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TO THE HONOURABLE SPEAKER OF THE NATIONAL ASSEMBLY

I have the honour to submit herewith my report on the accounts of the Municipality of
Henties Bay for the financial year ended 30 June 2022 in terms of Article 127(2) of the
Namibian Constitution. The report is transmitted to the Honourable Minister of Finance in
terms of Section 27(1) of the State Finance Act, 1991 (Act 31 of 1991) to be laid upon the
Table of the National Assembly in terms of Section 27(4) of the Act.
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WINDHOEK, July 2024 JUNIAS ETUNA KANDJEKE
AUDITOR-GENERAL
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REPORT OF THE AUDITOR-GENERAL ON THE ACCOUNTS OF THE,
MUNICIPALITY OF HENTIES BAY
FOR THE FINANCIAL YEAR ENDED 30 JUNE 2022

[ ADVERSE AUDIT OPINION

I have andited the financial statements of the Municipality of Henties Bay for the financial
year ended 30 June 2022. These financial statements comprise the statement of financial
position, the statement financial performance, the statement of changes in net assets, the
statement of cash flows for the year that ended, and a summary of significant accounting
policies.

In my opinion, because of the significance of matters discussed in the Basis of Adverse audit
Opinion paragraph, the financial statements do not present fairly the financial position of the
Municipality of Henties Bay for the financial year ended 30 June 2022 and its financial
performance for the year ended.

2. BASIS FOR ADVERSE AUDIT OPINION

I conducted my audit in accordance with International Standards for Supreme Audits
Institutions. My responsibilities under those standards are further described in the Auditor's
Responsibilities for the Audit of the Financial Statements section of the audit report. T am
independent of the entity in accordance with the Code of Ethics for Supreme Audit
Institutions together with the ethical requirements that are relevant to my andit of the
financial statements, and I have fulfilled my other ethical responsibilities in accordance with
these requirements and the Code of Ethics.

I believe that the audit evidence T have obtained is sufficient and appropriate to provide a
basis for my opinion. The adverse audit opinion is expressed due to the following;

2.1  Rehabilitation of dumpsites
According to IPSAS 17 referring to fixed assets, the provision for the dump sites is not
included in the financial statements. This is a recurring audit finding from prior years.

Recommendation

It is recommended that the Municipality should disclose the provision for the rehabilitation of
the dumpsites in the financial statements.

2.2 Inventory

According to IPSAS 12 referring to inventory, water in the reservoirs and pipes at year end
are not included in the inventory balance. Furthermore, it was noted that unsold erven are not
accounted for at the lower of cost and net realisable value as per the municipality's
accounting policy relating to inventory.



Recommendation

It is recommend the Municipality account for inventory in line with IPSAS 12 requirements
going forward. The Municipality should include Inventory in the reservoirs and pipes in the
financial statements and account for inventory at the lower of cost and net realisable value.

2.3 Open Land (un-serviced land)

It was noted that the un-serviced land was not recognized in the annual financial statements
as at 30 June 2022. No valuation certificates for open land were obtained from the
Municipality, therefore auditors cannot confirm that property, plant and equipment are fairly
stated. This is a recurring audit finding from prior years.

Recommendation

It is recommended that the Municipality should record and disclose all un-serviced land in the
financial statements.

24 VAT

Tt was noted that the VAT returns for the periods July-August 2021, January- February 2022,
March-May 2022 & June - July 2022 were submitted late. This late submission of VAT
returns is a contravention to the Namibian VAT Act, which represents a non-compliance with
laws and regulations.

Recommendation

It is recommended that the Municipality should ensure that going forward the VAT returns
are submitted on time.

2.5  Receivables from exchange transactions (trade debtors)

It was noted that the Municipality incorrectly disclosed trade debtors on a net basis, without
including a summary of the aging analysis indicating the gross debtors and bad debt
allowances.

Recommendation

Tt is recommended that the Municipality discloses receivables from exchange transactions in
line with [PSAS 9 going forward by clearly indicating the debtors ageing, total gross debtors
and bad debt allowances.

2.6 Cash and Cash Equivalents and Trade and other Payables

It was noted that the bank balance as at year-end as per the cashbook is understated by
N$ 5 946 277. Based on the discussion held with management, this is as a result of the
Municipality having incorrectly processed invoices against the bank balance although there
were no actual payments made instead of processing those invoices to the corresponding



creditors accounts. As a result, the total bank balance and the creditors accounts are both
understated with N$ 5 946 277.
Recommendation

It is recommended that the Municipality should process invoices directly to supplier accounts
instead of accounting for it against the bank account in the cashbook before actual payments
to suppliers are made.

27  Non-compliance with IPSAS 1(recurring matter)

Based on IPSAS 1, paragraph 21 section (¢) and (f); when an entity makes publicly available

it’s approved budget, a comparison of budget and actual amounts either as a separate

additional financial statement or as a budget column in the financial statements; and notes

comprising a summary of significant accounting policies and other explanatory notes must be

presented for a set of financials to be complete. The auditors noted that there is no
- comparison of budget and actual as well as notes that are explanatory.

Recommendation

It is recommended that Municipality ensures that explanations for variances resulting from
budget information between current year budget and actuals in the financial statements are
presented.

2.8  Prior year adjustments

The Municipality did not provide sufficient supporting documents of journal entries for the
correction of changes in accounting estimates relating to investments in equity amounting to
N§ 514 578, cash and cash equivalents amounting to (N$608 918), funds amounting to
N§ 5 618 405, retained earnings amounting to N$ 46 748 and trade and other payables
amounting to (N$ 5 758 491). The absence of sufficient supporting documents posed a scope
limitation on the auditors. Consequently, the auditors could not confirm whether these
adjustments have been correctly classified.

