Mantsopa Local Municipality (FS196)

Financial Statements for the year ended 30 June 2019

Notes to the Financial Statements
Figures in Rand 2019 2018

43. Prior period errors

Asset verification results

During the current year, management embarked on a process to verify its assets to ensure the existence, completeness and
condition thereof. In addition the classification of certain assets and asset types were re-evaluated and corrections were
identified. This included:

Retentions that were recognised at the wrong amount

Properties that were identified to have leases over it which were moved from Property, plant and equipment to Investment
property

Depreciation that started late on a project.

Statement of financial position

Propery, plant and equipment - (1672 450)
Investment property - 2 329 999
Payables from exchanges transactions - 2091840
Accumulated surplus - (765 066)
Statement of financial performance

Fair value adjustment - (52 066)
Depreciation - (10 628)
Loss on disposal of assets - 15 932
Repairs and maintenance - (1937 324)

Consumer debtor corrections

During the year and based on a number issues raised by the consumers, a number of corrections were made to individual
consumer accounts for various reasons.This included:

An error was identified in the calculation for the bad debt impairment where VAT was excluded.

Interest was incorrectly charged on government accounts.

Revenue corrections were not made for cut-off.

Statement of financial position

Receivables from exchange transactions - (3889 738)
Receivables from non-exchange transactions - (612 012)
VAT receivable - 21397617

Accumulated surplus - -
Statement of financial performance

Service charges - 2 248 696
Interest earned - 3172182
Other income - (903 752)
Property rates - (6 375)
Debt impairment - {21937 617)

Reconciliation of payable accounts and sub-accounts
Management identified a number of errors in respect to the previous financial year a part of supplier credit management. This
included a the receipt of a grant that was treated incorrectly. These were corrected retrospectively,

Statement of financial position

Other receivables from exchange transactions - (5375761)
Receivables from exchange transactions - (15 820)
VAT receivable - 5607 402
Cash and cash equivalents - 1164
Payables from exchange transactions - (760 154)
Payables from non-exchange transactions - 240 865
Unspent grants - (272 100)
Accumulated surplus - 690 048

Statement of financial performance
Dividends received
Other income

(1164)
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Mantsopa Local Municipality (FS196)

Financial Statements for the year ended 30 June 2019

Notes to the Financial Statements

Figures in Rand 2019 2018

43. Prior period errors (continued)

Finance costs - 47 347

Debt impairment - 15 820

Bulk purchases - (539 518)

Repairs and maintenance - 30 105
- 59 665

General expenses

Reclassifications made to the annual financail statements

During the preparation of the 2019 Annual Financial Statements, a number of reclassifications were made to ensure that the

statements are fairly presented.

Statement of financial position

Other receivables from exchanges - 79 433
Other receivable from non-exchange - (50 759)
Payables from exchange - 404 318
Payables from non-exchange - (431 991)
Consumer deposits - (1 000)
Statement of financial performance
Property rates - 1437
Interest earned - consumer debtors exchange - (25 850928)
Interest earned - consumer debtors non-exchange - (1 498 556)
Interest earned - external investments - 27 349 484
Service charges - 14 739 831
Subsidies and indigent support - (14 741 268)
Finance costs - (1950 717)
Depreciation and amortisation - (1 545)
Impairment loss - 1545
Repairs and maintenance - 6 676 066
Rental of equipment and vehicles - (90 720)
Employee related costs - 3817 827
Remuneration of councillors - 89 125
Increase / (decrease) in provisions - 984 230
Bulk purchases - 1688 925
General expenses - (7 601 053)
- (3613 684)

Actuarial gains/losses

44, Risk management

Financial risk management

The municipality's activities expose it to a variety of financial risks: market risk (including currency risk, fair value interest rate

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

The municipality's overall risk management program focuses on the unpredictability of financial markets and seeks to minimise
potential adverse effects on the municipality’s financial performance. The municipality uses derivative financial instruments to
hedge certain risk exposures. Risk management is carried out by a central treasury department {entity treasury) under policies
approved by the accounting officer. Municipality treasury identifies, evaluates and hedges financial risks in close co-operation
with the municipality’s operating units. The accounting officer provides written principles for overall risk management, as well as
written policies covering specific areas, such as foreign exchange risk, interest rate risk, credit risk, use of derivative financial

instruments and non-derivative financial instruments, and investment of excess liquidity.

