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ACCOUNTING OFFICER'S RESPONSIBILITIES AND APPROVAL

The accounting officer s required by the Municipal Finance Management Act (Act 56 of 2003), to maintain adequate
accounting recards and is responsible for the content and integrity of the annual financizl statements and related financial
information included in this report. It is the responsihility of the accounting officer to ensure that the annual financial statemeants
fairly present the state of affairs of the municipality as at the end of the financial year and the results of its operations and cash
flows for the periad then ended. The external auditors are engaged to express an independent opinion an the annual financial
slatements and were glven unrestricted access to all financial records and related data.

The annual financial staterents have been prepared n accordance with South African Staterments of Generally Recognised
Accounting Practice (GRAP) And the Munlcipal Finance Management Act (MFMA) including any interpretations, guidelines and
directives issued by the Accounting Standards Board.

The annual financial staterments are based upan appropriate accounting policies consistently applied and supported by
reasonable and prudent judgements and estimates.

The accounting officer acknowledges that she Is ullimately responsible for the system of internal financial control established
by the municipality and place conslderable importance on malintaining a strong centrol environment. To enable the accounting
officar to meet these responsibilities, the accounting officer sets standards for Internal cantrol almed at reducing the risk of
error or deficit in a cost effective manner, The standards include the proper delegalian of responsibilities within a clearly
defined framework, effective accounting proceduras and adegquate segregation of duies to ensure an acceptable level of risk.
These controls are monitored througheut the municipality and all employees are required to maintain the highest sthical
standards In ensuring the municipality's business is conducted in a manner that in all reasonable circumstances is above
reproach. The focus of risk management in the municlpality is an ldentifying, assessing, managing and maonitoring all known
forms of risk across the municipality. While aperating risk cannot be fully eliminated, the municipality endeavours to minimise it
by ensuring that appropriate infrastructure, controls, systems and ethical behaviour are applied and managed within
predetermined procedures and constraints.

The accaunting officer is of the opinion, based on the information and explanations given by managemant, that the systern of
internal control provides reasonable assurance that the financial records may be relled on for the preparation of the annual
financial statemants. However, any system af inlernal financial contrel can provide only reasonable, and not absolute,
assurance against material misstatement or deficit.

The accounting officer has reviawed the municipality's cash flow farecast for the year to 30 June 2015 and, in the light of this
review and the currant financlal pasition, she is satisfied that the municipality has or has access to adequale resources o
continue in operational existence for the foreseeahls future,

Althaugh the accounting officer Is primarily responsible for the financial affairs of the municipality, she is supported by the
municipality's extarnal auditors.

The exlernal auditors are responsible for independently reviewing and reporting on the municipality's annual financial
statements, The annual financial statements have been examined by the municipallty's external auditors and thelr report is
presented.

The annual financial statements set out on pages 4 to 62, which have been prepared on the going concern basis, were
approved by the accounting officer on 29 Augusl 2014 and were signed by her:

D Saul i
Actﬁ%sMunlcipal Manager AUDITDR - GENERAL
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STATEMENT OF FINANCIAL POSITION AS AT 30 JUNE 2014

Figures in Rand MNotes 2014 Restated
2013
Assets
Current Assets
Inventaries 2 11,847 7,610
Other receivables from non-exchange transactions 3 667,220 46,102
Trade receivables 4 3,163,278 5,382,344
Cash and cash equivalants 5 11,209 41,087
3,863,552 5,477,143
Non-Current Assets
Investment property carried at cost & 43,637,900 43,637,900
Property, plant and equipmeant 7 08,186,658 094,278 282
Intangible assets 8 82,808 153,854
Heritage assets £] - (2
141,807,456 138,070,036
Total Assets 145,761,008 143,547,179
Liabilities
Current Liabilities
Repayment - National Revenue Fund 10 1,500,000 -
Finance lease abligation 11 245,802 221,880
Trade and other payables 12 19,397,932 15,252,345
VAT payable 13 1,194,561 1,353,473
Unspent conditional grants and receipts 14 2,568,266 7,525,692
Frovisions . 15 898,058 621,130
Bank overdraft 5 320,374 897,117
26,125,993 25,871,647
Non-Current Liabilities
Repayment - National Revenua Fund 10 3,805,241 -
Finance lease obligation 11 118,869 364,671
Employee henefit abligations 44 3,337,000 3,613,000
Provisians 15 4,511,730 4,228 206
11,772,840 8,205,877
Total Liabilities 37,898,833 34,077,524
Net Assets 107,862,175 109,469,655
Accumulated surplus 107,862,175 109,460 655
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STATEMENT OF FINANCIAL PERFORMANCE

Figures In Rand MNotes 2014 Restated
2013
Revenue
Property rates 16 1,603,880 9,382,245
Service charges 17 10,629,386 10,073,542
Governmenl grants & subsidies 18 37,044,692 30,485,208
Interest received - internal 19 722,520 608,881
Inlerast receivad - external 19 61,173 116,524
Licences and permits 19 126,357 205,485
Rental of facilities and equipmeant 19 20,269 9,321
Other income 19 1,044 665 503,077
Gains on disposal of assets 19 - 6,000
Property rates - penalties imposed 19 231,287 189,438
Public contributions and donations 19 - 10,000
Total revenue 51,474,239 43,598,721
Expenditure
Parsonnel 20 (17,842,909) (17,737,358)
Remuneration of councillors 21 (1,693,348)  (1,478,997)
Debt impairment 22 (8,183,384)  (2,973,583)
Depreciation and amartisatian 23 (2,815,430) (2,710,718)
Finance costs 24 (616,473) (141,103)
Repairs and malntenance 25 (1,932,029)  (1,597,547)
Bulk purchases 26 (5.879,737)  (5,613,482)
General Expenses 27 (14,218,403) (13,228,679)
Loss on disposal of assets 7 (1) -
Total expenditure (53,081,724) (45,481,487)
Deficit for the year (1,607,485)  (1,881,766)
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STATEMENT OF CHANGES IN NET ASSETS

Figures in Rand

Accumulated Total net
surplus assets

Opening balance as previously reported at 01 July 2012

Adjustments
Correction of errors

Balance at 01 July 2012 as restated
Changes in net assets
Deficit for the year

Total changes

Balance at 01 July 2013
Changes in net assets
Deficit for the year

Tetal changes
Balance at 30 June 2014

28

90,284,659 90,284,659

21,066,762 21,086,762
111,351,421 111,351,421

(1,881,766) (1,881,766)
(1,881,766)  (1,881,766)
109,469,660 109,469,660

(1607,485)  (1,607,485)
(1,607,485) (1,607,485
107,862,175 107,862,175
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CASH FLOW STATEMENT

Figures In Rand MNotes 2014 Restated
2013
Cash flows from operating activities
Receipts
Rates and sarvices 5,710,207 5,871,385
Gavernment grants & subsidies 37,042 203 30,485,208
Interest income 783,693 725,405
Other receipts 961,420 727 BB3
44,497 523 37,809,881
Payments
Employee cosis (19.436,25668) (19,216,355)
Suppliers (22,328,431 (7,616,913)
Finance costs (618,473) (141,103)
(42,381,160) (26,974,371)
Net cash flows from operating activities 29 2,116,363 10,835,510
Cash flows from investing activities
Purchase of property, plant and equipment 7 (6,650,548) (10,361,089)
Proceeds fram sale of property, plant and equipment 7 (1) 6,000
Purchase of intangible assets 8 (2,300) (207,725)
Procesds from sale of other intangible assels 8 1 -
Net cash flows from investing activities (6,652,849) (10,562,824)
Cash flows from financing activities
Mavement in Repayment - National Revenue fund 5,305,241 -
Finance lease paymeants (221,890) (200,590)
Net cash flows from financing activities 5,083,351 (200,590)
Net increase/(decrease) in cash and cash equivalents 546,865 72,086
Cash and cash equivalents at the beginning of the year (856,030) (928,128)
Cash and cash equivalents at the end of the year 5 (309,165) (856,030)
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STATEMENT OF COMPARISON OF BUDGET AND ACTUAL AMOUNTS

Budget on Cash Basls

Approved Adjustments  Final Budget Actual amounts Difference Referenca
budgst on comparable between final
basis budget and
Figures in Rand actual
Statement of Financial Performance
Revenue
Property rates 1,220,873 a73.017 1,593,890 1,593,890 %
Service charges 15475674  (2.840,478) 12635196 4{p@&r9336  (2,005,810) A
Property rates - penalties 337,413 (150,819) 186,594 231,287 44,693 B
Imposed
Government grants & subsidies 25,413,035 11,681,193 37,094,228 37,044 692 (49,536)
Rental of facilitles and equipment 230,115 (226,082) 4,053 20,269 16,216 C
Interest - internal 958,532 (353,513) 606,019 722,520 116,501 B
Licences and permits 253,185 (128,772) 114,413 126,357 11,944 E
Other income 6,131,940 (5,729,313) 402,627 1,044 685 642,038 D
Interest received - external 260,745 (207,548) 43,197 61,173 17,978 E
Total revenue 50,272,512 2,407,705 52,680,217 51,474,239 (1,205,878)
Expenditure
Personnel (20,708,384) 1.624,322  (19,085,062) (17.842,008) 1,242,153 F
Remuneration of councillors (1,550,585) (489) (1,551,074}  (1,593,348) (42,274)
Depreciation and amortisation (1,218,258) 5 (1,218,256) (2,815,430) (1,597,174) (e
Finance costs (1,543,382) 1,448,315 (95,087) (616,473) (521,408) H
Debl impairment (645,217) s (645,217)  (8,183,394)  (7,538,177) I
Repairs and mainienance (1,480,389) 408,760 (1.073,639)  (1.932029) (858,380) J
Bulk purchases (5,831,212 - (5931,212)  (5879,737) 51,475
General Expenses (7,688,190)  (2,703,522) (10.371,712) (14,218,404)  (3,846,692) K
Total expenditure (40,746,625) 775,386  (39,971,239) (53,081,724) (13,11 0,485)
Actual Amount on Comparable 9,525,887 3,183,001 12,708,878 (1,607,485) (14,316,463)

Basis as Presented In the
Budget and Actual
Comparative Statement
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STATEMENT OF COMPARISON OF BUDGET AND ACTUAL AMOUNTS

Budget an Cash Basis

Appraved Adjustments  Final Budget Actual amounts  Difference Reference

budget on comparable betwean flnal
basis budget and

Figures in Rand actual
Statement of Financlal Posltion
Assets
Current Assets
Inventaries - - # 11,847 11,847
Other receivables from non- - - - 867,220 667,220
exchange transactions
Consumer debtors - - 5 3,163,276 3,163,276
Cash and cash equivalents - R a 11,209 14,209

- - - 3,853,652 3,863,652

Non-Current Assets

Investment property carried at - - - 43/37,900 @ 43,637,900

cost

Property, plant and equipment 16,588,750 (2,276,030) 14,308,720 g8 {86658 83,876,938

Intangible assels - - = 82,898 82,698
16,588,750  (2,279,030) 14,309,720 141,907,456 127,597,736

Total Assets 16,588,750  (2,279,030) 14,308,720 145,761,008 131,451,288

Liabilities

Current Liabilities

Repayment - Natlonal Revenue : - 3 1,500,000 1,500,000

Fund

Finance lease abllgation - - - 245802 245,802

Trade and other payables - - - 19795863 19,795,863

VAT payable 2 z - 1,184 561 1,194,561

Unspent conditional grants and - - - 2 568,266 2,568,266

receipts

Pravisians - - H 859 058 899,058

Bank overdraft - . 2 320,374 320,374

. ‘ - 26523924 26,523,924

Nen-Current Liabilities

Repayment - National Revenue - . - 3,805 241 3,805,241
Fund
Finance lease obligatlon & 4 - 118,869 118,869
Employee benefit obligations - E - 3,337.000 3,337,000
Frovislens = - . 4,611,730 4,511,730
Interest-bearing horrowings (6,000,000) 6,000,000 - - “
(6,000,000) 6,000,000 - 11,772,840 11,772,840
Total Liabilitles (6,000,000) 6,000,000 . 38,296,764 38,296,764
Net Assets 22,588,750 (8,279,030) 14,309,720 107,464,244 83,154,524
Net Assets
Reserves .
Accumulated surplus 22,588,750 (8,279,030) 14,309,720 107 464,244 93,154,524
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STATEMENT OF COMPARISON OF BUDGET AND ACTUAL AMOUNTS

Budget an Cash Basis

Approved Adjustments  Final Budget Actual amounts  Difference Referance

budget an comparable between final
bagis budget and
Figures in Rand actual

Variances of less than 10 % are deemed to be Immaterial

A, Service charges
The service charges forecasted were not realised. Due to the incorrect tariff setting on the deblors book and challenges
experienced with the billing system, accurate hilling did not take place resulting In errors with regard to the billing of debtors.

E. Property rates - penalties imposed and interest - internal

The payment rate was lower than expected as the revenue section was understsffed and the credit control policy was not
enforced accordingly as a result, Additional staff and training was introduced In the last five mornths of tha financial year and
improvement can be noted during this periad

C. Rental of facilities
The tewn hall was completed and hired aut,

D. Other Income
The municipality received additional staff assistance from Cacadu, amounts from SETA and VAT on grant income that was not
budgeted for.

E. Interest received - External
Grants received were invested in interest bearing borrowings.

F. Personnel costs
Senior positions, including the Director of Technical services and the Assistance Director af Finance, were nal filled,

G. Deprecilation and amortisation
The fixed asset regsister was restated and updated with the correct depraciation charges.

H. Finance costs
Cashflow Issues resulted in suppliers charging Interest an overdue aceaunts.

|. Debt impairment
Alow payment rate and high Indigent population led to an increase in impairment,

J. Repairs and maintenance ‘
The municipality had major challenges with reticulation repairs and maintenance, This resulted In additional malntenance
having to be performed.

K. General expenses
Professional fees for a VAT review were Incurred that were nat budgeted for,

AUDITOR - GENERAL
SOUTH AFRICA

12 FEB 20%

-




Ikwezi Local Municipality
Annual Financial Statements for the year ended 30 June 2014

ACCOUNTING POLICIES

1.  Presentation of Annual Financial Statements

The annual financial statements have been prepared in accordance with the Standards of Generally Recagnised Accounting
Praciice (GRAP), issued by the Accounting Standards Board in accordance with Section 122(3) of the Municipal Finance
Management Act (Act No 56 of 2003).

These annual financial statements have been prepared on an accrual basis of accounting and incorporate the histarical cost
conventions as the basis of measurement, except where speclfled otherwize.

