EMTHANJENI LOCAL MUNICIPALITY

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2012

54. FINANCIAL INSTRUMENTS (Continued)
Total Financial Assets

FINANCIAL LIABILITIES:

2012 2011
R R
61 324 767 57 235 565

In accordance with IAS 39.09 the Financial Liabilities of the municipality are classified as follows (FVTPL = Fair Value through Profit or Loss):

Financial Liabilities

Long-term Liabilities
Annuity Loans

Consumer Deposits
Electricity and Water

Creditors from Exchange Transactions
Trade Creditors

Payments received in Advance

Staff Bonuses

Accrued Leave

Sundry Deposits

Other Creditors

Creditors from Non-exchange Transactions

Payments received in Advance

Bank Overdraft
Bank Overdraft

Current Portion of Long-term Liabilities
Annuity Loans

SUMMARY OF FINANCIAL LIABILITIES

Financial Liabilities at Amortised Cost:
Long-term Liabilities

Consumer Deposits

Creditors from Exchange Transactions
Creditors from Exchange Transactions
Creditors from Exchange Transactions
Creditors from Exchange Transactions
Creditors from Exchange Transactions
Creditors from Exchange Transactions
Creditors from Non-exchange Transactions
Bank Overdraft

Current Portion of Long-term Liabilities

Total Financial Liabilities

54.2 Fair Value

Classification

Financial liabilities at amortised cost

Financial liabilities at amortised cost

Financial liabilities at amortised cost
Financial liabilities at amortised cost
Financial liabilities at amortised cost
Financial liabilities at amortised cost
Financial liabilities at amortised cost
Financial liabilities at amortised cost

Financial liabilities at amortised cost

Financial liabilities at amortised cost

Financial liabilities at amortised cost

Annuity Loans

Electricity and Water

Trade Creditors

Payments received in Advance
Staff Bonuses

Accrued Leave

Sundry Deposits

Other Creditors

Payments received in Advance
Bank Overdraft

Annuity Loans

8510 509 10 769 029
1781959 1710 596
2 641528 604 151
1257 370 797 218
1174 230 1312937
4 525 533 4172 548
199 745 180 501
2205 156 1146 951
772728 728 078
5154 118 4020 092
2233071 1997 470
8 510 509 10 769 029
1781959 1710 596
2 641528 604 151
1257 370 797 218
1174 230 1312 937
4 525 533 4172 548
199 745 180 501
2205 156 1146 951
772728 728 078
5154 118 4020 092
2233071 1997 470
30 455 947 27 439 571

The following methods and assumptions were used to estimate the fair value of each class of financial instrument for which it is practical to

estimate that value:

Bank, Cash and Cash Equivalents

The carrying amount approximates fair value because of the short maturity of those instruments.

Non-current Investments

The fair values of some investments are estimated, based on quoted market prices of those or similar investments. Unlisted equity investments are

estimated using the discounted cash flow method.
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54. FINANCIAL INSTRUMENTS (Continued)

Loan Receivables/Payables

Interest-bearing borrowings and receivables are generally at interest rates in line with those currently available in the market on a floating-rate
basis, and, therefore, the fair value of these financial assets and liabilities closely approximates their carrying values. Fixed-interest-rate
instruments are fair-valued based on the present value of future principal and interest cash flows, discounted at the market rate of interest at the
reporting date.

Trade and Other Receivables/Payables
The fair value of trade and other payables is estimated at the present value of future cash flows.

The management of the municipality is of the opinion that the carrying value of Trade and other Receivables recorded at amortised cost in the
Annual Financial Statements approximate their fair values. The fair value of Trade Receivables were determined after considering the standard
terms and conditions of agreements entered into between the municipality and other parties as well as the current payment ratio's of the
municipality's debtors.

Other Financial Assets and Liabilities

The Fair Value of Other Financial Assets and Financial Liabilities (excluding Derivative Instruments) is determined in accordance with generally
accepted pricing models based on discounted cash flow analysis using prices from observable current market transactions and dealer quotes for
similar instruments.

Long-term Liabilities
The fair value of Long-term Liabilities was determined after considering the standard terms and conditions of agreements entered into between
the municipality and the relevant financing institutions.

In accordance with IAS 39.09 the Fair Values of Financial Assets and Financial Liabilities, together with the carrying amounts shown in the
Statement of Financial Position, are as follows:

Management considers the carrying amounts of financial assets and financial liabilities recorded at amortised cost in the financial statements to
approximate their fair values on 30 June 2012, as a result of the short-term maturity of these assets and liabilities.

2012 2011
Carrying Fair Carrying Fair
Amount Value Amount Value
R R R R

FINANCIAL ASSETS
Held to maturity: 6 284 366 6 284 366 8 891 958 8 891 958
Current Portion of Investments | 6284366 | | 6284366 | | 8891958 | | 8 891958 |
Loans and Receivables 55 040 401 55 040 401 48 343 607 48 343 607
Long-term Receivables 1164 1164 30 126 30 126
Trade and Other Receivables from Exhange Transactions 45 463 034 45 463 034 46 304 599 46 304 599
Trade and Other Receivables from Non-Exhange Transactions 1470 283 1470 283 1719105 1719105
Bank, Cash and Cash Equivalents 8 094 980 8 094 980 268 660 268 660
Non-current Investments 10 940 10 940 7678 7678
Current Portion of Long-term Receivables - - 13 438 13 438

Total Financial Assets 61324 767 61 324 767 57 235 565 57 235 565
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54. FINANCIAL INSTRUMENTS (Continued)
2012 2011
Carrying Fair Carrying Fair
Amount Value Amount Value
R R R R
FINANCIAL LIABILITIES
Amortised Cost
Unsecured Bank Facilities: 13 664 627 13 664 627 14 789 121 14 789 121
- Long-term Liabilities 8 510 509 8510 509 10 769 029 10 769 029
- Bank Overdraft 5154 118 5154 118 4 020 092 4 020 092
Trade and Other Payables: 16 791 320 16 791 320 12 650 450 12 650 450
- Consumer Deposits 1781959 1781959 1710 596 1710 596
- Creditors from Exchange Transactions 12 003 563 12 003 563 8 214 306 8 214 306
- Creditors from Non-exchange Transactions 772728 772728 728 078 728 078
- Current Portion of Long-term Liabilities 2233071 2233071 1997 470 1997 470
Total Financial Liabilities 30 455 947 30 455 947 27 439 571 27 439 571
Total Financial Instruments 30 868 819 30 868 819 29 795 994 29 795 994

Unrecognised Gain / (Loss) - -

At the reporting date there are no significant concentrations of credit risk for Loans and Receivables at Fair Value. The carrying amount reflected
above represents the municipality’s maximum exposure to credit risk for such loans and receivables.

