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Chairperson’s Selilllali

“The Regulator has played a very important
role, domestically and internationally.
Transformation of the precious minerals
industry and beneficiation is essential to

the mandate of the Regulator. Although
numerous diamond licences have been issued
to previously disadvantaged individuals, most
of them are not active due to the prevailing

economic conditions.”
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We have come to the end of the 2009/10 financial year which was very eventful for our
country. We held our fourth general election, hosted the 2009 FIFA Confederations Cup™
and are preparing for the 2010 FIFA World Cup™. | therefore have great pleasure to present
to you the South African Diamond and Precious Metals Regulator’s performance report for
the year 2009/10.

First and foremost, | would like to welcome the new Minister of Mineral Resources,
Ms Suzan Shabangu, who has been deployed back to the Department she served in during the
earlier years of our democracy and we believe that the industry needs her valuable experience
to survive in this current recession. | also want to congratulate our new Chief Executive Officer,
Mr Levy Rapoo, who assumed his duties in February this year and we wish him well in his new
career.

The past two years have been very difficult for mining and the downstream beneficiation
industries particularly for precious minerals due to the impact of the global financial crisis. This
global recession has surfaced after a record period of growth and many investors are looking
for alternative investments portfolios. Precious metals have since fallen in price, but gold
is still trading close to its record high. It is obvious that during these periods, a commodity
like gold is seen as a popular investment. The most significant consequences of this current
economic climate is that the real money has become scarce and although interest rates are
low, access to credit facilities have been reduced drastically. Therefore, industries that are
reliant on credit, such as diamonds have been negatively affected. However, the Regulator
together with its stakeholders has met on several occasions to generate solutions to mitigate
this impact.

The Regulator has played a very important role domestically and internationally. Transformation
of the precious minerals industry and beneficiation are essential to the mandate of
the Regulator. Although numerous diamond licences have been issued to previously
disadvantaged individuals, most of them are not active due to the prevailing economic
conditions. We welcome the approval of the Beneficiation Strategy by the Cabinet last year
and the Regulator definitely has an important role to play in its implementation. It is the
intention of the Regulator to increase Value addition to precious minerals in order to create
jobs and to contribute to the economic development of the country. On the international
front, the Regulator’s participation in the Kimberley Process Plenary, last year has ensured
that all Southern African Development Community members, including Zimbabwe, involved
in diamond mining comply with the Kimberley Process Certification Scheme (KPCS). South
Africa, as a member of the KPCS, will be reviewed this year and we are sure that we will be
found to be fully compliant.

Since the beginning of this year, there were indications that the economy is recovering. Prices
of precious minerals are rising and stabilising and we need to prepare for another economic
boom. The Regulator therefore has to plan accordingly to meeting the challenges of the
looming economic recovery.

To end, | wish to record my appreciation to the Board of Directors, management and staff
for their unwavering support during the difficult times we experienced last year. My special
thanks to the Minister of Mineral Resources for her help and advice.

S.Phiri
Chairperson
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“In support of the previously disadvantaged
individuals, the Regulator through its
Government Diamond Valuators has ensured
that the State Diamond Trader acquired
diamonds at a fair market value from the
producers.”
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Almost three years have passed since the establishment of the South African Diamond and
Precious Metals Regulator (the Regulator). We experienced two transitional periods in terms of
the Diamonds Act, 1986 as well as the Precious Metals Act, 2005. The industry has responded
positively to these new regulatory regimes despite the economic downturn. We received in
excess of 4500 applications for both diamonds and precious metals licences and about 50%
of these applications have been finalised. However, in terms of job creation, the industry
was negatively impacted by prevailing harsh economic conditions as production from mines
dropped and credit facilities shrank.

In the current regulatory regime, the Regulator has to ensure that the licence holders comply
with the legislative conditions pertaining to these licences including Broad-Based Socio-
Economic Empowerment, beneficiation and skills transfer. In this regard, regional inspectors
have been deployed in Cape Town and Durban to strengthen capacity in this area and to
ensure that the industry is transformed.

With regard to the availability of diamonds to the local beneficiation industry, the Regulator is
managing the Diamond Exchange and Export Centre where buying and selling of diamonds
are facilitated. The volume of diamonds traded in this centre as well as the number of viewers
have increased significantly over the past two years. In support of the previously disadvantaged
individuals, the Regulator through its Government Diamond Valuators has ensured that the
State Diamond Trader acquired diamonds at a fair market value from the producers. This
service has enabled the State Diamond Trader to increase its purchasing power for the benefit
of the industry in general.

The results of the financial year ending on 31 March 2010 were encouraging taking into
account the difficult trading conditions the Regulator was faced with. The grant received
from the Department of Mineral Resources was in line with the budgeted amount, while the
revenue from trade dropped by 80% (2010: R3,6 million — 2009: R18,3 million), as a result of
abolishment of the export levy.

We managed to keep expenditure for the current period at 12% below budget at
R42.9 million. The impairment of the diamond fingerprinting project with a cost of
R10.2 million was responsible for the huge costs during the previous year. While the overall
results for the current financial year were in line with budget, some expenses exceeded the
budget by huge margins as reflected in detail in the financial statements.

My special thanks go to Mr Simon Sikhosana who was acting after the passing away of
the previous Chief Executive Officer. His painstaking assistance and advice is appreciated.
Without the support of the staff, the Regulator would never have achieved what it has to date,
and | thank them dearly too. | also wish to record my gratitude to the Board of Directors for
its guidance, and the Honourable Minister Susan Shabangu for her leadership.

o

G.L. Rapoo
Chief Executive Officer
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BOARD COMMITTEES

Meeting attendance

+  The Executive Committee: chaired by Mr S Phiri
+  Members: Messrs. RA Manoko, GL Rapoo, R Baxter, P Bersiks, L Delport, Ms N Zikalala and
S Sikhosana

»  Finance Committee: chaired by Mr L Delport
+  Members: Messrs. R Paola, A Luhlabo and E Majadibodu

14.05.09 16.07.09 17.09.09 13.11.09 20.01.10

«  Audit and Risk Committee: chaired by Mr P Bersiks
«  Members: Messrs. K Rana, E Blom, M Ntumba* and B Mngoma*

03.07.10 09.07.09 16.11.09 23.02.10

+  Licence Committee: chaired by Mr R A Manoko
+  Members: Ms L Ntshinga, N Zikalala and A Luhlabo

18.09.09 06.11.09 RENERT

«  Technical Committee: chaired by Mr RA Baxter
«  Members: DrF Petersen, Messrs. E Blom and L Grobler

07.05.09 03.09.09 05.11.09 13.05.10

* Represents non-board members
- Represents not yet appointed
¢ Represents deceased Page 9
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Mission Statement & [ @Je] RIS

The mission of the South African Diamond and Precious Metals Regulator is to facilitate value
addition and orderly development of diamonds and precious metals resources through best
practices.

The South African Diamond and Precious Metals Regulator was established by the Diamonds
Act 1986 as amended in 2005 to administer the following legislation:

- Diamonds Act, 1986 (as amended)

«  Precious Metals Act, 2005

- Diamond Export Levy Act, 2007 in collaboration with the South African Revenue Services
(SARS)

- Toregulate the diamond and precious metals industries to the benefit of all South Africans.

- To ensure that the precious metals and diamond resources of South Africa are exploited
and developed in the best interest of the people of South Africa.

« To promote equitable access to and local beneficiation of South Africa’s precious metals
and diamonds.

g te the sound development of precious metals and diamond enterprises in
.ma";‘_‘

j”
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Legal,
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& Compliance

Strategic
Objectives Measures arget Actual Comments

Regulate the
downstream
trade in and
beneficiation
of diamonds
and precious
metals in the
Republic.

Facilitate

the orderly
development
of the
respective
industries
through
compliance
with licensing
requirements.
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Facilitate
applications
for licences,
permits and
certificates
to ensure
compliance.
Processing
and issuing
of licences,
permits and
certificates.

Conduct
compliance
audits on
business
undertakings
of licences
issued with
regard

to HR
develop-
ment,
Ownership
& Joint
Ventures,
Employment
Equity and
Procure-
ment.

To provide
accurate
information
and assistance
to prospective
applicants.

Adherence
to regulated
timeframes.

Implementa-
tion of
telephonic
audits of
business
undertakings
of 577
diamond
licences
issued in
2007/8.

245 Meetings
with diamond
sector applicants
and 316 meetings
with precious
metals sector
applicants.

853 New
diamond
applications
received and

a total of 673
licences issued.
During the
period 873 new
Precious Metals
applications
received and 339
licences issued.
300 Audit calls
achieved to date
with in-depths
inspections/
audits of 14
diamond
beneficiation
licences.
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Ongoing as per helpdesk
consultations.

571 Applications in process as at
end March 2010.

143 Incomplete applications were
received and eventually returned
to applicants.

Measures taken by industry to
cope with the global economic
recession included closing earlier
for the December holidays with
most of these businesses only
returning mid February 2010. This
postponed audit appointments
planned for the period and T
together with capacity constraints,
contributed to under achievement
of compliance audit targets.

Human Resource Development:
Of the 14 major diamond
beneficiation operations audited,
all but two companies reported
that they conducted skills
development programmes for
staff. 80% of such training was
conducted in-house.

Ownership & JV's: 3 Companies
reported BEE ownership of 40%
plus. The remaining 11 companies
confirmed BEE ownership or
employee trusts with percentages
ranging between 15 - 26%.




Strategic
Objectives

Measures

Actual

Comments




DIAMOND LICENSING

Licensing statistics for the period under review is reflected in chart 1 below.

Chart 1: Diamond Licensing 2009/2070
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PRECIOUS METALS LICENSING

Transitional arrangements legislated in terms of the Precious Metals Act expired on
30 June 2009. The lodgement of applications for new order licences initially started off at a
very slow rate in this sector, peaking only during the latter half of June 2009 with the majority
of applications being lodged on the 30™ of June 2009.
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Chart 2 below reflects licensing statistics for the precious metals downstream industry for the
period under review.

Chart 2: Precious Metals Licensing 2009/2010
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Note: Precious Metal Beneficiation licences provides for the fabrication of a diverse range
of products containing either gold or platinum-group metals but excludes the
manufacturing of jewellery as a primary activity. Provision is made for industries as
diverse as the catalytic convertor manufacturing industry, medical research facilities
and dental laboratories.

CONCLUSION
When measured against historical statistical data available, a decline in applications for new
order licences is evident, notably in the jewellery manufacturing sector.

The global economic downturn which negatively affected trading activities in both industry
sectors during the period under review is regarded as having contributed largely to the
decline in application for new order licences.

In pursuance of its objectives to provide equitable access to all, the Regulator is pleased to
report an increase in the number of HDSA's now actively participating in both the diamond
and precious metals industry by virtue of having been issued licences either in their personal
capacity or by means of partnerships and shareholding.

Both the diamond and precious metals industry sectors have displayed a willingness to
participate in skills development, mentoring and training of historically disadvantaged
individuals as reflected in the ongoing compliance audits conducted across the sectors.
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DIAMONDS

Diamond Exchange and Export Centre (DEEC)

Strategic
Objectives Measures Target Actual Comments
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Diamond Exchange and Export Centre (continued)

Strategic
Objectives [V EEHES Target Actual Comments

Diamond Inspectorate
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Imports
A total of approximately 742 thousand carats of unpolished diamonds valued at $435 million
were imported into the Republic of South Africa in the year 2009.

The majority of South Africa’s diamond trade is with the European Community (mainly
Belgium, and the United Kingdom). More than 70% of imports are from the United Kingdom

and Belgium.

