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Vision

ILGWSETA

To establish the LGWSETA as central to the success of enhanced skills development strategies and the development
of local government and the water sector into efficient, frontline development agencies, integrating the activities of
all spheres of government for the overall social and economic upliftment of communities through delivery of basic
services in particular water and sanitation, housing, a clean environment and all other basic human rights which
the State has an obligation to realise.

Mission

To bring about more effective co-ordination of capacity building and skills development initiatives between
government departments, local government, water agencies and stakeholders and to create synergies between
different elements of the development project.

To promote leadership, skills development programmes and other education interventions to enhance the
efficiency and effectiveness of:

Delivery of basic social services;

Governance and administrative, financial, planning and project management and to develop an ethos of
public service amongst all municipal and water institution staff in accordance with the principles of Bato Pele;
Combating of AIDS, Cholera and other health threats affecting our communities;

To support employment creation and retention, alleviation of poverty, public works programmes, promotion
of tourism, SMMEs and other economic growth sectors through local economic development initiatives;

To involve all the stakeholders in the sector in the development, implementation and annual evaluation of the
Sector Skills Plan;

To ensure the effective and efficient administration of the LGWSETA.
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Chairperson’s Foreword

The skills development revolution in South Africa still has a long way to
go in bridging the gap in skills. It is an honour to detail the achievements
of the Local Government Water and Related Rervices Sector Education
and Training Authority (LGWSETA) in improving the skills development
during the April 2004 to March 2005 financial year.

Let me first commend the LGWSETA Authority, management and staff
for pulling through a tough time during the Minister of Labour’s
performance assessment. The positive attitude and hard work saw the
Seta being re-certificated as Local Government Seta (LGSETA) for the
period April 2005 — March 2010.

Major achievements during the period under review were the national launches of special projects like Local
Economic Development and Community Development Worker Programme. We are proud to be involved in the
Expanded Public Works Programme which is a Presidential lead project.

SALGA, the employer stakeholder re-shuffled its representation which saw Councillor Jimmy Mohlala being
withdrawn from the Seta structures in July 2004. It is then that | assumed the position of Acting Chairperson.

Tremendous changes in management style under the leadership of the Chief Executive Officer, Mr. Wonder Nkosi
took place. The turn-around strategy was implemented successfully.

The period under review saw the launch of the three (3) provincial offices i.e. Pretoria office (serving North West,
Limpopo and Mpumalanga, Eastern Cape office and Free State office (covering Northern Cape as well). The impact
of the provincial offices has been good and the response from the public is positive.

The unity and commitment of the LGSETA Stakeholders will see the LGSETA succeed in meeting the NSDS targets
in the next five years. The strategic plan is a representation of how the LGSETA have aligned its work and resources
to the skills needs of the Local Government Sector for effective delivery and implementation.

As the political leadership we support the strategic framework to guide Seta towards the desired vision. We have
made choices and will see through these choices. The political support extends beyond political will. It will clearly
manifest in tough hands on support and vision for the benefit of the plan.

As | conclude, | would like to congratulate the Authority, management and staff of the LGWSETA on attaining the
new license of operation. The hard work was indeed fruitful.

=

H.A. Deysel
Acting Chairperson
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Chief Executive Officer’'s Statement of Responsibility

The period we are entering is particularly significant because it marks the end
of an era of transformation for the SETA. Major advances were made in that we
undertook a systematic process of reviewing progress, sharing learning, and
adjustment of strategy.

Being at the forefront of skills development in local government carries the
major responsibility for achieving set targets. In a bit to achieve the set targets
and assist our stakeholders to improve service delivery the SETA had to adopt a
big picture approach which assisted in the reconsideration of organizational
capacity and ability to respond to the skills challenges in the sector.

There have been some failures which we need to avoid repeating, and from
which meaningful lessons have been learned. However, successes of the past
and experiences gained have enabled us to accelerate implementation of our
mandate.

The entire local government SETA leadership, stakeholders, management and staff, has the responsibility to deal with these
challenges, obstacles and priorities in order to accelerate skills provision in the sector. These cannot be achieved with the
costly disconnect between strategy, budgeting and operations, duplication of resources and communication breakdown.

Highlights

The period under review was a remarkable year in terms of SETA achievements. This is evident from the R70,1
million allocated to the SETA by the National Skills Authority to provide funding for the Community Development
Workers Programme.

The turnaround strategy to enhance the performance and achievements in the following departments indicates
that we are on the right track to comply with and achieve the set targets.

Learnerships and Skills Programmes

Eleven of the twenty five (25) Learenrships registered by the LGWSETA are currently active. Over 200 municipalities
are participating nationwide in one or more Learnerships.

There are 357 learners indentured in apprenticeships for various trades and in addition ten (10) occupational based
Skills Programmes for the unemployed in the water and sanitation environment has been implemented and one
thousand two hundred and sixty five(1 265) learners have been enrolled.

The LGWSETA implemented a programme for the development of Councillors nationally and six hundred and thirty
(630) councillors participated in this programme.

The table below shows the status of all Learnerships implemented by the LGWSETA:
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Education and Training Quality Authority (ETQA)

In terms of the SAQA Act of 1995, ETQA Bodies must be audited in their third year of existence. The LGWSETA was
thus audited to assess whether it has developed the system as required by the legislation and whether it has
implemented its mandate. The audit was intensive and the outcome was that the LGWSETA has met its
requirements and should be accredited as an ETQA Body for the next three years. The following are some of the
functions as prescribed by the SAQA Act:

» Continuously accredit its providers

* Monitor the quality of provision and the accredited providers

» Implementation of the training of the sector specialists such as Assessors, Verifiers, Moderators, etc.
* Moderation of training and certification of learners

* Implementation of the system of recognition of prior learning (RPL) etc.

Accreditation of Providers

Providers are accredited as per the legislative requirements set up by SAQA. These providers are continuously
supported by the LGWSETA to meet the requirements both through workshops and resources. The focus for
2004-2005 has been the capacity building of rural providers to meet the accreditation requirements. The following
is the statistical data indicated per Province:

P;c:\;irs;:;::y Registered Approved Fully Accredited
Gauteng 8 1) 8 5
Limpopo B 4 1 2
Mpumalanga B! 1 0 0
KwaZulu Natal o o 5| By
\Western Cape 1 0 4 1
North West 2 1 1 1
Northern Cape 0 0 1 0
Free State 0 0 2 0
Eastern Cape 6 By 2 12

Trained Assessors, Verifiers and Moderators

The following are the Assessors trained between the reporting period 1 April 2004 and 31 March 2005:

* Gauteng 100
* Limpopo 16
*  Mpumalanga 42
e KZN 74
*  Western Cape 121
* Northern Cape 32
*  North West 16
* Free State 71
» Eastern Cape 68

All the trained assessors are employees within the local government sector and are nominated by the workplaces
to support their training.
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Out of the 540 trained assessors, 69 have been registered and the rest are still in the process of portfolio
development and registration respectively.

To be a Verifier and/or a Moderator one must be a competent Assessor. Currently 93 Verifiers have been trained
nationwide and are currently in the process of registering as Verifiers or Moderators.

Implementation of Monitoring and Evaluation System

One of the functions of the ETQA is to monitor the quality of provision, make recommendations, as well as undertake
the required interventions. The purpose of monitoring and evaluation is also to verify the number of learners in the
system, the challenges to be corrected before the completion of learning as well as sharing good practices among
the providers. The monitoring and evaluation project has commenced and will continue until 2006.

Recognition of Prior Learning (RPL)

Recognition of Prior Learning is the system of assessing the learner’'s competencies irrespective of where, how and
when they have acquired them. During the 2003 financial year the LGWSETA supported 18 providers within its
primary focus to implement this system. There were however delays due to the unavailability of unit standards and
qualifications. In addition 195 RPL advisors were trained and there is a need to train more RPL advisors including
implementation of RPL across the sector.

The following qualifications were identified as the ones in demand:

* Water related qualifications;

* Fire, Rescue and Emergency Services;
* Electricity;

* Municipal Finance.

Training Challenges in the Workplaces

Compared with the formal institutional learning, the concept of workplace learning has not yet been fully embraced
and employers are equally contributing as they are still placing more value on the learning and qualifications
acquired through learning provided by formal institutions like universities. As a result, most SETA's are faced with
the massive challenge of learners not completing their training and/or assessment portfolios.

The LGWSETA has equally encountered similar problems with some of the programmes which have been
implemented. In order to address the causes of these drop-out rates a survey has been conducted to determine
the relevant system to be implemented to address this matter.

Sector Skills Planning (SSP)

The major interventions of the SSP Depatment during 2004-2005 focused on research activities culminating in the
submission of a reviewed and updated sector skills plan, which was approved by stakeholders and was duly
submitted to the Department of Labour.

During the SSP review process three workshops attended by stakeholders were held per Province, in addition to a
national workshop and a workshop specifically targeted at training providers within the local government and
water sector. Further to the workshop processes Workplace Skills Plans were analysed. The results of the WSP
analysis were incorporated into the reviewed Sector Skills Plan. The SSP department also collaborated in terms of
sharing information and data with the Skills Development Sector Committee of the Water Services Sector Leadership
Group In their parallel research process identifying strategic options to address constraints and challenges to skills
development in water services.

Skills development implementation continued through the following strategic projects: Municipal Training Institute,
Women's Development Foundation, Dora Tamana Co-operative Training Centre and ABET. A new strategic project
was implemented in collaboration with the Department of Public Works and the Construction SETA in support of
the Expanded Public Works Programme. One thousand two hundred (1 200) beneficiaries are being targeted
within municipalities for training at NQF levels 5 and 7 in Labour Intensive Construction contract management and
project design. The beneficiaries of this project are drawn from the technical services divisions within municipalities.

I
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The following table indicates the submission of Workplace Skills Plans for the 2004-2005 Scheme Year as at
31 March 2005:

Water, Waste,
Sanitation & Utilities

Gauteng 3 2 v
Limpopo = 4 127, -
Mpumalanga E 5 113 3
KwaZulu Natal 1 6 30 1
\Western Cape 1 5) 21 2
North West = 5 16 5
Northern Cape B 5 21 1
Free State i B 13 i
Eastern Cape 1 6 81 1
TOTAL 6 37 174 28

The submission rates of Workplace Skills Plans from local municipalities has increased compared to the 2003-2004
Scheme Year.