Furthermore, it was observed that the Municipality did not disclose the correction and
changes in accounting estimates of these prior period errors cotrections in the financial
statements which is not in compliance with IPSAS 3.44 which states that: “an entity shall
disclose the nature and amount of a change in an accounting estimate that has an effect in the
current period or 1s expected to have an effect on future periods” and IPSAS 3.54 which
states that: “the entity shall disclose the nature of the prior period etror and, for each prior
period error, the amount of the correction for each financial statement line item affected.”

Recommendation

It is recommended that the Municipality ensures disclosure of the nature and amount of the
restatement in the financial statements and notes to the financial statements in order to
comply with IPSAS 3.44 and 3.54. It is further observed that journals are approved,
documented and kept for future reference.



3. KEY AUDIT MATTERS

Key audit matters are those matters that, in my professional judgment, were of most
significance in my audit of the financial statements of the cutrent period. These matters were
addressed in the context of my audit of the financial statements as a whole, and in forming
my opinion thereon, and T do not provide a separate opinion on these matters. 1 have
determined that there are no key audit matters identified in respective of the financial
statements for the Municipality of Henties Bay.

4. OTHER INFORMATION

In connection with the audit of the financial statements, my responsibility is to read the other
information and in doing so, consider whether the other information is materially inconsistent
with the financial statements or knowledge obtained in the audit or otherwise appears not to
be materially misstated. I, based on the work I have performed, I conclude that there is no
material misstatements of this other information; I am required to report that fact. I have
nothing to report in this regard.

3. RESPONSIBILITIES OF MANAGEMENT AND THOSE CHARGED WITH
GOVERNANCE FOR THE FINANCIAL STATEMENTS

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with legislation, and for such internal control as management deems
it necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the Entity's
ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless management either intends to
liquidate the entity or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the entity's financial reporting
process.

6. AUDITOR'S RESPONSIBILITY FOR THE AUDIT OF THE FINANCIAL
STATEMENTS

My objectives are to obtain reasonable assurance about whether the financial statements as a
whole are free from material misstatement, whether due to fraud or error and to issue an
auditor's report that includes my opinion. Reasonable assurance is a high level of assurance
but is not a guarantee that an audit conducted in accordance with the International Standards
for Supreme Audit Institutions (ISSAIs), will always detect a material misstatement when it
exists. Misstatements can arise from fraud or error and are considered material if,
individually or in the aggregate, they could reasonably be expected to influence the economic
decisions for users taken on the basis of these financial statements.



As part of an audit in accordance with the International Standards for Supreme Audit
Institutions (ISSAISs). I exercise professional skepticism throughout the audit.

o Identify and assess the risk of material misstatement of the financial statements,
whether due to fraud or error, design and perform audit procedures responsive to
those risks, and obtain audit evidence that is sufficient and appropriate to provide a
basis for my opinion, The risk of not detecting a material misstatement resulting from
fraud is higher than for one resulting from error, as fraud may involve collusion,
forgery, intentional omissions, misrepresentations, or the override of internal controls.

» Obtain an understanding of internal control relevant to the audit in order to design
audit procedures that arc appropriate in the circumstances, but not for expressing an
opinion on the effectiveness of the Entity's internal control.

* Evaluate the appropriateness of accounting policies uses and the reasonableness of
accounting estimates and related disclosures made by management.

¢ Conclude on the appropriateness of management's use of the going concern basis of
accounting and based on the audit evidence, obtained whether a material uncertainty
exists related to events or conditions that may cast significant doubt on the Entity's
ability to continue as a going concern. I conclude that a material uncertainty exists, I
am required to draw atiention in the report to the related disclosures in the financial
statements, or if such disclosures are inadequate, to modify the opinion. My
conclusions are based on the audit evidence obtained up to date of the report.
However, future events or conditions may cause the Entity to cease to continue as a
going concern.

¢ Talso provide those charged with governance with a statement that T have compiled
with relevant ethical requirements regarding independence and to communicate with
them all relationships and other matters that may reasonably be thought to bear on my
independence, and where applicable, related safeguards.

From the matters communicated with those charged with governance, I determined those
matters that were of most significance in the audit of the financial statements at the current
period and are therefore the key audit matters. I describe these matters in my report unless
law or regulation precludes public disclosure about the matter or, when, in extremely rare
circumstances, I determine that a matter should not be communicated in the report because
the adverse consequences of doing so would reasonably be expected to outweigh the public
interest benefits of such communication.

7. REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

The financial statements for the financial year ended 30 June 2022 were submitted to the
Office of the Auditor-General by the Accounting Officer in compliance with Section 87 (1)
of the Local Authorities Act, 1992 except that they were only submitted on 04 July 2023
instead of three months after the financial year end as required by the Act.
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MUNICIPALITY OF HENTIES BAY

ANNEXURE A

ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2022

STATEMENT OF FINANCIAL POSITION

ASSETS

CURRENT ASSETS

Cash and Cash equivalents

VAT Receivable

Receivables from exchange transactions
Inventories

NON-CURRENT ASSETS
Property, Plant and Equipment
Equity Instruments

Loan receivables

TOTAL ASSETS

LIABILITIES

CURRENT LIABILITIES

Bank Overdraft

Trade and Other payables

Consumer Deposits

Long-term borrowings Current Portion (HP)

