers are inflows of future economic benefits or service potential from non-exchange transactions, other than taxes.
Recognition

An inflow of resources from a non-exchange transaction recognised as an asset is recognised as revenue, except to the extent that a liability is
also recognised in respect of the same inflow.

As the municipality satisfies a present obligation recognised as a liability in respect of an inflow of resources from a non-exchange transaction
recognised as an asset, it reduces the carrying amount of the liability recognised and recognises an amount of revenue equal to that reduction.

Measurement
Revenue from a non-exchange transaction is measured at the amount of the increase in net assets recognised by the municipality.
When, as a result of a non-exchange transaction, the municipality recognises an asset, it also recognises revenue equivalent to the amount of
the asset measured at its fair value as at the date of acquisition, unless it is also required to recognise a liability. Where a liability is required to
be recognised it will be measured as the best estimate of the amount required to settle the obligation at the reporting date, and the amount of
the increase in net assets, if any, recognised as revenue. When a liability is subsequently reduced, because the taxable event occurs or a
condition is satisfied, the amount of the reduction in the liability is recognised as revenue.
1.17 Investment income
Investment income is recognised on a time-proportion basis using the effective interest method.
1.18 Comparative figures
Where necessary, comparative figures have been reclassified to conform to changes in presentation in the current year.
1.19 Unauthorised expenditure
Unauthorised expenditure means:

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

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

of the main division.

All expenditure relating to unauthorised expenditure is recognised as an expense in the statement of financial performance in the year that
the expenditure was incurred. The expenditure is classified in accordance with the nature of the expense, and where recovered, it is
subsequently accounted for as revenue in the statement of financial performance.
1.20 Fruitless and wasteful expenditure
Fruitless expenditure means expenditure which was made in vain and would have been avoided had reasonable care been exercised.
All expenditure relating to fruitless and wasteful expenditure is recognised as an expense in the statement of financial performance in the
year that the expenditure was incurred. The expenditure is classified in accordance with the nature of the expense, and where recovered, it

is subsequently accounted for as revenue in the statement of financial performance.

1.21 Irregular expenditure

Irregular expenditure as defined in section 1 of the PFMA is expenditure other than unauthorised expenditure, incurred in contravention of
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1.21 Irregular expenditure (continued)

or that is not in accordance with a requirement of any applicable legislation, including -
. (a) this Act; or
. (b) the State Tender Board Act, 1968 (Act No. 86 of 1968), or any regulations made in terms of the Act; or
o (c) any provincial legislation providing for procurement procedures in that provincial government.

National Treasury practice note no. 4 of 2008/2009 which was issued in terms of sections 76(1) to 76(4) of the PFMA requires the following
(effective from 1 April 2008):

Irregular expenditure that was incurred and identified during the current financial and which was condoned before year end and/or before
finalisation of the financial statements must also be recorded appropriately in the irregular expenditure register. In such an instance, no
further action is also required with the exception of updating the note to the financial statements.

Irregular expenditure that was incurred and identified during the current financial year and for which condonement is being awaited at year
end must be recorded in the irregular expenditure register. No further action is required with the exception of updating the note to the
financial statements.

Where irregular expenditure was incurred in the previous financial year and is only condoned in the following financial year, the register and
the disclosure note to the financial statements must be updated with the amount condoned.

Irregular expenditure that was incurred and identified during the current financial year and which was not condoned by the National
Treasury or the relevant authority must be recorded appropriately in the irregular expenditure register. If liability for the irregular expenditure
can be attributed to a person, a debt account must be created if such a person is liable in law. Immediate steps must thereafter be taken to
recover the amount from the person concerned. If recovery is not possible, the accounting officer or accounting authority may write off the
amount as debt impairment and disclose such in the relevant note to the financial statements. The irregular expenditure register must also
be updated accordingly. If the irregular expenditure has not been condoned and no person is liable in law, the expenditure related thereto
must remain against the relevant programme/expenditure item, be disclosed as such in the note to the financial statements and updated
accordingly in the irregular expenditure register.

1.22 Use of estimates

The preparation of annual financial statements in conformity with Standards of GRAP requires the use of certain critical accounting
estimates. It also requires management to exercise its judgement in the process of applying the economic entity’s accounting policies. The
areas involving a higher degree of judgement or compiexity, or areas where assumptions and estimates are significant to the annual
financial statements are disclosed in the relevant sections of the annual financial statements. Although these estimates are based on
management’s best knowledge of current events and actions they may undertake in the future, actual results ultimately may differ from
those estimates.