There were no reclassifications of financial assets during the financial period.

Assumptions used in determining fair value of Financial Assets and Financial Liabilities

The table below analyses financial instruments carried at fair value at the end of the reporting period, by level of fair-value hierarchy as required by
IFRS 7. The different levels are based on the extent to which quoted prices are used in the calculation of the fair value of the financial instruments,
and the levels have been defined as follows:

Level 1: Fair values are based on quoted market prices (unadjusted) in active markets for an identical instrument.

Level 2: Fair values are calculated using valuation techniques based on observable inputs, either directly (i.e. as prices) or indirectly (i.e. derived
from prices). This category includes instruments valued using quoted market prices in active markets for similar instruments, quoted prices for
identical or similar instruments in markets that are considered less than active, or other valuation techniques where all significant inputs are directly
or indirectly observable from market data.

Level 3: Fair values are based on valuation techniques using significant unobservable inputs. This category includes all instruments where the
valuation technique includes inputs not based on observable data, and the unobservable inputs have a significant effect on the instrument’s
valuation. Also, this category includes instruments that are valued based on quoted prices for similar instruments, where significant unobservable
adjustments or assumptions are required to reflect differences between the instruments.

2012
Level 1 Level 2 Level 3 Total
R R R R

FINANCIAL ASSETS

Financial Instruments at Fair Value 10 940 - 14 379 346 14 390 286
Non-current Investments 10 940 - - 10 940
Short-term Portion of Investments - - 6 284 366 6 284 366
Bank, Cash and Cash Equivalents - - 8 094 980 8 094 980

Total Financial Assets 10 940 - 14 379 346 14 390 286
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54. FINANCIAL INSTRUMENTS (Continued)
2012
Level 1 Level 2 Level 3 Total
R R R R
FINANCIAL LIABILITIES
Financial Instruments at Fair Value - - 10 292 468 10 292 468
Unsecured Bank Facilities:
- Annuity Loans - - 8 510 509 8 510 509
- Consumer Deposits - - 1781959 1781959
Total Financial Liabilities - - 10 292 468 10 292 468
Total Financial Instruments 10 940 - 4 086 878 4 097 818
2011
Level 1 Level 2 Level 3 Total
R R R R
FINANCIAL ASSETS
Financial Instruments at Fair Value 7678 - 9160 618 9 168 296
Non-current Investments 7678 - - 7678
Short-term Portion of Investments - - 8 891 958 8 891 958
Bank, Cash and Cash Equivalents - - 268 660 268 660
Total Financial Assets 7678 - 9160 618 9 168 296
Level 1 Level 2 Level 3 Total
R R R R
FINANCIAL LIABILITIES
Financial Instruments at Fair Value - - 16 499 717 16 499 717
Unsecured Bank Facilities:
- Long-term Liabilities - - 10 769 029 10 769 029
- Bank Overdraft - - 4 020 092 4 020 092
- Consumer Deposits - - 1710 596 1710 596
Total Financial Liabilities - - 16 499 717 16 499 717
Total Financial Instruments 7678 - (7 339 099) (7 331 421)

54.3 Capital Risk Management

The municipality manages its capital to ensure that the municipality will be able to continue as a going concern while delivering sustainable
services to consumers through the optimisation of the debt and equity balance. The municipality’s overall strategy remains unchanged from 2011.

The capital structure of the municipality consists of debt, which includes the Long-term Liabilities disclosed in Note 20, Bank, Cash and Cash
Equivalents and Equity, comprising Funds, Reserves and Accumulated Surplus as disclosed in Note 5 and the Statement of Changes in Net
Assets.

Gearing Ratio

In terms of the municipality’s five year financial plan, financial benchmarks, year-on-year in respect of the debt-to-equity ratio, is reflected at
95,00%, reducing to 90,00%. This aggressive ratio is as a result of the development challenges faced by the municipality. The rate of borrowing is
well below market related rates.

The gearing ratio at the year-end was as follows:

Debt 15 897 698 16 786 591
Bank, Cash and Cash Equivalents 8 094 980 268 660
Net Debt 23992 678 17 055 251
Equity 1179 365 684 1049 322 116

Net debt to equity ratio 2.03% 1.63%
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54. FINANCIAL INSTRUMENTS (Continued)

Debt is defined as Long- and Short-term Liabilities, as detailed in Note 20.

Equity includes all Funds and Reserves of the municipality, disclosed as Net Assets in the Statement of Financial Performance.
RISK MANAGEMENT OF FINANCIAL ASSETS AND LIABILITIES

54.4 Financial Risk Management Objectives

The Accounting Officer has overall responsibility for the establishment and oversight of the Municipality's risk management framework. The
Municipality's risk management policies are established to identify and analyse the risks faced by the Municipality, to set appropriate risk limits and
controls and to monitor risks and adherence to limits.

The Directorate: Financial Services monitors and manages the financial risks relating to the operations through internal policies and procedures.
These risks include interest rate risk, credit risk and liquidity risk. Risk management policies and systems are reviewed regularly to reflect changes
to market conditions and the Municipality's activities, and compliance with policies and procedures is reviewed by the internal auditors on a
continuous basis, and annually by external auditors. The municipality does not enter into or trade financial instruments for speculative purposes.

