Centlec (Pty) Lid
Annual Financial Statements
far the year ended 30 June 2011



Centlec {Pty) Ltd

Annuat Financial Statements for the year ended 30 June 2011

General Information

Legal form of entity Private company
Nature of business and principal activities Electricity distribution
Chief Executive Officer (CEQ) IJ Poolo
Chief Finance Officer ([CFO) M Matsimela {Acting}
Directors SJ Cronje
L de Jager
P Helepi
KM Moroka
Registered office Forl Street
Oranjesig
Bleemfontein
9324
Business address 30 Rhodes Avenue
Bloemfontein
9324
Postal address Private Bag X14
Brandhof
Bloemfontein
9324
Municipal entity Municipal entity

incorporated in Mangaung Local Municipality

Auditors Auditor General of South Africa
Secretary LR Bomela
Company registration number 2003/011612/07




Cen

tlec (Pty)} Ltd

Annual Financial Statements for the year ended 30 June 2011

Index

The reporis and slalements set out below comprise the annual financial statements presented 1o the parent municipality:

Contents

Abbr

Director's Responsibilities and Approval
Repori of the Auditor General

Director's Repon

Statement of Financial Position
Statement of Financial Performance
Statement of Changes in Net Assets
Cash Now statement

Accounting Paolicies

Notes to the Annual Financial Statements
eviations

DBSA

SA GAAP

GRAP

GAMAP

1AS

IMFO

IPSAS

ME's

MFMA

Development Bank of South Africa

South African Statements of Generally Accepted Accounting Practice

Generally Recognised Accounting Practice

Generally Accepted Municipal Accounting Praclice

International Accounting Standards

Institute of Municipal Finance Officers

International Public Seclor Accounting Standards

Municipal Entities

Municipal Finance Management Act

Page
4

5

10
i1-21

22 - 48




Centlec (Pty) Ltd

Annual Financial Statements for the year ended 30 June 2011

Director's Responsibilities and Approval

The directors are required by the Municipal Finance Management Act (Act 56 of 2003} and Companies Act (Act 71 of 2008), to
maintain adequate accounting records and are responsible for the centent and integrity of the annual financial statemants and related
financial information included in this report. It is the responsibility of the directors to ensure that the annuai financial statements fairly
present the state of affairs of the municipal entity as at the end of the financial year and the results of its operations and cash flows
for the period then ended. The external auditors are engaged to express an independent opinion on the annual financial statements
and was given unrestricted access to alt financial records and related data.

The annual financial statements have been prepared in accordance with Standards of Generally Recognised Accounting Practice
(GRAP).

The annual financial statements are based upon appropriate accounting policles consistently applied and supported by reasonable
and prudent judgements and estimates.

The directors acknowledge that they are ultimately respansible for the system of internal financial control established by the
municipal entity and place considerable importance on maintaining a strong control environment, To enable the directors to meet
these responsibilities, the board of directars sets standards for internal coniro! aimed at reducing the risk of error or deficit in a cost
effective manner. The standards include the proper delegation of responsibllities within a clearly delined framework, eflective
accounting procedures and adequate segregation of duties to ensure an acceptable level of risk. These controls are monitored
throughout the municipal entity and alf emplayees are required to mainfain the highest ethical standards in ensuring the municipal
entity’s business is conducted in a manner that in all reasonable circumstances is above reproach. The focus of risk management in
the municipal entity i= on identifying, assessing, managing and monitoring all knawn forms of risk acress the municipal entity. While
operating risk cannot be fully eliminated, the municipal entity endeavours to minimise it by ensuring that appropriate infrastructure,
controls, systems and ethical behaviour are applied and managed within predetermined procedures and coenstraints.

The directors are of the opinion, based on the infermation and exptanations given by management that the system of internal control
provides reasonable assurance that the financial records may be relied on for the preparation of the annual fnanclal statements.,
However, any sysiem of internal financial control can provide only reasonable, and not absolute, assurance against material
misstatement or deficit. )

The directors have reviewed the municipal entity's cash flow forecast for the year to 30 June 2012 and, in the light of this review and
the current financial position, they are satisfied that the municipal entity has access to adequate resources to continue in operational
existence for the foreseeable future.

The municipal entity is dependent on the Mangaung Local Municipality for continued funding of operations. The annual financial
statements are prepared an the basis that the municipal entity is a going concern and that the Mangaung Local Municipality has
neither ihe intention nor the need 1o liquidate or curtail materially the scale of the municipal entity.

on pages 6 to 48, which have been prepared on the going concern basis, were approvad by
igned on its behalf by:




Report of the Auditor General

Auditor General of South Africa
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Directar's Report

The directors submit their report for the year ended 30 June 2011,
1. Review of activities
Main business and operations
The municipal entity is engaged In electricily distribution to industries, businesses and households

The operating results and state of affairs of the company are fully set out In the attached financial statements and do not In our
opinion require any further comment. .

Net deficit of the municipal entity was R 112,895,450 (2010: surplus R 16,541,735).

The resulting net deficit for the year is largely due to the revised depreclation charge detesmined on the basis of revalued property
plant and equipment. The entity has revalued the property plant and equipment during the 2010 financial year resulting in a increase
of R2 020 5678 843 included in accumulated surplus.

The entity is continuously engaging with the relevant stakeholders in looking at their electricity rates spectrum and the results of this
engagement is expected o have a pasitive effect on Centlec's profitahility.

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

3. Subsequent events
The director's are not aware of any matter or circumstance arising since the end of the financial year.

4.  Share capital
There were no changes in the authorised or issued share capital of the municipal entity during the year under review.

5.  Municipal entity
The municipal entity is wholly owned by Mangaung Local Municipality.

6. Auditors

Auditor General of South Africa will continue in office for the next financial period.
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Statement of Financial Position

2011 2010
Note(s) R R
Assets
Current Assets
Inventories 8 33,867,874 44,301,665
Other financial assets 6 424,818,222 313,968,797
Trade and other receivables from exchange transactions g 24,114,772 3,077,627
VAT receivable i0 21,408,869 16,162,271
Consumer debtors 11 142,525,160 173,492,380
Cash and cash equivalents 12 14,790,004 216,358
661,524,901 554,219,108
Non-Current Assets
Property, plant and equipment 4 2,671,445,846 2,778,274,884
intangible assets 5 705,551 -
Other financial assets 6 4,090,615 4,579,416
2,676,242012 2,782,854,300
Total Assets 3,337,766,913 3,337,073,408
Liabilities
Currant Liabilities
Other current financial liabilities 13 13,689,962 13,838,035
Finance lease obligation 14 111,000 186,446
Trade and other payables from exchange transactions 16 284,718,833 184,767,349
Consumer deposits 17 46,331,130 38,368,918
Conditional grants and receipts 15 1,327,382 1,040,792
346,178,307 238,201,540
Non-Current Liabllities
Loans from shareholders 45 676,453,638 657,303,375
Other current linancial liabilities 13 136,089,716 149,779 678
Finance lease obligation 14 231,611 79,728
812,774,965 807,162,781
Total Liabilities 1,158,953,272 1,045,364,321

Net Assets

Net Assets

Share capital
Reserves
Revaluation reserve
Accumulated surplus

Total Net Assets

2,178,813,641

2,291,709,087

100

2,016,815,307
161,994,234

100

2,016,818,307
274,889,680

2,178,813,641

2,291,709,087
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Statement of Financial Performance

2011 2010
Motes R R

Revenue from exchange transactions
Sale of electricity 963,135,868 771,929,580
Sale of Prepaid electricity 222,285,673 180,089,183
Maintenance an street lights 6,125,000 6,987,366
Free services recavered 10,001,535 33,215,925

1,201,548,076 992,222,054
Revenue from non.-exchange transactions
Government grants & subsidles 19 15,502,883 6,079,798

15,502,883 6,079,798

Other Income
Administration and management fees received 9,208,595 7,930,867
Fees earned 1,091,554 2,858,252
Network upgrade 11,706,337 12,267,290
Sale of redundant material 253,961 53,060
Interest received - investment 23 20,861,289 10,304,716
Total income 1,261,072,695 1,040,716,037
Expenditure
Employee relaled costs 22 (1,588,697) (3,969,480)
Administration and management fees (103,801,220) {95,611,745)
Transfer payments 182,163 610,953
Depreciation and amortisation 24 (144,445,698) (42,473,782)
Impairment loss 25 (1,073,762) -
Finance costs 28 (165,732,853) (131,854,264)
Debt impairment 46 {B2,482,760) (10,525,297)
Collection costs (451,250) (529,7140)
Repairs and mainienance (22,350,420) {32,126,721)
Bulk purchases 27 (758,698,272) (592,477,353)
Cost of maintenance on street lights (13,807,224) {3.783,668)
Services rendered by Mangaung Metro Municipality (9.515,379) (8,769,308)
Geaneral expenses 20 (70,194,775) (102,663,567)
Total Expenditure {1,373,968,145} {1,024,174,302)
Taxation 47 - -
(Deficit) surplus for the year 21 (112,895,450} 16,541,735
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Statement of Changes in Net Assets

Share capital Revaluation Accumulated Total net assets
reserve surplus
R R R R
Opening balance as previously reported 100 2,016,731,380 258,071,380 2,274,802 BGO
Adjustments
Prior year adjustments - - 276,565 276,565
Balance at 01 July 2009 as restated 100 2,016,731,380 258,347,945 2,275,079,425
Changes in net assets
Prior peried adjustment - B7,827 - 87,927
Net income (losses) recognised directly in net assets - B7.827 - §7.927
Surplus/(Deficit) for the year - - 16,541,735 16,541,735
Total recognised income and expenses for the year - 87,927 16,541,735 16,629,662
Total changes - 87,927 16,541,735 16,628,662
Opening balance as previously reported 100 2,020,655,770 271,623,222 2,292,279,092
Adjustments
Prior year adjustments - (3,836,463) 3,266,462 (570,001)
Balance at 01 July 2010 as restated 100 2,016,819,307 274,889,684 2,291,709,01
Changes in net assats
Deficit for the year - - (112,895,450) {112,895,450)
Total changes - - (112,895,450} {112,895,450)
Balance at 30 June 2011 100 2,016,819,307 161,994,234 2,178,813,641
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Cash fiow statement

2011 2010
Note R R
Cash flows from aoperating activities
Receipts
Sale of goeds and services 1,149,977,850 938,025,054
Interest income received 20,861,289 19,304,716
1,170,839,139 957,329,770

Payments

Cash paid to suppliers and employees
Finance cosis

Net cash flows from operating activities

Cash flows from investing activities

Purchase of property, plant and equipment
Proceeds from sale of property, plant and equipment
Purchase of other intangible assets

Advances / repayments of loan amounts

Preceeds from sale of financial assets

Net cash fiows from investing activities

Cash flows froem financing activities

Repayment of other current financial liabilifies
Repayment of shareholders loan
Finance lease payments

Neat cash flows from flnancing activities

Net increasel/(decrease) in cash and cash equivalents
Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year

(847,289,168)
{165,678,157)

(715,022,127)
(131,818,941)

{1,012,967,325)

(B46,842,068)

110,487,702

28 157,871,814
4 (40,276,908)
4 2,656,250
5 {705,551)

(110,360,624)

(98,726,752)
4,333

(123,165,061)

(148,686,833) {221,887,490)

(13,838,035) 47,749,715

18,150,263 17,403,624
76,437 (110,453)

5,388,665 65,042,886

14,573,646 {46,356,902)

216,358 46,573,260

12 14,790,004 216,358

10
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Accounting Policies

241

2.2

2.3

Presentation of annual financial statements

Centlec (Pty) Ltd {"the municipal entity") is a municipal entity wholly owned by Mangaung local municipality, a local government
institution in Bloemfontein in the Free State.

