PAGE  
16

[image: image6.wmf]95,332

7,637

28,258

43,831

0

20000

40000

60000

80000

100000

2006/2007

2005/2006

PROVISIONS

RESERVES



FINANCIAL 

STATEMENTS

2006/2007

 SEQ CHAPTER \h \r 1
CONTENTS








PAGE
· General information






3 - 4
· Approval of financial statements




  5
· Mayoral foreword







  6


· Report of the Auditor-General





  7
· Treasurer’s report







8 - 18
· Accounting policies






19 -23
· Balance sheet







24
· Income statement







25
· Cash flow statement






26
· Notes to the financial statements




27 - 41
· Appendixes:


A -
Statutory funds  reserves, provisions and trust funds
42

B -
External loans 






43

C -
Analysis of fixed assets





44 - 46

D -
Analysis of operating Income and








Expenditure for the year ended 30 June 2007

47



E -
Detailed income statement for the year 



ended 30 June 2007





48 - 49

F -
Statistical information





50 – 54


Investment Report 





55
GENERAL INFORMATION

Members of the Executive Committee:

Councillor T M H Mofokeng

Chairman of the executive committee and financial portfolio committee 

Councillor T J Mkwani

Chairman of community services portfolio committee 

Councillor M J Tshabalala

Chairman of the public works portfolio committee

Councillor M M Radebe

Chairman of corporate services portfolio committee

Councillor M A Mashinini

Chairman of housing services portfolio committee

Councillor DM Mofokeng

Chairman of the local economic development and tourism portfolio committee

Councillor C C Harrington
Councillor D Stevens

Grading of Local Authority:

Grade 8

Auditor:

The Auditor-General

Bankers:

ABSA Bank

Branch 502-233

Account number
4052898966
Registered Office:

Civic centre


PO Box 551


Telephone:
058-303 5732

Muller street


Bethlehem


Fax:

058-303 5076 

Bethlehem


9700







9700

Acting Municipal Manager:

Qualifications:

Mr N L Masoka



 Diploma Personnel Management
Chief Financial Officer:


Qualifications:

Mr M M Mahlalela



Bachelor of Commerce







Diploma in Management Studies






Diploma in Accounting and Business studies






Higher Educaton Diploma (teaching)






MBA - pending

Members of the Dihlabeng Local Municipality

Ward No:

Councillor
1


T J Tshabalala
2


S Msimanga
3


HE Mokoena

4


M J Mokoena
5


T M Mofokeng
6


M J Tshabalala
7


N C Bukhali
8


T M H Mofokeng
9


R P Mofokeng
10


CC Harrington

11


M A Mashinini
12


SE Mosia

13


CP Changube

14


L J Wanzi
15


TJ Makwani
16


MP Jacobs

17


DE Malan

18


B D L Venter

19


M S Maseko

PROP


M J Hatla
PROP


M J Khetsi
PROP


J G Kriek

PROP


L J Lemako
PROP


N E Mkhwanazi
PROP


M A Mokoena
PROP


M J Mokoena
PROP


D M Mofokeng
PROP


M H Mofokeng
PROP


P H Motsoeneng
PROP


MA Mokoena

PROP


V D Mzizi

PROP


MA Noosi

PROP


I Ntakane
PROP


J J H Pienaar
PROP


M M Radebe
PROP


L A Ramela 
PROP


D Stevens
Mayor:

Councillor TMH Mofokeng
Speaker:











Councillor M A Noosi
Approval of Financial Statements:
The annual financial statements set out on pages 9 to 55 were signed by the Acting Municipal Manager and Chief Financial Officer on 31 August 2007.
_______________________________
_______________________

ACTING MUNICIPAL MANAGER


CHIEF FINANCIAL OFFICER
(Accounting Officer)






N L MASOKA




M M MAHLALELA
MAYORAL FOREWORD

For the period of 1 July 2006 - 30 June 2007

On behalf of the Dihlabeng Local Municipality, I would like to appreciate the positive support we receive from the community of Dihlabeng. Their participation and support for Municipal programmes, indeed are satisfactory. Our  IDP consultation activities, budget consultations and the Mayoral Imbizos remain an eye opener.