Chart 3: Imports (value) 7% 4%

6%

3%\
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[ Belgium
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Chart 4: Imports (carats) 6%
3%
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B UAE
M China

4%
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Exports

South Africa exported a total of 10 million carats of unpolished diamonds valued at
approximately $1 billion. The majority of the unpolished diamonds are exported to the
United Kingdom and Belgium. Unpolished diamonds to the value of more than $187 million
were exported to the European community

Chart 5: Exports (carats)
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Chart 6: Exports (value)
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GovernmentEu o AVEIIE ]y

100% of all A total of 2,489,136.86 carats of unpolished
unpolished diamonds were examined to determine
diamonds the FMV at the DEEC. This includes parcels
To ensure exported were  submitted by both diamond dealers and
that all valued by Producers.
diamonds GDV.
Price-book imported 100% of all A total of 321,712.32 carats of unpolished
analysisand  and exported  unpolished diamonds were imported into South Africa
review. always diamonds and GDV valued all diamonds to ensure that
reflects the imported they reflect the FMV to assist SARS in the
Fair Market were valued calculations of the import credits.

Value (FMV). by GDV.

One meeting was held on
28-09-2009 between SARS and GDV
representatives to compare import data.

Verify the To ensure 100% of all A total of 578,491.27 carats of unpolished
value of that we verify  unpolished diamonds were offered to the SDT by various
diamonds the value of diamonds of-  producers and were verified by the GDV in
To correctly assess offered to all diamonds  fered to SDT accordance with Section 59B of (6) of the
the value of the State offered to by producers  Second Amendment Act (Act No. 30 of 2005).
diamonds imported Diamond the SDT and was valued by
or exported in Trader ensure that GDV. There were 10 disputes in value from Trans
accordance with the  (SDT)in they reflect Hex, Alexkor, Petra (Koffiefontein) and
4Cs within industry ~ accordance the FMV. Rockwell. Independent Diamond Valuation
determined time with the (IDV) has been concluded on nine (9) of the
frames. Second ten (10) productions with the exception of
Diamond one producer. The State Diamond Trader
Amendment purchased the Alexkor, Koffiefontein and
Act. Rockwell disputed goods at the IDV price.

Trans Hex cycle 187 — 190 has been valued
by the IDV and any purchase by the State
Diamond Trader is pending.

Describe Ensure we as-  100% of all A total of 2 282 objects were examined

and value sist the SAPS  confiscated of which 1 598 objects were found to be

exhibits held  with all cases  exhibits pre- unpolished diamonds weighing

by South presented sented are 1,904.67 carats valued at

African Police to usand valued by R7,303,895.29. The remaining 684 objects

Service appear in GDV. were examined and found to be non

(SAPS) for court when diamonds.

the purpose  subpoenas

of court. are served There were two court subpoenas. The GDV
on us. responsible for the valuations were not

required to attend as a result of their affidavits
been accepted as sufficient evidence in court.

Diligently and Price book Performing This resulted Currently analysing the whole price book.
. analysisand  post tender in us adjusting

continuously i i

review. analysis the value of
execute all control i

I monthly to all diamonds
measures instituted determi . .
in terms of the Act etermine in our price
. . . any book.
in compliance with X
. movement in
the requirements of th ket
the KPCS. € market.
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STATE DIAMOND TRADER (SDT) TRADE VERIFICATION BY GDV
Section 59(B)(6) of the Diamonds Second Amendment Act, (Act No. 30 of 2005) states that:
. “the Government Diamond Valuator shall verify the prices specified in terms of subsection (2)”

Verification performed by the GDV during the period of 01 April 2009 to 31 March 2010 is
detailed below.

|| CaratsOffered % purchased

2" Quarter 212,671.71 177,383.58 83%
4th Quarter 115,900.76 97,179.27 84%

Chart 7: Carats offered vs carats purchased

250,000
200,000
150,000
100,000
0
1t Quarter 2" Quarter 3 Quarter 4™ Quarter
.Offered .Purchased

The State Diamond Trader was offered 578,491.27 carats of unpolished diamonds according
to Section 59(B)(2) of the Diamonds Second Amendment Act, (Act No.30 of 2005), of which
they managed to purchase 473,272.40 carats which is approximately 82% of the unpolished
diamonds offered. The value of this caratage was verified by the GDV to ensure that they
represent the Fair Market Value.

State Diamond Trader Purchases in US$ Value

_ USS$ Offered USS Value Purchases % Purchased

2" Quarter 18,437,557.69 14,820,849.60 80%
4 Quarter 13,817,820.06 9,420,442.94 68%

Chart 8: Value offered vs value purchased
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The 10% value of the production offered to the State Diamond Trader, which was verified by
the GDV, was $55,681,901.86. The State Diamond Trader only bought 74% which amounted
to $41,025,048.70 during the 2009/2010 financial year.

SDT 10% Sample Value Comparison Between GDV and Producer Apr 2009 - Mar 2010

|| US$ValueProducer US$ Value GDV

15t Quarter 7,458,086.77 5,941,249.89 -26%
2" Quarter 18,437,557.69 15,115,877.52 -22%
3 Quarter 15,968,437.34 15,064,762.95 -6%
4t Quarter 13,817,820.06 12,754,783.71 -8%

South African Police Services valuations for period April 2009 to March 2010

Carats Valued by the Government Diamond Valuator/s

Carats 87.10 281.92 1106.11 429.54

During the period April 2009 to March 2010 the Government Diamond Valuator/s examined
and valued a total of 1904.67 carats on behalf of the South African Police Services. The high
carats for the third quarter was a result of two large parcels been confiscated during the
months of October and November 2009 in KwaZulu-Natal Province. The two parcels weighed
321.39 and 674.65 carats respectively.

Percentage Contribution by Carats

The carats valued during the first quarter amounted to 87.10 carats which represents 5% of
the annual carats examined. The second quarter (281.92cts) represents 15% by carats, the
third quarter (1106.11cts) represents 58% and the fourth quarter (429.54cts) represents 23%.

Value of Carats Confiscated by the South African Police Services

During the period April 2009 to March 2010 the Government Diamond Valuator/s valued
a total of 1904.67 carats at a value of R7, 303,895.29 on behalf of the South African Police
Services. In January 2010 the police confiscated 235.92 carats which the GDV valued at
R5, 930,587.28. These were predominantly large stones of high value and explains the high
value represented in the fourth term.

Objects Examined Versus Number of Non-Diamond Content

Objects examined 300 370 1242 370
Non-diamond content 218 158 168 140

During the period April 2009 to March 2010 the Government Diamond Valuator/s examined a

total of 2, 282 objects on behalf of the South African Police Services. Of these 2, 282 objects /.

examined we found that 684 objects were non-diamonds. The non-diamond content found
represents 30% of the total objects examined during this period.
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PRECIOUS METALS

Strategic
Objective

Measures Actual |Comments
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Strategic
. g Measures Target Actual |Comments
Objective

Performfollow- 96 follow-up 7 » The third and fourth inspections were done
up inspections. following a tip-off received from SAPS for a business
Inspections. owner who was suspected to be operating without
Perform follow- a permit. The owner was initially visited in June
ups on all non- 2009 with the same allegation and was advised to
compliances: lodge an application for a jeweller’s permit, but did
« AllLicence not do so. The owner’s nature of business involves
and permit buying of semi-finished jewellery (rings) and then
holders sets polished diamonds. There’s tailings/sweeps
adhering Follow-up 100% generated from the setting process which are
tothe 90% of classified under semi-fabricated precious metals.
provisions of  all non- The owner did not have a permit and was therefore
the Precious  compliances. in contravention of Precious Metals Act. The matter
Metals was handed over to SAPS for further investigation.
Actand its
Regulations.
Minimise the Perform 85% of 60% «  60% of the premises inspections were conducted
impact of Business business within 5 days of receiving a request from the
the precious Premises premises Licensing Office and the other 40% were delayed
metals Inspections inspections and had to be accumulated. The inspections
inspectorate (BPI) for new done within 5 that have to be done in areas that are outside
onthe clientswithin5  days. Gauteng are normally accumulated to save costs.
licensing working days: The Regional offices established in Durban and
application + Minimise the Cape Town where each Inspector is based has
processing impact of eliminated the need to travel to those areas by the
time. the Precious Inspectors based in Johannesburg and thereby
Metals reduced the accumulation of BPI request in those
Inspectorate areas. However, the Regional Inspectors based in
onthe these areas currently have no pool cars and use
Licensing rented cars once they have a reasonable number of
Application premises inspections that need to be conducted.
Processing
time.

PRECIOUS METALS INSPECTORATE

1.

2.

Chart 14: The Number of Inspections Conducted on Precious Metals Licence/Permit Holders

Number of inspections

The 2010 Annual Report of the South African Diamond & Precious Metals Regulator

Inspections: A total of 555 inspections were conducted during the period under review (April 2009 -
March 2010), of which 548 were done on the premises of new applicants and those of old-order licence
and permit holders. Old-order licences/permits are licences/permits that were granted under the Mining
Rights Act, 1967 and which were still valid in terms of section 24(3) of the Precious Metals Act, 2005 until
30 June 2009. The remainder of the inspections (7) were done on the premises of licence and permit
holders who were already issued with licences and permits, ie, these were follow-up inspections.

The objective of conducting premises inspections is to monitor compliance by the licence and permit
holders as mandated by the Precious Metals Act and Regulations under the Act.

and Applicants
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Chart 15: Breakdown of the Inspections done in 2009 by Licence and Permit Type

Licence/Permit Type Number of Inspections

Refining 9
Beneficiation 30
Jeweller’s 507
Special Permit 1
Certificate 1

Beneficiation (follow-up)
Jeweller’s (follow-up)
TOTAL 555

Chart 15, which is a breakdown of the inspections conducted by licence/permit type, shows
that most of the inspections were done on Jeweller's permit applicants. Few follow-up
inspections were done for this period (Apr 2009 - March 2010) due to the fact that most
applications were lodged at the end of the transitional period (30 June 2009). Most of the
applications received were from the old order licence holders that were previously covered
by the Mining Rights Act and a few from completely new applicants. These inspections were
given first priority, in order to reduce the backlog from the Licence issuing process.

Quiality Assurance Inspector

1. Inspection of imports: Standard operating procedures for the inspection of imports at
OR Tambo International Airport were finalised and signed-off in August 2009. Risk-based
inspections of precious metal imports began in the last quarter of 2009.

2. Register of transactions: Precious Metal registers and information submission forms were
simplified during 2009 after feedback from licensees and permit holders. Registers and
information submission forms with the new format were distributed to licensees and permit
holders during the first quarter of 2010 and are effective for the 2010/2011 financial year.

3. Precious Metal Data capturing module: During 2009 the precious metal registers and
information submission forms data capturing system was scoped. The data capturing
module is expected to be implemented towards the end of 2010.
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BENEFICIATION

The Beneficiation Sub-division is involved with various beneficiation promotion, research and

technical advisory activities relating to preciou

s metals and diamonds.

Some of these activities and the strategic objectives are elaborated on below:

Strategic
Objective 1 Measures Target Actual Comments

Beneficiation A diamond The SADPMR
strategy and precious provided a
formulationand  metals “Beneficiation
Promotion of implementation.  beneficiation Concepts
diamond and strategy for Document”as input
e e South Africa. to the Beneficiation
beneficiation. strategy that was
being formulated
by the Department
of Mineral
Resources (DMR).

The Strategy is currently in

progress

Strategic
Objective 2 Measures Target Actual Comments

Represent Achieve best 1. Kimberley

South Africa practice in the Process Working
at Kimberley implementa- Group Diamond
Process Working  tion of the Experts: Changes
Group Diamond  Kimberley to the Terms of

Experts (WGDE) Process Certifi-
meetings and cation Scheme
conferences; (KPCS).

provide research
and analysis on
technical issues;
write reports.