NON-CURRENT LIABILITIES
Long-term Liabilities
Provision for severance pay

TOTAL LIABILITIES
RESERVES

Other Non-Distributable Reserves
Accumulated surplus

Total Net Assets/Equity

Note

11

11
10

2021

2022
N$ N$
12 709 567 7 266 585
1 690 774 1462 967
1623 225 1691 963
6286 517 3 636 583
3 109 051 475 072
131187607 135796 272
96256 152 100 073 838
18482251 18421 934
16 449 204 17 300 500
143897174 143 062 857
15 705 992 13 724 591
3522211 1193 191
9363 349 9 038 573
2201 598 2 093 523
618 834 1 399 304
2554 918 2 783 600
544 927 984 307
2 009 991 1799 293
18 260 910 16 508 191
125 636 264 126 554 666
92 564 230 93 362 381
33 072 034 33 192 285
143897174 143 062 857




MUNICIPALITY OF HENTIES BAY

ANNEXURE B

ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2022

STATEMENT OF FINANCIAL PERFORMANCE

Revenue
Cost of Sales

Gross Deficit
Other income
Operating expenses

Operating deficit
Investment revenue
Interest paid

Deficit for the year

2022 2021
N$ N§$

57 148 206 52 495 585
(60358 460) (56754 371)
(3210254) (4 258 786)
347 515 6743
(3671199) (16044 035)
(6533 938) (20296 078)
1127 371729
(148 568) (296 695)
(6681379) (20 221 044)




ANNEXURE C
MUNICIPALITY OF HENTIES BAY
ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2022
STATEMENT OF NET ASSETS/EQUITY

Accumulated Total Net
Funds (Deficit)/Surplus  Assets/Equity
N$ NS N§

Balance 1 July 2020 85 618 097 53 413 327 139 031 424
Changes in net Assets/Equity
Additional Funding 17 330 863 - 17 330 863
Utilisation of Funds (9 586 579) - (9 586 579)
Net income _(1osses) recognised directly in net 7744 784 i 7744 784
Assets /Equity
Deficit for the year - (20 221 044) (20 221 044)
';:;?1 recognised income and expenses for the 7744 784 (20 221 044) (12 476 760)
Total changes 7 744 284 (20 221044) (12 476760)
Opening balance as previously reported 93 362 381 33 192 285 126 554 666
Balance at 1 July 2021 as restated* 93 362 381 33 192 285 126 554 666
Changes in Net Assets/Equity
Additional Funding 5827611 - 5827611
Other (6 625 762) 6561 132 (64 630)
Net income (losses) recognised directly in net (798 151) 6561 132 5762 981
assets/equity ;
Deficit for the year - {6 681 379) (6 681 379)
;l;é);?l recognised income and expenses for the (798 151) (120 247) (918 398)
Total changes (798 151) (120 247) (918 398)
Balance at 30 June 2022 92 564 230 38072 038 125 636 268




MUNICIPALITY OF HENTIES BAY

ANNEXURE D

ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2022

STATEMENT OF CASH FLOWS

Note

CASH FLLOW FROM OPERATING ACTIVITIES
Deficit

Adjustment for:

Depreciation and amortisation expense
Fair value adjustment - equity instrument
Finance costs - Finance leases

Other Adjustments

Debt impairment

Movements in provisions

Changes in working capital:
Inventories

Receivables from exchange transactions
Payables under exchange transactions
VAT

Consumer Deposits

Net cash flow from operating activities

CASH FLOW FROM INVESTING ACTIVITIES
Purchase of Property, Plant and Equipment 7
Decrease in Loan Receivables

Increase in Receivable

Net cash flows from investing activities

CASH FLOW FROM FINANCING ACTIVITIES
Additional Funding

Utilization of Funds

Repayment of other financial liabilities

Finance lease payments

Net cash flows from financing activities

Net Increase/Decrease in cash and cash equivalents

Cash and cash equivalents as at the beginning of the year

Cash and cash equivalents as at the end of the year

2022 2021
N$ N$

(6681379) (20221 044)
9092 179 9714 882
(60 317) 114 790
148 568 296 695
- (609 189)
1 569 738 10 376 740
210 698 1799 293
44 136 (174 074)
(4219671)  (11510495)
324 777 4 464 651
68 738 (607 652)
108 075 67 336
*605538 (6288 067)
(7952 609) (9 539 998)
851295 -
(412 344)
(7101314)  (9952342)
5827612 17 330 862
(64 631) -
(1219850) (1 699303)
(148 568) (296 695)
4394 563 15 334 864
*(2 101 213) (905 545)
269 776 1175 321
*(1 831 437) #269 776

* The movement in receivables from exchange transactions is N§ 2 649 934 and not
N$ 4 219 671), consequently the cash flow is not balancing. Refer to note 4 (notes to the

financial statements.

# Cash and cash equivalents as per 2021 audited financial statements N$ 878 691

10



ANNEXURE E
MUNICIPALITY OF HENTIES BAY
ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2022
NOTES TO THE ANNUAL FINANCIAL STATEMENTS

1. = Presentation of Annual Financial Statements

The annual financial statements have been prepared in accordance with the accrual basis
International Public Sector Accounting Standards (IPSASs), issued by the International
Public Sector Accounting Standards Board, in conjunction with the Local Authority Act (Act
23 of 1992), as amended, the Namibian Constitution and the State Finance Act, (Act 31 of
1991).

The annual financial statements have been prepared on an accrual basis of accounting and are
in accordance with historical cost convention as the basis of measurement, unless specified

otherwise. They are presented in Namibian Dollar.

Assets, liabilities, revenues and expenses were not offset, except where offsetting is either
required or permitted by a Standard of IPSAS.