Presentation of annual financial statements

Statement of compliance

The annual financial statements have been prepared in accordance with Generally Recognised Accounting Practice (GRAP)
including any interpretations, guidelines and directives issued by the Accounting Standards Board in accordance with section 122(3)

of the Municipal Finance Management Act, (ACT no 56 of 2003).

These annual financial statements have been prepared on an accrual basis of accounting and are In accordance with historical cost
convention unless specified otherwise. They are presented in South African Rand. All financial information has been rounded to the
nearest Rand,

A summary of the significant accounting policies, which have been consistently applied, are described below. These accounting
policies are consistent with the previous year's financial statements, unless explicitly stated otherwise.

Going concern assumption

The annual financial statements have been prepared the assumptien that the entity will continue to operate as a geing concern for
the next 12 months.

Property, plant and equipment
Initial recognition and measurement
Items of properly, plant and equipment are initially measuied at cost on acquisition date.

The cost of an item of properly plant and equipment is recognised as an asset when it is probable that future economic benefits or
service potantial associated with the item will fiow to the Company and the cost of the item can be measured reliably.

The cost of an item of properiy, plant and equipment is the purchase price and other costs attributable to bring the asset to the
location and condition necessary ior it to be capable of operating In the manner intended by management. Trade discounts and
rebates are deducted in arriving at the cost, The cost, if any, also includes the necessary costs of dismantling and removing the asset
and restoring the site on which it is located.

Where an assel is acquired at no cost, or for a nominal cost, its cost is its fair value as at the date of acquisition,

The cost of self-constructed assets includes the cost of materials and direct labour, any other costs directly atiributable to bringing
the assets to a working conditien for their intended use,

Where an item of properly, plant and equipment is acquired in exchange for a non-monetary asset or a combination of monetary and
non-meonetary assets, the cost of the asset acquired is Initially measured at fair value. If the acquired item’s fair value was not

determinable, it's deemed cost Is the carrying amount of the asset given up.

Purchased soflware that is integral to the functionality of the related equipment is capitalised as part of that aquipment.

Subsequent cost
Cost model

Motor vehicles and office equipment are measured at cost [ess accumulated depreciation and accumulated impairment losses

Revaluation maodel

Land, buildings and Plant and machinery are measured al revalued amounts, being the fair value at the date of revaluation less any
accumulated depreciation and accumulated impairment losses. The cosis of the day-to-day servicing of property, plant and
equipment are recognised in surplus or deficit as incurred.

When an item of property, plant and equipment is revalued, any accumulated depreciation at the date of the revaluation is restated
proporilonately with the change in the gross carrying amount of the asset so that the carrying amount of the asset after revaluation
equals its revalued amount.

11
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Accounting Policies

2.3 Property, plant and equipment {continued)

24

When an item of property, plant and equipment is revalued, any accumulated depreciation at the date of the revaluation is eliminated
against the gross carrying amount of the asset and the net amount restated 1o the revalued amount of the asset.

Any Increase in an asset’s carying amount, as a result of a revaluation, is credited directly to a revaluation surplus, The increase is
recognised in surplus or deficit to the extent that it reverses a revaluation decrease of the same asset previously recognised in
surplus or deficit,

Any decrease in an asset’s carrying amount, as a resuft of a revaluation, is recognised in surplus or deficit in the current period. The
decrease is however debited directly to a revaluation surplus to the extent of any credit balance existing in the revaluation surplus in
respect of that asset.

The cost of replacing a pari of an item of property, plant and equipment Is recognisad in the carrying amount of the item if it is
probable that the future economic benefits or service poiential associated with the item will llow to the municipal entity and the cost ar
fair value of the item can be measured reliably. The carrying amount of the replaced part is derecognised.

Depreciation

Depreciation is calculated over the depreciable amount, which is the cost or revaluation amount of an asse! less its residual value.
Depraciation commences when an asset is available for use and ceases at the earlier of the date that the asset is derecognised or
classified as held for sale in accordance with GRAP 100 Non-current assefs held for sale and discontinued operations. A non-current
asset or disposal group Is not depreciated while it is classified as held for sale.

Depreciation is recognised in surplus or deficit on a straight-line basis over the estimated usefu] lives of each pari of an item of
property, plat and equipment, since this most clasely reflects the expected patiern of consumption of the future economic benefits
embodied in the asset.

Land is not depreciated.

The useful lives for the current and previous financial year are as foliows:

item Estimated useful life
Land and buildings

Y Land Indefinite

¥  Buildings 40 years
Plant and machinery

Y Plant tranzmissions and distribution network 5 - 60 Years
Y  Machinery 5 Years

IT equipment 3 Years
Other assets

Y Furniture and filtings 5-15 Years
¥  Motor vehicles 4.10 Years

Depreciation methods, useful jives and residual values are reviewed ai the end of each reporting daie. If the expectations differ from
previous estimates, the change is accounted for as a change in accounting estimate,

Derecognition

An item of property, plant and equipment is derecognised on disposal or when no future economic benefits or service potential is
expected from its continued use or disposal,

Gains and losses on disposal of an item of property, plant and equipment are determined by comparing the proceeds from disposal
with the carrying amount of property, plant and equipment, and are recognised net within cther revenue in surplus or deficit,

Intangible assets

Development activities involve a plan or design for the production of new or substantially improved products and processes. An
intangible asset arising from development is recognised when:

Y it is technically feasible to complete the asset so that it will be available for use or sale.

Y there iz an intention to complete and use or sall it.

Y there is an ability to use or sell it.

Y it will generate prabable future economic benefits or service potential.

Y there are avallable technical, financlal and other resources to complete the development and to use or sell the asset; and
Y the expenditure atiributable to the asset during its developmant can be measured reliably.

12



Centlec (Pty) Ltd

Annual Financial Statements for the year ended 30 June 2011

Accounting Policies

2.4 Intangible assets {continued)

2.5

Other intangible assets that are acquired by the municipal enlity and have finite useful lives are initially recognised at cost and
subsequently measured at cost less accumulaled amortisation and accumulated impairment losses.

Where an intangible asset is acquired at no cost, or for a nominal cost, the cost is deemed to be its fair value as at the date of
acquisition.

Servitudes created through the exercise of legislation are not recognised as intangible assets and any costs incurred to register these
servitudes are expensed. Servitudes, however, that a created through an agreement (contrac) are recognised as intangible assats,

Subsequent expenditure

Expenditure an Intangible assets shall be recognised as an expense when it Is incurred unlass it forms part of the cost of an
intangible asset that meets the recognition criteria. All other expenditure, including expenditure on internally generated goodwill and
customer lists, is recognised in surplus or deficit as incurred,

Amotisation
Amoriisation fs calculated over the cost of the asset, or other amount substituted for cost, less ils residual value.

Amorlisation is recognised in surplus or deficit on a straight-line basis over the estimated useful lives of intangible assets, from the
date that they are available far use, since this most closely reflects the expected pattern of consumption of the future ecanomic
benefits embodied In the asset, The estimated useful lives for the current and comparative periods are as follows:

Item Useful life
Computer soflware 3 Years

An Intangible asset is regarded as having an indefinite usefu life when, based on all refevant factors, there is no foreseeable limit to
the period over which the asset is expected to generate ne! cash inflows or service petential. Amorisation is not provided for these
intangible assets, but they are tested for impairment annually and whenever these are an indication that the asset may be impaired.
Where the carrying amaunt of an item of an intangible asset is greater than the estimated recoverable amount, it is written down
immediately to its recaverable amount and an impairment loss Is charged to the Statement of financial performance.

Amortisation methods, useful lives and residual values are reviewed al each financial year-end and adjusted if appropriate.

Intangible assets are derecognised on dispasal ar when no future economic benafits or services potential are expected from its use
or disposal. The gain or loss is the difference betwaen the net disposal proceeds, if any, and the carrying amount, It is recognised in
the statement of financial performance when the asset i= derecognised.

Financial instruments
Classification

The municipal entity classifies financial instruments , ar their component paris, an initial recegnition as financial assets, a financia
liabilities or equity instruments in accordance with the substance of the contractual arrangement.

Y Loans and receivables

Y Financfal liabilities measured at amortised cost

Classification depends on the purpose for which the financial instruments were obtained / incurred and takes place at initfal
recognition. Classification is re-assessed on an annual basis, except for derivatives and financial assets designated as at fair value
through surplus or deficit, which shall not be classified out of the fair value through surplus or deficit category.

Non-derivative financial assels

The municipal entity initially recognises loans and receivables on the date that they are originated. All other financial assets {including
assets designated at fair value through surplus or deficit) are recognised inifially on the trade date at which the municipal entity
becomes a party to the contraciual provisions of the instrument.

The municipal entity derecognises a financial asset when the contractual rights to the cash flows from the asset expire, or it transfers
the rights fo recelve the contractual cash flows on the financial asset in a transaction in which substantially all the risks and rewards
of ownership of the financial asset are transferred. Any interest in transferred financial assals that is created or retained by the
municipal entity is recognised as a separate asset or liability.

13
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Accounting Policies

2.5 Financial instruments (continued)
The municipal entity has the following classes and categories of financial assets as reflected in the notes thereto:

Class of financial asset [AS 39 category
Other recelvables Loans and receivables
Cash & cash equivalent Loans and receivables
Trade and other payables from exchange transactions Loans and receivables
Other payables Loans and receivables
Loans from shareholders Loans and receivables
Other financial liabilities Loans and receivables
Other financial assets Loans and receivables
Trade and other payables from exchange

transactions (consumer debtors} Loans and receivables

Loans and receivables

Loans and raceivables are financial assets with fixed or determinable payments that are not quoted In an active market. Such assets
are recognised initially at fair value plus any directly atiributable transaction costs. Subsequent to initial recognition, loans and
recelvables are measured at amortised cost using the effeclive interest methad, less an allowance for impairment losses.

Non-derivative financial liabilities

The municipat entity initially recognises financial liabilitles, including liebilitles designated at fair value through surplus or deficit, on
the trade date at which the municipal entity becomes a parly to the contractual provislons of the instrument.

The municipal entity derecognises a financial liability when its coniractual obligations are discharged, cancelled or expire, Where an
existing financial liability is replaced by another from the same lender on substantially different terms, or the terms of an existing
liability are substantially modified, such an exchange or modification Is ireated as a derecognition of the ariginal liability and the
recognition of a new liabilily, and the dffference In the respective carrying amounts is recognised in surplus or deficit,

The municipal entity has the following classes of financial liabilities as reflected on the face of the statement of financial position or in
the notes thereto:

. Loans and borrowings

. Trade and other payables from exchange transactions
. Short-term loans

. Current portion of loans and borrowings

. Consumer deposits

The above financial liabilities form part of the “other financial liabilities carried at amortised cost” category per |AS 39 and are
recognised initialfly at fair value plus any directly attributable transaction costs.

Subsequent to initial recognition these financial liabilities are measured at amortised cost using the effective interest method.

Consumer deposits are subsequently recorded In accordance with the accounting policy of trade and other payables. The interest
rate specific to consumer deposits are 4% per annum.

Derivative financial instruments

Derivative financial instruments are initially measured at fair value on the contract date, and are re-measured to fair value at
subsequent reporting dates.

Derlvatives embedded in other financial instruments or other non-financial host contracts are treated as separate derivatives when
their risks and characteristics are not closely related to those of the host contract and the host contract is not carried at fair value with
unrealised gains or lossas reported in surplus or deficit,

Changes in the fair value of derjvative financial instruments are recognised in surplus or deficit as they arise.

Derivatives are classified as financial assets at fair value through surpius or deficit - held for trading.

14
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Accounting Policies

2.5 Financial instruments {continued)

2.6

2.7

Cash and cash equivalents

Cash and cash equivalents comprise cash on hand and demand deposits and othar short-term highly liguid investments that are
readily convertible to a known amount of cash and are subject to an insignificant risk of changes in value. These are measured at
amortised cost, using the effective interest rate method.