At this time of the year, we reflect with pride on the requirements of the Municipal Finance Management Act.

We adopted a budget, based on reasonable projections in time for the start of the financial year. The service delivery and Budget Implementation Plan was presented to the Mayor within 14 days of the same adoption of the budget.

Our Municipality diligently implemented the Capital Plan. As we speak, we are in line to meet the Presidential deadline to eradicate the inhuman bucket system.

Our Municipality has made strikes in building internal Financial Capacity. With the help of the Municipal Systems Improvement Grant, more interns have been appointed and officials have been trained.

The extension granted to Municipalities for compliance with grap/gamap has allowed us to make a swift changes to the new financial for the next circle of reporting.

The support we have been receiving from Provincial and National Treasuring cannot go unnoticed. The intergovernmental relations among us can only be to the good of our Country.

In conclusion, I want to express my sincere gratitude to the sterling work done by the personnel and Councillors of Dihlabeng Municipality in helping to push back the frontiers of poverty and speeding up quality service delivery to all our people .

Thank you.

TMH MOFOKENG

MAYOR

REPORT OF THE AUDITOR-GENERAL TO THE DIHLABENG LOCAL MUNICIPALITY FOR THE FINANCIAL

YEAR ENDED ON 30 JUNE 2007
The Auditor-General will table his report.

TREASURER’S REPORT
1. OPERATING RESULTS:

Details of the operating results per department, classification and object of expenditure are included in appendices D and E. The applicable statistics are shown in appendix F.

The overall operating results for the year ended 30 June 2007 are as follows:
	INCOME                    Actual         Actual     Variances         Budget          Variance
                                2006           2007        2006/2007        2007           Actual/ budget                                                          
                                  R                R                  %                  R                     %


	Opening surplus           6 932 917          274 573     (96%)           -                          
Income for the year   209 202 164   251 282 647      20,11%       284 268 866             (11,6%) 
Closing deficit                                                                              4 832 616  
                         216 135 081 251 557 220                       289 101 482             

	EXPENDITURE                                                                                                    

	Expenditure               218 407 164      242 194 074   10,89%        289 101 482            (16,23%)
Sundry transfers            (2 546 656)       10 364 246
Closing surplus              274 573            (1 001 100)   (464,60)%                                      
                              216 135 081     251 557 220                    289 101 482         



The increase in operating income by 20,11% consists of an increase in Rates and General services. The Equitable share received during the year was included in the operating income. 
The increase in operating expenditure consists of an increase of capital expenditure from income of R33 925 310.

Rates and General Services

	                             Actual        Actual       Variances         Budget          Variance
                                    2006           2007         2006/2007        2007        Actual/ budget
                                     R                R                  %                  R                     %

Income                    122 394 166  162 198 426   32,52%       94 464 377    73,0%

Expenditure              146 101 738  176 734 020   20,97%     129 469 883    40,00%       

Surplus / (Deficit)   ( 23 707 572) (14 535 592)…38,69% (35 005 506)        
Surplus / (Deficit) as 
%  of total Income          (19,37%)          (8,96%)



1.2 Housing Service
	                                        Actual        Actual       Variances         Budget           Variance
                                   2006           2007        2006/2007        2007         Actual/ budget  
                                       R                R              %                  R                   %           
Income                       968 460        1 536 548     58,66%       892 757           72,11% 

Expenditure              2 517 654        4 373 389……73,71%    6 892 191          (36,55%)
Surplus / (Deficit)   (1 549 194)(2 836 841)      83,12%   (5 999 434)   
Surplus / (Deficit) as

% of total Income     (159,96%)     (184,62%)



Variances on income is due to grant received of R499 123 which increased the income to 72,11%. Budgeted contributions to capital expenditure were        R5 223 957 but the actual expenditure was only R2 845 872 which is 54,4% due to cash flow constraints the budgeted amount could not be spent.

