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Annual Financial Statements for the year ended 30 June 2011 

Accounting Policies 

1. Presentation of annual financial statements 

Motheo District Municipality ("the municipality") is a local government institution in city of Bloemfontein in 

the Motheo District. The address of its registered office, principal place of business and its principal 

activities are disclosed under "General Information" in the annual report. 

2. Presentation of annual financial statements 

2.1 Statement of compliance 

The annual financial statements have been prepared in accordance with the effective Standards of 

Generally Recognised Accounting Practice (GRAP), including any interpretations and directives issued by 

the Accounting Standards Board. 

The annual financial statements were authorised for issue on 31
st
 August 2011. 

2.2 Basis of measurement 

The annual financial statements have been prepared on the historical cost basis except for the following 

material items in the statement of financial position: 

 financial instruments at fair value through profit or loss are measured at fair value with gains and 

losses recognised in surplus or deficit 

 available-for-sale financial assets are measured at fair value 

 biological assets are measured at fair value less costs to sell 

 investment property is measured at fair value; and 

 the defined benefit liability is recognised as the net total of the plan assets, plus unrecognised 

past service cost and unrecognised actuarial losses, less unrecognised actuarial gains and the 

present value of the defined benefit obligation 

Property, plant and equipment, heritage assets, investment property and intangibles measured at 

deemed cost, using fair value at the date of adopting the relevant Standards of GRAP (refer to transitional 

provisions below for Directive 7) 

Accounting policies for material transactions, events or conditions not covered by the Standards of GRAP 

have been developed in accordance with paragraphs 7, 11 and 12 of GRAP 3 Accounting policies, 

changes in accounting estimates and errors. These accounting policies and the applicable disclosures 

have been based on International Public Sector Accounting Standards (IPSAS) and the South African 

Statements of Generally Accepted Accounting Practice (SA GAAP), including any interpretations of such 

statements issued by the Accounting Practices Board. 

The municipality applied the following transitional provisions in accordance with ASB Directive 

DIRECTIVE 4: 

GRAP 1 Presentation of Financial Statements [DIRECTIVE 4] 

All provisions of GRAP 1 have been applied except in relation to items that have not been recognised or 

measured in accordance with other GRAP standards as a result of the transitional provisions listed below. 
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GRAP 16 Investment properties [DIRECTIVE 4] 

All changes resulting from the application of GRAP 16 have been applied retrospectively. 

The municipality has applied the three year exemption for measuring investment property, including those 

acquired in a transfer of functions, in accordance with GRAP 16. Investment properties have been 

identified and recognised separately from property, plant and equipment. The fair value amounts 

presented in the statement of financial position are provisional.  

The following measurement period adjustments have been recognised during the reporting period: 

•   Fair value adjustment of R77,484 (R524,628 in 2009). 

The following investment properties, which were not measured in accordance with GRAP 16 in the 
previous reporting period, are now measured in accordance with GRAP 16: 

•  Medical Officer of Health Building, Erf 635, 7 De Villiers Street, Bloemfontein.  

The municipality has obtained a valuation of investment property at 30 June 2010 and intends to repeat 

the process during the next two financial years. Full compliance is expected by the end of June 2012.  

GRAP 17 Property, plant and equipment [DIRECTIVE 4] 

All changes resulting from the application of GRAP 17 have been accounted for retrospectively. The 

municipality has applied the three year exemption for measuring property, plant and equipment, including 

those acquired in a transfer of functions, in accordance with GRAP 17.  

The depreciation expense had been recognised on other and leased assets and a fixed asset register is 

has been compiled. The municipality has completed the process of identifying separate components of 

property, plant and equipment. The carry amounts of certain items of office equipment, furniture and 

fittings as presented in the statement of financial position are provisional. 

The following classes of property, plant and equipment, which were not measured in accordance with 

GRAP17 in the previous reporting period, are now measured in accordance with GRAP 17: 

•  Office equipment. 

•  Furniture and fittings. 

•  Motor vehicles. 

The municipality will endeavour to obtain information to determine the purchase prices of the items 

included under office equipment, furniture and fittings at provisional carry amounts, failing which a 

valuator will be appointed to determine the value of these items.  Full compliance is expected by the end 

of June 2011. 

2.3 Going concern assumption 

The annual financial statements have been prepared on a going concern basis. 
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2.4 Functional and presentation currency 

These annual financial statements are presented in South African Rand, which is the municipality's 

functional currency. All financial information has been rounded to the nearest Rand. 

2.5 Offsetting 

Financial assets and liabilities are set off and the net amount presented in the statement of financial 

position when, and only when, the municipality has a legal right to set off amounts and intends either to 

settle on a net basis or to realise the asset and settle the liability simultaneously. 

Revenues and expenses have not been offset except when offsetting is required or permitted by a 

Standard of GRAP. 

2.6 Use of estimates and judgments 

The preparation of financial statements in conformity with GRAP requires management to make 

judgments, estimates and assumptions that affect the application of policies and reported amounts of 

assets and liabilities, income and expenses. The estimates and associated assumptions are based on 

historical experience and various other factors that are believed to be reasonable under the 

circumstances, the results of which form the basis of making the judgments about carrying values of 

assets and liabilities that are not readily apparent from other sources. Actual results may differ from these 

estimates.  

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting 

estimates are recognised in the period in which the estimate is revised if the revision affects only that 

period, or in the period of the revision and future periods if the revision affects both current and future 

periods. 

Information about critical judgments in applying accounting policies that have the most significant effect 
on the amounts recognised in the annual financial statements as well as assumptions and estimation 
uncertainties that have a significant risk of resulting in a material adjustment within the next financial year 
are included in note 2.22. 

2.7 Property, plant and equipment 

Refer to note 2.2 for details of the transitional provisions applied during the financial year. The policy set 
out below has been applied only to the extent that the requirement is not covered by the relevant 
transitional provision. 

Refer note 3 for details of the change in accounting policy resulting from the first time adoption of GRAP 
17 Property, plant and equipment in accordance with the transitional provisions set out in note 2.2. 

Initial recognition and measurement 

Items of property, plant and equipment are measured at cost less accumulated depreciation and 
accumulated impairment losses.  

Cost includes expenditure that is directly attributable to the acquisition of the asset. 

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 a 
combination of monetary and non-monetary assets, the cost of the asset acquired is initially measured at 
fair value. If the acquired item's fair value was not determinable, it‟s deemed cost is the carrying amount 
of the asset given up. 



15 
 

Property that is being constructed or developed for future use as investment property is classified as 
property, plant and equipment and stated at cost until construction or development is complete, at which 
time it is reclassified as investment property. 
 

When the use of a property changes from owner-occupied to investment property carried at fair value 

using the fair value model, the property is re-measured to fair value and reclassified as investment 

property. Any gain or loss arising on re-measurement is treated in the same way as a revaluation in terms 

of GRAP 17 as follows: 

 any resulting decrease in the carrying amount of the property is recognised in surplus or deficit. 

However, to the extent that an amount is included in a revaluation surplus for that property, the 

decrease is charged against that revaluation surplus. 

 any resulting increase in the carrying amount is treated as follows: 

 to the extent that the increase reverses a previous impairment loss for that property, the increase is 
recognised in surplus or deficit. The amount recognised in surplus or deficit does not exceed the 
amount needed to restore the carrying amount to the carrying amount that would have been 
determined (net of depreciation) had no impairment loss been recognised. 

 any remaining part of the increase is credited directly to the revaluation surplus in net assets. On 
subsequent disposal of the investment property, the revaluation surplus included in net assets may 
be transferred to accumulated surpluses or deficits. The transfer from revaluation surplus to 
accumulated surpluses or deficits is not made through surplus or deficit.  

Purchased software that is integral to the functionality of the related equipment is capitalised as part of 
that equipment.  

Revaluations are made with sufficient regularity such that the carrying amount does not differ materially 
from that which would be determined using fair value at the end of the reporting period. 

When an item of property, plant and equipment is revalued, any accumulated depreciation at the date of 
the revaluation is eliminated against the gross carrying amount of the asset and the net amount restated 
to the revalued amount of the asset. 

Any increase in an asset‟s carrying amount, as a result of a revaluation, is credited directly to a 
revaluation surplus. The increase is recognised in surplus or deficit to the extent that it reverses a 
revaluation decrease of the same asset previously recognised in surplus or deficit. 