Inventories
Cost

The cost of inventories comprises alf costs of purchase and other caost incurred in bringing the inventary to its present lecation and
condition. Where inventories are acquired at no cost, or for neminal consideration, the cost is deemed to be the fair value as at the
date of acquisition, Cost is generally determined using the first-in-firsf-out principle except where stated otherwise,

Subsequent measurement

Consumable stores and raw materials are measured at the Jower of cost and net realisable value, Net realisable value is the
estimated selling price in the ardinary course of businass [ess the estimaled costs necessary to make the sale,

The amount of any write-down of inventories io net realisable value and all lasses of inventories are recognised as an expense in the
period the write-down ar loss occurs. The amaount of any reversal of any write-down of inventories, arising from an increase in net
realisahle value, are recognised as a reduction in the amount of inventories recognised as an expense in the period in which the
reversal occurs.

Impairment
Financial assets

A financial asset, not carried at fair value through profit or [oss, is assessed at each reparting date to determine whether there is
objective evidence that it is impaired. A financial asset is impaired if objective evidence indicates that a loss event has occurred after
the initial recognition of the asset, and that the loss event had a negative effect on the estimated future cash flows of that asset that
can be estimated reliably.

Objective evidence that financial assets are impaired can include default or delinquency by a debtor, restructuring of an amount due
to the municipal entily on terms that the municipal entity would not consider otherwise and indicaticns that a debtor or issuer will
enter bankruptcy.

The municipal entity considers evidence of impairment at both a specific asset and collective level, All individually significant
receivables are assessed for specific impairment. All individually significan! receivables found not to be specifically impaired are then
collectively assessed for any impairment that has been incurred but not yet idenfified. A report on the various categaries of custemers
is drafied to substantiate the impairment evaluation. Receivables that are not individually significant are collectively assessed for
impairment by grouping together receivables with similar risk characteristics.

In assessing collective impairment the municipal entity uses historical trends of the probability of default, timing of recoveries and the
amount of loss incurred, adjusted for management's judgement as to whether current economic and credit conditions are such that
the actual losses are likely to be greater or less than suggested by histarical trends.

An impairment |oss in respect of a financial asset measured al amortised cost is calculated as the difference between its carrying
amount and the present value of the estimated future cash flows discounted at the asset's original effective interest rate. Impairment
lossas are recognised in surplus or deficit and reflected in an allowance account against receivables. If impaired financial assefs are
wrilten off, the write off is made against the allowance account. Interest on the impalired asset continues to be recognised through the
unwinding of the discount. When a subsequent event causes the amount of impairment loss fo decrease, the decrease in impairment
loss Is reversed through surplus or deficit, subject to the restriction that the carrying amount of the financial instrument shall not
exceed what the amortised cost would have been had the impairment not been recegnised.

Impairment losses are not subsequently reversed for equity instruments which are carried at cost because fair vajue was not
determinable.

Impairment of Nen-financial assets
Cash generating assets

Cash-generating assets are those assets held by the municipal entity with the primary objective of generating a commercial return,
When an asset is deployed in @ manner consistent with that adopted by a prefit-orientated entity, it generates a commercial return,
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2.7 Impairment (continued)

Impairment is a loss in the future economic benefits or service potential of an asset, over and above the systematic recognition of the
loss of the asset's future economic benefits or service potential through depreciation {amartisation).

The cairying amounts of the municipal entity's cash generating assets, other than inventories, are reviewed at each reporting date to
determine whether there is any indication of impairment, If any such indication exists, then the aszet's recoverable amount is
estimated.

The recoverable amount of an asset or cash-genarating unit is the greater of its value in use and its fair value less costs to =ell. In
assessing value In use, the estimated future cash flows are discounted to their present value using a pre-tax discount rate that
reflects current market assessments of the time value of money and the risks specific fo the asset or cash-generating unit.

An impairment loss s recognised if the carrying amount of an asset or cash-generating unit exceeds its estimated recoverable
amount, Impairment los=es are recognised in surplus or deficit,

In the event where a revaluation was done, the Impairment losses are recognised against the revaluation reserve to the extent that it
relates to a revalued item of property, plant or equipment.

Impairment Iosses recognised in prior periods are assessed at each reporting date for any indications that the loss has decreased or
no fonger exists. An Impairment loss is reversed if there has been a changea in the estimates used to determine the recoverable
amount. An impairmant loss Is reversed only to the extent that the asset's carrying amount does not exceed the carrying amount that
would have been determined, net of depreciation or amortisation, if no impairment loss had been recognised.

A reversal of an impairment loss for a cash-generating unit is allocated 1o the cash-generating assets of the unit pro rata with the
carrying amounts of those assels. In allocating a reversal of an impairment loss for a cash-generating unit, the camrying amount of an
asset s not increased above the lower of its recoverable amount and the carrying amount that would have been determinad {net of
amortisation or depreciation) had no impairment loss been recognised for the asset in prior periods.

In the event where a revaluation was done, any reversal of an impairment loss of a revalued item of property, plant or equipment is
treated as a revaluation increase,

The redeslgnation of assets from a cash-generating asset to a non-cash-generating asset or from a non-cash-generating asset o a
cash-generating asset only occur when there is clear evidence that such a redesignation is appropriate.

Non-cash-generating assets are assets other than cash-generating assets.

The carrying amounts of the municipal enfity's non-cash generating assets are reviewed at each reporling date to determine whether
there Is any Indication of impairment. A non-cash-genarating asset is impalired when the carrying amount of the assat exceeds its
recoverable service amount. The recoverable service amount is the greater of an asset's fair value less costs to sell and its vajue in
use.

The value in use of a non-cash-generating asset is the present value of the non-cash-generating asset's remaining service putenifal.
The present value of the remaining service potential of a non-cash-generating asset is determinad using the following approach:

Deprecialed replacement cost approach - the present value of lhe remaining service potential of a non-cash-generating asset is
determined as the deprecialed replacement cost of the asset. The replacement cost of an asset is the cost o replace the asset's
gross service potential. This cost Is depreciated to refiect the asset in its used condition. An assel may be replaced either through
reproduction (replication} of lhe existing asset or through replacement of its gross service potential, The depreciated replacement
cost is measured as the reproduction or replacement cost of the asset, whichever is lower, less accumulated depreciation calculated
on the basis of such cost, to reflect the already consumed or expired service potential of the asset.

An impairment loss Is recognised if the carrying amount of an asset exceeds its estimated recoverable service amount, Impairment
losses are recognised in surplus or deficit.

In the event where a revaluation was done, the impairment losses are recognised against the revaluation reserve to the extent that it
relates to a revalued item of properly, plant or equipment.

Impairment losses recognised in prior periods are assessed at each reporling date for any indications that the loss has decreazed or
no longer exists. An impairment |oss Is reversed if there has been a change in the estimates used to determine the recoverable
service amount. An Impairment |oss is reversed only to the extent that the asset's carrying amount does not exceed the carrying
amount that would have been determined, net of depreciation or amortisation, if no impairment loss had been recognised.

In the event where a revaluation was daone, any reversal of an impairment |oss of a revalued item of properly, plant or equipment is
treated as a revaiuation increase.
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Revenue

Revenue from exchange transactions includes revenue from trading activities and other services provided while revenue from nan-
exchange fransactions includes rates tevied, fines, danations and grants from other spheres of gavernment.

Revenue from exchange transactions

Revenue Is generally recognised when it s probable that fulure economic beneafits or service potential will low to the municipal entity
and these benefits or service potential can be measured refiably, except when specifically stated otherwise, Ravenue from the
rendering of services is recognised in surplus or deficit in proporlion to the stage of completion of the transaction at the reporting
date.

Revenue is measured at the fair value of the consideration received or receivable, net of value added tax, estimated returns, rebates
and discounts.

Services

When the outcome of a fransaction involving the rendering of services can be estimated reliably, revenue aszociated with the
transaction is recognised by reference to the stage of completion of the transaction at the reparling date. The outcome of a
transaction can be estimated reliably when all the following conditions are satisfied:

. the amount of revenue can be measured reliably;
. itis probable that the economic benefits or service potential associated with the transaction will flow to the municipality;
. the stage of completion of the transaction at the reporting date can be measured reliably; and

. the costs tncurred for the transaction and the costs to complete the transaction can be measured reliably.
Service charges

Service charges relating to distribution of slectricity are based on consumption. Meters are read on a monthly basis and are
recegnised as revanue when invoiced. Provisional estimates of consumption, based on the consumption history, are made on a
monthly basis when meter readings have not been performed. The provisional estimates of consumption are recognised as revenue
when invoiced, except at year-end when estimates of consumption up to year-end are recorded as revenua withaul it being invoiced,
in respect of estimates of consumption between the last reading date and the reporling date, an accrual is ralsed based on the
average monthly consumption. Adjustments to provisional estimates of consumption are made in the invoicing period in which meters
are read, These adjustments are recognised as revenue in the invoicing period, Estimates of consumption between meter readings
are based on historicat information.

Pre-paid electricity

Revenue from ihe sale of electricity pre-paid meter cards is recognised hased on cansumption, except where a refiable estimate
cannot be made after every reasanable efforl to gather the apprapriate infermation had been made. In these instanges revenue Is
recognised at the point-of-sale. Revenue is measured at the fair value of the consideration received or receivable, net of trade
discounts and volume rebates.

Sale of goods

Revenue from the sale of goods is recognised when the significant risks and rewards of ownership are transferrad te the buyer,
recovery of the consideration is probable, the associated costs can be estimated reliably, there is no continuing managerial
involvement with the goods, and the amount of revenue can be measured reliably.
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2.10

Revenue from non-exchange transactions
Conditional grants and recelpts

Revenue irom conditional grants is recognised when it is probable that the econamic benefits ar service potentiat will flow to 1he
municipal entity the amount of the revenue can be measured reliably and te the extent that there has been compliance with any
restrictions assaciated with the grant.

Recognition

An inflow of resources fram a non-exchange transaction recognised as an asse! Is recognised as revenue, except to the extent that a
liability is also recognised in respect of the same inflow.

As the municipal entily satisfies a present abligation recognised as a liability in respect of an inflow of resources from a non-
exchange fransaction recognised as an asset, It reduces the carrying amount of the liability recognised and recognises an amount of
revenue equal to that reduction.

Measurement
Revenue from a non-exchange transaction is measured at the amount of the increase in net assets recognised by the municipality.

When, as a result of a non-exchange transaction, the municipal entity recognises an asset, it also recognises revenue equivalent to
the amount of the asset measured at its fair value as at the date of acquisilion, unless it Is also required o recognise a liability.

Where a liability is required to be recognised It will be maasured as the best estimate of the amount required ta settfe the cbligation
at the reporting date, and the amount of the increase in net assets, if any, recognised as revenue. When a liabiiity is subsequently
reduced, because the taxable event occurs or a condition is satisfied, the amount of the reduction in the liability is recognised as
revenue,

Provisions

A provision is recognised if, as a result of a past event, the municipal entity has a present legal or constructive obligation that can be
estimated reliably, and it is probable that an outflow of economic benefits will be required ta settle the obligation.

The amoaunt of a provision Is the best estimate of the expenditure expected to be required to seftle the present obligation at the
reporling date.

Where the effect of time value of money is material, the amount of a provision is the present value of the expenditures expecled o be
required to settle the obligation. The discount rate is a pre-lax rate tha reflects current market assessments of the time value of
money and the risks specific 1o the liability. The unwinding of the discount is recognised as a finance cost,

Provisions are reviewed at each repoerling date and adjusted to reflect the current best estimate. Provisions are reverzed if it is no
longer probable that an outflow of resources embodying economic benefits or service potential will be required, to settle the
obligation,

Reimbursements
Where some or all of the expenditure required to settle a provizion iz expected to be reimbursed by another parly, the reimbursement
is recognised when it is vitually certain that reimbursement will be received if the municipal entity settles the obligation. The

reimbursement is treated as a separate asset. The amount recognised for the reimbursement does not exceed the amount of the
provision.