1.23 Presentation of currency

These annual financial statements are presented in South African Rand.

1.24 Offsetting

Assets, liabilities, revenue and expenses have not been offset except when offsetting is required or permitted by a Standard of GRAP.
1.25 Revaluation reserve

The surplus arising from the revaluation of property is credited to a non-distributable reserve. The revaluation surplus is realised as
revalued buildings are depreciated, through a transfer from the revaluation reserve to the accumulated surplus/deficit. On disposal, the net
revaluation surplus is transferred to the accumulated surplus/deficit while gains or losses on disposal, based on revalued amounts, are
credited or charged to the Statement of Financial Performance.

1.26 Investments

Where the carrying amount of an investment is greater than the estimated recoverable amount, it is written down immediately to its
recoverable amount and an impairment loss is charged to the Statement of Financial Performance.

1.27 Conditional grants and receipts
Revenue received from conditional grants, donations and funding are recognised as revenue to the extent that the municipality has

complied with any of the criteria, conditions or obligations embodied in the agreement. To the extent that the criteria, conditions or
obligations have not been met a liability is recognised.

Notes to the Annual Financial Statements

Economic entity Controlling entity
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2. Changes in accounting policy

The annual financial statements have been prepared in accordance with South African Statements of Generally Recognised Accounting
Practice on a basis consistent with the prior year except for the withdrawal of the following new or revised standards as per Directive 5 as
issued by the Accounting Standard Board:

° IPSAS21 Impairment of Non-Cash Generating Assets

e 1AS36 Impairments
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3. New standards and interpretations

3.1 Standards and interpretations issued, but not yet effective

The economic entity has not applied the following standards and interpretations, which have been published and are mandatory for the
economic entity’s accounting periods beginning on or after 01 July 2010 or later periods:

GRAP 18: Segment Reporting

Segments are identified by the way in which information is reported to management, both for purposes of assessing performance and
making decisions about how future resources will be allocated to the various activities undertaken by the economic entity. The major
classifications of activities identified in budget documentation will usually reflect the segments for which an entity reports information to
management. )

Segment information is either presented based on service or geographical segments. Service segments relate to a distinguishable
component of an entity that provides specific outputs or achieves particular operating objectives that are in line with the economic entity's
overall mission. Geographical segments relate to specific outputs generated, or particular objectives achieved, by an entity within a
particular region.

This Standard has been approved by the Board but its effective date has not yet been determined by the Minister of Finance. The effective
date indicated is a provisional date and could change depending on the decision of the Minister of Finance.

Directive 2 - Transitional provisions for public entities, municipal entities and constitutional institutions, states that no comparative segment
information need to be presented on initial adoption of this Standard.

Directive 3 - Transitional provisions for high capacity municipaiities states that no comparative segment information need to be presented
on initial adoption of the Standard. Where items have not been recognised as a result of transitional provisions under the Standard of
GRAP on Property, Plant and Equipment, recognition requirements of this Standard would not apply to such items until the transitional
provision in that Standard expires.

The effective date of the standard is for years beginning on or after 01 April 2011.

The economic entity does not envisage the adoption of the standard until such time as it becomes applicable to the economic entity's
operations.

Itis unlikely that the standard will have a material impact on the municipality's annual financial statements.
GRAP 23: Revenue from Non-exchange Transactions

Revenue from non-exchange transactions arises when an entity receives value from another entity without directly giving approximately
equal value in exchange. An asset acquired through a non-exchange transaction shall initially be measured at its fair value as at the date of
acquisition.

This revenue will be measured at the amount of increase in net assets recognised by the economic entity.

An inflow of resources from a non-exchange transaction recognised as an asset shall be recognised as revenue, except to the extent that a
liability is recognised for the same inflow. As an entity satisfies a present obligation recognised as a liability in respect of an inflow of
resources from a non-exchange transaction recognised as an asset, it will reduce the carrying amount of the liability recognised as
recognise an amount equal to that reduction.

This Standard has been approved by the Board but its effective date has not yet been determined by the Minister of Finance. The effective
date indicated is a provisional date and could change depending on the decision of the Minister of Finance.

The effective date of the standard is for years beginning on or after 01 April 2010.

The economic entity does not envisage the adoption of the standard until such time as it becomes applicable to the economic entity's
operations.