Any decrease in an asset‟s carrying amount, as a result of a revaluation, is recognised in surplus or deficit 
in the current period. The decrease is however debited directly to a revaluation surplus to the extent of 
any credit balance existing in the revaluation surplus in respect of that asset. 

The revaluation surplus relating to a specific item of property, plant and equipment is transferred directly 

to accumulated surplus or deficit when the asset is derecognised. 

Subsequent cost 

The cost of replacing a part of an item of property, plant and equipment is recognised in the carrying 

amount of the item if it is probable that the future economic benefits or service potential associated with 

the item will flow to the municipality and the cost or fair value of the item can be measured reliably. The 

carrying amount of the replaced part is derecognised. 

The costs of the day-to-day servicing of property, plant and equipment are recognised in surplus or deficit 

as incurred. 
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Depreciation 

Depreciation is calculated by applying the diminishing balance method. In this method depreciation is 

calculated over the depreciable amount, which is the cost of an asset less its accumulated depreciation 

less its residual value. 

Depreciation commences when an asset is available for use and ceases at the earlier of the date that the 

asset is derecognised or classified as held for sale in accordance with GRAP 100 Non-current assets 

held for sale and discontinued operations. A non-current asset or disposal group is not depreciated while 

it is classified as held for sale. 

Depreciation is recognised in surplus or deficit by applying the diminishing balance method over the 

estimated useful lives of each part of an item of property, plant and equipment, since this most closely 

reflects the expected pattern of consumption of the future economic benefits embodied in the asset.  

Heritage assets and land are not depreciated. 

Rehabilitation costs capitalised to the cost of landfill sites are written off on a straight-line basis over the 

estimated useful lives of the sites. 

Leased assets are depreciated by applying the diminishing balance method over the shorter of the lease 

term and their useful lives unless it is reasonably certain that the municipality will obtain ownership by the 

end of the lease term.  

Incomplete construction work is stated at historical cost. Depreciation only commences when the asset is 

available for use. 

The useful lives for the current and previous financial year are as follows:  

Item        Estimated useful life 

Other Assets 

 Office equipment      3 – 5  years 

 Furniture and fittings           7 years   

 Motor vehicles            5 years 

Depreciation methods, useful lives and residual values 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. 

Spare parts 

Major spare parts and servicing equipment qualify as property, plant and equipment when the 

municipality expects to use them during more than one period. Similarly if the major spare parts and 

servicing equipment can be used only in connection with an item of property, plant and equipment, they 

are accounted for as property, plant and equipment. 

Derecognition 

An item of property, plant and equipment is derecognised on disposal or when no future economic 

benefits or service potential is expected from its continued use or disposal. 
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Gains and losses on disposal of an item of property, plant and equipment are determined by comparing 

the proceeds from disposal with the carrying amount of property, plant and equipment, and are 

recognised net within other revenue in surplus or deficit. 

Leased assets 

Leases in terms of which the municipality assumes substantially all the risks and rewards of ownership 

are classified as finance leases. Other leases are classified as operating leases. Upon initial recognition 

of assets leased under finance leases, the leased asset is measured at an amount equal to the lower of 

its fair value and the present value of the minimum lease payments. Subsequent to initial recognition, the 

asset is accounted for in accordance with the accounting policy applicable to that asset. 

The depreciation expense 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 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. 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. 

2.8 Investment property 

Refer note 3 for details of the change in accounting policy resulting from the first time adoption of GRAP 

16 Investment Property in accordance with the transitional provisions set out in note 2.2. 

Investment property is property held either to earn rental income 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 business. 

Owner-occupied property is property held for use in the production or supply of goods or services or for 

administrative purposes. 

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. 

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. 
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The fair value of investment properties is determined at the reporting date by an independent valuer who 

holds a recognised and relevant professional qualification and has recent experience in the location and 

category of the investment property being valued. The valuations are based on the value of similar 

properties in the market. 

Fair value 

Investment property is subsequently measured at fair value with any change therein recognised in surplus 

or deficit. 

When the use of a property changes such that it is reclassified as property, plant and equipment, its fair 

value at the date of reclassification becomes its cost for subsequent accounting. 

Investment property is derecognised on disposal or when the investment property is permanently 

withdrawn from use and no future economic benefits or service potential are expected from its disposal. 

Gains or losses arising from the retirement or disposal of investment property are calculated as the 

difference between the net disposal proceeds and the carrying amount of the asset and are recognised in 

surplus or deficit in the period of retirement or disposal. 

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. 

2.9 Financial instruments 

Classification 

The municipality classifies financial instruments, or their component parts, on initial recognition as 

financial assets, a financial liabilities or equity instruments in accordance with the substance of the 

contractual arrangement. 

Non-derivative financial assets 

The municipality initially recognises loans and receivables on the date that they are originated. All other 

financial assets (including assets designated at fair value through profit or loss) are recognised initially on 

the trade date at which the municipality becomes a party to the contractual provisions of the instrument.  

The municipality derecognises a financial asset when the contractual rights to the cash flows from the 

asset expire, or it transfers the rights to receive the contractual cash flows on the financial asset in a 

transaction in which substantially all the risks and rewards of ownership of the financial asset are 

transferred. Any interest in transferred financial assets that is created or retained by the municipality is 

recognised as a separate asset or liability. 

The municipality has the following classes and categories of financial assets as reflected on the face of 

the statement of financial position or in the notes thereto: 

Class of financial asset       IAS 39 category 

Investments in fixed deposits (banking institutions, etc)    Held-to-maturity 

Trade and other receivables from exchange transactions (consumer debtors) Loans and receivables 

Short-term investment deposits       Held-to-maturity 

Cash and cash equivalents       Loans and receivables 



19 
 

Current portion of non-current receivables     Loans and receivables 

Vat receivable         Loans and receivables 

   

Financial assets at fair value through profit or loss 

Financial assets at fair value through profit or loss are financial assets that meet either of the following 

conditions: 

 They are classified as held for trading; or 

 Upon initial recognition they are designated as at fair value through profit or loss. 

Financial assets are designated as at fair value through profit or loss if the municipality manages such 

investments and makes purchase and sale decisions based on their fair value in accordance with the 

municipality‟s documented risk management or investment strategy. 

Financial assets at fair value through profit or loss are measured initially and subsequently at fair value 

and gains and losses arising from changes in fair value are recognised in surplus or deficit for the period. 

Transaction costs are recognised in surplus or deficit. 

Loans and receivables 

Loans and receivables are financial assets with fixed or determinable payments that are not quoted in an 

active market. Such assets are recognised initially at fair value plus any directly attributable transaction 

costs. Subsequent to initial recognition, loans and receivables are measured at amortised cost using the 

effective interest method, less an allowance for impairment losses.  

Cash includes cash-on-hand and cash with banks. Cash equivalents are short-term highly liquid 

investments that are held with registered banking institutions with maturities of three months or less and 

are subject to an insignificant risk of change in value. Bank overdrafts that are repayable on demand and 

form an integral part of the municipality‟s cash management are included as a component of cash and 

cash equivalents for the purpose of the statement of cash flows. 

Held-to-maturity investments 

Held-to-maturity investments are financial assets with fixed or determinable payments and fixed maturity 

where the municipality has the positive intent and ability to hold the investment to maturity. Held-to-

maturity investments are initially recognised at fair value plus direct transaction costs. At subsequent 

reporting dates, held-to-maturity investments are measured at amortised cost using the effective interest 

method, less any impairment losses. 

Any sale or reclassification of a more than insignificant amount of held-to-maturity investments not close 

to their maturity would result in the reclassification of all held-to-maturity investments as available-for-sale, 

and prevent the municipality from classifying investment securities as held-to-maturity for the current and 

the following two financial years. 

Available-for-sale financial assets 

Available-for-sale financial assets are non-derivative financial assets that are designated as available-for-

sale or that are not classified in any of the previous categories. Available-for-sale financial assets are 

initially measured at fair value plus direct transaction costs. Subsequent to initial recognition, they are 

measured at fair value and changes therein, other than impairment losses and foreign currency 

differences on available-for-sale monetary items, are recognised in net assets and presented in the fair 
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value reserve. When an investment is derecognised, the cumulative gain or loss in net assets is 

transferred to surplus or deficit. 

 

Non-derivative financial liabilities 

The municipality initially recognises financial liabilities, including liabilities designated at fair value through 

surplus or deficit, on the trade date at which the municipality becomes a party to the contractual 

provisions of the instrument. 