Communication and Marketing

Stakeholder visits and presentations are proving an increasingly important means of communication. We
continuously support the professional bodies in the sector by participating in their conferences through exhibitions
and sharing platforms on the presentation of papers relevant to the sector, particularly on matters of training and
development. The following are some of the professional bodies and stakeholders where the SETA has participated
in their conferences and seminars during the year under review:

* IMFO

* SALGA

» SAMWU
* SAAWU

The SETA has further participated in outreach programmes by having a joint venture approach in launching national
and provincial projects of interest to the sector, and the community at large. The launch of the Community
Development Workers Programme at Rustenburg on 16 June 2004 in partnership with the Umsobomvu Youth Fund
and the office of the Deputy Presidency were covered by both print and electronic media. It demonstrated the refined
strategy of the LGWSETA for the marketing and communication of its activities. The partnership between the SETA
and its clients (levy payers in the sector) has proven that cooperation can be more effective in fighting poverty and
unemployment by providing youth with opportunities to participate in learnership programmes. This was evident
when the SETA and Ethekwini Metro launched the Siyaya project on 15 June 2004 wherein over one thousand
(1 000) graduates would be afforded training and development through learnerships. News letters and videos were
produced to market and create the necessary awareness of this venture. The LGWSETA has enjoyed considerable,
measurable success with many of its marketing and communication tools, particularly the news letters, posters and
video cassettes. However, much effort still needs to be focused on the improvement of the LGWSETA website.

NSF Funded Projects (Community Development Workers Programme)

In support of the President’s challenge to sharply improve the quality of outcomes of public expenditure intended
to raise the standard of living for all communities, is to plan and organize co-operative governance efforts as
partners in fighting poverty, through the Community Development Workers Programme, Project Consolidate, urban
renewal and other development projects. In the Western Cape on 7 February 2005, the Premier of the Province,
Mr. Ebrahim Rasool, launched the Community Development Workers Programme. Four hundred (400) formerly

T
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unemployed people are currently engaged as CDW s in a number of projects affecting local communities e.g.
primary health, housing and indigent people. These learners will acquire skills that will lead to attaining a nationally
recognised qualification and employment within provincial government and municipalities.

Several launches of the Community Development Workers Programme were held nationally and 1 374 learners are
currently engaged in the project. It is envisaged that at completion, 2804 learners shall have been trained. Seventy
million and one hundred thousand rand (R70,1 million) has been allocated through the National Skills Fund (NSF)
to support the Community Development Workers programme. In addition the LGWSETA committed four million
rand (R4,0 million) of its own funds to support the project.

The Western Cape Province exceeded its initial target of 300 in terms of recruitment of learners. This is attributed
to the effort made by the provincial government in partnership with the LGWSETA to recruit and place learners in
the respective provinces. As at 31 March 2005, 400 learners in the Western Cape Province were recruited for the
CDW Programme. KwaZulu Natal recruited 107 learners during the year but gave an indication that 293 learners
will be recruited during May in the next financial year. The other seven provinces were in the process of finalising
their recruitment and placement of learners to ensure the complete implementation of the project.

The diagram below shows number of learners recruited to date, per province, in respect of the CDW Programme. It
is anticipated that recruitment will be completed by the end of July 2005.
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The chart below indicates the participation of municipalities per province in implementing the Community
Development Workers Programme:

MUNICIPALITIES PARTICIPATING IN THE
CDW PROGRAMME
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Organisational Framework

In order to have achieved the significant successes highlighted in the Annual Report for the year ended 31 March
2005, a strong organisational infrastructure was needed to support the activities of the LGWSETA.

Established to fulfill the mandate of the Skills Development Act (SDA), the LGWSETA structure consists of the two
main components, the Authority and the Executive Committee which are supported by the following committees:

* Human resource Committee

* Finance/Tender Committee

e Audit Committee

* Learnership & ETOA Committee

» Sector Skills Planning Committee

» Water Chamber

* Provincial Coordinating Committees

* Management Committee responsible to execute the decision of the Authority and the Executive Committee.

The Audit Committee has been established in terms of the Public Finance Management Act.

Authority

The Authority of the LGWSETA consists of ten (10) members representing the employer component and ten (10)
members representing the employee component. The primary functions of the Authority are summarised in terms
of relevant legislation and its constitution and includes, but is not limited to the following:

* Development of the sector skills plan within the framework of the national skills development strategy

* Promote learneships by identifying workplaces for practical workplace experience

* Report to the Director-General on its income and expenditure, and the implementation of its Sector Skills Plan

» Subject to section 7,9 and 10 of the Skills Development Levies Act, 1999, to collect the skills development levies
and disburse grants to employers in its sector

The Authority meets twice per financial year in terms of its constitution. In the year under review, two special
Authority meetings were convened including the strategic planning session of the Authority held on 1-3 September
2004.

Executive Committee

The Executive Committee is established in terms of the LGWSETA constitution and consists of five (5) members
representing the employer component and five members (5) representing the labour component. The functions of
the Executive Committee are summarised below:

* Supervise the proper management of all financial matters of the SETA

* Coordinate and supervise the implementation of the policies of the Authority

* Coordinate the functioning of any Provincial Committees and other committees of the Authority, monitor their
activities and ensure that they are acting within the scope of any powers delegated to them by the Authority
or by the LGWSETA constitution

* Perform any other function or duty delegated to it by the Authority

The Executive Committee is scheduled to meet four times per financial year with a proviso of having two special
meetings should a need arise.

The following tables reflect the representation of constituencies in the Authority and various committees, their
participation and number of meetings attended during the period under review:

T
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Meetings

J. Mohlala EMPLOYER SALGA A M
Clir. N. Dube EMPLOYER SALGA 0 A F
F. Jacobs EMPLOYER SALGA 2 (G M
B. Simelane EMPLOYER SALGA 1 A M
Clir. M. Kopamotse EMPLOYER SALGA 0 A M
Clir. Mafumbatha EMPLOYER SALGA 0 A M
Clir. H Jenkins EMPLOYER SALGA 2 @ P
Clir. G. Lobelo EMPLOYER SALGA 2 A M
B. Ally EMPLOYER SALGA 1 A k&
S. Mbatha EMPLOYER SALGA 0 A M
H. Dibetle LABOUR SAMWU 3 A M
M. Collins LABOUR SAMWU B (@ i
G. Khumalo LABOUR SAMWU 2 A M
S Maloka LABOUR SAMWU B A M
Z.T. Mthembu LABOUR SAMWU 1 A ki
B. Tilly LABOUR SAMWU 1 a ki
S. Nkosi LABOUR SAMWU 5 A M
H.A. Deysel LABOUR IMATU 5 W M
K.A. Goodsell LABOUR IMATU 54 W M
D. Makhetha EMPLOYER DWAF 1 A M
J. Swart EMPLOYER DWAF 0 W i

EXECUTIVE COMMITTEE

Meetings

J. Mohlala EMPLOYER SALGA A M
Clir. N. Dube EMPLOYER SALGA 1 A i
F. Jacobs EMPLOYER SALGA B i M
ClIr. H. Jenkins EMPLOYER SALGA B l ki
Clir. G. Lobelo EMPLOYER SALGA o A M
H. Dibetle LABOUR SAMWU 6 A M
M. Collins LABOUR SAMWU i A ki
S. Maloka LABOUR SAMWU 5 A M
H. A. Deysel LABOUR IMATU 6 \"% M
K. Goodsell LABOUR IMATU 6 \"% M
Dr. A Shaker EMPLOYER SAAWU 1 "% M
B. Mculu EMPLOYER DPLG B A ki
D. Makhetha EMPLOYER DWAF 2 A M

I
LGWSETA Annual Report 2005 11



FINANCE/TENDER COMMITTEE

Meetings

H. Dibetle LABOUR SAMWU B M
S. Maloka LABOUR SAMWU 4 B M
K.A. Goodsell LABOUR IMATU / W M
J. Ngobeni EMPLOYER SAAWU 1 B M
Clir. G. Lobelo EMPLOYER SALGA 4 A M
M. Mabusela EMPLOYER SALGA 2 B M
R. William Rampele EMPLOYER DWAF 0 B M
e i | o | S0 | e ] o
M. Booi Ibhubesi Investment M
T. Mchunu Mchunu Koikanyang 5 A M
G. Rosenthal Chartered Accountant B | M
B. Dlamini De Beers Group % A ki

Finance and Information Technology Department

The strategic goal of the Finance and Information Technology (IT) Department is to establish effective business
processes, policies, systems and procedures and tender considered advice on issues affecting the Finance and IT
Office of the LGWSETA. Our vision is to effectively utilise resources, promote sound labour practices, sound financial
management, and implement appropriate measures aimed at the maintenance of discipline.

Accounting and financial management systems, and effective and transparent control have been maintained to
ensure that the finances of the SETA are efficiently managed and accounted for. Financial management policies
and internal regulations have been developed and implemented within the prescripts of the PFMA to ensure
ongoing compliance with relevant legislation and South African General Accepted Accounting Principles (GAAP).

The Finance/Tender Committee approved the revised Procurement Policy taking into account National Treasury
Policy Guidelines to ensure uniformity in procurement processes, and a Framework and Tender Dossier, which have
been developed in accordance with Treasury Regulations relating to the implementation of the Supply Chain
Management System. The policy was submitted to the EXCO at its meeting held on 8 March 2005 but was only
formally adopted after 31 March 2005.

Capital and Operational Budgets have been managed effectively to ensure that operational expenditure is within
the prescribed limit of 10%, and to prevent wasteful and fruitless expenditure. Budgets for Discretionary Grants and
Special Projects have been aligned with the NSDS objectives and LGWSETA skills priorities, and approved by the
EXCO at its meeting held on 2 November 2004.

Progress has been made with the further development and customisation of Datanet, the integrated Management
Information System (MIS) which was implemented in the prior year. During the latter part of the period under
review the LGWSETA implemented Great Plains as well as the Levy and Grant Disbursement Module of Datanet
(MIS) which is fully integrated with the accounting system.

Challenges

It is envisaged that a financial burden will be placed on all SETAs to achieve the objectives of the National Skills
Development Strategy for the period 1 April 2005 to 31 March 2010. To achieve the targets set, the SETA will have
to draw on all its resources and source donor funding to secure financial resources.

Extracted from the Annual Financial Statements, and highlighted below is the following important information:

T
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Revenue

* National Skills Fund and Donor Funding

Refer to Note 12 and 13 of the Annual Financial Statements for the year ended 31 March 2005.
* Other Income

Other income comprises of penalties and interest paid by employers in the sector amounting to R1,288m
(2004: R0,210m).

Penalties and interest paid by employers in the sector are immediately allocated to the Discretionary Fund and
utilised for Discretionary Grants and Special Projects.

* Skills Development Levy Income

Fundamental errors occurred in the prior year and as a result the comparative figures have been restated in the
Annual Financial Statements for the year ended 31 March 2005 (refer Note 21).

Income from Skills Development Levies, including R0,884m (2004: Nil) levies paid by government departments
(DWAF), increased by 8% to R145,103m (2004: R134,221m) for the year. The increase is in the main attributed to
the annual increment in salaries in the local government sector.