A summary of the significant accounting policies, which have been consistently applied in
the preparation of the annual financial statements, are disclosed below.

These accounting policies are consistent with the previous periods, unless otherwise stated.
1.1 Presentation currency

These annual financial statements are presented in Namibian Dollar.

1.2 Revenue from non-exchange transactions

Revenue comprises gross inflows of economic benefits or service potential received and
receivable by the Municipality, which represents an increase in net assets, other than
increases relating to contributions from Municipality members.

Fines are economic benefits or service potential received or receivable by the Municipality,

as determined by a court or other law enforcement body, as a consequence of the breach of
faws or regulations.

Non-exchange transactions are transactions that are not exchange transactions. In a non-
exchange transaction, the Municipality either receives value from another entity without
directly giving approximately equal value in exchange or gives value to another entity
without directly receiving approximately equal value in exchange.

11



ANNEXURE E
MUNICIPALITY OF HENTIES BAY
ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2022
NOTES TO THE ANNUAL FINANCIAL STATEMENTS (Continued)

1.2 Revenue from non-exchange transactions (Continued)

Taxes are economic benefits or service potential compulsorily paid or payable to entities, in
accordance with laws and or regulations, established to provide revenue to government.
Taxes do not include fines or other penalties imposed for breaches of the law.

Recognition

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

As the Municipality satisfies a present obligation recognised as a liability in respect of an
inflow of resources from a non-exchange transaction 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 entity.

When, as a result of a non-exchange transaction, the Municipality recognises an asset, it also
recognises revenue equivalent to the amount of the asset measured at its fair value as at the
date of acquisition, unless it is also required to recognise a liability. Where a liability is
required to be recognised it will be measured as the best estimate of the amount required to
settle the obligation at the reporting date, and the amount of the increase in net assets, if any,
recognised as revenue. When a liability is subsequently reduced, because the taxable event
oceurs ot a condition is satisfied, the amount of the reduction in the liability is recognised as
revenue.

Fines

Fines are recognised as revenue when the receivable meets the definition of an asset and
satisfies the criteria for recognition as an asset.

Assets arising from fines are measured at the best estimate of the inflow of resources to
Municipality.

Where the Municipality collects fines in the capacity of an agent, the fine will not be revenue
of the Municipality.

12



ANNEXURE E
MUNICIPALITY OF HENTIES BAY
ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2022
NOTES TO THE ANNUAL FINANCIAL STATEMENTS (Continued)

1.2 Revenue from non-exchange transactions (Continued)

Gifts and donations, including goods in-kind

Gifts and donations, including goods in kind, are recognised as assets and revenue when it is
probable that the future economic benefits or service potential will flow to Municipality and
the fair value of the assets can be measured reliably.

1.3  Revenue from exchange transactions

Exchange transactions are transactions in which one entity receives assets or services, or has
liabilities extinguished, and directly gives approximately equal value (primarily in the form
of cash, goods, services, or use of assets) to another entity in exchange.

Non-exchange transactions are transactions that are not exchange transactions. In a non-
exchange transaction, an entity either receives value from another entity without directly
giving approximately equal value in exchange, or gives value to another entity without
directly receiving approximately equal value in exchange.

Revenue includes only the gross inflows of economic benefits or service potential received
and receivable by the entity on its own account. Amounts collected as an agent of the
government or another government organization or on behalf of other third parties are not
economic benefits or service potential that flow to the entity, and do not result in increases in
assets or decreases in liabilities. Therefore, they are excluded from revenue.

Revenue is measured at the fair value of the congideration received or receivable.

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

(a) The amount of revenue can be measured reliably;

(b) It is probable that the economic benefits or service potential associated with the
transaction will flow to the entity;

(c) The stage of completion of the transaction at the reporting date can be measured
reliably; and

(d) The costs incurred for the transaction and the costs to complete the transaction can
be measured reliably.

13



ANNEXURE E
MUNICIPALITY OF HENTIES BAY
ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2022
NOTES TO THE ANNUAL FINANCIAL STATEMENTS (Continued)

1.3  Revenue from exchange transactions (Continued)

When the outcome of the transaction invelving the rendering of services cannot be estimated
reliably, revenue is recognized only to the extent of the expenses recognized that are
recoverable.

Revenue from the sale of goods is recognized when all the following conditions have been
satisfied:

(a) The entity has transferred to the purchaser the significant risks and rewards of
ownership of the goods;

(b) The entity retains neither continuing managerial involvement fo the degree usually
associated with ownership nor effective control over the goods sold;

(c) The amount of revenue can be measured reliably;

(d) It is probable that the economic benefits or service potential associated with the
transaction will flow to the entity; and

(e) The costs incurred or to be incurred in respect of the fransaction can be measured
reliably.

Revenue arising from the use by others of entity assets yielding interest, royalties, and
dividends or similar distributions is recognized when:

(a) Tt is probable that the economic benefits or service potential associated with the
transaction will flow to the entity; and

(b)  The amount of the revenue can be measured reliably.

Revenue is recognized using the following accounting treatments:

(a) Interest is recognized on a time proportion basis that takes into account the effective
yield on the asset;

(b)  Royalties are recognized as they are earned in accordance with the substance of the
relevant agreement; and

(¢)  Dividends or similar distributions are recognized when the shareholder’s or the
entity’s right to receive payment is established.

14



ANNEXURE E
MUNICIPALITY OF HENTIES BAY
ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2022
NOTES TO THE ANNUAL FINANCIAL STATEMENTS (Continued)

1.4  Property, plant and equipment
Property, plant and equipment are tangible items that;

(a) Are held for use in the production or supply of goods or services, for rental to others,
or for administrative purposes; and

(b)  Are expected to be used during more than one reporting period.
Class of property, plant and equipment means a grouping of assets of a similar nature or
function in an entity’s operations that is shown as a single item for the purpose of disclosure

in the financial statements.

