The debt sttuation within the Municipahty 15 becoming unacceptable and
urgent attention needs to be given to resolving this. The attitude of non
payment i5 well set in within the community and the Management and Council
need to become directly imvolved and be prepared to put extreme pressure on
residents o pay failing which the Mumicipality will not survive as it is already
experiencing severe cash flow restraints.

B) CAPITAL EXPENDITURE

Expenditure on fixed assets during the year was R 1 098 589 and detail is
provided on Appendix . These purchases were funded from the Transitional
and other grants and further items will be purchased once an analysis of the
Municipality's needs has been done.

C) THE FUTURE

Due mainly to the comment regarding the debtors (as well as a culture of non
payment created by poor debt control), the Municipality will continue to
axperience cash flow problems for the foreseeable future and will have to
request urgent assistance from Govt. until all of the problems have been
roned out and the Mumcipality 15 able to stand on its feet.

A T
J Luvwund (Mr)
Murnicipal Manager




Accounting Policies
1. Basis of Presentation

1.1. These financial statements have been prepared so as to conform to the
standards laid down by the Insttute of Municipal Finance Officers in its Code
of Accounting Practice {1987) and Report on the Fublished Annual Financial
Statements of Local Authonties (2™ edition January 1996).

12 The financial statements have been prepared on the historical cost basis,
adjusted for capital expenditure as more fully detailed in paragraph 3 below.
The accounting polices are consistent with those applied in the previous year,
except if otherwise indicated

1.3. The financial statemenits are prepared on the accrual basis:

-Income is accrued when collectable and measurable. Certain direct income 15
accrped when received, such as traffic fines and certain licences.

-Expenditure 15 accrued in the year it is incumed,

2. Consolidation

The balance sheet includes the Rate and General Services, the different funds
reservas and provisions.

3. Fixed Assets
21 Fixed Assets are stated:
-at histonical cost, or

-at valuation, (based on the market price at acquisition), where assets have
been acquired by grant or donation

-while in axistence or fit for use.

3.2. Depreciation
The balance shown against the heading " Loans redeemed or other Capital
Receipts® in the notes to the balance sheet is tantamount to a provision for
Depreciation, however certain structural differences do exist. By way of this *
Provigion™ assets are written down over their estimated useful life. Apart from
advances from the vanous intemal funds, assets may also be acquired
through:

-Appropnations from income, where the full cost of the asset forms an
immediate and direct charge against operating income, and therefore it is
unnecessary to make any further provision for depreciation.



_Grant or donation, where the amount representing the value of such grant
or donation is immediately credited to the " Loans redeemead or other Capital
Feceipts” account,

3.3. All net proceeds from the sale of fixed property are credited to the Public
Improvement Fund. Net proceeds from the sale of all other assets are credited
to the Capital Development Fund.

3.4 Capital assets are financed from different sources, including external loans,
operating income and internal advances. These loans are repaid within the
estimated lives of the assets acquired from such loans or advances. Interest is
charged to the service concemed at the ruling mterest rate applicable at the
time the advance is made.

. Inventory

Stock is valued at the lower of cost, determined on the weighted average basis and
the net realisable value less a provision to cover obsolete stock

. Funds and Reserves

5.1 Capital Development Fund
The Local Authorities Ordinance no 25 of 1974 requires a minimum contribution
of 3 percent of Revenue income of a local Authority for the financial year. The
transfer to the CDF has been based on Billed Revenue only, excluding
Equitable share, Grant Funding and Penalties.

5.2 Public Improvement Fund
The Local Authorties Ordinance no 25 of 1974 stipulates that this fund be
maintained in respect of all property belonging to the Municipality, that is not
used for a specific purpose relating to the provision of services. Any surplus
funds available are either advanced internally or invested extemally.

5.3 Investments
Investments are shown at cost, and are invested as per the Local Authonties
Ordinance no 25 of 1974

. Income Recognition

Electricity and Water Billing
Maters on properties are read and billed on a monthly basis. When meters cannot
be read (faulty meters) in a certain month, they are billed on average usage basis,

Assessment Rates
The council currently applies a rating system based on the area of a property as
well a5 a fixed cost per building unit thereon as carried over from uMsekel.



Nguthu Municipality

Balance sheet
as at 30th June 2004

CAPITAL EMPLOYED

Funds & Rescrves
HSiattory Funde
Rogendes

Retained Income
Total

Trust Funds
Lewng Terrn Liabilities
Consumer Depozits

EMPFLOYMENT OF CAPITAL
Fixeed Ansats
Investments

Met Current Assets
Current Assets
Debtors

Stock

SARS

Caszh at Bank

Current Liabilities
Creditors
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Short term porfion of L T Liabaltes

Bank Onverdraft

hNote
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9,893 582
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Nguthu Municipality
Cash Flow Statement
as at 30th June 2004

{ash generated by operabars
Inwestmant income

Jincrease ) Decressa N working capts
| esntarnal intesest paid

Cash available from npcm.ﬁmrs.

Cash conributone from the State

rett proceeds on disposal ol ixed assets

CASH RETAINED FROM OPERATING ACTIITIES

CASH UTILISED IN INVESTING ACTIMITIES
Invesiment in Foed Assets

METT CASH FLOW

CA%H EFFECTS OF FINAMCING ACTIITIES
Increasel Decreacs) in long lemm loans
ncreasel| Decraase) in ghart berm laans
{IrcreaseDecraase in cash investmenls
(IncreaselDecresss n bank and cash

METT CASH (GENERATEDWUTILISED

Mot

15

15

[ 4]

17

18
1B

2004 200%
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" 260 FrT H 118,244
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m 200, 00
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R - R -

R 438,528 ki -101 8965
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