¢ Investment Income

The LGWSETA has always strived to follow a conservative approach with its investments hence approximately
94,9% of the LGWSETA funds are invested in cash with approved commercial banks, whilst 5,1% (former Training
Board Investments) is currently still invested in International, Equity, Bonds and Property. Whilst investing in cash
does not yield the most favorable return on investments, it decreases risk and provides liquidity to ensure that funds
are available at all times to pay for the SETA obligations.

Investment Income decreased by 21% to R15,038m (2004: R18,962m). The weighted average interest rate on short
term bank deposits was 8,37% (2004: 11,4%).

Interest earned on investments is immediately allocated to the Discretionary Fund and utilised for Discretionary
Grants and Special Projects.

The revenue trend for income from the Skills Development Levy paid by employers in the sector and Investment
Income since the inception of the SETA is reflected in the graph below:

SKILLS DEVELOPMENT LEVY AND INVESTMENT INCOME
SINCE INCEPTION OF THE SETA
2001 - 2005

120,000, 000
00, 000, D00
B0, 000,000
B0, 000, DO,
40,000, 000 i

oot T el e

2001 2002 2003 2004 2005

tisnany Grant
I Adminisiraton
il Frrigstmant

Expenditure

Fundamental errors occurred in the prior year. As a result the comparative figures have been restated in the Annual
Financial Statements for the year ended 31 March 2005 (refer Note 21).

Total grant and project disbursements amounted to R101,142m (2004: R132,930m). The decrease in grant and
project disbursements is partly as a result of the fact that one of the metropolitan municipalities has not submitted
a training report for the 2003-2004 Scheme Year. Implementation Grants are generally paid in the next financial
year. During the period under review multi-year agreements have been entered into for Learnership Grants and
projects and a provision has not been raised for future obligations.

During the 2005 Financial Year R64,52 1m was disbursed to employers for Mandatory Grants as indicated below:

I
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M1 Grants for prior years R9,997m

M2 Grants for prior years R48,027m
M1 Grants for the 2005 Scheme Year R6,497m
Total disbursed for Mandatory Grants R64,521m

The graph below illustrates the status of Income and Disbursements for Mandatory Grants for the 2004 and 2005
Scheme Years by Grant Type.

MANDATORY GRANT INCOME AND DISBU RSEMEHTSI

2004 AND 2005 SCHEME YEARS

90,000,000 4
80,000,000 ]
70,000,000 B
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40,000,000 O Mandatory Grant
30,000,000 - — Dsbursements
20,000,000 :I_r .
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] T T - T

M1-2004  M2-2004 M- 2005 M2 - 2005
S5 45% 24%

The total operational expenditure for the year amounted to R16,452m (2004: R13,878m), representing an increase
of 19%. The increase in operational expenditure is in the main attributed to the establishment of three additional
provincial offices and the appointment of additional staff.

The expenditure trend of the SETA since inception is reflected in the graph below:

EXPENDITURE TREND SINCE INCEPTION OF THE SETA
2001 - 2005
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70,000,000
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o [ T L s I - J
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Reserves
¢ Administration Reserve

The administration surplus in the current year of R1,723m (2004: R1,646m) is a result of the retrospective
adjustments made by SARS.

Surplus funds in excess of the depreciated value of assets will be moved to the discretionary fund reserve from the
administration reserve on approval of the Accounting Authority in the next financial year.

* Employer Grant Reserve

The reserves of R175,570m (2004: R129,867m) is the net result of the current year transactions. Prior year reserves
have been changed as a result of a fundamental error which occurred and have been adjusted in the Annual
Financial Statements for the current year.

The financial year end of employers in the local government sector is 30 June and therefore the planning cycle
results in a delay of three months for the submission of Workplace Skills Plans and six months for Implementation
Grant applications. Mandatory Grant applications for prior years received after year-end, which have not been
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through the approval process and applications that would probably be received, approved and disbursed have not
been accrued for. The provisions raised in the prior year were reversed and disclosed as a fundamental error in the
Annual Financial Statements for the year ended 31 March 2004. Employers have not yet submitted Annual Training
Reports for the 2005 Scheme Year and the LGWSETA is still in the process of evaluating Annual Training Reports for
the 2004 financial year.

The deadline for submission of Workplace Skills Plans and Implementation Grant applications for prior years has
been extended to 30 September 2005 in accordance with Government Gazette No. 27801, Regulation Gazette No.
8278 dated 18 July 2005 and therefore unclaimed levy grants at 31 March 2005 has not been transferred to the
Discretionary Reserves.

The following graph reflects the trend in reserves from the inception of the LGWSETA:

TREND IN RESERVES SINCE THE INCEPTION OF THE SETA
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Audit Committee

As asserted under Corporate Governance, the Audit Committee met five times during the period under review and
the interrogation of both internal and external audit reports was facilitated at these meetings.

Quarterly reports on the activities of the Audit Committee and recommendations made are communicated to the
Executive Committee.

Internal Audit

Reports of the independent Internal Auditors are submitted to the Audit Committee which is accountable to the
Accounting Authority of the SETA.

The following follow-up audits were completed by the Internal Auditors during the year under review:

* Marketing and Communication

* Finance and Administration

* Information Technology

* Procurement/Tendering/Programmes
* Governance/Regulatory

* Human Resources

Conclusion

The strong foundations set in the previous years of SETA existence and increasing levels of sector support and
buy-in have allowed the team to excel in its achievements. The next financial year under the new SETA license will
remain a challenge as we all seek to continue on the solid base we have struggled to build in the past.

With the support and commitment of the sector and all stakeholders including the strategic partners, we are
confident that the targets set for the next five years will be met.

=)

S.S.W. Nkosi
Chief Executive Officer
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Report of the Audit Committee

As required by Treasury Requlations 27.1.7 and 27.1.10 (B) and (C) issued in terms of the Public Finance
Management Act 1 of 1999, as amended by Act 29 of 1999 we are pleased to present our report for the financial
year ended 31 March 2005.

Audit Committee Members and Attendance

The Audit Committee consists of the members listed hereunder and meets at least four (4) times per annum as per
its approved Terms of Reference. During the current year five (5) meetings were held.

Name of Member Number of Meetings Attended
M. Booi (Chairperson) 5
T. Mchunu 4
G. Rosenthal (resigned in December 2004) 4
B. Dlamini 2

Audit Committee Responsibility

The Audit Committee reports that it has adopted appropriate formal Terms of Reference as its Audit Committee
Charter, has regulated its affairs in compliance with this charter and has discharged all its responsibilities as
contained therein.

The effectiveness of Internal Control

The system of controls is designed to provide cost effective assurance that assets are safeguarded and that liabilities
and working capital are efficiently managed. In line with the PFMA and the King Il Report on Corporate Governance
requirements, Internal Audit provides the Audit Committee and management with assurance that the internal
controls are appropriate and effective. This is achieved by means of the risk management process, as well as the
identification of corrective actions and suggested enhancements to the controls and processes. From the various
reports of the Internal Auditors, the Audit Report on the Annual Financial Statements, the matters of emphasis and
management letter of the Auditor-General, it was noted that systems of internal control was not entirely effective
for the year under review as compliance with prescribed policies and procedures were lacking in certain instances
and control weaknesses have been reported by the Auditor-General under emphasis of matter and in the
management letter.

The effect of these instances has been included in the annual financial statements and the report of the Accounting
Authority.

Evaluation of Annual Financial Statements

The Audit Committee has

* Reviewed and discussed the Audited Annual Financial Statements to be included in the LGWSETA Annual
Report with the Auditor-General and the Accounting Officer;

* Reviewed the Auditor-General’'s Management Letter and management’s response thereto; and

* Reviewed significant adjustments resulting from the audit.

The Audit Committee concurs and accepts the Auditor-General’s conclusions on the Annual Financial Statements
and is of the opinion that the Audited Annual Financial Statements be accepted and read together with the report
of the Auditor-General.

M. Booi
Chairperson of the Audit Committee
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Report of the Auditor-General to Parliament on the Financial Statements of the
Local Government Water and Other Related Services Sector Education and
Training Authority (LG\X/SETA| for the Year Ended 31 March 2005

1.  Audit Assignment

The financial statements as set out on pages 20 to 47, for the year ended 31 March 2005, have been audited in
terms of section 188 of the Constitution of the Republic of South Africa, 1996 (Act No. 108 of 1996), read with
sections 4 and 20 of the Public Audit Act, 2004 (Act No. 25 of 2004) and section 14(6)(a) of the Skills Development
Act, 1998 (Act No. 97 of 1998). These financial statements, the maintenance of effective control measures and
compliance with relevant laws and regulations are the responsibility of the accounting authority. My responsibility
is to express an opinion on these financial statements, based on the audit.

2. Nature and Scope

The audit was conducted in accordance with Statements of South African Auditing Standards. Those standards
require that | plan and perform the audit to obtain reasonable assurance that the financial statements are free of
material misstatement.

An audit includes:
* Examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
* Assessing the accounting principles used and significant estimates made by management, and
* Evaluating the overall financial statement presentation.

Furthermore, an audit includes an examination, on a test basis, of evidence supporting compliance in all material
respects with the relevant laws and regulations which came to my attention and are applicable to financial matters.

The audit was completed in accordance with Auditor-General Directive No. 1 of 2005.

| believe that the audit provides a reasonable basis for my opinion.

3. Audit Opinion

In my opinion, the financial statements fairly present, in all material respects, the financial position of the LGW SETA
at 31 March 2005 and the results of its operations and cash flows for the year then ended, in accordance with South
African Statements of Generally Accepted Accounting Practice and in the manner required by the Public Finance
Management Act 1999 (Act No 1 of 1999) as amended.

4. Emphasis of Matter

Without qualifying the audit opinion expressed above, attention is drawn to the following matters:

4.1 Supply Chain Management

* LGW SETA did not follow the requirements of the Supply Chain Management Framework in terms of
Treasury Regulation 16A. Management did engage in steps to start with the development of the supply
chain management framework per the minutes of EXCO dated 22 April 2005.

4.2 Procurement Process

* Management did not adhere to the current procurement policies. Contracts being of R2,3 million were
concluded without being authorised by the delegated authority.