1.3 Trading Services
The following is a summary of the operating results of the Municipality’s Trading Services:

Electricity Services
	                                    Actual        Actual        Variances         Budget          Variance

                                  2006           2007        2006/2007        2007         Actual/ budget 
                                    R                 R                  %                  R                   %                                                                                                                                                                                                     

Income                    56 626 105     60 291 976     6,47%         61 505 361    1,97%
Expenditure              53 050 724     45 064 464    (15,05%)       49  207 653     (8,42%) 
Surplus / (Deficit)      3 575 381      15 227 512   325,9%    12 297 708
Surplus / (Deficit) as

% of total Income      6,31%           25,26%



The decrease in expenditure is due to vacant posts  that exists and contributions to capital expenditure which was not fully utilised, only 13,7% was utilised. A significant variance in the surplus of R11 652 130 is due to an increase in income and a decerase in expenditure due to reasons mentioned above.
Water Services   
	                                   Actual        Actual       Variances         Budget          Variance

                                  2006           2007        2006/2007        2007      Actual/ budget 

                                    R                R                  %                  R                   %     
Income                  29 213 433       27 255 697      (6,7%)     37 436 310     (27,19%)
Expenditure            16 737 047       16 022 202      (4,27%)    21 512 868      (25,52%)
Surplus / (Deficit)  12 476 386     11 233 495      (9,96%)    15 923 442
Surplus / (Deficit) as

% of total Income        42,71%         41,22%




The budgeted income was much higher than the actual due to the fact that consumption was less due to high rainfall during the last six months of the financial year, hence the selling of water decreased and therefore our income decreased. The budgeted expenditure was R5,5 million more than the actual expenditure due to the following reasons:
1. Vacant positions were budgeted for but these posts were not filled.
2. There was a capital budget of R3,5 million but only R1,2 million was spent.
1.4 Salaries, Wages and Allowances

The total sum of actual salaries, wages and allowances amounts to 
R78 941 508 equaling 32,59% (2006 : 32,79%) of the total operating expenditure to the amount of R242 194 074 (2006: R218 407 164)
1.5 
General Expenses
The actual total general expenses amounts to R84 954 776 equaling 35,08 % (2006:37,81%) of the total of the operating expenditure of R242 194 074.   (2006:R218 407 164).    Included in general expenses is an amount of R6 381 564 (2006:R15 351 813) for administration charges that is credited to other departments. These admin charges equal 2,63% (2006:7,03%) of the total operating expenditure

1.6 Repair and Maintenance

The total sum of actual repair and maintenance amounts to R7 283 721 (2006:R6 920 366), equaling 3,01% (2006:3,17%) of the total of the operating expenditure of R242 194 074 (2006:R218 407 164).
1.7 Capital Charges

The total sum of actual capital charges amounts to R9 453 904
(2006:R8 428 902) equaling 3,9% (2006:3,86%) of the sum of total operating expenditure of R242 194 074 (2006:R218 407 164).

1.8 Contributions to Capital Expenditure

The total sum of actual contributions to capital expenditure amounts to 
R46 150 459 (2006: R12 225 149) equaling 19,06% (2006:5,60% )of the total operating expenditure of R242 194 074 (2006: R218 407 164). See 
paragraph 8 below for more detail regarding source of funding for capital expenditure.

1.9 Contributions

The total sum of actual contributions toward funds, reserves and provisions amounts to R21 791 269 (2006: R51 996 462) equaling 9,00% (2006:23, 81%) of the total sum of operating expenditure of R242 194 074. See Appendix D for more detail.
1.10 Income and expenditure 2006/7

[image: image1.emf]206831860

218573443

251282647

242194074

0

50000000

100000000

150000000

200000000

250000000

300000000

2005/2006 2006/2007

Income Expenditure


2. LOANS

Outstanding loans amounted to R50 174 589 (2006: R49 595 285) on 30 June 2007 and were compiled as follows:

EXTERNAL

TOTAL

LOANS

LOANS

R50 174 589

R50 174 589
The Council has restructured its long term loans with Development Bank of South Africa during 2002 and during July 2005 and all installments were paid. A new loan of R3 172 096 was taken up for the purchasing of new vehicles for 
water, solid waste management and electricity. Due to restructuring of loans which include penalty and additional interest the nett assets are not equal to the outstaning loans.
More information regarding loans is disclosed in note 4 and Appendix B to the financial statements.

