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llembe District Municipality
{Registration number DC 29)

Annual Financial Statements for the year ended 30 June 2018

Accounting Officer's Responsibilities and Approval

The Accounting Officer is required by the Municipal Finance Management Act (Act 56 of 2003}, to maintain
adequate accounting records and is responsible for the content and integrity of the annual financial
statements and related financial information included in this report. It is the responsibility of the Accounting
Officer to ensure that the annual financial statements fairly present the state of affairs of the Municipality as
at the end of the financial year and the resulis of iis operations and cash flows for the pericd then ended.
The external auditors are engaged to express an independent opinion on the annual financial staterments
and was given unrestricted access to all financial records and related data. The Annual Financial
Statements have been prepared in accordance with Standards of Generally Recognised Accounting
Practice {GRAP) including any interpretations, guidelines and directives issued by the Accounting
Standards Board. The Annual Financial Statemenis are based upon appropriate accounting policies
consistently applied and supported by reasonable and prudent judgments and estimates. The Accounting
Officer acknowledges that she is ultimately responsible for the system of internal financial control
established by the Municipality and place considerable importance on maintaining a sirong control
environment. To enable the Accounting Officer to meet these responsibilities, the sets standards forinternal
control aimed at reducing the risk of error or deficit in a cost effective manner. The standards include the
proper delegation of responsibilities within a clearly defined framework, effective accounting procedures
and adequate segregation of dutlies to ensure an acceptable level of risk. These controls are monitored
throughout the Municipality and all employees are required to maintain the highest ethical 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 Municipality is on identifying, assessing, managing and
monitoring all known forms of risk across the municipality. While operating risk cannot be fuily eliminated,
the Municipality endeavors to minimize it by ensuring that appropriate infrastructure, controls, systems and
ethical behavior are applied and managed within predetermined procedures and constraints. The
Accounting Officer is of the opinion, based on the information and explanations given by management that
the system of internal control provides reasonable assurance that the financial records may be relied on for
the preparation of the Annual Financial Statements. However, any systemn of internal financial control can
provide only reasonable, and not absolute, assurance against material misstatement or deficit.

The Accounting Officer has reviewed the Municipality's cash flow forecast for the year to 30 June 2017 and,
in the light of this review and the current financial position, she is satisfied that the Municipality has access
to adequate resources to continue in operational existence for the foreseeable future. The Annual Financial
Statements set out on pages 4 to 50, which have been prepared on the going concern basis, were approved
by the on 30 June 2018.

VRS O

ACCOUNTING OFFICER
N G KUMALO
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ILEMBE DISTRICT MUNICIPALITY
STATEMENT OF FINANCIAL POSITION
As at 30 June 2018

Note 2018 2017
R R

ASSETS
Current Assets
Cash and cash equivaients 3 70,703,174 5,766,622
Trade and cther receivables from exchange ‘ransactions 2 103,009,156 96,827,171
Trade and other receivables from non exchange transactions 4 36,172,374 27,423,456
[nventories g 7,917,309 13,020,068
Total current assets 217,802,012 143,037,306
Non-current assets
Non-current receivables 7 453,265 20,632
Long term Investments 8 27,286,429 25,809,873
Other non-current financial assels 5 160 100
Preperty, plant and equipment 10 2,463,076,412 2,234,604,507
Intangible assefs 12 4,158,039 5,325,084
Heritage Assels " 205,578 205,578
Total non-current assets 2,495,179,823 2,265,965,773
Total assets 2,712,961,836 2,409,003,080
LIABILITIES
Current liabilities
Trade and other payables from exchange transactions 13 197,847,122 234,300,057
Trade and other payables from non - exchange transactions 14 15,779,853 962,943
Current portion of borrowings 15 2,110,760 5,475,551
Current portion of finance lease liakility 16 953,485 14,124,319
Current portion of emplioyee benefits 37 734,000 494,551
Total current current liabilities 217,425,200 255,357,422
Non-current liabilities
Non-current borrowings 15 77,085,254 79,373,305
Non-current finance lease liability i8 1,902,247 B
Empleyee benefits 36 8.792.817 7.764,215
Total non-current liabilities 87,780,318 87,137,520
Total liabilities 305,205,518 342,494,942
Net assets 2.407,776,318 2,066,508,140
NET ASSETS
Accumulated surplus 2,407,776,318 2,066,508,140

Total net assets 2,407 776,318 2,066,508,140




ILEMBE DISTRICT MUNICIPALITY

STATEMENT OF FINANCIAL PERFORMANCE

As at 30 June 2018

Note 2018 2017
R R

Revenue from exchange fransactions 163,102,745 167,774,228
Service charges 17 130,251,315 138,442,843
Rental of facilities and equipment 18 9,676 13,244
Interest earned - external investments 19 8,086,492 2,854,791
interest earned - ouistanding receivables 20 15,452,338 18,997,572
Fines and Penalties 380,438 -
Other income 22 8,922 486 7,465,779
Revenue from non exchange transactions 799,855,706 762,531,580
Government grants and subsidies 21| 799,855,706 762,531,580 |
Total revenue 962,958,450 930,305,308
Expenses
Employee related costs 23 186,408,391 173,684,174
Remuneration of councillors 24 8,405,692 8,020,646
Bad debts 2 41,676,124 40,241,279
Depreciation, impairment and amortisation 25 81,789,590 87,979,450
Finance costs 26 9,745,722 9,976,764
Bulk purchases 27 86,505,612 75,803,000
Contracted services 28 132,725,421 83,189,144
General expenses 29 142,928,413 120,962,391
Total expenses 660,184,966 599,856,848
Gain / (loss) on sate of assets 22 (340,819) (20,314)
Forex gain/{foss} 40 - 78,248
Surplus / {deficit) for the period 302,432,665 330,506,894




ILEMBE DISTRICT MUNICIPALITY
STATEMENT OF CHANGES IN NET ASSETS
As at 32 June 2018

Note

Balance at 30 June 2016
Prior year adjustments

Restated balance

Surplus / (deficit) for the year

Balance at 30 June 2017, as previously reported
Opening Balance, 1 July 2017

Caorrection of prior period errors

Restated balance

Transfers to / from accumulated surplus/(deficit)

Surplus / {deficit) for the year
Balance at 30 June 2018

3
311

31

{BM Accumulated
Surpius/{Deficit)
Total

R

1,827,293,292
{90,604,710)
(687,256)
1,736,001,326

330,506,894

2,066,508,220

2,066,508,220
38,004,734

2,104,512,953

830,700

302,432,665

2,407,776,318




ILEMBE DISTRICT MUNICIPALITY
CASH FLOW STATEMENT
As at 30 June 2018

Note

Receipts
Sales of goods and services
Grants

Payments
Employee costs
Suppliers

CASH GENERATED FROM OPERATIONS 31
Interest received
Interest paid 26

Net cash flows from operating activities

CASH FLOWS FROM INVESTING ACTIVITIES

Purchase of fixed assets (PPE) 10
Proceeds from sale of fixed assets 10
Increase in investments

Purchase of intangibles 12

Net cash flows from investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Repayment of borrowings

Repaymaent of finance lease liability

Net cash flows from financing activities

Net increase / (decrease) in net cash and cash equivalents
Net cash and cash equivalents at beginning of period
Net cash and cash equivalents at end of period 32

DM DM
2018 2017
R R

949,301,819 880,802,126
115,803,698 113,884,228
833,498,121 766,917,898
(515,180,413) _ (518,202,039)
193,458,012 179,773,639
321,721,402 338,428,400
434,121,406 362,600,087
8,086,492 2,854,791
(8,745,722) (9,976,764)
432,462,176 355,478,114
(338,518,602)  (356,957.612)
. 198,862
(1,476,557) (1,390,163)
(196,800) (1,884,400}

{340,191,960)

(360,033,312)

(10,020,472) (3.665,526)
(17,313,194)  {21,928,940)
(27,333,5666) (25,594,466)
64,936,551 (30,148,663)
5,766,623 35,916,286
70,703,174 5,766,623
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ILEMBE DISTRICT MUNICIPALITY
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
As at 30 June 2018

1 BASIS OF PREPARATION

14

1.2

1.3

14

1.5

1.

]

1.7

1.8

STATEMENT OF COMPLIANCE

These annual financial statements have been prepared in aceordance with the effective South African Standards of Generally Recognised
Accounting Practice {GRAP), as appreved by the Minisier of Finance. including any interpretations and direclives issued by the Accounting
Standards Board in accordance vith Section 122(3} of the Municipal Finance Managemsant Act, (Act No 56 of 2003).

The accounting policies applied are consistent with these used to present the previous year's financial statements, uniess explicilly stated, The
detalls of any changes in accounting palicies are explained in the relevant policy.

BASIS OF MEASUREMENT

The annual financial statements have been prepared on the aceruat basis except for the following materialitern in the statement of financizl position:

the defined benefit Fatility is recognised as the net total of the plan assets, plus uarecognised past service cost and unrecognised acluarial losses,
less unrecognised actuarial gains and the present value of the dafined benafit obfgation,

FUNCTIONAL AND PRESENTATION CURRENCY
These annual financial stalemenls are presented in South African Rand, which is the functional currency of the municipafity. Al financial information
has been rounded to the nearest Rand.

OFFSETTING
Financial assets and fiabiliies are sat off and the net amount presented in the staterment of financial position when, and only when, the municipality
has z legal right to set off the amounts and intends either to settle on a net basis or to realise the asset and settle the Hability simuttaneousty,

Revenue and expenses have not been offset except when offselling is reguired or parmitted by a standard of GRAP.

GOING CONCERN ASSUMPTICN
These annual finangiat statements have been prepared on the assumption that the municipality wilt conlinue to operate as a going corcern for at
least the next $2 months.

USE OF ESTIMATES AND JUDGEMENTS

The preparation of financial stalements in conformity with GRAP requires # gement o make judgs estimates and assumptions that affect
the application of policies and reported amounts assels and babiities, income, expenses and other reports, The estimates ang associated
assumplions are based on historical experience and various other factars that are befizved to be reasonable undar the circumstances, the results of
which form the basis of making the judgements aboul carrying values of assets and liabilities that are not readily apparent from other sources.
Actual results may differ from these estimates.

The estimates ang underlying assumptions are reviewed on an on going basis. Revisions to accounting estmates ara recognised in the periad in
which lhe estimate is revised if the revision affects only that period, or in the period of the revision and future periods if the revision affects both
current and future.

Post-Retirement Benefits and Multi-Employer Retirement Benefit Plans

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

The Municipality determines the appropriate discount rate at the end of each year using the actuarial valuation. This is the interest rate that should be
used tc determine the present value of estimaled future cash outflows expected te be required 1o seltie the pension obligations. In deterrmining the
appropriate discount rate, the Municipakty considers the interest rates that best approximated by reference to market yieids 2t the reporting date on
governmant bonds that are denominated in the currency in which the benefits will be paid, and that have terms to maturity approximating the terms of
the related pension fiabifity. Other key assumption for pension obligation are based on current market conditions. Additional information is disclosed
in notes. The Municipality contributes to Natal Joint Super Annuation and Retirement Funds which are Defined Benefit Funds, The Municipafity's
kabifity In these funds could not be determinad owing ta the fact that the assels are not being allocated to each employer and only one set of financial
statement are compiled for each fund not per employer. Further details of this plan is included in the notes to the Financiat Statements.

Provision for impairment of trade receivables
The provision for impairment is measured as the difference between the assels” carrying amount and the present value of estimated recoverable
future cash flow based on past recovery trends,

Non-cash generating and cash generating impairment testing

Management used the fair value less cost 1o sell to determine the recoverable amount of assets with an indefinite useful Iife and identifying assets
that may have been impairad, Additionat disclosure of these estimates s included in note — Impairment of assets

All assets ownedirecognised by the municipality are held {or the provision of basic service and are considered to be nor-cash generated assels

Provision

Provislons were ralsed and management datermined an estimate based on the information available. Additional disclasure of these estimates of
provision are included in notes ta Financial Stalemeants,

Provision are measured at the head of depariment’s best estimate of the expenditure required to settle the obligation at the reporting date, and are
discounted to present value where the effect is material.

A provigion is recognised when:

‘The municipality has a present obiigation (legal or constructive) as a result of a past event;

Itis probable that an outfiow of resources embodying economic banefits will be required to setlie the obligation; and

A reliable estimate can be made of the obigation.

COMPARATIVE INFORMATION

When the presenlation or classification of items In the annual financial statements is amended, prior period comparative amounts are restated. The
nalure and reason for e reclassification is disclosed. Where accounting errors have been identified in the current year, the correction ls made
retrospactively as far as is practicable, and the prior year comparalives are restated accordingly, Where lhere has been a change in accounting
policy in the current year, the adusiment Is made retrospectively as far as is practicable, and the prior year comparatives are restated accordingly.
The municipality shall present a comparison of budget and actual amounts as adgitional budget columns in the primary finangial statements only
where the financial statements and the budget are prepared on & comparable basis. All comparisons of budgel and actual amounls shall be
presented on a comparable basis 1 the budget The municipalty shall explain in notes to the financial statements the budgetary basis and
classification basis adopted in the appraved budget {refer note 1.10).

STANDARDS, AMENDMENTS TO STANDARDS AND INTERPRETATIONS ISSUED BUT ROT YET EFFECTIVE

The following GRAP standards have been issued but are not yet effectlve and have not been early adopted by the munlcipality.
Applicatlen of alf of the GRAP standards noted below will be effective from a date to be announced by the Minister of Finance, The
efiective dates are currently unknown.

GRAP 18 Segment Reporting

GRAP 20 Related Party Disclosures

GRAP 32 Service Concession Arrangements (Grantor)
GRAP 34 Separate Financiat

GRAP 36 Invesimets in Associates

GRAP 37 Joint Arrangements

GRAP 38 Disclosure of Interest in other Entifles.