The principal accounting policies, applied in the preparation of these annual financial statements, are set out below,

These accounting palicies are consistent with those applied in the preparation of the prior year financial statements, unless
specified atherwise.

1.1 Presentation of currency

These annual financial statements are presented in South African Rand, which Is the functional currency of the entity, rounded
to R1.

1.2 Golng concern

These annual financial statements were prepared based on the expectation that the enlity will cantinue to opsrate as a going
concarn for at least the next 12 manths,

1.3 Budget information
The approved budget cavers the fiscal period from 2013/07/01 ta 2014/06/30, The budget was prepared on the accrual basis,

Budget information in accerdance with GRAF 1 and 24, has been provided in the Statement of comparison of budget and
actual amounts.

1.4 Comparative figures

When the presentation or classification of ltems in the financial statements is amended, prior period comparative amaounlts are
also reclassified and restated, unless such comparative reclassification and / or restatemant Is not required by a Standard of
GRAFP, The nature and reason for such reclassifications and restatements are also disclosed.

Where material sccounting errors, which relate to prior perlods, have been identified in the current year, the correction is made
retrospectively as far as js practicable and the prior year comparatives are restated accordingly.

Where there has been a change in accounting policy in the current year, the adjustment is made retrospectively as far as is
practicable, and the prior year comparatives are restaled accardingly.

The presentation and classification of items in the current year Is cansistent with prior years, excepl as otherwise indicated.
The nature and reasons for the reclassifications and restatements are disclosed In note 28 to the financlal statements.
1.5 Offsetting

Assets, llabllities, revenue and expenses have nol bean offset except when offsetting s required or permitted by a Standard of
GRAP

1.6 Significant judgements and sources of estimation uncertainty

The use of judgement, eslimates and assumptions is Inherent to the process of preparing annual financial statements. These
judgements, estimates and assumptions affect the amounis presented in the annual financial statements.Uncertainties about
these eslimates and assumptions could result in outcomes thal require malerial adjustment ta the carrying ameunt of the
relevant asset or llabllity in future periods..
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ACCOUNTING POLICIES

1.6 Signlificant judgements and sources of estimation uncertainty (continued)
Estimates

Estimates are informed by historical experience, Information currently avallable to managemeant, assumptions, and other
factors that are believed to be reasonable under the cireumstances. These estimates are reviawed on a regular basis. Changes
in estimates are processed In the period of the review and applied prospectively,

In the process of applying the entity's accounting policies, the following estimates were made:
Inventory

The estimation of the water stack in the reservairs is based on the measurement of water via electranic level sensors, which
determines the depth of water In the reservoirs, which is then converted into volumes based on the total capacity af the
reservoir.

Impairments of non-financlal assets

In determining the value-in-use of non-financial assets, management is required ta rely on the use of estimates about the
assel's ability to continue to generate cash flows (in the case of cash-generating assets). For non-cash-generaling assets,
estimates are made regarding the depreciated replacement cost, restoration cost, or service units of the asset, depending on
the nature of the impairment and the avallability of information.

Provisions

Provisions are measured as the present value of the estimated future outflows required to settle the obligatien. In the process
of determining the best estimate of the amaunts that will be required in future to setile the provislon management cansiders the
weighted average probability of the potential oulcames of the provislans ralsed, This measurement entails determining what the
different potential outcomes are for a provision as well as the financial impact of each of those potantial outcomes.
Management then assigns a weighting factor to each of these outcomes basad an the probability that the autcame will
materialise In future, The factor Is then applied to each of the potentlal outcomes and the faclarad outcomes are then added
together to arrive at the weighted average value of the provisions. Additional disclosure of these estimates of provisions are
Included in note 15 - Provisions.

Pension and other post-employment benefits

The present value of the post ratirement obligation depends on a number of factors that are determined on an acluarial basis
using a number of assumptions. The assumplions used in determining the net cost (income) Include the discount rate, future
salary increase, mortality rates and future pension Increases. Due to the complexity of the valuation, the underlying
assumptlons and its long-term nalure, a defined benefit obligation is highly sensitive ta changes in these assumptions. Al
assumpllans are reviewed at each reporting date,

Effective interest rate

The effective interesl rale is the rate that exactly discounts estimated future cash payments ar receipts through the expected
life of the financial instrument or, when appropriate, a shorler period to the net carryingamount of the financial ssset or finaneial
liability.

When calculating the effective interest rate, the munigipality estimates the cash flows considering gll contractual terms of the
financial instrument but not future credit losses, The calculation Includes all fees and polnts paid or received between parties to
the contract that are an integral part of the effective interest rate | ransaction costs, and all ather premiums or discounts, There
s a presumption that the cash flows and the expected life of a group of imilar financial instruments can be estimated reliably,
However, in those rare cases when it is not possible to reliably estimate the cash flows or the expected life of a financial
instrument (or group of financial instruments), the municipality uses the contractual cash flows over the full contractual term of
the financial instrumen! (ar group of financial instruments).
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ACCOUNTING POLICIES

1.6 Significant Judgements and sources of estimation uncertainty (continued)
Allowance for doubtful debts

The measurement of receivables is derived after consideration of the allowance for doubtful debts. Management makes certain
assumptions regarding the categorisation of debtors inta groups with similar risk profiles so that the effect of any Impairment an
a group of recelvables would not differ materlally from the impzirment that would have heen determined had each debtor been
assessed for impairment on an individual basis. The determination of this allowance Is predisposed to the utilisation of
estimates, assumptions and management judgements. In determining this allowance the estimates are made about the
probability of recovery of the debtors based on their past payment histary and risk profile.

Provision for rehabilitation of refuse landfill sites

The entity has an abligation to rehabllitate lts landfill sites In terms of 1S license stipulations, Pravisian Is made for this
abligation based on the size / extent of the land to be rehabilitated, the rehabilifation cost per square meter, the monitoring cost
per square meter, and the rehabilitation period. Current costs are projected using the average rate of inflation over the
remaining period untll rehabllitation, and then discounted fo their present value using an appropriate discounting rate,
representing the time value of money.

Depreciation and amortisation

Depreciation and amortisation recognised on property, plant and equipment and intangible azsets are determined with
reference to the useful lives and residual values of the underlying items. The useful lives and residugl values of assets are
based on management's estimation of the asset's current condition, expected condition at the end of the period of use, its
current use, expected future use and the entity's expectations about the availability of finance to replace the asset at the end of
its useful life. In evaluating the useful life and residual value managemesnt considers the impact of technology and minimum
service requiremants of the assets,

1.7 Investment property carried at cost

Initial recognition and measurement

Investment property carried at cost is property (land or a bullding - or part of a bullding - or bath) held to earn rentals or for
capital appreciation or both, rather than for use in the production or supply of goods or services, to meet service delivery
objectives, for administrative purposes or sale in the ardinary course of operations.

Investment property carried at cost is recognised ss an asset when, it is probable that the future ecenomic benefits or service
potential that are assoclated with the investment property carried at cost will flow to the municipality, and the cost or fair valus
of the Investmenl properly carried at cost can be measured rellably,

Investment property carried at cost is inltially recognised at cost. Transaction costs &re included in the initial measurement.

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

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

The cost of day o day servicing of investment properly is recagnised in the Statement of Financial Performance as Incurred,
Subsequent measurement

Cost model

Subsequent to initial recognition investment property is carried at cost less accumulated depreciation and any accumulated
Impalrment losses.

Depreciation recognised on investment property is determined with reference ta the useful lives and residual values of the
underlylng items, Depreciation is provided to write down the cost, less estimatad residual value by egual instalmeants aver the
useful life of the praperty, which is as follows:

Item Useful lite

Buildings 30 years AUDITOR - GENERAL
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ACCOUNTING POLICIES

1.7 Investment property carried at cost (continued)
Land |s net depreciated as It Is considered to have an indefinite usetul life.
Impairments

The entity tests for impairment where there Is an Indication that an asset may be impaired, An assessment of whether there is
an indication of possible impairment I done at each reporting date. Where the carrying amount of an Investment Property Is
greater than the estimated recoverable amount, it is written down immedialely to its recoverable amount and an impairment
loss is charged to the Stalement of Financlal Performance |

An impairment s reversed only to the extent that the asset's carrying amount does not exceed the carrying amount that would
have been determined had no impairment been recognised. A reversal of the impairment is recognised In the Statement of
Financial Performance.

Derecognition

Investment property carried at cost Is derecognised on disposal ar when the investment property is permanantly withdrawn
from use and no future econamic benefits or service potential are expected from its disposal,

Gains or losses arising from the retirement or disposal of investment preperty carried at cost is the difference between the net
disposal proceeds and the carrying amount of the assel and is recagnised in the Stalement of Financial Performance in the
periad of retiremeant or dispesal.

1.8 Property, plant and equipment
Initial recognition

Property, plant and equipment are tangible non-current assets (Including infrastructure assets) that ars held for use In the
production ar supply of goods or services, rental to others (other than investment property), or far adminlstrative purpeses, and
are expected to be used during more than ane periad.

The cost of an Item of properly, plant and equipment is recognised as an asset when it Is probable that future ecanomic
benefits or sarvice potential associated with the item will flow to the municipality and the cost of the item can be measured
reliably,

Praperty, 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 candition necessary for it to be capable of operating In the manner intended by management, Trade discaunts and
rebates are deducled in arriving at the cost, The cost alse Includes the cost of dismantling and removing the asset and
restaring the site on which It is operated.

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

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

Costs Include costs incurred Inltlally to acquire or construct an ltem of property, plant and equipment and costs incurred
subsequently to add 1o, replace part of, or service it If a replacement cost is recognised in the carrying ameunt of an item of
praperty, plant and equipment, the carrying amount of the replaced part is darecognised,

Majar spare parts and servicing equipment which are expectad to be used for mare than one period are Included in property,
plant and equipment. In addition, spare parts and servicing equipment which can only be used in connaction with an item of
property, plant and equipment are accounted for as property, plant and equipment.

Subsequent measurement

Subsequent to inltial recognition, property, plant and equipment is carrled at cost less accumulated depreciation and any
impairment losses excepl for land, which Is not depreciated as it is deemed ta have an indafinite useful life.

The decemmissloning costs assaclated with landflll sltes are depreciated over it remalning.usafulif

it
estimate of useful lives as detailed below, AUDITOR _ GENERAL
. 14 . SC A '

12 FEB 2015




lkwezi Local Municipality
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ACCOUNTING POLICIES

1.8 Property, plant and equipment (continued)
Subsequent expenditure

Where the enlity replaces parl of an assel, It derecognises the part of the asset being replacad and capitalises the new
component.

Depreciation
Property, plant and equipment are depreciated on the stralght line basis aver their expected useful lives to their estimated

residual value. Components that are significant In relation ta the whole asset and that have different useful lives are
depreciated separately, The depraciable amount is determined after taking into account an asset's residual value,

The annual depreciation rates are based on the following estimated useful lives:

Item Average useful life
Land and buildings

= Land Indefinite

¢ Buildings 30 years
Infrastructure

. Roads and paving 30-75 years
= Water 15-60 years
s« Elsclricity 50 years

¢« Sanitation 20-60 years
*  Cemeteries 26-50 years
Other

s Office equipment 7-10 years
= Furniture and fittings 7-10 years
= Computer eguipment 5-10 years
= Infrastructure equipment 14 years

e Motor vehicles 5-10 years
= Plant and equipment 10-15 years
= Other equlpment 7 years
Landfill sites 16-22 years
Impairments

The entity tests for impairmenl where thare is an indication that an asset may be impaired. An assessment of whether there is
an Indicatian of possible impairment is done at each reporting date. VWheare the carrying amaount of an ltem of preperty, plant
and equipment is greater than the estimated recoverable amount (ar recoverable service amount), it is written down
immediately to its recaverable amount (or recoverable service amaunt) and an impairment loss is charged to the Statement of
Financial Performarnce.

Where items of property, plant and equipment have been Impalred, the carrying value |s adjusted by the impairment loss, which
is recognised as an expensa In the Slalemenl of Financial Performance in the period that the impairment is identified,

An Impairment is reversed only to the extent that the asset's carrying amounl does not exceed the carrying amount that would
have been determined had na Impalrment been recognised. A reversal of the Impairment Is recognised in the Statement of
Financial Perfermance.

Derecognition

ltems af property, plant and equipment are derecognised when the asset is disposed of or when there are no further econamic
benefits or service potential expected from the use of the asset. The gain or loss arising on the disposal or retirement of an
item of property, plant and equipment is determined as the difference batween the sales proceeds and the carrying value and
is recognised In the Statement of Financlal Performance.

AUDITOR - GENERAL
SOUTH AERICA

12 FEB 2015




Ikwezi Local Municipality
Annual Financlal Statements for the year ended 30 June 2014

ACCOUNTING POLICIES

1.9 Intangible assets

An intangible asset is an Identifiable nan-monetary asset without physical substance. The entity recognises an Intangible
asset In its Statement of Financial Position when it is probable that the expected future economic benefits or service
potential that are aftributable to the asset will flow to the municipality; and the cost or fair value of the asset can be
measured reliably,

Intanglible assels are initially recagnised at cost,

For an intangible asset acquired through g non-exchange transaction, the cost shall be Its falr value as at the date of
acqulsition,

Subsequent measurement
Intangible assets are carried at cost less any accumulated amartisation and any Impairment losses.

The cost of an intanglble asset is amorlised over the useful life where that useful Jife is finlte. The amartisatian expense on
intangible assets with finite lives is recognised In the Statement of Financial Perfarmance in the expense category consistent
with the function of the intangible asset.

Intangible assets with indefinite useful lives are nat amortised, but are tested far impairment annually, either individually or at
the cash generaling unit level. The assessment of Indefinite Iife is reviewed annusally to determine whether the indefinite life
assumption continues to be supportable. If not, the change in useful life from indefinite ta finite is made on a prospective basis.

An intangible assel s regarded as having an indefinite useful life when, based on all relevant factors, there Is no foreseeable
limit to the period aver which the asset |5 expected to generate net cash inflows ar service potential. Amortigation 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 ather intangible assets amortisation is provided on a straight line basis over their useful life,

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 assat |s tested for Impalrment and the remaining carrying amount is amortised over
its useful life.