It is unlikely that the standard will have a material impact on the municipality's annual financial statements.
GRAP 24: Presentation of Budget Information in the Financial Statements

Subject to the requirements of paragraph .19, an entity shall present a comparison of the budget amounts for which it is held publicly
accountable and actual amounts either as a separate additional financial statement or as additional budget columns in the financial
statements currently presented in accordance with Standards of GRAP. The comparison of budget and actual amounts shall present
separately for each level of legislative oversight:

e the approved and final budget amounts;
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3. New standards and interpretations (continued)
o the actual amounts on a comparable basis; and
. by way of note disclosure, an explanation of material differences between the budget for which the economic entity is held
publicly accountable and actual amounts, unless such explanation is included in other public documents issued in conjunction
with the financial statements, and a cross reference to those documents is made in the notes,

Where an entity prepares its budget and annual financial statements on a comparable basis, it includes the comparison as an additional
column in the primary annual financial statements. Where the budget and annual financial statements are not prepared on a comparable
basis, a separate statement is prepared called the ‘Statement of Comparison of Budget and Actual Amounts’. This statement compares the
budget amounts with the amounts in the annual financial statements adjusted to be comparable to the budget.

A comparable basis means that the budget and annual financial statements:
® are prepared using the same basis of accounting i.e. either cash or accrual;
. include the same activities and entities;
. use the same classification system; and
. are prepared for the same period.

This Standard has been approved by the Board but its effective date has not yet been determined by the Minister of Finance. The effective
date indicated is a provisional date and could change depending on the decision of the Minister of Finance.

The effective date of the standard is for years beginning on or after 01 April 2010.

The economic entity does not envisage the adoption of the standard until such time as it becomes applicable to the economic entity's
operations. i

It is unlikely that the standard will have a material impact on the municipality's annual financial statements.
GRAP 103: Heritage Assets

* Grap 103 defines heritage assets as assets which have a cultural, environmental, historical, natural, scientific, technological or artistic
significance and are held indefinitely for the benefit of present and future generations.

Certain heritage assets are described as inalienable items thus assets which are retained indefinitely and cannot be disposed of without
consent as required by law or otherwise.

A heritage asset should be recognised as an asset only if:
. it is probable that future economic benefits or service potential associated with the asset will to the economic entity; and
® the cost of fair value of the asset can be measured reliably.

The standard required judgment in applying the initial recognition criteria to the specific circumstances surrounding the entity and the
assets.

Grap 103 states that a heritagevasset should be measured at its cost unless it is acquired through a non-exchange transaction which
should then be measured at its fair value as at the date of acquisition.

In terms of the standard, an entity has a choice between the cost and revaluation model as accounting policy for subsequent recognition
and should apply the chosen policy to an entire class of heritage assets.

The cost model requires a class of heritage assets to be carried at its cost less any accumulated impairment losses.

The revaluation model required a class of heritage assets to be carried at its fair value at the date of the revaluation less any subsequent
impairment losses. The standard also states that a restriction on the disposal of a heritage asset does not preclude the entity from
determining the fair value.

Grap 103 prescribes that when determining the fair value of a heritage asset that has more than one purpose, the fair value should reflect
both the asset's heritage value and the value obtained from its use in the production or supply of goods or services or for administrative
purposes.

If a heritage asset’s carrying amount is increased as a result of a revaluation, the increase should be credited directly to a revaluation
surplus. However, the increase should be recognised in surplus or deficit to the extent that it reverses a revaluation decrease of the same
heritage asset previously recognised in surplus or deficit. If a heritage asset’s carrying amount is decreased as a result of a revaluation, the
decrease should be recognised in surplus or deficit. However, the decrease should be debited directly to a revaluation surplus to the extent
of any credit balance existing in the revaluation surplus in respect of that heritage asset.

Grap 103 states that a heritage asset should not be depreciated but an entity should assess at each reporting date whether there is an
indication that it may be impaired.
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3. New standards and interpretations (continued)

In terms of the standard, compensation from third parties for heritage assets that have been impaired, lost or given up, should be included
in surplus or deficit when the compensation becomes receivable.

For a transfer from heritage assets carried at a revalued amount to property, plant and equipment, investment property, inventories or
intangible assets, the asset's deemed cost for subsequent accounting should be its revalued amount at the date of transfer. The entity
should treat any difference at that date between the carrying amount of the heritage asset and its fair value in the same way as a
revaluation in accordance with this Standard. If an item of property, plant and equipment or an intangible asset carried at a revalued
amount, or investment property carried at fair value is reclassified as a heritage asset carried at a revalued amount, the entity applies the
applicable Standard of GRAP to that asset up to the date of change. The entity treats any difference at that date between the carrying
amount of the asset and its fair value in accordance with the applicable Standard of GRAP relating to that asset. For a transfer from
investment property carried at fair value, or inventories to heritage assets at a revalued amount, any difference between the fair value of the
asset at that date and its previous carrying amount should be recognised in surplus or deficit.

