Ugu District Municipality
(Registration number DC21)
Consolidated Financial Statements for the year ended 30 June 2017

Accounting Policies

1.3 Transfer of functions between entities not under common control (continued)

In addition, to qualify for recognition as part of applying the acquisition method, the identifiable assets acquired and liabilities
assumed must be part of what the municipality as acquirer and the acquiree (or its former owners) agreed in the binding
arrangement rather than the result of separate transactions.

Operating leases:

The municipality as acquirer recognises no assets or liabilities related to an operating lease in which the acquiree is the lessee.
The municipality as acquirer determines whether the terms of each operating lease in which the acquiree is the lessee are
favourable or unfavourable. The municipality as acquirer recognises an intangible asset if the terms of an operating lease are

favourable relative to market terms and a liability if the terms are unfavourable relative to market terms.

An identifiable intangible asset may be associated with an operating lease, which may be evidenced by market participants’
willingness to pay a price for the lease even if it is at market terms.

Intangible assets:

The municipality as acquirer separately recognises the identifiable intangible assets acquired in a transfer of functions. An
intangible asset is identifiable if it meets either the separability criterion or the contractual-legal right criterion.

Classifying or designating identifiable assets acquired and liabilities assumed in a transfer of functions:

At the acquisition date, the municipality as acquirer classifies or designates the identifiable assets acquired and liabilities
assumed as necessary to apply other Standards of GRAP subsequent to the acquisition date. The municipality as acquirer
makes those classifications or designations on the basis of the terms of the binding arrangement, economic conditions, its
operating or accounting policies and other relevant conditions as they exist at the acquisition date.

Measurement principle

The municipality as acquirer measures the identifiable assets acquired and the liabilities assumed at their acquisition-date fair
values.

Non-controlling interest in an acquiree:

For each transfer of functions, the municipality as acquirer measures at the acquisition date components of non-controlling
interests in the acquiree that are present ownership interests and entitle their holders to a proportionate share of the entity's net
assets in the event of liquidation at either:
° fair value; or
. the present ownership instruments’ proportionate share in the recognised amounts of the acquiree’s identifiable net
assets.

Assets with uncertain cash flows (valuation allowances):

The municipality as acquirer does not recognise a separate valuation allowance as of the acquisition date for assets acquired
in a transfer of functions that are measured at their acquisition-date fair values because the effects of uncertainty about future
cash flows are included in the fair value measure.

Assets subject to operating leases in which the acquiree is the lessor:

In measuring the acquisition-date fair value of an asset such as a building or a patent that is subject to an operating lease in
which the acquiree is the lessor, the municipality as acquirer takes into account the terms of the lease.

Exceptions to the recognition principles

Contingent liabilities:

The requirements in the Standard of GRAP on Provisions, Contingent assets and Contingent liabilities do not apply in
determining which contingent liabilities to recognise as of the acquisition date. Instead, the municipality as acquirer recognises

as of the acquisition date a contingent liability assumed in a transfer of functions if it is a present obligation that arises from
past events and its fair value can be measured reliably.
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1.3 Transfer of functions between entities not under common control (continued)
Exceptions to both the recognition and measurement principles
Employee benefits:

The municipality as acquirer recognises and measures a liability (or asset, if any) related to the acquiree‘s employee benefit
arrangements in accordance with the Standard of GRAP on Employee Benefits.

Indemnification assets:

The seller in a transfer of functions may contractually indemnify the municipality as acquirer for the outcome of a contingency
or uncertainty related to all or part of a specific asset or liability. The municipality as acquirer recognises an indemnification
asset at the same time that it recognises the indemnified item measured on the same basis as the indemnified item, subject to
the need for a valuation allowance for uncollectible amounts. Therefore, if the indemnification relates to an asset or a liability
that is recognised at the acquisition date and measured at its acquisition-date fair value, the municipality as acquirer
recognises the indemnification asset at the acquisition date measured at its acquisition-date fair value. For an indemnification
asset measured at fair value, the effects of uncertainty about future cash flows because of collectability considerations are
included in the fair value measure and a separate valuation allowance is not necessary.

Exceptions to the measurement principle
Reacquired rights:

The municipality as acquirer measures the value of a reacquired right recognised as an intangible asset on the basis of the
remaining contractual term of the related contract or other binding arrangement regardless of whether market participants
would consider potential renewals of the contract or other binding arrangement in determining its fair value.