Knowledgebase
on Diamonds
and precious
metals.

Reference of the
Working Group
Diamond Experts
was adopted by
the Kimberley
Process Plenary
meeting in
November 2009.
2. A draft of
alternative
wording for
Harmonised
System (HS) tariff
codes relating to
diamonds was
drafted and sent
to the WGDE
members for
their comments.
3. Adraftof a
new definition
for“diamond
powder” was
completed
and sent to the
WGDE members
for their
comments.
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Changes to the Terms of
Reference of the Working
Group Diamond Experts
(WGDE) incorporated the
mandate received through
UNSC Resolution 1893
(2009) on Cote d'lvoire

to coordinate research on
improving the diamond
footprint of Cote d'lvoire.
In order to accomplish
this task, the Plenary
adopted the creation of
a scientific Sub-Group

on Characterisation and
Identification of Rough
Diamonds operating
under the WGDE.

2
0




Strategic
Objective 2

Measures

Actual

Comments

Strategic
Objective 3

Measures

Actual

Comments




Strategic
Objective 4 | Measures Target Actual Comments

Advise on the

Imble- implementa-
P . tion of the

mentation .

of the Precious

Precious Metals Act,

HEEB AR ﬁggi Izr:ic:ms

2005 a'?d under the Act.

regulations

under the

Act.

Monitoring
and control of
the precious
metals
industry in
South Africa
in support

of local
beneficiation.

The Beneficiation Strategist
provided advice on the
implementation of the Precious
Metals Act, 2005 when requested
by clients, the Licensing Division,
Precious Metals Inspectorate

and the Legal and Compliance
Division.
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A workshop was
held to provide
input on possible
amendments.
The Beneficiation
Strategist
provided a list

of sections that
will require
amendments
and the rationale
therefore.



SNERERES I (=Department

The Human Resources Department provides management support services to the SADPMR
regarding human resource and efficiency management, human resource development
and capacity building. During the year under review, the HR Department provided
support services to line function divisions with a focus on all HR matters thus aligning to
strategic objectives. A considerable effort was made to recruit and retain employees to
deliver on the mandate of the organisation. The Regulator headcount currently stands at
80 employees and three (3) Interns as at period of reporting.

Employment Equity is one of the key focus areas for the Organisation as required in terms of

the Employment Equity legislation. On page 33 is the table indicating the employment equity
in terms of race and gender:

Strategic Action/ Targeted
ObJectlve Activities Outcome Actual Comments

Adver- Attracta 19 employees were appointed in 7 posts are
SADPMR tise and pool of 2009/10 financial year. vacant.
meets its select best skilled can-
recruitment  suitable didates. 11 employees terminated their services.
require- candidates
ments in for vacant The staff compliment in 2009/10 was
line with positions. 54 Female (45 African, 4 Coloured, 2
Employ- Indian, 3 White) and 29 Male ( 22 Afri-
ment Equity can, 1 Coloured, 3 Indian, 3 White).
Act (EEA).
Ensure com- Draftand Achieve Performance Management Develop- Remuneration
pliance to implement  best prac- ment System (PMDS) policy was ap- Policy,
legislation new policies ticein the proved in November 2009. Bereavement
andinternal andreview  implemen- Policy, Acting
policies existing new tation of HR Allowance and
governing ones. Policy and Leave policy are
employ- related leg- under review.
ment rela- islation and
tions. regulations.
Facilitate Approved 29 staff members attended training in The Study
and coordi-  WSP and 2009/10 financial year. Assistance
nate needs  Financial Policy is being
. based Study Aid The SADPMR employees performance converted into
Training and . . . B . .
Develop- trainingand were imple-  was reV|eweq tW|ce. in 2009 financial a Byrsa!ry Policy
P~ develop- mented. year and the incentives as a result of which is currently
: ment for the performance assessment was paid at draft stage to
employees. in April 2010. encourage more
employees to
study further.
Coordi- Monitoring 33 employees’ problems were
nating an the utilis- managed through ICAS services.
effective ing rate of
outsourced  the EAP
Employee
wellness. Employee programme
Assistance and seek in-
Programme  terventions
for SADPMR  when need
employees.  arises.
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Strategic Action/ Targeted
Objective Activities Outcome Actual Comments

Provide Adherence 8 - Misconducts were addressed
Employee to Employee  through disciplinary hearings,
Relations Relations 1 x case addressed in CCMA and
Training to processes 1 x case withdrawn from CCMA,
Managers and proce- 2 cases addressed in grievance
and Supervi-  duresin line hearing, overall 11 grievances
sors. with internal  resolved in 2009.
policies and
Promotion national legis- The employer signed the
of Employee lation. recognitions of agreement with NUM
Relations. on 27 November 2009 and the union
office bearers were elected on
03 March 2010.
Labour-net conducted x 2 free
seminar for Managers and
Supervisors and x 1 paid in-house
workshop for Managers and
Supervisors.
Provide Adherence 8 - Misconducts were addressed
Employee to Employee through disciplinary hearings,
Relations Relations 1 x case addressed in CCMA and
Training to processes 1 x case withdrawn from CCMA,
Managers and 2 cases addressed in grievance
and procedures hearing, overall 11 grievances
Supervisors. in line with resolved in 2009.
internal
Promotion Policies and The employer signed the
of Employee national recognitions of agreement with NUM
Relations. legislation. on 27 November 2009 and the union

Occupational Levels

office bearers were elected on
03 March 2010.

Service providers conducted x 2
free seminar for Managers and
Supervisors and x 1 paid in-house
workshop for Managers and
Supervisors.

Male Female

Foreign
. 5 Total
Nationals

I3 O S T S T
1 0 0 0 0 0 0 0 0 0 1

Top management
Senior management 4 0 0 0 2 0 1 1 0 1 9
Professionally qualified and experienced 10 1 2 2 10 1 1 1 1 0 29
specialists and mid-management
Skilled technical and academically qualified 3 0 0 o 12 2 0 0 0 0 17
workers, junior management, supervisors,
foremen, and superintendents
Semi-skilled and discretionary decision 3 0 0 1 1 1 1 1 0 2 20
making
Unskilled and defined decision making 0 0 0 0 4 0 0 0 0 0 4
TOTAL PERMANENT 21 1 2 3 39 4 3 3 1 3 80
Temporary employees 0 0 0 0 0 0 0 0 0 0 0
Interns 1 0 0 0 2 0 0 0 0 0 3
GRAND TOTAL 22 1 2 3 4 4 | 3 3 1 3 83
N~y
< __ ¥/
A
—_ 1
U
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Chart 16: Employment equity
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The table below indicates the workforce movement within SADPMR.

Chart 17: Recruitment and Selection

Foreign
Male Female
Occupational Levels Natlonals

W Male male

Senior management

Skilled technical and academically qualified
workers, junior management, supervisors,
foremen, and superintendents

Unskilled and defined decision making

Interns

Chart 18: New Appointments per Month

7

6

Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar
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The table below indicates the transfers within SADPMR

Foreign
Nationals

I S N T S e
T o oo 00 0 0 0 00 o

Senior management

Skilled technical and academically qualified
workers, junior management, supervisors,
foremen, and superintendents

Unskilled and defined decision making

Interns

*The incumbent was transferred from DEEC: Registering Officer to Maintenance position.

Occupational Levels

The table below indicates the employment termination within SADPMR

A
Occupational Levels Nationals
3 [ [ a [ [ e [remae ||

Senior management

Skilled technical and academically qualified
workers, junior management, supervisors,
foremen, and superintendents

Unskilled and defined decision making

Interns
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The table below indicates the termination categories within SADPMR

Foreign
Nationals

I S S T S e
S e e e e 0 0100

Non-renewal of contract

Dismissal - misconduct

Retirement

Chart 19: Employee Service Termination per Month

Terminations

5

4

3

2

| I

LN N i

Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar

Vacancies

At the period of reporting, eight (8) positions were vacant.

The table below indicates the Skills Development within SADPMR

Male Female Total

Occupational Levels

A C | W A C | W
_---------
Senior management

Skilled technical and academically qualified workers, junior
management, supervisors, foremen, and superintendents

Unskilled and defined decision making

Interns
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Chart 20: Skills Development Data in terms of Gender and Racial Groups

20

17
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Chart21: Length of Service in Years

White

40

35

30

25

5
2 2 2
0 l N | N .

0

0

<1 1-2 3-4 5-7 8-10 11-14 15-19

Performance Management

20-24

25-29

«  The performance appraisal for the period of 01 April 2009 to 31 March 2010 has been

completed and the employees have been appraised accordingly.
Workshops
The following workshops took place in 2009/10 financial year:
+  Employees Wellness Workshop for all staff members
«  Remuneration workshop for managers and supervisors
«  PMDS workshop for all staff members

«  Disciplinary hearing workshop for managers and supervisors
«  BCEA workshop for managers and supervisors
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Labour Relations Management

1. The employer signed the recognitions of agreement with NUM on 27 November 2009
and the elections of office bearers/union representatives took place on 03 March 2010.

2. Counselling sessions and disciplinary hearings performed during 01 April 2009 to
31 April 2010.

Counselling sessions % of total

Verbal warning 30%

Final written warning 6 60%
Suspended withoutpay 0 0
Fine 0 0
Demotion 0 0
Dismissal 0 0
___
Case withdrawn 10%

3. Type of misconduct addressed at disciplinary hearings.

Type of misconduct

Gross negligence 57.14%

4. Grievances lodged and hearing.

| Number | %toml

Number of grievances not resolved

Total number of grievance hearing 2 100%

5. Allegations not addressed.

| Number | % total
Allegation pending due to unforeseen circumstances 50%

6. Withdrawal and addressed cases in CCMA.

| Number | %toml

Cases withdrawn from CCMA 50%




Communication
Technology (ICT)

Strategic
Objectives Action/Activities Actual Comments

Page 37

The 2010 Annual Report of the South African Diamond & Precious Metals Regulator







Annual Figancial Stateggents

Accounting Authority’s Responsibilities and Approval 40-41
Report of the Audit Committee 42-43
Report of the Auditor-General 44-47
Statement of Financial Position 48
Statement of Financial Performance 49
Statement of Changes in Net Assets 50
Cash Flow Statement ol
Accounting Policies 52-64
Notes to the Annual Financial Statements 65-95
Annexure A: 96

2010 Soccer World Cup™ Expenditure
(Audited Supplementary Schedule)

Annexure B: 97
Statement of Comparison of Budget and Actual Amounts
(Unaudited Supplementary Schedule)

The 2010 Annual Report of the South African Diamond & Precious Metals Regulator

Page 39



Accountin YS

Responsibilities an

The members of the Board are required by the Public Finance Management Act (Act 1 of
1999), to maintain adequate accounting records and are responsible for the content and
integrity of the annual financial statements and related financial information included in this
report. It is the responsibility of the members of the Board to ensure that the annual financial
statements fairly present the state of affairs of the entity as at the end of the financial year and
the results of its operations and cash flows for the period then ended. The Auditor-General of
South Africa was engaged to express an independent opinion on the annual financial state-
ments and was given unrestricted access to all financial records and related data.

The annual financial statements have been prepared in accordance with Standards of Gener-
ally Recognised Accounting Practices (GRAP).