Employee benefits
Short-term employee benefits

The cost of shorl-term employee benefits, (those payable within 12 months after the service is rendered, such as paid vacation leave
and sick leave, bonuses, and non-monetary beneflts such as medical care), are recognised in the peried in which the service is
rendered,

The expected cost of compensated absences |s recognised as an expense as the employees render services that increase their
entitlement or, in the case of non-accumulating absences, when the absence occurs.

The expected cost of bonus payments is recognised as an expense when there is a legal or constructive obligation 1o make such
payments as a result of past service or performance and the obligation can be estimated reliably.
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2.10 Employee benefits [continued)

211

212

Defined contribution plans

Payments {o defined contribution retirement benefits are charges as an expanse as they fall due.

Fayments made to industry- managed (or state plans) retirement benefit schemes are dealt with as defined contribution plans where
the minicipal entity's obligation under the scheme is equivalent to those arising in a defined contribution retirement benefit plan.
Leases

Alease is classified as a finance lease If it transfers substantially all the risks and rewards Incidental to ownership, A [ease is
classifled as an operating lease if it does not transfer substantially all the risks and rewards incidental to ownership.

Finance leases - municipal entlty as lessee

Finance leases are recognised as assels and liabilities in the statement of financial position at amaunts equal to the fair value of the
leased property or, if jower, the present value of the minimum lease payments. The corresponding liability to the lessor is included in
the statement of financial position as a finance lease obligation,

The discount raie used in calcufating the present value of the minimum lease payments is the interest rale implicit in the lease.

Minimum lease payments are apportioned between the finance charge and reduction of the outstanding liability. The finance charge
Is allocated to each perod during the lease term so as to produce a constant periodic rate of on the remaining balance of the liabitity.

Any contingent rents are expensed in the period in which they are incurred.
Subsequent ta initial recognition, the asset is account for in accordance with the accounting policy applicable to that asset.

Assets held under finance leases are depreciated over their expected useful lives on the same basis as awned assets, or whera
shorier, the term of the relevant lease.

The determination of whether an arrangement is, or contains a lease is based on the substance of the arrangement at inception date
of whether the fulfilment of the arrangement is dependent on the use of a specific asset or assets or the arranpament conveys a right
to use the asset. The classification of the lease is determined using the standard of GRAP on [eases.

Operating leases - municipal entity as lessee

Operating lease paymenis are recognised in surplus or deficit on a straight-line basis over the lease term. The difference between the
amounts recognised as an expense and the contractual payments are recognised as an aperating lease asset or liability.

Lease incentives received are recognised as an integral part of the total [ease expense, aver the term of the lease,

Borrowing costs
Capitalisation is suspended during extended periods in which active development is interrupted.

Capltalisation ceases when substantially all the activities necessary to prepare the qualifying asset for the intended use or sale are
complete,

All ather borrowing costs are recognised as an expense in the period in which they are incurred.

Borowing sosts that are directly attributable to the acquisition, construction or production of a qualifying asset are capitalised as part

of the cost of the asset as the asset is ready for its intended use. The amaunt of barrowing costs eligible for capitalisation is

determined as follows:

Y Actual borrowing costs on funds specifically borrowed for the purpose of obtaining a qualifying asset less any investment

. income on the temporary investment of those borrowings

Y Weighted average of the barrowing costs applicable to the group on funds generally borrowed for the purpose of obtaining a
qualifying asset. The borrowing costs capitalised do not exceed the total borrowing costs incurred

The capitalisation of borrowing costs commences when all the following conditions have been met;

Y Expenditures for the asset have been incurred

)—_’ borrowing costs have been incurred; and

Y activities that are necessary to prepare the asset for its intended use or sale are undertaken
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214

215

216

217

2.18

Tax
Value added tax (VAT)

The municipal entity accounts for VAT on the cash basis. The municipal entity is ltable to account for VAT at the standard rate {14%)
in terms of seclion 7 (1) (a) of the VAT Act in respact of the supply of goods or services, except where the supplies are specifically
zero-rated in terms of section 11, exempted In terms of section 12 of the VAT Act or are scopad out for VAT purposes, The municipal
entity accounts for VAT on a monthly basis.

Unauthorised expenditure

Unautharised expenditure is expenditure that has not been budgeted for, expenditure that is not in terms of the conditions of an
allocation received from another sphere of governmant, municipal entity or organ of state and expenditure in the form of a grant that
is not permitted in terms of the Municipal Finance Management Act {Act No 56 of 2003). Unauthorised expenditure is accounted for
as an expense and where recoverad, it is subsequently accounted for as revenue in the statement of financial performance,

Irregular expenditure

Irregular expenditure is expenditure that is contrary to the Municipal Finance Management Act (Act No 56 of 2003), the Municipal
Systems Act {Act No 32 of 2000) and the Public Office Bearers Act (Act No 20 of 1998) or s in contravention of the municipal entity’s
supply chain management policies. Imegular expenditure excludes unautherised expenditure. Imegular expenditure is accounted for
as an expense in the statement of financial performance and where recovered, it Is subsequently accounted for as revenue in the
siatement of financial performance.

Fruitless and wastefui expenditure

Fruitless and wasteful expenditure is expenditure that was made in vain and would have been avoided had reasonable care been
exercised.,

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

Comparative figures

When the presentation or classification of items In the annual financial statements are amended, comparative amounts are
reclassified,

Accounting estimates and jJudgements

In preparing the annual financial statements, management is required to make estimates and assumptions that aflect the amounts
represented in the annual financial stalements and related disclosures. Use of available information and the application of judgement
are inherent in the formation of estimaies, Actual results in the future could differ from these estimates which may be material to the
annual financial statements

Trade receivables and loans and receivahles

The municipal entity assesses its trade recelvables, held to maturity Invesiments and loans and receivables far impairment. The
impairment of the municipal entity's trade and other receivables is based on incurred losses in accordance with the requirements of
IAS 38. The historical loss experience of the municipal entity, based on observahle data through the passage of time, is used to
estimate the impairment of trade and other receivables. Any changes in the payment status of customers in a specific group aor
national or local economic conditions that correfate with defaults on the assets in the group will have an impact on the impairment of
trade and other receivables,

Provisions
Provisions were raised and management determined an estimate based on the infarmation avaiiable,

Provisions are measured at management's best estimate of the expenditure required 1o setile the obligation at the reporing date, and
are discounted to present value where the effect is material.

Allowance for slow moving, damaged and obsolete stock

An allowance is made for sjow-moving, damaged and obsoleta inventory to write down ta the lower of cost or net realisable value.
Management has made estimates of the selling price and direct cost to sell of certain inventory items. The write down, if any, is
included In the statement of financial performance.
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2.18 Accounting estimates and judgements {continued)

2,19

2,20

Falr value estimation

The fair value of financial instrumentis traded in active markets (such as trading and available-for-sale securities) is based on yuoted
market prices at the end of the reporiing periad. The guoted market price used for financlal assets held by the municipality s the
current bid price. Where quoted market prices are avallable, that is not an estimate. However where fair vatue technigues are used to
determine fair value, a sense of estimation may be needed.

Critical judgements In applying accounting policies

Useful live and residual values

The municipal entity re-assess the useful lives and residual values of property, plant and equipment on an annual basls, In re-
assessing the useful lives and residual values of properly, plant and equipment management considers the cendition and use the
individual assets, to determine the remaining period aver which the asset will be used,

Effactive interest rate
The municipal entity used the prime interest rate ta discount future cash flows.

Share capita)

An equily instrument is any contract that evidences a residual interest in the assets of an municipal entity afler deducting all of its
liabilities,

Finance income and expenses

Finance income comprises interest income on funds invested (including available-for-sale financial assets), dividend income, gains
on the dispoesal of available-for-sale financial assets and changes In the fair value of financial assels at fair value through profit or
loss. Interest income Is recagnised as it accrues in surplus or deficit, using the effective interest methad, Dividend income is
recognised in surplus or deficit on the date that the municipality's right to receive payment is established, which in the case of quoted
securities is the ex-dividend date.

Finance expenses comprise Interest expense on borrowings, unwinding of the disceunt on provisions, changes in the fair value of
financial assets at fair value threugh profit or loss and impairment losses recognised on financial assels, Borrowing costs are
recognised in surplus or deficit using the effective interest method.
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3. New standards and interpretations
3.1 Standards issued and not yet effective
The following standards expacted to be applicable to the municipal entity have been issued, but are not yet effective:

The GRAP standards below will be applied by the municipal entity from the effective date determined by the Minister of Finance. The
effective dales are currently unknown. international Financial Reparting Standards will be applied from the effective date of the Standard as
indicated belaw.

GRAP 104: Financial Instruments

The standard prescribes recognition, measurement, presentation and disclosure requiremenis far inancial instruments. Financiat
Instruments are defined as those contracis that results In a financial asset in ane entity and a financial liabllity or residual interest in anather
entity. A key distinguishing factor between financial assets and financial liabilitles and other assets and liabilities, is that they are settled in
cash or by exchanging financial instruments rather than through tha provision of goods or services.

One of the key considerations in initially recagnising financial instruments is the distinction, by the issuers of thase instruments, betwaen
financial assets, financial liabilities and residual inferests,

Financial assets and financial liabilities are distinguished from residual interests because they involve a contractual right or obligation to
recejve or pay cash or another financial instrument.

Residual interests entitle an entity to a portion of another entity's net assats in the event of liquidation and, to dividends or simitar
distributions paid at management's discretion.

The standard contains further detailed guidance on the Initial recognition, measurament and subsequent measurament of financial
instruments and mainly distinguished between those financial instruments carried at fair value and those at amortised cost,

Itis unlikely that the amendment will have a material impact on the municipal entity's annual financiat statements.
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4, Property, plant and equipment

20Mm

2010

Cost / Valuation

Accumulated
depreciation and

Carrying value Cost / Valuation

Accumulated

Carrying value

depreciation and

impairment impalrment
losses losses
Land 7.560,000 - 7,560,000 7,560,000 - 7,560,000
Buitdings 62,140,500 (2,285,594) 59,854,906 62,140,500 - 62,140,500
Plant and machinery 2,737,610,5634  (138,770,160) 2,597,840,374 2,700,744,578 - 2,700,744,578
Mator vehicles 5,177,468 (3.507,435) 1,670,034 5,177,469 (2,802,110} 2,275,359
Office equipment 10,982,196 {(6,711,407) 4,270,789 10,772,661 (5.466,773) 5,305,888
Leased Assets 997,027 (747,284) 249,743 795,580 (547,031) 248,559
Total 2,824,467,726 (153,021,880) 2,671,445846 2,787,190,798 (8,915,914} 2,778,274,884
Reconciliation of property, plant and equipment - 2011
Cpening balance Additions Disposals Depreclation Total
Land 7,560,000 - - - 7,560,000
Buildings 62,140,500 - - {2,285,5394) 59,854,906
Plant and machinary 2,700,744 578 39,865,935 (2,656,250) (140,113,889) 2,507,840,374
Motar vehicles 2,275,359 - - {605,325) 1,670,034
Office equipment 5,305,888 209,535 - (1,244,634) 4,270,789
Leased Assets 248,559 201,438 - (200,254) 249,743
2,778,274,88B4 40,276,508 {2,656,250)  (144,449,696) 2,671,445,846
Reconciliation of property, plant and equipment - 2010
Cpening balance Additions Disposals Revaluations Depreciation Total
Land - - - 7,660,000 - 7,560,000
Buildings 20,092,157 - - 42,048,343 - 62,140,500
Plant and machinery 671,247,706 98,555,822 - 1,971,047,427 (40,106,377) 2,700,744,578
Motor vehicles 3,024,571 - - - (749,212) 2,275,359
Office equipment 6,701,464 67,240 - - {1.462,816) 5,305,888
Leased Assels 300,237 103,700 (4,333) - (151,045) 248,559
701,366,135 98,726,762 {4,333) 2,020,655,770 {42,469,450) 2,778,274,884

Revaluations

The effective date of the revaluations was 30 June 2010. Revaluations were performed by independent valuer, Ruan Botha of corrective
power, Correclive power is not cennected te the municipal entity.