Further quantitative disclosures are included throughout these financial statements.
54.5 Disclosure of significant risks

It is the policy of the municipality to disclose information that enables the user of its financial statements to evaluate the nature and extent of risks
arising from financial instruments to which the municipality is exposed on the reporting date.

The Municipality has exposure to the following risks from its use of financial instruments:
- credit risk

- liquidity risk

- market risk

Risks and exposure are disclosed as follows:

Market Risk

Market risk is the risk that changes in market prices, such as foreign exchange rates, interest rates and equity prices will affect the Municipality’s
income or the value of its holdings of financial instruments. The objective of market risk management is to manage and control market risk
exposures within acceptable parameters, while optimising the return.

Credit Risk
Credit risk is the risk of financial loss to the Municipality if a customer or counterparty to a financial instrument fails to meet its contractual
obligations, and arises principally from the Municipality’s receivables from customers and investment securities.

Liquidity Risk

Liquidity risk is the risk that the Municipality will encounter difficulty in meeting the obligations associated with its financial liabilities that are settled
by delivering cash or another financial asset. The Municipality’s approach to managing liquidity is to ensure, as far as possible, that it will always
have sufficient liquidity to meet its liabilities when due, under both normal and stressed conditions, without incurring unacceptable losses or risking
damage to the Municipality’s reputation.

Liquidity risk is managed by ensuring that financial assets are reinvested at maturity at competitive interest rates in relation to cash flow
requirements. Liabilities are managed by ensuring that all contractual payments are met on a timeous basis and, if required, additional new
arrangements are established at competitive rates to ensure that cash flow requirements are met.

A maturity analysis for financial liabilities (where applicable) that shows the remaining undiscounted contractual maturities is disclosed in note 54.8
to the annual financial statements.

54.6 Market Risk

The municipality’s activities expose it primarily to the financial risks of changes in interest rates. No formal policy exists to hedge volatilities in the
interest rate market.

There has been no change to the municipality’s exposure to market risks or the manner in which it manages and measures the risk.
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54. FINANCIAL INSTRUMENTS (Continued)

54.6.1 Interest Rate Risk Management

2012
R

2011

Interest Rate Risk is defined as the risk that the fair value or future cash flows associated with a financial instrument will fluctuate in amount as a

result of market interest changes.

The municipality is exposed to interest rate risk as the municipality borrows funds at both fixed and floating interest rates. The risk is managed by
the municipality by maintaining an appropriate mix between fixed and floating rate borrowings, such borrowing being below market related rates.

Interest Rate Sensitivity Analysis

The sensitivity analysis below was determined based on the exposure to interest rates at the reporting date. For variable rate long-term
instruments, the analysis is prepared assuming the amount of the instrument outstanding at the reporting date was outstanding for the whole year.
A 100 basis point increase or decrease was used, which represents management’s assessment of the reasonably possible change in interest
rates. The short and long-term financial instruments at year-end with variable interest rates are set out in Note 54.8 below.

Effect of a change in interest rate on interest bearing financial assets and liabilities:

Financial Assets

External investments:
Call Deposits

Notice Deposits

Bank Balances

Cash Floats and Advances

Interest received
Interest Earned - External Investments

Interest rate

Classification

Loans and receivables
Loans and receivables
Loans and receivables
Loans and receivables

Effect of a change in interest rate on interest earned from external investments:

Effect of change in interest rate
Effect of change in interest rate

Effect of change in interest rate
Effect of change in interest rate

Outstanding debtors:

Consumer Debtors
Sundry Debtors

Interest received
Interest Earned - Outstanding Debtors

Interest rate

%
Rand value

%
Rand value

Loans and receivables
Loans and receivables

Effect of a change in interest rate on interest earned from outstanding debtors

Effect of change in interest rate
Effect of change in interest rate

Effect of change in interest rate
Effect of change in interest rate

%
Rand value

%
Rand value

8 062 686 207 287
6 284 366 8891958
31134 60 213
1160 1160

14 379 346 9160 618
585 044 903 394
4% 10%
1% 1%
(143 793) (91 606)
1% 1%

143793 91 606
45 463 034 46 304 599
1470 283 1719105
46 933 317 48 023 704
1 339 057 1018 921
3% 2%

1% 1%

-469 333 -480 237
1% 1%

469 333 480 237
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54. FINANCIAL INSTRUMENTS (Continued)
Financial Liabilities Classification
Long-term Liabilities
Annuity Loans Amortised cost 8510 509 10 769 029
Annuity Loans - current portion Amortised cost 2233071 1997 470
10 743 580 12 766 499

Interest paid
Long-term Liabilities 1278 855 735428
Interest rate % 12% 6%
Effect of a change in interest rate on interest paid on long-term liabilities
Effect of change in interest rate % -1% -1%
Effect of change in interest rate Rand value -107 436 -127 665
Effect of change in interest rate % 1% 1%
Effect of change in interest rate Rand value 107 436 127 665
Bank Overdrafts and Other
Bank Overdraft Amortised cost 5154 118 4020 092

5154 118 4 020 092
Interest paid
Bank Overdrafts and Other 1497 10 669
Interest rate % 0% 0%
Effect of a change in interest rate on interest paid on bank overdrafts and other
Effect of change in interest rate % -1% -1%
Effect of change in interest rate Rand value -51 541 -40 201
Effect of change in interest rate % 1% 1%
Effect of change in interest rate Rand value 51 541 40 201

54.6.2 Foreign Currency Risk Management

The municipality’s activities do not expose it to the financial risks of foreign currency and therefore has no formal policy to hedge volatilities in the
interest rate market.