The municipality derecognises a financial liability when its contractual obligations are discharged, 

cancelled or expire. Where an existing financial liability is replaced by another from the same lender on 

substantially different terms, or the terms of an existing liability are substantially modified, such an 

exchange or modification is treated as a derecognition of the original liability and the recognition of a new 

liability, and the difference in the respective carrying amounts is recognised in surplus or deficit. 

The municipality has the following classes of financial liabilities as reflected on the face of the statement 

of financial position or in the notes thereto: 

 Loans and borrowings 

 Trade and other payables from exchange transactions 

 Current portion of loans and borrowings 

 Unspent conditional grants and receipts 

The above financial liabilities form part of the “other financial liabilities carried at amortised cost” category 

per IAS 39 and are recognised initially at fair value plus any directly attributable transaction costs.  

Subsequent to initial recognition these financial liabilities are measured at amortised cost using the 

effective interest method. 

Derivative financial instruments 

Derivative financial instruments are initially measured at fair value on the contract date, and are re-

measured to fair value at subsequent reporting dates. 

Derivatives embedded in other financial instruments or other non-financial host contracts are treated as 

separate derivatives when their risks and characteristics are not closely related to those of the host 

contract and the host contract is not carried at fair value with unrealised gains or losses reported in 

surplus or deficit. 

Changes in the fair value of derivative financial instruments are recognised in surplus or deficit as they 

arise. 

Derivatives are classified as financial assets at fair value through surplus or deficit - held for trading. 

Financial guarantee contracts 

Financial guarantees are contracts that require the municipality 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 terms of a debt instrument. Financial guarantee liabilities are recognised initially at fair value, and 
the initial fair value is amortised over the life of the financial guarantee. The financial guarantee liability is 
subsequently carried at the higher of this amortised amount and the present value of any expected 
payment when a payment under the guarantee becomes probable. Financial guarantees are included in 
other liabilities. 
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The municipality does not account for financial guarantee contracts under IFRS 4 Insurance Contracts. 

 

 

2.10 Inventories 

Cost 

The cost of inventories comprises all costs of purchase, cost of conversion and other cost incurred in 

bringing the inventory to its present location and condition. Where inventories are acquired at no cost, or 

for nominal consideration, the cost is deemed to be the fair value as at the date of acquisition. Cost is 

generally determined using the first-in-first-out principle except where stated otherwise. 

Subsequent measurement 

Consumable stores, raw materials, work-in-progress and finished goods are measured at the lower of 

cost and net realisable value. Net realisable value is the estimated selling price in the ordinary course of 

business less the estimated costs of completion and the estimated costs necessary to make the sale. 

Inventories are measured at the lower of cost and current replacement cost where they are held for: 

 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. 

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

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. 

2.11 Impairment  

Financial assets 

A financial asset, not carried at fair value through profit or loss, is assessed at each reporting date to 

determine whether there is objective evidence that it is impaired. A financial asset is impaired if objective 

evidence indicates that a loss event has occurred after the initial recognition of the asset, and that the 

loss event had a negative effect on the estimated future cash flows of that asset that can be estimated 

reliably.  

Objective evidence that financial assets are impaired can include default or delinquency by a debtor, 

restructuring of an amount due to the municipality on terms that the municipality would not consider 

otherwise and indications that a debtor or issuer will enter bankruptcy. 

In the case of equity securities classified as available-for-sale, a significant or prolonged decline in the fair 

value of the security below its cost is considered an indicator of impairment. 

The municipality considers evidence of impairment at both a specific asset and collective level. All 

individually significant receivables are assessed for specific impairment. All individually significant 

receivables found not to be specifically impaired are then collectively assessed for any impairment that 

has been incurred but not yet identified. A report on the various categories of customers is drafted to 
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substantiate the impairment evaluation. Receivables that are not individually significant are collectively 

assessed for impairment by grouping together receivables with similar risk characteristics.  

In assessing collective impairment the municipality uses historical trends of the probability of default, 

timing of recoveries and the amount of loss incurred, adjusted for management‟s judgment as to whether 

current economic and credit conditions are such that the actual losses are likely to be greater or less than 

suggested by historical trends.  

An impairment loss in respect of a financial asset measured at amortised cost is calculated as the 

difference between its carrying amount and the present value of the estimated future cash flows 

discounted at the asset‟s original effective interest rate. Impairment losses are recognised in surplus or 

deficit and reflected in an allowance account against receivables. If impaired financial assets are written 

off, the write off is made against the allowance account. Interest on the impaired asset continues to be 

recognised through the unwinding of the discount. When a subsequent event causes the amount of 

impairment loss to decrease, the decrease in impairment loss is reversed through surplus or deficit, 

subject to the restriction that the carrying amount of the financial instrument shall not exceed what the 

amortised cost would have been had the impairment not been recognised.  

Impairment losses on available-for-sale financial assets are recognised by transferring the cumulative 

loss that has been recognised in net assets, and presented in the fair value reserve, to surplus or deficit. 

The cumulative loss that is removed from the fair value reserve and recognised in surplus or deficit is the 

difference between the acquisition costs, net of any principal repayment and amortisation, and the current 

fair value, less any impairment loss previously recognised in surplus or deficit. Changes in impairment 

provisions attributable to time value are reflected as a component of interest income. 

If, in a subsequent period, the fair value of an impaired available-for-sale debt security increases and the 

increase can be related objectively to an event occurring after the impairment loss was recognised in 

surplus or deficit, then the impairment loss is reversed, with the amount of the reversal recognised in 

surplus or deficit. However, any subsequent recovery in the fair value of an impaired available-for-sale 

equity security is recognised in net assets. 

Impairment losses are not subsequently reversed for equity instruments which are carried at cost 

because fair value was not determinable. 

 

Non-financial assets 

Cash generating assets 

Cash-generating assets are those assets held by the municipality 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. 

The carrying amounts of the municipality‟s cash generating non-financial assets, other than inventories, 

are reviewed at each reporting date to determine whether there is any indication of impairment. If any 

such indication exists, then the asset‟s recoverable amount is estimated. For intangible assets that have 

indefinite lives or that are not yet available for use, the recoverable amount is estimated annually. 

If it is not possible to estimate the recoverable amount of the individual asset, the municipality determines 

the recoverable amount of the cash-generating unit to which the asset belongs. For the purpose of 

impairment testing, assets are therefore grouped together into the smallest group of assets that 
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generates cash inflows from continuing use that are largely independent of the cash inflows of other 

assets or groups of assets (the “cash-generating unit”). 

The recoverable amount of an asset or cash-generating unit is the greater of its value in use and its fair 

value less costs to sell. In assessing value in use, the estimated future cash flows are discounted to their 

present value using a pre-tax discount rate that reflects current market assessments of the time value of 

money and the risks specific to the asset or cash-generating unit.  

An impairment loss is recognised if the carrying amount of an asset or cash-generating unit exceeds its 

estimated recoverable amount. Impairment losses are recognised in surplus or deficit. 

Impairment losses recognised in respect of cash-generating units are allocated on a pro rata basis to 

reduce the carrying amounts of the other assets in the unit. The allocation of impairment losses to assets 

in a cash generating unit may not reduce the carrying amount of such assets below the highest of its fair 

value less costs to sell, value in use and zero. 

Impairment losses recognised in prior periods are assessed at each reporting date for any indications that 

the loss has decreased or no longer exists. An impairment loss is reversed if there has been a change in 

the estimates used to determine the recoverable amount. An impairment loss is reversed only to the 

extent that the asset‟s carrying amount does not exceed the carrying amount that would have been 

determined, net of depreciation or amortisation, if no impairment loss had been recognised. 

A reversal of an impairment loss for a cash-generating unit is allocated to the cash-generating assets of 

the unit pro rata with the carrying amounts of those assets. In allocating a reversal of an impairment loss 

for a cash-generating unit, the carrying amount of an asset is not increased above the lower of its 

recoverable amount the carrying amount that would have been determined (net of amortisation or 

depreciation) had no impairment loss been recognised for the asset in prior periods. 

The redesignation of assets from a cash-generating asset to a non-cash-generating asset or from a non-

cash-generating asset to a cash-generating asset only occur when there is clear evidence that such a 

redesignation is appropriate. 