GRAP 108 Statutery Debtors

GRAP 109 Standard of GRAP on Accounting by Principals
GRAP 110 Living and Non living Resources



ILEMBE DiSTRICT MUNICIPALITY
SUMMARY QF SIGRIFICANT ACCOUNTING POLICIES
As at 30 June 2013

1.9 STANDARDS, AMENDMENTS TO STANDARDS AND INTERPRETATIONS ISSUED AND EFFECTIVE

1.10

The Minsiter has determined the following GRAP standards as approved effective:

GRAP 1 Pr ion of Fi fal Stat t

GRAP 2 Cash Flow Statements

GRAP 3 Accounting Poficies, Ghanges in Accounting Estimates and Errors
GRAP 4 The Effects of Changes In Foreign Exchange Rates

GRAP 5 Borrowing Cosls

GRAF 6 Consolidated and Separate Financial $tatements

GRAF 7 Investments in Associales

GRAP 8 Interestin Joint Ventures

GRAP 9 Revenue from Exchange Transactions

GRAP 10 Financial Reporting in Hyperinflationary Ecenomies

GRAF 11 Construction Contracts

GRAF 12 inventories

GRAP 13 Leases

GRAP 14 Events After the Reperting Dater

GRAP 16 investment Property

GRAP 17 Property Plant and Equipment

GRAP 18 Segmenl Reparting

GRAP 19 Provisions, Contingent Liabifities and Contingent Assels

GRAP 24 Impaimment of Non-cash-generating Assets

GRAP 23 Revenue from Noreexchange Transactions {Taxes and Transfers)
GRAP 24 Presentation of Budget Informatian in Financial Statements.
GRAP 25 Employes Benefils

GRAP 28 Impairment of Cash-generating assels

GRAP 27 Agricifture

GRAP 31 Intangible Assels

GRAP 1060 Biscontinued Operations

GRAP 163 Heritage Assels

GRAP 104 Financial instruments

GRAP 105 - Transfer of Funclions Between Entities Undar Cemmon Contrel
GRAP 106 Transfer of Functions Between Entities Nat Under Commaon Conlrot
GRAP 107 Mergers

Interpretations of the standard of GRAP Approved and effective

IGRAP1 Applying The Probabilty Test On Iniial Recogniton Of Revenue

IGRAP2 Changes in Existing Decomissioning Restoration and Similar Liabifities

IGRAP3 Determining Whether an Arrangement Contains a Lease

IGRAP 4 Rights lo interesis Arising from Decommissioning. Restoration and Environmenial Rehabifitation Funds
IGRAPS5 Applying the Restalement Approach under the Standard of GRAP on Financial Reparting in Hyperinflationary Economies
IGRAPS Loyally Programmes

IGRAPT The Limit on a Dafined Benefit Asset. Minimum Funding Requirerments and their interactaction

IGRAP 8 Agreements for the Construction of Assets from Exchange Transactions

IGRAP 9 Distributions of Non-cash Assets o Owners.

IGRAP10 Assets Received from Customers

IGRAP11 Censplidaton - Special Purpose Entities

IGRAP12 Joinlly Centroled Entites - Nan-Monetary Contributions

IGRAP13 Operating Leases - Incentives

IGRAP14 Evaluating the Substanace of Transactions Invohing the Legal Form of a Lease

IGRAP15 Revenue - Barler Transactions Invaoiving Adverlising Services

IGRAP16 Intangible Assets - Website Costs

Interpretations of the standard of GRAP Approved andnot yet effective

IGRAP17 Interprelation of the Standard of GRAP on Service Concession Arrangements Where a Granlor Conlrols a Significant Residual Interest in
an Assel

IGRAP18 Interpretation of the Standard of GRAP on Recognilion and Derecognition of Land
IGRAP1$ Liabilties 1o Pay Levies

PRESENTATION OF BUDGET INFORMATION IN THE FINANCIAL STATEMENTS

The budget is mainly approved on a cash basis by functionzl classificalion, The approved budget covers the pariod from 1 July 2017 to 30 June
2018. The budget and accounting bases for some votes differ, The financial statements are prepared on the accruat basis using a classification on
the nature of expenses in the statement of financiat performance. The financial statements differ from the budget, which is appreved on the cash
basis, The amounis in the financial statements were recast from the accrual basis to the cash basis and reclzssified by funciional classification to
be on the same basis as the final approved budget. The amounts of these adjustments are identified in nete 41. A reconcifiation between the aclual
amounts an a comparable basis as presented in the statement of comparisen of budget and actual amounts and the actual amounts in the cash flow
statement for the period ended 30 June 2018 is presented innote 41, The financial stat ts and budget d ts are prepared for the same
pericd. There is a basls difference: the butiget is mainly prepared on a cash basis and the financial statements on the accrual basis, The
reconciliation as required by GRAP 24 is also shown in note 41. The statement of comparison of budget and actua! amounts is disclosed as a
statemant in the annual financial statements.

Dilferences between budget and actual amounts are regarded as material when a more than 1% variance exists.

Al material differences are explained in the notes o the annual financial slatements,

2 SIGMIFICANT ACCQUNTING POLICIES
The following significant accounting policies had been applied consistently during the current and previous reparting period, as set outin note 1.2

2.4 PROPERTY, PLANT AND EQUIPMENT

2.4

242

INITIAL RECOGNITION

Property, plant and equipment are tangitle non-current assets (including infrastructure assets) that are held for use in the production or supply of
goods or services, rental 1o olhers, ar for administrative purposes, and are expectad to be used during more than one yaar. ltems of property, plant
and equipment are initially recognised as assels on acquisition date and are initially recorded at cost. The cost of an item of property, plant and
equipment Is ke purchase price and cther costs attributable to bring the asset 1o the location and condition necessary for it to be capable of
cperating in the manner intended by the municipafity. Trade discounts and rebates are dedusted in arriving at the cost The cost alse intludes the
necessary costs of dismanting and removing 1he asset and restoring the site onwhich it is located.

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

Whnere an assetis acquired by the municipality for no or neminal censideration (i.e. a nor-exchange transagction), the cost is deemed 10 be equalto
the fair value of that asset on the date acquired,

Where an item of property, plant and equipment is acquired in exchange for a nan-menetary asset or monetary assels, or a cembination of
monalary and nor-monetary assets, the assel acquired is initially measured at fair value (the cost). I the acquired item's fair value was not
determinable, if's deemad cost is the carrying amount of the asset(s) given up.

Major spare pars and servicing equipment qualify as property, plant and equipment when the municipality expects ta use them during more than ane
pericd. Simllarly, if the major spare parts and servicing equipment can be used anly in cennection vith an item of property. plant and equipmant. they
are accounled for as property, plant and equipment.

SUBEQUENT MEASUREMENT - COST MODEL
Subsequent to initial recognition, items of property, plant and equipment are measused at cost 1255 apcumulated depraciation and impairment lesses,
tandis not depreciated as itis deemed to have an indafinile useful ife.

Whera the municipality replaces parts of an asset, it derecognises the part of the assel being replaced and capitalises the new component.
Subsequent expenditure incurred on an assetis capitatised when it increases the capacity or future ecanomic benefits assoctated with the asset.

12
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SUMMARY OF SIGRIFICANT AGCOUNTING POLICIES
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2.1.3 DEPRECIATION AND IMPAIRMENT

214

215

Bepreciation is calculated on the depreciable amount, using the straight-kne method over the estimaled useful fives of the assets. Components of
assets that are significant in relation to the whol2 asset and that have different useful fives are depreciated separalely.

Depreciation commences when an asset is available for use and ceases at the sarlier of 1he date that the asset is derecognised or classified as
held for sale in accordance with GRAP 100 Nan-current assets hekd for sale and discontinued operations. A non-current asset or dispasal group is
not depreciated white itis classified as held for sale.

Haritage assets and land are not depraciated.

Leased assets are depreciated over the shorter of the lzase term ard their usefullives unless it s reascnably certain that the municipality will obtain
ownership by the end of the lease lerm,

Incomplete construction work is stated at historical cost. Depreciation only commences when the assetis available for use.

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

Infrastructure Years Other Years
Water t0-60 Maghingry and equipment 3-20
Sewerage 10-60 Furniture and equipment 3-5C
Other 10-50 Molor vehicles 4-20

An enlity shall assess at each reparting date whether there is an indication that the entity’s expectations about the residual value and useful ife of an
asset have changed since the preceding reporting date. If any such indication exists, the entity shall revise the expected useful Ife andlor residual
value accordingly. Mo longer a requirement fo review residual values and usefutlives each year.

Tha municipality tests for impairmant where there is an ingication that an asset may be impaired. An assessment of wiether there is an indication of
possitle impairment Is done at each reporling dale. Where the carrying amount of an item of property, plant and eguipment is grealer than the
estimated recoverable amount (or recoverable seevice amount), it is written down immediately to its recoverable amount (or recoverable service
amount} and an impairment loss is charged to the Statement of Financial Performance - refer o note 19 for furher Information on impairment of
assels.

DERECOGNITION

ltems of Property, plant and equipment are derecognised when the asset is disposed of or when there are ne further economic benefils or senvice
potential expacted frem the use of the asset The gain or ioss arising on the disposal or retirement of an item of properly, plant and equipment is
determined as the difference batwaen the sales proceeds and the carrving vakie and Is recognised in the Statement of Financial Performance.

LEASED ASSETS

Leases in terms of which the municipality assumes substantially all the risks and rewards of ownership are classified as finance leases. Other
lzases are classified as operating leases. Upon initiz! recognition of assets leased under finance leases, the leased assel is measured al an
amount equal 1o the lower of ils fair value and the present value of the minimum lease payments. Subsequent to initial gnition, the asset Is
accountad for in accordance with the accounling palicy applicable ta that asset.

3 INTANGIBLE ASSETS

3.4 INITAL RECOGNITION

a2

3.

w

An Intangible asset is an identifiable non-monetary asset without physical substance. Examples include computer software, licences, and
development costs, The municipality recognises an intangible asset in its Statement of Financial Position only when it is probable that the expected
future economic benefits or service potential that are attributable {o the asset wil flow to the municipality and the ¢ast or fair value of the assel can
ba measured refiably.

Internally generated intangible assets are subject to strict recognilion criteria before they are capitafised. Research expenditure is never capitalised,
whiie development expenditure is only capitalised to the extent that:

» the municipality intends to complete the intangible asset for use or sale;

- itis technically feasible to complate the intangible asset;

» the municipality has the resources 1o compiete the project; and

~ itis probabie that the municipality wi receive future economic benefits or service potential.

intangible assets are inilially recognised at cost.

Where anintangible assetis acquired by the municipality for no or nominal consideration {i.e. 2 non-exchange fransaction), the cost is deemed to be
equal to the fair value of that assel on the date acquired.

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

SUBSEQUENT MEASUREMENT - COST MODEL
Intangible assets are subsequently carried at cost less accumulated amortisation and Impairments. The cast of an intangible assetis amorised over
the useful life where that usefut life is finite. Where the useful fife is indefinite, the asset is not amortised but is subject to an annual impairment test,

AMCRTISATION AND IMPAIRMENT

Amortisation is charged so as to write off the cost or valuation of intangible assels over their estimated useful lives using the straight line method,
The annual amortisation rates are based on the foliowing estimated average assel lives:

Computer software ang websites 2+ 5 Years

The amorlisation periog and he amortisation method for an intangitle asset with a finite useful life are reviewed at each reporiing date and any
changes are recegnised as a change in accounting estimate in the Statement of Financial Performance.

The municipality tasts intangible assets with finile useful lives for impairment where there is an indication that an asset may be impaired. An
assessment of whether there is an indication of passible impairment is done at each reporting date « reler to note 19 for further informaticn on
impairment of assets, Where the carrying amount of an item of an intangible asselis greater than the estimated recoverable amount {or recoverable
service amount), it i written down immediately 1o ils recoverable amount {or recoveratle senice amount) and an impairment loss is charged to the
Statement of Financial Perfarmance.

3.4 DERECOGNITION

4,

-

intangible assets are derecognised when the assetis disposed of or when there are no further economic benefits or service potential expected from
the use of the asset. The gain or Joss arising on the disposal or retirement of an intangible asset is determined as tha difference batween the sales
proceeds and the carrying value and is recognised in the $tatement of Financtal Performance,

HERITAGE ASSETS

INITIAL RECOGNITION AND MEASUREMENT

Heritage assets are assets ihal are normally held indefinitely for their unique cullural. envirenmental, historical, natural, scientific, technolagical or
arlistic significance for the benefit of future generations.

Certain heritage assets are described as inalienable tems thus assets which are retained indafinitely and cannot be disposed of withaut consent as
required by law or otherwise.

Herilage assets are recognised as an asset when:
= itis probable that future econsmic benefits or service potential associated with the assetwill o the munlcipality: and
» the cost or fair value of lhe asset can be measured refiably.

If the municipality holds an asset that might be regarded as a heritage asset, but on inilial recognition, the asset does not meet the above recognition
criteria because it cannot be measured reliably, relevanl and useful information aboul the heritage asset is disclosed in the notes to the finangial

statements. 13
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SUBSEQUENT MEASUREMENT - COST MODEL
After recognition as an asset, a class of haritage assets are carried atils cost less any accunwlaled impairment lnsses.

DEPRECIATION & IMPAIREMENT

Heritage assets are nol depreciated. The municipatity assesses at each reporling date whether there is any indication that a herilage asset may be
impaired - refer 1o nole 18 for furher informalion on impairment of assels.

In assessing whether there is anindication that 2n asset may ba impaired, the municipality considers, as a minimum, the following indications:
External sourges of informaticn

(a) During the period, a heritage asset's market value has decired significantly more than would be expectad as a resutt of lhe passage of time or
normal use,

{b) The absence of an active market for a revalued heritage asset.

Internal sources of information
(a) Evidence is available of physical damage or deterioration of a herilage asset
{b) A decision to hall the construction of the heritage asset before itis complete or in a usable form.

DERECOGNITICN

The carrying amount of a heritage asset is derecognised en dispesal, or when no future economic benefits or service potential are expected fromits
use or disposal. The gain or loss arising from derecognition of a heritage asset is determined as the difference batween the net disposa! proceeds,
if any, and the carrying amounts of the heritage asset Such difference is recognised in surplus or deficit when the heritage assetis derecognised.

INVENTCRIES

[NITIAL RECOGNEFION

Inventories comprise current assets heid for sale, consumption or distribution during the ordinary course of business. [nventories are initialy
recagnised at cost. Cost generally refers to the purchase price, plus taxes, ransport costs and any ather costs In bringing the inventories to their
current iocation and condition. Where inventory is manufaclured, constructed or produced, the cost includes the cost of labour, materials and
overheads used during the manufacluring process.

Where inventory is acquired by the muricipality for no or neminal consideration (i.e. a non-exchange transaction), the cost is deemed to be equalto
the fair value of the item on the dale acquired.

SUBSEQUENT MEASLREMENT

| torit isting of ¢ ble stores, raw materials, werk-In-progress and finished goods, are valued aj the lower of cost and netrealsable
valug unless they are to be distributed at na or nominal charge, in which case they are measured at the lower of cost and current replacement cost.
Redundant and sfov~moving inventories are identified and written down in this way. Differences arising on the vafuaticn of inventory are recognised
in the Statement of Financial Performance in the year in which they arose. The amount of any reversal of any write-down of inverlories arising from
an increase in net realisable value or current replacement cost is recognised as a reduction in the amount of inventories recognised as an expense
in the period in which the reversal oceurs.