54.7 Credit Risk Management

Credit Risk refers to the risk that a counterparty will default on its contractual obligations resulting in financial loss to the municipality. The
municipality has a sound credit control and debt collection policy and obtains sufficient collateral, where appropriate, as a means of mitigating the
risk of financial loss from defaults. The municipality uses other publicly available financial information and its own trading records to assess its
major customers. The municipality’s exposure of its counterparties are monitored regularly.

Potential concentrations of credit rate risk consist mainly of variable rate deposit investments, long-term receivables, consumer debtors, other
debtors, bank and cash balances.

Investments/ Cash and Cash Equivalents

The municipality limits its counterparty exposures from its short-term investments (financial assets that are neither past due nor impaired) by only
dealing with well-established financial institutions short term credit rating of BBB and long-term credit rating of AA- and higher at an International
accredited credit rating agency. The Municipality's exposure is continuously monitored and the aggregate value of transactions concluded is spread
amongst different types of approved investments and institutions, in accordance with it's investment policy. Consequently, the Entity does not
consider there to be any significant exposure to credit risk.
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54. FINANCIAL INSTRUMENTS (Continued)

Receivables from exchange and non-exchange transactions

Trade and other receivables are amounts owing by consumers, and are presented net of impairment losses. The Municipality has a credit risk
policy in place, and the exposure to credit risk is monitored on an ongoing basis. The Municipality is compelled in terms of its constitutional
mandate to provide all its residents with basic minimum services, without recourse to an assessment of creditworthiness, subsequently the
Municipality has no control over the approval of new customers who acquire properties in the designated metro area and consequently incur rates,
water and electricity debts.

The municipality limits this risk exposure in the following ways, in addition to its normal credit control and debt management procedures:

- through the application of section 118(3) of the Municipal Systems Act (MSA), which permits the municipality to refuse connection of services
whilst any amount remains outstanding from a previous debtor on the same property.

- a new owner is advised, prior to the issue of a revenue clearance certificate, that any debt remaining from the previous owner will be transferred
to the new owner, if the previous owner does not settle the outstanding amount.

- through the consolidation of rates and service accounts, thereby disconnecting services for the non-payment of any of the individual debts, in
terms of section 102 of the MSA.

- through the requirement of a deposit for new service connections, serving as guarantee

- through encouraging residents to install water management devices that control water flow to households, and/or prepaid electricity meters.

There were no material changes in the exposure to credit risk and its objectives, policies and processes for managing and measuring the risk
during the year under review. The Municipality’s maximum exposure to credit risk is represented by the carrying value of each financial asset in the
Statement of Financial Position, without taking into account the value of any collateral obtained. The Municipality has no significant concentration of
credit risk, with exposure spread over a large number of consumers, and is not concentrated in any particular sector or geographical area.

The Municipality establishes an allowance for impairment that represents its estimate of anticipated losses in respect of trade and other
receivables.

Payment of accounts of consumer debtors, who are unable to pay, are renegotiated as an ongoing customer relationship in response to an
adverse change in the circumstances of the customer.

Long-term Receivables and Other Debtors are individually evaluated annually at reporting date for impairment or discounting. A report on the
various categories of debtors is drafted to substantiate such evaluation and subsequent impairment / discounting, where applicable.

Except as detailed in the following table, the carrying amount of financial assets recorded in the Annual Financial Statements, which is net of
impairment losses, represents the municipality’s maximum exposure to credit risk without taking account of the value of any collateral obtained:

The maximum credit and interest risk exposure in respect of the relevant financial instruments is as

follows:
Long-term Receivables 1164 43 564
Consumer Debtors 75 106 027 57 314 812
Other Debtors 1470 283 1719 105
Bank, Cash and Cash Equivalents 14 379 346 9160 618
Maximum Credit and Interest Risk Exposure 90 956 820 68 238 100

The major concentrations of credit risk that arise from the Municipality's receivables in relation to
customer classification are as follows:

Consumer debtors:

Household 59% 59%

Industrial/Commercial 12% 12%

National and Provincial Government 15% 15%

Other consumer debtors 5% 5%

Other debtors:

Other 9% 9%
100% 100%

At 30 June 2012 the Municipality had 1,020 customers (2011: 1,410 customers) that owed the Municipality more than R10 000 each and
accounted for approximately 26,47% (2011: 45,78%) of all receivables owing. There were 25 customers (2011: 23 customers) with balances
greater than R100 000 accounting for just over 8,58% (2011: 21,72%) of the total amounts receivable.
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FINANCIAL INSTRUMENTS (Continued)

2011

The credit quality of the consumer Debtors, Rate Assessment Debtors and other receivables and Long-term Receivables have been determined by

using their respective categories and was determined as follows:

Household Business Government Indigents Total
R R R R R
Consumer Debtors
Very Good 2110418 1105516 1598 761 - 4 814 695
Good 31481 166 1533 750 - - 33014 915
Average 6 887 173 3087 863 - - 9975 036
Poor - - - - -
Bad 256 448 50 383 - - 306 831
Very Bad - - - 16 749 586 16 749 586
40 735 205 5777 511 1598 761 16 749 586 64 861 063
Rate Assessment and Other Receivables
Very Good - - - - -
Good 1319935 75176 - - 1395 111
Average 10 162 - - - 10 162
Poor - - - - -
Bad 430 - - - 430
Very Bad - - - 965 079 965 079
1330 527 75176 - 965 079 2370782
Long-term Receivables
Very Good - 1164 - - 1164
Good - - - - -
Average - - - - -
Poor - - - - -
Bad - - - - -
Very Bad - - - - -
- 1164 - - 1164
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EMTHANJENI LOCAL MUNICIPALITY
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2012
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55. MULTI-EMPLOYER RETIREMENT BENEFIT INFORMATION

The municipality makes provision for post-retirement benefits to eligible councillors and employees, who belong to different pension
schemes.

All councillors belong to the Pension Fund for Municipal Councillors.
Employees belong to a variety of approved Pension and Provident Funds as described below.
These funds are governed by the Pension Funds Act and include both defined benefit and defined contribution schemes.