Land and buildings are re-valued independently every 5 years.

The valuation was performed using the depreciated replacement cost method. These assumptions were based on current market

conditions.

A register containing the information required by section 63 of the Municipal Finance Managament Act is available jor inspection at the

registered office of the municipal entity
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4. Property, plant and equipment (continued)

Restrictions an title

Carrying value of assets not yet legally transferred from Mangaung Local
Municipality to Centlec {Pty) Ltd in accordance with

the Sale of Business agreement:

Land and buildings

The intention of the sale of business agreement was to sell the land and
buildings to Centlec for operational usage. Centlec has been using the land and
buildings for operational uzage since inception, 1 July 2005, but as at yearend
30 June 2011 the land and buitdings have not yet been legally transferred from
Mangaung Local Municipality to Centlec.

Motor vehicles

The intention of the sale of business agreement was io sell the motor vehicles
to Centlec for operational usage. Centlec has been using the motor vehicles for
operational usage since inception, 1 July 2005, but as at yearend 30 June 2011
the motor vehicles have not yet been legally transferred from Mangaung Local
Municipality to Centlec.

67,414,906

1,670,034

69,700,500

2,275,359

69,084,940

71,975,859
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5. Intangible assets
2011 200
Cost/Valuation Accumulated  Carrying value Cost/ Valuation Accumulated  Carrying value
amortisation amortisation
Computer sofiware, internally 705,551 - 705,551 - -
generated
Reconcifiation of intangible assets - 2011
Opening balance  Additions Total

Compuler software, internally generated - 705,551 705,551

Pledged as security

No intangible assets pledged as security:
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6. Other financial assets
Loans and receivables
Kopanong Local Municipality 2,590,889 2,849 556
The capital funding provided to the Kopaneng Local Municipality Is repayable in manthiy
instalments based on the estimated useful life of the capital asset. The capital advances
bears interest at 10%
Inter company loan account 424,329,419 313,471,449
The nature of the intercompany loan account iz a current account which reflect the net
effect of fransactions between Centlec and Mangaung Local Municipality, The annual
average capital amount will bears interest annually at an inferest rate equal {o the prime
lending raie on the first day of the financial year and will thereafter be fixed for the entire
financial year. No fixed repayment terms
Mohokare Local Municipality 1,337,754 1,462,598
The capital funding provided to the Mohokare Local Municipality is repayable In monthiy
instalments based on the estimated useful life of the capital asset. The capital advances
bears interest at 10%
Naledi Local Municipality 650,765 764,610
The capital funding provided to the Naledi Local Municipality Is repayable in monthly
instalments based on the estimated useful life of the capital asset. The capital advances
bears interest at 10%

428,908,837 318,548,213
Non-current assets
Loans and receivables 4,090,615 4,579,416
Current assets
Loans and receivables 424,818,222 313,968,797

428,908,837 318,648,213

Renegotiated terms

None of the financial assets that are fully performing have been renegatiated in the last year.

Nane of the [oans or receivables were pledged as security for any financial liabilities and no securities are held for any of the non-current

loans and receivables

Loans and recelvables past due but not impaired

Loans and receivables which are less than 1 month past due are not considered fo be impaired, At 30 June 2011, R 34,857,787 (2010: R

163,258,120) were past due but not impaired.
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7. Financial assets by category
The accounting policies for financlal instruments have been applied to the line items below:
2011

Loans and Total

recelvables
Other financial assets 424 818,222 424 518,222
Trade and other receivables 24,114,772 24114772
Cash and cash equivalents 14,750,004 14,750,004
Consumer debtors 142,525,160 142,625,160
VAT receivable 21,408,869 21,408,869

627,657,027 627,657,027

2010

Loans and Tofal

receivables
Other financial assets 313,968,797 313,968,797
Trade and other receivables 3,077.627 3,077,627
Cash and cash equivalents 216,358 216,358
Consumer debtors 173,492,380 173,482,390
VAT receivable 19,162,271 19,162,271

509,917,443 509,917,443

8. tnventories
Raw materials, components 33,867,874 44,301,665

The cost of inventories recognised as an expensefsurplus during the period is R1 351 012 (2008: R1 354 814).

The write down of inventory to the lower of cost and net realisable value is Rt 074 000 (2010 - nil).
Inventory pledaed as security

No Inventory was pledged as securily,
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9.  Trade and other receivables from exchange transactions
Cther receivables 12,225,875 1,334,157
Kopanong 4,214,108 124,184
Mohokare 4,837,005 1,137,491
Naledi 2,837,784 481,795

24,114,772 3,077,627

Trade and other receivables pledged as security
No trade and other receivables were pledged as security for overdraft facilities of the municipal entity.

The crealion and release of provision for impaired recejvables have been included in expenses in surplus or deficit {note 48). Unwinding of
discount Is included in interest received in surplus or defic (note 23). Amounts charged to the allowance account are generally writien oif
when there is no expectation of recovering additional cash.

The maximum exposure to credit risk at the reporting date is the fair value of each class of loan mentioned above. The municipal entity
does not hold any collateral as security.

10, VAT receivable

VAT receivable 21,408,869 19,162,271

VAT is payable cn the receipts basis, VAT is paid over to the South African Revenue Services {(SARS) only once payment is received from
debtors,
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11. Consumer debtors
Gross balances
Electricity 265,192,260 221,494,581

Less: Provision for debt impairment
Electricity

Net balance
Electricity

Electricity

Current (0 -30 days)

31 - 60 days

61 -90 days

91 days +

Unallocated deposits

less provision for doubtful debts
Less discounting of debtors

Reconciliation of debt impairment provision
Balance at beginning of the year

Contributions 1o provision

Debt impairment written off against provision

Consumer debtors pledged as security

No consumer debtors were pledged as security in the current or prior financial period.

Credit quality of consumer debtors

Fair value of consumer debtors

{122,667,100)

(48,002,191)

142,525,160 173,492,390
107,667,373 10,234,270
27,071,499 18,834,572
14,363,101 9,232,744
117,751,681 174,098,640
- 9,476,355
(122,667,100) (48,002,191)
{1,661,394) {(382,000)

142,525,160

173,492,390

(48,002,191)
(B2,482,760)
7,817,851

{37,476,894)
{10,525,297)

{122,667,100)

{48,002,191)

Consumer debtors are reflected net of the provision for doubtful debt and the effect of discounting. The interest rate used in discounting is

the prime rate at period end.

The creation and release of provision for impaired receivables have been included in expenses in the statement of financial parformance
(note 48). Unwinding of discount is included In note 23 In the statement of financial performance. Amounts charged to the allowance

accouni are generally written off when there is na expectation of recavering additional cash.,

The maximum exposure to credit risk at the reporting date is the fair value of each class of loan mentioned above. The municipality does

not hold any collateral as security.
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12, Cash and cash equivalents
Cash and cash equivalents consist of:
Bank balances 14,790,004 216,358
The economic entity had the following bank accounts
Account number Bank statement balances Cash book balances
30 June 2011 30 June 2010 30 June 2009 30 June 2011 30 June 2010 30 June 2009
ABSA BANK - Cheque account - 14,790,004 216,358 48,573,260 14,790,004 216,358 46,573,260
4058833582
13. Other current financial liabilities
Measured at amortised cost
Advances Mangaung Local Municipality 149,779,678 163,617,713

The capital funding provided ta Centlec Is repayable in monthly instalments based on the estimated useful life of the capital asset as
initially determined by Mangaung Lacal Municipality. The capital funding provided to Centlec shall bear interest annually at the Interest rate
equal to the prime lending rate on the first day of each financial year and shall thereafier be fixed for the entire financial year. Interast for
the periods prior to 1 July 2009 is fixed at 10%. The interest rate at 1 July 2011 is 10% (2010: 11%).

Non-current liabilities
At amortised cost 136,089,716 149,779,678

Current liabilities
At amortised cost 13,689,962 13,838,035

148,779,678 163,617,713
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14. Finance [ease obligation
Minimum lease payments due
- within one year 172,487 206,900
- In second to fiflh year inclusive 268,989 86,691
- later than five years ' . -
441,476 293,591
less: future finance charges {98,865) (27.417)
Present value of minimum lease payments 342,611 266,174
Present value of minimum lease payments due
- within one year 111,000 186,446
- in second to fiflh year inclusive 231,611 78,728
- later than five yeais - -
342,611 266,174
Non-current liahilities - 231,611 79,728
Current liabilities 111,000 186,448
342,611 266,174

It is municipal entity's policy to lease cerlain phota copiers under finance leases.
The average lease term is 4 years and the average effective barrowing rate was 10% (2010: 11%).

Initial lease payment varied between R215 and R7 926 per month for [ease periods of between 3-5 years and subject to prima lending
rates.

15. Conditional grants and receipts

Unspent conditional grants and receipts comprises of:

Unspent conditional grants and receipts

DME Grant 362,548 -
Demand Side Management Grant 964,834 1,040,792
1,327,382 1,040,792

Movement during the year

Balance at the beginning of the year 1,040,792 2,535,502
Received during the year 15,788,473 4,585,088
Income recognition during the year {15,502,883) (6,079,798)

1,327,282 1,040,792
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16. Trade and other payables from exchange transactions
Trade payables 277,000,062 182,472,705
Other payables 1,021,165 1,128,848
Accrued [eave pay 55,883 32,552
Manisopa 903,405 1,038,417
Lease accrual 161,247 83,827
Operating expense accrual 5,877,071 -

284,718,833 184,767,349
The fair value approximates the carrying amount.
17. Consumer deposits
Electricity 46,331,130 38,368,918
18. Financlal |iabilities by category
The accounting policies for financial instruments have been applied to the column items below:
2011

Financial Total

liabilities at
) amaortised cost

Loans from sharehoiders 676,453,638 676,453,638
Qther financial liabilities 149,779,678 149,778,678
Trade and other payables 284,718,834 284,718,834
Consumer deposits 46,331,130 46,331,130
Finance lease obligation 342,611 342,611

2010

1,167,625,891

1,157,625,891

Financial
liabilties at
amortised cost
Loans from sharehoiders 657,303,375
Other financial (labilities 163,617,713
Trade and other payables 184,767,350
Finance |ease ohligation 266,174
Consumer deposits 38,368,918