3    FUNDS

3.1 Land Trust Fund

The land trust fund decreased from R27 844 566 (2006) to R1 462 212 for the current year.  A council resolution (73/2007 dated 27/05/07)  determines that all funds and reserves which are not cash backed should be written off to the Provision for Irrecoverale debts.

Proceeds from the sale of land are credited to this fund.
3.2 Renewal Fund

The renewal fund decreased from R11 243 265 (2006) to R2 423 346 in the current financial year. An amount of R174 431 was spent on acquiring assets.
No interest was received, due to the fact that the fund is not cash backed.
More information regarding funds is disclosed in note 1 and Appendix A to the financial statements
.
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 4. PROVISIONS AND RESERVES

Several provisions and reserves were maintained and increased from R72 088 478 to R102 968 814, this was due to the transfer of unfunded Statutuory funds written of to Provision for Bad Debts.

More information regarding provision and reserves are disclosed in the notes (2 & 11) and appendix A to the financial statements.
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5. TRUST FUNDS

A Housing fund was maintained at R2 168 418 in the current financial year. No contributions were made and no interest received due to cash shortage for investment purposes.
More information regarding trust funds are disclosed in note 3 and appendix A to the financial statements.

6. CREDITORS

Outstanding creditors increased from R31 471 156 (2006) to R36 272 704 at 30 June 2007.
More information regarding creditors is disclosed in note 12 to the financial statements.

7. ACCUMULATED DEFICIT) / RETAINED INCOME
The accumulated deficit amounts to R1 001 100 as at 30 June 2007 (surplus of R274 573 in 2006).

More information regarding the accumulated deficit is disclosed in the income statement and appendix E to the financial statements. 
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8. CAPITAL

The total cost price of fixed assets amounts to R543 809 805 as at 30 June 2007. The expenditure on fixed assets for the year amounted to R55 727 479
More information regarding capital expenditure is disclosed in appendix C to the financial statements.

The budgeted capital expenditure of R62 326 055 is more than the actual expenditure, the budgeted expenditure exceeds the actual approved budget by R6 598 576.
9. FUNDING





Assets to the value of R50 174 589 were financed from external loans. Council has unencumbered assets of R543 809 805.

More information regarding funding is disclosed in appendix C to the financial statements.
10. STOCK AND MATERIAL

Stock on hand amounts to R3 755 188 as at 30 June 2007 (R3 458 717 in 2006) representing an increase of R296 471.   Stock and material comprise of stock in stores, water and sewerage chemicals and game at Wolhuterskop Nature Reserve.

More information regarding inventory is disclosed in note 8 to the financial statements.
          11. DEBTORS
The outstanding debtors amount to R85 911 137 (2006:R136 810 850) as at 30 June 2007.   This amount comprises the total debtors of R168 738 001 the provision of R82 826 865 for irrecoverable debts.

More information regarding debtors is disclosed in the note (9) to the financial statements.
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          12. VALUATION ROLL


           According to the valuation roll the total valuation of Dihlabeng amounts to 
           R2 188 964 707 as at 30 June 2007 and was compiled as follows:

	
	Bohlokong
	Bethlehem
	Clarens
	Fouriesburg
	Paul Roux
	Rosendal

	Ratable
	402 558 701
	1 355 224 965
	141 530 122
	46 988 002
	26 426 415
	7 491 852

	Non Ratable 
	44 086 406
	144 307 832
	7 508 858
	4 030 103
	4 632 801
	4 178 651

	TOTAL
	446 645 107
	1 499 532 797
	149 038 980
	51 018 105
	31 059 216
	11 670 503


More information regarding the valuation roll is disclosed in the notes (14, 14.1, 14.2,14.3, 14.4 and 14.5) to the financial statements.
BHM -Bethlehem         BOH - Bohlokong     CLR - Clarens    FRB – Fouriesburg  
RSD - Rosendal 
        PR - Paul Roux

13. INVESTMENTS
Investments amount to R1 105 203 at 30 June 2007 (R7 981 454: 2006) Capital expenditure was financed by investments.   All funds invested at ABSA could not be verified due to conflicting balance certificates issued by ABSA.   Several attempts were made to obtain the information needed on fixed deposits held by ABSA but to no avail. 
 More information regarding investments is disclosed in note 6 to the financial statements.
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14. INTEREST ON INVESTMENTS

The amount of R635 493 (R890 960 : 2006)  was received on external investments during the financial year. The amount of R635 493 was credited to the Income Account vote Interest on Investments no interest was credited to Accumulated Trust Funds and Reserves. 