Amortisation and impalrment

The depreciable amounts of intangible assets with a finite useful life are allocated aver their useful lives using the straight line
method,

The annual amertisation rates are based on the following estimated average asset lives:
Computer software 3 years

Impairments

The enlity tests intangible assets with finite useful lives for impalrment where there is an indication that an asset may be
Impaired. An assessment of whelher there is an Indication of possible impairment is performed at each reporting date. Where
the carrying amount of an item of an Intangible asset is greater than the estimated recoverable smount {or recoverable service
ameunt), it is written down immediately to its recoverable amount (or recoverable service amount) and an impairment loss s
charged to the Statement of Financial Performance,

Derecognition

Intangible assets are derecognised on disposal or when po future economic benefits or service potential are expected fram
its use or disposal,

The gain or lass Ie the difference between the net disposal proceeds, if ahy, and the carrylng amount. It is recagnised in
surplus or deficit when the asset is derecognised.
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1.10 Financial instruments
Initial recognition

The entity recognises a financial asset or a financial liability In ts statement of financlzl pesition when the entity becomes a
party to the contractual provisions of the instrumeant.

The entity recagnises financial assets using trade date accounting,

Upon initial recognition the entity classifies financial instruments or their component parts as financial liabilities, financial assets
or residual interests in canformity with the substance of the contractual arrangement and to the extent that the instrument
meets lhe relevant definitions.

Financial instruments are evaluated, based an their terms, to determine if thase instruments contain bath liahility and residual
interest components (e, to assess If the Instruments are compaund financial Instruments). To the extent that an Instrument is
in fact a compound instrument, the components are classifled separately as financial liabilities and residual intarests as the
case may be.

Initial measurement

The entity measures a financial asseat and financial liabillty initially at its fair value plus transaction costs that are directly
attributable to the acquisition or lssue of the financlal asset ar financlal liabllity.

Subsequent measurement
Subsequent to Initial recognitionll financial assets and financial liabllities are measured using the following categorles:

a) Financial instruments at fair value:
. derivatives;
. combined instruments that are designated at fair value;
® instruments held for trading. A financial instrument is held for trading if:
- it is acquired or incurred principally for the purpose of selling or repurchasing it in the near-term; or
- on initial recagnition it Is part of & partfalio of identifled financial Instruments that are managed together and for
which there is avidence of a recent actual pattern of shart term profit-taking;
- non-derivative financial assets or financial liabilities with fixed or determinable payments that are designated at
fair value at Initial recognition; and
- financial Instruments that do not meet the definition of financlal instrumeants st amortised cosl or financial
instruments at cost.
b) Financial instruments at amortised cost
Non-derivative financial assets or nan-derivative finanaial liabilities that have fixed or determinable payments,
excluding those instruments thal the enlity designates at fair value at Initial recognition or are held for trading.
c) Financial instruments at cost
Investments in residual interest, which do not have quoted market prices and for which fair value cannot be
determined reliably.

The entity assesses which instruments should be subsequently measured at fair value, amortised cost eor cost,
based on the definitians of financlal Instruments at fair value, financial instruments at amartised cost or financial
Instruments at cost as set out above.

Gains and losses

A gain or loss arising fram a change in the fair value of a financial asset or financial ligbility measured at fair value is
recagnised in surplus or deficit.

Far financial assels and financial liabilities measured al amortised cost or cost, a galn or loss |s recognised In surplus or deficit
when the financial asset or financial liability s derecognised or Impaired, ar through the amartisation process.
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ACCOUNTING POLICIES

1.10 Financial instruments (contlnued)
Impairments

All financial assets measured at cost or amortised cost are subject to an impairment review. The entity assess at the end of
each reporting period whether there is any objective evidence that a financlal asset or group of financial assets is impalired,

Financlal assets measured at amortised cost:

The entity first assesses whether objective evidence of Impairment exists individually for financial assets that are individually
significant and individually or callectively for financial assets that are not individually significant. If the entity determines that no
objective evidence of impairment exists for an individually assessed asset, whather significant or not, it includes the asset in a
group of financial assets with similar credit risk characteristics and collectively assesses them for Impairment.

If there Is objective evidence that an Impalrment loss on financial assets measured at amortisad cost has been Incurred, the
amount of the loss Is measured as the difference between the assel's carrying amount and the present value of estimated
future cash flows (excluding future credit losses that have not been incurred) discaunted at the financial asset's original
effective interest rate. The carrying amount of the asset Is reduced directly. The ameunt of the loss Is recognised in surplus or
deficit.

If, In @ subsequent period, the amount of the impairment loss decreases and the decrease can be related objectively to an
avenl oceurring after the Impalrment was recognised, the praviously recognised impairment loss is reversed diractly or by
adjusting an allowance account. The reversal does not result in a carrying amount of the financial asset that excesds what the
amortised cost would have been had the impairment not been recognised at the date the impairment Is reversed. The amount
of the reversal is recognised in surplus or deficit.

Financial assets measured at cost:

if there |z objactive evidence that an impairment loss has been incurred on an investment in a resldual interest that Is nat
measured at fair value because its fair value cannot be measured reliably, the amaunt of the impalrment loss is measured as
the difference between the carrying amount of the financial asset and the present value of estimated future cash flows
discounted at the current market rate of return for a similar financial asset. Such impairment losses are not reversed.

Derecognition
Financial assats
The entily derecagnises financial assels using trade date accounting.

The enlity derecognises a financlal asset only when:

*  the contractual rights to the cash flows from the financial asset expire, are settled or wajved;

= the entity transfers to another party substantially all of the risks and rewards of ownetship of the financial asset: or

*  the eniity, despile having retained some slgnificant risks and rewards of ownership of the financial asset, has
transferred control of the asset to another party and the other party has the practical ability to sell the asset in its
entirety to an unrelated third party, and is able to exercise that ability unilaterally and without needing lo impose
additional restrictions on the transfer. In this case, the entity :
- derecognise the asset; and
- recognise separately any rights and obligallons created or retained In the transfer.

Financial liabilities

The entity removes a financlal liability (or a part of a financial lizhility) from its staterent of financial position when tha
obligation is extinguished — i.e, when the obligation specified in the contract is discharged, cancelled, explres or wajved.

An exchange between an existing borrower and lender of debt instruments with substantially different terms is accounted far as
having extinguished the original financial liability and a new financial liability is recognised, Similarly, a subslantial modification
of the terms af an existing financial liabillty or a part of it iz accounted for as having extinguished the original finanelal liability
and having recognised a new financial liabllity.
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ACCOUNTING POLICIES

1.10 Finangcial instruments (continued)

The difference between the carrying amoun! of a financial liahility (or part of a financial llakility) extinguished or transferrad to
another party and the consideration paid, including any non-cash assets transferred or liabilities assumed, is recognised in
surplus or deficit. Any liabilities that are waived, forgiven or assumed by another entity by way of a non-exchange transaction
are accounted for in accordance with the Standard of GRAP an Revenue from Non-exchange Transactions (Taxes and
Transfers).

Policles relating to specific financial instruments

Cash and cash equivalents

Cash and cash equivalents are measured at amortised cost.

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,

Faor the purposes of the Cash Flow Statement, cash and cash equivalents comprise cash on hand and deposits held on call
with banks.

Trade and other receivables

Trade and other recelvables are Initially recognized at fair value plus transaction costs that are directly attributable to the
acquisition and subsequently stated at amortised cost less provision for impairment. All trade and other recelvables are
assessed at least annually for possible Impairment. Impairments of trade and other receivables ara determined in accardance
with the accounting palicy for impairments. Impairment adjustments are made through the use of an allowance account,

Bad debts are written off in the year in which they are identified as irrecoverable. Amounts recelvable within 12 months from
the reporling date are classified as current. Interest is charged on overdue accounts,

Trade and other payables

Trade payables are initially measured at fair value plus transaction costs that are directly attributable to the acquisition and are
subszequently measured at amortised cost,

1.11 Leases

Finance leases - lessee

Initial recognition

Leases are classified as finance leases where substantially all the risks and rewards associated wilh ownership of an asset are
transferred to the entity through the lease agreement. Assets subject to finance leasas are racagnised in the Statement of
Finaneial Positien at the inception of the lease, as is the corresponding finance lease liability.

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 correspanding liability to the lessor s
Included In the statement of financial position as a finance lease obligation.

The discount rate used in calculating the presant value of the minimum lease payments is the interest rate implicit in the lease,
Subsequent measurement

Subsequent ta initial recagnition the finance lease liability is carried at amorlised cosl, with the lease payments being set off
agalnst the capital and accrued interast. The allocation of the lease paymenls between the capital and interest portion of the
liability is effected through the application of the effective interest methed.

The finance chargas rasulting from the finance lease are expensed, through the Statement of Financial Perfarmance, as they
accrue. The finance cost accrual is determined using the effective interest method.

Finarice lease liabilities are derecognised when the entity's ailigatlon to setlle the liability is extinguished. The assets
capitalized under the finance lease are derecognised when the enlity no longer expects any ecanomle benefits or service
potential to flow from the asset. r
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1.11 Leases (continued)
Operating leases - lessor

For those leases classified as operating leases the asset subject to the lease Is not derecognised and no lease receivable is
recognised at the inception of the lease.

Operating laase revenue is recognised as revenue on a straight-line basls aver the lease term. The difference between the
straight-lined lease payments and the contractual lease payments are recagnised as either an operating lease asset ar
aperating lease liability, An operating lease liability is raised to the extent that lease payments are received in advance (i.e. the
straight-line lease payments are more than the contractual lease payments). The operating lease asset and / or operating lease
liability are measured as the undiscounted difference between the straight-line lease receipts and the contractusl lease
receipts.

Initial direct costs incurred in negotiating and arranging operating leases are added to the carrylng amount of the leased asset
and recognised as an expense over the lease term on the same basis as the lease revenue.

Incame from leases is disclosed under ravenue in the statement of financial performance.
Operating leases - lessee

Assets subject lo operating leases, i.e. those leases where substantlally all of the risks and rewards of ewnership are not
transferred to the lessae thraugh the lease, ara nal recagnised in the Statement of Financial Position,

Operating lease paymenls are recognised as an expense on a straight-line basis over the lease term. The difference between
the amaounts recognised as an expense and the contraclual payments are recognized as an operating lease assat or liability.

1.12 Inventories

Initial recognition and measurement

Invenlorles are initially measured at cost, Cost refers to the purchase price, plus taxes, transport cests and any other costs in
bringing the Inventories to their required location and condition. Where inventory is manufactured, constructed or produced, the
cost includes the cost of labour, materials and overheads used during the manufacturing process,

Water inventory Is being measured on the weighted average basis by multiplying the cost per kilo litre of purified water by the
amaount of water In storage.

Where inventory is acquired for no or nominal consideration (i.e. a non-exchange transaction), the cost is deemed to be equal
to the fair value of the item on the date acquired.

Subsequent measurement

Inventories are valued at the lower of cost and et realisable value unless they are to be distributed at no or naminal charge, In
which case they are measured at the lower of cost and current replacement cost,

Water inventory is measured annually at the reporting date by way of dip readings and the calculated valume In the distribution
netwark,

Reduhdant and slow-moving Inventories are identified and written down from cost ta net realisahle value.

Derecognition

When inventories are sold, the carrying amounts of those inventories are recognised as an expense in the peried in which the
related revenue is recognised, If there is no related revenue, the expenses are recognised when the gonds are distributed, or
related services are rendered, The amount of any write-down of inventories to net realisable value or current replacement cost
and all losses of inventaries are recognised as an expense In the period the write-down or loss occurs, The amount of any
reversal of any wrils-down of inventaries, arising from an increase in net realisable value or current replacement cost, are
recegnised as a reduction In the amount of Inventaries recognised as an expenss in the period in which the reversal occurs.

1.13 Impalrment of cash-generating assets

Cash-generating assets are those assets held by the municlpality with the primary ghjeciv M0 a_Comimercial return.]
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ACCOUNTING POLICIES

1.13 Impairment of cash-generating assets (continued)

Recoverable amount of an asset or a cash-generating unit is the higher its fair value less costs to sell and jts valua in use.
Identlfication

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

The municipality assesses at each reporting date whether there is any indlcallon that a cash-generating asset may ba
impaired. If any such indication exists, the municipalily estimates the recoverable amount of the asset.

Recognition and measurement

If the recoverable amaunt 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 Impalrment lass Is recognised Immediately In surplus ar deficit.

After the recognition of an impairment loss, the depreciation (amartisation) charge for the cagh-generating asset is adjusted in
fulure perlads to allocate the cash-generating asset's revised carrying amount, less its residual value (if any), on & systematic
basis over its remaining useful life.

If there is any Indlcation that an asset may be Impalred, the recoverabla amount is estimated for the individual asset. 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 (the asset's cash-genarating unit).

If an active market exists for the output produced by an asset or group of asseats, that asset or group of assets is identified as a
cash-generating unit, even if same or all of the oulput Is usad Internally. If the cash inflows generated by any asset or cash-
generating unit are affected by internal transfer pricing, the municipality use management's best estimate of futura price(s) that
could be achieved in arm's length transactions in estimating:

The earrying ameunt af a cash-generating unit is determined on a basis consistent with the way the recoverable amount of the
cash-generating unit is determined.

An Impairment loss is recognised for a cash-generating unit if the recoverable amount of the unit is less than the carrying
amount of the unit. The impairment is allocated to reduce the carrving amount of the cash-generating assets of the uniton a
pro rata basis, based on the carrying amount of each asset in the unit, These reductions In carrying amounts are treated as
impairment lasses on Indlvidual assets.

In allocating an impairment loss, the entity does not reduce the carrying amount of an asset below the highest of:
. its falr value less costs to sell (If determinable),
. its value in use (if determinable); and
. ZErgo,

The amount of the impairment loss that would otherwise have been allocated to the asset is allocated pro rala lo the alher
cash-generating assets of the unit.

Where a non-cash-generating asset contributes to a cash-generating unit. a proportion of the carrying amount of that non-
cash-generating as2et is allocated to the carrying amount of the cash-genaraling unit prior to estimation of the recoverable
amount of the cash-generating unit.
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1.13 Impairment of cash-generating assets (continued)
Reversal of impairment loss

The municipalily assess at each reporting date whether there is any Indication that an impairment loss recognised In prior
periods for a cash-generating assel may no longer exist or may have decreased. If any such indication exists, the antity
estimates the recoverable amount of that asset.

An impairment loss recognised In prior periods for a cash-generating asset s reversed if there has been a change in the
estimates used to determine the asset's recoverable amaunt since the last impairment loss was recognised, The carrying
amount of the asset Is Increased to its recoverable amount. The increase is 3 reversal of an impairment loss, The increased
carrying amount of an assel atiributable to a reversal of an impairment loss does not exceed (he carrying amount that would
have been determined (net of depreciation or amartisation) had no impalrment loss been racognised for the asset in prior
periods.

Areversal of an impairment loss for a cash-generating asset is recognised immediately in surplus or deficit.