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

The members of the Board acknowledge that they are ultimately responsible for the system
of internal financial control established by the entity and place considerable importance on
maintaining a strong control environment. To enable the members of the Board to meet these
responsibilities, the accounting authority sets standards for internal control aimed at reducing
the risk of error or deficit in a cost effective manner. The standards include the proper delega-
tion of responsibilities within a clearly defined framework, effective accounting procedures
and adequate segregation of duties to ensure an acceptable level of risk. These controls are
monitored throughout the entity and all employees are required to maintain the highest ethi-
cal standards in ensuring the entity’s business is conducted in a manner that in all reasonable
circumstances is above reproach. The focus of risk management in the entity is on identifying,
assessing, managing and monitoring all known forms of risk across the entity. While operating
risk cannot be fully eliminated, the entity endeavours to minimise it by ensuring that appropri-
ate infrastructure, controls, systems and ethical behaviour are applied and managed within
predetermined procedures and constraints.

The members of the Board are of the opinion, based on the information and explanations
given by management, that the system of internal control provides reasonable assurance that
the financial records may be relied on for the preparation of the annual financial statements.
However, any system of internal financial control can provide only reasonable, and not abso-
lute, assurance against material misstatement or deficit.

The members of the Board have reviewed the entity’s cash flow forecast for the year to 31
March 2011 and, in the light of this review and the current financial position, they are satisfied
that the entity has or has access to adequate resources to continue in operational existence
for the foreseeable future.

The Regulator is dependent on the Government Grants, Licence, Penalties and Service Fees
for continued funding of operations. The annual financial statements are prepared on the

basis that the Regulator is a going concern and that it has neither the intention nor the need
to liquidate or curtail materially the scale of the entity.
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Although the members of the Board are primarily responsible for the financial affairs of the
entity, they are supported by the entity’s internal auditors.

The Auditor-General of South Africa is responsible for independently reviewing and reporting
on the entity’s annual financial statements. The annual financial statements have been exam-
ined by the Auditor-General of South Africa and his report is presented on page 44 to 47.

The annual financial statements set out on page 48 to 96, which have been prepared on the

going concern basis, were approved by the accounting authority on 27 May 2010 and were
signed on its behalf by:

U~ p—oc>

Mr. S Phiri Mr. G L Rapoo
Chairperson Chief Executive Officer
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2 oJolagei mulRALdIt Committee

We are pleased to present our report for the financial year ended 31 March 2010.

Audit committee members and attendance
The audit committee consists of the members listed hereunder and should meet twice per an-
num as per its approved terms of reference. During the current year four meetings were held.

The Audit Committee was reconstituted from 1 November 2007 and consists of a maximum
of five independent non-executive members appointed by the Board of the Regulator. The
Chief Executive Officer, Chief Financial Officer, representatives of the outsourced Internal
Auditors and the Auditor-General attended meetings of the Audit Committee. The Audit
Committee met four times during the year and has therefore complied with the minimum
number of meetings as set out in its approved Audit Committee Charter (at least two times).

Listed hereunder are members and the number of meetings attended by each:

Number of meetings attended

Mr. P. Bersiks (Chairperson) 4
Mr. K. Rana 3
Mr. E. Blom 2
Mr. M. Ntumba 4
Mr. B. Ngoma 1

Audit committee responsibility

We report that we have adopted appropriate formal terms of reference in our charter in line
with the requirements of section 51 (1) (a) (ii) of the PFMA and Treasury Regulation 27.1.6. We
further report that we have conducted our affairs in compliance with this charter.

The system of internal controls applied by the entity over financial and risk management is
effective, efficient and transparent. 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, and the management
letter of the Auditor-General of South Africa, the matters highlighted have been noted by the
committee and handed to management for action.

The system of controls is designed to provide cost effective assurance that assets are safe-
guarded 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

Page 42




and effective. This is achieved by means of the risk management process, as well as the iden-
tification of corrective actions and suggested enhancements to the controls and processes.
Areas of weakness identified for improvements that have been highlighted in the various
reports of the outsourced internal auditors and the Auditor-General have been or are in the
process of being resolved. The Audit Committee will monitor management’s progress to-
wards these matters on a regular basis as required in terms of the Audit Committee Charter.

Having considered the above, the Audit Committee has no reason to believe that any mate-
rial breakdown in the functioning of internal controls, procedures and systems has occurred
during the period under review.

Evaluation of annual financial statements
We have:

+  Reviewed and discussed the audited annual financial statements to be included in the
annual report, with the Auditor-General and the internal auditors;

« Reviewed the Auditor-General of South Africa’s management letter and management’s
response thereto;

«  Reviewed changes in accounting policies and practices;

«  Reviewed the appropriateness of accounting policies and practices adopted;

«  Reviewed the entities compliance with legal and regulatory provisions; and.

«  Reviewed significant adjustments resulting from the audit.

The Audit Committee having considered the financial position of the Regulator, the report of
the directors and the audit report of the Auditor-General, concurs that the adoption of the
going concern premise in the preparation of the financial statements is appropriate.

We concur with and accept the Auditor-General of South Africa’s report on the annual finan-
cial statements, and are of the opinion that the audited annual financial statements should be
accepted and read together with the report of the Auditor-General of South Africa.

Internal audit
We are satisfied that the internal audit function is operating effectively and that it has ad-
dressed the risks pertinent to the entity and its audits.

P Bersiks
Chairperson of the Audit Committee
13 August 2010
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Report of the

v
%

L3

Auditor-General

REPORT OF THE AUDITOR-GENERAL TO PARLIAMENT ON THE FINANCIAL STATE-
MENTS OF THE SOUTH AFRICAN DIAMOND AND PRECIOUS METALS REGULATOR
FORTHE YEAR ENDED 31 MARCH 2010

REPORT ON THE FINANCIAL STATEMENTS

Introduction

| have audited the accompanying financial statements of the South African Diamond and
Precious Metals Regulator, which comprise the statement of financial position as at 31 March
2010, and the statement of financial performance, statement of changes in net assets and
cash flow statement for the year then ended, and a summary of significant accounting policies
and other explanatory information, as set out on pages 48 to 96.

Accounting Authority’s responsibility for the financial statements

The accounting authority is responsible for the preparation and fair presentation of these
financial statements in accordance with the South African Standards of Generally Recognised
Accounting Practice (SA Standards of GRAP) and in the manner required by the Public Fi-
nance Management Act, 1999 (Act No. 1 of 1999) (PFMA). This responsibility includes: de-
signing, implementing and maintaining internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to
fraud or error; selecting and applying appropriate accounting policies; and making account-
ing estimates that are reasonable in the circumstances.

Auditor-General’s responsibility
As required by section 188 of the Constitution of South Africa and section 4 of the Public
Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) and section 17(4) of the Diamonds
Act, 1986 (Act No. 56 of 1986), my responsibility is to express an opinion on these financial
statements based on my audit.

| conducted my audit in accordance with International Standards on Auditing and General
Notice 1570 of 2009 issued in Government Gazette 32758 of 27 November 2009. Those
standards require that | comply with ethical requirements and plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgement, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor con-
siders internal control relevant to the entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the entity’s internal con-
trol. An audit also includes evaluating the appropriateness of accounting policies used and
the reasonableness of accounting estimates made by management, as well as evaluating the
overall presentation of the financial statements.
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| believe that the audit evidence | have obtained is sufficient and appropriate to provide a
basis for my audit opinion.

Opinion

In my opinion, the financial statements present fairly, in all material respects, the financial
position of the South African Diamond and Precious Metals Regulator as at 31 March 2010
and its financial performance and its cash flows for the year then ended, in accordance with
the SA Standards of GRAP as set out in note 1 to the financial statements and in the manner
required by the PFMA.

Emphasis of matters
| draw attention to the matters below. My opinion is not modified in respect of these matters:

Restatement of corresponding figures

As disclosed in note 21 to the financial statements, the corresponding figures for 31 March
2009 were restated as a result of an error discovered during 31 March 2010 in the financial
statements of the South African Diamond and Precious Metals Regulator at, and for the year
ended, 31 March 20009.

Irregular expenditure
As disclosed in note 26 to the financial statements, irregular expenditure to the amount of
R2 674 647 was incurred, as a proper tender process was not followed.

Additional matter
| draw attention to the matter below. My opinion is not modified in respect of this matter:

Unaudited supplementary schedules

The public entity provided supplementary information in the financial statements on whether
resources were obtained and used in accordance with the legally adopted budget, in accord-
ance with GRAP 1 Presentation of Financial Statements. The supplementary budget informa-
tion set out on page 97 does not form part of the financial statements and is presented as
additional information. Accordingly | do not express an opinion thereon.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

In terms of the PAA of South Africa and General notice 1570 of 2009, issued in Government
Gazette No. 32758 of 27 November 2009, | include below my findings on the report on pre-
determined objectives, compliance with the PFMA, the Diamonds Act, 1988 (Act No. 56 of
1986) and financial management (internal control).

Findings

Predetermined objectives

Non-compliance with regulatory and reporting requirements

The South African Diamond and Precious Metals Regulator did not have documented and
approved internal policies and procedures to address planning, implementation, monitoring
and reporting processes and events pertaining to performance management and reporting.

Usefulness of information

The following criteria were used to assess the usefulness of the planned and reported per-
formance:
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«  Consistency: Has the entity reported on its performance with regard to its objectives,
indicators and targets in its approved strategic plan, i.e. are the objectives, indicators and
targets consistent between planning and reporting documents?

+  Relevance: Is there a clear and logical link between the objectives, outcomes, outputs,
indicators and performance targets?

«  Measurability: Are objectives made measurable by means of indicators and targets? Are
indicators well defined and verifiable, and are targets specificc measurable, and time
bound?

The following audit findings relate to the above criteria:

Reported information not consistent with planned objectives, indicators and targets

The South African Diamond and Precious Metals Regulator did not report throughout on
its performance against predetermined objectives which was consistent with the approved
strategic plan.

Lack of reporting on all predetermined objectives in the annual report
The South African Diamond and Precious Metals Regulator did not report on all the predeter-
mined objectives, as required by section 55(2)(a) of the PFMA and Treasury Regulation 28.2.2.

Compliance with laws and regulations
Public Finance Management Act, 1999 (Act No. 1 of 1999) and Treasury Regulations of 2005
Non adherence to requirements

Contrary to the requirements of section 50(3) of the PFMA, ten members of the accounting
authority did not declare their interests to the accounting authority.

Contrary to the requirements of Treasury Regulation 16A6.4, the accounting authority did not
record and approve the reasons for deviating from inviting competitive bids to procure goods
and services.

Diamonds Act, 1986 (Act No. 56 of 1986)

Non adherence to requirements

Contrary to the requirements of section 57(2) of the Diamonds Amendment Act, 2005 and
Regulations 13 and 14 of the Regulation Gazette No. 10684, penalties for the late submission
of J-registers were not charged for the year under review and the previous year.

Contrary to the requirements of section 11(5) of the Diamonds Amendment Act, 2005, two
audit committee members were remunerated for services provided at a rate above the ap-
proved rates.

Preferential Procurement Policy Framework Act, 2000 (Act No. 5 of 2000)

Non adherence to requirements

Contrary to the requirements of section 2(a) of the Preferential Procurement Policy Framework
Act, 2000 (Act No. 5 of 2000), the accounting authority did not apply the preference point
system for procurement transactions above R30 000.
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INTERNAL CONTROL

| considered internal control relevant to my audit of the financial statements and the report
on predetermined objectives and compliance with the PFMA and the Diamonds Act, 1986,
but not for the purposes of expressing an opinion on the effectiveness of internal control. The
matters reported below are limited to the deficiencies identified during the audit.

«  Leadership
The accounting authority did not exercise oversight responsibility over reporting and
compliance with laws and regulations and internal control.

- Financial and performance management
The financial statements and other information to be included in the annual report were
not adequately reviewed for completeness and accuracy prior to submission for audit.

+ Governance
No matters to report.