15. CASH 

Council had a negative bank balance of R9 620 018 (2006:R5 032 236) as at 30 June 2007  


16. INTERNAL AUDIT

An effective internal control system accompanied by an efficient accounting system is a necessity.  The internal auditor has resigned during October 2006.   No qualified person was appointed for the year under review.   

17. SUBSEQUENT EVENTS

17.1
The court case of Group Five has been won by the council but Group Five is appealing the decision and it is not finalised yet
.
17.2
The court case of SLK Nthute and 3 other, council lost the case but decided to appeal against the judgement.

17.3
Acting allowances to the amount of R1 207 575 will be paid out to various employees who acted in higher positions without an acting allowance (2006:R582 919) .

Due to cash constraints these acting allowances will be paid from August 2007 over a period of 5 months ending December 2007.

18 EXPRESSION OF APPRECIATION

Sincere gratitude is expressed to all personnel of Dihlabeng Municipality especially 

the Finance Department for their diligence and hard work.

___________________________
31/08/2007
CHIEF FINANCIAL OFFICER




MM MAHLALELA
ACCOUNTING POLICIES

1.

Basis of presentation


1.1
The financial statements have been prepared so as to conform to the standards laid down by the Institute of Municipal Finance Officers in its Code of Accounting Practice (1997) and Report on Published Annual Financial Statements (Second edition - January 1996).


1.2
The financial statements are prepared on the historical cost basis, adjusted for fixed assets as fully detailed in Accounting Policy note 3.  The accounting policies are consistent with those applied in the previous year, except if otherwise indicated.


1.3

The financial statements are prepared on the accrual basis as stated:

· Income is accrued when measurable and available to finance operations.  Certain direct income is accrued when received, such as certain licences.

· Expenditure is accrued in the year it is incurred.

2.         Consolidation
The financial statements include the Rates and General services, Housing service, Trading services and the different funds and reserves.  All inter departmental charges are set-off against each other, with the exception of assessment rates, refuse removal, sewerage, electricity, water and premium charged to the fund,  which are treated as income and expenditure in the respective departments.

3.          Fixed Assets

3.1

Fixed Assets are stated:

· at historical cost;  or

· at valuation (based on the market price at date of acquisition), where assets have been acquired by grant or donation, while they are in existence and 
· fit for use, except in the case of bulk assets which are written off at the end of their estimated life as determined by the Treasurer.


3.2

Depreciation
The balance shown against the heading “Loans Redeemed and Other Capital Receipts” in the notes to the balance sheet is tantamount to provision for depreciation; however, certain structural differences do exist.  By way of this “Provision” assets are written down over their estimated useful life.  

Apart from advances from various Council funds, assets may also be acquired through:

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

· Grant or donation, where the amount representing the value of such grant or donation is immediately credited to the “Loans Redeemed and Other Capital Receipts” account.


3.3

Fixed assets are financed from different sources, including external loans, operating income, endowments and internal advances.  These loans and advances are repaid within the estimated life of the assets acquired from such loans or advances.  Interest is charged to the service concerned at the ruling interest rate applicable at the time that the advance is made.

4.
Inventory
· Inventory is valued at the lower of cost, determined on the weighted average basis, and net realisable value.

· Game is valued at market price.

5.
Funds and Reserves

5.1
Capital Development Fund
As per section 82(1) of the Local Government Ordinance, 1962 (Ordinance No 8 of 1962), the MEC of Local Government and Housing granted approval for the Dihlabeng Local Municipality to be exempted from this contribution.