Assets held for sale:

The municipality as acquirer measures an acquired non-current asset (or disposal group) that is classified as held for sale at
the acquisition date in accordance with the Standard of GRAP on Non-current assets held for sale and Discontinued operations
at fair value less costs to sell.

Recognising and measuring the difference between the assets acquired and liabilities assumed and the
consideration transferred (if any)

The municipality as acquirer recognises the difference between the assets acquired and liabilities assumed and the
consideration transferred (if any) as of the acquisition date in surplus or deficit. This difference is measured as the excess of (a)
over (b) below:

(a) the aggregate of:

(i) the consideration transferred (if any) measured in accordance with this Standard, which generally requires acquisition-date
fair value;

(i) the amount of any non-controlling interest in the acquiree measured in accordance with this Standard; and

(iii) in a transfer of functions achieved in stages, the acquisition-date fair value of the entity as acquirer’s previously held equity
interest in the acquiree.

(b) the net of the acquisition-date amounts of the identifiable assets acquired and the liabilities assumed measured in
accordance with this Standard.

Consideration transferred

The consideration transferred in a transfer of functions is measured at fair value, which is calculated as the sum of the
acquisition-date fair values of the assets transferred by the municipality as acquirer, the liabilities incurred by the municipality
as acquirer to former owners of the acquiree and the residual interests issued by the entity as acquirer.

Contingent consideration:

The consideration the municipality as acquirer transfers in exchange for the acquiree includes any asset or liability resulting

from a contingent consideration arrangement. The municipality as acquirer recognises the acquisition-date fair value of
contingent consideration as part of the consideration transferred in exchange for the acquiree.
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1.3 Transfer of functions between entities not under common control (continued)

The municipality as acquirer classifies an obligation to pay contingent consideration as a liability or as net assets on the basis
of the definitions of a residual interest and a financial liability in the Standard of GRAP on Financial instruments, or other
applicable Standard of GRAP. The municipality as acquirer classifies as an asset a right to the return of previously transferred
consideration if specified conditions are met.

A transfer of functions achieved in stages

A municipality as acquirer sometimes obtains control of an acquiree in which it held a residual interest immediately before the
acquisition date.

In a transfer of functions achieved in stages, the municipality as acquirer remeasures its previously held residual interest in the
acquiree at its acquisition-date fair value and recognises the resulting gain or loss, if any, in surplus or deficit. In prior reporting
periods, the municipality as acquirer may have recognised changes in the value of its residual interest in the acquiree in
surplus or deficit. If so, the amount that was recognised in surplus or deficit is recognised on the same basis as would be
required if the municipality as acquirer had disposed directly of the previously held residual interest.

Measurement period

If the initial accounting for a transfer of functions is incomplete by the end of the reporting period in which the transfer occurs,
the municipality as acquirer reports in its financial statements provisional amounts for the items for which the accounting is
incomplete. During the measurement period, the municipality as acquirer retrospectively adjust the provisional amounts
recognised at the acquisition date to reflect new information obtained about facts and circumstances that existed as of the
acquisition date and, if known, would have affected the measurement of the amounts recognised as of that date.

During the measurement period, the municipality as acquirer also recognises additional assets or liabilities if new information is
obtained about facts and circumstances that existed as of the acquisition date and, if known, would have resulted in the
recognition of those assets and liabilities as of that date. The measurement period ends as soon as the municipality as acquirer
receives the information it was seeking about facts and circumstances that existed as of the acquisition date or learns that
more information is not obtainable. However, the measurement period does not exceed two years from the acquisition date.

Determining what is part of the transfer of functions transaction

The municipality as acquirer and the acquiree may have a pre-existing relationship or other arrangement before or when
negotiations for the transfer of functions began, or they may enter into a binding arrangement during the negotiations that is
separate from the transfer of functions. In either situation, the municipality as acquirer identifies any amounts that are not part
of what the municipality as acquirer and the acquiree (or its former owners) exchanged in the transfer of functions. The acquirer
recognises as part of applying the acquisition method only the consideration transferred (if any) for the acquiree and the assets
acquired and liabilities assumed by the municipality as acquirer in the transfer of functions as governed by the terms and
conditions of the binding arrangement.