5. Appreciation
The assistance rendered by the staff of the LGW SETA during the audit is sincerely appreciated.

MMauk

N. Manik for Auditor-General
Pretoria
31 July 2005

.
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ILGWSETA

Local Government, Water and Related Services Sector
Education and Training Authority

Financial Statements
for the year ended 31 March 2005

Audited

The Annual Financial Statements for the year ended 31 March 2005, set out on pages 20 to 47, have been approved by
the Accounting Authority in terms of section 51(1) (f) of the Public Finance Management Act (PFMA), No 1 of 1999 on
29 July 2005, and are signed on their behalf by:

- —

S.S.W. Nkosi (Chief Executive Officer) H.A. Deysel (Chairperson)

T
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LOCAL GOVERNMENT, WATER AND RELATED SERVICES SECTOR EDUCATION AND TRAINING AUTHORITY
ANNUAL FINANCIAL STATEMENTS

31 MARCH 2005

REPORT OF THE ACCOUNTING AUTHORITY

Report by the Chairperson of the Accounting Authority of the Local Government, Water and Related Services Sector
Education and Training Authority to the Executive Authority/Provincial Legislature and Parliament of the Republic of South

Africa.

This annual report is submitted in terms of the Public Finance Management Act, No 1 of 1999 and in order to present a
balanced picture between both positive and negative developments, the information in this report is focussing on
highlights as well as reporting difficulties and challenges faced by the LGWSETA during the fifth year of its operation.

General Review of the State of Affairs

The letter issued by the Minister of Labour on 21 June 2004 regarding the assessment of the LGWSETA performance
against the National Skills Development Strategy targets and the disclosure of subsequent events in the Annual
Report for the 2003/2004 Financial Year is evidence of the past five years of the LGWSETA's existence which have
been difficult in terms of governance and problems that surfaced as obstacles in hindering its performance.

However, the latter part of the year under review has been a remarkable period for the LGWSETA by turning the
SETA around towards the end of its license from its past poor performance to be recognised as one of the SETAs
who has satisfied and complied with its mandate in terms of the required standard of performance.

The Minister of Labour announced the new configuration of landscapes at the NSDS Conference held on
3 - 4 March 2005. The name of the SETA has been changed to the Local Government Sector Education and
Training Authority (LGSETA) and has been recertified for five (5) years with the exclusion of the Water Chamber. In
accordance with the decision of the Minister of Labour and with the requirements published in Government
Gazette No. 27445 the Water Chamber should be amalgamated with the Energy SETA. There is however currently
certain underlying problems in the governing body which have led to the inability to fully comply with the
requirements of Government Gazette No. 27445 and a report to this effect has been submitted to the Minister of
Labour.

Recertification of the LGSETA by the Minister of Labour is a confirmation of confidence by the minister in the SETA
and the sector in general and this brings a challenge for the Accounting Authority and staff to work harder in the
delivery of training and skills development within the sector.

Statement of Responsibility

The Public Finance Management Act, 1999 (Act No. 1 of 1999) (PFMA), as amended requires that the Accounting
Authority or Accounting Officer:

* keep full and proper records of the financial affairs of the Public Entity;

* the Annual Financial Statements (AFS) fairly present the state of affairs of the Entity, its business, its financial
results, its performance against predetermined objectives and its financial position as at the end of each
financial year, and that they are presented in terms of Generally Accepted Accounting Practice (GAAP);

* that the AFS are the responsibility of the Accounting Authority and that it is the Auditor-General/external
auditors’ responsibility to independently audit and report on the AFS;

* the preparation of budgets and forecasts and the monitoring and control thereof;

* to have the appropriate internal controls to limit and detect material misstatements and losses.

The fact that going concern is one of the underlying assumptions in preparing Annual Financial Statements it is
herewith made known to the users of the AFS that the LGWSETA, as the LGSETA, will continue to be a going
concern in the coming year and the statements have been prepared accordingly.

The Accounting Authority have complied with the appropriate legislation and it is confirmed that the Annual
Financial Statements and the records of the financial affairs have been made available to the Auditor-General to
independently audit and report on the financial statements of the LGWSETA.

20
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LOCAL GOVERNMENT, WATER AND RELATED SERVICES SECTOR EDUCATION AND TRAINING AUTHORITY
ANNUAL FINANCIAL STATEMENTS

31 MARCH 2005

REPORT OF THE ACCOUNTING AUTHORITY

Corporate Governance

The LGWSETA as a public entity is governed by the provisions of the PFMA and is also committed to ensuring that
the recommendations of the King Il report on corporate governance are implemented and adhered to.

Comprehensive policies and procedures have been developed and implemented in accordance with the LGWSETA
constitution. These policies and procedures contribute towards the effectiveness and corporate governance
strategies and are in line with the PFMA and King report.

As required by National Treasury Regulation 28.1.5 the LGWSETA developed a Materiality and Significance
Framework in consultation with the Auditor-General. The Accounting Authority approved the framework and
agreed to the quantitative and qualitative factors and materiality levels. The level of a material loss is assessed at
0,5% (R666,538) of the budgeted total revenue generated from the Skills Development Levies (SDL) for the
2004/2005 Financial Year. Different levels of materiality can be used and the decision to use a conservative level of
0,5% is based on the fact that the total assets of the SETA are not considered to be an indicator of performance as
the SETA is not an asset intensive entity. The revenue component is selected as a basis for the materiality calculation
as the level of activity (disbursement of grants and discretionary payments) is dependent on the levies received. The
materiality framework was developed to articulate the meaning of the concepts “materiality” and “significance” for
purposes of certain events as defined in the Treasury Regulations and the PFMA.

Audit Committee

During the course of the year the Accounting Authority reviewed the terms of reference of the Audit Committee
and there is general consensus that the Audit Committee complies with the terms stated therein. The Chairperson
of the Audit Committee, Mr. Mveleli Booi was appointed for a further term of two years. A new member, Ms.
Busisiwe Dlamini was appointed in July 2004. One of the members, Mr Graham Rosenthal resigned in December
2004.

Quarterly reports on the activities and the finding of the Audit Committee are submitted to the Executive Authority.

During the period under review, no matters of irregular nature have been raised by the Audit Committee

Risk Management

An Integrated Risk Management Framework and Risk Management Policy were approved by the Accounting
Authority and have been implemented by the LGWSETA to effectively identify, evaluate and assess all risks to enable
management to limit losses through sound judgment and decision-making. LGWSETA constantly improves its risk
management techniques by instilling a culture of risk awareness.

The internal auditors have the responsibility to monitor and evaluate the implementation of prescribed procedures
and have direct access to the office of the CEQ, the Audit Committee and management.

The LGWSETA has, during the period under review, also developed a Fraud Prevention Plan, Fraud Prevention
Policy and Response Plan which was approved by the Finance/Tender Committee and a recommendation that it be
formally adopted was made to the Accounting Authority at its meeting held on 9 March 2005.

Internal Financial Control

Internal financial control focuses on critical risk areas identified by management, confirmed and reviewed by the
Audit Committee and accordingly evaluated by the internal auditors. The management of the financial affairs of the
LGWSETA is being overseen by the Finance/Tender Committee and quarterly reports are submitted to the Executive
Committee.

The Finance/Tender Committee reviewed Financial Management Policies and the Framework for Supply Chain
Management which has been developed in accordance with the requirements of National Treasury Regulations

I
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LOCAL GOVERNMENT, WATER AND RELATED SERVICES SECTOR EDUCATION AND TRAINING AUTHORITY
ANNUAL FINANCIAL STATEMENTS
31 MARCH 2005

REPORT OF THE ACCOUNTING AUTHORITY

issued in terms of the Public Finance Management Act, 1999 and a recommendation that the policies be formally
adopted was submitted to the Accounting Authority at its meeting held on 9 March 2005.

A liability has been raised and included in Accounts Payable in the AFS for provider costs which have not been paid
as the matter is currently under investigation by the Accounting Authority.

Disclosure of Remuneration in Accordance with Treasury Regulation 28.1, section 55 of the PFMA

With the exception of the members of the Audit Committee no remuneration is paid to the members of the
Accounting Authority or any of the sub-committees of the Authority. Members of the Audit Committee are
remunerated in accordance with the rates determined by National Treasury.

Disclosure of the remuneration of the Chief Executive and management is included in the Accounting Authority
Report in accordance with Treasury Regulation 28.1, section 55 of the PFMA.

Chief Executive Officer S 144 - 3l = = = 686 2l
Finance Manager 258 81 22 it 52 9 i 436 368
HR & Corporate Affairs Manager 279 82 24 B4 56 10 8 4198 427
ETQA Manager 262 i3} 22 I 512 ) 8 Hia 399
Learnerships Manager 259 vid 22 19 52 9 - 41315 407
Skills Planning Manager 261 61 22 29 152 9 - A5y By
\Water Chamber manager 203 Bi7 17t 27 Al 7 i 352 302
Provincial manager: Western Cape 223 63 lic? 24 45 8 8 390 844
Provincial manager: KwaZulu Natal 184 48 16 W7 37 7 - 309 59
Provincial manager: Eastern Cape 210 60 14 115 15) 8 i 348 78
rcrﬁ;‘;lpecr')a' il 211 70 18 is (Hiilize 4 I 347 W75
I(’crﬁ'vsitneii,al manager: Free State 203 72 I I 27 5 l 307 73

TOTAL 3064 887 196 240 483 85 24 4979 3334

* Company Contributions
The Chief Executive Officer was employed with effect from 1 December 2003.

Newly established provincial offices in the Eastern Cape, Pretoria and Bloemfontein commenced with operations
with effect from 5 January 2004.

Events after balance sheet date

In accordance with the decision of the Minister of Labour regarding the restructuring of SETAs the Water Chamber
will be amalgamated with Energy SETA after 31 March 2005.

Subsequent to year end the SETA has been deregistered as a VAT vendor in terms of the amended VAT act.

=

H. A. Deysel
Acting Chairperson
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LOCAL GOVERNMENT, WATER AND RELATED SERVICES SECTOR EDUCATION AND TRAINING AUTHORITY

ANNUAL FINANCIAL STATEMENTS

INCOME STATEMENT (STATEMENT OF FINANCIAL PERFORMANCE)

FOR THE YEAR ENDED 31 MARCH 2005

2004/05 2003/04
Note R'000 R'000

REVENUE
Skills Development Levy: income 2 145 103 134 221
Skills Development Levy: penalties and interest 1288 910
National Skills Fund income 12 7819 -
Donations for special projects 13 271 -
Investment income 3 15038 18 962
Other income 4 - 28
Total revenue 169 519 154 121

EXPENSES
Employer grant and project expenses 5 (101 142) (132 930)
Administration expenses 6 (16 452) (13 878)
National Skills Fund expenses 12 (7 819) -
Special project expenditure 13 (271) -
Total expenses (125 684) (146 808)
NET SURPLUS FOR THE YEAR 1 43 835 7313
P Reportm— .