‘The carsying amount of inventories is recognised as an expense in the period that the inventory was sold, gistributed. witten off or consumed, unless
that cost qualifies for capitalisation to the cost of another asset

The Hasis of aliocaling cost ta inventory tems is the weighted average method.

WATER INVENTORY

Water inventary represents water hewsed in reservoirs within the municipal area and is measured at the lower of cost, which is deemed to be fair
value, and net realisable value. In the absence of a market that trades in water outside of lecal government, the fair value utiised to quantify water
inventory |s based on the unit reference value, The unit reference value is a determined by a formula that Is ulifised in the enginearing depariment to
calculate the development cost of new water resources.

Readings of water levels are taken at year-end, which is quantified at the above falr value.

Waler and purified affluent are measured at the lowest of purified cost and net realisable value insofar as itis stored and controlled in reservoirs at
year-end.

INVESTMENTS IN CONTROLLED ENTITIES
In the municipatity's separate annuat fi ial statements. i s in controlied entilies are measured at cost

7 FINANCIAL INSTRUMENTS

74

INITIAL RECOGNITION
A financial instrument is any contract that gives rise to a financial asset of one entity and a financial liability or residua! interest of anether entity. A
financial asset is:

Afinancial liability is any fability that is a contractual obligalion lo:

deliver cash or another financial asset to another enbity: or
exchange financial assets or financial iabilties with another entity under conditicns that are potentialiy unfavourable to the entity.

Financial instruments are iniially recognised when the municipality becomes a party to the contractual provisions. Financial assets are recognised
using trade date accounting
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INITIAL MEASUREMENT

Financiat instruments are Inikially measured at fair value and plus transaclion costs for financial instruments at amortised cost or cost. Fair valug is
usually the fransaction cost at the date of recognition. For financial instruments at amortised cost, if the ransaction cost is not market related Le. no
interest is charged for deferred payments or whan lhe account is overdue, or interest charged is at below- market related rate: the municipality
delermines e fair value, The fair value is the present value of the expecied future cash fiews, wilhout taking into account any future losses or the
possibility of default, discounled using a markel related interest rate, adjusted for credit risk over the expected fife of the financial instrument. For
financial instruments at fair value, the fair value is determined based on quoted prices in an active market, If therg I5 no active market, i Is
datermined using valuation techniques. For financial instruments at cost, the financial instrument is only measured at costif the fair vafue can not be
measured refiably, Where a financial instrument contains both a liability and a residual interest component, the municipality alfiocates the instrument
inte its component parts. The munigipality recognises the fability at its fair value and recognises the residual interest as the difference between the
carrying ameunt of the instrument and the: fair value of the liabifty component. Mo gain or ioss is recognised by separating the instrument inte its
components.

SUBSEQUENT MEASUREMENT

Financiat assets and liabifities are subsequently measured either at fair value, or amortised cost or cost using the following categories:
(a) Financial inslruments a¢ fair value

(b) Financial instruments at amortised cost

(c) Financial instruments al cost

FINANCIAL INSTRUMENTS AT FAIR VALUE

Financiat instruments at fair value comprise finangial assets or financial §abililes that are derivatives , combined instruments that are designated at
fair valua, instrumenls held for trading , financlatinstruments that de not meet the definitien of financial instruments at amortised cost or financiat
instrumenls at cost and non derivative financial assets or financial fiabilities with fixed or determinable payments that are designated at fair value at
initial regognition. Financialinstrument at fair value are subsequenily measured at fair value with changes in falr value recognised in surpius or
deficit.

FINANCIAE INSTRUMENTS AT AMORTISED COST

Financial Instruments at amortised cost, are nor-derivative financial assets or financial iabilties that have fixed or delerminable payments |
excluding those the municipality designates at fair value atinitial recognitien or are held for trading. Financial instruments at amertised cast are
subsequently measured at amorlised cost using effective interest rate method, The effective interest rate 15 the rate that exactly discounts the
estimated cash flows associated with the financial instrument through the expected ife of the instrument {or in some cases a shorter period) to the
net carrying amount at initiat recognition. Financial assets are subject to annual impairment review. Refer to note 7.6 for details on impairment and
uncoliectability of financial assels.

FINANCIAL INSTRUMENTS AT COST

£inancial instruments at cost are investments in residual interests that do not have a quoted market price in an active market, and whase fair value
cannol be refiably measured. Financial instruments at cost are subsequently measured at costif the fair value cannot be reliably determined,
Financial assets are subject to annual impairment review. Refer 1o note 7.6 for details on impairment and uncoliectatility of financial assets.

RECLASSIFICATIONS
The municipality does not reclassify a financiat instrument when it is issued or held , except for a combined instrument that is required to be
measyred at fair value or an investment in residual interest subject to gertain requirements,

GAINS AND LOSSES
Gains and losses on fair value measurements reclassifications , impairment , derecogrition are recognised in surplus or deficit.

IMPAIRMENT AND UNCOLLECTARBILITY OF FINANCIAL ASSETS
Financial assets are subject to annual impairmant review as fotows:

FINANCIAL ASSETS AT AMORTISED COST

For financial assets at amortised cost; the municipality assesses whether there is any objeclive evidence that a financial asset or group of financial
assets is impaired. If there is objective evidence that an impairment loss on a financial asset has beenincurred, the loss is recognised in surpius or
geficit. The municipality assesses financial assets individually, when assels are individually significant, and individualy or coliectively for financial
assets that are not individually significant. Where no cbiective evidence of impairment exists for an individually assessed asset, (whether incividually
significant or not), an enlity includes the assets in a group of financial assets with similar credit risk characteristics and collectively assess them for
impaimment. The impairment loss is the difference between the carrying amount and the present value of estimated future cash fiows discounted al
the original effective interest rate. The impairment loss is recogaised in surplus or deficil by reducing the carrying amaunt eilher directly or through
the use of an allowance account. If, in a periad after an impairment loss has been recegnised, evenls occur or circumstances change that indicate
that the impairment loss recognised in a previous period should be reversed, the municipality reverses the impairment loss previeusly recognised
efther directly or by adjusting an alfowance account

FINANCIAL ASSETS AT COST

For financial assels at cost: the municipality assesses whether thera is any objective evidence that a financial asset Is impaired. i there is objective
evidence that an impairment loss on a financial asset has been incurred, the loss is recognisedin surplus or deficit. The impairment loss is the
difference between the carrying amount and the present value of estimated future cash flow discounted at the current market rate of return for simitar
financial assels, The impalrment loss Is recogrised in surplus or deficit by reducing the carrying amount directly. The impairment ioss is never
reversed in subsequent periods.
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DERECOGNITION

FINANCIAL ASSETS

The municipality derecegnises financial assets using trade date accounting. The municipality derecognises a financial asset only when:

(2} the contractual rights to the cash fiows from the financial asset expire, are settied or waived;

{b} the municipafty transfers la another party substandally ai of the risks and rewards of cwnership of the financial asset; or

{c} the municipality, despite having retained some sigrificant risks and revards of cwnership of the financial asset, has ransferred contrel of the
asset to another party and the other party has the practical ability lo sell the asset in its entirety te an unrelated third party, and is abla 1o exercise
that ability unilaterafly and without needing to impose additicnal restrictions on the transfer, In {his case, the municipality shal;

(i) derecegnise the asset; and

(ii) recognise separately any rights and obfgations created or retained in the transfer.

FINANCIAL LIABILITIES

The muricipafity removes a financial Fability from its statement of financial position when . and only, it is extinguished . A financial ability is
extinguished when the debter either:

(@) Dischargas the liabilty by paying the creditar, normally with cash, olber financial kablities . goods or services,

(b} Is tegally released from primary resgonsibibty for the liabibty either by process( expires) of law or by the creditor ( cancelled). i the debtor has
given a guarantee , this condition may still be met.

(c} Waives the debt or itis assumed by anether municipality by way of a non- exchange transaction.

Interest, dividends or similar distributions , losses and gains relating to a financial instrument or a compenent that is a financiat liability should be
recogrised as revenue or expanse in surplus or deficit. A financial asset and a financialiiability should be offset and the net amount presented in the
statement of financial position when and when , the municipafity:

{i) Currently has 2 legally enforceable right to set off the recognised amounts; and

{ii} Intends either to setlle on & net basis, or to realise the asset and settle the Tabifity simultaneously

FOREIGN CURRENCY TRANSACTION
Transactions in foreign currencies are ranslated to the functional currency of the municipality at exchange rates at the dates of the transactions.

Monetary assets and lizbifiies denominated in foreign currencies at the reporting dale are retranslated to the functional currency at the exchange
rate at that date. The foreign currency gain or loss on monetary items is the ditference betwezen amorfised cost in the functional currency at the
beginning of the peried, adjusted for effective interest and payments during the period, and the amortised cost in forefgn currency translated at the
exchange rate at the end of the reporting periot.

Non-monelary assets and liabifities denominated in foreign currencies that are measured at fair value are retranslated to the functional currency at
the: exchange rate at the date that the fair valye was determined. Forelgn currency differences arising on retranslation are recognisedin surplus or
deficit, except for differences arising on the retranslaton of available-for-sale financial instrurents, which are recognised in net assets.

Non-manetary items that are maasured in terms of historical cost in a foreign currengy are {ranslated using the exchange zate at the date of the
transaction.

Cash flows arising from ransactions in a foreign currency are recorded in Rands by applying to the foreign currency amount the éxchange rate
between the Rand and the foreign currency at the date of the cash tlow.

UNAUTHORISED EXPENDITURE

Unagthorised expenditure is defined in section 1 of the MFMA as follows:

unauthorised expenditure™, in relation to a municipaiity, means any expenditure incurred by a municipality othenwise than in accordance with section
15 or 14(3), and includes—

(a) everspending of the total ameunt appropriated in the runicipality's approved budget;

(b) overspending of the total amount appropriated for a vate in the appraved budget;

(¢} expenditure from a vote unrelated Lo the department or fungiional area covered by the vole;

(d) expanditure of money appropriated for a specific purpose. othenwise than for that specific purpose:

(e) spending of an allocation referred to in paragraph (b}, (c} or {d) of the definition of “allocation” otherwise than in accordance with any conditions
of the allocation; or

(f) & grant by the municipality otherwise than in accordance wilh this Act,

IDENTIFICATION AND INTERNAL REFORTING
Unauthorised expenditure Is identified through the municipality’s financia! system application controls. On identification of the unauthorised
expenditure due to cverspending an specific vales, the relevant Head of department is nolified, where funds are available on olher voles within the
directorate, virements are made within the provisions of the virement policy. f after the provisicns of the virement palicy are applied, the

ised expenditure sURr ins/exist, it is recorded in the unawthorised expanditure register and reportad 1o the accounting officer, mayor and
council in terms of MFMA section 32.

COUNCIL DECISION AND ACCOUNTING TREATMENT

Unauthorised expenditure that is incurred bafore the adjustment budget pracess is finalised is condoned by council through the adjustment budget.
Unautharised expenditure that is incurred after the adjustmants budget is referred to the Municipa! Public Accounts Committes (MPAC) for
investigation and recommendation to councll, Where MPAC after investigation, recommends to council io cerlify the unauthorised expenditure as
irrecoverable and wrile - off, the unauthorised expenditure is disclosed In the notes to the financial statements as condoned by councik Where
MAPAC delermines after investigation, that the unauthorised expendilure must be recovered from the relevant official, the unauthorised expenditure is
recognised a5 an asset (debtor] in the statement of financial positior and also disciosed in the unauthorised expenditure note as unauthorised
expenditure incurred in the current financial year.

EXTERNAL REPORTING
The accounting officer of the municipality prompily informs 1e mayor, the MEC for loval government in he province and the Auditor - General, in
writing, of:
(&) Any unauthorised expenditure incurred by the municipakiy;
(b} Whether any person is respansible or under investigation for such unauthorised expenditure; and
{c¢) The siaps that have been taken-
(i) To recover or rectify such expenditure; and
(li) Ta prevent a recurrence of such expenditure
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1¢ IRREGULAR EXPENDITURE

1

13

Irregular expenditure is defined in section 1 of he MFMA as foliows:

“irregufar expenditure™, in relation to a murigipality or municipal entity, means—

{a} expenditure incurred by a municipality or municipal entity in conlravention of, or that is not in accordance with, a requirement of this Act, and which
has not been candoned in terms of section 170;

{b) expenditure incurred by a municipality or municipat entity in contravention of, or that Is not in accordance with, a requirement of the Municipal
Systems Act, and which has not been condoned in terms of that Acl:

{c) expenditure incurred by & muricipality in contravention of, or that is not in accordance with, a requirement of the Public Office-Bearers Act, 1998
{Act No. 20 of 1998); or

{d} expenditure incurred by & municipality e municipal entity in contravention of, or that is nol in accordance with, a requirement of the Supply chain
management poficy of the municipality or entity or any of the municipality's by-laws giving effect to such poticy, and which has not been condoned in
terms of such policy or by-law,

but excluges expenditure by a municipality which falis within the definiton of “unauthorised expanditure”.

10.1 MENTIFICATION AND INTERNAL REPORTING
Every expenditure itemis revieved before payment is made to identify any instances of non-compliance with the relevant Acts and supply chain
management policy of the municipality. Where an expenditure item is identified as irregular expenditure, it is recorded in the irreguiar expenditure
register and reported to the accounting officer. mayor and councit in terms of MFMA section 32,

10.2 COUNCIL DECISION AND ACCOUNTING TREATMENT

irregular expendilure reporled to councit is referred to the Municipal Public Accounts Committee {MPAC) for invesiigation and recommendaticn to
vouncit. Where MPAC after investigation, recommends to council o certify the iregular expenditure as irecoverable and write - off, the irregular
expenditure is disclosed in the notes to the financial statements as certified and written - off by council as irrecoveratie. Where MPAC determines
after investigation, that the irregular expenditure must be recovered from the relevant official, the irregular expenditure is recognised as an asset
(deblor) in the statement of financfal position and also disclosed in the iregular expenditure nole as iregular expenditure incurred in the current
financial year,

10.3 EXTERNAL REFORTING

The accounting officer of the municipality promptly informs the mayer, the MEC for local gevernment in the province and the Auditor - Genera!, in
witing, of:
(a) Any irregular expendilure incurred by the munigipality;
(b) Whether any person is responsible or under investigation for such irregular expenditure; and
(¢) The steps that have been taken-
(i) To recover or rectify such expenditure; and
{ii) To prevent a recurrence of such expendiure

FRUITLESS AND WASTEFUL EXPENDITURE

Fruilless and wasteful expenditure is defined in section 1 of the MFMA, as follows:
“fruittess and wastefu! expenditure™ means expenditure that was mads in vain and would have been avoided had reasonable care been exercised.