After a reversal of an Impairment loss is recognised, the depreciation (smortisation) charge for the cash-generating asset is
adjusted In future periods 1o allocate the cash-generating asset's revised carrying amount, less its residual value (if any), on a
systamatic basis over its remaining useful life. i

A reversal of an impairment loss for a cash-generating unit is allocated to the cash-ganeraling assets of the unit pro rata with
the carrying amounts of those assets. These increaszes in carrying amounts ars treated as reversals of impairment losses for
Individual assets. No part of the amount of such a reversal is aliocated ta & non-cash-generating asset contributing service
potential to a cash-generaling unit.

In allocating a reversal of an impairment loss for a cash-generating unit, the carrying amaunt of an asset is not increased aboye
the lower of:
. its recoverabla amount (If determinable); and
" the: carrying amount that would have been determined (net of amortisation or depreciation) had no impairment loss
been recognised for the asset In prlor periads.

The amount of the reversal of the Impairment loss that wald atherwise have been allocated to the asset is allocated pra rata to
the other assets of the unit.

1.14 Impalrment of non-cash-generating assets
Non-cash-generating assels are assets other than cash-generating assels.

The municipality assesses at each reporting date whether there Is any indication that a nep-cash-generating asset may be
impaired. If any such indicatlon exists, the municipality estimates the recoverable service amaunt of the assel.

If the recaverable service amount of a non-cash-generating asset is less than its earrylng amount, the carrying amount of the
assel Is reduced to its recoverable service amount. This reduction Iz an impairment loss,

An impairment logs Is recognised Immediately In surplus or deflelt,
After the recognlition of an impalrmenl loss, the depreciation (emaortisation) charge for the non-cash-generating assel is

adjusted in future periods to allocate the nen-cash-generaling asset's revised carrying amaount, lass its resldusl value (if any),
on a systematic basis over Its remaining useful life.
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1.14 Impairment of non-cash-generating assets (continued)

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

An impairment loss recognised in prior periods far a non-cash-generating asset is reversed if there has been a change in the
estimates used to determine the assel's recoverable service amount since the last impairment loss was recognised, The
carrying amount of the asset s increased lo Ils recoverable service amount. The increase is & reversal of an impairment loss.
The increased carrying amount of an asset attributable to a reversal of an impairmeant loss does not exceed the carrying
amount that would have been determined (net of depreciation or amortization) had na impairment loss been recognised for the
asset in prior periods,

A reversal of an impairment loss for a non-cash-generating assel Is recognised Immeadiataly in surplus or deficit,

After a reversal of an Impalrment loss is recognised, the depreciation (amortisation) charge for the non-cash-generating asset
is adjusted in future periods to allocate the non-cash-generating asset's revised carrying amount, less its residual value (if any),
on a systematic basis over its remaining useful life,

1.15 Employee henefits
Short-term employee benefits

Short-term employee benefils are employee benefits (other than termination benefits) that are due to be setlled within twelve
muonths after the end of the period in which the employees render the related service,

Shart term employee benefits are recognised in the Statement of Financial Performance as sarvices are rendered, excapt for
nan-aceumulating benefits, which are recognised when the specific event occurs. These short term employee benefits are
measured at their undiscounted costs in the period the emplayee renders the related service or the specific event occurs,

Post-employment benefits

The enlity provides post employment benefits for its officials. These benefits are provided as either defined contribution plans
or defined benefit plans. The entity identifies as defined contribution plans any post-employment plan in terms of which it has
no obligation to make further contributions to the plan aver and above the manthly contributions payable on behalf of
employees (far example in the event of a funding shortfall). Any other plans are considered to be defined benefil plans.

Defined contribution plans

Contributions made towards the fund are recognised as an expense in the Statement of Financial Ferformance in the period
that such contributions become payahble. This contribution expense Is measured at the undiscounted amaount of the contribution
paid or payable la the fund. A liablility is recognized to the extent that any of the contributions have nol yet bean paid.
Conversely an agsel |s recognised to the extent that any contributions have been paid In advanca.
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1.15 Employee benefits (continued)
Post retirement medical obligations

The municipality provides post-retirement madical benefits by subsidising the medlcal contributions of certain retired staff
members according to the rules of the medical aid funds. Councll pays 70% of the contributions and the remaining 30% is paid
by the members.

The entitlerment to post-retirement medical benefits is based on the employee remaining in service up to retirement age and the
completion of & minimum service period. The expected costs of these benefits are acerued aver the perlod of employment.
Independent qualified actuaries carry out valuations of these obligatians, In accordance with GRAF 25 - "Employee Benefits".
The plan is unfunded,

The contributions are recegnised In the statement of financial performance when the amployses have renderad the service
entitling them to the contribution. The liability was caleulated by means of the projected unit credit sctuarial valuation methed.
The liability is recognised at the present value of the defined benefit obligation at the reporting date, minus the fair value of the
plan assets (if any) out of which the obligations are to be settled directly, plus any llabllity that may arlse as a result of
minimum funding requiremenis. Payments made by the municipality are set-off against the liability, including notional interest,
resulting from the valuation by the acluaries, and are recognised in the Statement of Financlal Performance upon valuation.

Actuarial gains and losses arising from the experience adjustments and changes in actuarial assumptions are recogniged In
the Statement of Financial Performance in the period that it occurs. These ahligations are valusd annually by independent
qualified actuaries.

1.16 Provisions and contingencles

Provisions are recognised when:
* the municipality has a present obligation as a result of a past event;
*  itis probable that an outflow of resources embedying economic benefits or service potential will be required to
settle the abligatien; and
e a rellable estimate can be made of the obligation.

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

Where the effect of time value of money is material, the amaunt of a provision is the present value of the expenditure expected
to be required to settle the obligation,

Where some cr all of the expenditure required to settle a provision Is expected lo be reimbursed by another party, the
reimbursement is recognised when, and only when, it is virtually certain that reimbursement will be recalvad If the municipality
settles the obligation. The reimbursement is treated as a separate assel, The amount recognised for the reimburserment does
not exceaed the amount of the provision,

Frovisions are reviewed at each reporting date and adjusted io reflect the current best estimate. Provisions are reversed if it is
no longer probahble that an outflow of resources embodying economic beneflits or service potentlal will be required, to settle the
obligation.

Where discounting Is usad, the carrylng amount of a pravision increases in each period to reflect the passage of time. This
Increase is recognisad as an interest expense,

A pravision is used only for expenditure for which the pravision was originally recognised,

Provisions are not recognised for future operating deficits.

Conlingent assets and contingent liahiliies are not recognised. Contingencies are disclosed in note 38.

1.17 Revenue from exchange transactions

Revenue from exchange transactions refers to revenue thal scerues to the entity directly in relurn for services rendered or

gands sold, the value of which approximales the consideration received or recelvable, excluding Indirect taxes, rebates ang
discounts,
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1.17 Revenue from exchange transactions (continued)
Revenue from exchange transactions is only recognised once all of the fellowing criteria have been satisfied:

a) The entity relains nelther continuing managerial invalvement to the degree usually assoclated with ownership nor effective
contral over the goods sold;

b) The amount of revenue can be measured reliably; and

¢) Itis probable that the economic benefits or service potentlal associated with the transaction will flow to the entity and the
costs incurred or to be Incurred In respect of the transaction can be measured reliably.

Revenue arlsing out of situations where the entity acts as an agent on behalf of another entity (the principal) is limited to the
amount of any fee or commission payable to the entity as compensation for executing the agreed services,

Speclfic exchange revenue sources

Service charges relating lo electricity and water are based on consumption, Provisienal estimates of consumption are made
menthly when meter readings have not been performed. The provisional eslimates of consumption are recognised as revenue
when invoiced. Adjustments to provisional estimates of consumption are made in the invoicing period In which meters have
been read. These adjusiments are recognised as revenue in the invoicing period.

Electricity meters in industrial areas are read at the end of each menth and billed the following menth. Pramises with high-
tension electriclty supplies are read and billed menthly.

Revenue arising from the consumption of electricity and water in the maonth of June Is fully accounted for whether invoiced or
not,

Revenue from the sale of electricity prepaid meter cards is recognised at the point of sale. Al reporling data, an estimate of the
prepaid electricity consumed is made and revenue is adjusted accordingly. The estimate is based on trend analysis and
historical data of electricity consumption,

Service charges fram sewerage and sanitation are based on the number of sewerage connections on each developed property
uzlng the tariffs approved from Council and are levied manthly.

Service charaes relating to refuse removal are recognised on & manthly basis in arrears by applying the approved tariff, Tariffs
ara determined per category of properly usage znd are levied on a monthly based.

Rental Income arlsing on facllities and equipment is accounted for on a stralght-line basis over the lease terms on ongoing
leases.

Measurement

Revenue is measurad at the fair value of the consideration received or receivable, net of trade discounts and rebates.

1.18 Revenue from non-exchange transactions

Non-exchange transactions are transactions that are not exchange transactions. In a non-exchange transaction, a municipality

aither receives value from another municipality witheut directly giving approximately equal value in exchange, or glves value to
anather municipality without directly receiving approximately equal value in exchange.

AUDITOR - GEN'E:RAL
SOUTHAFRRIGA—

17 FEB 2015

25

——— = —

I



Ikwezi Local Municipality
Annual Finaneial Statements for the year ended 20 Juns 2014

ACCOUNTING POLICIES

1.18 Revenue from non-exchange transactions (continued)

Recognition

Revenue from non-exchange transactions is only recagnised onca all of the following criterla have been satisfied:
a) The amount of revenue can be measurad reliably; and

b) Itis probable that the ecanomic benefits or service potential associated with the transaction will flaw to the antity and the
costs incurred or to be incurred in respect of the transaction can be measured reliably.

In accordance with IGRAP1 the full amount of the revenue Is recognised at the initial transaction date.

Revenue from property rates |s recognised when the legal entitlemeant to this revenue arlses. Councll applies a flat rating
system. The same rate factor i applied for land and buildings. In terms of this systam, assessment rates are levied on the
value of land and buildings in respect of properties. Rebates are granted according to the use of the praperty cancernad.
Callection charges are recagnised when such amounte are legally enforceable. Penalty interest on unpaid rates Is recognised
on a time proportion basis,

Revenue from non-exchange transactions Is generally recagnised to the extent that the related receipt or receivable qualifies
for recognition as an asset and there is no liahility to repay the amount.

Fines are recognised when it is probable that future econamic benefits will flaw to the antity, the costs can be rellably measured
and all restrictions have been complied with. Fines constitute bath spat fines and summonses. Revenue from spot fines is
recognised when payment is received and the revanue fram the igsuing of summonses Is recognised when collected. Due lo
the various legal processes that can apply to summonses and the inadequate information avallable from the courts, it is not
possible to measure this revenue in the invoicing period.

Grants, transfers and denations recelvad or recsivable are recognized when the resources thal have been transferrad meet the
criteria for recognition as an asset and there is not a correspanding liability in respect of related condltions,

Measurement

An asset that Is recognised as a result of a non-exchange transaction Is recognised at Its fair value at the dale of the transfer,
Consequently, revenue arising from a non-exchange transaction is measurad at the fair value of the asset received, less the
armount of any liabllities that are also recognised due to canditions that must still be satisfied.

Where there are conditions attached to a grant, transfer ar donation that gave rise to a liabllity at initial recognition, that liability
Iz transferred to revenue as and when the conditions attached to the grant are met.

Grants without any conditions attached are recognised as revenue in full when the asset s recognised, at an amount egualling
the fair value of the asset received.

Interest earned an the investment is treated in accordance with grant conditions. If It is payable to the funder it is recorded as
part of the creditor.

1.19 Borroawing costs
Borrowlng costs are recognised as an expense |n the period in which they are Incurred,
1.20 Unauthorised expenditure

Unauthorised expenditure means expenditure incurred by a municipality otherwlse than in accardance with section 15 or 11 (3)
of the MFMA, and includes: ‘

averspending of the total amount appropriated in the municipality's appraved budget:

overspending of the total amount appropriated for a vote in the appraved budget,

expenditure from a vote unrelaled to the department or functional ares coverad iy the vale;

expenditure of money appropriated for & specific purpose, otherwisa than for that specific purposs;

spending of an allecation otherwise than in accordance with any conditions of the allacation: o

a grant by the municipality otherwise than In accardance with the MEMA.

LI R T R T
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1.20 Unautherised expenditure (continued)

All expenditure relating to unauthorised expenditure is recognised &5 an expense in the statement of financial performance in
the year that the expenditure was incurred. The expenditure is classified in accordance with the nature of the expense, and
where recoverad, it is subsequently accounted for as revenue in the statement of financial performance.

1.21 Fruitless and wasteful expenditure

Frultless expenditure means expenditure which was made in vain and would have been avaided had reasonable care been
exercised.

All expenditure relating to fruitless and wasteful expenditure is recognised as an expense in the statement of financial
performance in the year that the expenditure was incurred. The sxpenditure is classified in accordance with the nature of the
expense, and where recovered, it is subsequently accounted for as revenue in the statement of financial performance.

1.22 Irregular expenditure

Irregular expenditure iz expenditure that is contrary to the Municipal Finance Management Act (Act No.56 of 2003), the
Municipal Systems Act (Act No,32 of 2000) or the Public Office Bearers Act (Act No, 20 of 1998) or is in cantravention of the
economic entity's supply chain management policy. Irregular expenditure excludes unauthorised expenditure. Irregular
expenditure is accounted for as expenditure in the Staternent of Financial Performance and where recoverad, it is subsequently
accounted for as revenus in the Statement of Financial Performance.

1.23 Related parties

In accordance with GRAP 20, parties are considerad lo be related if one party has the ability to control the ather party or
exercise significant influence aver the other party in making financial and operating decislons or if the related party entity and
other entity are subject to comman cantral.

Transactions between related parties other than transactions that would occur within a narmal supplier or client/recipient
relationship an terms and conditians no mare or less favourable than those which It is reasonable to expect the entity would
have adopted If dealing with that individual or entity at arm's length in the same circumstances are disclosed within the annual
financial statements.

Only transactions with related parties not at arm's length or not in the ordinary course of business are disclosed.

1.24 Heritage assets

Herltage assets, which are culturally significant rescurces and which are shown at cost, are not depreciated due to the
uncertainty regarding their estimated useful lives.

Transitional provision

The municipality has taken advantage of ths three year exemption on the measurement of Heritags Assets allowed by National
Treasury. No heritage assets have been recognised. No reporting period adjustments have been recognised. The municipality
will fully comply with GRAP

The exemption from applying the measurement requirements of the Standard of GRAP on Heritage assets implies that any
associated presentation and disclosure requirements need not be complied with for heritage assets not measured in
accordance with the requirements of the Standard of GRAP on Heritage assets,

1.25 Taxes - Value added tax

Revenus, expenses and assets are recognised net of the amounts of value added tax. The net amount of value added tax
recoverable fram, or payable to the taxation authority Is Included as part of receivables or payshles In the Statement of
Financial Position.