Non-cash-generating assets 

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

The carrying amounts of the municipality‟s non-cash generating assets are reviewed at each reporting 

date to determine whether there is any indication of impairment. A non-cash-generating asset is impaired 

when the carrying amount of the asset exceeds its recoverable service amount. The recoverable service 

amount is the greater of an asset‟s fair value less costs to sell and its value in use. 

The value in use of a non-cash-generating asset is the present value of the non-cash-generating asset‟s 

remaining service potential. 

The present value of the remaining service potential of a non-cash-generating asset is determined using 

the following approach: 

Depreciated replacement cost approach - The present value of the remaining service potential of a non-

cash-generating asset is determined as the depreciated replacement cost of the asset. The replacement 

cost of an asset is the cost to replace the asset‟s gross service potential. This cost is depreciated to 

reflect the asset in its used condition. An asset may be replaced either through reproduction (replication) 

of the existing asset or through replacement of its gross service potential. The depreciated replacement 

cost is measured as the reproduction or replacement cost of the asset, whichever is lower, less 
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accumulated depreciation calculated on the basis of such cost, to reflect the already consumed or expired 

service potential of the asset. 

An impairment loss is recognised if the carrying amount of an asset exceeds its estimated recoverable 

service amount. Impairment losses are recognised in surplus or deficit. 

Impairment losses are recognised against the revaluation reserve to the extent that it relates to a 

revalued item of property, plant or equipment. 

2.12 Revenue 

Revenue from exchange transactions includes revenue from trading activities and other services provided 

while revenue from non-exchange transactions includes rates levied, fines, donations and grants from 

other spheres of government.  

Revenue from exchange transactions 

Revenue is generally recognised when it is probable that future economic benefits or service potential will 

flow to the municipality and these benefits or service potential can be measured reliably, except when 

specifically stated otherwise. Revenue from the rendering of services is recognised in surplus or deficit in 

proportion to the stage of completion of the transaction at the reporting date. 

Revenue is measured at the fair value of the consideration received or receivable, net of value added tax, 

estimated returns, rebates and discounts. 

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 municipality; 

 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. 

Interest, royalties and dividends 

Interest earned and rentals received 

Interest income is recognised in surplus or deficit as it accrues, using the effective interest method. 

Interest earned on unutilised conditional grants is recognised as an unspent conditional grants liability if 

the grant conditions indicate that interest is payable to the grantor. 

Rental income from operating leases is recognised on a straight line basis over the lease term.   

Dividends 

Dividends are recognised on the date that the municipality‟s right to receive the dividend has been 

established. 
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Royalties 

Royalties are recognised on an accrual basis in accordance with the substance of the relevant 

agreements.  

 

 

 

Sale of goods 

Revenue from the sale of goods is recognised when the significant risks and rewards of ownership are 

transferred to the buyer, recovery of the consideration is probable, the associated costs can be estimated 

reliably, there is no continuing managerial involvement with the goods, and the amount of revenue can be 

measured reliably. 

Revenue from non-exchange transactions 

Revenue from non-exchange transactions is recognised when it is probable that the economic benefits or 

service potential associated with the transaction will flow to the municipality, the amount of the revenue 

can be measured reliably and, if applicable, there has been compliance with the relevant legal 

requirements or restrictions. 

Donations and contributions 

Revenue from donations is recognised when it is probable that the economic benefits or service potential 

will flow to the municipality, the amount of the revenue can be measured reliably and any restrictions 

associated with the donation have been met. 

Revenue from donations is measured at the fair value of the consideration received or receivable which is 

the cash amount received or where the donation is in the form of property, plant and equipment, the fair 

value of the property, plant and equipment received or receivable. 

Revenue from recovery of unauthorised, irregular, fruitless and wasteful expenditure 

Revenue from the recovery of unauthorised, irregular, fruitless and wasteful expenditure is based on 

legislated procedures, including those set out in the Municipal Finance Management Act (Act No.56 of 

2003) and is recognised when the recovery thereof from the responsible councillors or officials is virtually 

certain. 

Unconditional grants and receipts 

Revenue from unconditional grants is recognised when it is probable that the economic benefits or 

service potential will flow to the municipality the amount of the revenue can be measured reliably. Since 

these grants are unconditional and there are no attached stipulations, the grants are recognised as 

revenue or, if the recognition criteria had been met, as assets in the reporting period in which they are 

received or receivable.  

Conditional grants and receipts 

Revenue from conditional grants is recognised when it is probable that the economic benefits or service 

potential will flow to the municipality the amount of the revenue can be measured reliably and to the 

extent that there has been compliance with any restrictions associated with the grant. 
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Interest earned on investments is treated in accordance with grant conditions. If interest is payable to the 

grantor, it is recognised as a liability and if not, it is recognised as interest earned in the statement of 

financial performance. 

 

 

 

2.13 Provisions 

A provision is recognised if, as a result of a past event, the municipality has a present legal or 

constructive obligation that can be estimated reliably, and it is probable that an outflow of economic 

benefits will be required to settle 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. The 

unwinding of the discount is recognised as a finance cost. 

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. 

Onerous contracts 

A provision for onerous contracts is recognised when the expected benefits to be derived by the 

municipality from a contract are lower than the unavoidable cost of meeting its obligations under the 

contract. The provision is measured at the present value of the lower of the expected cost of terminating 

the contract and the expected net cost of fulfilling the contract.  

Reimbursements 

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 it is virtually certain that reimbursement will be 

received if the municipality 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. 

Restructurings 

A provision for restructuring is recognised when the municipality has approved a detailed and formal 

restructuring plan and the restructuring either has commenced or has been announced publicly. 

2.14 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. 
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The expected cost of compensated absences is recognised as an expense as the employees render 

services that increase their entitlement or, in the case of non-accumulating absences, when the absence 

occurs. 

The expected cost of bonus payments is recognised as an expense when there is a legal or constructive 

obligation to make such payments as a result of past service or performance and the obligation can be 

estimated reliably. 

Liabilities for short-term employee benefits that are unpaid at year-end are measured at the undiscounted 

amount that the municipality expects to pay in exchange for that service and had accumulated at the 

reporting date. 

Defined contribution plans 

A defined contribution plan is a plan under which the municipality pays fixed contributions into a separate 

entity.  The municipality has no legal or constructive obligation to pay further contributions if the fund does 

not hold sufficient assets to pay all employees the benefits relating to service in the current or prior 

periods. 

The municipality‟s contributions to the defined contribution funds are established in terms of the rules 

governing those plans.  Contributions are recognised in surplus or deficit in the period in which the 

service is rendered by the relevant employees, unless another standard requires or permits the inclusion 

of the contribution in the cost of an asset. Prepaid contributions are recognised as an asset to the extent 

that a cash refund or a reduction in future payments is available. 

Where contributions to a defined contribution plan do not fall due wholly within twelve months after end of 

the period in which the employees render the related service, they are discounted using a risk-free rate 

determined by reference to market yields at the reporting date on government bonds, or by reference to 

market yields on high quality corporate bonds. 

The municipality contributes to various national-and provincial-administered defined benefit plans on 

behalf of its qualifying employees.  These funds are multi-employer plans and are accounted for as 

defined contribution plans as there is no consistent and reliable basis available for allocating the 

obligation, plan assets and cost to individual municipalities participating in the plan. The contributions to 

fund obligations for the payment of retirement benefits are expensed in the year it becomes payable.  

These multi-employer plans are actuarially valued annually on a national-or provincial level using the 

projected unit credit method.  Deficits are recovered through lump sum payments or increased future 

contributions on a proportional basis from all participating municipalities. 

Payments made to industry-managed (or state plans) retirement benefit schemes are dealt with as 

defined contribution plans where the municipality‟s obligation under the schemes is equivalent to those 

arising in a defined contribution retirement benefit plan. 

Termination benefits 

Termination benefits are recognised as an expense when the municipality is committed demonstrably, 

without realistic possibility of withdrawal, to a formal detailed plan to either terminate employment before 

the normal retirement date, or to provide termination benefits as a result of an offer made to encourage 

voluntary redundancy. Termination benefits for voluntary redundancies are recognised as an expense if 

the municipality has made an offer of voluntary redundancy, it is probable that the offer will be accepted, 

and the number of acceptances can be estimated reliably. If benefits are payable more than 12 months 

after the reporting period, then they are discounted to their present value. 
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2.15 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 - municipality as 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. 

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. 

Subsequent to initial recognition, the asset is account for in accordance with the accounting policy 

applicable to that asset. 