Liquidity risk

The municipality's risk to liquidity is a result of the funds available to cover future commitments. The municipality manages

liquidity risk through an ongoing review of future commitments and credit facilities.
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Mantsopa Local Municipality (FS196)

Financial Statements for the year ended 30 June 2019

Notes to the Financial Statements
Figures in Rand 2019 2018

44. Risk management (continued)

Credit risk

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

Trade receivables comprise a widespread customer base. Management evaluated credit risk relating to customers on an
ongoing basis. If customers are independently rated, these ratings are used. Otherwise, if there is no independent rating, risk
control assesses the credit quality of the customer, taking into account its financial position, past experience and other factors.
Individual risk limits are set based on internal or external ratings in accordance with limits set by the board. The utilisation of
credit limits is regularly monitored. Sales to retail customers are settled in cash or using major credit cards. Credit guarantee
insurance is purchased when deemed appropriate.

45. Going concern

We draw attention to the fact that at 30 June 2019, the municipality had an accumulated surplus (deficit) of R 858 184 862 and
that the municipality's total assets exceed its liabilities by R 858 184 862.

The municipality's current liabilities exceeds it current assets by R 154 463 915. The municpality has been deducting pension,
medical aid and pay as you earn from employees' salaries, but has not paid over R 3 067 489 (2018: R 11 979 826) of the
amounts deducted to the relevant third parties. Outstanding amounts for bulk purchases included Eskom for electricity of

R 179 133 293 (2018: R 135 354 844) and Bloemwater for water of R 1 717 800 (2018: R 293 770).

Management considered the following matters relating to the going concern assumption:

The financial statements have been prepared on the basis of accounting policies applicable to a going concern. This basis
presumes that funds will be available to finance future operations and that the realisation of assets and settlement of liabilities,
contingent obligations and commitments will occur in the ordinary course of business.

The municipality's budget is subjected to a very rigorous independent assessment process to assess its cash-backing
status before it is ultimately approved by Council.

As the municipality has the power to levy fees, tariffs and charges, this will result in an ongoing inflow of revenue to
support the ongoing delivery of municipal services. Certain key financial ratios, such as liquidity, cost coverage,
debtors’ collection rates and creditors’ payment terms are closely monitored and the necessary corrective actions
instituted.

The ability of the municipality to continue as a going concern is dependent on a number of factors. The most significant of
these is that the accounting officer continue to procure funding for the ongoing operations for the municipality.

The municipality is currently experiencing financial difficulties. Indicators of the financial problems are:

1. Deficit of R 40 952 719 (2018: R 88 390 055) was realised, Government grants and subsidies contributed R 143 676 253
(2018: R 114 194 194),

2. The creditors are not paid within 30 days as required by the MFMA due to cash constraints.

3. Employee benefits are unfunded.

4. High levels of distribution losses
5. Slow collection and low recoverability of outstanding consumer accounts A provision for doubtful debt amounting to

R 372739 261 (2018: R 289 450 881) has been disclosed in the financial statements.
6. Unfavourable ratios included the current and acid test ratios are below the required ratio of 2:1 and 1:1, respectively.

The following mitigating factors have been taken into account in concluding that the municipality remains a going concern:

1. The municipality falls within the local government sphere,
2. No intention by government has been identified that indicates the discontinuing of financial assistance through the provision

of government grants.
3. The municipality has not been placed under any administration for the 12 months ending 30 June 2019.

4. The municipality has no unspent grants for the current year (2018: R 346 009).
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Mantsopa Local Municipality (FS196)

Financial Statements for the year ended 30 June 2019

Notes to the Financial Statements

Figures in Rand 2019 2018
46. Unauthorised expenditure
Open balance 266 457 231 96 701 149
Current year expenditure 114 729 650 169 756 083
Written off by council - 2016/2017 year (96 701 149) -
Written off by council - 2017/2018 year (169 756 083) -
114 729 649 266 457 232
47. Fruitless and wasteful expenditure
Open balance 20 235 940 4619 921
Current year expenditure 20198 733 15616 019
Written off by council - 2016/2017 year (4619 921) -
Written off by council - 2017/2018 year (15 613 463) -
20 201 289 20 235 940
48. Irregular expenditure
Open balance 17 993 731 6 907 126
Current year expenditure 745 272 1894934
Identified in the current year for prior periods 460 828 9191671
Written off by council - 2016/2017 year (6 907 128) -
Written off by council - 2017/2018 year (1603 236) -
10 689 469 17 993 731

Subsequent to the investigation in respect of the fruitless and wasteful expenditure referred to, civil proceedings have
commenced against the employees concerned to recover an amount of R 2 556. According to Council's legal advisors, it is
probable that the proceedings will result in the recovery of the full amount but this recovery is virtually certain.