LOCAL GOVERNMENT, WATER AND RELATED SERVICES SECTOR EDUCATION AND TRAINING AUTHORITY
ANNUAL FINANCIAL STATEMENTS

BALANCE SHEET (STATEMENT OF FINANCIAL POSITION)

AS AT 31 MARCH 2005

2004/05 2003/04
Note R'000 R'000
ASSETS
Non-current assets
Property, plant and equipment 7 1817 2 295
Investments 8 5112 4915
6 929 7210
Current assets
Accounts receivable 9 25 684 37 054
VAT receivable 1262 1 355
Cash and cash equivalents 10 248 852 173 988
275 798 212 397
TOTAL ASSETS 282 727 219 607
EQUITY AND LIABILITIES
Funds and reserves
Administration reserve 1723 1 646
Employer grant reserve 175 570 129 867
Discretionary reserve 71596 73 541
248 889 205 054
Current liabilities
Accounts payable 11 14 988 14 107
National Skills Fund received in advance 12 17 261 -
Provisions 14 1589 446
33838 14 553
TOTAL NET FUNDS AND LIABILITIES 282 727 219 607

S
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LOCAL GOVERNMENT, WATER AND RELATED SERVICES SECTOR EDUCATION AND TRAINING AUTHORITY

ANNUAL FINANCIAL STATEMENTS

STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 31 MARCH 2005
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LOCAL GOVERNMENT, WATER AND RELATED SERVICES SECTOR EDUCATION AND TRAINING AUTHORITY
ANNUAL FINANCIAL STATEMENTS

CASH FLOW STATEMENT

FOR THE YEAR ENDED 31 MARCH 2005

2004/05 2003/04
Note R'000 R'000
CASH FLOWS FROM OPERATING ACTIVITIES
Operating activities
Cash receipts from stakeholders 160 195 128 929
Levies, interest and penalties received 2 157 761 126 907
Other cash receipts from stakeholders - 28
VAT received 2434 1994
Cash paid to stakeholders, suppliers and employees (124 948) (138 042)
Grants and project payments (100 9236) (127 493)
Special projects (8 090) -
Compensation of employees (8 828) (6 179)
Payments to suppliers and other (4 754) (1 505)
VAT paid (2 340) (2 865)
Cash generated from/(utilised in) operations 15 35 247 (9 113)
Investment income 3 15 005 18919
Net cash inflow from operating activities 50 252 9 806
CASH FLOW FROM INVESTING ACTIVITIES
Purchase of property, plant and equipment and investment properties 7 (575) (1707)
Purchase of investments 8 (414) (370)
Disposal of investments 8 250 -
Net cash outflow from investing activities (739) (2077)
CASH FLOW FROM FINANCING ACTIVITIES
Grants, transfers and funds received 12& 13 25 351 c
Net cash inflow from financing activities 25 351 =
Net increase in cash and cash equivalents 74 864 7729
Cash and cash equivalents at beginning of year 10 173 988 166 259
Cash and cash equivalents at end of year 10 248 852 173 988
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LOCAL GOVERNMENT, WATER AND RELATED SERVICES SECTOR EDUCATION AND TRAINING AUTHORITY
ANNUAL FINANCIAL STATEMENTS

ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 MARCH 2005

The annual financial statements have been prepared in accordance with Statements of General Accepted Accounting
Practice and the Public Finance Management Act (PFMA), Act 1 of 1999 as amended.

The principal accounting policies adopted in the preparation of these financial statements are set out below and are, in all
material respects, consistent with those of the previous year, except as otherwise indicated.

1. Basis of preparation

The financial statements have been prepared on the historical cost basis except for Financial Instruments where fair
value adjustments are applicable.

2. Currency

These financial statements are presented in South African Rands since that is the currency in which the majority of
the entity transactions are denominated.

3. Revenue recognition

Revenue is recognised when it is probable that future economic benefits will flow to the enterprise and these
benefits can be measured reliably.

3.1

3.2

Levy income

In terms of section 3(1) and 3(4) of the Skills Development Levies Act, 1999 (Act No. 9 of 1999),
registered member companies of the SETA pay a skills development levy of 1% of the total payroll cost
to the South African Revenue Services (SARS).

80% of skills development levies are paid over to the SETA (net of the 20% contribution to the National
Skills Fund).

Levy income is recognised on the accrual basis.

A net receivable/payable is recognised for levies accrued as well as estimated SARS adjustments. An
estimate due to retrospective adjustments by SARS and outstanding levies due at year-end is based on
the actual amounts received subsequent to year end and an estimate based on two months levy
payments received. Changes to prior year estimates are accounted for in revenue in the current
period.

The SETA refunds amounts to employers in the form of grants, based on information from SARS.
Where SARS retrospectively amends the information on levies collected, it may result in grants that
have been paid to certain employers that are in excess of the amount the SETA is permitted to have
granted to employers. A receivable relating to the overpayment to the employer in earlier periods is
raised at the amount of such grant over payment and recovered from future grants payable.

Revenue is adjusted for Inter-Seta transfers due to employers changing SETA's. Such adjustments are
separately disclosed as Inter-Seta transfers. The amount of the Inter-Seta adjustment is calculated
according to the Standard Operating Procedure issued by the Department of Labour issued June
2001.

When a new employer is transferred to the SETA, the levies transferred by the former SETA are
recognised as revenue in the current year and allocated to the respective category to maintain its
original identity being administration, employer grant and discretionary income.

Interest and penalties
Interest and penalties on the skills development levy is recognised on the transaction date.
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LOCAL GOVERNMENT, WATER AND RELATED SERVICES SECTOR EDUCATION AND TRAINING AUTHORITY
ANNUAL FINANCIAL STATEMENTS

ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 MARCH 2005

3.3

3.4

3.5

Funds allocated by the National Skills Fund for Special Projects

Funds transferred by the National Skills Fund (NSF) are accounted for in the financial statements of the
SETA as a liability until the related eligible special project expenses are incurred, when the liability is
extinguished and revenue recognised.

The LGWSETA have not acquired additional property, plant and equipment for NSF Special Projects.

Government grants and other donor income

Conditional government grants and other conditional donor funding received are recorded as
deferred income when they become receivable and are then recognised as income on a systematic
basis over the period necessary to match the grants with the related costs which they are intended to
compensate. Unconditional grants received are recognised when the amounts have been received.

Investment income

Interest income is accrued on a time proportion basis, taking into account the principal outstanding
and the effective interest rate over the period to maturity.

Dividend income from investments is recognised when the right to receive payment has been
established.

Grants and project expenditure

A registered company may recover a maximum of 70% of its total levy payment by complying with the grant criteria
in accordance with the Skills Development Regulations issued in terms of the Skills Development Act 1999 (Act No
9 of 1999).

4.1

4.2

4.3

Mandatory grants

The grant payable and the related expenditure are recognised when the employer has submitted an
application for a grant in the prescribed form within the agreed upon cut-off period and the
application has been approved as the payment then becomes probable. The grant is equivalent to
15% and 45% (2003: 15% and 45%)] of the total levies paid by the employer during the corresponding
financial period for the skills planning grant and skills implementation grant respectively.

Discretionary grants

A SETA may out of any surplus monies determine and allocate discretionary grants to employers,
education and training providers and workers of the employers who have submitted an application
for a discretionary grant in the prescribed form within the agreed upon cut-off period. The grant
payable and the related expenditure are recognised when the application has been approved.

Project expenditure

Project expenditure comprises:

e Costs that relate directly to the specific contract;

» Costs that are attributable to contract activity in general and can be allocated to the project; and

 Such other costs as are specifically chargeable to the SETA under the terms of the contract.

Such costs are allocated using methods that are systematic and rational and are applied consistently
to all costs having similar characteristics.

Project costs are recognised as expenses in the period in which they are incurred. A receivable is
recognised net of a provision for irrecoverable amounts for incentive and other payments made to the
extent of expenses not yet incurred in terms of the contract.

28
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LOCAL GOVERNMENT, WATER AND RELATED SERVICES SECTOR EDUCATION AND TRAINING AUTHORITY
ANNUAL FINANCIAL STATEMENTS

ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 MARCH 2005

5.

Irregular and fruitless and wasteful expenditure

Irregular expenditure means expenditure incurred in contravention of, or not in accordance with, a requirement of
any applicable legislation, including:

e The PFMA,

* The Skills Development Act 1999 (Act No 9 of 1999).

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

All irregular and fruitless and wasteful expenditure is charged against income in the period in which they are
incurred.

Property, plant and equipment

Property, plant and equipment (owned and leased) are stated at cost less any subsequent accumulated depreciation
and adjusted for any impairments. Depreciation is calculated on the straight-line method to write off the cost of
each asset to estimated residual value over its estimated useful life as follows:

* Computer equipment 33%
» Computer software 33%
» Office furniture and fittings 20%
* Office equipment 20%

The estimated useful life of the assets is limited to the remaining period of the licence issued to the SETA by the
Minister of Labour. For the current year the remaining period is 5 years (2004: 1 year).

Where the carrying amount of an asset is greater than its estimated recoverable amount, it is written down
immediately to its recoverable amount (i.e. impairment losses are recognised).

Gains and losses on disposal of property, plant and equipment are determined by reference to their carrying
amount and are taken into account in determining operating profit.

Leasing

Finance leases as per the Treasury Regulations refers to a contract that transfers the risks, rewards, rights and
obligations incident to ownership to the lessee and is recorded as a purchase of equipment by means of long-term
borrowing. All other leases are classified as operating leases.

The SETA as a lessee

Leases of assets under which all the risks and benefits of ownership are effectively retained by the lessor are
classified as operating leases. Payments made under operating leases are charged to the income statement on a
straight-line basis over the period of lease. When an operating lease is terminated before the lease period has
expired, any payment required to be made to the lessor by way of penalty is recognised as an expense in the period
in which termination takes place.

Retirement benefit costs

The SETA provides for retirement benefits for all its permanent employees through a defined contribution scheme
that is subject to the Pension Funds Act, 1956 as amended. In terms of the Pension Funds Act, the fund is not
required to be actuarially valued. Contributions are at a rate of 20% of pensionable emoluments of which members
contribute 7%. Payments to defined contribution retirement benefit plans are charged to the income statement in
the year to which they relate.

The SETA also contributes 100% to a group life and income and disability scheme for its employees.

The SETA provides medical benefits for all its employees. These benefits are funded by employer and employee
contributions. Contributions to the fund are expensed when money is paid to the fund.

LGWSETA Annual Report 2005 29



LOCAL GOVERNMENT, WATER AND RELATED SERVICES SECTOR EDUCATION AND TRAINING AUTHORITY
ANNUAL FINANCIAL STATEMENTS

ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 MARCH 2005

9.

10.

Provisions

Provisions are recognised when the SETA has a present obligation as a result of a past event and it is probable that
this will result in an outflow of economic benefits that can be estimated reliably.

Long-term provisions are discounted to net present value.