All of these afore-mentioned funds are multi-employer plans and are subject to either a tri-annual, bi-annual or annual actuarial valuation,
details which are provided below.

Sufficient information is not available to use defined benefit accounting for the pension and retirement funds, due to the following reasons:-

(i) The assets of each fund are held in one portfolio and are not notionally allocated to each of the participating employers.
(i)  One set of financial statements are compiled for each fund and financial statements are not drafted for each participating employer.

(i)  The same rate of contribution applies to all participating employers and no regard is paid to differences in the membership
distribution of the participating employers.

It is therefore seen that each fund operates as a single entity and is not divided into sub-funds for each participating employer.

The only obligation of the municipality with respect to the retirement benefit plans is to make the specified contributions. Where councillors
/ employees leave the plans prior to full vesting of the contributions, the contributions payable by the municipality are reduced by the
amount of forfeited contributions.

The total expense recognised in the Statement of Financial Performance of R5 310 466 (2011: R5 333 360) represents contributions
payable to these plans by the municipality at rates specified in the rules of the plans. These contributions have been expensed.

The Retirement Funds have been valued by making use of the Discounted Cash Flow method of valuation.

DEFINED CONTRIBUTION SCHEMES
Municipal Councillors Pension Fund:
The scheme is subject to a tri-annual actuarial valuation. The last statutory valuation was performed as at 30 June 2010.

The statutory valuation performed as at 30 June 2010 revealed that the assets of the fund amounted to R1 483, 786 381 (30 June 2009:
R1 341, 935 205) million. The contribution rate paid by the members (13,75%) and the municipalities (15,00%) is sufficient to fund the
benefits accruing from the fund in the future.

Cape Joint Pension Fund:
The scheme is subject to an annual actuarial valuation. The last statutory valuation was performed as at 30 June 2011.

The statutory valuation performed as at 30 June 2011 revealed that the investment reserve of the fund amounted to R63,977 (30 June
2010: R190,464) million, with a funding level of 98,1% (30 June 2010: 100,0%). The contribution rate paid by the members (9,00%) and
the municipalities (18,00%) is sufficient to fund the benefits accruing from the fund in the future.

Cape Joint Retirement Fund:
The scheme is subject to an annual actuarial valuation. The last statutory valuation was performed as at 30 June 2011.

The statutory valuation performed as at 30 June 2011 revealed that the assets of the fund amounted to R9 930,837 (30 June 2010: R7
740,205) million, with funding levels of 100,3% and 116,9% (30 June 2010: 99,9% and 100,3%) for the Share Account and the Pensions
Account respectively. The contribution rate paid by the members (7,50%) and the municipalities (19,50%) is sufficient to fund the benefits
accruing from the fund in the future.

SALA Pension Fund:
The scheme is subject to an annual actuarial valuation. The last statutory valuation was performed as at 30 June 2010.

The statutory valuation performed as at 30 June 2010 revealed that the assets of the fund amounted to R7 110,3 (30 June 2009: R6 303,7)

million, with funding levels of 96,0% (30 June 2009: 96,0%). The contribution rate paid by the members (8,6%) and Council (20,78%) is
sufficient to fund the benefits accruing from the fund in the future.

Refer to Note 21 for the Employee Related Costs.
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All Related Party Transactions are conducted at arm's length, unless stated otherwise.

Interest of Related Parties

Councillors and/or management of the municipality have relationships with businesses as indicated below:

Name of Related Person

Designation

Description of Related Party Relationship

Jood J Councillor Buildsec
O R Begrafnis Diens
De Aar Construction
Freddie MM Councillor Britstown Small Farmers
Manuel MF Chief Financial Officer Qala Kancini Consultants
Visser | Municipal Manager Siyathemba Social Development Projects
Appies CP Manager: Housing KCA Trading Enterprise
Tshawe PB Manager: Electro Technical Services Phetha Electrical and Trade
Intelimax
Alexander JRM Manager: Corporate Services Lezmin 2649
Emthanjeni Fertilizer and Garden Service
Jack M Supply Chain Accountant Jack and Son's Transport

Services rendered to Related Parties

During the year the municipality rendered services to the following related parties that are related to the municipality as indicated:

For the Year ended 30 June 2012

Councillors

Municipal Manager and Section 57 Personnel

Total Services

For the Year ended 30 June 2011

Councillors

Municipal Manager and Section 57 Personnel

Total Services

Rates Service Sundry
Charges Charges Charges
R R R

22 999 58 168 2775

18 225 34 789 8017

41 225 92 957 10 792

14 261 54 462 132

17 923 27 270 7 336

32183 81732 7 467

The services rendered to Related Parties are charged at approved tariffs that were advertised to the public. No Bad Debts were written off
or recognised in respect of amounts owed by Related Parties.

The amounts outstanding are unsecured and will be settled in cash. Consumer Deposits were received from Councillors, the Municipal
Manager and Section 57 Personnel. No expense has been recognised in the period for bad or doubtful debts in respect of the amounts

owed by related parties.

Compensation of Related Parties

Compensation of Key Management Personnel and Councillors is set out in Notes

Statements.

Purchases from Related Parties

The municipality did not buy goods from any companies which can be considered to be Related Parties.

respectively, to the Annual Financial
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57. CONTINGENT LIABILITIES
57.1 Court Proceedings: 2224 373 948 036
(i) Telkom: 37 607 -
The Municipality has been summonsed for an amount of R35 568. Should the Municipality loose this
matter in court, the total amount to be paid will amount to the R37 607, including interest at 15.5%
per month, calculated from 2012/02/16.
The legal costs applicable is estimated to be R20 000.
(i)  Cape Joint Pension Fund: 2 186 766 -

During the actuarial valuation performed on the fund, it was found that the interest on the total
monies of the Fund was lower than 5.50% for the year ended June 2009.

This resulted in Rule 17(5) being enforced by the Fund, resulting in the liability of R2 186 766 for the
Municipality, as well as any additional interest to be charged from February 2010.