1.26 Capital commitments

Capital commilments disclosed in the financial statements represents the contractual balance committed ta the capital projects
ol reparting date that will be incurred in the period subsequent to the specific reparting date.
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1.27 Post-reporting date events

Events after the reparting date are those events, both favaurable and unfavourable, that occur between the reporting date and
the date when the financial statements are authorised for issue. Two types of events can be identifiad:

- those that provide evidence of conditions that existed at the reporting date (adjusting events afler the reperting dale); and
= thase that s indicative of conditions that arese after the reporting date (non-adjusting events after the reporting date).

The entity will adjust the smounts recognised in the financlal statements to reflact adjusting events after the reporting date once
the event accurred.

The entity will disclose the nature of the event and an estimate its financial effect or a statement that such estimate cannot be
made in respect of all material non-adjusting svents, where non-disclosure could Influsnce the ecenamic decisions of users
taken an the basis of the financial statements.

1.28. New standards and interpretations

1.28.1 Standards and Interpretations early adopted

The municipality has chosen to early adopt the following standards and interpretatians:

Standard/ Interpretation: Effective date:
Years beginning on or
after
*  GRAP B (as revised 2010): Consolidated and Separate 01 April 2014

Financlal Statements
1.28.2 Standards and interpretations issued, but not yet effective

The municipality has nat applied the following standards and interpretations, which have been published and are mandatary
for the municipality's accounting pericds beginning on or after 01 July 2014 or later periods:

Standard! Interpretation: Effective date: Expected impact:
Years beginning on or
after
® GRAP 18: Segment Reporting Na effectiva date Na significant effect
*  GRAP 105 Transfers of functions between entities under 01 July 2015 No significant effect
commaon contral
. GRAF 106: Transfers of functions between entities not 01 July 2015 No significant effect
undar common control
*  GRAP 107: Mergers 01 July 2015 Mo significant effect
*  GRAP 20: Related parties No effective date Ma significant effect
*  GRAP 3Z2: Service concession arrangements: Grantor No effective date Na significant effect
*  IGRAP 17: Service Concession Arrangements Where a No effective date No significant effect
Grantor Cantrols a Significant Residual Interest In an Asset
. GRAF 108 - Statutory Recelvables Na effactive date No significant effect

Possible Impact of initial application of standards of GRAP approved but not yet effective

GRAP 18: Segment Reporting - It is expected that this will only result in additional disclosures withaut affecting the
underlying accounting,

GRAP 106: Transfers of functions belween entities under commaon control - No significant impacl |s expected as na such
lransactions or events are expected in the foreseeable future

GRAP 106 Transfers of functions between entities net under commaon cantrol - No significant impact is expected as na
such transactions or events are expecled in the foreseeahle future,

GRAP 107: Mergers - No significant Impact 2 expected as no such transacllons or events are expected in the foresesable
future,
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GRAF 20: Related parties - No significant impact is expected as the information is to a large extent already included in the

financial statements

GRAFP 32: Service concession arrangements: Grantar - Neo significant impact expected as no such transactions or events

are expected |n the forseeable future,

IGRAF 17: Service Concession Arrangements Where a Grantor Controls a Significant Residual Interest in an Asset - No
slgnificant Impact is expected as no such transaclions or events are expeacted in the foreseeable future.

GRAF 108; Statutory receivables - No significant impact is expected as the information is to a large extent already included

in the financial staterments
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NOTES TO THE ANNUAL FINANCIAL STATEMENTS

Figures in Rand 2014 Restated
2013
2. Inventories
Water 11,847 7,610
No consumables were on hand at year end,
3. Other recelvables from non-exchange transactions
Other taxes 40,415 46,102
Recaverable amounts - Department 333,878 &
Recoverable amounts - other 220,829 -
Receipting variances 72,048 -
667,220 46,102
4. Trade receivables
Gross balances
Rates 3,891,626 3,275,406
Electricity 6,111,401 3,368,814
Water 5,305,250 4,368,050
Sewerage 5,762,976 4,603,605
Refuse 5,201,429 4,233,578
Fayments received in advance (485,623) (83,607)
Other 369,634 410,502
26,146,702 20,176,348
Less: Allowance for impalrment and debtors with credit balances
Debtors with credit balances 495,623 86,607
Less: Provision for debt Impairment (22,983,426) (14,794,004)
(22,487,803) (14,707,397)
Net balance 3,163,276 5,382,344
Included in above is receivables from exchange transactions
Electricity 6,111,401 3,368,814
Water 5,305,252 4,368,050
Sewearage 5,762,076 4,603,605
Refuse 5,201,429 4,233,578
Housing rental (495,623) (83,607)
21,885442 16,490,440
Included in above is receivables from non-exchange transactions .
Rates 3,891,626 3,275,406
Other 369,634 410,502
4,261,260 3,685,908
Less: Provision for impairment (22,083,426) (14,794,004)
Net balance 3,163,276 5,382,344

30
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Figures in Rand 2014 Restated
2013

4. Trade receivables (continued)

Rates

Current (0 -30 days) 5,608 27,097

31 - 60 days 3,474 28,249

61 - 90 days 1,858 87,193

91 - 120 days 1,088 17,344

121 - 365 days

Electricity

Current (0 -30 days)
31 - 60 days

61 - 90 days

91 -120 days

121 - 365 days

Water

Currant (0 -30 days)
31 -60 days

61 - 90 days

91 - 120 days

121 - 366 days

Sewerage

Current (0 -30 days)
31 - 60 days

51 -90 days

91 - 120 days

121 - 365 days

Refuse

Current (0 -30 days)
21 - 60 days

61 - 90 days

81 -120 days

121 - 365 days

Provision for debt impairmeant

Payments recelved In advance
Current (0 -30 days)
121 - 365 days

3,879,599 3,115,523
1,891,626 3,275,406

307,187 226,096
283 875 243,323
308,498 218,683
250,384 207,334

4,963,457 2,473,378
6,111,401 3,368,814

66,785 87,681
64,300 108,952
65,457 88,100
65,260 101,934

5,043,347 3,081,373
6,305,259 4,368,050

73,804 103,820
73,430 127,508
75,285 107,205
75,455 125,360

5,464,882 4,139,712
5,762,076 4,603,605

8,304 83,282
66,199 104,529
7,504 85,183
8,102 99,302

4,931,320 3,861,182
5201,429 4,233,578

(22,983.425) (14,794,004)

(495.623) .
~ (83,607)

(495,623) (83,607)
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Figures in Rand 2014 Restated
2013

4. Trade recelvables (continued)

Other

Current (0 -30 days) - 275

61 - 90 days 300 -

121 - 365 days 366,334 410,227
369,634 410,502

Summary of debtors by customer classification

Consumers

Current (0 -30 days) 215,815 431,162

31-60 days 400,339 505,352

61 - 80 days 404,149 491,351

91 - 120 days 403,787 489,213

121 - 365 days 22,088,020 16,338,530

23,522,219 18,255,608

Industriall commercial

Current (0 -30 days) (27,850) 17,5675
31 - 60 days 25,561 22,003
61 - 90 days 20,652 20,817
91 - 120 days 15,506 16,387
121 - 365 days 541,585 304,238

575,454 470,020

National and provincial government

Current (0 -30 days) (161,682) 79,524
31 - 60 days 65,378 85,308
61 - 90 days 91,811 74,186
41 - 120 days 41,098 46,674
121 - 365 days 2,012 436 1,165,020

2,048,031 1,450,720

Total
Current (0 -30 days) 26,372 528,261
31 - 60 days 481,278 612,661
61 - 90 days 516,613 586,363
81 - 120 days 480,390 551,274
121 - 365 days 24 652,049 17,897,788
26,146,702 20,176,348
Less: Provision for debt impairment (22,983,428) (14,794,004)

3,163,276 5,382,344

Total debtor past due but not impaired

61 - 90 days 118,457 86,750
91 - 120 days 64,005 90,860
61 - 90 days 3,230,547 2,911,574

3,414,009 3,009,284
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Flgures in Rand 2014 Resiated
2013

4, Trade receivables (continued)

Reconciliation of allowance for impairment

Balance at beginning of the year (14,794,004) (11,820,411)

Contributions to allowance (8,189, 422) (2,873,583)

(22,983,426) (14,794,004)

5. Cash and cash equivalents

Cash and cash equivelents consist of;

Cash on hand 290 -

Short-term deposits 10,919 41,087

Bank overdraft (320,374) (887,117)
(308,165) (856,030)

Current assets 11,209 41,087

Current liabilities (320,374) (897,117)
(309,165) (856,030)

The municipality had the following bank accounts

Account number / description Bank statement balances

Cash book balances

30 June 2014 30 June 2013 30 June 2012 30 June 2014 30 June 2013 30 June 2012

ABSA BANK - Chegue Accalnt - 1,101,008 (789,458) (75,025) (320,374) (B97,117) (1,239,581)
4053009747
ABSA BANK - Salary Cheque 118 GY 8,308 - - -
Account - 2520141122
ABSA BANK - Money Market - 26,199 224127 - 25169 224127
Acocount - 9137635858
ABSA Bank - Call deposit - a15 3,045 73,017 915 3,045 73,017
9118667163
ABSA Bank - Call deposit - 1,002 3,841 5310 1,002 3,841 5,310
9101589574
Standard Bank - Trust Fund 9,002 9002 9,002 9,002 9,002 9,002
Account - 3/288885537/001
Total 1,112,045 (248,303) 244 829 (309,455) (B56,030) (928,125)
6. Investment property carried at cost

2014 2013

Gross carrying  Accumulated  Carrying value Gross carrying  Accumulated  Carrying value

amount depreciation smount depreciation
and and

accumulated accumulatad

impairment impairment
Investment property 43,637,900 - 43,637,900 43 637 800 - 43,637,800
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Figures in Rand 2014 Restated
2013
6. Investment property carried at cost (continued)
Reconciliation of investment property earried at cost - 2014
Opening Total
halance
Land 28,850,000 28,850,000
Buildings 14,787,900 14,787,900
43,637,900 43,637,900
Reconclliation of investment property carried at cost - 2013
Opening Total
balance
Land 28,850,000 28,850,000
Buildings 14,787,900 14,787,900
43,637,900 43,637,900
Fair value of investment properties 43,637,900 43,637 800

Na restrictions have been placed on the investment property and no Investment property has been pledged as security.

The fair values for investment property were abtalned from the latest available valuation rolls.

7. Property, plant and equipment

2014 2013
Cost Accumulated Carrying value Cost Accumulated Carrying value
depraciation dapreciation
and and
accumulated accumulated
Impairment impairment
Land and buldings 2,099,600 - 2,089,600 2,099,600 - 2,099,600
Infrastructure 123,066,510  (42,018,088) 81,048,447 114,302,414  (39,878,333) 74,425,081
Landfill sites 3,454 406 {1,082,250) 2,372,156 3,405,058 (888,527) 2,508,532
Other assels 4,439,937 (1,764,345) 2,676,502 3,871,289 (1,347 ,630) 2,623,639
Waork in progress 9,990,869 - 9,8690,869 12,722,430 - 12,722,430
Total 143,051,322  (44,864,664) 98,186,658 136,400,772 (42,122,490) 94,278,282
Reconcillation of praperty, plant and equipment - 2014
Opening Additians Transfers Depraciation Tatal
balance
Land and buldings 2,094,500 - - - 2,099,600
Infrastructure 74,428,081 - 8,764 096 (2,141,736) 81,048 441
Landfill sites 2,508 532 49 346 - (183,722) 2,372 156
Other aszals 2,623,639 568,668 - (416,715) 2,675,592
Woaork in progress 12,722 430 6,032,635 (8,764,096) - 0,990,869
94,278,282 6,650,649 - (2,742173) 98,186,658
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Figures in Rand 2014 Restated
2013
7. Property, plant and equipment (continued)
Reconciliation of praperty, plant and equipment - 2013
Opening Additions Transfers Depreciation Total
balance
Land and buldings 2,099,600 - - - 2,098,600
Infrastructure 65,045,309 - 11,452,708 (2,072,026) 74,426,081
Landfill sites 2,685,808 760 - (180,138) 2,506,632
Other assets 1,468,766 1,450,565 B (396,692) 2,523,639
Work in progress 15,265,364 B,8089,774  (11,452,708) - 12,722,430
86,566,037 10,361,099 - (2,648,854) 94,278,282
The gross carrying value of fully depreciated property, plant and equipment still In use amounts to R2 485 047,
Net carrying amount of assets subject to finance lease:
Malar vehicles R332 000.24.
Contractual commitments for the acquisition of property, plant and equipment
Infrastructure 3,100,000 2,847,634
Other Assets 571,113 -
3,671,113 2,847,634
The acquisition of property, plant and equipment will be financed through grant income.
8. Intanglble assets
2014 2013
Cost Accumulated Carrying value Cost Accumulated Carrying value
amartisaticn amortisalion
Computer software 495,080 (412,182) §2,868 530,058 (376,204) 153,854
Reconciliation of intangible assets - 2014
Opening Additions Disposals  Amortisation Total
balance
Computer software 153,854 2,300 (M (73,255) 82,858
Reconciliation of intangible assets - 2013
Opening Additions Amaortisation Total
balance
Computer software 7,893 207,725 (61,864) 153,854
9, Heritage assets
The municipality owns the following heritage assets:
The Klipplaat manument, in honour of service men killed during the First Warld War, e
The Great War Memarlal monument, situated in Jansenville, in honour of service men killectdurin \AHEATECMNErd G NERAL -!i
= SOUTFHAFRIGA ‘

P e et e



Ikwezi Local Municipality
Annual Financial Statements for the year ended 20 June 2014

NOTES TO THE ANNUAL FINANCIAL STATEMENTS

Figures in Rand 2014 Restated
2013

8. Heritage assets (continued)
Transitional provision

The municipalily has taken advantage of the three year exemption on the measurement of Herltage Assets allowed by the

Accounting Standards Board.

10. Repayment - National Revenue Fund

Public Warks - EPWP 437,315 &
Integrated National Electrification Grant 2,048,808 -
Municipal Infrastructure Grant 1,543,480 -
Municipal Systems Infrastructure Grant 375,638 -

5,305,241 -

The Municipality falled to spend their entire DORA allocalion in the 2012/2013 financial year and as a result Natlonal and
Provincial Treasury are requiring that the municipality repay the unspent amount of R5,305,241,

The amount is repayable in instalments of R500,000 to be deducted from the tranches of the equitable share grant.