Tatal

657,303,375
163,617,713
184,767,350
266,174
38,368,918

1,044,323,530

1,044,323,530
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19. Government grants and subsidies
DME grant 11,040,961 3,611,818
Electricity Demand side govemment grant 4,461,822 2,467,980
15,502,883 6,079,798
DME Grant
Balance unspent at beginning of year - -
Current-year receipts 11,403,509 3,611,818
Conditions met - ransferred to revenue {11,040,961) (3,611,818)
362,648 .
Electricity Demand side government grant
Balance unspent at beginning of year 1,040,792 2,535,502
Current-yaar receipts 4,385,964 973,270
Canditions met - transferred to revenue (4,461,922) (2,467,980)
964,834 1,040,792
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20, General expenses
Adverlising 452,560 696,685
Assessment rates & municipal charges - 3,955,630
Auditors remuneration 4,381,257 5,054,276
Bank charges 2,188,830 2,317,307
Loss on sale of assets 2,656,250 -
Cleaning : 105,851 244,082
Commission paid 25,586,673 20,286,934
Computer expenses 189,521 184,635
Licence fees 526,602 940,027
Consulting and professional fees 3,137,057 25,403,949
Consumables 1,103 as0
Tools plant and equipment 447 16,368
Settlement - 20,000,000
Electricity 358,077 402,413
Entertainment 263,518 205,788
Travelling 1,239,125 1,258,403
Skills development levy 843,613 786,815
Workman's compensation 84,022 78,446
Furniture and office equipment 93,667 168,742
Stock adjustments {1,351,012) (1,354,821)
Fuel and oll 2,559,033 2,479,423
Vehicle tracking system 41,778 31,302
Hire equipment 728,932 475,563
Leave provision 352,209 (129,581}
Contractors fees 7,118,154 7,551,708
Insurance 3,121,694 3,600,969
Lease rentals on operating lease 481,979 457,519
Marketing 8,346,175 -
Railway siding facilities 100,000 98,000
Postage and courier 3,999 1,908
Printing and stationery 1,001,058 046,846
Employment agencies 299,849 1,941,502
Protective clothing 468,045 297,373
Security services 2,441,562 1,860,341
Software expenses not capitalised 3,864 7.846
Staff welfare 678,564 -
Subscriptions and membership fees 100,258 19,346
Telephone and internet 865,815 984,416
Training 724,544 1,370,450
Water - 8,370

70,194,775 102,663,967
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21, OQperating surplus
Operating surplus for the year is stated after accounting for the following:
Operating lease charges
Fremises
Y Contingent amounts 481,979 457,519
Depreciation on property, plant and equipment 144,449 696 42,473,782
Employee costs 1,688,697 3,969,480
22, Employee related cosis
Basic 1,428,518 1,720,213
Medical aid - company contributions 39,179 28,633
Car allowance 120,000 250,000
Final settlement payment - 1,970,634
1,588,687 3,969,480
Remuneration of Chief Executive Officer
Annual Remuneration - 393,307
Car Allawance - 120,000
Contributions to UIF, Medical and Pension Funds - 896
Final settlement payment - 1,970,632
- 2,484 835
Remuneration of company secretary LR Bomela
Annual Remuneration 961,518 858,585
Car Allowance 120,000 130,000
Contributions to UIF, Medical and Pension Funds 39,179 27,738
Salary adjustmeant - -
1,120,697 1,116,323
23. Investment revenue
Finance income )
Interast charged on trade and other receivables 20,861,289 18,304,716
24. Depreciation and amortisation
Property, plant and equipment 144,449,696 42,473,782
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25. Impairment of assets
Impairments
Inventaries 1,073,762 -
Write down of inventory to the lower of cost and net realisable value,
26. Finance costs
Shareholders loan 118,635,227 109,407,757
Capital advances MLM 16,361,771 12,990,386
Trade and cther payakles 30,681,159 9,421,798
Finance leases 54,696 34,323

165,732,853 131,854,264
27. Bulk purchases
Electricity 758,688,272 592,477,353
28, Cash generated from operations
(Deficit) surplus (112,895,450) 16,541,735
Adjustments for:
Depreciation and amortisation 144,448,606 42,473,782
Fair value adjustments - (3,836,463)
Finance |eases 54 696 34,323
Impairment deficit 1,073,762 -
Debt impairment 82,482,760 10,525,297
Changes in working capital:
Inventories 9,360,029 (466,472)
Trade and other recejvables from exchange transactions (21,037,145} {968,772)
Consumer debtors (51,570,228} (48,617,112)
Trade and other payables fream exchange transactions 99,851,490 110,210,562
VAT receivable / payable {2,246,598) (18,764,534}
Conditional granis and receipts 286,590 (1,494,710)
Consumer deposits 7,962,212 4,850,066

157,871,814 110,487,702
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29, Capital commitments
29,1 Commitments in respect of capital expenditure
Approved and contracted for
Y Property, plant and equipment 26,626,911 784,220
Y Indrastructure 5,101,356 -
31,728,267 784,220
Approved but not yet contracted far
Y Properly, plant and equipment 37,083,772 -
Y Infrastructure 731,044 -
37,784,816 -
This expenditure will be financed from
Y Government grants 13,480,872 -
Y Own resources 56,032,211 784,220
69,513,083 784,220

A contracl was entered Inta for a Smarl Matering System. The original contract was signed in 2009 and an addendum to the contract was

signed in June 2011,

29,2 Operating leases - as lessee {(expense)

Minimum lease payments due
- within one year

- in second to fifth year inclusive
- later than five years

319,627 290,479
1,631,214 1,950,740
1,950,741 2,241,218

Centlec (Pty) Ltd rents a building from Free State Development Carparation {FDC) situated in Botshabelo for an indefinite period terminable
by way of a 3 month cancellation clause. Management has estimated ta rent from FDC until 2016. The lease rentals are escalated annually

on 1 December at 10 %.
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30. Contingencies
Contingent [iabilities
Contingent liability 2011

Matter description:
Centlec (Pty) Ltd has lerminated the services of Vuyani Security in ferms of provisions of termination for breach,
Vuyani served Centlec a [etter of demand relating to the damages sufferad by Vuyani.

Financial Implications:
The probable loss is R 614 000

Matter description:
Centlec (Pty) Lid has terminated the services of MNK accountants due to non performance in terms of the contract.
This resuited in the litigation against Centlec.

Financial Implications:
The probable [oss is R31 000 000

Matter description:

Centlec {Pty} Ltd has terminated the services of Monnamakga Gonstruction & development cc due to non perfermance in terms of the
contract,

This resulled in the litigation against Centlec.

Financial Implications:
The probable loss is R480 000Financial Implications:

Matter description:
There is a possability that Centlec (Piy) Ltd will be liable for tax due to that they have not yet obtained the tax exemption.

Financial implication:
At the date of preparing the AFS, the tax liabllity ameount was not yei available.

Contingent liability 2010

Matter description:

Early termination of the services of Vuyani Security.

Vuyani served Centlec a letter of demand relating to the damages suffered by Vuyani,

Financial Implications:
Centlec may have to pay up to the claim of R2 176 000

Matter description:
The close corporation, Monnamakga Construction has instiluted a claim against Centlec for the termination of a contract.

Financial Implications:
Centlec may have {o pay up to the claim of R700 000

Matter description:
Mrs Ramakarane has instituled a claim against Centiec for not appeinting her

Financial Implications:
Centlec may have to pay up to R&00 000

Matter description:
There is a passability that Centlec (Ply) Ltd will be liable for tax due to that they have not yet obtained the tax exemption.

Financial implication:
At the date of preparing the AFS, the tax liability amount was not yet available,

Contingent assets

There is a disputed amount of unpaid interest of R 36,89 millicn on the Mangaung Lecal Municipality intercompany loan account as
disclosed in Note 6. It is possible that this will result in the recavery of the full amount but this recovery is not virtually cerlain.
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31. Refated parties

Parties are considered to be related if one party has the ability to control the other party or exercise significant influence over the other parly
in making financial and operating decislons or if the related party entity and another entity are subject to common control,

Related parties inciude:

. entities that are directly or indirectly controlled by the municipality;

. associates;

. joint ventures and management;

. key management personnel, and close members aof the famlily of key management personnel;

. entities in which a substantial ownership interest is held, directly or indirecily, by key management personnel or entitles over which
such a person is able {o exercise significant influence.

. entities that control or exert significant influence over the municipality

Mangaung Local Municipality is the sole shareholder of Centlec (Fty) Ltd. Centlec (Ply) Ltd was formed to take aver all aclivities in respect
of the supply of eleciricity.

Key management personnel are those persons having autharity and responsibility for planning, directing and controlling the activities of the
entity, directly or indirectly, including any director {whether executive or athenwise) of the entity. The economic entity's key management
persannel includes the Chief Executive Officer, Chief Financial Officer, Company Secretary and Execufive Managers.

Close family members of key management personnel are considered to be those famity members who may be expected to Influence, or to
be influenced by key management individuals, in their dealings with the group.

Relationships
Ultimate controliing entity Mangaung Local Municipality
Members of key management P Helepi
KM Moroka
L de Jager
5J Cronje
| Poolo
M Seoke
L Kritzinger
L Bomela
M Pcbe
M Matsimela

The executive management are seconded employees from Mangaung Local Municipality and thelr salary relaled costs are included in
management fees.

Related party balances

Loan accounts - Owing (to} by related parties

Mangaung Local Municipality {676,453,638} (657,303,375)
Mangaung Local Municipality - Capital advances (148,779,678) (163,617,713)
Mangaung Local Municipality - Intercompany loan 424,329,419 313,471,449
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31. Related parties {continued)
Related party transactions
Interest paid to {received from) related parties
Mangaung Lacal Municipality - Advances 16,361,771 12,990,386
Mangaung Local Municipality - Shareholder [oan 118,635,227 108,407,757
Revenue
Maintenance on street lights {6,125,000) {6,987 ,366)
Administration fees paid to (received from} related parties
Mangaung Local Municipality 8,729,170 7,131,792
Services rendered by MLM
Mangaung local municlpality 8,516,440 8,268,308
Employee related costs paid
Mangaung Local Municipality 104,639,888 97,121,310
Insurance paid
Mangaung Local Municipality 853,855 774,868
Management fees paid
Mangaung Local Municipality 1,787,270 2,137,516
Water, rates and service charges paid
Mangaung Local Municipality- water - 8,370
Mangaung Local Municipality- rates and service - 3,955,630

Electricity charges received
Mangaung Local Municipality

{54,924 430)

{25,035,056)

\Water and rates are Ireated as interdepartmental charges by the parent entity Mangaung Local Municipality al year end and no transactions

are recorded at Centlec (Pty) Litd

There were no |oans o / from key management personnel for 2011 and 2010 financial periods.

Compensation to other key management
Shart-term employee benefilts

Post-employment benefits - Pension - Defined contribution plan

Termination benefits

4,120,000 3.644,000
120,000 2,220,634

- 1,970,632
4,240,000 7,835,266
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32, Directors emoluments
R458 D00 emojuments were paid to the directors during the year {2010: R364 822),
Non-executive
2011 Emoiuments Pension paid or Compensation for Gain on exarcise Total
receivable loss of office of options
For services as directors 468,000 - - ' - 468,000
2010 Emoluments Pension paid or Compensation for Gain on exercise Total
receivable loss of office of options
For services as directors 364,822 - “ - 364,822

Details of service contracts

P Helepi, MK Moroka, Lde Jager and SJ Cronje were In service for the full year under review.

33. Prior period errors

The Municipal entity corrected the following prior period errors retrospectively and restated comparative amounts:

The salary of the Company Secretary previously included as management fees Instead of employee cost
This resulied in the reclassification of the amount to increase employae cost and reduce management fees with R3 328 074.13.

The salary of an employee was incorrectly calculated and subsequently a fiability have been ralsed to correct the salary

The effect of the correction is that the opening balance of the 2009/2010 accumulated surplus is R14 597 less than repored and the
surplus for 2009/2010 Is R273 084 less than previously reported,

Directors remuneration incorrectly disclosed
Directors remuneration to the value of R14 000 were disclosed as an expense (and liability) in the prior year, however the amount was not
due to the directors and they also did not receive the payment.