Assets leased under operating leases, except for property interests held by the municipality as investment 

property, are not recognised in the statement of financial position. 

Operating leases - municipality as lessee 

Operating lease payments are recognised in surplus or deficit 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. 

Lease incentives received are recognised as an integral part of the total lease expense, over the term of 

the lease.  

Operating leases - municipality as 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. 

2.16 Donations and grants in aid 
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The municipality transfers money to individuals, organisations and other sectors of government from time 

to time.  When making these transfers, the municipality does not: 

 Receive any goods or services directly in return, as would be expected in a purchase or sale 

transaction; 

 Expect to be repaid in future; or 

 Expect a financial return, as would be expected from an investment. 

These transfers are recognised as expenses in surplus or deficit in the period that the events giving rise 

to the transfer occur. 

2.17 Tax 

Value added tax (VAT) 

The municipality accounts for VAT on the cash basis. The municipality is liable to account for VAT at the 

standard rate (14%) in terms of section 7 (1) (a) of the VAT Act in respect of the supply of goods or 

services, except where the supplies are specifically zero-rated in terms of section 11, exempted in terms 

of section 12 of the VAT Act or are scoped out for VAT purposes. The municipality accounts for VAT on a 

monthly basis. 

2.18 Unauthorised expenditure 

Unauthorised expenditure is expenditure that has not been budgeted for, expenditure that is not in terms 

of the conditions of an allocation received from another sphere of government, municipality or organ of 

state and expenditure in the form of a grant that is not permitted in terms of the Municipal Finance 

Management Act (Act No 56 of 2003). Unauthorised expenditure is accounted for as an expense and 

where recovered, it is subsequently accounted for as revenue in the statement of financial performance. 

2.19 Irregular expenditure 

Irregular expenditure is expenditure that is contrary to the Municipal Finance Management Act (Act No 56 

of 2003), the Municipal Systems Act (Act No 32 of 2000) and the Public Office Bearers Act (Act No 20 of 

1998) or is in contravention of the municipality‟s supply chain management policies.  Irregular expenditure 

excludes unauthorised expenditure.  Irregular expenditure is accounted for as an expense in the 

statement of financial performance and where recovered, it is subsequently accounted for as revenue in 

the statement of financial performance. If the expenditure is not condoned by the relevant authority, it is 

treated as a receivable until it is recovered or written off as irrecoverable.  

2.20 Fruitless and wasteful expenditure 

Fruitless and wasteful expenditure is expenditure that was made in vain and would have been avoided 

had reasonable care been exercised.  Fruitless and wasteful expenditure is accounted for as  a 

receivable in the statement of financial position until such expenditure is recovered or written off as 

irrecoverable. 

2.21 Comparative figures 

When the presentation or classification of items in the annual financial statements are amended, 

comparative amounts are reclassified.  The nature and amounts of reclassifications as well as the 

reasons are disclosed in note x. 

2.22 Accounting estimates and judgments 
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Key sources of estimation uncertainty 

Impairment of trade and other receivables 

The impairment of the municipality‟s trade and other receivables is based on incurred losses in 

accordance with the requirements of IAS 39. The historical loss experience of the municipality, based on 

observable data through the passage of time, is used to estimate the impairment of trade and other 

receivables. Any changes in the payment status of customers in a specific group or national or local 

economic conditions that correlate with defaults on the assets in the group will have an impact on the 

impairment of trade and other receivables. 

Provisions 

The provisions raised by the municipality are detailed in note 9. These provisions represent 

management‟s best estimate of the municipality‟s exposure. The probability that an outflow of economic 

resources will be required to settle the obligation must be assessed and a reliable estimate must be made 

of the amount of the obligation. Actual results may, however, differ from these estimates. 

Fair value estimation 

The fair value information presented by the municipality in note 2 requires the application of valuation 

techniques and assumptions based on market conditions existing at the end of the reporting period. The 

actual fair values may differ from those estimated. 

Critical judgments in applying accounting policies 

Classification as investment property 

The municipality has reviewed its property portfolio and determined which items of land and buildings are 

held to earn rental revenue or for capital appreciation. Land and buildings fulfilling these requirements 

have been classified as investment property, whilst the remainder of the portfolio have either been 

classified as property, plant and equipment or inventory depending on management‟s intention in dealing 

with these properties. 

Depreciation and the carrying value of items of property, plant and equipment 

The estimation of the useful lives of assets is based on management‟s judgment. Any material adjustment 

to the estimated remaining useful lives of items of property, plant and equipment will have an impact on 

the carrying value of these items. 

Identification of impairment indicators 

Management is required to make judgments concerning the cause, timing and amount of impairment. In 

the identification of impairment indicators, management considers the impact of changes in current 

competitive conditions, cost of capital, availability of funding, technological obsolescence, discontinuance 

of services and other circumstances that could indicate that impairment exists. The municipality applies 

the impairment assessment to its assets or separate cash generating units. This requires management to 

make significant judgments and estimates concerning the existence of impairment indicators, separate 

cash generating units, remaining useful lives of assets, projected cash flows and net realisable values. 

Management‟s judgment is also required when assessing whether a previously recognised impairment 

loss should be reversed. 

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

2.23 Finance income and expenses 

Finance income comprises interest income on funds invested (including available-for-sale financial 

assets), dividend income, gains on the disposal of available-for-sale financial assets and changes in the 

fair value of financial assets at fair value through profit or loss. Interest income is recognised as it accrues 

in surplus or deficit, using the effective interest method. Dividend income is recognised in surplus or 

deficit on the date that the municipality‟s right to receive payment is established, which in the case of 

quoted securities is the ex-dividend date. 

Finance expenses comprise interest expense on borrowings, unwinding of the discount on provisions, 

changes in the fair value of financial assets at fair value through profit or loss and impairment losses 

recognised on financial assets. Borrowing costs are recognised in surplus or deficit using the effective 

interest method. 

3. Changes in accounting policy 

The annual financial statements have been prepared in accordance with Standards of Generally 

Recognised Accounting Practice on a basis consistent with the prior year except for the adoption of the 

following new or revised standards. 

GRAP 4: The Effects of Changes in Foreign Exchange Rates 

The initial application of GRAP 4 will have no impact on the annual financial statements. 

The effective date of the standard is for years beginning on or after 01 April 2009. 

The municipality has adopted the standard for the first time in the 2010 annual financial statements  

GRAP 5: Borrowing Costs 

This Standard allows entities, in the exceptionally rare cases, to expense borrowing costs that are directly 

attributable to the acquisition, construction or production of a qualifying asset. This applies when it is 

inappropriate to capitalise 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 requirement of an entity directly to the nature of the expenditure to be funded 

i.e. capital or current. In such cases, an entity shall expense those borrowing costs related to a qualifying 

asset directly to the statement of financial performance. 

Directive 4 - Transitional provisions for medium and low capacity municipalities requires only prospective 

application of the Standard and only will apply to borrowing costs incurred on qualifying assets where the 

commencement date for capitalisation is on or after the effective date of the Standard. 

The effective date of the standard is for years beginning on or after 01 April 2009. 

The municipality has adopted the standard for the first time in the 2010 annual financial statements. 

The impact of the standard is not material 
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GRAP 6: Consolidated and Separate Financial Statements 

GRAP 6 includes specific guidance on whether control exists and on power conditions to determine 

whether control exits in a public sector context – public sector entities need to consider impact of this 

guidance to determine whether an investment should be accounted for in accordance with GRAP 6. 

GRAP 6 includes specific guidance and explanatory material on the accounting of special purpose 

entities adopted from SIC 12 – SA specific public sector amendment. Public sector entities need to 

consider impact of this guidance to determine whether an investment should be accounted for in 

accordance with GRAP 6. 

The initial application of GRAP 6 will have no impact on the annual financial statements. 

The following Directives also need to be considered: 

Directive 4 - Transitional provisions for medium and low capacity municipalities requires retrospective 
application of the Standard for separate annual financial statements. For consolidated annual financial 
statements the result of initially adopting the Standard shall be recognised in the municipality as an 
adjustment to the opening balance of accumulated surplus or deficit and comparative information need 
not be restated for the municipality. 

The effective date of the standard is for years beginning on or after 01 April 2009. 

The municipality has adopted the standard for the first time in the 2010 annual financial statements. 

The impact of the standard is not material. 

GRAP 7: Investments in Associates 

An associate is an entity in which the investor has significant influence and which is neither a controlled 
entity nor a joint venture of the investor. 