1.

-

IDENTIFICATION AND INTERNAL REPORTING

Every expenditure item is reviewed before payment is made to identify whether it meets the definition of fruiless and wasteful expenditure. Where
an expenditure itemis Identified as fruitless and wastefu! expenditure, it is recerded in the fruitless and wastetul expenditure register and reporied to
the agcounting officer, mayor and cauncil in terms of MFMA section 32.

11.2 COUNCIL DECISION AND ACCQUNTING TREATMENT
Frultless and wastefud expenditure reported to cauncil is referred to the Municipal Public Accounts Committee (MPAC) for investigation and
recommendalion to council. Where MPAC after investigation, recommends to council te certify the fruitiess and wastefu! expenditure as
irrecoverable and write - off, the fruitless and wastefut expenditure is disclosed in the notes ie the financial statements as cerlified and written - off by
council as irrecoveratle. Where MPAC geiermines after investigation, that the fruitiess and wasteful expendilure must De recaverad from the
relevant official. the fruitiess and wasteful expenditure is recognised as an asset {debtor} in the statement of financial position and also disclosed in
the fruitless and wasteful expenditure note as fruitless and wasteful expenditure incurred in the current financial year.

11..

[X]

EXTERNAL REPORTING
The accounting officer of the municipality promptly informs the mayor, the MEC {er local government in the province and the Auditor - General, in
writing, of;
{a) Any irregular expenditure incurred by the municipality;
{b) Whather any person Is respensible or under investigation for such fruitless and wastefu! expenditure; and
{¢) The steps that have been taken-
() To recover or rectify such expenditure; and
(ii} Te prevent a recurrence of such expenditure

PROVISIONS

Prowvisions are recognised when the municipally has a present or constructive obfigation as a result of past events, it is probabla that an outflow of
resources embadying economic benefits will be required 1o setde the obligation and a refiable estimate of the provision can be made. Provisions are
reviewed at reporting date and adjusted te reflect the current best estimate, Where the effect is material, non-cursent provisicns arg discountad to
their present value using a pre-tax discount rate that reflects the market's current assessment of the time value of money, adusted for risks specific
to the liabikty (for exarmple in the case of obligations for the rehabifitation of fand).

The municipality does nol recognise a contingent liability or contingent asset. A contingent liability is disclesed unless the possibilty of an oulfiow of
resources embodying economic banefits is remote, A conlingent asset is disclased where an inflow of economic benefits is prababla,

Future events that may affect the amount required to settle an abligation are reflected in the amount of a provision where there is sufficient objective
evidence that they will occur, Gains from the expacted disposal of assels are not taken into account In measuring 8 provision. Provislons are nol
recegnised for future cperating losses. The present obligation under an cnerous contracl is recagnised and measured as a provision.

A provisicn for restructuring costs is recognised only when (he foliowing criteria over and above Lhe recognition criteria of a provision have been met
{a) The municipality has a detailed format plan for the restructuring identifying al lzast:

(k) The municipality has raised a valid expectation in those affected that it will carry out the restrucidring by starting to implament that plan or
announgcing ils main features to those affected by it.

LEASES

131 MURICIPALITY AS LESSEE
Leases are classified as finance leases where substantiafly all the risks and rewards associated with ownership of an asset are fransferred to the
municipality. Property, plant and equipment or intangible assets subject to finance lease agreements are inifially recognised at the lower of the
assel's fair valua and the presant value of the minimum lease payments. The corresponding liabifties are initiafy recognised at the inception of the
lease and are measured as the sum of the minimum {ease paymenis due in lerms of the lease agreement, discounted for the effect of interest. In
discounting the lease payments, the municipality uses the interest rate that exactly discounts the fease payments and unguaranteed residual valug to
the fair valve of the asset plus any direct costs incurred,

Subsequent to initial recognition, the leased assels are accounted for in accordance will: the stated accounting policies applicable to property, plant,
equipment or intangibles. The lease liability is reduced by the lease payments, which are alocated beteeen the lease finance cost and the capital
repayment using the effective interest rate method. Lease finance cosls are expensed when incurred, The accounting policies relating to
derecognition of financial instruments are appiied to lzase payables. The lease asset is depreciated over the shorter of the asset's usefuliife or the
lease term.

Operaling {eases are those lzases ihat do not fall within the scope of the above definition. Operaling lease rentals are accrued on a straight-tine
basis over the term of the relevant lzase.
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13.2 MUNICIPALITY AS LESSOR
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Under a finance fease, the municipality recognises the lease payments to be received in terms of a lease agreement as an asset {receivabl2). The
receivabie is caleulated as the sum of all tke minimum lease paymenis to be received, plus any unguaranteed residual accruing ta the muricipality,
discounted at the interest rate implicitin the lzase. The receivable is reduced by the capital portion of the lease instaiments received, with the interest
portion being recognised as interest revenue on a tme proporionate basis. The accounting policies relating to derecegnition and impairment of
financial instruments are applied to lease receivables.

Rentalincome from operating leases is recognised on a straight-ine basis over the term of the relevant lzase,
The taritf in respact of sewerage is based on the value of consumpion used from one point of meter supply

REVENUE
REVENUE FROM EXCHANGE TRANSACTIONS

Revenue from exchange transactions refers to revenue that accrued to the municipafity directy in return for services rendered / goods sold, the
value of which approximates the consideralion received or raceivable.

Service charges relating to water arg based en consumption. Melters are reac on a monthly basis and are recegnised as revenua when invoiced.
Provisional estimates of consumption are made monthly when meter readings have not been performed. The provisional estmates of consumption
are recognised as revenue when invoiced. Adiustments to provisional estimates of consumplion are made in the invofcing pariod in which meters
have begen read. These adiusimenis are recognised as revenue in lhe invoicing period. Further adjustments are made to take inlo account
stagqered tariffs where applicable. The estimates of consumption between meter readings are based on & months average reading histary.

Senvice charges from sewerage and sanitation are based on the value of consumption used from one point of meter supply and this is set outin the
tariffs of charges approved by Council.

Revenue from the sale of water prepaid meler cards is recognized based on consumption excep!t where a reliable estimate cannot be made zfler
every reasonable effart to gather appropriate information had been made. In these instances, revenue is recognized at the point of sale,

Interest revenue is recognised on a time proportion basis.
Revenue from the rental of facilies and equipment is recognised on a straight-Fne basis over Lhe term of the lease agreement.
Revenue from the sale of goods is recognised when substantially all the risks and rewards in those goods is passed to the consumer.

Revenue arising cut of situations where ihe municipality acts as an agent on behalf of another entity (the principal) is imited to the amount of any fee
or commission payable to the municipality as compensation for executing the agreed senvices.

REVENUE FROM NON - EXCHANGE TRANSACTIONS
Revenue fram non-exchange fransactions are transactions where the municipality receives ravanue and provide ne or a nominal consigeration
direcily in return,

Atransaction can be a combination of exchange and non-exchange transactions. In these instances the municipality determines what portion of the
transaction is an exchange transaction and what poriion is a non-exchange transaction and then recognise it separately.

Mest non-exchange transactions that the municipality enters inta involve stipulaions on transfersed assets are in terms in laws or regulations, or a
binging arrangement, impoesed upan the use of a ransferred asset by entities external to the municipality. Stipulaticns can either be in the form of
canditions or in the form of restrictions. For both conditions and resirictions the municipality may be required 1o use the iransferred assetfor a
particular purpose, The municipality uses subsiance over form o determine whether a slipulation is 2 condilian or restriction.

RECOGNITION

An inflow of resources from a non-exchange lransaction, other than services in-kind, that maets the definition of an assel are recognised as an
asset when all of the follewing criteria have been satisfied:

{a} When the resource is controlied by the entity as a result of a past event

{b) itis probabis that the future ecancmic benefits or service polential associated with the resource will flow to the municipality: and

{c) The fair value of the resource can be measurad refably.

Aninfipw of rescurces from a nen-exchange ransaction recognised as an asset is recognised as revenue, except {o the extent that a Bability s ako
recognised in respect of the same inflow (which is the case when a stipulation is a condition).

Liabiilies are recognised for conditicns to ba met which is attached to the transferred asset. The liabllity is discharged and revence recognised as
the cenditions are salisfied.

The municipality does nol recognise service in - kind.
The municlpality recognises revenue from vat refunds on cash basis,

MEASUREMENT
Non-monetary assets such as property, plant and equipment, investment proparty and inventory, acquired through a non-exchange transaction, are
initially measured atits fair value on acquisition date.

Monetary assels arising out of a contractual agreement, such as cash and receivatles, are initially measured at fair value on acquisition date.
Revenue is measured at the amount equal to the increase in net assels (i.e. the net effect).

The amount recognised as a fiabilly is the best estmate of the amount required to setfle the presant obligation at the reporting date.
Revenue from vat refunds is measured at gross amounis.

BORROWING COSTS

Borrowing costs that are direclly atiributable ¢ the asquisition, construction or production of qualifying assets are capitalised to the cost of that asset
unless it is inappropriate o do so. The municipailty ceases the capitalisation of borrowing costs when substantially all the activilies to prepare the
asset for its intended use or sale are complele. It is considered inappropriate to capilalise borrowing costs where the link between the funds
borrowed and the capilal asset acquired cannot be adaqualely established. Berrawing costs incurred other thar on qualifying assets are recognised
as an expense in surplus or deficit when ingurred,
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EMPLOYEES BENEFITS

SHORT-TERM EMPLOYEE BENEFITS

The cosl of shori-tam empipyee benefits, (those payable within 12 months after the senvice is rendered, such as paid vacation lzave and sick leave,
banuses. and nor-monetary benafits such as madica! care). are recogrised in the period in which the service is randsred,

The expected cost of compensated absences Is recognised as an expanse as the employees render senvices that increase lheir entitlement or, In
the case of non-accumulating absences, when the absence accurs.

The expected cost of bonus payments is recognised as an expense when there is a legal or constructive obligation to make such paymenis as a
result of pasl service or performance and the obiigalion can be estimated refiably.

Liabilities for short-term employee benefits that are unpaid at year-end are measwed at the undiscounted amount that the municipality expacts o
pay in exchange for that service and had accumulated at the reporting date.

PGST- EMPLOYMENT RENEFITS

DEFINED CONTRIBUTICN PLANS

A defined contribution plan is a plan under which the municipality pays fixed contributions inlo 4 separate entity. The municipality has no legaf or
constructive abligation ta pay further contributions if the fund does not hold sufficient assets to pay ak employees the benefits relaling to service in
the current ar prior periods.

The municipality's contributions to the defined conkribution funds are estabished in terms of the rules governing those plans. Contributions are
recognised in surplus or deficit in the period in which the service is rendered by the relevant employees, unless another standard requires or permits
the inclusion of the contribution in the cost of an assel. Prepaid contributions are recognised as an asset 1o the extent that a cash refund ar a
reduction in future payments is availabie.

The expactec cost of benus payments is recogrised as an expense when there is a legal or constructive abkgation to make such payments as a
resull of past service or performance and the cbigation can be estimated refiably.

Wheare contributions 10 a defined contribution plan do not fall due wholly wilthin twelve months after end of the period in which the employees render
the related service, they are discounted using a risk-free rate determined by reference to markel yields at the reperting date on governmant bonds,
or by reference to market yields on high quality corporate tonds. The municipality contributes to various national-and provinciat-adminislered defined
benefit plans on behalf of its qualfying employees. These funds are multi-employer plans and are accounted for as defined contribution plans as
there is no consistent and reliable basis available for aliocating the obligation, plan assets and cest to individual municipafities participating in the
plan. Tha contributions 1o fund obligations for the payment of retirement benefils are expensed in the vear it becomes payable. These mult-
employer plans are acluarially valued annually on a national-or provinciat levet using the projected unit credit methad. Delficits are recovered through
fump sum payments or increased future contributions on a proportional basis from all participating muricipatiies, Payments made to induslry-
managed {or state plans) retirement benefit schemes are dealt with as defined contribution plans where the municipality's obfigation under the
schemes is equivalent te those arising in a defined contribution retirement benefit plan.

DEFINED BENEFITS PLANS

A defined benefit plan is a post-employment benefit pfan other than a defined contribution plan. it defines an amount of benefit that an employee will
receive on retirement. The municipality’s net obligation in respect of defined benefit plans is cakulated separately for each plan by estimating the
amount of future benefits that employees have earned in return for their service in the current and prior periods, These benafils are discounted to
daterming s present value. The amount recegnised In the statement of financial position represents the present value of the defined benefit
obligation as adjusted fer vnrecognised actuarial gains and fosses and unrecognised pasl service casts, and reduced by the fair value of plan
assels.

The discount rate is the yield al the reporting date on AA creditrated bands that have maturity dates approximating ihe terms of the municipality’s
obligations and that are denominated in Lhe same currency in which the benefits are expected to be paid. The calculation is performed annually by a
qualified acluary using the projected unit credit method, When the calculation results in a benefit to the municipaily, the recognised assetis limiled to
the total of any unrecogrised past service costs and the present value of economic benefits available in the form of any future refunds from the plan
orf reductions in future contributions to the plan. in order to calculate the present value of economic benefits, consideration is given lo any minimum
funding requirements that apply to any plan in the municipality. An economic benrefitis available to the municipality if it is reafisable during the ffe of
the pian. or on setlizment of the plan Fablities,

The expected cost of bonus payments is recognised as an expense when there is a lega! or constructive abligation to make such payments as a
result of past service or perfarmance and the obligalion can be estimated reliably.

When it is virflually cerain that ancther party wili reimburse some or alt of the expenditure required to seltle a defined benefit obfigation, the right ta
reimbursement is recognised as a separate asset. The asset is measured at fair value. In all other respects, the asset is ireated in the same way as
plan assats, The expense relaling to a defined benefit plan is presented as the net of the amount recognised for a relmbursement.

When the benefits of a plan are improved, he portion of the increased benefit refating to past service by employees is recognised in surplus or
deficit on a straight-fine basis over the average period until the benefits become vested. To the extent that the benefits vest immediately, the expense
is recognised immeadiately in surplus or deficit,

The municipality immediately recognises all acluarial gains and losses arising from defined benefit plans directly In net assels.