Non-current liabilities

At amortised cost 3,805,241 -

Current liabilities

At amortized cost 1,600,000 -

11. Finance lease obligation

Minimum lease payments due

- within ane year 273015 272,199

- in secand to fifth year inclusive 143,078 416,083
416,093 688,292

less! future finance charges (51,422) (101,731)

Present value of minimum lease payments 364,671 586,561

Present value of minimum lease payments due

- within one year 245,802 221,890

- In second to fifth year inclusive 118,869 364 671
364,671 586,561

Non-current liabilities 118,869 364,671

Current liabilities 245,802 221,890
364,671 586,561

The average lease lerm was 5 years and the effective borrowling rale ranges between prime and jprime plug 1.667%.,

The leases have no contingant rentsl amotnts, no escalation clauses, no purchase options and no restrictions on the lease

arrangements.

AUDITOR - GENERAL

SOUTH AFRICA

12 FEB 2015
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12. Trade and other payables

Trade payables 8,051,474 8,868,207
Other payahles 18,923 12,478
Salaries control - 421,660
Auditor General 4 368,068 2,119,757
Eskom - Departmental use and Free Basic Services 255,928 316,744
Eskom bulk purchases 4,325 899 1,319,891
Unknown deposits 709,203 741,862
Income received In advance 79,876 56,350
Leave accrual 1,588,561 1,394,396

19,387,932 15,252,345

13. VAT payable

VAT payable 1,194,561 1,353,473

[ AUDITOR - GENERAL R
SOUTH AFRICA

12 FEB 2015
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Figures in Rand 2014 Restated
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14, Unspent conditional grants and receipts
Unspent conditional grants and recelpts comprises of:

DORA grants

Munlcipal Systems Infrastructure Grant . 375,638
Municipal Infrastructure Grant - 1,543,480
Public Works - EFPWP 277,815 437,315

Integrated National Electrification Grant 2,648,808

277,815 5,305,241

Other conditional grants

Dan Sandi Sewerage Grant 70,000 -
Industrial Development Carporation 500,000 500,000
LED Special Grants Funding 1,645,893 1,646,893
Spatial Development Framework Grant 74,558 74 558

2,290,451 2,220,451
2,568,266 7,525,602

Movement during the year

Balance at the beginning of the year 7,625,692 2,672,633
Additions during the year 13,515,000 17,244,000
Income recognition during the year (13,167,185) (12,390,941)
Transferred to Repayment - National Revenue Fund (5,305,241) -

2,568,266 7,525,692

See note 18 for reconciliation of grants from Natienal/Provincial Government.

AUDITOR - GENERAL
SOUTH AFRICA

12 FEB 2015
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15. Provisions
Reconclliation of provislons - 2014
Note  Opening Additions  Utilised during Total
Balance the year
Rehabilitation of landfill 4,228,206 283524 ‘ - 4,511,730
Frovisian far performance bonuses 175,740 363,876 (175,740) 363,876
Pravision far annual bonuses 445 380 535,182 (445,390) 535,182
4,849,336 1,182,582 (621,130) 5,410,788
Reconciliation of provisions - 2013
Opening Additions  Utilised during Total
Balance the year
Rehahilitation of landfill 4,006,318 221 B8 - 4,228,206
Provision for performance bonuses - 175,740 - 175,740
Provision for annual bonuses 328,137 445,390 (328.137) 445,300
4,334,455 843,018 (328,137) 4,849,336
Non-current liabilities 4,511,730 4 228 206
Current liabllities 899,058 621,130
5,410,788 4,849,336

Performance Bonuses

Performance bonuses are paid out to senior management and are calculated at up to 14% of the annual salary package,

Bonuses

Bonuses are paid out to all employees (except for senior management) during November each year and are based on a 13th

manthly basle salary.

Rehabilitation of landfill

The obligation for the environmental rehabilitation results from the onus impoesed by the Environmental Cansarvation Act Ne,73
of 1989 to rehabilitate landfill sites after use. The sites are expectad to be closed in 2030, after which rehabilitation will take
place over the course of the next 8 to 10 years after which the site is expected to be fully rehabilitated. The landfill sites
valuation was performed by Bosch Munitech. The following assumptions were used when calculating the pravisions for Landfill

Site rehabilitation:

- The sizes of the Jansenville and Steytlerville landfill sites are estimated to be 0.1 Ha each.
- The remaining useful lives of the |landfill sites are estimated lo be 10,39 years (Jansenville) and 18.36 years (Steytlerville),

respectively,

- The CPIX (6.7%, 2013: 5.5%) was used to adjust the cost as it 5 the only determining factor year on year,
- Where there are no calculated site classiflcations, an estimate has been agsumed for the classification based on local
Information of waste volumes and leachate. The valuation above assumes a worst case scenario, and assumes the
Department of Water Affairs will strictly apply regulations.
- The cost values used are estimates only, based an previous works and escalated to currant values.
- All historical and permitting Information regarding tha landfill sites was provided by the Municipality.

The landfill sites are nearing the end of their useful lives and the ground and ground water on the entire site are thus
considered to be contaminated and not just the portlens In use, &, the provigion provides for the cost of rehabilitating the entire
site and not just the portions used up to financial year end. The entire site would nead to be rehabilitated due to waste
distributed across the entire site over the years since apening thereof. Thus, as pravided In GRAF 18 where it stales that the

provizion should only be raised to the extent that the costs would need to be Incurre

rehabilitation would need to be incurred to rehabilitate the sites.

d, It I& cansidered-thatthefatrast 87
r AUDITOR - GEMERAL
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NOTES TO THE ANNUAL FINANCIAL STATEMENTS

Figures in Rand 2014 Restated
2013

16. Property rates

Rates received

Property rates 1,593,890 1,392 245
1,593,890 1,392,245
Property rates - penalties imposad 231,287 189,438

1,825,177 1,581,683

Valuatlons

Residential 63,585,200 63,585,200
Commercial 15,792,500 16,782,500
State 57,935,200 57,935,200
Agricultural 877,814,300 877,914,300
Vacant - -
Indigent 664,100 664,100
Places of worship 3,537,300 3,537,300

1,018,428,600 1,019,428,600

The following general rates were applied during the 2012/2014 and 2012/2013 years respectively to property valuations to
determine the assessment rates:

Residential properties 2114 ¢/R 1.975 c/R
Businesses 2537 ¢/R 2371 R
State properties 3.043 /R 2.844 /R
Agricultural properties 0.106 c/R 0.098 /R

17. Service charges

Sala of electricity 5,505,408 6,088,727
Sale of water 1,238,415 1,255,999
Sewearage charges 1,514,705 1,530,432
Refuse removal 1,280,768 1,197,384

10,629,386 10,073,542

AUDITOR - GENERAL
SOUTH AFRIGA

12 FEB 2015
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18. Government grants and subsidies
Unconditional grants and subsldles
Equitable shara 16,860,000 15,585,000
Provincial allocation 266,000 112,327
Department of Water Affairs 2,458,301 571,017
Department of Waler - Water Services Capacity - 300,000
IEC 500,885 -
Subsidies 250,700 239,467
EC Government Revitalisation grant 700,000 -
Local Government and Tradltional Affairs 2,582 400 "
Audit fees 248121 1,276,456
23,877,507 18,084, 267
Conditional grants
integrated National Electrification grant - 325,823
Finance Managemeant grant 1,650,000 1,500,000
Municipal Systems Improvement grant 890,000 682,088
Municipal Infrastructure grant 8,725,000 9,044,903
Public Works - EPWP 722,185 562 685
Spatlal Development Framework z 275,442
Dan Sandi Sewerage 180,000 -
13,167,185 12,380,941
37,044,682 30,485,208

Equitable Share

In terms of the Canstitution, this grant |s used to subsidise the provision of basic services (o Indigent cammunity members,

Integrated National Electrification grant

Balance unspent al beginning of year

Current-year receipts

Transferred to revenue

Transferred to Repayment - National Revenue Fund

Finance Management grant

Current-year recsipis
Transferred to revenue

Municipal Systems Improvement grant

Balance unspent at beginning of year

Current-year receipts

Transferred lo revenue

Transferred to Repayment - National Revenue Fund

2,948 808 74,631
- 3,200,000
: (325,823)
(2,948,808) -
- 2,948,808
1,650,000 1,500,000
(1,650,000)  (1,500,000)
375,538 257,725
890,000 800.000
(880,000) (682,087)
(375,638) :

- 375,638

AUDITOR - GENERAL
SOUTH AFRICA
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18. Government grants and subsidies (continued)
Municipal Infrastructure grant
Balance unspent at beginning of year 1,543,480 344384
Currant-year recelpls 9,725,000 10,244,000
Transferred to revenue (9.725,000)  (9,044,904)
Transferred to borrowings (1,543,480) -
- 1,543,480
Public Works - EFWP
Balance unspent at beginning of year 437,315 =
Current-year receipts 1,000,000 1,000,000
Transferred to revenues (722,185) (562,685)
Transferred to Repayment - National Revenue Fund (437,315) -
277,815 437,315
Local Economic Development
Balance unspent at beginning of year 1,645,883 1,645,883
Spatial Development Framework
Balance unspent at beginning of year 74,558 350,000
Transferred lo revenue - (275,442)
74,558 74,558
Dan Sandi Sewerage grant
Current-year receipts 250,000 -
Transferred to revenue (180,000) -
70,000 -
Industrial Development Corporation
Balance unspent at beginning of year 500,000 -
Currant-year raceipts - 500,000
500,000 500,000
19. Revenue
Property rates 1,593,890 1,392
Service charges AUDITOR - GENERAL 10,629,386 10:333:222
Government grants and subsidies SOUTH AFRICA 37,044 6892 30,485,208
Interest received - Internal 722,520 G608, BE1
Licences and permits 126,357 205,485
Rentzl of facilities and equipment 1 2 FEB 2015 20,269 9,321
Other Income 1,044,665 503,077
Interest received - external 61,173 116,524
Froperty rates - penalties imposed 231,287 188,438
Fublic contributions and donations - 10,000
51,474,239 43,583,721
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18. Revenue (continued)
The amount Included In revenue ariging from exchanges of goods or services
are as follows:
Service charges 10,628,386 10,073,542
Rental of facilities and equipment 20,269 9321
Interest received - internal 722,520 608,881
Licences and permits 126,357 205,485
Gain on disposal % 6,000
Other income 1,044,665 503,077
Interest received - external 61,173 116,524
12,604,370 11,522,830
The amount included in revenue arising from non-exchange transactions is as
follows:
Froperly rates 1,593,890 1,392,245
Property rates - penalties imposed 231,287 189,438
Government grants and subsidies 37.044,692 30,485,208
Public contributions and donatians - 10,000
38,869,869 32,076,891
20. Personnel
Basic salaries and wages 12,697,507 12,027,127
Performance bonuses 189,000 175,740
Medical aid - company contributions 521111 464,969
UIF 114,349 102,751
s0OL 117,102 103,773
Leave pay 588,033 856,620
Provision for bonuses 90,359 117,254
Wages 547.857 -
Travel, motor car, accommodation, subsistence and ather allowances 613,170 670,989
Overtime payments 716,078 703,278
lLang-service awards - 3,440
Housing benefits and allowances 9,085 14,997
Annual Bonus 750,557 651,465
Pensian fund contributlons 1,243,509 1,150,852
Group life - a74
Bargaining council 3,282 7.029
Provisian far post employment benefits (276,000) 686,000
17,842,909 17,737,368
Remuneration of municipal manager
Annual Remuneration 737,381 682,500
Travel, motor car, accommodation, subsistence and other allowances 134,400 120,000
Contributions to UIF, Medical and Penslon Funds - 112,350
871,791 914,850

The municipal manager, Mr T Gutas, has been suspanded for the whole year with Mre Mpahlwa, Director: Strategic Services,

acting in his placs,

AUDITOR - GENERAL
SOUTH AFRICA
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20. Personnel (continued)
Remuneration of chlef finance officer
Annual Remuneration 623,072 257,000
Travel, motor car, accommadaltion, subsistance and ather allowances 120,000 35,000
743,072 286,000
D. Sauls was appolnted on 8 July 2013,
Remuneration of the Manager - Strategic Services
Annual Remuneration 623,072 575,500
Travel, motor car, accammodation, subsistence and other allowances 120,000 120,000
Contributions to UIF, Medical and Pension Funds - 97,370
Acting Allowance 42 806 -
785,978 782,870
Remuneration of Manager - Technical Services
Annual Remuneration 50,423 557,500
Travel, motor car, accommodation, subsistence and other allowances 12,500 138.000
Contributions to UIF, Medical and Pension Funds - 97,370
62,923 792,870
Mr Nangene vacated the post at the end of August 2012 and returmed in June 2014.
21. Remuneration of counclllors
Executive Mayor 359,598 342,306
Councillors 1,233,750 1,136,601
1,593,348 1,478,897

In-kind benefits

The municipality received assistance from the Cacadu District Municipality. The assistance provided by Cacadu District

Municipality was to provide accounting support services.