9.1  Provision for employee entitlements

The cost of other employee benefits is recognised during the period in which the employee renders
the related service. Employee entitlements are recognised when they accrue to employees. A
provision is made for the estimated liability as a result of services rendered by employees up to the
balance sheet date. Provisions included in the balance sheet are provisions for leave (based on the
current salary rates), bonusses and termination benefits.

No provision is made for post retirement benefits, as the SETA does not provide such benefits for its
employees.

9.2  Provisions for grants
Grant payments

A provision is recognised for grant payments once the specific criteria set out in the regulations to the
Skills Development Act, 97 of 1998 has been complied with by member companies and it is probable
that the SETA will approve the payment. The measurement of the obligation involves an estimate,
based on the established pattern of past practice of approval for each type of grant.

Projects

No provision is made for projects approved at year-end, unless the service in terms of the contract has
been delivered or the contract is of an onerous nature. Where a project has been approved, but has
not been accrued for or provided for, it is disclosed as commitments in the notes to the financial
statements.

Financial instruments

Recognition

Financial assets and financial liabilities are recognised on the SETA's balance sheet when the SETA becomes a party
to the contractual provisions of the instrument.

All “regular way” purchases and sales of financial assets are initially recognised using trade date accounting.
Measurement

Financial instruments are initially measured at cost, which includes transaction costs.

Subsequent to initial recognition these instruments are measured as set out below:

Financial Assets

The SETA's principle financial assets are accounts and other receivable and cash and cash equivalents.
Investments and loans

The following categories of investments are measured at subsequent reporting dates at amortised cost by using the
effective interest rate method if they have a fixed maturity, or at cost if there is no fixed maturity:

* Loans and receivables originated by the LGWSETA;

* Held-to-maturity investments;

* An investment that does not have a quoted market price in an active market and whose fair value cannot be
measured reliably.
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Cost and amortised cost are inclusive of any impairment loss recognised to reflect irrecoverable amounts. The
financial assets are subject to review for impairment at each balance sheet date.

Investments other than those listed above are classified as available-for-sale investments or investments held-for-
trading and are measured at subsequent reporting dates at fair value without any deduction for transaction costs
that may be incurred on sale or other disposal.

Accounts and other receivables

Accounts and other receivables are stated at their nominal value as reduced by appropriate allowances for
estimated irrecoverable amounts.

Cash and cash equivalents

Cash and cash equivalents are measured at fair value.

Financial liabilities

The SETA's principal financial liabilities are accounts and other payables.

All financial liabilities are measured at amortised cost, comprising original debts less principle payments and
amortisations, except for financial liabilities held-for trading and derivative liabilities, which are subsequently
measured at fair value.

Gains and losses on subsequent measurement

Gains and losses arising from a change in the fair value of financial instruments, other than available-for-sale
financial assets, are included in net profit or loss in the period in which it arises. Gains and losses arising from a
change in the fair value of available-for-sale financial assets are recognised in equity, until the investment is disposed
of or is determined to be impaired, at which time the net profit or loss is included in the net profit or loss for the
period.

Derecognition

A financial asset or a portion thereof is derecognised when the SETA realises the contractual rights to the benefits
specified in the contract, the rights expire, the SETA surrenders those rights or otherwise loses control of the
contractual rights that comprise the financial asset. On derecognition, the difference between the carrying amount
of the financial asset and the sum of the proceeds receivable and any prior adjustment to reflect the fair value of the
asset that had been reported in equity is included in net profit or loss for the period.

A financial liability or a part thereof is derecognised when the obligation specified in the contract is discharged,
cancelled, or expires. On derecognition, the difference between the carrying amount of the financial liability,
including related unamortised costs, and the amount paid for it is included in net profit or loss for the period.

Fair value considerations

The fair values at which financial instruments are carried at the balance sheet date have been determined using
available market values. Where market values are not available, fair values have been calculated by discounting
expected future cash flows at prevailing interest rates. The fair values have been estimated using available market
information and appropriate valuation methodologies, but are not necessarily indicative of the amounts that the
SETA could realise in the normal course of business. The carrying amounts of financial assets and financial liabilities
with a maturity of less than one year are assumed to approximate their fair value due to the short-term trading cycle
of these items.

Offsetting

Financial assets and financial liabilities are offset if there is any intention to realise the asset and settle the liability
simultaneously and a legally enforceable right to set off exists.

I
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11. Reserves
Equity is sub-classified in the balance sheet between the following funds and reserves:
* Administration reserve
* Employer grant reserve
* Discretionary reserve
* Unappropriated surplus
This sub-classification is made based on the restrictions placed on the distribution of monies received in accordance
with the Regulations issued in terms of the Skills Development Act, 1998 (Act No. 97 of 1998).
Member employer company levy payments are set aside in terms of the Skills Development Act and the regulations
issued in terms of the Act, for the purpose of:
2004/05 2003/04
% %
Administration costs of the SETA 10 10
Employer Grant Fund Levy 60 60
Mandatory Workplace Skills Planning Grant 15 15
Mandatory Workplace Skills Implementation Grant Al 45
Discretionary grants and projects 10 10
80 80
In addition, contributions received from public service employers in the national or provincial spheres of
government may be used to pay for its administration costs.
Interest and penalties received from SARS as well as interest received on investments are utilised for discretionary
grants and projects. Other income received are utilised in accordance with the original source of the income.
The net surplus/deficit is allocated to the administration reserve, the mandatory grant reserve and the discretionary
fund reserve based on the above.
Surplus funds in excess of the depreciated value of assets are moved to the discretionary fund reserve from the
administration reserve on approval of the Accounting Authority and unclaimed mandatory grant income from the
mandatory grant reserve two years after the end of the financial year in which such grant levies were accounted
for.
12 Comparative figures
Where necessary, comparative figures have been adjusted to conform to changes in presentation in the current
year.
B
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2. SKILLS DEVELOPMENT LEVY INCOME

Levy income: Administration
Levies received
Levies received from SARS
Government levies received
Inter-Seta transfers in
Inter-Seta transfers out
Levies accrued

Levy income: Employer Grants
Levies received
Levies received from SARS
Inter-Seta transfers in
Inter-Seta transfers out
Levies accrued

Levy income: Discretionary Grants
Levies received from SARS
Levies received
Inter-Seta transfers in
Inter-Seta transfers out
Levies accrued

3. INVESTMENT INCOME

Dividend income
Listed investments

Interest income
Investments
Accrued
Bank deposits

Increase in fair value of investment

4. OTHER INCOME

Other income comprises:

Revenue from supporting services rendered by the SETA

2004/05 2003/04
R'000 R'000
16 529 14 786
17 697 13 901
16 913 14 240
776 -
8 224
- (563)
(1168) 885
110 224 99 780
117 496 94 682
117 443 93 893
53 1 641
- (852)
(7 272) 5098
18 350 19 655
19 561 18 762
19 554 18 680
7 178
: (96)
(1211) 893
145 103 134 221
2004/05 2003/04
R'000 R'000
- 9

- 9
15 005 18910
12 473 14 345
64 1958
2468 2 607
33 43
15038 18 962
2004/05 2003/04
R'000 R'000
- 28
- 28

B
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5.  EMPLOYER GRANT AND PROJECT EXPENSES

2004/05 2003/04
R'000 R'000
Mandatory grants 64 521 73873
Disbursed 64521 | 73873 |
Discretionary grants 7 458 20 164
Disbursed 9734 14727
Movement in provisions and accruals (2 276) 5437
Project expenditure 5.1 29 163 38893
Disbursed 26 681 38 893
Movement in provisions and accruals 2482 -
101 142 132 930
5.1 Project expenditure consist of:
Direct project costs 29 163 38893
29 163 38 893
6. ADMINISTRATION EXPENSES
2004/05 2003/04
R'000 R'000
Depreciation 1 004 745
Loss on disposal of property, plant and equipment 49 -
Operating lease rentals (minimum lease payments) 912 917
Buildings 912 | 917
Maintenance, repairs and running costs 451 447
Property and buildings 153 163
Machinery and equipment 298 284
Advertising, marketing and promotions, communication 1886 1258
Entertainment expenses 391 423
Consultancy and service provider fees 1129 1962
Legal fees 79 101
Cost of employment 6.1 8 828 6179
Travel and subsistence 1108 1260
Staff training and development 129 94
Remuneration to members of the audit committee 61 69
External auditor's remuneration 172 180
Audit fees 172 | 180
Other 253 243
General Operational Expenses 108 88
Internal Audit Fees 145 155
16 452 13 878
..
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6.1 Cost of employment

2004/05 2003/04
R'000 R'000
Salaries and wages 7 334 4871
Basic salaries 5804 4871
Performance awards 533 =
Temporary staff 231 :
Leave payments 766 -
Social contributions 1494 1 308
Medical aid contributions 457 448
Pension contributions: defined contribution plans 1010 865
UIF 27 -
8 828 6179

Allocation of cost of employment
Administration expenses 6 8 828 6179
Average number of employees 34 25

Refer to the report by the Accounting Authority for disclosure concerning the emoluments of members of the
accounting authority, the Chief Executive Officer; the Chief Financial Officer and Senior Managers.

7. PROPERTY, PLANT AND EQUIPMENT

Accumulated Closing
depreciation/ carrying
Cost impairment amount

Year ended 31 March 2005 R'000 R'000 R'000

Computer equipment 1 506 (930) 576

Computer software 1033 (406) 627

Office furniture and fittings 1 044 (555 489

Office equipment 387 (262) 125

Balance at end of period 3970 (2 153) 1817

Made up as follows:

- Owned assets 3970 (2 153) 1817
Accumulated Closing
depreciation/ carrying

Cost impairment amount

Year ended 31 March 2004 R'000 R'000 R'000

Computer equipment 2 047 (1176) 871

Computer software 941 (357) 584

Office furniture and fittings 1083 (445) 638

Office equipment 461 (259) 202

Balance at end of period 4532 (2 237) 2 295

Made up as follows:

- Owned assets 4 532 (2 237) 2 295

.
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8. INVESTMENTS
2004/05 2003/04
R'000 R'000
Open carrying amount 4915 4 502
Additions 414 370
Disposals (250) -
Fair value adjustments 33 43
Closing carrying amount 5112 4915
The Skills Development Act Regulations states that a SETA may, if not otherwise specified by the Public Finance
Management Act, invest the moneys in accordance with the investment policy approved by the relevant SETA.
Treasury Regulation 31.3 requires that, unless exempted by the National Treasury, the SETA as a public entity that
are listed in Schedule 3A of the Act must invest surplus funds with the Corporation for Public Deposits.
As the SETA was exempted by the National Treasury from the requirement of Treasury Regulation 31.3 to invest
surplus funds with the Corporation for Public Deposits, surplus funds were invested in an institution with an
investment grade rating and in line with an investment policy as required by Treasury Regulation 31.3.5.
Investments comprise of held-to-maturity endowment policies and available-for-sale investments and have been
disclosed at fair market value.
9. ACCOUNTS RECEIVABLE
2004/05 2003/04
R'000 R'000
Skills development levy debtors 24115 33766
Admin levy debtors 3053 4221
Employer grant levy debtors 18 052 25 324
Discretionary grant debtors 3010 4221
SARS receivables 9.1 740 1 304
Deposits 13 13
Interest receivable 66 1 958
Other receivables 750 13
Staff Loans - Short term 19 13
Sundry debtors 731 -
25 684 37 054
9.1 Retrospective amendments by SARS
2004/05 2003/04
Included in Skills Development Levy debtors is: R'000 R'000
SARS receivables
Opening carrying amount 1 304 -
Estimated adjustments included in levies received 740 1304
Net effect of SARS adjustments for the current year (1 304) -
Closing carrying amount 740 1 304
During the 2003/2004 financial year, SARS advised the SETA of erroneously designated skills development levies
received in prior periods which resulted in retrospective adjustments of R1 303 716 that was set off against an
estimate of R1 303 716. The current years additional estimated adjustment amounts to R740 427.
T
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10. CASH AND CASH EQUIVALENTS

2004/05 2003/04

R'000 R'000

Cash at bank and in hand 87 534 17 071
Cash at bank 87 528 17 066
Cash on hand 6 5
Short term investments/instruments 161318 156 917
Cash and cash equivalents at end of year 248 852 173 988

As required in Treasury Regulation 31.2, National Treasury approved the banks where the bank accounts are held.
The weighted average interest rate on short term bank deposits was 8,37% (2004: 11,4%).