OTHER LONG - TERM BENEFITS PLANS
Long service awards are provided to emploveas who achieve certain pre-determined milestones of service within the municipality,

‘The municipality's net obiigation in respect of long service awards is the ampunt of future benefit that employees have earned in return for their
service in the current and prior periods, The benefitis discounted 10 determine ts present value and the fair value of any related assels is deducted
to determine the zet obligalion,

The discount rate is the yield at the reporting dale on AA credit-rated bonds that have maturity dates approximating the terms of the municipafity's
obligations. The calculation is perfermed using the projected unit credit method. Any actuarial gains and lesses are recognised in surplus or daficitin
the period in which they arise,

TERMINATION BENEFITS

Termination benefils are recognised as an expense when the municipality is commilted demonsirably, without realistic possibility of withdrawal, 1o a
formal detailed plan to either terminate employment before the normat retirement date, or to provide termination benefits as a result of an offer made
to encourage voluntary redundancy. Terminaticn benefils for veluntary redundancies are recegnised as an expense if the municipality has made an
offer of voluntary redundancy, it is probable that the offer will be accepted, and the number of acceptances ¢an ba estimated reliably, If banefits are
payatle mare than 12 months after the reporting pericd, then they are discounted to their present value.

VALUE ADDED TAX [VAT)

The municipality accounts for VAT on the cash basis. The municlpality is fable to account for VAT at the standard rate (14%) in terms of section 7
{1} (a) of the VAT Act in respact of the supply of goods or services, except where ihe supplies are specifically zerc-ratec in terms of section 11,
exempted in tarms of section 12 of the VAT Act or is out of scope for VAT purpeses. The municipality accounts far VAT on @ monthly basis.

IMPAIRMENT OF ASSETS

Primary objective for cash generating assets is to generate a commercial retyrn and the primary objective for nen- cash generating assat is service
defivery, The municipality uses the following sels of questions as s critetia to distinguish betwen cash generating and non-cash generating assets:
{a} Was the asset acquired to generate a commercial return?

{b) Does Ihe asset oparate independently from other assets?

{c) Does the asset genarate cash flows independently from other assels?

If the answer is yes to af of these questions, then the muricipality accounts {or the asset as a cash generating asset. If the above criteriais not met,
the municipality accounts for the asset as non-cash generating asset.

The municipality assesses at each reponling date whether there is any Indication that an asset may be impaired, # any such indication exists, the
municlpality estimates the recoverabla service amount of the agset

Irrespectiva of whether there is any indication of impairment, the municipality also:
- tasts intangible assels with an indefinite useful life or intangible assets not yat availabla for use for impakrment annuafy by comparing its carrying
amount with its recoverable amount. This Impairment test is performed during the annual period and at the same tima every period.

it there Is any indication that an asset may be impaired, the recoverable service amount is estimated for the individual asset. if it is not possible o
estimate the recoverable service amount of the individual asset, the recoverable service amount of the cash-generating unit to which the asset
balongs is determined.

12



ILEMBE DiSTRICT MUNICIPALITY
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
As at 30 June 2018

The recoverabla service amount of an asset or a non - cash generaling dnitis the higher of its fair value jess eosts to sell and ils value in use. The
recoverable carrying amount is higher of its fair value less costto sell and its value inuse.

Value in use of a cash generaling asset is determined as the present vaiue of the estimated fulure cash flows expecled lo be derived from the
continuing use of an asset and from its disposal at the end of its useful life. Value inuse of a non cash generating assetis determined as the present
value of the asset's remaining service potential.

if the recoverable service amount of an asset is less than its carrying amount, the carrying amount of the asset is reduced 1o its recoverable service
amount, That reduction Is an impairmant loss.

Animpairment ioss of assets carried at cost less any accumulated deprecialion or amortisation is recognised immediately in surplus or deficit. Any
impairment loss of a revalued asset is reated as a revaluation degrease.

Arimpairment loss is recognised for cash-generating units if the recoverabla service amount of the unitis less than the carrying amount of the unit.
The impairmant foss is aliscated o reduce the carrying amount of the assets of the unit as follows:
- ta the assets of the unit, pro rata on the basis of the carrying amount of each asset in the unil,

The municipality assesses at each reporting date whether there is any indication that an imgairment loss recagnised in priar perods for assets may
o longer exist or may have decreased. If any such Indication exists, the recoverabie service amounts of those assets are estimated.

The increased carrying amount of an asset atfributable 1o a reversal of an impairment loss does not exceed the carrying amount that would have
been determined had ro impairment foss baen recognised for the asset in prior periods.

A reversal of an impairment loss of assels carried &t cost less accumulated depreciation or amartisation is recognised immedralely n surplus ar
deficit. Any reversat of animpairment loss of a revalued asset is freated as a revalyalion increase.
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TRADE AND OTHER RECEIVABLES FROM
2 EXCHANGE TRANSACTIONS

Trade receivables

As at 30 June 2018

Service debfors

Water ang Sewerage
Direct Payments
Total
Other Receivables
Umngeni water debtor
Accreed interest
llembe Enterprise
Ouistanding deposits
Sundry Debtors
Other debtors
RD Chegues
Sundry Debtors - F/W Expenditure
Acknowledgement of debt
Vat receivabie
Total other Receivables

VAT is payable on the receipts basis. VAT is paid over
to SARS only once payment is received from debtors,
Total Trade and other receivables

as at June 2017
Service debtors

Water and Sewerage
Direct Deposits
Total

Other receivables
Umngeni water debtar
Accrued interest

llembe Enterprise
Outstanding deposits
Sundry Debtors

Other debtors

RD Cheques

Sundry Debtors - FAW Expenditare
Acknowledgernent of debt
Vat receivable

Other receivables

Total Trade and other receivables

Summary of Debtors by Customer Classification

As at 30 June 2018

Current (0 - 30 days)

31 -60 Days

61~ 90 Cays

91-120 Days

121 - 365 Days

+ 365 Days

Sub-total

Less: Provision for doubtful debts

Total debtors by customer classification

at 30 June 2017

Current (0 — 30 days}

31 -60 Days

61-90 Days

91 - 120 Bays

121 - 365 Days

+ 365 Days

Sub-total

Less: Provision for doubtful debis

Total debtors by customer classification

Provision for

Gross Balances Bad debts Net Balance
R
273,350,840 486,482,910 86,907,930
(2,010,795) - (2,010,795}
271,380,045 186,482,910 84,897,135
749,373 - 749,373
2,073,133 - 2,073,133
10,536,906 - 10,536,906
4,752,609 - 4,752,609
76,804 76,304 -
18,188,825 76,804 18,112,020
289,568,870 186,559,714 103,009,156
229,180,297 144,325,200 84,855,008
(875,772} {875,772}
228,304,525 144,325,200 83,979,325
657,122 - 67,122
2 - 291
868,962 . 868,962
4,151,851 - 4,151,851
5,446,558 - 6,446,558
538,879 533,864 5,015
209,513 - 208,513
1,098,535 - 1.098,535
13,381,710 533,864 12,847,846
241,686,235 144, 559,064 96,827,171
Residential {ndustriatiCormm National and
ercial Provingial
Government
R R R
8,347,304 1.972,255 2,379,166
17,188,276 481,361 1,319,814
40,128,801 188,552 1,030,286
6,401,878 137,480 725,134
13,684,214 98,812 502,944
192,084,913 1,459,353 15,358,717
247,736,987 4,337,792 21,316,081 |
{186,482,910} - -
61,254,077 4,337,792 21,316,061
6,657,275 1,808,961 2,372,573
6,485,981 520,036 927,282
6,253,168 268,574 773,444
6,087,848 211,825 520,826
5,185,582 190,011 543,909
150,188,557 3,078,484 17,969,308
221,850,420 6,078,990 23,107,352
{144,325,200)
77,525,220 5,079,990 23,107,352 -
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Water and Sewerage: Ageing
Current {0 — 38 days)

31- 60 Days

61- 80 Days

91~ 120 Days

121 - 365 Days

+ 365 Days

Total

Reconciliation of the deubtful debt provision

Balance at beginning of the year

Contributions to provision

Bad debts recovered! Consumer Accounts Adjusiments
Doubtful debls wrilten off against provision

Waiver of Debt (Mandeni) applied against the provision
Balance at end of year

CASH AND CASH EQUIVALENTS

Cash and ¢ash equivalents consist of the following:
Pelly cash and cash on hand
Bank statement bafance

The Municipality has the following bank accounts: -

Water Bank Account

ABSA Bank Account - Durkan Branch

Accoun! Number 4057878321 - Current Account
Cash book balance at beginning of year

Cash book batance at end of year

Bank statement batance at beginning of year
Bank statement batance at end of year

Sajlaries Bank Account

First Nalional Bank - Durban Branch
Accoun! Number 62606302385 - Current Account

Cash book balance at beginning of year
Cash book balance at end of year

Bank statement balance at beginning of year
Bank statement balance at end of year

Main Bank Account

First Nafiorral Bank Account - Durban Branch
Account Number 50851211546 - Current Account
Cash book balance at beginning of year

Cash book balance at end of year

Bank statement balance at beginning of year
Bank statement balance at end of year
Revenue Bank Account

Firsl Nafional Bark - Durbar Branch
Account Number §2409366722  Current Account
Cash book balance at beginning of year

Cash bock balance at end of year

Bank slalement balance at beginning of year
Bank statement balance at end of year
Projects Bank Account

First Nalional Bank - Durban Branch
Account Number 620467158641 - Current Accound

Cash book balance at beginning of year
Cash book balance at end of year

Bank statement balance at beginning of year
Bank statement balance at end of year

Inter Bank Transfers

2018 2017
R R
12,699,325 10,839,809
18,990,450 7,933,300
11,347,639 7,296,186
7,264,472 6,820,599
14,185,970 6,919,511
208,502,984 189,370,883
273,390,840 229,180,297
144,859,084 132,337,373
41,676,124 40,241,279
3,039,733 (1,242,920
(3.015,207) (26,476,668)
186,569,714 142,859,064
44,000 44,000
70,659,174 5,722,622
70,703,174 5,766,622
24,088 (167 655)
24,088 24,088
856,768 665,025
1,963,162 856,768
{1,847 5676) 46,022
1,553,521 {1,847,676}
32,506 46,022
1,572,176 32,506
1,506,472 (851,487)
20,746,862 1,506,472
1,523,674 10,082
20,759,130 1,523,674
1,243,347 2,456,601
14,966,407 1,243,347
414,843 912,060
12,963,561 414,843
o1 212,664
70,437 a1
51 34,002,174
95,908 51
- 881,679
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2018 2017

Investment Current Account
ABSA Bank Account - Durban Branch
Account Number 9114541258 : Cafl Account

Bank statement balance at the begining of the year 1134 1180
Bank statement balance at the end of the year 831 1134

Investment Current Account
FNE Bank Call Account -
Business Nsid ; Call account

Bank statement balance at the begining of the year -
Bank statement balance at the end of the year 6 362 957 -

Investment Current Account
ABSA Bank Account - Durban Branch
Account Number 3095950633 : Call Account

Bank statement balance at (he begining of the year . 26
Bank statement balance at the end of the year - -

Investment Current Account
FNB Call Account -
Account Number 61085067093 - Call Account

Bank statement balance at the begining of the year - -
Bank statement balance at the end of the year 9 996 661 -

Investment Current Account
First National Bank Account - Durban Branch
Accounf Number 61085067093 ; Call Account

Bank statement batance at ihe begining of the year - 19
Bank slalement batance at the end of the year - -

Investment Current Account
First National Bank Account - Durban Branch
Aceount Number 62758088746 ; Call Accounf

Bank statement balance at the begining of the year -
Bank statement balance at the end of the year 14 857 081 -

Investment Current Account

First Nalional Bank Account - Durban Branch

Specify  (INVESTEC BANK (1100435877457)).Call
Accoun!

Bank stalement balance at the begining of the year -
Bank stalement balance at the end of the year 978 285 -

fnvestment Current Account
First Nalional Bank
Account Number 62313562309 : Call Account

Bank statement balance at the begining of the year 2011967 E
Bank statement balance at the end of the year 1108 822 2011 967

Invastment Current Account
First Mational Bank Account - Durban Branch
Account Number 62128309937 : Caif Account

Bank statement baiance al he begining of the year - -
Bank statement balance al ihe end of the year - .

Investment Current Account
Standard Bank Account - Durban Branch
Account Number 293302 : Calf Account

Bank statement balance at the begining of the year - -
Bank stalement batance at the end of the year B .

Investment Current Account
Investec Bank Account - Durban Branch
Account Number 50003100564 : Call Ascount

Bank statemenl balance at the begining of the year - -
Bank sfatement balance at the end of the year - -
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ILEMBE DISTRICT MUNICIPALITY
NOTES TQ THE FINANCIAL STATEMENTS
As at 30 June 2018

2018 2017
R R
Investment Current Account
Rand Merchant Bank Account
Account Number XS021800668 : Call Account
Bank statement balance at the begining of the year - 235 700
Bank statement balance at the end of the year - -
Petty cash and cash on hand 44,000 44,000
Total investments 33,305,238 2,013,102
Bank Statement Balance 37,353,937 2,827,841
Cash book balance at beginning of year 1,852,001 1,689,146
Cashbook balance at year end 37,405,315 1,852,061
4 TRADE AND OTHER RECEIVABLES FROM NON-EXCHANGE TRANSACTIONS
Department of Water & Sanitalion {WSIG) 2,975,265 -
Department of Cooperative Governance & Traditional Affairs (MIG) 33,187,109 -
Department of Water Affairs (RBIGLTBWSS) - 27,423,456
Total Other Debtors 36,172,374 27,423,456
5 OTHER NON-CURRENT FINANCIAL ASSETS
Invesiments in municipal entity - Enterprise lembe Development Agency 100 100
6 INVENTORIES
Opening batance of inventories: 13,020,058 10,609,260
Consumable stores - at Net Replacement Cost 12,109,477 10,148,268
Water 910,581 460,993
Movements: {5,102,749) 2410,797
Consumable stores {5,338,285) 1,881,208
Waler 235,537 448,588
Closing balance of inventories: 7,917,309 13,020,058
Consumable stores 8,771,181 12,109,477
Water 1,146,118 910,581
7 NON-CURRENT RECEIVABLES
Staff Deblors 1,164 257,126
Councitlor A Baardman Salary Overpayment 362,102 -
Less: Provision for bad debts - {236,494)
Total 453,265 20,632
These loans were as a resull of bursaries granled to
certain staff members as part of a bursary scheme
approved by council in previous financial years.
8 INVESTMENTS
Financial Instruments
ABSA zera coupon investment 27,286,429 25,809,873

This investment has been ceded as securify against the
long term loan from ABSA disclosed in Note 15
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ILEMBE DISTRICT MUNICIPALITY

NOTES TO THE FINANCIAL STATEMENTS

As at 30 June 2018

11 HERITAGE ASSETS

11.1 Reconciliation of carrying value

As at 1 July 2017
Cost
Accumulated impairment losses

As at 30 June 2018
Cost
Accumulated impairment losses

11.2 Reconciliation of carrying value

as at July 2016
Cost
Accumulated impairment losses

as at June 2017
Cost
Accumulated impairment losses

Moveable Objects Total
R
205,578 205,578
205,578 205,578
205,578 205,578
205,578 205,578
Moveable Objects Total
R R
205,578 205,578
205,578 205,578
205,578 205,578
205,578 205,578
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ILEMBE DISTRICT MUNICIPALITY
NOTES TO THE FINANCIAL STATEMENTS
As at 30 June 2018

INTANGIBLE ASSETS

Reconciliatlon of carrying valug

As at 1 July 20%7

Cost

Prior year errar {Cost)

Prior year ercor {Amortization)

Accumulated amortisation and impairment Iosses

Acquisitions
Other Movements
Amartisation

As at 30 June 2018
Cost
Agcumutated amartisation and impairment losses

Reconciliation of carrying value

As at 1 Juty 2016

Cost

Prior year error {Cost)

Prior year error {Amortization)

Accumulated amertisation and impalrment iosses

Acquisitions
Other Movementis
Amartisation

As at 30 June 2017
Cost
Accumulated amorlisation and impairment iosses

Computer Software Total
Licenses
R R
3,157,152 2,167,932 5,325,084
6,575,760 7,820,079 14,395,839
(3.418,608) (6,652,148) {8.070,755)
195,800 196,800
{741,559) - (741,559)
{622.286) - (822,286)
1,990,108 2,167,932 4,158,039
6.031.002 7.820.07¢ 13,851,081
(4.040.893) (5,652,148}  {8.693.041)
Computer Sofiware ‘Total
Licenses
R R R
3,395,914 2,167,932 5,532,581
4,852,360 7.820079 12672439
161,000 - 161,000
31.267 .