49. Additional disclosure in terms of Municipal Finance Management Act

Audit fees

Open balance

Current year fee

Grants

Amount paid - current year
Amount paid - previous years

PAYE and UIF

Open balance

Current year expenditure
Amount paid - current year
Penalties and interest

Pension and Medical Aid Deductions

Open balance
Current year contributions
Amount paid - current year

2 335 953 1755 576
4563776 4912201
(3170 843) (500 000)
- (2076 248)
- (1755576)

3728 886 2 335 953
10903554 5175040
12310192 11 361 804
(19138 868) (7 602 498)
905 248 1969 208
4980126 10 903 554
1076 272 3289 026
27296616 22 869 669
(30 285 525) (25 082 423)
(1912637) 1076272
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Notes to the Financial Statements
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49. Additional disclosure in terms of Municipal Finance Management Act (continued)
VAT
VAT receivable 28 416 684 28 271 668
All VAT returns have been submitted by the due date throughout the year.
Councillors’ arrear consumer accounts
The following Councillors had arrear accounts outstanding for more than 90 days at 30 June 2019;
30 June 2019 Outstanding Outstanding Total
less than 90 more than 90 R
days days
R R

ME Tsoene 327 (5 658) (5331)
MJ Moduka 5310 3017 8 327
YJ Jacobs 1441 448 1889
MP Nakalebe 569 (1 408) (839)
NJ Thaisi 534 {(1170) (B836)
Kl Tigeli 1791 6274 8 065
GM Seoe 1048 - 1048
DT Molefe 1843 10 557 12 400
BE Meya 534 (2614) (2 080)
BM Sani 1661 815 2476
T Halse 928 (69) 859
DJ Hattingh 2 345 4323 6 668
LP Moletsane 1207 - 1207
SQG Gaba 493 (3576) (3 083)
RT Mpakathe 581 (671) (90)
SJ Moses 3180 3187 6 367
BA Maboza 385 (15 241) (14 856)

24177 (1786) 22 391
30 June 2018 Outstanding Outstanding Total

less than 90 more than 20 R
days days
R R

ME Tsoene 3205 - 3205
MJ Moduka 1274 (1 600) (3286)
YJ Jacobs 503 (1410) (907)
MP Nakalebe 748 (1989) (1.241)
NJ Thaisi 503 (1997) (1494)
Kl Tigeli 1265 - 1265
GM Seoe 521 (445) 76
DT Molefe 2150 9621 11771
BE Meya 763 (3998) (3 235)
BM Sani 850 - 850
T Halse 1519 (69) 1450
DJ Hattingh 2503 4024 6 527
LP Moletsane 1795 (4 672) (2877)
SQG Gaba 473 (1805) (1332)
RT Mpakathe 527 (1566) (1039)
SJ Moses 3 457 1182 4639
BA Maboza 365 (5 860) (5 495)

22 421 (10 584) 11 837
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Mantsopa Local Municipality (FS196)

Financial Statements for the year ended 30 June 2019

Notes to the Financial Statements
Figures in Rand 2019 2018

50. Deviation from supply chain management regulations

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

Paragraph 36 of the same gazette states that the accounting officer may dispense with the official procurement process in
certain circumstances, provided that he records the reasons for any deviations and reports them to the next meeting of the
accounting officer and includes a note to the financial statements.

Deviations totaling R 2 857 537 (2018: R 53 408), were incurred and reported during the financial year in accordance with the
aforementioned legislative requirements. These consisted of deviations for emergency cases (i.e. transactions relating to pipe
and sewer bursts and water pump repairs), procurement from sole providers(transactions relating to strips and quotes) and
deviations that pertain to SCM regulations (obtaining three quotations) that could not be followed due to a various reasons.

51. Distribution losses

Electricity 14 481 826 13 348 706
Water 1573 394 1910 291

16 055 220 15 258 997

Electricity
The municipality purchased 40 894 445 (2018: 42 555 914) units during the financial year and sold 26 766 040

(2018: 29 218 193) units during the year. Distribution losses at an estimated 34% (2018: 31%).
Reasons for incurring electricity losses relates to the dissipation when electricity flows through the conductors, illegal
connections, meter tampering and incorrect meteringt

Water

The municipality purchased 4 357 325 (2018: 4 194 522) units during the financial year, of which a total of

2735270 (2018: 2 225 149) units were sold. This represents a loss of 1 622 055 (2018: 1 969 373) units at an estimated
37% (2018: 47%). Water losses are the result of burst pipes, water provided but not metered, illegal connections, meter

tampering.
52. Centlec arrangement

The municipliaty and Centlec (SOC) Ltd has entered into an agreement in terms of which Centlec manages, delivers and
maintains all aspects of electricity sales, the associated debt collection and maintenance of the electricity network.