Carrying amount is the amount at which an asset is recognized after deducting any
accumulated depreciation and accumulated impairment losses.

Depreciable amount is the cost of an asset, or other amount substituted for cost, less its
residual value. Depreciation is the systematic allocation of the depreciable amount of an asset
over its useful life.

The residual value of an asset is the estimated amount that an entity would currently obtain
from disposal of the asset, after deducting the estimated costs of disposal, if the asset were
already of the age and in the condition expected at the end of its useful life.

Useful life is:

(a) The period over which an asset is expected to be available for use by an entity; or

(b) The number of production or similar units expected to be obtained from the asset by an
entity.

15



ANNEXURE E
MUNICIPALITY OF HENTIES BAY
ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2022
NOTES TO THE ANNUAL FINANCIAL STATEMENTS (Continued)

1.4  Property, plant and equipment (continued)

Entity-specific value is the present value of the cash flows an entity expects to arise from the
continuing use of an asset and from its disposal at the end of its useful life or expects to incur
when settling a liability.

An impairment loss of a cash-generating asset is the amount by which the carrying amount of
an asset exceeds its recoverable amount. An impairment loss of a non-cash-generating asset is
the amount by which the carrying amount of an asset exceeds its recoverable service amount.

Recoverable amount is the higher of a cash-generating asset’s fair value less costs to sell and
its value in use. Recoverable service amount is the higher of a non-cash-generating asset’s
fair value less costs to sell and its value in use.

Depreciation

Depreciation of an asset commence when it is available for use, and ceases at the earlier of
the date that the asset is classified a held for sale, or the date that the asset is depreciated.
Each part of an item of property, plant and equipment with a cost that is significant in relation
to the total cost of the item is depreciated separately. The depreciation charge for each period
is recognised in surplus or deficit unless it is included in the carrying amount of another asset,
the depreciable amount of an asset shall be allocated on a systematic basis over its useful life.
The depreciable amount of an asset is determined after deducting its residual value. The
residual value, useful lives and depreciation methods are reviewed at each financial year end,
where there are significant changes in the expected pattern of economic benefit embodied in
the asset, the relevant changes will be made to the residual values and depreciation rates, and
the changes will be made to the residual values and depreciation rates, and the change will be
accounted for as a change in accounting estimates. The measurement base, useful life or
depreciation rate as well as the depreciation method for all major classes of assets are set as
follows:

Buildings 15 years useful life Straight line method of depreciation
Plant and Machinery 20 years useful life Straight line method of depreciation.
Motor Vehicles 5 years useful life Straight line method of depreciation
Furniture and Fittings 5 years useful life Straight line method of depreciation
Office Equipment 5 years useful life Straight line method of depreciation.

16



ANNEXURE E
MUNICIPALITY OF HENTIES BAY
ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2022
NOTES TO THE ANNUAL FINANCIAL STATEMENTS (Continued)

1.4  Property, plant and equipment (continued)

An item of property, plant and equipment that qualifies for recognition as an asset is
measured at its cost. Where an asset is acquired through a non-exchange transaction, its cost
is measured at its fair value as at the date of acquisition.

The cost of an item of property, plant and equipment comprises:

(a) Its purchase price, including import duties and non-refundable purchase taxes, after
deducting trade discounts and rebates

{b) Any costs directly attributable to bringing the asset to the location and condition
necessary for if to be capable of operating in the manner intended by management.

{c} The initial estimate of the costs of dismantling and removing the item and restoring the
site on which it is located, the obligation for which an entity incurs either when the item
is acquired, or as a consequence of having used the item during a particular period for
purposes other than to produce inventories during that period.

Revaluation Model

After recognition as an asset, an item of property, plant and equipment whose fair value can
be measured reliably is carried at a revalued amount, being its fair value at the date of the
revaluation, less any subsequent accumulated depreciation, and subsequent accumulated
impairment losses. Revaluations are made with sufficient regularity to ensure that the
carrying amount does not differ materially from that which would be determined using fair
value at the reporting date. If an item of property, plant and equipment is revalued, the entire
class of property, plant and equipment to which that asset belongs is revalued.

If the carrying amount of a class of assets is increased as a result of a revaluation, the increase
is credited directly to revaluation surplus. However, the increase is recognized in surplus or
deficit to the extent that it reverses a revaluation decrease of the same class of assets
previously recognized in surplus or deficit. If the carrying amount of a class of assets is
decreased as a result of a revaluation, the decrease is recognized in surplus or deficit.
However, the decrease is debited directly to revaluation surplus to the extent of any credit
balance existing in the revaluation surplus in respect of that class of assets.
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MUNICIPALITY OF HENTIES BAY
ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2022
NOTES TO THE ANNUAL FINANCIAL STATEMENTS (Continued)

1.4  Property, plant and equipment (continued)

Revaluation increases and decreases relating to individual assets within a class of property,
plant and equipment must be offset against one another within that class but must not be
offset in respect of assets in different classes.

Each part of an item of property, plant and equipment with a cost that is significant in relation
to the total cost of the item is depreciated separately. The depreciation charge for each period
is recognized in surplus or deficit unless it is included in the carrying amount of another
asset.

The depreciable amount of an asset is altocated on a systematic basis over 1ts useful life. The
depreciation method reflects the pattern in which the asset’s future economic benefits or
service potential is expected to be consumed by the entity.