Significant influence is the power to participate in the financial and operating policy decisions of the 
investee, but is not control over those policies. The investor must exercise judgment in the context of all 
available information to determine if it has significant influence over an investee. 

An investor accounts for investments in associates in the consolidated annual financial statements using 
the equity method. 

The initial application of GRAP 7 will have no impact on the annual financial statements. 

The following Directives also need to be considered: 

Directive 4 - Transitional provisions for medium and low capacity municipalities requires retrospective 
application of the Standard for separate annual financial statements. Any adjustments required to annual 
financial statements as a result of initially applying the equity method shall be recognised as an 
adjustment to the opening balance of accumulated surplus or deficit of the period in which the Standard is 
adopted. Comparative information need not be restated in these annual financial statements. 

The effective date of the standard is for years beginning on or after 01 April 2009. 

The municipality has adopted the standard for the first time in the 2010 annual financial statements. 

The impact of the standard is not material. 
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GRAP 8: Interests in Joint Ventures 

GRAP 8 uses a different definition for joint venture and joint control – contractual arrangement has been 
replaced by binding arrangement (public sector amendment) – public entities need to review current 
arrangements to determine whether they fall within the scope of GRAP 8 as a result of the public sector 
amendment. 

Applying the definition of joint control as defined in this Standard may result in the identification of other 
entities that are also jointly controlled ventures in addition to those identified by complying with applicable 
legislation. 

GRAP 8 incorporates guidance adopted from SIC13 on Non-monetary Contributions by ventures issued 
by the IASB i.e. provisions for accounting for non-monetary contributions to a jointly controlled entity in 
exchange for an equity interest in the jointly controlled entity that is accounted for using either the equity 
method or proportionate consolidation. (Par.57-62). 

The following Directives also need to be considered: 

Directive 4 - Transitional provisions for medium and low capacity municipalities requires retrospective 

application of the Standard for separate annual financial statements. Any adjustments required to annual 

financial statements as a result of initially applying the equity or proportionate consolidation method shall 

be recognised as an adjustment to the opening balance of accumulated surplus or deficit of the period in 

which the Standard is adopted. Comparative information need not be restated in these annual financial 

statements. 

The effective date of the standard is for years beginning on or after 01 April 2009. 

The municipality has adopted the standard for the first time in the 2010 annual financial statements. 

The impact of the standard is not material. 

GRAP 9: Revenue from Exchange Transactions 

The definition of revenue in terms of GRAP 9 incorporates the concept of service potential. Revenue is 
the gross inflow of economic benefits or service potential when those inflows result in an increase in net 
assets, other than increases relating to contributions from owners. 

Entities may derive revenue from exchange or non-exchange transactions. 

An exchange transaction is one in which the municipality receives resources or has liabilities 
extinguished, and directly gives approximately equal value to the other party in exchange. 

Non-exchange revenue transaction is a transaction where an entity receives value from another entity 
without directly giving approximately equal value in exchange. 

An entity recognises revenue when it is probable that economic benefits or service potential will flow to 
the municipality, and the municipality can measure the benefits reliably.  

GRAP 9 clarifies that this Standard only applies to revenue from exchange transactions. 

Other than terminology difference, no affect on initial adoption of Standard on GRAP 9. 

The following Directives also need to be considered: 

Directive 4 - Transitional provisions for medium and low capacity municipalities requires retrospective 
application of the Standard. 

The effective date of the standard is for years beginning on or after 01 April 2009. 
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The municipality has adopted the standard for the first time in the 2010 annual financial statements. 

The impact of the standard is not material. 

GRAP 10: Financial Reporting in Hyperinflationary Economies 

GRAP 10 includes additional guidance as adopted from Financial Reporting in Hyperinflationary 
Economies (IFRIC 7) on Applying the Restatement Approach. 

The initial application of GRAP 4 will have no impact on the annual financial statements. 

The effective date of the standard is for years beginning on or after 01 April 2009. 

The municipality has adopted the standard for the first time in the 2010 annual financial statements. 

The impact of the standard is not material. 

GRAP 11: Construction Contracts 

The definition for “construction contract” was expanded by including a binding arrangement that do not 

take the form of a legal contract within the scope of the Standard. 

Definition for “cost plus or cost based contract” has been expanded to include commercially-based 

contract. 

The scope has been expanded to include cost based and non-commercial contracts. 

Public entities need to review contracts to determine whether they fall within the scope of the Standard 

based on the above changes. 

GRAP 11 incorporates the concept of service potential in the condition to determine whether the outcome 

of a construction contract can be estimated reliably. The requirement to recognise an expected deficit on 

a contract immediately when it becomes probable that contract costs will exceed total contract revenue 

applies only to contracts in which it is intended at the inception of the contract that contract costs are to 

be fully recovered from the parties to that contract (par.47). 

Other than the above requirements, there is no other affect on initial adoption of GRAP 11. 

The following Directives also need to be considered: 

Directive 4 - Transitional provisions for medium and low capacity municipalities requires retrospective 

application of the Standard. 

The effective date of the standard is for years beginning on or after 01 April 2009. 

The municipality has adopted the standard for the first time in the 2010 annual financial statements. 

The impact of the standard is not material. 

GRAP 12: Inventories 

GRAP 12 includes the definition of current replacement costs as the cost the municipality would incur to 

acquire the asset on the reporting date. GRAP 12 also includes the principal of service potential 

associated with the item that will flow to the municipality as part of recognition criteria for inventories as 

well as the concept of goods purchased or produced for distribution at no charge or for a nominal 

consideration, which is specific to the public sector. 
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Initial measurement is required at cost (an exchange transaction) and where inventories are acquired at 

no cost or nominal consideration (non-exchange transaction), their cost shall be their fair value at 

acquisition date. 

Subsequent measurement shall be at lower of cost and net realisable value except if inventories are held 

for: 

 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. 

If the above applies then subsequent measurement shall be at the lower of cost or current replacement 

cost. 

The retail method of measurement of cost is excluded from GRAP 12. 

Directive 4 - Transitional provisions for medium and low capacity municipalities requires retrospective 
application of the Standard. However, entities are not required to measure inventories in accordance with 
the requirements of the Standard for reporting periods beginning on or after a date within three years 
following the date of initial adoption of the Standard. 

The effective date of the standard is for years beginning on or after 01 April 2009. 

The impact of the standard is not material. 

GRAP 13: Leases 

GRAP 13 incorporates additional guidance on the concept of substance and legal form of a transaction, 
to illustrate the difference between lease and other contracts and on operating lease incentives. 

In certain circumstances, legislation may prohibit the entering into certain types of lease agreements. If 
the municipality has contravened these legislative requirements, the municipality is still required to apply 
the requirements of GRAP 13. 

Other than the abovementioned requirements, there is no other impact on the initial adoption of GRAP13. 

The following Directives also need to be considered: 

Directive 4 - Transitional provisions for medium and low capacity municipalities requires retrospective 
application 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 or the Standard of GRAP on Agriculture, 
the recognition requirements of the 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 2009. 

The municipality has adopted the standard for the first time in the 2010 annual financial statements. 

GRAP 14: Events after the reporting date 

An event, which could be favourable or unfavourable, that occurs between the reporting date and the date 
the annual financial statements are authorised for issue. 

GRAP 14 requires the date of authorisation for issue is the date on which the annual financial statements 
have received approval from management to be issued to the executive authority or municipal council. 

Two types of events can be identified: 



36 
 

 those that provide evidence of conditions that existed at the reporting date (adjusting events after 
the reporting date); and  

 those that is indicative of conditions that arose after the reporting date (non-adjusting events after 
the reporting date). 

An entity shall adjust the amounts recognised in its annual financial statements to reflect adjusting events 
after the reporting date. 

An entity shall not adjust the amounts recognised in its annual financial statements to reflect non-
adjusting events after the reporting date. 

The effective date of the standard is for years beginning on or after 01 April 2009. 

The municipality has adopted the standard for the first time in the 2010 annual financial statements. 

The impact of the standard is not material. 

GRAP 16: Investment Property 

Investment property includes property held to earn rentals and/or for capital appreciation, rather than held 

to meet service delivery objectives, the production or supply of goods or services, or the sale of an asset 

in the ordinary course of an entity‟s operations. 

GRAP 16 states that the use of property to provide housing as a social service does not qualify as 

investment property even though rentals are earned. 