Centlec has, and will have, no title, ownership, lien, leasehold rights or any right of limited ownership in respect of the Network
or any part thereof. Title to the Network, including all improvements thereto from time to time, shall at all times vest and remain

vested in Mantsopa.

The agreement became effective on 1 July 2018 and shall endure until 30 June 2022, extending on the previous agreement to
transact on prepaid electricity sales on behalf of the municipality.

Transactions undertaken by Centlec as the agent on behalf of the municipality include the sale of electricity both on credit and
pre-paid, expenses to maintain the network, commission fees to resellers of electricity, assets purchased and installed on
bahalf of the municipality and the collection of the debtors book.
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52. Centlec arrangement (continued)

Revenue charged on behalf of the municipality

Revenue 37 576 736 10 789 958
Other income - connections 89 763 129 753
Interest 217 266 -
Expenses incurred and assets purchased on behalf of the municipality
Debt impairment (877 579) -
Repairs and maintenance (470 505) (423 482)
General expenses (539 850) (354 417)
Infrastructure assets 1 366 046 2 297 356
Assets and liabilities held on behalf of municipality
Trade receivables 15 499 556 -
Receivable from Centlec 2275670 4 508 494
Vat payable (6 011 073) -
Consumer deposits (342 537) -
Charges to the municipality

164 405 27 078

Management fee
53. Subsequent events
The following events were identified and disclosed after reporting date:

During July 2019, management identified fraud on the ABSA travel card which was reported during August 20189.
An amount of R 308 268 was recovered from ABSA and the receivable was included in the balance of the travel card note 4

The legal claim against the municipality was settled in favour of the plaintiff Seabata Monyane and the legal claim of R 230 000
has been disclosed in note 19.

54. Budget differences
Material differences between budget and actual amounts
Statement of financial performance

Service charges
Strategies to increase cash collections included converting consumers to pre-paid electricity. The result from this was much

better than expected.

Other income
Connections were budgeted as R 9 million but due to the new strategies implemented by debt collections, reconnections

were much lower than budgeted as consumers were converted to pre-paid electricity sales.

Rates

The budget for rates was based on the total of the valuation roll, but as part of the reconciliation certain revenues had to
reversed.

Grants and subsidies

The budget does not includes the R 3 million grant paid directly to the Auditor General and a grant of R 1 million from Teta.

Repairs and maintenance
The budget for repairs and maintenance is included in General expenses

Depreciation
The municipality did not appropriately budget for depreciation.

Debtors impairment
The municipality is in the process of cleansing debtors data as part of revenue enhancement strategies. As part of this

process accounts are reviewed and billings accordingly updated. This resulted in an higher than expected debt impairment.

ATy frimn i
AUDITOR-GENFERAL

Lea .

N Fe ]

| 2020 -05- 05
|_BLOE IN, 9300




Mantsopa Local Municipality (FS196)

Financial Statements for the year ended 30 June 2019

Notes to the Financial Statements

Figures in Rand 2019 2018

54. Budget differences (continued)

Bulk purchases
The differences relates to higher than expected electricity purchases.

Contracted services
The budget for contracted services includes audit fees of R 4.5 million and consulting fees of R 5.6 which is included general

expenses for financial statement purposes.

Finance cost and General expenses
The budget for finance costs is included in general expenses for budget purposes. While contracted services and consulting

fees was included in contracted services.

Actuarial gains
Actuarial gains are not considered for budget purposes as it is a non cash item that is determined by a specialist.

Statement of financial position

VAT receivable
VAT receivable difference in budget relates to the higher than expected balance from trade payables.

Trade receivables
Trade receivables are lower than expected due to the debt impairment which is higher than expectd.

Investment property
Investment property is higher than expected due to properties that were expected to be derecognised in the current year, as
the properties are in the name of the municipality but future economic benefits is unclear.

Property, plant and equipment
The difference in Property, plant and equipment is the result of budgeting the incorrect amount for depreciation.

Payables from exchange
The Eskom debt increased more than expected, while cash flow constraints resulted in payables not being paid as planned.

Payables from non-exchange
This relates debtors with credit balances which is not budgeted for.

Employee benefits and Provisions
The budget for employee benefits and provisions was not updated per the prior year expectation by error.

Cash flow statement

Sale of goods and services
Cash flow is lower than expected due to the lower than budgeted debt collection.

Employee costs
Management planned to settle the majority of the amounts owing to third parties. This did not materialise due to cash flow

constraints.

Suppliers and Finance costs
Cash paid to suppliers is lower than expected due to cash flow constraints.

Purchases is lower than planned due to strategies to increase cash flow.
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