The effect of the correction is that the surplus for 2008/2010 is R10 500 {R14 000 remuneration less R3 500 tax expense) more than
reported and the liability included in the infer-company iean for stale cheques s less than reported)

Chairman acting aillowance not recognised in prior year
The effect of the correction is that the surplus for 2009/2010 is R110 000 less than reported

The provision far [eave pay was incarrectly calculated in the prior year. The effect of the corraction Is that the surplus for 2009/2010 is R128
581 less than reporied

Bulk electricity purchases of Southern Free state Towns was incorrectly included in Centlec purchasas. The effect of the correction is that
trade and other receivables will increase by R1 033 157 and trade payables will decrease by R1 039 334, The effect of the correction is that
the surplus fer 2009/2010 is R2 072 491 more than reporied

Smoothing of operating lease payments par GRAP 13. The effect of the correction Is that the surplus for 200972010 is R33 B27 less than
reported

Inventory written off instead of being capitalised

“The effect of the correction is that the surplus for 2009/2010 is R3 836 463 more than reporied

Inventory was incorrectly written off in the prior year
The effect of the corraction is that the surplus for 2009/2010 is R20 197 more than reported

inventory written off was incorrectly written back
The effect of the correction is that the surplus far 2009/2010 is R54 366 less than reperied

2008 Stock take adjustment accounted for in balance sheet and not income statement
The effect of the correction is that the apening balance of the 2009/2010 accumulated surplus is R977 343 Jess than reported

41



Centlec (Pty} Ltd

Annual Financial Statements for the year ended 30 June 2011

Notes to the Annual Financial Statements

2011 2010

33. Prior period errors [continued)

Inventory belonging to MLM included in Centlec

The effect of the corraction is that the inventery balance is more than reported and the intercompany loan balance fs lass than reported with
R14 318.88

2009 Stock take adjusiment accounted for in balance sheet and not income statement
The effect of the correction is that the surplus for the year Is fess than reporied with R1 712 354,

Inventory credit notes not captured on the genera! ledger .
The effect of the correction Is that the inventary balance and the creditors balance is mare than reported with R3350 135

Discounting of debtors per IFRS 7
The effect of the correction is that the opening balance of the 2009/2010 is R334 420 less than reported. Furlhermore sales in 2010
decreased with R18 028 471, finance Income increased with R18 745 735 and debtors reduced with R 381 844

Interest an capital advances loan was calculated by using 10% instead of 11% prime rate at the beginning of the 200/10 year. The effect of
the correction Is that the surplus for the 2009/10 year is more than reported with R1 180 844,

Vendor commission of 2010 captured in 2011 and no accrual was raised In 2010. The effect of the correction Is that the surplus for the

2009/10 year is more than reporled with R2 147 076.

Interest of 2010 captured in 2011 and no acerual was raised In 2010, The effect of the correclion is that the surplus for the 2009/10 year is

more than reported with R712 691

The carrection of the error(s) results in adjustments as follows

Statement of financial position

Increase in Opening Accumulated Surplus or Deficit (276,565)
Increase in Closing Accumulated Surplus or Deficit due to changes in profit (3,266,462}
Increase in Inventory 2,291,074

Increase in VAT recelvable 165,085

Increase in ntercompany loan account (1,156,1256)
Increase in Trade and other receivables 651,314

Increase in Trade and other payables 2,244,781

Decrease in revaluation reserve 3,836,463

Statement of financial performance

Increase in employee costs due to employee costs reclassified from management fees 3,328,074
Decrease In management fees due 1o employee costs 1eclassified (3,328,074)
Increase in Employee cost corrected 273,084
|Increase in Tax an directors remuneration 3,500

Chairman allowance not previously recognised 110,000
Provision for leave pay Increased (129,581)
Decrease in bulk electricity purchases of South Free State towns (2,072,491)
Increase in operating lease expense due to smoothing 93,827

Inveniory write off reduced as inventory is capitalised {3,836,463)
Inventory previously incorrectly written off (20,197}
Inventory previously incorrectly written back 54,366

Decrease in Inventory write off cleared to income statement (1,712,354)
Increase in interest income due o discounting of consumer debtors {1B,745,735)
Decrease in sales 18,793,158

Decrease in bulk purchases due o allowance not recognised in 2010 {609,920)
Increase in Penallies and interest due to allowance not recognised 95,309
Increase in operating lease payments to account for 12 months 60,795

Vendor commission not claimed (250,474)
Decrease in insurance due to reallocation of lease payments to hire equipment 84,764
Increase in Hire equipment due to realiocation of lease payments to hire equipment (84,764)
Increase in interest on capital advances loan 1,180,944
Increase in vendor commissian 2,147,076
Increase in interest on electricity 712,681
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34, Risk management

Financial risk management

This nete presents information about the entity's exposure to each of the financlal risks below and the entity’s objectives, policies and
procedures for measuring and managing financial isks. Further quantitive disclosures are included in the Annual Financial Statements

The Board of diractors has overall responsibility for the establishment and oversight of the municipal entity's risk management framework.
The municipal entity's audit committee oversees the monitoring of compliance with the municipal entity's risk management policies and
procedures, and reviews the adequacy of the risk management framework in relation to the risks faced by the municipal entity. The audit
committee is assisted in its oversight role by the municipal entity's internal audit function,

The municipal entity monitors and manages the financial risks relating to the operations of the municipal entity through Internai risk reviews
which analyse exposures by degree and magnitude of risks, These risks include the following

" credit risk;

- liquidity risk; and

. market risk (inciuding interest rate risk).

The municipal entity seeks to minimise the effects of these risks in accordance with the municipal entity's policies approved by the Board.
The policies provide wrilten principles on forelgn exchange risk, interest rate risk, credit risk, and in the investment of excess liquidity.
Compliance with policies and exposure limits is reviewed by the internal auditors on a continuous basis. The municipal entity does not entar

into or trade in financlal instruments for speculative purposes.

Credit risk

Credit risks consists mainly of cash deposits, cash equivalent and trade debtors, The municipal entity only deposits cash with major banks
with high quality credit standing and limits exposure 1o any on counter-party

Trade receivables comprise a widespread customer base. Management evaluated credit risk relating to customers on an ongoing basis. If
customers are independently related, these ralings 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. Bank guarantees are obtained for
prepaid electricity vendors when deemed appropriate.

Trade raceivables are presented net of an allowance for impairment, To reduce the risk, customers rotational meters are being replaced
with prepaid meters

Financial assets which expose the economic entity to credit risk at year end were as foillows:

Financial instrument 2011 2010

Bank balances 14,790,004 216,358
Consumer debtors 142,525,160 173,492,390
VAT receivabla 21,408,868 19,162,271
Trade and other receivables 24,114,772 3,077,627

These balances represent the maximum exposure to credit risk.
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34. Risk management {continued)
Liquidity risk

Liquidity risk is the risk that the municipal entity will encounter difficuity in meeting the obligations associated with its financial liabilities that
are settled by dellvering cash or another financial asset.

Centlac's exposure 1o liquidity risk Is a result of the funds avallable to cover future commitments, The municipal entity manages liquidity risk
through ongaing review of commitments.

The municipal entity has started repiacing rotational meters with prepald meters 1o improve the cash funds available, Furthermore the
municipat entity is reducing stock balances to avail more cash for liquidity purposes.

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

At 30 June 2011 Less than 1 year Between 1 and 2 Between 2 and 5 Over 5 years
years years

Shareholder loan - - 267,869,789 1,071,479,156

Trade and other payables 284,718,834 - - -

Capital advances loan 13,689,962 13,447,336 27,378,540 95,262,840

At 30 June 2010 Less than 1 year Between 1 and 2 Between 2 and 5 Qver 5 years
years years

Shareholder loan - - 267,869,788 1,071,479,156

Trade and other payables 184,767,349 - - -

Capital advances foan 13,838,035 13.689,862 33,526,833 102,562,883

Market risk

Market risk is the risk that changes in market prices, interest rales and equity prices will affect the economic entity's revenue or the value of
its holdings of financial instruments, The objective of market risk management [s to manage and control market risk exposures within
acceptable parameters, while optimising the return.

The municipal enlity is not exposed to market risks.

Interest rate risk

Interest rate risk is defined as the risk that the fair vaiue or future cash Nows associated with a financial instrument will luctuate in amount
as a result of market interest changes. The economic entity's palicy is to minimise interest rate cash flow risk axposures on long-term
financing. The economic entily's exposures to interest rates on financial assets and financial liabilities are detailed below.

The municipal entity's interest rate risk arises from long-term borrowings. Barrowings issued at variable rates expose the municipality 1o
cash flow interest rate risk. Borrawings Issued at fixed rates expose the municipal entity to fair value interest rate risk.

The contracted interest rates are not based an prime and therefore fluctuations in prime wili not affect the municipal entity.

Cash flow interest rate risk

Financial instrument Current interest Due in less than Due inone to two Dueintwoio Dueinthreeto  Due after five
rate a year years three years four years years
Shareholders loan 517 % - - - 267,869,789 1,071,479,156
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35. Going concern

The annual financial statements have been prepared on the basls of accounting policies appilcable 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 liabilittes, contingent
obligatiens and commitments will occur in the ordinary course of business,

36. Events after the reporting date

The directors are not aware of any material matter or circumstances arising since the end of the financial year to the date of this report in
respect of matters which would require adjustments to or disclosures in the annual financial statements.

37. Fruitless and wasteful expenditure

Recanciliation of fruitless and wasteful expenditure

QOpening balance 12,688,200 -
Fruitless and wasteful expenditure - current year 29,116,994 12,688,200
41,805,194 12,688,200

Penalties and interest paid to SARS due to late VAT payments of R1 362 676.

Interest incurred due to late payment to Eskom of R27,624,929. Steps have been taken to recover the amount from Mangaung Local
Municipality.

Use of suite at Vodacom Park to the value of R94 263.
Interest charged by AGSA to the amount of R2D 986.
Suite tickets Vodacom park Macufe celebration which was not necessary for Centlec to Incur te the value of R5 130

3B8. Irregular expenditure

QOpening balance 51,813,000 -
Irregular Expenditure - current year 40,337,914 51,813,000
92,150,914 51,813,000

Details of irregular expenditure - current year
Disciplinary sieps taken/criminal proceedings

Ne proof that the request was advertised on the notice Mone ) 2,116,083
board for a period of 7 days as required
Appeintment in the absence of an approved deviation Nane 840,158
Supporting doecumentation not available None 4,942,201
Appointment without following a competitive bidding None 72,975
process
Appointment of supplier where deviation has bean Mone 397,123
approved after service was rendered
Late cancellation of finance lease resulted in over None 4,218
payment of R4218
Non-compliance with supply chain managament None 31,965,156
regulations

40,337,914
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39, Presentation of budget information
38.1 ReconcHiation between budget and statement of financial performance
Recanclliation of budget surplus/deficit with the surplus/delicit in the statement of financial performance:
Net {deficit) surplus per the statement of financial performance (112,895,450) 16,541,735
40, Additional disclosure in terms of Municipal Finance Management Act
Audit fees
Current year subscription / fee 4,381,257 5,054,276
PAYE and UIF
Current year subscription / fee 272,879 158,359
Pension and Medical Aid Deductions
Current year subscription / fee 52,000 38,000
VAT
VAT receivable 21,408,869 19,162,271
All VAT returns have been submitted throughout the year. 3 retums were submitled late.
41, Utilisation of Long-term Habilities reconciliation
Long-term liabilities raised 140,779,678 163,617,713
Used to finance properiy, plant and equipment

Cash sel aside for the repayment of long-ferm liabilities

Long-term labilities have been utilized in accardance with the Municipal Finance Management Act.
42, Actual operating expenditure versus budgeted operating expenditure

Refer to Appendix A for the comparison of actual operating expenditure versus budgeted expenditure.
43, Actual capital expenditure versus budgeted capital expenditure

Refer io Appendix A for the comparison of actual capital expenditure versus budgeted expendifure.

44. Distribution losses

(148,779,678)

(163,617,713)

Electricity distribution losses for the year were estimated to be 7.40% (2010: 8,06%). Management's best estimated value of these losses

are as foliows:

Electricity

130 533 189

140 595 651
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45, Loans to (from) shareholders
Mangaung Local Municlipality (676,453,638) (657,303,373)

The loans are unsecured and bears interest at the lower of 15% of the revenue (sale of electricity and pre-paid electricity) of Centlec {Fty)
Ltd for the previeus financial year or the interest rate on the (van for the financlal year ended 30 June 2011 adjusted annually for the CPI
applicable to the Public Finance Sactor.