Councillors' Remuneration

Councillor

SA Mngwevu (Mayar)

K Hendricks

M Banaparte AUDITOR - GENERAL
L Ntame SOUTH AFRICA

A Mboneni

J Lewis 12 FEB 2015

BW Seskooi

|

2014
Remuneration Allowances Total
261,289 98,289 359 588
144 782 60,833 205,625
144 762 60,833 205,625
144,782 60,833 205,625
144 782 60,833 206,625
144,782 60,833 205,625
144 792 60,833 206,625
1,130,051 463,297 1,593,348
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21. Remuneration of councillors (continued)
2013
Councillor Remuneration Allowances Total
SA Mngwevu (Mayar) 251,326 91,070 342,396
K Hendricks 134,442 55,189 188,631
M Bonaparle 133,257 55189 188,446
L Ntame 134 442 55,189 189,631
A Mboneni 134,442 55,189 189,631
J Lewis 134,442 65,189 189,631
BW Seskool 184,442 55,189 189,631
1,056,793 422,204 1,478,997
22. Debtimpairment
Contributions to debt impairmeant pravision 8,183,384 2,973,683
23. Depreciation and amortisation
Froperty, plant and equipmant 2,901,548 2,688,089
Intangible assets 87,184 61,864
2,988,733 2,749,863
24. Finance cosis
Trade and other payables 566,164 46,858
Finance lzases 50,308 84,245
616,473 141,103
25. Repairs and maintenance
Buildings 274,684 a877,30¢
Computers 1,648 -
Netwark 1,299,816 278,603
Stormwater o 520
Street 77,263 29,250
Toolz and equipment 1,746 29,684
Vehicles and plant AUDITOR - GENERAL 219564 100426
Water retlculation SOUTH AFRICA 57,318 191,755
1,932,029 1,597,547
26. Bulk purchases '
Electricity 5,878,737 5,613,482
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27. General expenses
Audit committee 5,000 16,510
Advertising 75,088 77,882
Audit fee - internal 137,615 435,166
Auditors remuneration 2,300,495 1,481,271
Bank charges 160,643 151,686
Books and publications 1,486 3,715
Registration costs - 6,000
Communication 73,448 102,174
Departmental electricity 1,167,880 200
Entertainment 86,350 129,333
Fines and penalties 26,207 -
Matlansana projects 506,107 -
Sign boards = 298
Free basic services 1,615,331 615,196
Sundry expenses 458,370 G86,010
Fuel and oil 513,389 507,201
Insurance 192157 125,509
Internet subscriptions 147 776 67,804
Lease rentals 43 274,687 276,078
Professional fees 1,639,301 2711116
Legal expenses 529,724 462,731
Chemicals 335,500 881,463
Subscriptions 99,008 111,753
Motor vehicle expenses - licencing 8,852 52,739
Maovement in provision for landfill sites 234178 221,128
MSIG 589,100 527,851
Fostage and courier 80,583 45,6849
Printing and stationery 274,809 242 gaz
Special projects 121,131 329,477
Protective clothing 6,285 105,121
Summit costs 422 900 -
Pauper burials 23,000 14,000
Telephone and fax 490,755 659,632
Tourlem development 80,248 12,850
Water meters - 121,673
Training 112,688 363,469
Subsistence and travel 1,431,225 1,511,481
Water 16,208 -
IDP - 71,441
14,218,403 13,228,679

AUDITOR - GENERAL
SOUTH AFRICA
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28, Prior period errors

The correction of arror relating to the apening retained income balance at 01 July 2012 is due to the following adjustment:

Trade receivablas 493,120
Other receivables from non-exchange transactions (1,623,238)
VAT receivable (1,068,778)
Investment propearty 8,482,100
Property, plant and equipment 20,163,590
Intangible assets (370,610)
Finance lease obligation 200,589
Trade and other payables from exchange transactions (477,405)
Bank overdraft 11,446
Pravisions 957 578
Unspent conditional grants 938,606
Finance lease obligation (401,181)
Provisions (6,239,055)
21,066,762

e

Further to the above the following balances were adjusted as follows as at the 2013 reparting date:

Statement of financial position Restated 2013 Reported 2013
Assets

Current assets

Cash and cash equivalents 41,087 41,088

Trade recsivables 5,382,344 3,941,462

Other recelvables from non-exchange transactions 46,102 2,337,639

Inventaries 7,610 2,349

Non-current assets

Investment property 43,637,900 35,155,800

Property, plant and equipment 94,562,810 74,271,187

Intangible assets 163,854 232,719

Liabilities

Current liahilities

Finance lgase obligation (221,890) (222,174)
Trade and other payables (15,252 345) (11,648,851
Bank overdraft (897,117) (911,163)
Pravisions (621,130) (2,003,733)
Unspent conditional grants (7,525,692) (8,757,717)
VAT payable {1,353,473) 380,416

Non-current liabilities

Finance lease obligation (364,671) (364,388)
Provisions (4,228,2086) (1,022 ,400)
Emplayes henefits (3.613.000) -

109,754,183 91,934,236

AUDITOR - GENERAL
SOUTH AFRICA
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28. Prlor period errors (continued)

Statement of Financlal Performance

Revenue

Service charges 10,073,542 11,024 551

Rental of facilities and equipment 9,321 10,491

Licences and permits 205,485 -

Government grants & subsidies 30,485,208 28,377,084

Other income 503,077 1,015,701

Gain on disposal of asset 6,000 -

Expenditure

Personnel (17,737,368) (17,490,346)
Remuneration of councillars (1,478,997)  (1,517,880)
Depreciation and amortisation (2,749,963)  (2,526,105)
Finance cosls (141,103) (77,698)
Repairs and maintanance (1,587 547)  (1,181,002)
Bulk purchases (5,613,492)  (5,374,105)
General expenses (13,228,679) (10,135,267)
Impairment loss - (143,817)

(1,264,506) 1,981,509

Cash and cash equivalents
The balances of the short term Investments were corrected to agree to the cashbook at year end.

Trade receivables
Reclassification of rates accaunts and alignment of general ledger to age analysis.

Other receivables from non-exchange transactions ‘
Reclassification of rates accounts to trade receivables and the impairment of non-recoverable debtors.

Inventories
Recalculation and correction of water balances,

Investment Property
Recognition of investment property not previously reported.

Property, plant and equipment
Separallon of community assets, infrastructure assets and recognitian of movable assets not previously accounted for.
Accounting for depreciation on movable, community and infrastructure assats.

Intangible assets
Recalculated the carrying value In accordance with the accounting palicy and correction of errars made during capitalisation,

Finance lease ohligation - current e
Restatemen! of finance leases and alignment with third party confirmations. AUDITOR - GEMERAL

SOUTH AFRICA
12 FEB 2015

Trade and other payables
Correction of trade payables, other payables, salaries control and leave accrual balances.

Bank overdraft
Reperformed and corrected opening bank cashbook balance.

Pravisions
Raising of leng sarvice awards and post employment benefits. Restatement of provision for anfual bonuses, performance
banuses and landfill sites. ittt

Unconditianal grants
The unspent conditional grants and recelpls were reconciled going back three years and carrected accordingly,

VAT payable
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28. Prior period errors (continued)
VAT provision on creditors was recognised and errors relating to VAT cantrol aceount corrected.

Finance lease obligation - non-current .
Restatement of finance leases and alignment with third party confirmations.

Service charges
Misallocations were reclassified to the correct accounts.

Rental of facilities
Misallocations were reclagssified to the correct accounts.

Licences and permits
Reclassification of amounts from other income.

Government grants & subsidies
The unspent conditional grants and receipts were reconciled going back three years and corrected accordingly.

Other income
Reclassification of other income lo Individual income line items.

Gain on disposal
Recognising gain not previously recognised.

Personnel
Correction of post employment benefit using revised, accurate actuarial information and the carrectlon of errors relating to
provisions and the reclassification of leave provisian from genaral expenses.

Depreclation and amortisation
Recorded depreciation aon community assets, infrastructure and movable assets not previously recognised.

Finance costs
Restatement of finance legses and raising of supplier Interest previously misallocated.

Repalrs and maintenance
Restatement of asset reglster and reclassification of expenses,

General expenses
Correction of errors relating to incorrect classifications and ommisslon from the previous year's financial statement note, most
notably audit fees and the reclassification of the leave provigion to employee costs.

Impairment loss
Caorrection of errors relating to impairment losses.

Restatement of disclosure notes:;

AUDITOR - GENERAL
SOUTH AFRICA

12 FEB 2015
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28. Prior period errors (continued)

Fruitless and wasteful expenditure Restated 2013 Reported 2013

Opening balance 149,761 149,761

Current year 83,407 =
213,168 149,761

Irregular expenditure

Opening balance 9,513,003 9,513,003

Current year - 685,575

9,513,003 9,578,578

Fruitless and wasteful expenditure
The municipality reperformed reconcillations of the all of their creditors at 30 June 2013 and discovered interest on creditor
accaunts that had not been recorded in the prior year.

Irregular expenditure
The CFQ relooked at all items listed on the 2012 lrregular expenditure listing and removed ltems that did not meet the definition
according to paragraph 1 of the Municipal Finance Managemant Act.

29. Cash generated from operations

Deficit (1,607,485)  (1,881,766)
Adjustments for:

Depreciation and amortiaation 2,815,430 2,710,718

Gain (loss) on sale of assels and liabilities 1 (6,000)
Debt impairment 8,183,394 2,973,593

Movements in retirement benefit assets and liabilities {276,000) 686,000

Movements in provisions 661,452 514,881

Changes in working capital:

Inventories (4,237) (7,610)
Other receivahles (621,118) 142,564

Consumer dehlors (5,064,326) (6,547 376)
Trade and other payables 4,646,576 6,776,475

VAT (659,898) 620,968

Unspent conditional grants and receipls (4,057 426) 4,853,068

2,116,363 10,835,510

30. Auditors' remuneration

Fees 2,300,495 1,481,271

AUDITOR - GENERAL
SOUTH AFRICA

12 FEB 2015




lkwezi Local Municipality

Annual Financial Statements for the year ended 30 June 2014

NOTES TO THE ANNUAL FINANCIAL STATEMENTS

Figures In Rand 2014 Restated
2013

31. Related parties

Relationships

Mayar SA Mngwevu

Councillar Clir K Hendricks

Councillor Clir M Bonaparte

Counciilor Clir L Ntame

Councillor Clir A Mboneni

Councillor Clir J Lewis

Councillar Clir B W Seekoali

Municipal Manager (suspended) LT Gutas

Chief Financial Offlcer and Director Corporate Services / Acting D Sauls

Municipal Manager

Director Technical Services N Nangena

Acting Municipal Manager and Director of Strategic Services M P Mpahlwa

Related govarnment entity Eskom

District Municipality that Ikwezi Municipality forms part of Cacadu District Municlpality

Close family member of key management None

Joint venture of key management Nene

Assoclate of close family member of key management None

Members of key management None

Related party balances

Amounts included in Trade and other payables regarding related parties

Ezkom - Departmental use and free basic sarvices 266,628 316,744

Eskom - Bulk purchases 4,325 8589 1,319,991

Refer to note 21 for & breakdown of councillors' remuneration.

Refer to note 20 for & breakdown of amounts paid to sectlon 57 managers,

32, Risk management

Financial risk management

The municipality's activities expose it to a variety of financlal risks: market rigk (including fair value interest rate risk, cash flow

interest rate risk and price risk), credit risk and liquidity risk.

The municipality's averall risk managemenl pragram focuses on the unpredictability of financial markets and seeks to minimise
potential adverse effects an the municipality's financial performance. Risk management is carried oul by the finance
department, with assistance of the operating divisions, under policies approved by the aceaunting officer.

AUDITOR - GENERAL
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32. Risk management (continued)
Liquidity risk

The municipality's risk to liquidity is a result of the funds available to cover future commitments, The municipality manages
liquidity risk through an angoing review of future commitments, projected grant receipts and cash forecasting.

The table below analyses the municipality's financial liahilities into relevant maturity groupings based on the remaining period
at the statement of financial position to the contractual maturity date. The amounts disclosed |n the table ara the contractual
undiscounted cash flows, Balances due within 12 months equal their carrying balances as the impact of discounting is not
significant,

At 30 June 2014 Lessthan 1 Between 1 and Between 2 and Over § years
year 2 years 5 years
Finance lease obligation 245 B02 118,868 - -
Bank averdraft 320,374 - - -
Trade and other payables 19,898,018 - - -
Repayment - National Revenue Fund 1,600,000 1,600,000 2,305,241 &
At 30 June 2013 Less than 1 Between 1 and Between 2 and  Over 5 years
year 2 years 5 years
Finance lzasze obligation 221,890 245,802 118,869 -
Bank overdraft 887,117 - - -
Trade and other payvables 15,252,345 - - -
Credit risk

Credit risk conslsts mainly of cash deposits, cash equivalents and trade debtors. The municipality only deposits cash with
major banks with high quality credit standing and limits exposure to any one counter-party,

Trade receivables comprise a widespread customer hase, Management evaluated credit risk relating to customers an an
ongeing basis. If customers are Independently rated, these ratings are used, Otherwise, If there Is na independent rating, risk
control assesses the credit quality of the eustomer, taking into account its financial position, past experience and other factars.
Individual risk limits are set based on internal ar external ratings in accardance with limits set by the board. The utilisation of
credit limits is regularly menitered. Sales to retail customers are seltled in cash of using major credit cards.

Financial assets exposed to credit risk at year end were as follows:

Financial instrument

- Call deposits 10,818 41,087
- Trade and other recelvables 3,183,275 5,382 344
- Other receivables 667,220 46,102

Interest rate risk

The municipality’s Interest rate risk arises from long-term borrowings. Borrowings issued at variable rales expose the
municipality to cash flow Interest rate risk. Interest rate risk Is managed by Invesling any surplus funds inta high yleld
investments. The resultant interest earned is likely 1o offsst interest paid, as both are linked to prime rates,

33. Events after the reporting date

No events have been identified after the reporting date which could have 2 material impact on the annual financial statements.

34. Unauthorised expenditure

Opening balance 10,442,743 8,305,009
Add: Unautharised expenditure - currenl year 98,281,051 2,136,744
Less: Amounts condoned (10,442 743) -
AUDITOR - GENERAL 98,281,051 10,442,743
SOUTH AFRICA
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34, Unauthorised expenditure (continued)

Mo criminal or disciplinary sleps have been taken as a conseguence of above expenditure,

The current year unauthorised expenditure was incurred as follows:

Expenditure Amended Annual QOverspend

Debt Impalrment

Depreciation

Personnel

Finance costs

General expensaes
Remuneration of councillors
Repairs and maintanance
Property, plant and equipmeant

35. Frultless and wasteful expenditure

Opening balance .
Add: Fruitiess and wasteful expendilure - current year
Less: Amaunts condohead

budget 30 financial
June 2014 statements
645,217 8,183,394 7,638177
1,218,256 2,815,430 1,697,174

- 17,842,909 -

96,067 616,473 521,408
10,371,712 14,218,404 3,846,602
1,561,074 1,503,348 42,274
1,073,639 1,832,029 858,380

14,309,720 98,186,658 83,876,938

29,264,685 145,388,645 98,281,051

Mo criminal or disciplinary steps have been taken as a consequence of above expenditure.

Schedule of fruitless and wasteful expenditure incurred in the current year:

Category
Interest on avardue accounts

36, Irregular expenditure
Opening balance

Add: Irregular expenditure - current year
Less: Amounts condonad

Details of irregular expenditure = current year

Irregular expenditure on cantracts SCM processes not followed

213,168 149,761
683,336 63,407
(213,168) -
583,336 213,168

2014 2013
566,164 3,407

8,513,003 9,513,003
1,923,741 :
(9,513,003) -

1,923,741 9,513,003

1,823,741

AUDITOR - GENERAL
SOUTH AFRICA

12 FEB 201

£3




Ikwezi Local Municipality
Annual Financial Statements for (he year ended 20 June 2014

NOTES TO THE ANNUAL FINANCIAL STATEMENTS

Figures in Rand 2014 Restated
2013

37. Deviation from supply chain management requlations

Paragraph 12(1)(d)(1) of Government gazetle No, 27636 issued on 30 May 2005 states that a supply chaln management pollcy
must provide for the procurement of goods and services by way of a competitive bidding process.