Effective settlement of a pre-existing relationship between the municipality as acquirer and acquiree in a transfer of
functions

A pre-existing relationship between the municipality as acquirer and acquiree may be contractual or non-contractual.

If the transfer of functions in effect settles a pre-existing relationship, the municipality as acquirer recognises a gain or loss,
measured as follows:

(a) for a pre-existing non-contractual relationship, fair value.

(b) for a pre-existing contractual relationship, the lesser of (i) and (ii):

(i) the amount by which the binding arrangement is favourable or unfavourable from the perspective of the municipality as
acquirer when compared with terms for current market transactions for the same or similar items.

(i) the amount of any stated settlement provisions in the binding arrangement available to the counterparty to whom the
contract is unfavourable.

If (i) is less than (i), the difference is included as part of the transfer of functions accounting. The amount of gain or loss
recognised may depend in part on whether the municipality as acquirer had previously recognised a related asset or liability,
and the reported gain or loss therefore may differ from the amount calculated by applying the above requirements.
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1.3 Transfer of functions between entities not under common control (continued)

A pre-existing relationship may be a contract that the municipality as acquirer recognises as a reacquired right. If the binding
arrangement includes terms that are favourable or unfavourable when compared with pricing for current market transactions for

the same or similar items, the municipality as acquirer recognises, separately from the transfer of functions, a gain or loss for
the effective settlement of the contract.

Acquisition-related costs:

Acquisition-related costs are costs the municipality as acquirer incurs to effect a transfer of functions. Those costs include
advisory, legal, accounting, valuation and other professional or consulting fees, general administrative costs, and costs of
registering and issuing debt and equity securities (if applicable). The municipality as acquirer accounts for acquisition-related
costs as expenses in the periods in which the costs are incurred and the services are received, with one exception. The costs
to issue debt or equity securities (if applicable) are recognised in accordance with the Standard of GRAP on Financial
instruments.

Subsequent measurement and accounting

In general, an municipality as acquirer subsequently measure and account for assets acquired, liabilities assumed or incurred
and the residual interest issued in a transfer of functions in accordance with other applicable Standards of GRAP for those
items, depending on their nature.

Reacquired rights

A reacquired right recognised as an intangible asset is amortised over the remaining contractual period of the contract in which
the right was granted. An municipality as acquirer that subsequently sells a reacquired right to a third party includes the
carrying amount of the intangible asset in determining the gain or loss on the sale.

Contingent liabilities

After initial recognition and until the liability is settled, cancelled or expires, the municipality as acquirer measures a contingent
liability recognised in a transfer of functions at the higher of:

(a) the amount that would be recognised in accordance with the Standard of GRAP on Provisions, Contingent liabilities and
Contingent assets; and

(b) the amount initially recognised less, if appropriate, cumulative amortisation recognised in accordance with the Standard of
GRAP on Revenue from exchange transactions.

Indemnification assets

At the end of each subsequent reporting period, the municipality as acquirer measures an indemnification asset that was
recognised at the acquisition date on the same basis as the indemnified liability or asset, subject to any limitations as set in the
binding arrangement on its amount and, for an indemnification asset that is not subsequently measured at its fair value,

management's assessment of the collectability of the indemnification asset. The municipality as acquirer derecognises the
indemnification asset only when it collects the asset, sells it or otherwise loses the right to it.

Contingent consideration

Some changes in the fair value of contingent consideration that the municipality as acquirer recognises after the acquisition
date may be the result of additional information that the municipality as acquirer obtained after that date about facts and
circumstances that existed at the acquisition date. However, changes resulting from events after the acquisition date, such as
meeting a performance target, or reaching a milestone on a research and development project, are not measurement period
adjustments. The municipality as acquirer accounts for changes in the fair value of contingent consideration that are not
measurement period adjustments as follows:

(a) Contingent consideration classified as net assets shall not be remeasured and its subsequent settlement is accounted for
within net assets.

(b) Contingent consideration classified as an asset or a liability that:

(i) is a financial instrument and is within the scope of the Standard of GRAP on Financial instruments is measured at fair value,
with any resulting gain or loss recognised in surplus or deficit in accordance with that Standard of GRAP.