Cluckitors- W

Johannesburg

28 July 2010

_-‘

Q
A UDITOR-GENERAL
SOUTH A FRICA
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Auditing to build public confidence
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Statement of Jit

46,132,239

1,767,483

61,842
23,126,007
71,087,571

7,991,593
1,460,432
9,452,025
80,539,596

194,881

4,782,151
1,792,575

6,769,607
199,015

6,968,622
73,570,974

73,570,974

2009
(Restated)
R

671,725
76,678
79,891

412,242

63,801,093

7,349,690

_ e

8,661,882

60,164

3,412,953
1,123,675
412,242

542,386
5,551,420
68,152,091
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iges Financial Performance

- dia

for the year ended 31 March 2010

Revenue

Levy income, licence, penalty and service fees
Sales of diamond books and registers
Discount received

Recoveries

Transfer from other Government Departments
Interest received - investment

Total Revenue

Expenditure

Employee related cost
Depreciation and amortisation
Impairment of intangible asset
Finance costs

Debt impairment

Repairs and maintenance
Other operating expenses
Total Expenditure

Gains on disposal of assets

Fair value adjustments - held for trading
Surplus for the year
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Accumulated
surplus
R

54,727,618

13,424,473
68,152,091

5,418,883
73,570,974
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Total net
assets
R

54,727,618
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| Statement

for the year ended 31 March 2010

Cash flows from operating activities

Cash receipts from customers, government
and others

Cash paid to suppliers and employees
Cash generated from operations
Interest received - investment
Finance costs

Net cash from operating activities

Cash flows from investing activities
Purchase of property, plant and equipment
Proceeds on disposal of property, plant and
equipment

Purchase of other intangible assets
Purchase of financial assets

Re-investment of interest

Net cash from investing activities

Cash flows from financing activities
Increase/ (Decrease) in finance lease liabilities

Total cash movement for the year
Cash at the beginning of the year
Cash and cash equivalents at end of year



ACCOUNTING POLICIES

1.1

Accounting

Basis of Preparation

The Annual Financial Statements have been prepared on an accrual basis of accounting
and are in accordance with historical cost convention unless otherwise stated.

These Annual Financial Statements have been prepared in accordance with the Stand-
ards of Generally Recognised Accounting Practices (GRAP) prescribed by the Minister
of Finance in terms of:

General Notice 516 of 2008, issued in Government Gazette no. 31021 of 09 May 2008.
The Standards comprise of the following:

GRAP 1 Presentation of financial statements

GRAP 2 Cash flow statements

GRAP 3 Accounting policies, changes in accounting estimates and errors
GRAP 4 The Effects of changes in Foreign Exchange Rates

GRAP 5 Borrowing Costs

GRAP 6 Consolidated and Separate Financial Statements

GRAP 7 Investments in Associate

GRAP 8 Interest in Joint Ventures

GRAP 9 Revenue from Exchange Transactions

GRAP 10 Financial Reporting in Hyperinflationary Economies

GRAP 11 Construction Contracts

GRAP 12 Inventories

GRAP 13 Leases

GRAP 14 Events after the reporting date

GRAP 16 Investment Property

GRAP 17 Property Plant and Equipment

GRAP 19 Provisions, Contingent Liabilities and Contingent Assets

GRAP 100 Non-current Assets held for Sale and Discontinued Operations
GRAP 101 Agriculture

GRAP 102 Intangible Assets

These standards have been adopted and implemented by the Regulator and did not
result in any additional disclosures or changes in accounting policies.

The principal accounting policies adopted in the preparation of these annual financial
statements are set out below.

Presentation currency

All amounts have been presented in the currency of South African Rand which is the
functional currency of the Regulator.
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1.2

1.3

Significant judgements and sources of estimation uncertainty

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

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

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

The impairment for trade receivables is calculated on a portfolio basis, based on his-
torical loss ratios, adjusted for national and industry-specific economic conditions and
other indicators present at the reporting date that correlate with defaults on the port-
folio. These annual loss ratios are applied to loan balances in the portfolio and scaled
to the estimated loss emergence period.

Useful lives of property, plant and equipment and intangible assets

The entity’s management determines the estimated useful lives and related deprecia-
tion charges for the property, plant and equipment and intangible assets. Management
will increase the depreciation charge where useful lives are less than previously esti-
mated useful lives.

Property, plant and equipment

The cost of an item of property, plant and equipment is recognised as an asset when:

. it is probable that future economic benefits or service potential associated with
the item will flow to the entity; and
. the cost or fair value of the item can be measured reliably.

On initial recognition, an item of property, plant and equipment is measured at cost.

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

Costs include costs incurred initially to acquire or construct an item of property, plant
and equipment and costs incurred subsequently to add to, replace part of, or service it.
If a replacement cost is recognised in the carrying amount of an item of property, plant
and equipment, the carrying amount of the replaced part is derecognised.

The initial estimate of the costs of dismantling and removing the item and restoring the
site on which it is located is also included in the cost of property, plant and equipment.
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Recognition of costs in the carrying amount of an item of property, plant and equip-
ment ceases when the item is in the location and condition necessary for it to be capa-
ble of operating in the manner intended by management.

Property, plant and equipment is carried at cost less accumulated depreciation and any
impairment losses.

Average useful ife

Furniture and fixtures 15 years
Motor vehicles 6 years
Office equipment 5 years
Computer equipment 4 years
Leasehold improvements 5 years
Switchboard 8 years
Security Systems 7 years

The residual value and the useful life of each asset are reviewed at the end of each
reporting date.

Each part of an item of property, plant and equipment with a cost that is significant in
relation to the total cost of the item shall be depreciated separately.

The depreciation method applied to an asset is reviewed at each reporting date.

The depreciation charge for each period is recognised in surplus or deficit unless it is
included in the carrying amount of another asset.

The gain or loss arising from the derecognition of an item of property, plant and equip-
ment is included in surplus or deficit when the item is derecognised. The gain or loss
arising from the derecognition of an item of property, plant and equipment is deter-
mined as the difference between the net disposal proceeds, if any, and the carrying
amount of the item.

Intangible assets
An asset is identified as an intangible asset when it:
. is capable of being separated or divided from an entity and sold, transferred,

licenced, rented or exchanged, either individually or together with a related con-
tract, assets or liability; or

. arises from contractual rights or other legal rights, regardless whether those
rights are transferable or separate from the entity or from other rights and obli-
gations.

An intangible asset is recognised when:

. it is probable that the expected future economic benefits or service potential
that are attributable to the asset will flow to the entity; and
. the cost or fair value of the asset can be measured reliably.
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Intangible assets are initially recognised at cost.

An intangible asset acquired at no or nominal cost, the cost shall be its fair value as at
the date of acquisition.

Expenditure on research (or on the research phase of an internal project) is recognised
as an expense when it is incurred.

An intangible asset arising from development (or from the development phase of an
internal project) is recognised when:

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

. there is an intention to complete and use or sell it.

. there is an ability to use or sell it.

. it will generate probable future economic benefits or service potential.

. there are available technical, financial and other resources to complete the de-
velopment and to use or sell the asset.

. the expenditure attributable to the asset during its development can be meas-

ured reliably. 2

Intangible assets are carried at cost less any accumulated amortisation and any impair-

ment losses.

An intangible asset is regarded as having an indefinite useful life when, based on all Q;’
. .. . . . v

relevant factors, there is no foreseeable limit to the period over which the asset is ex-

pected to generate net cash inflows or service potential. Amortisation is not provided

for these intangible assets, but they are tested for impairment annually and whenever

there is an indication that the asset may be impaired. For all other intangible assets il : ‘
amortisation is provided on a straight line basis over their useful life.

The amortisation period and the amortisation method for intangible assets are re-
viewed at each reporting date. O

Reassessing the useful life of an intangible asset with a finite useful life after it was clas-
sified as indefinite is an indicator that the asset may be impaired. As a result the asset is
tested for impairment and the remaining carrying amount is amortised over its useful life.

Internally generated brands, mastheads, publishing titles, customer lists and items
similar in substance are not recognised as intangible assets.

Amortisation is provided to write down the intangible assets, on a straight line basis, to
their residual values as follows:

Useful fe

Computer software, internally generated 3 years

Computer software, other 3 years

Research and development 5 years
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1.5

Financial instruments

Classification
The entity classifies financial assets and financial liabilities into the following categories:

. Financial assets at fair value through surplus or deficit - held for trading
. Loans and receivables
. Financial liabilities measured at amortised cost

Financial instruments classified as fair value through profit or loss
Financial assets are classified as at fair value through surplus or deficit when the finan-
cial asset is either held for trading. A financial asset is classified as held for trading if:

(i) it has been acquired principally for the purpose of selling it in the near term; or

(i) on initial recognition it is part of a portfolio of identified financial instruments
that the Entity manages together and has a recent actual pattern of short-term
profit-taking; or

(iii)  itis a derivative that is not designated and effective as a hedging instrument.

Initial recognition and measurement

Purchases and sales of financial assets are recognised on trade date, which is the date
the entity assumes or transfers substantially all risks and rewards of ownership. Finan-
cial assets are initially recognised as follows:

- Fair value through surplus or deficit - at fair value on trade date

- Loans and receivables - at fair value on trade date plus transaction costs that
are directly attributable to their acquisition - Other financial liabilities are initially
measured at fair value, net of transaction costs.

Subsequent measurement
Financial instruments classified as fair value through surplus or deficit

These assets are subsequently measured at fair value and the fair value adjustments are
recognised in surplus and deficit within fair value adjustments - held for trading.

The fair value of financial assets with standard terms and conditions and traded on ac-
tive liquid market is based on regulated exchange quoted ruling bid prices at the close
of business on the last trading day on or before the statement of financial position date.
These assets are subsequently measured at fair value and the fair value adjustments are
recognised in surplus and deficit within fair value adjustments - held for trading.

Loans and receivables

Loans and receivables comprise of receivables and prepayments which are non-deriv-
ative financial assets that are created by the entity for providing money, goods or serv-
ices directly to a debtor, other than those that are originated with the intention of sale
immediately or in the short term or designated at fair value through surplus or deficit.
They have fixed or determinable payments, are unquoted and are initially recognised
at fair value and subsequently carried at amortised cost.

Other financial liabilities
The accounts payable are subsequently measured at amortised cost.
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1.6

1.7

Cash and cash equivalents

Cash and cash equivalents are carried in the statement of financial position at cost. For
the purposes of the cash flow statement, cash and cash equivalents comprise cash on
hand and deposits with banks..

Leases

A lease is classified as a finance lease if it transfers substantially all the risks and rewards
incidental to ownership. A lease is classified as an operating lease if it does not transfer
substantially all the risks and rewards incidental to ownership.

Finance leases - lessee

Finance leases are recognised as assets and liabilities in the statement of financial posi-
tion at amounts equal to the fair value of the leased property or, if lower, the present
value of the minimum lease payments. The corresponding liability to the lessor is in-
cluded in the statement of financial position as a finance lease obligation.

The discount rate used in calculating the present value of the minimum lease payments
is the interest rate implicit in the lease.

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

Any contingent rents are expensed in the period in which they are incurred.

Operating leases - lessee

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

Inventory

Decrease/ (Increase) in inventory are initially measured at cost except where decrease/
(increase) in inventory are acquired at no cost, or for nominal consideration, then their
costs are their fair value as at the date of acquisition.

Subsequently decrease/ (increase) in inventory are measured at the lower of cost and
net realisable value.

Decrease/ (Increase) in inventory are measured at the lower of cost and current replace-
ment cost where they are held for;

. distribution at no charge or for a nominal charge; or
. consumption in the production process of goods to be distributed at no charge
or for a nominal charge.

Net realisable value is the estimated selling price in the ordinary course of operations

less the estimated costs of completion and the estimated costs necessary to make the
sale, exchange or distribution.
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Current replacement cost is the cost the entity incurs to acquire the asset on the report-
ing date.