The carrying amount of a heritage asset should be 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 a heritage asset should be determined as the difference between the net disposal
proceeds, if any, and the carrying amount of the heritage asset. Such difference is recognised in surplus or deficit when the heritage asset
is derecognised.
The effective date of the standard is for years beginning on or after 01 July 2010.

The economic entity does not envisage the adoption of the standard until such time as it becomes applicable to the economic entity's
operations.

it is uniikely that the standard will have a material impact on the municipality's annual financial statements.
GRAP 21: Impairment of non-cash-generating assets

Non-cash-generating assets are assets other than cash-generating assets.

When the carrying amount of a non-cash-generating asset exceeds its recoverable service amount, it is impaired.

A economic entity assesses at each reporting date whether there is any indication that a non-cash-generating asset may be impaired. If
any such indication exists, an entity estimates the recoverable service amount of the asset.

The present value of the remaining service potential of a non-cash-generating asset is determined using one of the following approaches:
. Depreciated replacement cost approach
e Restoration cost approach
. Service units approach

If the recoverable service amount of a non-cash-generating asset is less than its carrying amount, the carrying amount of the asset is
reduced to its recoverable service amount. This reduction is an impairment loss. An impairment loss is recognised immediately in surplus
or deficit. Any impairment loss of a revalued non-cash-generating asset is treated as a revaluation decrease.

A economic entity assess at each reporting date whether there is any indication that an impairment loss recognised in prior periods for a
non-cash-generating asset may no longer exist or may have decreased. If any such indication exists, an entity estimates the recoverable
service amount of that asset.

A reversal of an impairment loss for a non-cash-generating asset is recognised immediately in surplus or deficit. Any reversal of an
impairment loss of a revalued non-cash-generating asset is treated as a revaluation increase.

This Standard has been approved by the Board but its effective date has not yet been determined by the Minister of Finance. The effective
date indicated is a provisional date and could change depending on the decision of the Minister of Finance. :

The effective date of the standard is for years beginning on or after 01 April 2010.

The economic entity does not envisage the adoption of the standard until such time as it becomes applicable to the economic entity's
operations.

It is unlikely that the standard will have a material impact on the municipality's annual financial statements.

GRAP 26: Impairment of cash-generating assets
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3. New standards and interpretations (continued)

Cash-generating assets are those assets held by a 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.

When the carrying amount of a cash-generating asset exceeds its recoverable amount, it is impaired.

An entity assesses at each reporting date whether there is any indication that a cash-generating asset may be impaired. If any such
indication exists, a economic entity estimates the recoverable amount of the asset. When estimating the value in use of an asset, a
economic entity estimates the future cash inflows and outflows to be derived from continuing use of the asset and from its ultimate disposal
and a economic entity applies the appropriate discount rate to those future cash flows.

If the recoverable amount of a cash-generating asset is less than its carrying amount, the carrying amount of the asset is reduced to its
recoverable amount. This reduction is an impairment loss. An impairment loss is recognised immediately in surplus or deficit. Any
impairment loss of a revalued cash-generating asset is treated as a revaluation decrease.

If there is any indication that an asset may be impaired, the recoverable amount is estimated for the individual asset. If it is not possible to
estimate the recoverable amount of the individual asset, a economic entity determines the recoverable amount of the cash-generating unit
to which the asset belongs (the asset's cash-generating unit).

If an active market exists for the output produced by an asset or group of assets, that asset or group of assets is identified as a cash-
generating unit, even if some or all of the output is used internally. If the cash inflows generated by any asset or cash-generating unit are
affected by internal transfer pricing, an entity use management's best estimate of future price(s) that could be achieved in arm's length
transactions in estimating:
° the future cash inflows used to determine t
L the future cash outflows used to determine
the internal transfer pricing.

h
i

he asset's or cash-generating unit's value in use; and
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s
value in use of any othe s or cash-generating units that are affected by

Cash-generating units are identified consistently from period to period for the same asset or types of assets, unless a change is justified.
An impairment loss is recognised for a cash-generating unit if the recoverable amount of the unit is less than the carrying amount of the
carrying amount of each asset in the unit. These reductions in carrying amounts are treated as impairment losses on individual assets.
Where a non-cash-generating asset contributes to a cash-generating unit, a proportion of the carrying amount of that non-cash-generating
asset is allocated to the carrying amount of the cash-generating unit prior to estimation of the recoverable amount of the cash-generating
unit.