Cash includes cash on hand and cash with banks. Cash equivalents are short term, highly liquid investments that
are held with registered banking institutions with maturities of three months or less and that are subject to an
insignificant risk of change in value.

For the purposes of the cash flow statement, cash and cash equivalents comprise cash on hand, deposits held at call
with banks, and investments in money market instruments, net of bank overdrafts. In the balance sheet, bank
overdrafts are included in borrowings in current liabilities.

11. ACCOUNTS PAYABLE
2004/05 2003/04
R'000 R'000
Skills development grants payable - mandatory - -
Skills development grants payable - discretionary 3161 5437
Project creditors 4133 1651
Inter-Seta payables 22 7 186 4 494
Service provider fees outstanding 460 2493
Sundry payables 48 32
Staff Savings 48 | 32
14 988 14 107
12. NATIONAL SKILLS FUND: SPECIAL PROJECTS

2004/05 2003/04
R'000 R'000
Opening balance = -
Received during the year 24717 -
Community Development Workers Programme 24717 | | =
Interest received 363 -

Utilised and recognised as revenue-
Conditions met: (7 819) -
Community Development Workers Programme | (7 819) | | -
Closing balance 17 261 -

During the current year conditional funds of R24 717 010 were received from the National Skills Fund on
24 November 2004 for the purposes of the Community Development Programme. This amount was recognised as
a liability until the conditions attached were met. During the year, R7 818 702 eligible project expenses were
incurred and a corresponding amount was recognised as revenue. An amount of R362 518 for interest accrued has
been included with the balance of the NSF Fund. At year end, R17 260 820 continues to be accounted for as a
liability until the remaining conditions attached have been met.
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13. GOVERNMENT GRANTS AND DONOR FUNDING RECEIVED IN ADVANCE
2004/05 2003/04
R'000 R'000
Opening balance = -
Received during the year 271 -
Department of Labour 110 -
Australian Aid S A 52 -
GTZ 109 -
Interest received - -
Utilised and recognised as income conditions met (271) =
Training of Assessors (110) -
Training Programme (52) -
Development of training material for LED NQF4 Learnership (109) -
Closing balance = =
During the year donor funds of R271 316 were received for the purposes indicated above.
14. PROVISIONS
Employee Employee
leave bonus 2004/05 2003/04
provision provision R'000 R'000
Open carrying amount 359 87 446 140
Amounts utilised (189) (271) (460) (132)
Change in estimate 766 837 1 603 438
Closing carrying amount 936 653 1589 446
Current 936 653 1589 446
Total 936 653 1589 446
The provisions for employee entitlements in terms of the leave provision has resulted from services rendered by
employees and are based on the liability for leave due at 31 March 2005. The provision is calculated at
undiscounted amounts based on the current rate at balance sheet date. The change in estimate includes the
current year provision as well as an increase in the rate for prior year estimates.
A provision is made for the estimated liability of R 533 109 for performance bonuses accrued to employees in terms
of the Performance Management System approved by the LGWSETA Executive Committee. Annual bonuses forms
part of the total cost to company remuneration package and a provision of R118 684 have been raised based on
the amounts due to employees as at 31 March 2005.
B
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15. RECONCILIATION OF NET CASH FLOW FROM OPERATING ACTIVITIES TO NET

SURPLUS(DEFICIT)
2004/05 2003/04
R'000 R'000
Net surplus as per Income Statement 43 835 7313
Adjusted for non-cash items:
Depreciation 1 004 745
Loss on disposal of property, plant and equipment 49 =
Increase in fair value of investments (33) (43)
Increase/(decrease) in provisions 1142 306
Special project income recognised (8 090) -
Adjusted for items separately disclosed
Investment income (15 005) (18 919)
Increase(decrease) in receivables 11370 (8 224
Increase in payables 881 10 580
Movement in VAT receivable/payable 94 (871)
Cash generated fromy/(utilised in) operations 35 247 (9 113)

16. CONTINGENCIES

In terms of the PFMA, all surplus funds as at year-end may be forfeited to National Treasury. As at year-end, this
amount could not be quantified as National Treasury has not defined surplus funds. No formal approval has been
obtained from National Treasury to retain surplus funds.

17. COMMITMENTS

17.1 Discretionary Reserve

Of the balance of R71,596 million available in the Discretionary Reserve at the end of March 2005,
R62,913 million has been approved and allocated for future projects and skills priorities as set out
below.

Amounts for expenses that have already been contracted or incurred, and therefore included in grant
expenses in the Income Statement, are also indicated.

A request for the accumulation of these funds has been submitted to National Treasury. At the time
of compiling the financial statements, no reply had been received.

I
LGWSETA Annual Report 2005 41



LOCAL GOVERNMENT, WATER AND RELATED SERVICES SECTOR EDUCATION AND TRAINING AUTHORITY

ANNUAL FINANCIAL STATEMENTS

NOTES TO THE ANNUAL FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 MARCH 2005

71801 (981) 000 L1 = - buiuiel] 13gy Joj siahojdwz 01 syuein
195 (099) 122 1 (£1¥ € 8€9 ¥ VYOTVS - JuawdojaAsq Joj(1punod
€€ €€ - (‘AU e1d/Z1D) U4 uniy "ASQ [eHsleN
99 (11t) LL] (82) S0z (1un Buiules) uoneonp3) - A3 [eLAeN
€61 1 (+09) L6027 (eog) 00% Z yoddns gos - Juswdoansg diysiauieaT
162 162 (8z) 612 (L1a) ABojouyday ASQ sIIMS 404 2.13USD
152 162 (8z) 612 4231udd- uonedNp3 buinuiuod 1oy 3.3UaD
692 (€51 Yy (z1s) v66 SHH 2IND - Juswdojansg diysiauiesT
65 (z9s) 129 129 S9DIAISS PIPPY SN[eA
L0872 (zss) 6LE € 6LE € 51502 123[0.4 uswdojansg Aunwiwod
¥9 (¥) 89 (zez) 00€ U10d/2de)/3 uior - uawdojaasq [eualepy
€6 (s) 86 (22 1) GLS | Isnu1 einA - Juswdolpasg diysiaueaT
909 (zg) 8€9 - JuawdoaAsg winjNLIND
€16 (t¥) £10 1 £10 1 woddns gos
€9¥ Z (8112 18G5 (zzs 1) 185 ¥ £25 | ILSMDN - dwiweibold s|iis Z4ON
05/ 1 (z1) Z9L 1 (+8s) 9vE Z (a1se/m 4o 1suj) diys/7 uswebeuew aisem
LLL9 (€z1) 006 9 (sov 1) SOv | sdiyssauiea Jale 1oy syuesn akojdwig
08< (08t) 092 1 : - £o119313 - uoneyuawaidw) diys/A
89/ | (zvz €) 000§ = - @31 - uoneyuswsldwi diys/q
005 | : 005§ | 00§ | Aysianiun woonsypyod - diys/7 uipy 3 uid [edpiuniy
050 | (0s¥) 005 | 005 | Ayedpiuniy spueqis 19D - diys/7 uiwpy 3 ulg [ediuniy
€89 (z8g) G590 | G590 | 019\ duemys] - diys/7 uiwpy 9 ul4 [ediunip
057 (ost) 00Z 1 00Z | o1 bungsauueyor - diys/ uiwpy 3 ul4 [ediiuniy
S00 | (558 098 1 098 1 961099 - diys/7 uiwpy = uld [ediuniy
005 § (005 1) 000 £ 000 £ VAVAIS - diys/1 uiwpy 3 ut4 [edipiuniy
156 (6¥8 2) 008 € 008 € uonenues - awwebold s|iis
v6E | (618) €1z (££8) 060 € (ensuiuag - s1akojdwz) diys/q uonenues Juswajdw)
000.Y 000. 000.Y 000.Y 000.Y 000.Y 000.
foyiny S0/400Z fwoyiny | $0/£00Z
|elol pasiinn bununoly Qduejeq pasiinin bununoly Qouejeq
Aq panoiddy buiuado Aq panoiddy | Buiuado

LGWSETA Annual Report 2005

42



LOCAL GOVERNMENT, WATER AND RELATED SERVICES SECTOR EDUCATION AND TRAINING AUTHORITY

ANNUAL FINANCIAL STATEMENTS

NOTES TO THE ANNUAL FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 MARCH 2005