{1.648,712} {5,652,148)  (7.300.860)
1,884,400 1,864,400
{1,801.162) - {1,801.362)
3,157,152 2,167,932 5.325.084
8,575.76¢ 7.820,079 14,395,838
(3.418,608) (5.652,148)  (8,070,755)
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ILEMBE DISTRICT MUNICIPALITY
NOTES TO THE FINANCIAL STATEMENTS
As at 30 June 2018

DM DM
2018 17
R R
3 TRADE AND OTHER PAYABLES FROM EXCHANGE TRANSACTIONS

Trade creditors 86,118,131 121,983,728
Lonsumer deblors with credit balances 7,504,561 8,307,754
Ilembe Enterprise 646,698 -
Staff laave accrial 13,630,688 11,681,239
Outstanding Payments. 54,980 1,894,790
RO Chegques 42150 42,150
Other crediters 75,310,822 70,492,892
13th Cheque 5,251,958 5508732
Consumer water depasits 5,249,743 5,387,773
Vat payable 1987411
Tatal creditors 157,847,122 234,300,687

The fair value of trade and other payables approximales their carrying amounts.

VAT is payable on the receipts basis. VAT is paid over to SARS only once payment is received from debtors.
14 TRADE AND OTHER PAYABLES FROM NOR-EXCHANGE TRANSACTIONS

Unspent Conditional Grants and Recelpts

Provincial Township Establishment 1,200,000 862,942
RBIG 14,579,853 -
Energy Efficiency and Demand-Side - .
Tatal Unspent Conditional Grants and Receipts 15,779,853 962,943

Non«current unspent conditional grants and receipts
Current portion of unspent conditional granis and receipts 15,860,403 962,842

See Naote 21 for reconciiation of grants and receipts. These amounts are invested in fing-fenced investment unt) utiised.

15 BORROWINGS

Development Bank of South Africa 49,196.015 52,281,994
ABSA 30.00G.000 31.566.863

79,198,015 84,848,857
Less : Curren$ portion transferred to current liabilities 24110760 54755561
Development Bank of South Africa 2,110,760 3,906,688
ABSA 1,566,863
Non current portion of borrowings 77,085,254 79,373,305

Development Bank of South Africa

Bear interest at rales batween 9.02% and 11.04% per annum and are repayable every six months with the last repayment duge
on 30 September 2025,

ABSA Loan
Bears interest at 10.8% per annum, interest is paid quarterly and the loan is repayable in 2025.

Refer to Appendix A for more detail on borrowings.

16 FINANCE LEASE LIABILITY
Present value

As at 30 June 2018 Minimum lease Future finance of méininwm

payment charges lease payments
Amuounts payable under finance lcases R R R

Within one year 1.910,578 957,113 952,465
Within two to five years 2,394,606 492,359 1,902,247
4,305,183 1,449,472 2855712
Less: Ameunt due for settlement within 12 months (current partion} 953,455
1,802,247

The leases are for 2 variety of motor vehicles and computers equipment thal are utilised in the course of performing the
Municipalty's powers and functions,

Molor vehicle leases are for three years, The interest rales vary between 9.0% and 15.5%6. The termination dates vary
petaaen Novernber 2015 and Jung September 2017, The ieases are repaid monthly and inctude maintenance and make
provigsion for the payment of excess distance travelled where applicable. Atthe termination of the leases the vehicles revert to
the lessar.

Computer equipment leases are for three years. The interest rale charged is nked 1o the prime rate. The termination dates
vary between June 2014 and May 2017. The leases are repaid monthly and incfude maintenance and Insurance. Al termination
of the leases the computer equipment revert to the lessor.

Prasent value

as at 30 June 2017 Minimumlease Fulure finance of minimum
paymant charges lease payments

Amounts payable ender finance leases R R R

Within one year 14,236,286 112,067 14,124 319

Within two to five years - -
14,236,286 112,067 44,124,319

Less: Amount due for seliement within 12 months {current pertion) 44,124,349

The leases are for a variety of moter vehicies that are utilised in the course of performing the Municipality's powers and
functions. The leases are for five years and 240 000 kilemetres. The interest rales vary between 9.0% and 15,5%, The
termination dates vary beteeen November 2013 and November 2015. The leases are repaid monthly and include maintenance
and meke provision for the payment of excess distance travelled where applicable, At the termination of the leases the vehicles
revert to the lassar.
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ILEMBE DISTRICT MUNICIPALITY
NOTES TO THE FINANCIAL STATEMENTS
As at30 June 2018

17 SERVICE CHARGES

20

2

iy

24

=

212

21.3

214

215

Sale of water

Sewerage and sanitation charges
Revenue Forgone

Total Service Charges

Sale of water Is broken down into prepaid sales and conventional meters water sales.

17.1 Sale of Water
Prepaid water sales
LConventional melers water sales

Revenue Forgone
Total Waler Sales

RENTAL OF FACILITIES AND EQUIPMENT

iLembe Auditorium
Rental of facifities
Total rentals

INTEREST EARNED - BANK BALANCES
Bank

INTEREST EARNED - QUTSTANDING RECEIVABLES
Interest on debtors

GGVERNMENT GRANTS AND SUBSIDIES

Equitable share

Municipalinfrastructure Grant

Other Government Grants and Subsidies
Total Government Grant and Subsidies

Equitable Share

Balance unspent at beginning of year
Current year receipts
Conditions met - transferred to revenue

Municipal Infrastructure Grant

Balance unspent at beginning of year
Lurrent year receipts

Conditions met - transferred o revenue
Adwuistments and Transfers

Conditions met - balance remain in transfer payments debtors {see note 4)

Adjustments and transfers relate o amounts disclosed on note 31 a5 a correction of prigr year overstatement

Other Grants

Balance unspent at beginning of year
Current year receipls

Conditions met - transferred to revenue
Adiustments and Transfers

Conditions still to be met - remain liabilities {see note 14)

WATER SERVICE OPERATING GRANT

Balance unspent at beginnlng of year
Current year receipts

Conditions met - transferred lo revenue
Adjustments and Transfers

Conditicns met - balance remaln In transfer payments debtors {see note 4}
Adjustments and ransfers refate to amounts disclosed on note 31 as a correction of prior year overstatement

REGIONAL BULK INFRASTRUCTURE GRANT - LTBWSS

Satance unspent at baginning of year
Current year receipls

Conditions met - transferred to revenue
Adustments and Transfers

Conditions still to be met « remain liabilities (sec note i4)

Adustments and transfers reiate o amounts disclosed on note 31 as a correction of prior year overstatemant

DM (1371
2018 2017
R R

94,899,255 92,542,733
36.189,103 66,446,025
(837.043) {20.545.914)
130,254,315 138,442,843
42 347 451 25,327,943
52.551.804 57,214,750
94,899,255 92,542,733

{837.043) (294,564}
94,062,212 92,248,169
9676 13,244

9,676 13,244
8,086,492 2,854,791
5,452,338 18,897,572
419,156,121 373,891,000
208.967.061 186,984.000
171,732,524 201,656,580
799,855,706 762,531,550
419,156,121 373,891,000

419,156,121} (373.891.000)
[ -

2 {60,856,819)
180,015,509 166,384,000
(213213617} (186,984,000}
60,856,819

{33,197,108) 0
0 300,000

- {300,000

{6) (0}

{0} 2,915,980
58,571,827 -

{61,547,002) (2,850,182)

(65.7961

(2,975,266} 3]

{27,423.456) (56,722,601}
145,000,000 127,452,160

(102,996.691)  (125.517.456)
- 25,468,751

14,579,353 27,423,456
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ILEMBE DISTRICT MUNIGIPALITY
NOTES TO THE FINANGCEAL STATEMENTS
As at 30 June 2618

DM DM
2048 2017
R R

RURAL TRANSPORT SERVICE
Balance unspent at beginning of year {0 104,891
Current ygar raceipls - 2,174,000
Condiians met - iransferred to revenuve {2,049,594)
Adustments and Transfers {229,298)
Condilions stilt to be met - remaln liabilities (see note 14} - (0)
Adiustments and fransfars relate to amounts disclosed on note 31 as a correction of prior year overstatement
TOWN PLANNING GRANT
Balance unspent at beginning of year - -
Current year receipls 300,000 -
Condilions met! - transferred to revenue (300,000) -
Adjustmenls and Transfers
Conditions met - -
MUNICIPAL WATER INFRASTRUCTURE GRANT
Balance unspent at beginning of year {0} {20,762.381)
Current year receipls - 62,500,000
Conditions met - transferred {o revenue - {58,800,000)
Adustments and Transters - 15.762.381
Conditiens met - balance remain in transfer payments debtors (see note 4} {0} (0]
Adustmenls and fransfers relate to amounts disclosed on note 31 as a correction of priar year overstatement
PROVINGIAL TOWNSHIP ESTABLISHMENT
Balance unspent at beglaning of year [ 1,766,610

LCurrent year receipts -
Conditions met - ransferred to revenue -
Adustments and Transfers

Conditions stilt to be met - rernain liabilities {see note 14} !

(1.166.610)
3

Adjustments and transfers relate to amounts disclosed on note 31 as a correction of prior year overstatemant

ENERGY EFFICIENCY AND DEMAND-SIDE

Balance unspent at beginning of year .
Current year receipts 6,000,000
Canditions met - ransferred to revenue {6.000,000}
Adsstments and Transfers -

Conditions still to be met - remalin Habitities (see note 14) -

Adjusiments and transfers relate to amount declared as vat cuiput
FINANCIAL MANAGEMENT GRANT

Batance unspent at beginning of year -
Current year receipts 1,250,000

1,260,000
Conditions met - transferred to revenue {1,250,600}) (1,250,000}
Adjustments and Transfers - -
Cenditions met n -
Adjustment for non vatable items
EXPANDED PUBLIC WORKS PROGRAMME
Balance unspent at beginning of year ¢ ]
Current year receipts 5,000,000 4.650,000
Conditions met « ransferred lo revenue (1,000,000} (4,860,000}
Adustments and Transfers - -
Conditlons met .00 0
MUNICIPAL SYSTEMS IMPROVEMENT GRANT
Bzlance unspent at baginning of year - -
Current year receipls - -
Conditiens met - Iransferred to revenue - -
Adustmenls and Transfers - -
Conditions stil] to be met - remaln iishilities (see note 14) - -
NDWEDWE TOWN DEVELGPMENT
Balance unspent at beginning of year {962.942) {6.613,633)
Current year receipls - 10.316.737
Conditions me! - transferred to revenue - (3,534,155}
Adusiments and Transfers {237.058) (1,431,691}
Cenditions stilf to be met - remain labilities (see note 14) -1,200,000 (962,942)

Conditions sti to be mat - remain fabliites {see note 14)
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ILEMBE DISTRICT MUNICIPALITY

HOTES TO THE FINANCIAL STATEMENTS

As at 30 June 2018

1a]'} DM
2018 2017
R R
21.15 DROUGHT RELIEF GRANT - NATIONAL DISASTER MANAGEMENT GRANT (COGTA/NDMC)
Balance unspent at beginning of year o] 0
Currenl year receipls
Conditions met - transferred to revenuve - -
Adiusiments and Transfers
Gonditions met ] 0
21,16 DROUGHT RELIEF GRANT - NATIONAL DISASTER MANAGEMENT GRANT (BWS)
Balance unspent at begineing of year {0) {1.849.693)
Current year receipls - -
Conditions met - ransfetred to revenue - -
Adiustments and Transfers 1.849.653
Conditions met - balance remain in transfer payments debtors (see note 4) {0) ()
Adustments and transfers relate to amounts disclosed o note 31 as a correction of prior year overstatement
QOTHER INCOME, PUBLIC CONTRIBUTIONS AND DONATIONS
Qtherincome
Tender Documents 460,192 123,653
Clearance certificates 1,312,108 1,084,305
Siza Water Cancession 2,140,643 2027687
Shared Service 4,066,152 2,314,913
Enterprise llambe 696,893 877,983
LG Seta Income - 181,465
COther ingome 246.499 1.048.773
8,922,486 7,465,779
Public contributiens and denations
Gain on sale of assels 340819 4,305
Loss on sale of assels - {24,658}
Tatal public contzibutions and donations 340@3 !20.314;
Fines and Penalties
ltzgal Connections. 86,551 -
Water Tampering 202,259 -
Atmospheric Enission 77,800 -
Dis¢onnections 13,828 -
380,438 -
EMPLOYEE RELATED COSTS
Employee refated costs - Salaries and Wages 120,036,226 118,035,466
Employee related costs - Contributions for UIF, penslons and medica! aids 27,008,458 24,873,824
Travel, motor car, accommodation, subsistence and other allowances 5.508.417 7.067.922
Housing benefils and allowances 552,712 1,440,063
QOveriime paymants 6,085,370 5,844,659
Performance and other bonuses 9,109,580 9.201,004
Long-service awards 734,000 1.569,706
Other employee related costs 17.371.629 4.951.231
Employee Related Costs 186,408,291 173,684,174
There were no advances o employees.
Remuneration of the Municipat Manager
Annual Remuneralion 113,533 1.102.424
Travel, motor ¢ar, accommodalion, subsistence 14,763 143,054
Contributions o UIF. Medical and Pension Funds and olher aiowances 297 1.785
13th Cheque Provision 8,279 85,585
Peformance Bonus 120,454 379585
Tatal 257,346 1,380,842
The position of & municipal manager is vacant
Remuneration of the Chief Financial Dificer
Annual Remuneration 608577 421,610
Travel, motor car, accommaodation, subsistence 54,000 92,417
Contributions to UIF, Medical and Pension Funds and other allowances 1,338 Bg2
Pefarmance Bonus - 11.6825
Total 564,916 525,944
Technica$ Corporate Corporate
Remuneration of Individual Executive Directors Services Services Gaovernance
R R R
As at 30 June 2018
Annual Remuneration 1171721 897.558 210693
Travel, motor car, accommodation, subsistence and oliver allowances - 283,373 10.500
Contrigutions to LIF, Medical and Pension Funds 1636 85,417 446
Performance Bonus 12,782 36.964 27,900
Total 1,986,135 1,303,343 319,539
R R R
June 2017
Annual Remuneration 1.205.868 815,169 1,164,527
Travel, motor car, accommodaticn, subsistence and clher aliowances - 269,87% -
Contribulions to UIF, Medical and Pension Funds 1,785 81,284 1.785
Performance Bonus 11.378 21972 76.903
Total 1,219,049 §,188,284 1,243,215
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ILEMBE DISTRICT MUNICIPALITY
NOTES TO THE FINANCIAL STATEMENTS