The Municipality however opted to consent to the extension of the prescription period to afford the
Fund an opportunity to find an amicable solution.

The summons was withdrawn by the Fund, but the Fund reserved the right to claim the deficit from
the Municipality.

57.2 Landfill sites:

(i) Landfill sites: - -
The Municipality has three active landfill sites. It has been identified that the landfill sites situated in

Britstown and Hanover are not licensed as required by the National Environmental Management:

Waste Act, 2008 (Act No. 59 of 2008).

In accordance with section 68(1) of the National Environmental Management: Waste Act, 2008 (Act

No. 59 of 2008), a person convicted of an offence referred to in section 67(1)(a), (g) or (h) is liable

to a fine not exceeding R10 000 000 or to imprisonment for a period not exceeding 10 years, or to

both such fine and such imprisonment, in addition to any other penalty or award that may be
imposed or made.

The necessary steps have been taken by the Municipality to obtain the required permits and
licenses and the process has been started.

58. CONTINGENT ASSETS

The municipality was not engaged in any transaction or event during the year under review involving
Contingent Assets.

59. IN-KIND DONATIONS AND ASSISTANCE

The municipality did not receive any In-kind Donations and Assistance during the year under review.
60. PRIVATE PUBLIC PARTNERSHIPS

The municipality was not a party to any Private Public Partnerships during the financial year 2011/2012.
61. EVENTS AFTER THE REPORTING DATE

No events having financial implications requiring disclosure occurred subsequent to 30 June 2012.
62. COMPARATIVE FIGURES

The comparative figures were restated as a result of the effect of Prior Period Errors (Note 45).
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2011

RECONCILIATION OF BUDGET SURPLUS/(DEFICIT) WITH THE SURPLUS/(DEFICIT) IN THE STATEMENT OF FINANCIAL

PERFORMANCE

Net surplus/(deficit) per the statement of financial performance

Revenue from Non-exchange Transactions
Property Rates

Property Rates - Penalties imposed and collection charges

Fines

Licences and Permits

Government Grants and Subsidies
Revenue from Exchange Transactions
Service Charges

Rental of Facilities and Equipment
Interest Earned - External investments
Interest Earned - Outstanding debtors
Dividends Received

Other Income

Other Gains on Continued Operations
Gains on Disposal of Property, Plant and Equipment

Expenditure

Employee Related Costs
Remuneration of Councillors
Collection Costs
Depreciation

Impairment Losses

Repairs and Maintenance
Interest Paid

Bulk Purchases

Contracted Services

Grants and Subsidies Paid
General Expenses

Loss on Disposal of Property, Plant and Equipment
Loss on Sale of Land
Inventory Written-off

Net surplus/deficit per approved budget

(56 870 146)

(36 060 359)

983 733 3930415
(127 961) (85 921)
1821069 286 534
(12 556) (53 745)
4 563 588 2 652 231
(5 022 401) 5928 337
(114 977) (135 252)
101 095 (256 094)
(409 736) (176 999)
- (540)
(3 205 813) (19 474 805)
(3 262) (467)
- (11 791)
(1313 924) 8 174 586
81377 (4 930)
(177 385) (167 344)
67 179 880 52 493 529
9470 510 (5 547 285)
(7 618 550) (5 665 955)
(222 623) (880 620)
77 335 (1601 334)
417 725 1801 231
(13 530 128) (19 620 506)
(2 372 439) (1068 284)
50 214 -
288 719 382 404
60 870 605 257
(5 905 787) (14 557 708)
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REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE PROVINCIAL LEGISLATURE AND
THE COUNCIL ON THE EMTHNAJENI LOCAL MUNICIPALITY

REPORT ON THE FINANCIAL STATEMENTS

Introduction

1.

| have audited the financial statements of the Emthanjeni Local Municipality as set out on pages 9 to
122, which comprise the appropriation statement, the statement of financial position as at

30 June 2012, the statement of financial performance, statement of changes in net assets and the
cash flow statement for the year then ended, and the notes, comprising a summary of significant
accounting policies and other explanatory information.

Accounting officer’s responsibility for the financial statements

2.

The accounting officer is responsible for the preparation and fair presentation of these financial
statements in accordance with South African Standards of Generally Recognised Accounting Practice
(SA Standards of GRAP) and the requirements of the Municipal Finance Management Act, 2003 (Act
No. 56 of 2003) (MFMA) and the Division of Revenue Act of South Africa, 2011 (Act No. 6 of 2011)
(DoRA), and for such internal control as the accounting officer determines is necessary to enable the
preparation of the financial statements that are free from material misstatement, whether due to fraud
or error.

Auditor’s responsibility

3.

My responsibility is to express an opinion on these financial statements based on my audit. | conducted
my audit in accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA), the
general notice issued in terms thereof and International Standards on Auditing. Those standards
require that | comply with ethical requirements and plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgement, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by management, as
well as evaluating the overall presentation of the financial statements.

| believe that the audit evidence | have obtained is sufficient and appropriate to provide a basis for my
qualified audit opinion.



Basis for qualified opinion

Aggregation of immaterial uncorrected misstatements

6. The financial statements as a whole are materially misstated due to the cumulative effect of numerous
individually immaterial uncorrected misstatements in the following elements making up the statement
of financial position and the statement of financial performance:

e Accumulated surplus reflected as R875 152 435 is understated by R1 739 590.
e Revenue reflected as R150 323 523 is overstated by R1 679 839.

e Expenditure reflected as R207 193 669 (inclusive of employee related costs) is overstated by R 652
300.

e Creditors from exchange transactions reflected as R12 003 563 is overstated by R539 701.
e Receivables from exchange transactions reflected as R46 227 048 is understated by R248 966.

Opinion

7. In my opinion, except for the possible effects of the matters described in the Basis for qualified opinion
paragraphs, the financial statements present fairly, in all material respects, the financial position of the
Emthanjeni Local Municipality as at 30 June 2012 and its financial performance and cash flows for the
year then ended, in accordance with the SA Standards of GRAP the applicable financial reporting
framework and the requirements of the MFMA and DoRA.