The cost of decrease/ (increase) in inventory comprises all costs of purchase, costs of
conversion and other costs incurred in bringing the decrease/ (increase) in inventory to
their present location and condition.

The cost of decrease/ (increase) in inventory of items that are not ordinarily interchange-
able and goods or services produced and segregated for specific projects is assigned
using specific identification of the individual costs.

The cost of decrease/ (increase) in inventory is assigned using the first-in, first-out
(FIFO) formula. The same cost formula is used for all decrease/ (increase) in inventory
having a similar nature and use to the entity.

When decrease/ (increase) in inventory are sold, the carrying amounts of those de-
crease/ (increase) in inventory are recognised as an expense in the period in which the
related revenue is recognised. If there is no related revenue, the expenses are recog-
nised when the goods are distributed, or related services are rendered. The amount of
any write-down of decrease/ (increase) in inventory to net realisable value and all losses
of decrease/ (increase) in inventory are recognised as an expense in the period the
write-down or loss occurs. The amount of any reversal of any write-down of decrease/
(increase) in inventory, arising from an increase in net realisable value, are recognised
as a reduction in the amount of decrease/ (increase) in inventory recognised as an ex-
pense in the period in which the reversal occurs.

Impairment of assets

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

Irrespective of whether there is any indication of impairment, the entity also:

. tests intangible assets with an indefinite useful life or intangible assets not yet
available for use for impairment annually by comparing its carrying amount with
its recoverable amount. This impairment test is performed during the annual
period and at the same time every period; and

. tests goodwill acquired in a business combination for impairment annually.

If there is any indication that an asset may be impaired, the recoverable amount is esti-
mated for the individual asset. If it is not possible to estimate the recoverable amount
of the individual asset, the recoverable amount of the cash-generating unit to which
the asset belongs is determined.

The recoverable amount of an asset or a cash-generating unit is the higher of its fair
value less costs to sell and its value in use.

If the recoverable amount of an asset is less than its carrying amount, the carrying
amount of the asset is reduced to its recoverable amount. That reduction is an impair-
ment loss.
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An impairment loss of assets carried at cost less any accumulated depreciation or am-
ortisation is recognised immediately in surplus or deficit. Any impairment loss of a
revalued asset is treated as a revaluation decrease.

Goodwill acquired in a business combination is, from the acquisition date, allocated
to each of the cash-generating units, or groups of cash-generating units, that are ex-
pected to benefit from the synergies of the combination.

An impairment loss is recognised for cash-generating units if the recoverable amount
of the unit is less than the carrying amount of the units. The impairment loss is allocated
to reduce the carrying amount of the assets of the unit in the following order:

. first, to reduce the carrying amount of any goodwill allocated to the cash-gener-
ating unit; and
. then, to the other assets of the unit, pro rata on the basis of the carrying amount

of each asset in the unit.

An entity assesses at each reporting date whether there is any indication that an im-
pairment loss recognised in prior periods for assets other than goodwill may no longer
exist or may have decreased. If any such indication exists, the recoverable amounts of
those assets are estimated.

The increased carrying amount of an asset other than goodwill attributable to a reversal
of an impairment loss does not exceed the carrying amount that would have been de-
termined had no impairment loss been recognised for the asset in prior periods.

A reversal of an impairment loss of assets carried at cost less accumulated depreciation
or amortisation other than goodwill is recognised immediately in surplus or deficit. Any
reversal of an impairment loss of a revalued asset is treated as a revaluation increase.
Government grants

Government grants are recognised when there is reasonable assurance that:

. the entity will comply with the conditions attaching to them; and
. the grants will be received.

Government grants are recognised as income over the periods necessary to match
them with the related costs that they are intended to compensate.

A government grant that becomes receivable as compensation for expenses or deficits
already incurred or for the purpose of giving immediate financial support to the entity
with no future related costs is recognised as income of the period in which it becomes
receivable.

Government grants related to assets, including non-monetary grants at fair value, are
presented in the statement of financial position by setting up the grant as deferred

income or by deducting the grant in arriving at the carrying amount of the asset.

Grants related to income are presented as a credit in the income statement (separately).
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Repayment of a grant related to income is applied first against any un-amortised de-
ferred credit set up in respect of the grant. To the extent that the repayment exceeds
any such deferred credit, or where no deferred credit exists, the repayment is recog-
nised immediately as an expense.

Repayment of a grant related to an asset is recorded by increasing the carrying amount
of the asset or reducing the deferred income balance by the amount repayable. The
cumulative additional depreciation that would have been recognised to date as an
expense in the absence of the grant is recognised immediately as an expense.

Where a loan is received from government at below market interest rate, the differ-
ence between the fair value of the loan and the amount received is recognised as a
government grant.

Revenue from exchange transactions

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

. the entity has transferred to the purchaser the significant risks and rewards of
ownership of the goods;

. the entity retains neither continuing managerial involvement to the degree usu-
ally associated with ownership nor effective control over the goods sold;

. the amount of revenue can be measured reliably;

. it is probable that the economic benefits associated with the transaction will
flow to the entity; and

. the costs incurred or to be incurred in respect of the transaction can be meas-
ured reliably.

When the outcome of a transaction involving the rendering of services can be esti-
mated reliably, revenue associated with the transaction is recognised by reference
to the stage of completion of the transaction at the end of the reporting period. The
outcome of a transaction can be estimated reliably when all the following conditions
are satisfied:

. the amount of revenue can be measured reliably;

. it is probable that the economic benefits or service potential associated with the
transaction will flow to the entity;

. the stage of completion of the transaction at the reporting date can be meas-
ured reliably; and

. the costs incurred for the transaction and the costs to complete the transaction

can be measured reliably.

When the outcome of the transaction involving the rendering of services cannot be
estimated reliably, revenue shall be recognised only to the extent of the expenses
recognised that are recoverable.

Service revenue is recognised by reference to the stage of completion of the transac-
tion at the reporting date. Stage of completion is determined by services performed
to date as a percentage of total services to be performed.
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Revenue is measured at the fair value of the consideration received or receivable and
represents the amounts receivable for goods and services provided in the normal
course of business, net of trade discounts and volume rebates.

Service fees included in the price of the product are recognised as revenue over the
period during which the service is performed.

Levy income, licence, penalty and service fees

Levy income, licence, penalty and service fees comprise amounts charged to licensees
forissued licences, registers submitted late and service rendered.

Cost of sales

When inventories are sold, the carrying amount of those inventories is recognised as an
expense in the period in which the related revenue is recognised. The amount of any
write-down and adjustments of inventories and all deficits of inventories are recognised
as an expense in the period the write-down, adjustments or loss occurs. The amount of
any reversal of any write-down and adjustment of inventories is recognised as a reduc-
tion in the amount of inventories recognised as an expense in the period in which the
reversal occurs.

Investment income

Investment income is recognised on a time-proportion basis using the effective interest

method.

Comparative figures

Where necessary, comparative figures have been reclassified to conform to changes in

presentation in the current year.

Unauthorised expenditure

Unauthorised expenditure means:

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

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

All expenditure relating to unauthorised expenditure is recognised as an expense in

the statement of financial performance in the year that the expenditure was incurred.

The expenditure is classified in accordance with the nature of the expense, and where

recovered, it is subsequently accounted for as revenue in the statement of financial
performance.
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1.16

Fruitless and wasteful expenditure

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

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

Irregular expenditure

Irregular expenditure as defined in section 1 of the PFMA is expenditure other than
unauthorised expenditure, incurred in contravention of or that is not in accordance with
a requirement of any applicable legislation, including -

(a) this Act; or

(b) the State Tender Board Act, 1968 (Act No. 86 of 1968), or any regulations made
in terms of the Act; or

() any provincial legislation providing for procurement procedures in that provincial
government.

National Treasury practice note no. 4 of 2008/2009 which was issued in terms of sec-
tions 76(1) to 76(4) of the PFMA requires the following (effective from 1 April 2008):

Irregular expenditure that was incurred and identified during the current financial year
and which was condoned before year end and/or before finalisation of the financial
statements must also be recorded appropriately in the irregular expenditure register. In
such an instance, no further action is also required with the exception of updating the
note to the financial statements.

Irregular expenditure that was incurred and identified during the current financial year
and for which condonation is being awaited at year end must be recorded in the irregu-
lar expenditure register. No further action is required with the exception of updating
the note to the financial statements.

Where irregular expenditure was incurred in the previous financial year and is only
condoned in the following financial year, the register and the disclosure note to the
financial statements must be updated with the amount condoned.

Irregular expenditure that was incurred and identified during the current financial year
and which was not condoned by the National Treasury or the relevant authority must
be recorded appropriately in the irregular expenditure register. If liability for the ir-
regular expenditure can be attributed to a person, a debt account must be created if
such a person is liable in law. Immediate steps must thereafter be taken to recover the
amount from the person concerned. If recovery is not possible, the accounting officer
or accounting authority may write off the amount as debt impairment and disclose
such in the relevant note to the financial statements. The irregular expenditure register
must also be updated accordingly. If the irregular expenditure has not been condoned
and no person is liable in law, the expenditure related thereto must remain against the
relevant programme/expenditure item, be disclosed as such in the note to the financial
statements and updated accordingly in the irregular expenditure register.
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Employee benefits Short-term employee benefits

The cost of short-term employee benefits, (those payable within 12 months after the
service is rendered, such as paid vacation leave and sick leave, bonuses, and non-mon-
etary benefits such as medical care), are recognised in the period in which the service
is rendered and are not discounted.

The expected cost of compensated absences is recognised as an expense as the em-
ployees render services that increase their entitlement or, in the case of non-accumu-
lating absences, when the absence occurs.

The expected cost of surplus sharing and bonus payments is recognised as an expense
when there is a legal or constructive obligation to make such payments as a result of
past performance.

Defined contribution plans
Payments to defined contribution retirement benefit plans are charged as an expense
as they fall due.

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

Defined benefit plans

For defined benefit plans the cost of providing the benefits is determined using the
projected credit method. Actuarial valuations are conducted on an annual basis by
independent actuaries separately for each plan.

Consideration is given to any event that could impact the funds up to end of the report-
ing period where the interim valuation is performed at an earlier date.

Past service costs are recognised immediately to the extent that the benefits are al-
ready vested, and are otherwise amortised on a straight line basis over the average
period until the amended benefits become vested.

To the extent that, at the beginning of the financial period, any cumulative unrecog-
nised actuarial gain or loss exceeds ten percent of the greater of the present value of
the projected benefit obligation and the fair value of the plan assets (the corridor), that
portion is recognised in surplus or deficit over the expected average remaining service
lives of participating employees. Actuarial gains or losses within the corridor are not
recognised.

Gains or losses on the curtailment or settlement of a defined benefit plan is recognised
when the entity is demonstrably committed to curtailment or settlement.

When it is virtually certain that another party will reimburse some or all of the expendi-
ture required to settle a defined benefit obligation, the right to reimbursement is rec-
ognised as a separate asset. The asset is measured at fair value. In all other respects,
the asset is treated in the same way as plan assets. In surplus or deficit, the expense
relating to a defined benefit plan is presented as the net of the amount recognised-for
a reimbursement.
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The amount recognised in the statement of financial position represents the present
value of the defined benefit obligation as adjusted for unrecognised actuarial gains and
losses and unrecognised past service costs, and reduces by the fair value of plan assets.

Any asset is limited to unrecognised actuarial losses and past service costs, plus the
present value of available refunds and reduction in future contributions to the plan.

Other post retirement obligations
The entity provides post-retirement health care benefits, housing subsidies and gratui-
ties upon retirement to some retirees.