(ii) is not within the scope of the Standard of GRAP on Financial instruments is accounted for in accordance with the Standard
of GRAP on Provisions, Contingent liabilities and Contingent assets or other Standards of GRAP as appropriate.
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1.4 Significant judgements and sources of estimation uncertainty

In preparing the consolidated financial statements, management is required to make estimates and assumptions that affect the
amounts represented in the consolidated financial statements and related disclosures. Use of available information and the
application of judgement is inherent in the formation of estimates. Actual results in the future could differ from these estimates
which may be material to the consolidated financial statements. Significant judgements include:

Trade receivables / Held to maturity investments and/or loans and receivables

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

The impairment for trade receivables, held to maturity investments and loans and receivables is calculated on a portfolio basis,
based on historical loss ratios, adjusted for national and industry-specific economic conditions and other indicators present at
the reporting date that correlate with defaults on the portfolio. These annual loss ratios are applied to loan balances in the
portfolio and scaled to the estimated loss emergence period.

Allowance for slow moving, damaged and obsolete stock

An allowance for stock to write stock down to the lower of cost or net realisable value. Management have made estimates of
the selling price and direct cost to sell on certain inventory items. The write down is included in the operation surplus note.

Impairment testing

The recoverable amounts of cash-generating units and individual assets have been determined based on the higher of value-
in-use calculations and fair values less costs to sell. These calculations require the use of estimates and assumptions. It is
reasonably possible that the [name a key assumption] assumption may change which may then impact our estimations and
may then require a material adjustment to the carrying value of goodwill and tangible assets.

The economic entity reviews and tests the carrying value of assets when events or changes in circumstances suggest that the
carrying amount may not be recoverable. In addition, goodwill is tested on an annual basis for impairment. Assets are grouped
at the lowest level for which identifiable cash flows are largely independent of cash flows of other assets and liabilities. If there
are indications that impairment may have occurred, estimates are prepared of expected future cash flows for each group of
assets. Expected future cash flows used to determine the value in use of goodwill and tangible assets are inherently uncertain
and could materially change over time. They are significantly affected by a number of factors including [list entity specific
variables, i.e. production estimates, supply demand], together with economic factors such as [list economic factors such as
exchange rates inflation interest].

Provisions

Provisions were raised and management determined an estimate based on the information available. Additional disclosure of
these estimates of provisions are included in note 18 - Provisions.

Useful lives of waste and water network and other assets
The municipality's management determines the estimated useful lives and related depreciation charges for the waste water and

water networks. This estimate is based on industry norm. Management will revise the depreciation charge where useful lives
are different to previously estimated useful lives.
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1.4 Significant judgements and sources of estimation uncertainty (continued)
Post retirement benefits

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

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

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

Allowance for doubtful debts

On debtors an impairment loss is recognised in surplus and deficit when there is objective evidence that it is impaired. The
impairment is measured as the difference between the debtors carrying amount and the present value of estimated future cash
flows discounted at the effective interest rate, computed at initial recognition.

1.5 Investment property

Investment property is property (land or a building - or part of a building - or both) held to earn rentals or for capital appreciation
or both, rather than for:

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

o administrative purposes, or

J sale in the ordinary course of operations.

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

Investment property is recognised as an asset when, it is probable that the future economic benefits or service potential that
are associated with the investment property will flow to the economic entity, and the cost or fair value of the investment
property can be measured reliably.

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

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

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

Fair value

Subsequent to initial measurement investment property is measured at fair value.

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

A gain or loss arising from a change in fair value is included in net surplus or deficit for the period in which it arises.

If the entity determines that the fair value of an investment property under construction is not reliably determinable but expects
the fair value of the property to be reliably measurable when construction is complete, it measures that investment property
under construction at cost until either its fair value becomes reliably determinable or construction is completed (whichever is
earlier). If the entity determines that the fair value of an investment property (other than an investment property under
construction) is not reliably determinable on a continuing basis, the entity measures that investment property using the cost
model (as per the accounting policy on Property, plant and equipment). The residual value of the investment property is then
assumed to be zero. The entity applies the cost model (as per the accounting policy on Property, plant and equipment) until
disposal of the investment property.

Once the entity becomes able to measure reliably the fair value of an investment property under construction that has
previously been measured at cost, it measures that property at its fair value. Once construction of that property is complete, it
is presumed that fair value can be measured reliably. If this is not the case, the property is accounted for using the cost model
in accordance with the accounting policy on Property, plant and equipment.

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

1.6 Property, plant and equipment

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

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

Property, plant and equipment is initially measured at cost.