The residual value and the useful life of an asset is reviewed at least at each annual reporting
date and, if expectations differ from previous estimates, the change(s) is accounted for as a
change in an accounting estimate. The depreciation method applied to an asset is reviewed at
least at each annual reporting date and, if there has been a significant change in the expected
pattern of the consumption of the future economic benefits or service potential embodied in
the asset, the method is changed to reflect the changed pattern. Such a change is accounted
for as a change in an accounting estimate.

To determine whether an item of property, plant and equipment is impaired, the entity applies
the accounting policies on Impairment of Assets. Compensation from third parties for items
of property, plant and equipment that were impaired, lost, or given up is included in surplus
or deficit when the compensation becomes receivable.

The carrying amount of an item of property, plant and equipment is derecognized:

(a) On disposal; or
(b) When no future economic benefits or service potential is expected from its use or
disposal.

The gain or loss arising from the derecognition of an item of property, plant and equipment
shall be included in surplus or deficit when the item is derecognized. The gain or loss arising
from the derecognition of an item of property, plant and equipment is determined as the
difference between the net disposal proceeds, if any, and the carrying amount of the item.
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MUNICIPALITY OF HENTIES BAY
ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2022
NOTES TO THE ANNUAL FINANCIAL STATEMENTS (Continued)

1.5 Events after the reporting date

Events after the reporting date are those events, both favorable and unfavorable, that occur
between the reporting date and the date when the annual financial statements are authorized
for issue. Two types of events can be identified:

a) Those that provide evidence of conditions that existed at the reporting date (adjusting
events after the reporting date); and

b) Those that are indicative of conditions that arose after the reporting date (non-
adjusting events after the reporting date).

The entity adjusts the amounts recognized in its annual financial statements to reflect
adjusting events after the reporting date.

(a) The nature of the event; and

The entity does not prepare its annual financial statements on a going concern basis if those
responsible for the preparation of the financial statements or the governing body determine
after the reporting date either (a) that there is an intention to liquidate the entity or to cease
operating, or (b) that there is no realistic alternative but to do so.

If the entity receives information after the reporting date, but before the annual financial
statements are authorized for issue, about conditions that existed at the reporting date, the
entity updates disclosures that relate to these conditions in the light of the new information.
1.6  Impairment of cash-generating assets

An 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.

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

Cash-generating assets are assets held with the primary objective of generating a commercial
return. For the purposes of impairment, goodwill is considered a cash-generating asset.

Recoverable amount is the higher of an asset’s or a cash-generating unit’s fair value less costs
to sell and its value in use.
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MUNICIPALITY OF HENTIES BAY
ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2022
NOTES TO THE ANNUAL FINANCIAL STATEMENTS (Continued)

1.6  Impairment of cash-generating assets (Continued)
Useful life is either:
(a) The period of time over which an asset is expected to be used by the entity; or

(b) The number of production or similar units expected to be obtained from the asset by the
entity.

Value in use of a cash-generating asset is the present value of the estimated future cash flows
expected to be derived from the continuing use of an asset and from its disposal at the end of
its useful life.

A cash-penerating unit is the smallest identifiable group of assets held with the primary
objective of generating a commercial return that generates cash inflows from continuing use
that are largely independent of the cash inflows from other assets or groups of assets.

The entity assesses at each reporting date whether there is any indication that an asset may be
impaired.
If any such indication exists, the entity estimates the recoverable amount of the asset.

1.7  Impairment of non-cash-generating assets

An 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.

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

Cash-generating assets are assets held with the primary objective of generating a commercial
return, For the purposes of impairment, goodwill is considered a cash-generating asset.
Recoverable service amount is the higher of a non-cash-generating asset’s fair value less
costs to sell and its value in use.

Useful life is either:
(a) The period of time over which an asset is expected to be used by the Municipality; or
(b) The number of production or similar units expected to be obtained from the asset by the

Municipality.

Value in use of a non-cash-generating asset is the present value of the asset’s remaining
service potential.

20



ANNEXURE E
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ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2022
NOTES TO THE ANNUAL FINANCIAL STATEMENTS (Continued)

1.7  Impairment of non-cash-generating assets (Continued)

The Municipality assesses at each reporting date whether there is any indication that an asset
may be impaired. If any such indication exists, the Municipality estimates the recoverable
service amount of the asset.

1.8 Financial instruments

A financial instrument is any conttact that gives rise to a financial asset of one entity and a
financial liability or a residual interest of another entity.

The amortised cost of a financial asset or financial liability is the amount at which the
financial asset or financial liability is measured at initial recognition minus principal
repayments, plus or minus the cumulative amortisation using the effective interest method of
any difference between that initial amount and the maturity amount, and minus any reduction
(directly or through the use of an allowance account) for impairment or uncollectability.

A concessionary loan is a loan granted to or received by an entity on terms that are not
market related.

Initial recognition

The entity recognises a financial asset or a financial liability in its statement of financial
position when the entity becomes a party to the contractual provisions of the instrument.

1.9  Inventories
Inventories are assets:
(a) In the form of materials or supplies to be consumed in the production process;

(b)  In the form of materials or supplies to be consumed or distributed in the rendering of
services;

(c) Held for sale or distribution in the ordinary course of operations; or

(d) In the process of production for sale or distribution.

Current replacement cost is the cost the entity would incur to acquire the asset on the
reporting date.