The entitlement to post-retirement health care benefits is based on the employee re-
maining in service up to retirement age and the completion of a minimum service pe-
riod. The expected costs of these benefits are accrued over the period of employment.
Independent qualified actuaries carry out valuations of these obligations. The entity
also provides a gratuity and housing subsidy on retirement to certain employees. An
annual charge to income is made to cover both these liabilities.

Page 64




Notes to the FARIEIN I (EEIRS EIE ]S

2010 2009
2.Trade and other receivables from exchange transactions R R
Trade debtors 2,766,635 2,276,465
Provision for bad debts (1,920,172) (2,009,198)
Staff debtors - Study fees and Uniform 164,210 123,436
Interest receivable 387,950 217,801
1,398,623 608,504
Prepaid expenses 368,860 63,221
1,767,483 671,725
3. South African Revenue Service - Value added tax
Value Added Tax (VAT) = 76,678 ot

The Regulator has been deregistered for VAT by the South African Revenue Services, and
the balance has been written off in full.

4. Inventory

Diamond books and registers 61,842 79,891

The cost of inventory recognised as an expense is included under other operating costs.

5. DMR Partnership Programme and bank account

Opening balance 412,242 -
Donations recieved 80,888 1,069,371

Expenditure (493,130) (657,129)
Excess of donations over expenditure - 412,242
Cash at end of year - 412,242

These accounts relate to donations received on behalf of Department of Mineral Resources (DMR)
from its partners, expenditure related to the partnership programmes and cash in the bank.

6. Cash and cash equivalents

Cash and cash equivalents consist of:
Cash on Call 22,594,426 62,814,730
Cash on Current 519,652 956,
Cash on hand 11,929 29,

23,126,007

Page 65

The 2010 Annual Report of the South African Diamond & Precious Metals Regulator
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2010 2009

7.Pro p.erty’ pla ntand Accumulated Carrying Accumulated Carrying

equipment Cost depreciation value Cost depreciation value
Furniture and fixtures 2,128,269 (608,269) 1,520,000 2,082,091 (391,861) 1,690,230
Motor vehicles 1,242,852 (334,913) 907,939 936,341 (171,549) 764,792
Office equipment 2,056,717 (1,003,451) 1,053,266 1,604,134 (730,911) 873,223
Computer equipment 1,714,868 (1,298,040) 416,828 1,530,509 (821,204) 709,305
Leasehold improvements 4,322,054 (2,349,987) 1,972,067 4,158,217 (1,649,760) 2,508,457
Leased Office Equipment 836,030 (491,941) 344,089 836,030 (302,805) 533,225
Switchboard 316,577 (141,078) 175,499 274,547 (70,701) 203,846
Leased Switchboard 138,469 (137,684) 785 138,469 (122,172) 16,297
Security Systems 1,692,474 (91,354) 1,601,120 121,132 (70,817) 50,315
Total 14,448,310 (6,456,717) 7,991,593 11,681,470 (4,331,780) 7,349,690
Reconciliation of property, plant Opening
and equipment - 2010 balance Additions Depreciation Total
Furniture and fixtures 1,690,230 46,178 (216,408) 1,520,000
Motor vehicles 764,792 306,511 (163,364) 907,939
Office equipment 873,223 452,583 (272,540) 1,053,266
Computer equipment 709,305 184,359 (476,836) 416,828
Leasehold improvements 2,508,457 163,837 (700,227) 1,972,067
Leased Office Equipment 533,225 - (189,136) 344,089
Switchboard 203,846 42,031 (70,378) 175,499
Leased Switchboard 16,297 - (15,512) 785
Security Systems 50,315 1,571,343 (20,538) 1,601,120
Total 7,349,690 2,766,842 (2,124,939) 7,991,593
Reconciliation of property, plant Opening
and equipment - 2009 balance Additions Disposals Depreciation Total
Furniture and fixtures 1,861,343 45,623 - (216,736) 1,690,230
Motor vehicles 268,939 623,512 - (127,659) 764,792
Office equipment 807,760 449,335 - (383,872) 873,223
IT equipment 970,426 211,374 - (472,495) 709,305
Leasehold improvements 2,686,733 709,125 - (887,401) 2,508,457
Leased Office Equipment 512,424 302,396 (54,522) (227,073) 533,225
Switchboard 218,551 33,008 - (47,713) 203,846
Leased Switchboard 25,717 - - (9,420) 16,297
Security Systems 96,878 - - (46,563) 50,315
Total 7,448,771 2,374,373 (54,522) (2,418,932) 7,349,690
Pledged as security
Obligations under finance leases are secured by the lessors'title to the leased assets.
Carrying value of assets pledged as security:
Leased switchboard 785 16,297
Leased office equipment 344,089 533,225

2010 2009
Accumu-
lated am- Accumulated
ortisation / Carrying amortisation Carrying

8. Intangible assets Cost impairment value Cost /impairment value
Computer software 3,204,843 (1,744,411) 1,460,432 2,265,314 (953,122) 1,312,192
Research and Development 10,242,900 (10,242,900) - 10,242,900 (10,242,900) -
Total 13,447,743 (11,987,311) 1,460,432 12,508,214 (11,196,022) 1,312,192
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8. Intangible assets (continued)

Opening
Reconciliation of intangible assets - 2010 balance Additions Amortisation Total
Computer software 1,312,192 939,529 (791,289) 1,460,432
Research and Development = = = =
1,312,192 939,529 (791,289) 1,460,432
Reconciliation of Opening
intangible assets - 2009 balance Additions Amortisation Impairment Total
Computer software 737,427 1,068,454 (493,689) - 1,312,192
Research and Development - 10,242,900 - (10,242,900) -
737,427 11,311,354 (493,689) (10,242,900) 1,312,192

Other information

The amount for research and development relates to an investment in the diamond finger-
printing project undertaken by Mintek, to determine the origin of individual rough diamond
crystals.

The initial cost was impaired in full in the prior year and will be reassessed when the project
proves to be commercially viable. The SADPMR will earn royalties (25% proposed) from any
future revenue streams that result from the project. 2

2010 2009
9. Finance lease obligation R R
Minimum lease payments due Qﬁ.’
- within one year 268,050 306,447
- in second to fifth year inclusive 213,940 481,909
- later than five years - - ‘
481,990 788,356 :
less: future finance charges (88,094) (185,806)
Present value of minimum lease payments 393,896 602,550 (T
Present value of minimum lease payments due O
- within one year 194,881 60,164
- in second to fifth year inclusive 199,015 542,386
- later than five years - -
393,896 602,550
Non-current liabilities 199,015 542,386
Current liabilities 194,881 60,164
393,896 602,550

It is the practice of the South African Diamond and Precious Metals Regulator to lease certain of-
fice and switchboard equipment under finance leases.

The average lease term is 3 - 5 years and the average effective borrowing rate is 17% (2009: 18%).
Interest rates are linked to prime at the contract date. All assets have fixed repayments with"no

annual escalation rate but varies with the change in the prime interest rate. No arrangements have
been entered into for contingent rent .
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2010 2009
10. Trade and other payables from exchange transactions R R
Trade payables 1,716,733 1,411,257
Accrued leave pay 1,085,674 1,174,552
Accrued bonus 1,979,744 326,696
Accrued expenses - 500,448
4,782,151 3,412,953

11. Deferred income

Deferred income arises as a result of amounts received in cash but not yet accounted for as
revenue. These amounts relate to Diamond and Precious Metals licences and certificates.

Deferred income comprises

Diamond and Precious Metals Licence Fees 1,792,575 1,050,950

Operating lease incentive - 72,725
1,792,575 1,123,675

12. Revenue

Levy income - 14,368,782

Licence fees 285,430 495,936

Service fees 2,544,431 3,310,770

Penalties - Registers 729,350 -
3,559,211 18,175,488

13. Interest received - investment

Interest revenue

Bank 4,520,694 6,494,011

Investment held for trading 578,507 -
5,099,201 6,494,011

14. Auditors’ remuneration

Current year - External audit 690,392 751,864

Prior year underprovision 51,638 368,845

Current year - Internal audit 477,175 311,902

Other services 109,224 186,758
1,328,429 1,619,369

15. Finance costs

Finance leases 123,865 137,968

Other interest paid - 1,824

123,865 139,792
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2010 2009

16. Other operating expenses R R
Auditors’ remuneration 1,328,429 1,619,369
Bank charges 58,191 57,202
Cleaning 69,270 53,315
Consulting and professional fees 1,033,631 1,488,548
Consumables 674,042 544,560
Entertainment 102,145 149,720
Gifts 18,383 32,288
Insurance 320,991 191,237
Lease rentals on operating lease 857,082 572,745
Promotions and sponsorships 324,532 410,417
Magazines, books and periodicals 452,493 433,906
Motor vehicle expenses 158,948 334,722
Security 50,806 58,758
Staff welfare 670,673 460,211
Telephone and fax 704,284 658,953
Training 644,650 692,429
Travel - local 1,290,470 1,151,188
Travel - overseas 278,283 563,280
Electricity 376,351 275,029
Staff Recruitment 394,569 414,404
Board & Committee Remuneration 794,671 550,102
Government Diamond Valuator 2,154,600 3,214,530
Kimberley process 126,329 222,173
Other expenses 138,708 411,859

13,022,531 14,560,945
17. Cash generated from operations
Surplus as per Statement of Financial Performance 5,418,883 13,424,473
Adjustments for:
Depreciation and amortisation 2,916,227 2,912,621
Profit on sale of assets - (26,292)
Interest received - investment (5,099,201) (6,494,011)
Finance costs 123,865 139,792
Fair value adjustments - held for trading (216,535) -
Impairment of intangible asset - 10,242,900
Changes in working capital:
Decrease/ (Increase) in inventory 18,049 (79,891)
Decrease/ (Increase) in Trade and other receivables from
exchange transactions (1,095,758) (254,320)
Increase in Trade and other payables from exchange
transactions 1,369,198 481,224
Decrease in Value Added Tax 76,678 -
Increase in deferred income 668,901 907,540

4,180,307 21,254,036
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2010 2009
18. Commitments R R
Operating leases - as lessee (expense)
Minimum lease payments due
- within one year 514,562 751,084
- in second to fifth year inclusive - 85,899
- later than five years - -
514,562 836,983

The landlord Apexhi Properties Limited leases office space to the South African Diamond
and Precious Metals Regulator, Johannesburg. The lease was renegotiated in March 2010
for a period of 04 months commencing on 01 April 2010. The new monthly lease payment
is R85 140.90 with an escalation clause of 8% and the new contract is expected to be signed
by 31 July 2010. There is an additional charge for parking and security.

The landlord Eskom leases the office space to the South African Diamond and Precious
Metals (Kimberley office) for a period of 24 months effective from 01 September 2008 at an
escalation rate of 10%. The lease payment is currently R17 179. 80 per month and is renew-

able at the end of the lease term.