At initial recognition, investment property is measured at cost including transaction costs. However, where 

an entity acquires investment property through a non-exchange transaction (i.e. where it acquired the 

investment property for no or a nominal value), its cost is its fair value as at the date of acquisition. 

The cost of self-constructed investment property is the cost at date of completion. 

After initial recognition, entities can carry investment property at either the fair value (fair value model) or 

cost less accumulated depreciation and accumulated impairment (cost model). 

An entity is required to disclose the fair value of investment property if the cost model is used. When an 

entity carries investment properties at fair value, the fair value needs to be determined at every reporting 

date. Gains or losses arising from changes in fair value are included in surplus or deficit for the period in 

which they arise. 

The following Directives also need to be considered: 

Directive 4 - Transitional provisions for medium and low capacity municipalities requires retrospective 

application of the Standard. However, entities are not required to measure investment properties in 

accordance with the requirements of the Standard for reporting periods beginning on or after a date within 

three years following the date of initial adoption of the Standard. 

The effective date of the standard is for years beginning on or after 01 April 2009. 

The municipality has adopted the standard for the first time in the 2010 annual financial statements. 
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GRAP 17: Property, Plant and Equipment 

GRAP 17 does not require or prohibit the recognition of heritage assets but if an entity recognises 

heritage assets the municipality needs to comply with GRAP 17 disclosure requirements. 

Additional commentary has been included in to clarify the applicability of infrastructure assets to be 

recognised in terms of GRAP 17. 

Where an entity acquires an asset through a non-exchange transaction, i.e. for a nominal or no 

consideration, its cost is its fair value as at the date of acquisition. 

The disclosure requirement for temporarily idle, fully depreciated property, plant and equipment and for 

property, plant and equipment that are retired from active use is required in GRAP 17 whereas IAS 16 

only encourages this disclosure. 

The following Directives also need to be considered: 

Directive 4 - Transitional provisions for medium and low capacity municipalities requires retrospective 

application of the Standard. However, entities that applied the transitional provisions in the Standard of 

GAMAP on Property, Plant and Equipment may continue to take advantage of those transitional 

provisions until they expire. Entities are also not required to measure classes of Property, Plant and 

Equipment in accordance with the requirements of the Standard for reporting periods beginning on or 

after a date within three years following the date of initial adoption of the Standard. 

The effective date of the standard is for years beginning on or after 01 April 2009. 

The municipality has adopted the standard for the first time in the 2010 annual financial statements. 

GRAP 19: Provisions, Contingent Liabilities and Contingent Assets 

GRAP 19 exclude from its scope those provisions and contingent liabilities arising from social benefits for 

which it does not receive consideration that is approximately equal to the value of goods and services 

provided directly in return from the recipients of those benefits. 

For the purpose of GRAP 19, social benefits refers to goods, services and other benefits provided in the 

pursuit of the social policy objective of a government. This Standard includes guidance on the accounting 

of these social benefits. 

Outflow of resources embodying service potential also needs to be considered in when assessing if a 

present obligation that arises from past events exists or not. 

The Standard includes accounting for obligations to make additional contributions to a fund. This is similar 

to the requirements of IFRIC5 (AC438). 

It further includes the accounting for the changes in existing decommissioning, restoration and similar 

liabilities. This is similar to the requirements of IFRIC1 (AC434). 

GRAP 19 gives specific guidance regarding restructuring by way of transfers that will take place under a 

government directive and will not involve binding agreements. An obligation exists only when there is a 

binding transfer agreement. 

Additional disclosure for each class of provision regarding reductions in the carrying amounts of 

provisions that result from payments or other outflows of economic benefits or service potential made 

during the reporting period and reductions in the carrying amounts of provisions resulting from re-
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measurement of the estimated future outflow of economic benefits or service potential, or from settlement 

of the provisions without cost to the municipality. 

If an external valuation is use to measure a provision the information relating to the valuation can usefully 

be disclosed. 

Directive 4 - Transitional provisions for medium and low capacity municipalities requires retrospective 

application of the Standard. However, where items have not been recognised as a result of transitional 

provisions under the Standard on Property, Plant and Equipment, the recognition requirements of the 

Standard on Provisions, Contingent Liabilities and Contingent Assets would not apply to such items until 

the transitional provisions in that Standard expire. 

The effective date of the standard is for years beginning on or after 01 April 2009. 

The municipality has adopted the standard for the first time in the 2010 annual financial statements. 

The impact of the standard is not material. 

GRAP 100: Non-current Assets Held for Sale and Discontinued Operations 

GRAP 100 includes in its scope the reference to non-cash generating assets. It further includes 

definitions relevant to the understanding of the Standard e.g. “Non-cash-generating assets” are assets 

other than cash-generating assets and “value in use of a non-cash-generating asset” is the present value 

of the asset‟s remaining service potential. 

GRAP 100 excludes from the description of a discontinued operation reference to a controlled entity 

acquired exclusively with a view to resale. 

Directive 4 - Transitional provisions for medium and low capacity municipalities requires prospective 

application of the Standard. However, the Standard would not apply to those items that have not been 

recognised as a result of the transitional provisions under the Standards of GRAP on Inventories, 

Investment Property, Property, Plant and Equipment, Agriculture and Intangible Assets until the 

transitional provision in that Standard expires. 

The effective date of the standard is for years beginning on or after 01 April 2009. 

The impact of the standard is not material. 

GRAP 101: Agriculture 

GRAP 101 excludes guidance on accounting for non-exchange revenue from government grants related 

to a biological asset as GRAP 23 on Revenue from Non-Exchange Transactions will provide such 

guidance. 

Recognition requirement includes the concept of the probable flow of service potential. 

Biological assets acquired at no or for a nominal value shall be measured on initial recognition and at 

each reporting date at its fair value less estimated point-of-sale costs. 

Additional disclosure is required of biological assets for which the municipality‟s use or capacity to sell is 

subject to restrictions imposed by regulations that have a significant impact on their total fair value less 

estimated point-of-sale costs. 

In the reconciliation of changes in the carrying amount of biological assets between the beginning and the 

end of the current period it is also required to disclose increases or decreases due to transfers. 
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The following Directives also need to be considered: 

Directive 4 - Transitional provisions for medium and low capacity requires any adjustments required to the 

previous carrying amounts of assets and net assets shall be recognised as an adjustment to the opening 

balance of accumulated surplus or deficit in the period that the Standard is initially adopted. Comparative 

information is not required to be restated. Entities are not required to recognise biological assets and/or 

agricultural produce for reporting periods beginning on or after a date within three years following the date 

of initial adoption of this Standard. 

The effective date of the standard is for years beginning on or after 01 April 2009. 

The municipality has adopted the standard for the first time in the 2010 annual financial statements. 

The impact of the standard is not material. 

GRAP 102: Intangible Assets 

GRAP 102 excludes guidance on accounting for intangible assets acquired as part of an entity 

combination and in-process research and development costs acquired in an entity combination. 

Recognition requirement includes the concept of the probable flow of service potential. 

GRAP 102 distinguishes between impairment loss of cash generating and non-cash-generating assets. 

Intangible assets acquired at no or for a nominal cost shall be measured on acquisition date at its fair 

value. 

In GRAP 102 the identifiability criterion in the definition of an intangible asset has been expanded to 

include contractual rights arising from binding arrangements, and to exclude rights granted by statute. 

Additional guidance included in GRAP 102 to explain that distinction should be made between assets 

associated with the item of property, plant and equipment and the intangible asset. 

Guidance on web site costs has been included in GRAP 102 from SIC Interpretation 32 Intangible Assets 

– Web Site Costs. 

Guidance on intangible assets that may be acquired in exchange for non-monetary assets, where the 

exchange transaction lacks commercial substance has not been included in GRAP 102 as guidance to be 

included in GRAP 23. 

GRAP 102 does not state “gains shall not be classified as revenue” as GRAP term “income” has a 

broader meaning than the term “revenue”. 

Directive 4 - Transitional provisions for medium and low capacity requires retrospective application of the 

Standard. Where entities have, on initial adoption of the Standard, accumulated and retained sufficient 

information about costs and the future economic benefits or service potential related to intangible assets 

that may have been expensed previously, those intangible assets should be recognised in accordance 

with the Standard. Entities are not required to measure intangible assets for reporting periods beginning 

on or after a date within three years following the date of initial adoption of the Standard of GRAP on 

Intangible Assets. 