Net realizable value is the estimated selling price in the ordinary course of operations, less the

estimated costs of completion and the estimated costs necessary to make the sale, exchange,
or distribution.
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NOTES TO THE ANNUAL FINANCIAL STATEMENTS (Continued)

1.9 Inventories (Continued)
Inventories are measured at the lower of cost and net realizable value. Where inventories are
acquired through a non- exchange transaction, their cost is measured at their fair value as at

the date of acquisition.

Inventories are measured at the lower of cost and current replacement cost where they are
held for:

(a) Distribution at no charge or for a nominal charge; or

(b) Consumption in the production process of goods to be distributed at no charge or for a
nominal charge.

The cost of inventories comprises all costs of purchase, costs of conversion, and other costs
incurred in bringing the inventories to their present location and condition.

1.10  Provisions and Contingencies

Provisions are recognised when:

« the entity has a present obligation as a result of a past event;

« it is probable that an outflow of resources embodying ecomomic benefits or service
potential

+ will be required to settle the obligation; and
« areliable estimate can be made of the obligation.

1.11  Cash and cash equivalents

Cash equivalents are short-term, highly liquid investments that are readily convertible to
known amounts of cash and which are subject to an insignificant risk of changes in value. It
includes investments that are short-term (less than three months from the date of acquisition).

Cash comprises cash on hand and demand deposits.

Cash equivalents are held for the purpose of meeting short-term cash commitments rather
than for investment or other purposes

Cash and cash equivalents comprise bank balances, cash on hand, deposits held at call with
banks, and other short-term highly liquid investments with original maturities of three months
or less which are available on demand.

Some equity investments are included in cash equivalents when they are, in substance, cash
equivalents.
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MUNICIPALITY OF HENTIES BAY
ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2022
NOTES TO THE ANNUAL FINANCIAL STATEMENTS (Continued)

1.11  Cash and cash equivalents (continued)

Bank overdrafts which are repayable on demand forms an integral part of the entity’s cash
management activities, and as such are included as a component of cash and cash equivalents,

1.12 Employee benefits

Employee benefits are all forms of consideration given by the Municipality in exchange for
service rendered by employees or for the termination of employment.

1.13 Borrowing costs

Borrowing costs are interest and other expenses incurred by the Municipality in connection
with the borrowing of funds from financial institutions.

Qualifying asset is an asset that necessarily takes a substantial period of time to get ready for
its intended use or sale

Botrowing costs are recognized as an expense in the period in which they are incurred.

1.14 Budget information

The Municipality is typically subject to budgetary limits in the form of appropriations or
budget authorisations (or equivalent), which is given effect through authorising legislation.
The Municipality budget for 2021-2022 financial year was approved in terms of section 83(1)
of the Local Authority Act, (Act 23 of 1992), as amended by the Minister of Urban and Rural

Development.

General purpose financial reporting by Municipality shall provide information on whether
resources were obtained and used in accordance with the legally approved budget.

The approved budget covers the fiscal period from 01/07/2021 to 30/06/2022.
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NOTES TO THE ANNUAL FINANCIAL STATEMENTS (Continued)

1.15  Significant judgements and sources of estimation uncertainty

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

Trade receivables / Held to maturity investments and/or loans and receivables

The Municipality assesses its trade receivables, held to maturity investments and loans and
receivables for impairment at the end of each reporting period. In determining whether an
impairment loss should be recorded in surplus or deficit, the surplus makes judgements as to
whether there is observable data indicating a measurable decrease in the estimated future cash
flows from a financial asset. :

Provisions
Provisions were raised and management determined an estimate based on the information
available. Additional disclosure of these estimates of provisions are included in note 20 -
Provisions.

Taxation

The Municipality is not subject to income tax obligation by virtue of its establishment
through act of Parliament in terms of section 2 of the Local Authority Act, (23 of 1992) as
amended.

1.15  Significant judgements and sources of estimation uncertainty

Allowance for doubtful debts

On debtors an impairment loss is recognised in surplus and deficit when there is objective
evidence that it is impaired. The Municipality provide debtors for doubtful to all debtors in
120 days and above and it measure the debt impairment as the difference between the prior
year doubtful debts balance amount and the current year balance.

1.16 Commitments

Commitments are future expenditure to which the Municipality is committed and that will
result in the outflow of resources. Commitments are not recognised in the statement of
financial position as a liability or as expenditure in surplus or deficits but are included in the
disclosure Notes. A distinction is made between capital and operational commitments.
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NOTES TO THE ANNUAL FINANCIAL STATEMENTS (Continued)

1.17  Going concern assumption

The annual financial statements have been prepared based on the expectation that the
Municipality will continue to operate as a going concern in the foreseeable future.

1.18 Comparative figures

Comparative figures have been presented, seeing this as the third year of transition to IPSAS,
with the 2019/2020 financial year being the first year of adoption.

Where necessary, comparative figures have been reclassified to conform to changes in
presentation in the current year.

1.19  Unauthorised expenditure

Unauthorised expenditure means:

. overspending of a vote or a main division within a vote; and

. expenditure not in accordance with the purpose of a vote or, in the case of a main
division, not in accordance with the purpose of the main division

1.20  Fruitless and wasteful expenditure

Fruitless expenditure means expenditure which was made in vain and would have been
avoided had reasonable care been exercised.