Instaimenis of R267 B67 789 are payable every five (5) years with the initial payment on 30 June 2015.

Fair value of loans to and from shareholders

Loans from shareholders (676,453,638} {657,303,375)

Shareholder loan s measured at amorlisised cast. The present value of future cash flows was discounted using the average prime rate for
the 5 years up to 30 June 2005, This is done ta normalise fluctuations that might oceur in prime interest rates.

46. Debt impairment

Contributions to debt impairment provision 82,482,760 10,525,297

47. Taxation

Cenilac (Pty) Ltd Is in the process of application for 1ax exemption from the revenue authorities.
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48, Non-caompliance with MFMA

Chapter 2 paragraph 2.22 of the King 111 code of governance. The assessment of the board's performance not finalised

Chapter 7 paragraph 7.1.3 of the King code of governance. internal audif charter not approved

Non-compliance with Municipal supply chain management regulations as published in GNR 868 of 30 May 2005 under paragraph 6.

1. Reporl on Implementation of the supply chain management policy and proof of submission of this report to the board of direclors,
2. Proof of submissicn of the repert on implementation of supply chain management policy to the parent municipality.

3. Quarterly reparls on Implementation of supply chaln management policy and preof of submission of these reperis 1o the board of
directors.

Non-compliance with King code of governance paragraph 2.23.
Remuneration cemmitted requirements not included in the annual report.

Non-compliance with Municipal supply chain management reguiations as published in GNR 868 of 30 May 2005 under paragraph 5(3) sub
delegation.

Supply chaln management unit of Centlec did compile the monthly reports for awards made during the financlal year under review.
However ric proof was provided to confirm that these were submitted to the Chief Financial ORicer's office or any other officer as prescribed
in the regulation,

Section 88(1} 94 and 104 of MFMA,
Supporting documentation not provided,
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APPENDHX A for the year ended 30 June 2011

CENTLEC (BTY} LTD

ACTUAL VERSUS BUDGET (REVENUE AND EXPENDITURE) FOR THE YEAR ENDED 30 JUNE 2011

INCOME:SERVICES CHARGED

SALE OF ELECTRICITY
SALE OF PREPAID ELECTRICITY

INCOME: OTHER INCOME

DISCONNECTION

ELEC.DEMAND SIDE MANAGEMENT GRANT CENTLE
FREE SERVICES RECOVERABLE

INTEREST ON INVESTMENTS

INTEREST ON LONG-TERM DEBTORS

PARKING FEES

PRIVATE TELEPHONE GALLS RECOVERABLE
PROFIT ON SALE OF ASSETS

RECONNECTION TEST AND REMOVAL - METERS
RECOVER SUNDRY SERVICES

SALE OF REDUNDANT MATERIAL

SALE OF TENDER DOCUMENTS

SERVICES

SERVICES SOUTHERN FREE STATE

STREET LIGHTING MANGAUNG

NETWORK UPGRADES

TRAINING

TOTAL INCOME

EMPLOYEE SALARIES AND ALLOWANCES
DIRECTORS FEES

GENERAL EXPENDITURE

ADMINISTRATION CHARGES
ADVERTISING

AIR CONDITIONING

APPRENTICE CLASS FEES
AUCTION EXPENSES

BANK CHARGES

BULK PURCHASES ELECTRICITY - ESKOM
BURSARIES-EMPLOYEES
CELLULAR PHONES

CENTLEC LODGE RUGBY
COMPUTER SOFTWARE
CONFERENCES AND DELEGATIONS
ELECTRICITY

EMPLOYEE WELLNESS

FUEL

FURNITURE AND OFFICE EQUIPMENT
HIRE-EQUIPMENT

INSURANCE

INTEREST - CONSUMER DEPOSITS
INTEREST - EXTERNAL LOANS
INTEREST - SHAREHOLDERS LOAN

Budget Actual Difference
-1,167,996,963 -1,185,421,541 17,424,578
-1,001,601,525 -963,135,868 -38,465,657
-166,385,438 -222,285,673 55,890,235
-108,184,111 -75,650,433 -32,533,678
-4,352,098 - -4,352,098
-5,000,000 -15,502,883 10,502,883
-34,692,600 -14,001,535 -24,691,065
-18,415,445 1,252 -18,416,697
-542,431 -20,861,288 20,318,858
-61,320 -62,166 846
-3,285 -532 -2,753
-36,135 - -36,135
-485,406 -970,047 484,641
-10,960,384 -343,944 -10,616,440
-86,270 -253,961 157,691
-144,540 -187,023 42,483
-2,279,280 -428,374 -1,850,906
-5,822,697 -8,208,595 3,385,898
-4,340,000 -8,125,000 1,785,000
-18,887,120 -11,706,337 -8,180,783
-1,065,100 - -1,065,100
-1,276,181,074 -1,261,071,974 -15,109,100
116,707,267 104,921,917 11,785,350
959,911 468,000 491,911
925,139,490 961,602,820 -36,463,330
7,728,208 7,729,170 34
625,800 452,560 173,240
185,300 46,964 148,334
34,720 4,292 30,428
5,013 - 5,013
1,584,000 2,188,830 -604,830
769,690,840 758,698,272 10,992,568
250,000 92,387 157,603
520,377 149,449 370,928
162,750 115,525 47,225
136,800 3,864 132,936
818,466 432,872 385,554
558,100 358,077 201,023
810,000 678,584 131,436
3,083,018 2,558,033 523,985
623,570 93,867 525,903
858,587 728,932 129,655
3,808,682 3,121,694 686,988
2,833,860 1,662,306 1,171,654
11,586,800 16,361,771 -4,774,971
99,484,963 118,635,227 -19,150,264

Variance

4%
-34%

100%
-210%
71%
100%
-3746%
-1%
84%
100%
-100%
97%
-164%
-29%
81%
-58%
-41%
41%
100%

10%

51%

-4%

D%
28%
76%
88%

100%
-38%

2%
63%
71%
29%
97%
47%
36%
16%
17%
85%
15%
18%
41%

-41%
-18%



INTERNAL AUDIT FEES

INTERNET LINE

LAUNDRY

LEGAL EXPENSES

LICENSES - OTHER

LICENSES RADIO

LICENSES VEHICLE

MARKETING

METER READING CHARGED

METERING COMMUNICATION
OCCUPATIONAL HEALTH CHARGED CENTLEC
PENALTIES AND INTEREST - LATE PAYMENTS
POSTAGE

PRINTING AND STATIONERY

RAILWAY SIDING FACILITIES

RECEPTIONS DELEGATIONS ETC.
RECRUITMENT COSTS

REFRESHMENTS

RENTAL - OFFICES

RENTAL - PARKING GARAGE
REPROGRAPHICAL SERVICES 8-04-32-0-907-6
SHIFTING OF RDP CONNECTIONS

SKILLS DEVELOPMENT LEVY

SPARES AND CONSUMABLES

STORES AND MATERIAL

SUBSCRIPTIONS

TELEPHONE

TELKOM DATA LINES

TOOLS PLANT AND EQUIPMENT

TRAINING COSTS

TRAINING INTERNAL

TRAINING MECHANICAL SERVICES
TRAVELING AND SUBSISTENCE

UNIFORMS AND PROTECTIVE CLOTHING
VEHICLE TRACKING SYSTEM

VENDING COMMUNICATION

WATER

WORKMEN'S COMPENSATION CONTRIBUTIONS

GENERAL EXPENDITURE - CONTRACTED SERVICES

AUOIT FEES
CLEANSING SERVICES
COMMISSION VENDORS
CONSULTANT FEES
CONTRACTORS FEES
EMPLOYMENT AGENCY
SECURITY SERVICES
TRANSLATIONS

WEB SERVICES

REPAIR AND MAINTANANCE

BUILDINGS AND STRUCTURES
ELECTRICITY MAINS

FURNITURE TOCLS PLANT AND EQUIPMENT
MATERIAL

METERING

METERING - MATERIAL

3,000,000 - 3,000,000
24,491 13,337 11,154
7,636 6,024 1,612
345,625 272,157 73,468
1,850,513 176,078 1,774,435
26,040 25,969 51
185,226 324,535 -125,309
- 8,346,175 -8,346,175
1,406,400 1,406,400 -
230,000 446,081 -216,081
251,878 254,817 -2,939
- 29,017,601 -25,017,601
10,850 3,888 6,851
1,316,037 1,001,058 314,979
- 400,000 -100,000
71,355 18,378 52,977
50,000 - 50,000
183,579 147,993 35,586
511,881 481,979 29,902
23,208 23,530 -322
105,462 105,462 -
1,000,000 572,216 427,784
888,026 843,613 44,413
1,504 1,103 401
502,652 35,772 466,880
191,677 100,259 91,418
1,314,343 680,930 633,413
70,000 22,631 47,369
314,653 185,727 128,926
1,422,264 624,455 797,809
1.000,000 - 1,000,000
55,448 3,400 52,048
1,648,011 1,238,125 408,886
572,199 468,045 104,154
184,450 4,779 142,671
464,033 414,684 49,349
314,075 - 314,075
84,022 84,022 -
45,745,578 43,214,042 2,531,537
4,360,000 4,381,257 -21,257
389,600 99,926 259,674
23,726,492 25,586,673 -1,860,181
4,127,244 2,864,900 1,262,344
10,194,620 7,350,354 2,844,266
60,000 298,848 -2359,849
2,483,500 2,441 562 51,938
7,031 - 7,031
377,092 189,521 187,571
42,373,722 35,423,593 6,950,129
2,383,178 576,108 1,807,070
314,332 215,938 58,394
698,489 350,755 347,734
18,356,385 13,612,801 5,743,484
3,204,025 2,258,204 945,821
467,083 34412 432,681

100%
46%
21%
21%
91%

0%
-66%
0%
0%
-94%
-1%
0%
63%
24%
0%
74%

100%

19%

6%
-1%

0%
43%

5%
27%
93%
48%
48%
68%
41%
56%

100%
94%
5%
18%
7%
11%

100%

0%

0%
75%
-8%
31%
28%
-400%
2%
100%
5C%

76%
31%
50%
30%
30%
93%



SITE

STREET LUIGHTING MANGAUNG
SUBSTATIONS

SUPERVISORY & CONTROL: UPGRADING
TYRES AND TUBES

VEHICLES

OTHER EXPENDITURE

BAD DEBTS RESERVE
DEFRECIATICN

HANDLING FEE

IMPAIRMENT OF INVENTORY
INTEREST ON FINANCE CHARGES
LOSS ON SALE OF ASSETS

FOOD AND BEVERAGES

STOCK ADJUSTMENTS

LEAVE PROVISION

TOTAL EXPENDITURE

NETT SURPLUS/DEFICIT FOR THE YEAR

95,000 55,948 39,052
4,340,000 13,807,224 -9,467,224
- 6,395 -§,395

50,358 22,160 28,508
575,496 451,822 123,674
10,888,866 4,031,725 6,857,141
58,361,775 228,337,051 -169,975,276
21,356,947 82,482,760 61,125,813
36,675,950 144,440,696 107,773,746
- 182,163 182,163

- 1,073,762 -1,073,762

- 54,696 -54,696

- 2,656,250 .2,656,250

- .232,200 232,200

- .2,317,959 2,317,959
928,878 352,200 -23,331
1,189,287,744 1,373,967,423 -184,679,679

-86,893,330

112,895,445

-199,788,779

41%
-218%
0%
56%
21%
63%

-286%
-294%
0%
0%
0%
0%
0%
0%
-7%