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

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

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

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

Costs include costs incurred initially to acquire or construct an item of property, plant and equipment and costs incurred
subsequently to add to, replace part of, or service it. If a replacement cost is recognised in the carrying amount of an item of
property, plant and equipment, the carrying amount of the replaced part is derecognised.

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

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

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

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

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

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

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

Item Depreciation method Average useful life
Land Straight line Indefinite
Buildings Straight line 5 to 30 years
Infrastructure - Security measures Straight line 7 to 25 years
Infrastructure - Sewerage Straight line 7 to 60 years
Infrastructure - Water Straight line 5to 100 years
Other - Computer equipment Straight line 3 to 10 years
Other - Furniture and fittings Straight line 3 to 15 years
Other - Office equipment Straight line 3 to 15 years
Other - Plant and equipment Straight line 10 to 15 years
Other - Specialised vehicles Straight line 5to 15 years

The depreciable amount of an asset is allocated on a systematic basis over its useful life.

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

The depreciation method used reflects the pattern in which the asset’s future economic benefits or service potential are
expected to be consumed by the economic entity. The depreciation method applied to an asset is reviewed at least at each
reporting date and, if there has been a significant change in the expected pattern of consumption of the future economic
benefits or service potential embodied in the asset, the method is changed to reflect the changed pattern. Such a change is
accounted for as a change in an accounting estimate.

The economic entity assesses at each reporting date whether there is any indication that the economic entity expectations
about the residual value and the useful life of an asset have changed since the preceding reporting date. If any such indication
exists, the economic entity revises the expected useful life and/or residual value accordingly. The change is accounted for as a
change in an accounting estimate.

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

Iltems of property, plant and equipment are derecognised when the asset is disposed of or when there are no further economic
benefits or service potential expected from the use of the asset.

The gain or loss arising from the derecognition of an item of property, plant and equipment is included in surplus or deficit when
the item is derecognised. The gain or loss arising from the derecognition of an item of property, plant and equipment is
determined as the difference between the net disposal proceeds, if any, and the carrying amount of the item.

Assets which the economic entity holds for rentals to others and subsequently routinely sell as part of the ordinary course of
activities, are transferred to inventories when the rentals end and the assets are available-for-sale. 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.
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1.6 Property, plant and equipment (continued)

The economic entity separately discloses expenditure to repair and maintain property, plant and equipment in the notes to the
financial statements (see note ).

The economic entity discloses relevant information relating to assets under construction or development, in the notes to the
financial statements (see note ).

1.7 Intangible assets

An asset is identifiable if it either:

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

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

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

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

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

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

Expenditure on research (or on the research phase of an internal project) is recognised as an expense when it is incurred.

An intangible asset arising from development (or from the development phase of an internal project) is recognised when:
J it is technically feasible to complete the asset so that it will be available for use or sale.

there is an intention to complete and use or sell it.

there is an ability to use or sell it.

it will generate probable future economic benefits or service potential.

there are available technical, financial and other resources to complete the development and to use or sell the

asset.

o the expenditure attributable to the asset during its development can be measured reliably.

Intangible assets are carried at cost less any accumulated amortisation and any impairment losses.

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

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

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

Internally generated goodwill is not recognised as an intangible asset.

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

Item Depreciation method Average useful life
Computer software Straight line 2 to 5 years
Intangible assets under development Straight line Infinitive

Servitudes Straight line Infinitive

The economic entity discloses relevant information relating to assets under construction or development, in the notes to the
financial statements (see note ).

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

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

1.8 Investments in controlled entities
Economic entity consolidated financial statements

Investments in controlled entities are consolidated in the economic entity consolidated financial statements. Refer to the
accounting policy on Consolidations (Note ).

Controlling entity consolidated financial statements

In the municipality’s separate consolidated financial statements, investments in investments in controlled entities are carried at
cost.

The municipality applies the same accounting for each category of investment.

The municipality recognises a dividend or similar distribution in surplus or deficit in its separate consolidated financial
statements when its right to receive the dividend or similar distribution is established.

Investments in controlled entities that are accounted for in accordance with the accounting policy on Financial instruments in
the consolidated consolidated financial statements, are accounted for in the same way in the controlling entity’s separate
consolidated financial statements.

1.9 Financial instruments

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

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

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

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

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

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

A derivative is a financial instrument or other contract with all three of the following characteristics:
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