As al 30 Jupe 2018
IDM DM
2048 2017
R R
24 REMUNERATION OF COUNCILLORS

Mayor 1.008.808 967,200
Ceputy Mayar §15.208 736,597
Speaker §15.208 702,624
Executive Committee Members 2.082.183 1,185,653
Counciliors' Allewances 3.474,525 4,339,016
Councillors” pension and medical aid contributions 206.764 149.555
Total Councillors' Remuneration 8,405,692 3,020,646

in-kind Benefits

The iayor, Deputy Mayer, Speaker and Executive Commiltee Members are ful-time. Each is provided with an office and
secratarial support at the cost of the Council.

The Mayer, Deputy Mayar and Speaker has use of the Council ownad vehicla for official duties. The Mayor has 4 ful-time
Protectors,

25 DEPRECIATION, IMPAIRMENT AND AMORTISATION EXPENSE

Depreciation 80,148,190 79,492,402
impairment of Assels/Reversal (116,682} 5.685.885
Intangible assets Amoriisation 1.758.083 1,801,162
Total Depreciation, Impairment and Amartisation 81,789,590 47,979,450

26 FINANCE COBTS

Borrowings 7.562,957 2034451
Leases 2.182.764 7,842,313
Total Finance Costs 9,748,722 9,976,764

27 BULK PURCHASES

Water 86,505,612 75,803,000
‘Totat Bulk Purchases 86,505,612 75,803,000

28 CONTRACTED SERVICES

Contracted services for:

Plant Hire 25,788,228 17.85%.331
Security 21,805,090 16.607.72%
Salga games - 14200123
Rentat of Smart Boxes - 220,406
SAGE ViP LICENSE SLA 113,333

Software Licences 118,153

Wireless Network 39,222

ICT Disaster Discovery 245014

Meter reading contractors - .
Fax & Copler rentals 2,807,022 1,989,449
VAP Tailets Expenditure (MIG Cperational) 28,532283 7,362,708
Rural Roads Assels Systems Management Grant (RRAMS) Expenditure 1,878,006 1,767,809
Rental of Buildings 158,881 €1,705
Vehicle Hire 177,391 427,300
Insurance 2,200,345 1,380,283
Security 1,000,432

Repairs and Maintenance Contracted 41.688.691 31.042.331

132,725421 43,189,144
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ILEMBE DISTRICT MUNICIPALITY
MOTES TO THE FINANCIAL STATEMENTS
As at 30 June 2013

20 GENERAL EXPENSES

Included in general expanses are the following:-
Advertising

Audil fees

Bank charges

Cieaning

Entertainment

Fuel and oif

Insurance

Legal expenses

Licence fees - vehicles

hembarship fees

Postage

Printing and staticnery

Professionat fees

Disaster Management

ICP & Planning

Properiy rates

Commission: Agency

$Special Projects - Youth, Gender, HIV

Sports Development

Telephone cost

Training

Travel ang subsistence

Uniterms & overalls

Water and Sanitation - Siza Water Concession area
Expenditure: QOparational Cost: Indigent Relief
Electricity & Water

Local Economic Development Projects
Consumables (Repairs and Maintenanga)}
Shared Services

Public Participation

Slza Walter consession contract monitering fee

23

3

-

a

Qlher

Repairs and Maintenance

Repairs and Maintenance is made up of the following;

General Expanditure (Inventory Consumed)
Contracted Services
Total Expenditure on Repairs and Maintenance

CORRECTION OF PRIOR YEAR ERRCRS AND CHANGE IN ACCOUNTING POLICY

Property, pfant and equipment

Changa it the remaining useful life of assets thal does nol mest the
raquiramants of a change in estimate

Ve poar oo

depreciafion

FASUS DA NG A et

life

Prior year error

Trade and other Receivables from exchange transactions
VAT not claimad when payment was made

Prior year transactions relaling 1o sundry deblors

GRAFP 104 Adjusiment

AFS liability adjusiment
Qther deblors mainly refates fo enterprise flambe balances alignment with
10M and staff recoveries

Trade and ather receivables from non exchange transactions

Restatament of grani dablors thal ware overslatad in 2016
Restalemnen! of gran balance

Correction of averpayment of Counciftar
Stock Adjustmenis - Reversal of NRV for the prior year
Trade and other Payables

Other

Expendilure provided for in the prior financial years which has nol be paid lo
dafe due lo various reasons

Writeback of residual on

finance leases

Recovary of study loan

fees

Recovery of cost

umngeni

Reversal of prior year accruals

Moines deposited 1o the main bank account in prior year wiich have not
been afiocaled {o date

Corraclion of prior year irade creditors

Re-inslament of DBSA loan balances al year and

DM DM
2018 2017
R R
1,163,618 1.038.223
2,666,537 2,216,276
430,291 232,152
883,712 892,343
208,745 237,852
13,004,083 13,601,498
130,545 -
1,432,573 224,875
134,023 59,060
2,100,318 2,016,292
1,404,764 1,767,664
108,518 62478
1,634,848 2,604,539
447,038 652,085
- 48,786
526,087 371,008
. 1,556,621
246.224 373,149
224,335
123,267 1,594,811
- 2,453,437
696,686 101,513
153,130 2,384,654
1,365,016 2,159,183
2,465,143
28,800,008 25,069,400
24,888,482 21,488,383
15,690,928 31,958,042
483,804 2,600,532
516,161
174,000 752,700
11.465.124 4.504.120
112,928.413 120,962,391
15,690,928
41,698,681
57,389,619 N
(129,733)
(5.433,370) (3.635,724)
7.467.183
8,788,245
86,443
66,045 (25,550)
{2.396,830)
{1.907,154)
(108,504,244)
19,800,607
249,788 -
- 1,274,587
563.186
13,426,848 -
66,623
111,985
(2,232,253} 16,138,446
2177011
. 5.161,820
(3.711.083)
(3.093)
38,004,734 {90,604,718)

36



M4

M.z

H

ILEMBE DISTRICT MURICIPALITY
NOTES TO THE FINANCIAL STATEMENTS

As at 30 June 2018
DM DM
2018 2017
R R
PRIOR YEAR ADJUTSMENTS
Trade and other Recelvables from exchange transactions
Consumer Debters adjustment as a result of clearing unatiocated deposils (687.256)
- {687,256)

RECLASSIFICATIONS

The calegary of heritage assets has been reclassified from property, plant anc equipment and presented separately on the

staternent of financial position and note In the annual financiat statements,

Payables
nterbank transfers has been reclassified from cash and cash at bank to payables under current labilities

Other Income
Fires and penalties have been reclassified as Fine and penaties from other income under other incoma ,

‘Water tampering kwadukuza 202,258
Fines ilegal connections 86.551
Atmospheric emission lic fee 77,800
Waler disconnection mandeni 13,828

Service Charges
Private developar Kwabukuza has been raclassified from other revenue to service
charges in the statement of performance 2,574,022

Repairs and Matenance
COther repairs from Repairs and Maintenance have been reclassified to consumable 156690,928
invertory in general expenses

Contracted Services
Expenditure reclassitied from Grant Expenditure to Contracted Services in statement of financial parformance

Auralroad asset management system 1.978,008
Hdwaedwe vip toilats wsig funded -
Maphumulo afea vip toilets 8,013,980
Mandeni area vip toilets 9,584,304
Ndwedwe ares vip toilats $0.923.989

CASH GENERATED BY OPERATIONS

SurplusH{ deficit) for the year 302432665 330,506.894
Adjustment for-

Deprectation and amortisalicn 81,789,580 87,979,450
Transfers to / from accumulated surplus/{deficit) 830,700 -
Forex gainf{loss) - 20.314
Loss on disposal of PPE 340,819 (78,248)
Contribution o provisions - non-current 41,676,124 40,241,279
Contribution to provisions - current 1,866,930 1,295.416
Firance cosis 9,745,722 9,576,764
Prior Year Adjustments 38,004,734 (90,604,710}
Investment Income {8,086,492) (2,854,791
Bad debts written off {3.615.207) {26.476.668)
QOperating surplus before working capital changes: 465,585,585 350,006,199
Increasef (dacrease) ininventories 5,102,749 {2,410,797)
IncreaseXdecrease) in trade receivables (6.181,988) 6,620,063
(Increase)/decrease in other receivables. (8.748,918) 118,581,881
Increase in conditiora! grants and receipls 14,816,910 (3,524,540)
(D ) in trate payabi (36,452,935) {110,672,641)
Other assets (Bag debts recovered) - -
Other liabifity - -
Cash generated byf{utilised in} operations 434,121,406 362,600,164
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ILEMSE DISTRICT MUNICIPALITY
NOTES TQ THE FINANCIAL STATEMENTS
As at 30 June 2018

IDM [J2).}
2048 2017
R R
32 CASH AND CASH EQUIVALENTS AT THE END OF THE YEAR
Cash and cash equivalents included in the cash flow statement comprise the fellowing:
Bank balances and cash 70.703.174 5.766.622
Net cosh and cash equivalents (net of bank overdrafts) 70,703,174 5,766,622
UNAUTHORISED,
IRREGULAR, FRUSTLESS AND
33 WASTEFUL EXPENDITURE
33.1 Unauthorised expenditure
Reconcifiation of unauthorised expenditure
Opening balance 22.845.846 -
Unauthorised expenditure currenl year 22,845,946
Certified as rrecoverable and written off by council in ferms of MFMA section 32 (B.095.138) -
14,746,608 22,845,946
Incident
This expenditure relates to the implementation of Lower Thukela Bulk Water Supply
Scheme (LTBWSS) which is funded through the RBIG from the Department of Water
ang Sanitation. The initial afiacation for the financial year was R156mil and was later
cut back to R140mil, The cut back was factoredin the atjustment budget. howaver at
the time the cut back was implemented commilments in terms of expenditure were
already made {on the: basis of R156mil) and thereby making it not easy to cut down on
certain projects wilhin the LYBWSS.
Action taken
Council has considered and noted items of unauthorised expendture and has
referred them to MPAC for further seruitiny. Any further action wil be taken upon
MFAC's recommendalion to Council.
33.2 Fruitiess and wasteful expenditura
Reconcifialion of fruitless and wasteful expenditure
Opening balance 523,114
Fruitless and wasleful expenditure current year 76,804 523,114
32/Recovared from responsible officials {750}
Certified as irrgcoverable and written off by Councilin terms of MFMA section
(622.364) -
76,804 523,114
Incident
Interest payment arising out of a dispute with Sappt over an old debt entailing arrear
aceounts that had not been billed by Sappi between February 2012 and May 2014,
Interest levied by SEMBCORP siza water on late payment cf invoices in respect of
free basic services, the datay in payment of these involces was due to a long standing
dispute on the methed of bifing for free basic services.
Interest levied by KwaDukuza Local Municipality an late payment of electricity
accounts.
Action taken
The municipality is in the process of implamenting measures that are afmed at tuming
around the current status of municipal finances. The primary objective is 1o ensure
financial sustainability and heathy liquidity of the munigipatity,
Council has considered and neted itlems of fruiess and wastefut expendture and has
referred them to MPAC for further scruitiny. Any further action wili be taken upon
MPAC's recommendation to Council.
33.3 lrregular expenditure
Recaonciliation of irregular expenditure
Opening balance 8,523,373
irregular expenditure current year 41,352,892 8,523,373
Certified by council as irrecoverable and written off in terms of MFMA section 32 {142,113) -
Irregular expenditure awailing consideration 49,733,552 8,523,373
Incident
This relates to expanditure incurred on i5idingo security servicas. the contract expired
in july 2616 after which contract extensions were applied until the alliowed period of 6
months was exhausted. the municipality has since embarked on procurement
processes and these are now at bid evaluation stage.
33.4 Deviations
Deviations were approved in terms of regulation 36 of the Supply Chain Management Poficy:
Total value 8,704 454 12,676,551
8,704,454 12,579,551
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ILEMBE DISTRICT MUNICIPALITY
NOTES TO THE FINANCEAL STATEMENTS
As at 30 June 2018

DM DM
2018 2017
R R

ADDITIONAL DISCLOSURES
IN TERMS OF MUNICIPAL
FINANCE MANAGEMENT ACT
Contsibutions to organised iocal government
{Opening balance 366,198 370,141
Council subseriptions. 1,845,687 1,845,687
Amount paid - current (1.845.687) (1.949.6G0)
Adjustment (366,198)
Balance unpald {included in payables) - 366,138
Audit fees
Current year audit fee 2,666,537 2,216.276
Amount paid - current year (2,666,537} (2.216,276)
Balance unpaid {Included in payables) - -
VAT

VAT input receivables and VAT output payables are shown in note 13, Al VAT returns have been submitted by the due dale
{hroughout the year.