The effective date of the standard is for years beginning on or after 01 April 2009. 

The municipality has adopted the standard for the first time in the 2010 annual financial statements. 
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The impact of the standard is not material. 

IPSAS 21: Impairment of Non Cash-Generating Assets 

The method of measurement of value in use of a non-cash-generating asset under this Standard is 

different to that applied to a cash generating asset. 

Asset should be measured by reference to the present value of the remaining service potential of the 

asset. 

Determining value in use (present value of remaining service potential) of a non-cash-generating asset, 

may be the depreciated replacement cost approach, restoration cost approach and service units 

approach. 

This Standard does not require entities to apply an impairment test to property, plant and equipment 

carried at revalued amounts. 

This Standard does not include a decrease in market value significantly greater than would be expected 

as a result of the passage of time or normal use as a minimum indication of impairment. This indication is 

included as an additional indication that impairment may exist. 

The effective date of the standard is for years beginning on or after 01 April 2009. 

The municipality has adopted the standard for the first time in the 2010 annual financial statements. 

The impact of the standard is not material. 

IPSAS 20: Related Party Disclosure 

IPSAS 20 specifically excludes any consideration provided to key management personnel solely as a 

reimbursement for expenditure incurred by those individuals for the benefit of the reporting entity. 

The effective date of the standard is for years beginning on or after 01 April 2009. 

The municipality has adopted the standard for the first time in the 2010 annual financial statements. 

The impact of the standard is not material. 

4.1 Standards issued and not yet effective 

The following standards expected to be applicable to the municipality have been issued, but are not yet 

effective: 

The GRAP standards below will be applied by the municipality from the effective date determined by the 

Minister of Finance. The effective dates are currently unknown. International Financial Reporting 

Standards will be applied from the effective date of the Standard as indicated below. 

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 municipality. The major classifications of activities identified in budget 

documentation will usually reflect the segments for which an entity reports information to management. 
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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 municipality‟s overall mission. Geographical segments relate 

to specific outputs generated, or particular objectives achieved, by an entity within a particular region. 

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

statements. 

GRAP 23: Revenue from Non-exchange Transactions (Taxes and Transfers) 

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 municipality. 

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 and recognise an 

amount equal to that reduction as revenue. 

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

statements. 

GRAP 24: Presentation of Budget Information 

The municipality is required to 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: 

 the approved and final budget amounts; 

 the actual amounts on a comparable basis; and 

 by way of note disclosure, an explanation of material differences between the budget for which the 

municipality 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 the municipality prepares its budget and annual financial statements on a comparable basis, it is 

required to include 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. 

The impact of this standard is currently being assessed. 
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GRAP 103: Heritage Assets 

Heritage assets are 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 means that they are retained indefinitely and 

cannot be disposed of without consent as required by law or otherwise. 

A heritage asset is recognised as an asset only if: 

 it is probable that future economic benefits or service potential associated with the asset will flow to 

the municipality; and 

 the cost or fair value of the asset can be measured reliably. 

Heritage assets are recognised at cost unless they are acquired through a non-exchange transaction, in  

which case they are recognised at their fair value as at the date of acquisition. 

The municipality has a choice between the cost and revaluation model as an accounting policy for 

subsequent measurement and is required to apply the chosen policy to an entire class of heritage assets. 

Heritage assets are subsequently carried at their cost or revalued amount less accumulated impairment. 

These assets are not depreciated. 

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

statements. 

IGRAP 1: Interpretation of GRAP: Applying the Probability Test on Initial Recognition of Exchange 

Revenue 

An entity assesses the probability of each transaction on an individual basis when it occurs. Entities shall 

not assess the probability on an overall level based on the payment history of recipients of the service in 

general when the probability of revenue is assessed at initial recognition. 

The full amount of revenue will be recognised at initial recognition. Assessing impairment is an event that 

takes place subsequently to initial recognition. Such impairment is an expense. Revenue is not reduced 

by this expense. 

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

The municipality expects to adopt the interpretation for the first time in the 2011 annual financial 

statements. 

It is unlikely that the interpretation 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. 
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The municipality 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 

 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. 

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 

Cash-generating assets are those assets held by the municipality 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, the municipality estimates the recoverable amount of the 

asset. When estimating the value in use of an asset, a  municipality should estimate the future cash 

inflows and outflows to be derived from continuing use of the asset and from its ultimate disposal and a 

municipality should apply 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. 

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

statements. 

GRAP 25: Employee benefits 

The objective of GRAP 25 is to prescribe the accounting and disclosure for employee benefits. The 

standard requires the  municipality 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 an municipality 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. 

The standard also includes detailed requirements to be applied in the accounting for: 
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 Post-employment benefits; 

 Other long-term employee benefits; and 

 Termination benefits 

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 entity and a financial liability or residual interest in another 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 an entity to a portion of another entity‟s net assets in the event of liquidation 

and, to dividends or similar distributions paid at management‟s discretion. 

The standard contains further detailed guidance on the initial recognition, measurement and subsequent 

measurement of financial instruments and mainly distinguished between those financial instruments 

carried at fair value and those at amortised cost. 

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

statements. 

IFRIC 14: IAS 19 - The Limit on Defined Benefit Asset, Minimum Funding Requirements - 

Amendment - Prepayments of minimum funding requirements 

The amendments to IFRIC 14 (AC 447) address the accounting treatment for prepayments made when 

there is a minimum funding requirement. 

The amendment is effective for annual periods beginning on or after 1 January 2011. 

The amendments will be adopted by the municipality for the first time for its financial reporting period 

ending 30 June 2012. 

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

statements. 

IAS 39: Financial Instruments: Recognition and Measurement - Amendment - Treating loan 

prepayment facilities as closely related embedded derivatives 

The amendments provide additional guidance on determining whether loan prepayment penalties result in 

an embedded derivative that needs to be separated. If an exercise price of an embedded prepayment 

option reimburses the lender for an amount not exceeding the approximate present value of the lost 

interest for the remaining term of the host contract, then the economic characteristics and risks of the 

prepayment option embedded in a host debt or host insurance contract are closely related to the host 

contract and the embedded derivative is not separated from the host contract. 
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The amendments are to be applied prospectively to all unexpired contracts for annual periods beginning 

on or after 1 January 2010. 

The amendments will be adopted by the municipality for the first time for its financial reporting period 

ending 30 June 2011. 

The effective date of the amendment is for years beginning on or after 01 January 2010. 

The municipality expects to adopt the amendment for the first time in the 2011 annual financial 

statements. 

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

statements. 

IFRS 7: Financial Instruments: Disclosures - Amendments to disclosures 

IFRS 7 is amended to add an explicit statement that the qualitative disclosure should be made in the 

context of the quantitative disclosures to better enable users to evaluate an entity‟s exposure to risks 

arising from financial instruments.  

The existing disclosure requirements of IFRS 7 are amended as follows:  

 IFRS 7 is amended to state that clarification that disclosure of the amount that best represents an 

entity‟s maximum exposure to credit risk is required only if the carrying amount of a financial asset 

does not reflect such exposure already.  

 Additional requirement to disclose the financial effect of collateral held as security and other credit 

enhancements in respect of a financial instrument. An example of such disclosure is quantification of 

the extent to which credit risk is mitigated by the collateral and other credit enhancements obtained. 

This disclosure is in addition to the existing requirement to describe the existence and nature of such 

collateral.  

 IFRS 7 is amended to state that clarification that disclosure in respect of collateral taken possession 

off by the entity is required only in respect of such collateral held at the end of the reporting period.  

The following requirements have been removed from IFRS 7:  

 Disclosure of the carrying amount of financial assets that would have been past due or impaired if 

their terms had not been renegotiated.  

 Disclosure of a the description and fair value of collateral held as security and other credit 

enhancements in respect of financial assets that are past due but not impaired and in respect of 

financial assets that are individually determined to be impaired.  

Additionally, the clause stating that quantitative disclosures are not required when a risk is not material 

has been removed from IFRS 7. The general materiality considerations continue to apply to all 

disclosures required by IFRS 7 in the same way as they apply to other IFRSs.  

The amended is effective for annual periods beginning on or after 1 January 2011.  

The amendments will be adopted by the municipality for the first time for its financial reporting period 

ending 30 June 2012. 

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

expects to adopt the standard for the first time in the 2012 annual financial statements. 

The impact of this standard is currently being assessed. 