Emphasis of matters

8. | draw attention to the matters below. My opinion is not modified in respect of these matters.

Significant uncertainties

9. With reference to note 57.2 to the financial statements, the municipality has two active landfill sites
which are not licensed as required by the National Environmental Management: Waste Act, 2008 (Act
No. 59 of 2008). The municipality has taken steps to obtain the required licences. The ultimate
outcome of the matter cannot presently be determined, and no provision for any liability that may result
has been made in the financial statements.

Restatement of corresponding figures

10. As disclosed in note 45 to the financial statements, the corresponding figures for 30 June 2011 have
been restated as a result of errors discovered during 2012 in the financial statements of the
municipality at, and for the year ended, 30 June 2011.

Material losses and impairments

11. As disclosed in note 52.9 to the financial statements, the municipality suffered a significant electricity
loss of R4 770 467 during the year under review.

12. As disclosed in note 3 to the financial statements, a significant provision for the impairment of trade

receivables from exchange transactions was created which constitutes 41% of the total trade and other
receivables from exchange transactions balance.
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13. As disclosed in note 4 to the financial statements, a significant provision for the impairment of trade
receivables from non-exchange transactions was created which constitutes 23% of the total trade and
other receivables from non-exchange transactions balance.

Unauthorised, fruitless and wasteful and irregular expenditure

14. As disclosed in note 51.3 to the financial statements, the municipality incurred irregular expenditure of
R16 257 924.

Other matters

15. | draw attention to the matters below. Our opinion is not modified in respect of these matters.

Material inconsistencies in other information included in the annual report

16. | have not obtained the other information included in the annual report and have not been able to
identify any material inconsistencies with the financial statements.

Unaudited supplementary schedules

17. The supplementary information set out on pages 113 to 122, appendices A to F, does not form part of
the financial statements and is presented as additional information. | have not audited these schedules
and, accordingly, | do not express an opinion thereon.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

18. In accordance with the PAA and the General Notice issued in terms thereof, we report the following
findings relevant to performance against predetermined objectives, compliance with laws and
regulations and internal control, but not for the purpose of expressing an opinion.

Predetermined objectives

19. | performed procedures to obtain evidence about the usefulness and reliability of the information in the
annual performance report as set out on pages 46 to 77 of the annual report.

20. The reported performance against predetermined objectives was evaluated against the overall criteria
of usefulness and reliability. The usefulness of information in the annual performance report relates to
whether it is presented in accordance with the National Treasury’s annual reporting principles and
whether the reported performance is consistent with the planned objectives/ development priorities or
objectives. The usefulness of information further relates to whether indicators and targets are
measurable i.e. well defined, verifiable, specific, measurable and time bound and relevant as required
by the National Treasury Framework for managing programme performance information.

The reliability of the information in respect of the selected programmes/ objectives/ development
priorities or objectives is assessed to determine whether it adequately reflects the facts (i.e. whether it
is valid, accurate and complete).

The material findings are as follows:
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Reliability of selected development priorities/objectives in the annual performance report

Validity, accuracy and completeness

Reported performance not valid, accurate or complete

21. The National Treasury Framework for managing programme performance information (FMPPI)
requires that processes and systems which produce the indicator should be verifiable. | was unable to
obtain all the information and explanations | considered necessary to satisfy myself as to the validity of
the actual reported performance relevant to 91% of the Basic Service Delivery, Provision of
Infrastructure and Environmental Management development priorities/objectives. This was due to
limitations placed on the scope of my work due to inadequate standard operating procedures to
measure and record actual performance during the period.

Additional matters

22. | draw attention to the matters below. My conclusion is not modified in respect of these matters:

Achievement of planned targets

23. Of the total number of planned targets, only 60 were achieved during the year under review. This
represents 20% of total planned targets that were not achieved during the year under review. This was
mainly due to the fact that indicators and targets were not suitably developed during the strategic
planning process Furthermore, 39 of the total number of targets set for the year are in respect of
objectives that are considered to be qualitatively material. Of these targets, 18% were not achieved
during the year under review.

Compliance with laws and requlations

24. | performed procedures to obtain evidence that the entity has complied with applicable laws and
regulations regarding financial matters, financial management and other related matters. Our findings
on material non-compliance with specific matters in key applicable laws and regulations as set out in
the General Notice issued in terms of the PAA are as follows:

Annual financial statements, performance and annual report

25. The financial statements submitted for auditing were not prepared in all material respects in
accordance with the requirements of section 122 of the MFMA. Material misstatements of capital
assets, current assets, liabilities, revenue, expenditure and disclosure items identified by the auditors
were subsequently corrected, resulting in the financial statements receiving an except for opinion.

26. The audit committee did not adequately advise the council and accounting officer on matters relating to
internal financial control and internal audits, risk management, accounting policies, effective
governance, performance management and performance evaluation as required by section 166(2)(a)
of the Municipal Finance and Management Act.
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27.

28.

29.

30.

31.

32.

33.

34.

35.

36.

37.

38.

The audit committee did not adequately advise the council and accounting officer on matters relating
the adequacy, reliability and accuracy of financial reporting and information, as required by section
166(2)(a)(iv) of the Municipal Finance and Management Act.

The audit committee did not adequately advise the council and accounting officer on matters relating to
compliance with the MFMA, DoRA and other applicable legislation, as required by section 166(2)(a)(vii)
of the Municipal Finance and Management Act.

The audit committee did not adequately review the annual financial statements to provide the council
with an authoritative and credible view of the financial position of the entity, its efficiency and
effectiveness and its overall level of compliance with the MFMA, DoRA and other applicable legislation,
as required by section 166(2)(b) of the Municipal Finance and Management Act.