A economic entity assesses at each reporting date whether there is any indication that an impairment loss recognised in prior periods for a
cash-generating asset may no longer exist or may have decreased. If any such indication exists, a economic entity estimates the

recoverable amount of that asset.

A reversal of an impairment loss for a cash-generating asset is recognised immediately in surplus or deficit. Any reversal of an impairment
loss of a revalued cash-generating asset is treated as a revaluation increase.

This Standard has been approved by the Board but its effective date has not yet been determined by the Minister of Finance. The effective
date indicated is a provisional date and could change depending on the decision of the Minister of Finance.

The effective date of the standard is for years beginning on or after 01 April 2010.

The economic entity does not envisage the adoption of the standard until such time as it becomes applicable to the economic entity's
operations.

It is unlikely that the standard will have a material impact on the municipality's annual financial statements.
GRAP 25: Employee henefits

The objective of GRAP25 is to prescribe the accounting and disclosure for employee benefits. The Standard requires a economic entity to
recognise:
. a liability when an employee has provided service in exchange for employee benefits to be paid in the future; and
° an expense when a economic entity consumes the economic benefits or service potential arising from service provided by an
employee in exchange for employee benefits.

GRAP25 must be applied by an employer in accounting for all employee benefits, except share based payment transactions.
GRAP25 defines, amongst others, the following:

° Employee benefits as all forms of consideration given by a economic entity in exchange for service rendered by employees;
. Defined contribution plans as post-employment benefit plans under which a economic entity pays fixed contributions into a

126



BUFFALO CITY ECONOMIC ENTITY

Annual Financial Statements for the year ended 30 June 2010

Notes to the Annual Financial Statements

3. New standards and interpretations (continued)

separate entity (a fund) and will have no legal or constructive obligation to pay further contributions if the fund does not hold
sufficient assets to pay all employee benefits relating to employee service in the current and prior periods;

Defined benefit plans as post-employment benefit plans other than defined contribution plans;

Muiti-employer plans as defined contribution plans (other than state plans and composite social security programmes) or
defined benefit plans (other than state plans) that:

- pool the assets contributed by various entities that are not under common control; and

- use those assets to provide benefits to employees of more than one entity, on the basis that contribution and benefit
levels are determined without regard to the identity of the economic entity that employs the employees concerned;

Other long-term employee benefits as employee benefits (other than post-employment benefits and termination benefits) that is
not due to be settled within twelve months after the end of the period in which the employees render the related service;
Post-employment benefits as employee benefits (other than termination benefits) which are payable after the completion of
employment;

Post-employment benefit plans as formal or informal arrangements under which a economic entity provides post-employment
benefits for one or more employees;

Short-term employee benefits as employee benefits (other than termination benefits) that are due to be settled within twelve
months after the end of the period in which the employees render the related service;

State plans as plans other than composite social security programmes established by legislation which operate as if they are
multi-employer plans for all entities in economic categories laid down in legislation;

Termination benefits as employee benefits payable as a result of either:

- an entity’s decision to terminate an employee’s employment before the normal retlrement date; or

- an employee’s decision to accept voluntary redundancy in exchange for those benefits;

Vested employee benefits as employee benefits that are not conditional on future employment.

The standard states the recognition, measurement and disclosure requirements of:

® * ®

Short-term employee benefits;

- All short-term employee benefits;

- Short-term compensated absences;

- Bonus, incentive and performance related payments;
Post-employment benefits: Defined contribution plans;
Gther long-term employee benefits;

Termination benefits.

The standard states Post-employment benefits: Distinction between defined contribution plans and defined benefit plans:

® o © e

Multi-employer plans;

Defined benefit plans where the participating entities are under common control;
State plans;

Composite social security programmes;

Insured benefits.

The standard states, for Post-employment benefits: Defined benefit plans, the following requirements:

Recognition and measurement;

Presentation;

Disclosure;

Accounting for the constructive obligation;

Statement of financial position;

Asset recognition ceiling;

Asset recognition ceiling: When a minimum funding requirement may give rise to a liability;
Statement of financial performance.