Paragraph 36 of the same gazette slates that the accounting officer may dispense with the officlal procurement process In
certain circumstances, provided that he records the reasons for any devialions and reports them to the next meeting of the
council and includes a note to the annual financlal statements.

Goods and services to the value of R3,178,251 were procured during the financial year under review and the process followed
in procuring those goods deviated from the provisions of paragraph 12(1)(d)(i) as stated above. The reasons for these
deviations were documented and reported to the council whe considered them and subsequently approved the deviation from
the normal supply chain management regulations.

Supplier Order numbel  Amount Reason

ZAQ Consultants 5102 17,670 Time Caonglralnts for quates (Actuary)

Canlog 2150 82,517 Urgently needed as stop by-passing and
loss of revenue

Aqua Agri Solutions 2604 34,678 Service praviders refuse to give guales

becausa of nat recelving orders. Urgent
need the water chemicals

Divine Cansulling Nane 140,000 Compliance and impraved
efficiciancy. Further urgent and cannot
follow all procurement processes

Heydenreychs Nane 1,623 Urgently nesded radios for Mahair /
Summit

Cynthea Towing and Repairs None 310,570 DWA grant of RE00K would be lost If
procurement processes are fully followed

PriceWaterhouseCoopers None 227,352 PMS highlighted by AG, but cannat fallow
full 53CM processes

Eceno Print, Repairs and Supplies CC 0687 870,305 Urgent implementation of water meters
fram DWA funding of R1m In limited time

ABC Pumps 89681 31,168 Waler restoration - Faulty water purmp

Noorsveld Farms CC 9817 17,135 Urgent wasle disposal site clearance

Toekoms Construction 10176/10179 58,430 damage to a transformer & Pole due to
fallen tree (R39900) / (\R16530)

PW Electrical 10173 24,054 Urgent repairs to street lights due lo
pawer surge

Algoa Toyota Uitenhage 10189 58,415 Vehicle needed to be taken to the
manufacturer Teyota for stripping

Sakha ldinga None 197,979 Bullding af Pavillion

Ecano Print, Repalrs and Supplies CC Nans 996,354 Urgent implementation of water meters

fram DWA funding of R1m In limited time.
Additanal: 996 354.30

3,176,250

[ AUDITOR - GENERAL
SOUTH AFRICA
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38. Contingencies

Former employee vs lkwezi Lacal Municipality / others

The matter has not heen resalved and the claim agalnst Councll is estimated at R650,000.
M. Blouw

The municipality was being sued by a former emplayee, M, Blouw, The matter has been to arbitration and was settled
subsequent to year end. Mr Blouw was awarded an amaunt of R176,777.

Mr T. Gutas vs lkwezi Local Municipality
The potential claim is twelve months salary which amounts to R857,391.
Jansenville Taxl Association

Jansenville Taxl Association has taken the municipality to court over the eviction of M, Blouw, The value of the polential claim
has not yet been determined, The claim is over ownership of praperty.

Fleet Africa vs lkwezi Local Municpality

A settlement has been reached but the legal cost is still to be determined. An arrangement is in place to pay for the goods in
three payments, The final payment will be made in November 2014,

39. Material losses

During the 2014 financial year the municipality incurred distribution losses relating to water of 5.0% (2013: 5.6%) and relating to
alectricity of 48.9% (2013: 45.9%)

40. Pension and medlecal aid deductions

Current year payroll deductions and Council Contributions 2,504,183 1,614,272
Amount paid - current year (2,074,478)  (1,614,272)
429,705 R

41. Councillors' arrear consumer accounts

Outstanding less than 90 days

Councillor K Hendricks 614 -
Councillor J Lewis 1,051 .
Councillor M Bonaparte 582 682
Councillor BW Seekooi 297 481
2,554 1,163
Outstanding more than 30 days AUDITOR - GENERAL
Councillor K Hendricks UTH AERICA 1,566 "
Councillor M Bonaparle SO i 830 227
12 FEB 2075 = =
42, PAYE, SDL and UIF
Current year payrall deductions i 2,318,342 2,163,948
Amount paid - current year y (1,727,634) (2,163,8948)

591,708 R
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43, Operating leases

Minimum lease payments due

- within ane year 71,808 62,088
- in secand to fifth year inclusive 39,613 63,467
111,422 125,555

Present value of minlmum lease payments due

= within one year 71,809 62,088
- in second to fifth year inclusive 39,613 63,467
111,422 125,555

The average lease terms is 2 years and the average effective lending rate |s undstermined.
Obligations under operating leases are secured by the lessor's title to the leased property

The leases do not contaln any purchase options, contingent rentals, escalation clauses or restrictions on the lease
arrangements.

The leases are renewable at the end of the lease term at the option of the |assee for a futher term to be negotiated.

AUDITOR - GENERAL
SOUTH AFRICA

12 FEB 2015




lkwezi Local Municipality
Annual Financial Statemants for the year ended 30 June 2014

NOTES TO THE ANNUAL FINANCIAL STATEMENTS

Figures in Rand 2014 Restated
2013

44. Employee benefit obligations

44,1 Post employment medical benefit

The amounts recognised in the statement of financial position are as follows:

Post Employment Medical Liahility - Carrying value

Fresent value of the post employment benefit medical obligation - whally unfunded 2,548,000 2,641,000

Changes in the present value of the defined benefit obligation are as follows:

Opening balance . 2,641,000 2,239,000

MNet expense recognised in the statement of financlal parformance (93,000) 402,000
2,548,000 2,641,000

Net expense recognised in the statement of financial performance

Current service cost 85,000 77,000

Interest cost 209,000 178,000

Acluarlal (gains) losses (308,000) 219,000

Benefits paid (78,000) (72,000)

(93,000) 402,000
AUDITOR - GENERAL

Key assumptions used SOUTH AFRICA

Assumptions used at the reporting date: 1 2 FEB Z ﬂ 35

Discount rales used 8.94 % 7.89 %

MNet discount rate 0.82 % 0.70 %

Cansumer price inflation 7.05 % 614 %

Medical aid inflation 8.05 % 7.14 %

The PA 90-2 post-retirement mortality table was used

Number of Continuation pensioners - 4

Average age of Contination pensioners as at 20 June 2014 was 64,0 (2012/2013 62.6, with an average employer manthly

contribution of R1,650 (2012/2013: R1,510).

Other assumptions

Assumed healthcare cost trends rates have a significant effect on the amounts recognised in surplus or deficit. A one
percentage polnt change in assumead healthcare cost trends rates would have the following effects:

Effect on the aggregate of the service cost and interest cost
Effect on defined benefit obligation

Amounts for the current and previous four years are as follows:

2014 2013
R R
Defined benefit obligation 2,548,000 2,641,000

Experience adjustments on plan 53,000 218,000

One

percentage
point increase
326,000
2,376,000

2012 2011

R R
2,238,000 1.734.0

373,000

One
percentage
point
decrease
286,000
2,695,000

2010

00

o
=}
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44. Employee benefit obligations (continued)

Defined benefit obligation

The obligation in respect of the medical care cantributions for retirement benefits is valued every year by indepandent qualified
actuaries.The last actuarlal valuation was performed on 30 June 2014 by ZAQ Consultants and Actuaries using the Projected
Unit Credit Method.

The valuatlon of this liability considers all employees, retlred employees and their dependants wha participate In the medical
aid arrangements and are entitled to a post-employment medical ald subsidy.

The estimated contributions to be paid in the next financlal year:

Current service cost 80,000 85,000
44.2 Long service awards

The amounts recognised in the statement of financial position are as follows:

Long service awards - Carrylng value
Present value of the long service awards - wholly unfunded 789,000 972,000

Changes In the present value of the defined benefit abligation are as follows:

Opening balance 872,000 688,000
Net expense recognised in the statement of financial performance (183,000) 284,000
789,000 972,000

Net expense recognised in the statement of financlal perfermance

Current service cosl 208,000 148,000
Interest cost 79,000 58,000
Actuarial (gains) losses (366,000) 100,000
Bonuses pald (104,000) (23,000)

(183,000) 284,000

Key assumptions used

Assumptions used at the reporting date:

Discount rates used 7.96 % 7.40 %
Net discount rate 0.59 % 0.69 %
Consumer price Inflation 6.33 % 5.66 %
Expected increase in salaries 7.33 % 6.66 %

AUDITOR - GENERAL
SOUTH AFRICA
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44, Employee benefit obligations (continued)
Other assumptions

Assumed healthcare cost trends rates have a significant effect on the amounts recognised In surplus or deficit. A one
percentage point change in assumed healthcare cost trends rates would have the following effects:

One One
percentage  percentage
point Increase point

decrease
Effact on the aggregate of the service cost and interest cost 146,000 170,000
Effect on defined benefit obligation 739,000 845,000
Amounts for the current and previous four years are as fallows:
2014 2013 2012 2011 2010
R R R R R
Defined benafit abligation 789,000 972,000 588,000 522,000

Experience adjustments on plan (366,000) 100,000 101,000 -

Defined benefit obligation

The obligation In respect of the long service awards is valued every year by independent gualified acluaries. The last actuarial
valuation was performed on 30 June 2014 by ZAQ Consultants and Actuaries using the Projected Unit Credit Methed.

Leng service awards to eligible employees are paid for services rendered by employees of 5 years and longer in five year
intervals. The service awards are paid as per the collective agreement of 21 February 2011, signed by the Bargaining Council,
The basis on which this was calculated Is as follows!

- After 5 Continuous Years of Service - 2% of Basic Annual Salary and 6 days accumulative leave

- After 10 Continuous Years of Service - 3% of Basie Annual Salary and 10 days accumulative leave
- After 15 Continuaus Years of Service - 4% of Basic Annual Salary and 15 days accumulative leave
- After 20 Continuous Years of Service - 5% of Basic Annual Salary and 15 days accumulative leava
- After 25 Caontinuous Years of Service - 6% of Basic Annual Salary and 15 days accumulative leave
- After 20 Continuous Years of Service - 6% of Basic Annual Salary and 15 days accumulative leave
- After 358 Continuous Years of Service - 6% of Basic Annual Salary and 15 days accumulative leave
- After 40 Cantinuous Years of Service - 6% of Basic Annual Salary and 15 days accumulative leave
- After 45 Continuous Years of Service - 8% of Basic Annual Salary and 15 days accumulative leave

The estimated contributions for the next financial year:.
Current service cost 95,000 208,000
45. Financlal Instruments disclosure

Categories of financial instruments

-
2014 AUDITOR - GENERAL
SOUTH AFRICA
Financial assets
12 FEB 201 At fair value Total

Trade recelvables 3,163,276 3,163,276
Other recelvables 667,220 667,220
Cash and cash equivalents 11,209 11,208

3,841,705 3,841,705

Financial liabilities
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At fair value At amortized Total
cost
Repayment - National Revenua Fund - 5,305,241 5,308,241
Trade and other payables 15,898,918 - 19,858,918
Bank overdraft 320,374 - 320,374
Finance lzase abligation - 364,671 364,671

20,219,292 5,669,912 25,889,204

2013
Financial assets
Trade and other receivables

Other recelvables from non-exchange transactions
Cash and cash equivalants

Financial liabilities

Trade and other payables from exchange transactions
Bank averdraft
Finance lease abligation

At fair value Total
5,382,344 5,382,344
46,102 46,102
41,087 41,087

5,469,533 5,468,633

Atlairvalue At amortised Total
cost
15,252,345 - 15,252,345
897,117 - BOB7,117
- 586,561 586,561
16,149,462 586,561 16,736,023

46. Going concern

There are material uncertainties regarding the going concern assumption due ta:

- The significant cash flow problems of the municipality resulting in long outstanding payments of creditors,

- Long outstanding receivables that are considered irrecoverable

- The fact that the municipality s in & net current liability position which indicates that the municipality is not liquid.

AUDITOR - GEMERAL
SOUTH AFRICA
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2014/2013 2013/2012
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Garvica chargen - walsf 18venus 2561753 1,238,415 a8 A0 ¥ AR 2788450
r 437870 .6714.708 4208 100 % aa 8 -
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Appropriation Statement (Reconciliation: Budget and In-year Performance)

for the year ended 30 June 2014
2014/2013

2013/2012

Orlginal Dudgat Dudgat Final Ghifting af  Viremant  Fingl Dudget  Actual  Unautharised  Varlance Actual Actunl Moparicd  Expenditure Dalancatobs  Rextatad
Adjustnents  adjusiments s (Lo, (Lo, Gonnell Cutcome  expaniinie QuiEame a8 % Oulcame a8 % unaumhorlsed aiharised In - fedovered Audlted
Lto w2 and  budget sdcfthe  npproved ofFinal  olOnginal  expenditure  letms of Outeoms
831 of the MFMA) palloyl Rudger Rudget seatlan 37 of
MFHA) MFMA
Ranil Rand Ranil Rand Rand Ranit Rand Aand Rand Rand Rand Rand Rand P Rl

Expandiure
Employee ralated zouis 20,708 384 (1E2a82d)y 14085082 . 18085062  17.840,608 ' {1.242163) 093 % 8 % - - a.808 07
Ramunaration of councilian 1,550 808 ARR 1881074 - - raslerd 14eadad - 37 123 % 103 % - - 1 A7REAT
Datt impairmant aasn? 845217 . Bagn 7y 8,183, 30 . 1,788 % 1,288 % . - 297350
Dapracation & ssaat impalmant 1210255 - 1240228 - 1Zame a4 - 73 % 231 % - - 70710
Firmrze chargas |.Ba3. 383 11,448.315) &6,087 . a6.067 Bl8.a73 B8 5 40 . . 141903
Rillk purchasae: 5931212 - 5901212 - - SEI2NE RETE I - ol i o % - - - 5013482
Fapairs and manisnanse 1,680,358 (408,780 1073688 = T 1.073.635 1832028 H A0 B 131 % . 2 . .
Genbial BRpenRIE 7608180 3703A32  I0.LTIZ - - 10371712 13888, - 134 5 781 - - - 76,687 565
Laws of dingosal of FFE = * =i = o - 20.276 3 v W DG % = s . &
Total Eapaidituin 40,745,635 {776,208) 38,674,330 - - 39971,218  E3TEGTM - 13,015,488 132 % 130 % - - - 6,514,041
Burplusiieficin B.875.007 343,091 izTaaava - . 12708370 nzde I (14,021,473 1o Mape T e B (R310028)
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