PAYE and UIF

Opening balance 4,538,289 2,225,007
Current year payrofl deductions 25,932,287 26,765,008
Amount paid - current year {27,492,780) (22,225,719)
Amogunt paid « previous years (4.35%.28%) (2,225.007)
Balance unpaid (included in payables) 2,619,507 4,539,289

The balance represenis PAYE and UIF deducted in June 2018 payroll. This amount was patdin July 2018,

Pension and Medicat Ald Deductions

Qpening balance 3672.283 3,147,774
Current year payroll daductions and Council Contributions 42,300,557 42 458,129
Amount paid - curtent year {38.829,736} {38.785.856)
Amount paid - previous years (3,672,283} (3.147.774)
Balance unpaid {included in payables} 3,479,821 3,572,283

The balance represents Pension & Medical aid deducted in June 2018 payroll. These amounts were paid in July 2018 except
for RA which was paid in the month of deduction whichis June 2018,

Councillor's arrear consumer accounts

VanWhye GJ 142

Councilior R Singh - 19,030
Counciflor MD Mpolu - 2.027
Total Councillor Arrear Consumer Accounts - 142 21,057

Material iosses

Assetimpairment {losses)f

Reversal 116,682 (6.685,885)
The current year impairment is a result of ageing infrastructure.

Dabt impalrmant {losses) (3,015,207) {26.476.,658)
Although the revenue collection has slightly improved compared to the prior year,

coungil has incurred material debt impairment losses wiitten off against the provision

far bad debls, This is mainly as a result of restricted inactive accounts that are

accummulating interest vith no coresponding payments, pensioner ascounts and

deceased consumer accounts that are accumulating interest. This write-off has

resuited in & decrease in consumer deblors and provision for bad debls,

Percentage
Distribution Lesses distribution
Units lost {kilolitres)
liegal connections and other 25% 2484472 5,913,722
Wain leaks 53% 5,225,779 3,592,437
Resevoir overflows 0% 37.327 25,660
Senvice connaction leaks 22% 2.202.293 1.513.956
Units lost {kilolires) 100% 9,949,871 11,045,775
Units lost {sales price per idlolitre - rands} 83,380,505 97,438,986
Units lost (purchase price per kilolire - rands} 40,482,580 39,631,730
Units lost (percentage} 46.80% 52.28%

The distribution losses are mainly due to iflegal connections, maln leaks (ageing infrastructure), resevoir overflows and service
connection leaks, A five year stralegic master pian for the reduction of non revenue waler has beenr adopted by the municipality
ta address this preblem,

Non-Compliznge with Section 65 (2] of the Municipal Finance Managemant
Act - Payments of creditors within 30 days from date of receipt

|2017/18 2016/17
Humber of days unpaid creditors ai 30 Jine| 39 days 54 days
Average number of days unpaid credilers during the year| 03 days. 60 days

Tiw inabiiity to pay creditors on time is a direct result of the cash flow challenges currently being
faced by 1he municipalty and this i finked to Lhe broadar financiat viabifty chaflenge Councit
adopled a financial Wmarcund implemenistion plan in December 2016 which is currently being
implemented. In terms of the financial tumaround strategy, i & envisaged that the municipabily wil
be able 1o lum the cuvent tndesirable financial situation in a periad of threo years with effect from
December 2015, There are impi inthe effici of paying credi on time when
comparing to the previous years. Although on average the angest & would have taken to pay
creditors would be 93 days, interms of the number of days calculaled at year end, 38 days was
reported al 30 Juna 2018 compared to 54 days in June 2017
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Material Forex Losses

ILEMBE DISTRICT MUNICIPALITY
NOTES 7O THE FINANCIAL STATEMENTS

As at 30 June 2013

Tota! Forex Liability as at 30 June
Net Cumulative Forex Gainf (Losses)

Percentage losses

The material forex losses arising from the Microsoft License forex liabilty was due to unexpected adverse flugtuations in the

rand do¥ar exchange rate

There was no fability 35 at 30 June 2018

35 CAPITAL COMMITMENTS

25.1 Commitments in respect of capital expenditure

36.

o

6.2

- Approved and contracted for
Infrastruciure
Cammunity

Total

This expenditure wil be financed from:

- External Loans
- Government Grants
- Councll funded

EMPLOYEE BENEFITS INFORMATION

Defined contribution plan

DM oM
2018 2017
R R
- 78,248
- %
510,401,904 242,515,408
510,491,991 242,515,400
516,401,901 242,515,405
510,401,901 242,515,409 |
510,401,301 242,515,408

The {ofiowing are defined contribution plans: Natal Joint Municipal Pension Fund, Nationa! Treasury, Govarnment Employee
Pension Fund, SALA Pension Fund anc Municipal Councillars Pension Fund. These cantributions have been expensed.

QOther Long-term benefit plan

Long service awards are provided lo empioyees who achieve cerlain pre-determined milestones of service within the

municipality.

The municipality's net obligation in respect of long service awards is the amount of future benefit that employees have earned in
return for thelr service in the current and prior periods, The berefitis discountad to determineg its present value and the falr

vaiue of any related assets is deducted to determine the net obkgation.

The discount rate is the yield atthe reporting date on AA credit-rated bonds that have maturity dates approximating the terms of
the municipality's obligations, The calculation is perfarmed using the projected unit credil method, Any actuarial gains and

losses are recognised in surpius or deficit in the period in which they arise.
The independzant valuers carried out a statutory valuation as at 30 June 2018.

The principal actuarial assumptions used were as follows:

Discount rate per annum

Inflation rate

Net effective discount rate
Benchmark inflation (equal o
salary inflation}

Average refirement age

Maortality during employment

Percentage of in-service mambers withdrawing befare retirement:

Age 20
Age 30
Age 40
Age 50
Age 55+

Statement of Financial Position
ware determined as being the
present value of the obligation:

EMPLOYEE BENEFITS
{continued)

Movement in the defined banefit
obligation is as folows:

Balance at beginning cf he vear
Current service cost

Interest cost

Benefit payments

Actuariat (gainslosses

Balange at end of year

The timing of the employee
benefits is a5 follows:

Current porion of employee
benefils
Employee benefit obligation

B.64% 8.84%
6.23% 5.64%
2.27% 2.06%
7.00% B8.64%
63 65
SAB5-90 ultimate  SA 85-80 ultimate

40% 40%

25% 25%

12% 12%

4% 4%

2% 2%
9,526,817 8,258,766
8.258.766 7.977.161

734,000 745,220
708,216 655,601
{5986,878) (1,014,311}
424.714 {108,905}
2,526,817 8,258,766
734,000 464,551
8,792,817 7.764.215
9,526,817 8,258,766
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ILEMBE DISTRICT MUNICIPALITY
NOTES TO THE FINANCIAL STATEMENTS
As at 30 June 2018

The amaunis recegrised in the Statement of Financial Parformance were as foliows:

Current service cost
Interest cost
Actuarizl {gains)losses

RELATED PARTIES

Members of key management
Controfied Municipal Entity

Compensation ta counciliors and other key managament,

Related party balances
Amount owed Lo {lambe Enterprise included in other payables
Amount by llembe Enterprise included in other recelvables

Related party transactions

Transaclions with Enterprise llembe Development Agency

Grant funting from the parent il_embea District Municipatcy to Enterprise ilemba
Rental of offices

Shared costs recoveries included in other income {e.g. lease of vehicles, celiphones)

EVENTS AFTER THE REPORTING DATE

DM DM
2018 217
R R
734,000 745,220
708,216 659,601
424,714 {108.905)
1,866,930 1,205,916
Section 57 managers

tembe District Municipality has a
100%holding in Hambe Development
Enlerprise (Ply} Lid.

Refar fo nole 23 & 24
{646,698) (526,467)
765,431
24,888,488 21,4B88.383
4,763,045 677,963

©Cn 28 August 2014 the council of ILembe District Municipafity 2pproved debt impairment. asset impairment. inventory
adjustments and certified as irrecoverable unauthorized, irregular, fruitless and wasteful expenditure and reclassification of
irregular expenditure as deviations in terms of circular 68, that existed as st 30 June 2014, This resulted in adjusting post

batance sheet avents in terms of GRAP 14.
The effect on the reported figures is as follows:

Statement of financial

position

Decrease in Consumer Debtors

Decrease in carrying ameunt of property, plant & equipment as a result of impairment
Decrease in inventory

Statement of financial performance

ncrease in total depreciabon, impairment and amortisation
increase in repairs and maintenance

Disclosuras

Decrease in lerggular expenditure

Decrease in fruiless and wasteful expanditure

Decrease in unautherized expenditure

Increase in deviations

- {299.742,658)
- (1,658,584)

- 299,742,658
- 1,668,584

- 12210488
- 327872
- 94711867
- 13682655
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ILEMBE DISTRICT MUNICIPALITY
NOTES TO THE FINANCIAL STATEMENTS

As at 30 June 2013
ID¥ DK
2018 2M7
R R

3B EVENTS AFTER THE REPORTING DATE

Matiers pertaining to debt impairment, asset impairment, inventory adiustments and certified as irrecoverable unauthorized,
Irregular, frulless and wasteful expenditure and reclassification of iregular expenditure as deviations in terms of circular 68,
that existed as at 30 June 2618 will be tabled at Councl prier to submission of financial statements.

Possible effect on ke reported figures are as fallows:

Statement of financial

position

Decrease in Consumer Debtors {3,015.207} {26,476,668)

{Decrease)\ Increase in carrying amount of property, plant & equipment as a resutt of

impairment 116,682 (6,685,885)

Statement of financial performance

IncreaseY{decrease) in total depreciation, impairmenl and amortisalion 61,768,580 87,978,450

Increase In provision for doubtful debt 41,676,124 40,241,279

Dlsclosures

Increasel{cecrease) in Irreqular expenditure 32,829,520 -

Increasef{Decrease) in fruitess and wastefu! expenditure - -

Ingreasel{Decrease) in unauthorized expenditure (22,845,946) 22,845,946

Increase in deviations (3.875,007) -
39 RISK MANAGEMENT

331 Maximum cradit risk exposure

Credit risk is the risk that a counter parly ta a financiat instrument will fail to discharge an obligation and cause the municipality
to incur a financial loss.

Credit risk consists mainly of cash deposits, cash equivalents and trade debtors. The municipality only deposits cash with majer
banks with high quality credit standing and limits exposure ic any cne counter-party.

Trade receivables comprise a widespread customer base. Management evaluates credit risk relating to customers cnian
ongoing basis, If customers are independently rated, these ratings are used, Otheruise, if there is no independent rating, risk
control assesses the credit quality of the eustamer, taking into account its financial pesition, past experience and other factors.

Financiat assels exposed lo credit risk at year end were as follows:
Consumer debtors 273,390,840 229,180,297
Olher debtors 36.172.374 27.423.456

309,563,213 256,603,753

Ageing of cansumers

Current (G - 30 days) 12,699,325 10,839,809
31-60Days 18,990,450 7,933,209
61-90 Days 11,347,638 7.296,186
91- 120 Days T.264472 6,820,599
121 - 365 Pays 14,185,970 6,919,511
+365 Days 208.902.984 189.370.883
Total 273.380.840 229,180,297
Less: Provision for bad debls (186.559.714) {144.856.064)
Met consumer debtars 86,831,126 84,221,232
Cash and cash equivalenis 70,703,174 5,766,622
Other investments 27.286.429 25.809.873
57,983,604 31,576,495

These balances represent the maximum exposure 1o credit risk.

39.;

X

Liquidity risk

Liguidity risk is the risk that the municipality will not be abie ta meet its abligations as they fall due. The municipalities approach
to managing quidity risk is to ensure that sufficient Equidity is available 1o meet its liabilities when due; without inguering
unacceptable losses or risking damage to the Municipaliies reputation.

The municipality's risk to liquidity is a result of the funds available to cover future commitments. The municipafity manages
liquidity risk through an ongoing review of fulure commitments and credit facilities.

Cash flow ferecasts are prapared and adequate uliised borrowing facilities are menitored.
The Municipalities fabifity are backed by appropriate assets and it has liquid resources.
The table below analyses the municipality's financia! iabiliies into relevant maturity groupings based on the remalning period at

the Statement of Financia! Position te the contractual maturity date, The amounts disclosed in the table are the contractual
undiscounted cash flows,

Within a year Between 2to 5

2018 years Total
Gross finance lease obligations 953,465 1.802,247 2,858,712
Borrowings 2,110,780 77,085,254 79,196,018
Trade and other payables 213,628,975 - 213,626,975
er 734.000 8,792,817 9,526.817
217,425,200 27,780,318 305,205,518

Between 2to§ Total

2017 Within a year years

Gross finance lzase obligations 697,471 13,426,848 14,124,319
Borrowings 3,508,688 79,373,305 §3,281,994
Trade and ather payables 235,262,989 - 235,262,999
Other 494,551 §.045,82¢ 8,540,371
240,363,709 100,845,974 341,209,583
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ILEMBE DISTRICT MUNIGIPALITY
NOTES TO THE FINANCIAL STATEMENTS
As at 30 June 2018

DM
2018

39.3 Interest rate risk

4

-

DM
2017

The Municlpality is not exposed to interest rate risk on its financial iabilities. All of the Municipality's interest baaring external

Inan libaifities are fixed interasticans.

The municipality’s interest rate risk arises from long-term borrowings. Borrowings issued at variable rates expose the group to
cash fiow interest rate risk. Borrowings issued at fixed rates expose the munigipality to fair value interest rate risk,

The Municipality is exposed io fairvalug interest rate on its external Ipan liabifties , which are all fixed interest rates.

Atyear end. financial instruments expoased to interest rate risk were as follows:

Cash and cash equivalants 76,703,174 5,766,622

Other investments 27.286.429 25,809,873

Gross finance lease obligations 2,856,112 14,124,319

Borrowings TR196.015 84.848.857

Consumer deblors 273,390,840 225,180,297
39.4 Foreign Currency Risk

Municipality has a three year contract for the deployment of Microsoft share point with Microsoft.

At year end

Forex gaing - 89,384

Forex Losses - (11.137)

Foreign exchange Gain or {losses) were: - 78,248 |

Foreign exchange liability was: - .

Sensitivity analysis:

REGONCILIATION BETWEEN BUDGET AND CASH FLOW STATEMENT

Key Ogperating Financing Investing Total

Amount as present in the budget statement 412,288,706  (11,703,856) {337,519,177) 63,065,073

Actual amount as presented In the cash flowstatem{ 432,462,376 (27,333,666) {340,191.960) 64,536,550

Basis difference Applicable +38,982,887 (38,982,887}

Timing differences No! applicable - - -

Entity differences. No! applicable - - *

Variance 18,808,817 15,629,810 2,672,783 37,111,410

Variance percentage 4.56% -133.54% -i% 59%
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