The standard prescribes recognition and measurement for:

L

Present value of defined benefit obligations and current service cost:
- Actuarial valuation method;

- Attributing benefits to periods of service;

- Actuarial assumptions;

- Actuarial assumptions: Discount rate;

- Actuarial assumptions: Salaries, benefits and medical costs;
- Actuarial gains and losses;

- Past service cost.

Plan assets:

- Fair value of plan assets;

- Reimbursements;

= Return on plan assets.

The standard also deals with Entity combinations and Curtailments and settlements.
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3. New standards and interpretations (continued)

This Standard has been approved by the Board but its effective date has not yet been determined by the Minister of Finance. The effective
date indicated is a provisional date and could change depending on the decision of the Minister of Finance.

The effective date of the standard is for years beginning on or after 01 April 2011.

The econorﬁic entity does not envisage the adoption of the standard until such time as it becomes applicable to the economic entity's
operations.

It is unlikely that the standard will have a material impact on the municipality's annual financial statements.
GRAP 104: Financial Instruments

The standard prescribes recognition, measurement, presentation and disclosure requirements for financial instruments. Financial
instruments are defined as those contracts that results in a financial asset in one economic entity and a financial liability or residual interest
in another economic entity. A key distinguishing factor between financial assets and financial liabilities and other assets and liabilities, is
that they are settled in cash or by exchanging financial instruments rather than through the provision of goods or services.

One of the key considerations in initially recognising financial instruments is the distinction, by the issuers of those instruments, between
financial assets, financial liabilities and residual interests. Financial assets and financial liabilities are distinguished from residual interests
because they involve a contractual right or obligation to receive or pay cash or another financial instrument. Residual interests entitle a
economic entity to a portion of another economic entity’s net assets in the event of liquidation and, to dividends or similar distributions paid
at management’s discretion. :

In determining whether a financial instrument is a financiai asset, financiai iiabiiity or a residuai interest, a economic entity considers the
substance of the contract and not just the legal form.

Where a single instrument contains both a liability and a residual interest component, the issuer allocates the instrument into its component
parts. The issuer recognises the liability component at its fair value and recognises the residual interest as the difference between the
carrying amount of the instrument and the fair value of the liability component. No gain or loss is recognised by separating the instrument
into its component parts.

Financial assets and financial liabilities are initially recognised at fair value. Where a economic entity subsequently measures financial
assets and financial liabilities at amortised cost or cost, transactions costs are included in the cost of the asset or liability.

The transaction price usually equals the fair value at initial recognition, except in certain circumstances, for example, where interest free
credit is granted or where credit is granted at a below market rate of interest.

Concessionary loans are loans either received by or granted to another economic entity on concessionary terms, e.g. at low interest rates
and flexible repayment terms. On initial recognition, the fair value of a concessionary loan is the present value of the agreed contractual
cash flows, discounted using a market related rate of interest for a similar transaction. The difference between the proceeds either received
or paid and the present value of the contractual cash flows is accounted for as non-exchange revenue by the recipient of a concessionary
loan in accordance with Standard of GRAP on Revenue from Non-exchange Revenue Transactions (Taxes and Transfers), and using the
Framework for the Preparation and Presentation of Financial Statements (usually as an expense) by the grantor of the loan.

Financial assets and financial liabilities are subsequently measured either at fair value or, amortised cost or cost. A economic entity
measures a financial instrument at fair value if it is:
4 a derivative;
e a combined instrument designated at fair value, i.e. an instrument that includes a derivative and a non-derivative host contract;
® held-for-trading;
° a non-derivative instrument with fixed or determinable payments that is designated at initial recognition to be measured at fair
value;
an investment in a residual interest for which fair value can be measured reliably; and
e other instruments that do not meet the definition of financial instruments at amortised cost or cost.

°

Derivatives are measured at fair value. Combined instruments that include a derivative and non-derivative host contract are accounted for
as follows:

. Where an embedded derivative is included in a host contract which is a financial instrument within the scope of this Standard,
an entity can designate the entire contract to be measured at fair value or, it can account for the host contract and embedded
derivative separately using GRAP 104. A economic entity is however required to measure the entire instrument at fair value if
the fair value of the derivative cannot be measured reliably.

. Where the host contract is not a financial instrument within the scope of this Standard, the host contract and embedded
derivative are accounted for separately using GRAP 104 and the relevant Standard of GRAP.

Financial assets and financial liabilities that are non-derivative instruments with fixed or determinable payments, for example deposits with
banks, receivables and payables, are measured at amortised cost. At initial recognition, a economic entity can however designate such an
instrument to be measured at fair value.
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