€16 29 (1z99g) | Lol ov LEE 65 (£50 6S) 887 S6 901 €2 ainypuadxa 133foud jero)
szl (sz) 0S! - Z11/50/43A/v0O13 - buiurel] Jayuan
02z (08) 00€ - (D dinNd) inoket 3 ubissg
008 | - 008 | = uonenieaz 3 buuonuop
729¢€ ¢ (z09 1) 00/ ¢ 9z | +97 | Buluies] JaLLISA 3 JOIBISPO JOSSISSY
1 (99) 99 - wuawdojpnag waisAs uswabeuepy Aleno
GE (€1 8t (zsz) 00€ (vOL13) uonenieas 3 bunoiuop
L (86v) G505 (S6v) 000 | SJ9PINOI JO UONLIPRIIIY
G8€ (vz1) 605 (1¥2) 0SZ | (V1vO) 32ueinssy Anjeno
622 (1) 0€Z (0z) 00€ (VOVS) uonenjeag 3 bunoyuopy
z8t (19%) €b6 (258 008 | (Id21) buiuiea Joud jo uoniuboday
€75 (61t) Zh6 (855 1) 005 Z suonowold 3 bunaxyien
61 v (809) 008 ¥ - SYIO/M D1|and papuedxy
S08 | (z1) L18 1 - (826 2 8L67 Buures) 4as
1 (€€o 1) €€0 | - MIINY - dSS
157 SEY GEY buipjing Abede) Japjoyaxels
9/1 9/1 (59z 7) lvb L Buiutes| 1uswabeueyy 10e1U0D
Z€S | (sz1) L0OL | (£81 6 #6801 Buiutes| Juswabeueyy 133/01d
€8l (1oo 1) ¥81 | (698) €50 buiurel] anpesado-0)
142 (€82 ¥) ¥50 G (¥9Z 1) 8l€9 ILW 9deD usayuoN
66 (052 648 (15%) 00€ 1 WwawdojaA3Q s,UsWOo/
ISl € (252 8) 005 Z 80t 6 (z6s z2z) 000 Z€ bulues| 13av
0003 000.3 000.3 000.3 000.3 000.3 000.3
Aoyiny S0/4002 foyiny | $0/€002
1e1o0l pasinn bununoloy douejeq pasinn bununoloy douejeq
Aq panoiddy buiuado Aq panouddy | Buiuado

43

LGWSETA Annual Report 2005



LOCAL GOVERNMENT, WATER AND RELATED SERVICES SECTOR EDUCATION AND TRAINING AUTHORITY
ANNUAL FINANCIAL STATEMENTS

NOTES TO THE ANUAL FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 MARCH 2005

18.

19.

20.

17.2 Employer grant reserve

The financial year end of employers in the local government sector is 30 June and therefore the
planning cycle results in a delay of three months for the submission of Workplace Skills Plans and six
months for Implementation Grant applications.

Mandatory grant applications for prior years received after year-end, which have not been through
the approval process and applications that would probably be received, approved and disbursed have
not been accrued for. The provisions raised in the prior year was reversed and disclosed as a
fundamental error in the Annual Financial Statements for the year ended 31 March 2004.

Employers have not yet submitted Annual Training Reports for the 2005 Scheme Year and the
LGWSETA is still in the process of evaluating Implementation Reports for the 2004 financial year
therefore the balance of R175,570 million in the Employer Grant Reserve at 31 March 2005 has not
been transferred to the Discretionary Reserves at the end of the 2004/2005 financial year.

A request for the accumulation of these funds has been submitted to National Treasury. At the time
of compiling the financial statements, no reply had been received.

17.3 Operating Leases

Total of future minimum lease payments under non-cancellable leases:

2004/05 2003/04

R'000 R'000

Not later than one year 728 1051
Later than one year and not later than five years 3115 693
Later than five years 66 =
3909 1744

The operating lease relates to building premises used for office accommodation. Lease agreements
for the SETA provincial offices have been entered into effective December 2003 for a period of three
years, expiring in November 2006. No provision was made for an option to renew the leases on expiry
for provincial offices. The LGWSETA Head Office lease was entered into effective 1 May 2005,
operational for a period of three years. A provision has been made to renew the lease on expiry. The
rental for Head Office escalates annually with 8%.

MATERIAL LOSSES THROUGH CRIMINAL CONDUCT, IRREGULAR, FRUITLESS AND
\WASTEFUL EXPENDITURE

To the best of our knowledge, no material losses through criminal conduct, or irreqular, fruitless and wasteful
expenditure was incurred during the year ended 31 March 2005.

EVENTS AFTER BALANCE SHEET DATE

Refer to the Accounting Authority Report for disclosure of events after balance sheet date.

FINANCIAL INSTRUMENTS

In the course of the SETA operations it is exposed to interest rate, credit, liquidity and market risk. The SETA has
developed a comprehensive risk strategy in terms of TR 28.1 in order to monitor and control these risks. The risk
management process relating to each of these risks is discussed under the headings below.

Interest rate risk

The SETA manages its interest rate risk by investing funds with Financial Institutions approved by National Treasury.
Funds are invested in medium term cash investments to ensure liquidity of funds and minimize the interest rate risk.
The term of investments are influenced by the changes in market interest rates. The current long term investments
of the LGWSETA are guarenteed capital investments.
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The SETA's exposure to interest rate risk and the effective interest rates on financial instruments at balance sheet
date are as follows:

Floating rate

Amount Effective TOTAL
Year ended 31 March 2005 R'000 interest rate R'000
Assets
Investments 5112 9,0% 5112
Cash 248 852 8,37% 248 852
Accounts receivable 26 946 26 946
Total financial assets 280910 280 910
Liabilities
Accounts payable (33 838) (33 838)
Total financial liabilities (33838 (33838
Net finanical assets 247 072 247 072
Year ended 31 March 2004
Total financial assets 217 312 217 312
Total financial liabilities (14 553) (14 553)
Net finanical assets 202 759 202 759

Credit risk

Financial assets, which potentially subject the SETA to the risk of non performance by counter parties and thereby
subject to credit concentrations of credit risk, consist mainly of cash and cash equivalents, investments and accounts
receivable.

The SETA management limits its treasury counter-party exposure by only dealing with well-established financial
institutions approved by National Treasury through the approval of their investment policy in terms of Treasury
Regulation 31. The LGWSETA's exposure is continuously monitored by the Chief Executive Officer and the Finance
Committee of the LGWSETA.

Credit risk with respect to levy paying employers is limited due to the nature of the income received. The SETA does
not have any material exposure to any individual or counter-party.

The SETAs concentration of credit risk is limited to the local government sector in which the SETA operates. No
events occurred in the local government sector during the financial year that may have an impact on the accounts
receivable that has not been adequately provided for. Accounts receivable are presented net of allowance for
doubtful debt.

Liquidity risk
The SETA manages liquidity risk through proper management of working capital, capital expenditure and actual vs.
forecasted cash flows. Adequate reserves and liquid resources are also maintained.

Market risk

The SETA is exposed to fluctuations in the employment market for example sudden increases in unemployment and
changes in the wage rates. No significant events occurred during the year that the SETA are aware of.

I
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Fair values

The SETA's financial instruments consist mainly of cash and cash equivalents, account and other receivables, and
account and other payables. No financial instruments were carried at an amount in excess of its fair value. The
following methods and assumptions are used to determine the fair value of each class of financial instrument:

No financial asset was carried at an amount in excess of its fair value and fair values could be reliably measured for
all financial instruments.

The following methods and assumptions are used to determine the fair value of each class of financial instruments:

Cash and cash equivalents

The carrying amount of cash and cash equivalents approximates fair value due to the relatively short-term maturity
of these financial assets.

Accounts receivable

The carrying amount of accounts receivable, net of allowance for bad debt, approximates fair value due to the
relatively short-term maturity of these financial assets.

Investments
The fair value of publicly traded investments is based on quoted market prices for those investments

Accounts payable

The carrying amount of account and other payables approximates fair value due to the relatively short-term maturity
of these financial liabilities.

21. FUNDAMENTAL ERROR
The following errors occurred in the prior year and as a result the comparative figures have been restated:

1. A fundamental error occurred in the prior annual financial statements as a result of the provision raised for
Employer Implementation Grants in 2004 as well as provisions incorrectly raised for Discretionary Grants and
Special Projects in 2003 and 2004.

These incorrect provisions have resulted in an overstatement of expenditure and an understatement of
reserves for each year.

2. Due to the misinterpretation of transaction dates of records maintained by SARS, a fundamental error occurred
that relates to prior year levy receivables which have not been accounted for in the relevant years as required
in terms of the accrual principle.

3. A fundamental error for VAT occurred due to a provision raised incorrectly in 2003/2004 for output VAT on
discretionary fund income utilised for project funding not subject to VAT.

The net effect of the transactions is as follows:
T
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22.

23.

Administration Employer grant Discretionary

2003/04 reserve reserve reserve Total
R'000 R'000 R'000 R'000
Effect on Net Income
Mandatory grants 77 846 77 846
Discretionary grants 37 434 37 434
Levy income 577 3 305 3093 6 975
Total 577 81 151 40 527 122 255

Effect on Retained Earnings

Mandatory grants 77 846 77 846
Discretionary grants 59 402 59 402
Levy income 1 646 7 599 3790 13035
Total 1 646 85 445 63192 150 283

Previous years

Effect on Retained Earnings

Discretionary grants 21968 21968
Levy income 1 069 Ay 2948 697 6 060
Total 1069 4294 22 665 28 028

RELATED PARTY TRANSACTIONS
Transactions with other SETAs

Inter-Seta transactions and balances arise due to the movement of employers from one SETA to another. No other
transactions occurred during the year with other SETAS

The balances at year-end included in receivables and payables are:

2004/05 2003/04
R'000 R'000
Amount Amount
Transfers in/(out) receivable/ Amount of the receivable/
during the year (payable) transaction payable

Receivables 68 = 2043 =
Services SETA | 68 | - | | 2043 | - |
Payables 11 2 692 7 186 1511 4 494
Various | 2 692 | 718 | | 1511 | 4494 |
Total 2760 7 186 4 494 4 494

TAXATION

No provision has been made for taxation as the SETA is exempt from income tax in terms of Section 10 of the Income
Tax Act.
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Human Resource Management

Staff Development

An amount of two hundred thousand rand (R200 000) calculated on the basis of one percent of the salary bill for
SETA staff including sixty thousand rand (R60 000) approved by the LGWSETA for study loan for staff has been set
aside for training and development of staff. The following are some of the training priorities that were identified for
the period under review:

* Project management

* Financial management

* Public awareness

e Customer service

* Quality assurance and various priorities identified that would enhance the required skills and capacity of staff
to perform their functions effectively.

Staff Profile

MEP TASNT] | r | m | F
0 1 L I |

Executive Management 1 1

POSITIONS

Senior Management 6 6 0 2 2 - 2
Provincial Management 1) 5 " 15) i " i
Senior Support Staff 4 7 % 1 - 0 1
Support Staff 10 10 - 1 7 - i

General Staff 1 1 - - 1 - -

The following organogram indicates the LGWSETA staff structure which currently renders services nationally to
employers in the sector. However, considering the number of employees to be trained and developed in the sector,
the current LGWSETA staff capacity is not adequate. The ten percent (10%) income for administration as prescribed
by the Skills Development Act and Skills Development Levies Act does not allow for the appointment of additional
staff and therefore the SETA will have to source additional funding to enable the SETA to employ additional staff to
ensure the delivery of services in terms of its mandate.
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Approved Organogram of the LGWSETA
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