1.21 Revaluation reserve

The surplus arising from the revaluation of property, plant and equipment is credited to a
non-distributable reserve. The revaluation surplus is realised as revalued buildings are
depreciated, through a ftransfer from the revaluation reserve to the accumulated
surplus/deficit. On disposal, the net revaluation surplus is transferred to the accumulated
surplus/deficit while gains or losses on disposal, based on revalued amounts, are credited or
charged to the statement of financial performance.
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ANNEXURE E

ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2022

NOTES TO THE ANNUAL FINANCTAL STATEMENTS (Continued)

2. Revenue
2022 2021
N$ N$

Municipal Revenue UDI 57 148 206 52 495 585
Other income 1 347 515 6 743
Interest received - investment 1127 1329
Dividends or similar distributions received - 370 400

57 496 848 52 874 057

The amount included in revenue arising from exchanges of goods or services are as

follows:

Revenue 57 148 206 52 495 585

Other income 1 347 515 6743

Interest received - investment 1127 1329

Dividends or similar distributions received - 370 400

57 496 848 52 874 057

3. Operating deficit

Operating deficit for the year is stated after accounting for the following:

Income from controlled entities

Dividends from Erongo Red - 370 400

Depreciation on property, plant and equipment 9092 179 9714 881

Employee costs 26397 425 25725 050

4, Receivables from exchange transactions

Trade debtors 5924 562 3364 121

Other receivables 1 361 955 272 462
6 286 517 3 636 583

5. Inventories

Raw materials, components 430 936 475072

Unsold Properties Held for Resale 2678 115 -
3109051 475 072
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NOTES TO THE ANNUAL FINANCIAL STATEMENTS (Continued)

6. Other financial assets

Designated at fair value
Listed FNB shares
Terms and conditions

Residual interest at cost
Investment in Erongo Red

Terms and conditions

At amortised cost
Investment in Erongo Red
Terms and conditions

Total other financial assets

Non-current assets
Listed FNB Shares
Investment in Erongo Red
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2022 2021

N$ N$
574 895 514 578
17 907 356 17 907 356
1790 756 17 907 356
36 389 607 36 329 290
574 895 514 578
17 907 356 17 907 356
18 482 251 18 421 934




ANNEXURE E

MUNICIPALITY OF HENTIES BAY
ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2022

NOTES TO THE ANNUAL FINANCIAL STATEMENTS

7. Property, plant and equipment

Controlling entity 2022 2021
Accumulated Accumulated
Cost / depreciation  Carrying Cost / depreciation  Carrying
Valuation and value Valuation and value
accumulated accumulated
impairment impairment
N$ N§$ N§ NS N§ N$
Land 3245 000 - 3245000 5923 115 - 5923 115
Buildings 17 307 143 (4860 828) 12446315 17 307 143 (3885615) 13421528
Plant and machinery 10 324 650 (9232585) 1092065 10 324 650 (8 948 305) 1376 345
Furniture and fixtures 106 004 (92 732) 13272 106 004 (77 874) 28 130
Motor vehicles 3378 577 (2244 323) 1134254 3378 578 (1682 618) 1 695 960
Office equipment 160 739 (131 526) 29213 160 739 - {111 902) 48 837
Infrastructure 134246709 (59005 066) 75241643 121133511 (51 768567) 69364 944
Other property, plant and equipment 3054 390 - 3054390 8214 979 - 8214 979
Total 171823212 (75567 060) 96256152 166548719 (66 474 881) 100 073 838
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MUNICIPALITY OF HENTIES BAY
ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2022
NOTES TO THE ANNUAL FINANCIAL STATEMENTS

ANNEXURE E

7. Property, plant and equipment (Continued)
Reconciliation of property, plant and equipment 2021

Opening Additions Revaluations Depreciation Total

balance
Land - - 5923115 - 5923 115
Buildings 6 426 607 - 7970 599 (975 678) 13421 528
Plant and machinery 2 697 232 - - (1320 887) 1376 345
Furniture and fixtures 45 309 - - (17 679) 28 130
Motor vehicles 2299 108 - - (603 148) 1 695 960
Office equipment 69 777 - - (20 940) 48 837
Infrastracture 74816475 1325019 - (6 776 550) 69 364 944
Other property, plant and equipment - 8214979 - - 8214979
86355008 9539998 13 893 714 (9714 882) 100073 838
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ANNEXURE E

8. Payables under exchange transactions

Trade payables
Other payables
Retention payables
Accrued leave pay
Accrued bonus

9. Consumer deposits
Rates
Water

10. Provisions
Reconciliation of provisions - 2022

Provision !

Reconciliation of provisions - 2021

Proviston for severance pay

11. Other financial Liabilities

Long-term borrowing (Hire Purchase)
Terms and conditions

Non-current liabilities
Long-term borrowings (Hire Purchase)

Current liabilities
Long-term borrowings Current Portion (Hire Purchase)
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Opening
Balance
N$

1799 293

Opening
Balance

2022 2021
N$ N§
4 885510 5824826
25944 25944
1 846 610 652 559
1764 194 1680531
841 091 854 713
9363349 9038573
2201598 2093523
2201598 2093523
Additions Total
N$ N$
210 698 2009 991
Additions Total
N$ N$
179 929 179929
2022 2021
N$ N$
1163761 23830611
544 927 984 307
618 834 139930
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ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2022

DETAILED INCOME STATEMENT

REVENUE

Revenue from exchange transactions
Dividends or similar distributions received
Revenue

Other income 1

Interest received - investment

Total revenue from exchange transactions

EXPENSES

Employee costs

Depreciation and amortisation expense
Debt impairment

General Expenses

Interest paid

Total expenses

Deficit for the year
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Note

2022 2021
N$ N$
- 370 400
57 148 206 52 495 585
347 515 6743
1127 1329
57 496 848 52 874 057
(26 397425) (25 725 050)
(9 092 179) (9 714 881)
(1569738) (10376 740)
(26 970317) (26 981 735)
(148 568) (296 695)
(64178227) (73 095 101)
(6 681379) (20 221 044)