The audit committee did not respond to the council on the issues raised in the audit reports of the
Auditor-General, as required by section 166(2)(c) of the Municipal Finance and Management Act.

A performance audit committee was not in place and the audit committee established in terms of
MFMA section 166(1) was not used for this function, as required by Municipal Planning and
Performance Management Regulation 14(2)(a).

The internal audit unit did not function as required by section 165(2) of the Municipal Finance
Management Act, in that the internal audit unit did not advise the accounting officer and report to the
audit committee on matters relating to procedures and practices and risk and risk management.

The internal audit unit did not report to the audit committee on matters relating to compliance with the
Municipal Finance Management Act, the Division of Revenue Act and other applicable legislation, as
required by section 165(2)(b) of the Municipal Finance Management Act.

The internal audit did not audit the results of performance measurements, as required by section
45(1)(a) of the Municipal Systems Act and Municipal Planning and Performance Management
Regulation 14(1)(a).

The internal audit unit did not assess the extent to which the performance measurements were reliable
in measuring the performance of the municipality on key and general performance indicators, as
required by Municipal Planning and Performance Management Regulation 14(1)(b) (ii) and (iii).

The internal audit unit did not audit the performance measurements on a continuous basis and submit
quarterly reports on their audits to the municipal manager and the performance audit committee, as
required by Municipal Planning and Performance Management Regulation 14(1)(c).

Contracts and quotations were awarded to bidders who did not submit a declaration on whether they
are employed by the state or connected to any person employed by the state, as required by SCM
regulation 13(c).

Bids were not always evaluated by bid evaluation committees which were composed of at least one
SCM practitioner of the municipality as required by SCM regulation 28(2).
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39.

Construction projects were not always registered with the Construction Industry Development Board
(CIDB), as required by section 22 of the CIDB Act and CIDB regulation 18.

Human resource management and compensation

40.

41.

42.

43.

44,

45.

46.

47.

48.

49.

50.

Appointments were made in posts which were not provided for in the approved staff establishment of
the municipality, in contravention of section 66(3) of Municipal Systems Act.

The senior managers directly accountable to the municipal manager did not sign performance
agreements, as required by section 57(2)(a) Municipal Systems Act.

The performance agreements of a senior manager who did not have the minimum competencies, did
not include the attainment of minimum competencies as a performance target, as required by
Municipal Regulations on Minimum Competency Levels reg 16(2).

Money owing by the municipality was not always paid within 30 days of receiving an invoice or
statement, as required by section 65(2)(e) of the Municipal Finance Management Act.

The accounting officer did not take reasonable steps to prevent unauthorised and irregular expenditure,
as required by section 62(1)(d) of the Municipal Finance Management Act.

The municipality did not submit a draft performance framework submitted by 30 March 2011, the final
approved performance framework by 07 June 2011, the Human Settlement and built environment
performance framework, proof that the performance framework and the performance targets have
been ratified by a municipal council resolution prior to receipt of its first instalment of the grant
allocation, as required by the Division of Revenue Grant Framework, Gazette No0.34280.

Unspent conditional grant funds not approved by the National Treasury for retention were not
surrendered to National Revenue Fund, as required by section 20(1) of the Division of Revenue Act.

The municipality did not submit project implementation plans to the national department (CoGTA), as
required by the Division of Revenue Grant Framework, Gazette No0.34280.

Projects were not implemented in line with the details contained in the Integrated Development Plan,
as required by the Division of Revenue Grant Framework, Gazette No0.34280.

Interest was not charged on all arrears accounts as required by section 64(2)(g) of the Municipal
Finance Management Act.

An adequate management, accounting and information system which accounts for assets was not in
place, as required by section 63(2)(a) of the Municipal Finance Management Act.

Internal control

51. We considered internal control relevant to our audit of the financial statements, annual performance

report and compliance with laws and regulations. The matters reported below under the fundamentals
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of internal control are limited to the significant deficiencies that resulted in the basis for qualified
opinion, the findings on the annual performance report and the findings on compliance with laws and
regulations included in this report.

Leadership

52.

53.

54.

55.

56.

The accounting officer did not ensure that proper policy and procedures and internal control
procedures are developed, implemented and monitored to report on the property plant and equipment
of the municipality.

The accounting officer does not evaluate whether management has implemented effective internal
controls by gaining an understanding of how senior management has met its responsibilities in terms of
maintaining the fixed asset register, preparing the annual financial statements and compliance with the
supply chain management regulations.

The accounting officer does not implement effective HR management to communicate leave policies
and procedures to enable and support understanding and execution of internal control objectives,
processes, and responsibilities of leave management.

The accounting officer does not exercise oversight responsibility regarding financial and performance
reporting and compliance and related internal controls for leave management.

Does not establish an IT governance framework that supports and enables the business, delivers value
and improves performance.

Financial and performance management

57.

58.

59.

60.

61.

The financial statements were not sufficiently reviewed for completeness and accuracy prior to
submission for auditing.

The municipality does not implement proper record keeping in a timely manner to ensure that complete,
relevant and accurate information is accessible and available to support financial and performance
reporting relating to property plant and equipment of the municipality and the service delivery objective.

The municipality lacks skills regarding certain aspects of the financial reporting framework and
performance management requirements. This resulted in the municipality engaging a consultant to
prepare the financial statements. The underlying accounting records of the municipality did not always
facilitate the preparation of the financial statements to comply with the accounting framework.

Management does not design and implement formal controls over IT systems to ensure the reliability of
the systems and the availability, accuracy and protection of information.

The Municipality has not implemented controls in the SCM unit to review and monitor compliance with
applicable laws and regulations.
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Governance

62.

63.

Does not ensure that there is an adequately resourced and functioning internal audit unit that identifies
internal control deficiencies and recommends corrective action effectively.

The financial statements were subject to material corrections resulting from the audit, which are
attributable to the lack of risk assessment performed, weaknesses in the design and implementation of
internal control in respect of financial management, and financial reporting and weaknesses in the
information systems.
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