5.2
Capital reserve

In terms of Section 83(1) (a) of the Local Government, 1962 (Ordinance, Ordinance No. 8 of 1962), a Council may establish a capital reserve fund for  
Capital purposes generally or for any specific capital purpose.   A Council may transfer from its accumulated revenue surplus on current revenue to a fund such amounts as it may deem fit.



No contributions were made due to financial constraints on the budget for 

the 2006/2007 financial year.   A council resolution determines (29/05/2007 

Item 74/2007) that if a fund is not cash backed these funds should be written


off to the Provision for Irrecoverable debts.


5.3
Renewal fund

In terms of Section 83(2) (a) of the Local Government Ordinance, 1962 (Ordinance No. 8 of 1962), a Council shall out of its revenue set aside annually such sums of money as shall be necessary for replacing and maintaining its existing assets on works which were paid from loan funds.

No contributions were made due to financial contraits on the budget for the 2006/2007 financial year.   A council resolution determines that funds which are not cash backed should be written off to the Provision for Irrecoverable debts.

5.4
Land Measurement’s fund

The land measurement fund is maintained to absorb future costs regarding the measurement of land.


5.5
Provisions

Provision for the following has been provided under the rates and general services.:

Leave Payment
Medical Aid Pensioners
Irrecoverable debts


5.6
Land Trust Fund

The proceeds from the sale of land and fixed properties are credited to Land Trust Fund and the spending of these funds is largely confined to the purchase of land or to extend infra structure.

5.7
Loss of Rental Reserve
A reserve is built up to finance large maintenance costs of municipal flats and income lost on municipal flats not being rented out to people.  Due to financial constraints no funds were contributed to Loss of Rental Reserve.

5.8
Trust Funds-Housing Fund

The annual interest and redemption payments on the loans are credited to the Housing Fund and the capital will be used to build new houses for the poor.


5.9
Community Facilities Fund

A fund is maintained to create future facilities as and when needed for the community.


5.10
Sundry Reserves



This reserve has been created to pay out grants received which covers more 



than one financial year.

6.
Retirement Benefits
Dihlabeng Local Municipality and its employees contribute to the Free State Municipal Provident Fund, Samwu National Provident Fund, Sala Pension Fund and Free State Municipal Pension Fund which provide retirement benefits to such employees.  Some councillors contribute to the Municipal Councillors Pension Fund.

The retirement benefit plan is subject to the Pensions Fund Act, 1956, with pensions being calculated on the final pension able remuneration paid.  Current contributions are charged against operating income on the basis of current service costs.  

Unfavourable experience adjustments and the cost of securing increased benefits are written off over the lesser of the remaining period of service of employees or five 
years. Favourable experience adjustments are retained in the retirement benefit plan.

7.          Surpluses and Deficits 

Any surpluses or deficits arising from the operation of the Electricity and Water services are transferred to Rates and General services.  There are no closed accounts and therefore no surplus or deficit is retained in that service for its own use.
8.
Treatment of administration and other overhead expenses
The cost of internal support services are transferred to the different services in accordance with the Institute Report on Accounting for Support Services (June 1990).

9.
Leased assets
Fixed assets held under finance leases are capitalised.  Such assets are effectively amortised over the term of the lease agreement.

Lease finance charges allocated to accounting periods over the duration of the leases, by the effective interest rate method, which reflects the extent and cost of lease finance utilized in each accounting period.

All other leases are treated as operating leases and the relevant rentals are charged to the operating account in a systematic manner related to the period of use of the assets concerned.

10.
Investments
Investments are shown at the lower of cost or market value if a permanent decline in the value occurred, and are invested per Investment policy as approved by council on 9 June 2006 Item 81/2006.
11.
Income recognition

11.1
Electricity and Water Billings

Metres in industrial areas, premises with high tension supplies, high density

residential areas and all other properties are read and billed monthly.


11.2
Assessment Rates
Dihlabeng Local Municipality apply more than one rate and is based on the      value of the property.  In terms of this system the assessment rates are levied on the land and improvement’s value of property or the land value only. No rebates are granted except for a 20% discount to Government & Provincial Administration properties.
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