19. Employee related costs

Basic

Bonus

Medical aid - entity contributions
UIF

SDL

Leave pay provision charge

Post-employment benefits - pension - defined contribution plan

13" cheques

Car allowance

Housing benefits and allowances
Staff Uniform

Remuneration of Chief Executive Officer 1
Annual remuneration

Car allowance

Performance bonuses

Contributions to UIF, Medical and Pension Funds
Leave payout

13" cheque

Leave pay provision charge

Staff uniform

From April 2009 to 31 May 2009

1 Deceased
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18,527,920 14,794,760
1,634,973 922,821
906,561 762,164
105,902 91,092
187,278 177,997
117,487 518,954
2,026,360 1,605,284
1,275,874 1,040,217
822,203 1,091,421
242,929 246,761
246,432 119,224
26,093,919 21,370,695
284,888 1,036,194
45,000 177,000
80,762 85,842
28,783 143,300
186,364 -
43,714 22,323
69,433 54,565

= 4,720

738,944 1,523,944




2010 2009
19. Employee related costs (continued) R R

Remuneration of Acting Chief Executive Officer

Annual remuneration 460,307 -
Car allowance 86,400 -
Performance bonuses 57,463 -
Contributions to UIF, Medical and Pension Funds 66,573 -
Staff uniform - -
13" cheque 43,674 -
Leave pay provision charge 1,903 -

716,320 -

From 01 June 2009 to 31 January 2010

Remuneration of Chief Executive Officer

Annual remuneration 151,545 -
Car allowance 17,829 -
Contributions to UIF, Medical and Pension Funds 7,200 -
13% cheque 10,563 -
Leave pay provision 9,213 -
Staff uniform 4,800 -

201,150 -

Appointed 01 February 2010

Remuneration of Chief Financial Officer

Annual remuneration 728,218 596,053
Car allowance 72,000 94,000
Performance bonuses 57,463 36,396
Contributions to UIF, Medical and Pension Funds 91,407 98,835
13% cheque 47,659 51,144
Leave pay provision charge 23,623 20,114
Housing benefits and allowances 10,524 -
Staff uniform - 4,720

1,030,894 901,262

Remuneration of General Manager Legal Services

Annual remuneration 639,050 537,387
Car allowance 177,900 177,900
Performance bonuses 55,330 36,396
Contributions to UIF, Medical and Pension Funds 69,040 59,802
13" cheque 46,108 52,085
Leave pay provision charge (23,283) 43,380
Staff uniform - 4,720

964,145 911,670
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2010 2009
19. Employee related costs (continued) R R
Remuneration of General Manager Precious Metals **
Annual remuneration 224,835 445,937
Car allowance 43,200 125,279
Performance bonuses - 35,396
Contributions to UIF, Medical and Pension Funds 33,262 72,751
13% cheque - 22,167
Leave pay provision charge = 20,908
Staff uniform - 4,720
301,297 727,158
** Acted as the Chief Executive Officer from 01 June 2009 to 31 January 2010
Remuneration of Manager Human Resources ***
Annual remuneration = 477,750
Car allowance - 120,000
Performance bonuses - 29,765
Contributions to UIF, Medical and Pension Funds - 57,837
13% cheque - 13,650
Leave pay provision charge - 15,141
Staff uniform - 4,720
- 718,863
*** The position was vacant during the year under review.
Remuneration of Beneficiation Strategist
Annual remuneration 576,731 568,626
Car allowance 9,600 9,800
Performance bonuses 50,739 30,290
Contributions to UIF, Medical and Pension Funds 67,278 63,416
13% cheque 34,283 16,246
Leave pay provision charge 13 27,246
Staff uniform - 4,720
738,644 720,344
Remuneration of Company Secretary
Annual remuneration 462,285 427,331
Car allowance 133,274 137,942
Performance bonuses 41,747 20,383
Contributions to UIF, Medical and Pension Funds 67,667 60,916
13% cheque 34,789 12,209
Leave pay provision charge 40,545 (128)
780,307 658,653
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2010 2009
19. Employee related costs (continued) R R

Remuneration of Manager Inspection

Annual remuneration 487,068 444,430
Car allowance 77,000 94,524
Performance bonuses 44,568 19,094
Contributions to UIF, Medical and Pension Funds 74,591 67,060
13" cheque 34,283 30,637
Leave pay provision charge (60,039) 11,206
Housing benefits and allowances 10,524 -
Staff uniform 4,500 -

672,495 666,951

Remuneration of Manager Licencing

Annual remuneration 505,884 436,213
Car allowance 44,000 75,500
Performance bonuses 55,749 29,788
Contributions to UIF, Medical and Pension Funds 94,891 76,290
13" cheque 45,715 35,579
Leave pay provision charge 15,595 38,413
Staff uniform 4,500 -

766,334 691,783

Remuneration of Government Diamond Valuator

Annual remuneration 462,097 253,941
Car allowance 110,000 90,000
Performance bonuses 51,698 29,765
Contributions to UIF, Medical and Pension Funds 79,421 42,795
13" cheque 33,570 11,250
Leave pay provision charge (13,263) 33,286
Staff uniform - 4,720

723,523 465,757
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2010 2009
20. Risk management R R

Interest rate risk

Deposits and call accounts attract interest rates that vary with prime. The Regulator’s
policy is to manage interest rate risk by investing in a range of balanced portfolios so that
fluctuations in variable rates do not have a material impact on the surplus or (deficit).

At year end, financial instruments exposed to interest rate risk were as follows:
(i) Balances with banks, current account and call accounts.

Credit risk

Credit risk is the risk of financial loss to the entity if a customer or other counterparty
(including government and financial institutions) to a financial instrument fails to meet its
contractual obligations. Credit risk arises primarily from the sale of goods and services in
the ordinary course of business. Credit risk includes counterparty risk and delivery or set-
tlement risk. Counterparty risk is the risk that a counterparty is unable to meet its financial
and/or contractual obligations during the period of a transaction.

Credit risk consists mainly of call deposits, cash equivalents and trade receivables. The
South African Diamond and Precious Metals Regulator only deposits cash with major
banks with high quality credit standing and limits exposure to any one counter party. Trade
receivables are presented net of allowance for doubtful receivables.

The maximum exposure to credit risk of financial assets is:

Loans and receivables 1,398,623 608,504
Financial assets held-for-trading 46,132,239 -
Cash and cash equivalents 23,126,007 63,801,093

70,656,869 64,409,597

The ageing of the entity’s receivables is as follows :

2010 2009
Gross Impairment Gross Impairment
R R R R
0-30days 387,950 - 217,801 -
Past due 31 - 60 days 884 177 2,000 400
Past due 61 - 120 days - - 224 224
Past due > 120 days 2,929,961 1,919,995 2,397,677 2,008,574
Total 3,318,795 1,920,172 2,617,702 2,009,198

Liquidity risk

The entity manages liquidity risk through proper management of working capital, capi-
tal expenditure and actual versus forecasted cash flows. Adequate reserves and liquid
resources are also maintained.
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20. Risk management (continued)

The following are the entity’s financial assets and liabilities, including interest payments:

0-12 months 1-2years 3-5years > 5 years Total
2010 R R R R R
Assets
Financial assets held-for-
trading 46,132,239 - - - 46,132,239
Cash and cash equivalents 23,126,007 - - - 23,126,007
Loans and receivables 1,398,623 - - = 1,398,623
Liabilities
Trade payables 4,782,151 - - - 4,782,151
65,874,718 - - - 65,874,718
0-12 months 1-2years 3-5years > 5years Total
2009 R R R R R
Assets
Financial assets held-for-
trading - - - - -
Cash and cash equivalents 63,801,093 - - - 63,801,093
Loans and receivables 608,504 - - - 608,504
Liabilities
Trade payables 3,412,953 - - - 3,412,953
60,996,644 - - - 60,996,644
Market risk

Market risk is the risk that the fair value or future cash flows of financial instruments will fluc-
tuate because of changes in commodity prices, interest rates and equity prices.

A significant part of the market risk encountered arises from financial instruments that are
managed by other financial institutions.

The objective of the market risk management policy is to protect and enhance the state-
ment of financial position and profit or loss by managing and controlling market risk expo-
sures and to optimise the funding of business operations and facilitate capital expansion.

Interest rate risk
Interest rate risk is the risk that the value and cash flow of the financial instruments will fluc-
tuate due to changes in market interest rates.

Deposits and call accounts attract interest rates that vary with prime. The Regulator’s policy
is to manage interest rate risk by investing in a range of balanced portfolios so that fluctua-
tions in variable rates do not have a material impact on the surplus or deficit.
At year end, financial instruments exposed to interest rate risk were as follows:
(i) Balances with banks and other financial institutions.
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2010 2009
21. Restated revenue R R

During the year under review, it was discovered that the prior years’ licences and certificates
income were not deferred and recognised as revenue based on the amount of days they are
valid for, as required by GRAP 9 - Revenue from Exchange Transactions, paragraph 20. The
financial statements for 2009 have been restated to correct this error. Opening accumulated
surplus for 2009 has been decreased by R458 178 which is the amount of the adjustment
relating to the periods prior to 2010. The effect of the restatement on the 2009 financial
statements is summarised below:

Statement of financial position

Increase in deferred income - 458,178
Decrease in surplus - (458,178)
22.Taxation

The South African Diamond and Precious Metals Regulator has applied for the Income Tax
Exemption certificate in terms of section 10(1)(cA) of the Income Tax Act No.58 of 1962 as
amended.

The current tax exemption number 9615/289/15/5 is still in the name of the South African
Diamond Board, the functions and mandate of which have been taken over by the Regulator.

23. Long term contracts

The South African Diamond and Precious Metals Regulator had a contract with the Exter-
nal Technical Advisor to the Internal Government Diamond Valuator whose main function
is to confirm the caratage, value and description of unpolished diamonds to be cleared for
exports. The contract will expire on 30 June 2010 and will not be renewed.

24. Related parties

The South African Diamond and Precious Metals Regulator is a public entity under Sec-
tion 3A of the Public Finance Management Act (Act No. 1 of 1999) with the Department
of Mineral Resources as its accounting authority. The Regulator enjoys the related party
status with the following national governmental institutions:

Page 76




2010 2009
24. Related parties (continued) R R

Related party balances

Eskom Holdings Limited (21,090) (2,891)
South African Post Office Limited (15,287) 4,956
State Diamond Trader - 23,849
South African Reserve Bank (13,440) -
Government Employees Pension Fund - 3,173
South African Revenue Services (PAYE, SDL and UIF) (392,803) (508,708)
Mintek (78) -
South African Revenue Services - VAT - 76,678

Related party transactions

Eskom Holdings Limited (241,082) (185,952)
Department of Minerals and Energy 39,412,388 40,000,000
South African Post Office Limited (195,934) (343,392)
State Diamond Trader - (13,752)
South African Police Services - (598,242)
South African Reserve Bank (24,750) (77,046)
Government Employees Pension Fund (2,026,360) (1,605,284)
South African Revenue Services (PAYE, SDL and UIF) (4,633,634) (3,584,849)
Mintek 3,401 (10,232,275)
South African Bureau of Standards (29,686) -
Government Printing Works - (39,541)
Denel Dynamics (Pty) Ltd - 100
Rheinmetall Denel Munitions (Pty) Ltd - 1,019

Other related parties consist of remuneration to board members and key management
personnel, disclosed in note 24 and 19 respectively. All related party transactions are

at arm'’s length and on normal commercial terms, except where employees of national
departments or public entities participate in the Regulator’s processes and do not receive
any remuneration.

Key management is defined as individuals with the authority and responsibility for plan-
ning, directing and controlling the activities of the Regulator.
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25. Fees paid to Members of the Board and Other Committees

The gross fees paid to Members of the Board and Other Committees for the year under

review are as follows:

Non-executive - Fees

No. of
meetings Paid to Paid to

2010 attended member employer Total paid
Mr S Phiri 13 86,502 = 86,502
Mr R.A Manoko 17 101,280 - 101,280
Mr A Luhlabo 14 69,300 - 69,300
Mr E Majadibodu 9 44,550 - 44,550
Mr L Grobler 9 44,550 - 44,550
Mr M Lotter = = = =
Mr E Blom 7 34,650 - 34,650
Dr FW Petersen 7 34,650 - 34,650
Mr R.A Baxter 8 40,680 - 40,680
Mr. P Bersiks 19 97,290 - 97,290
Mr K Rana 11 54,450 - 54,450
Mr R Paola 8 - 39,600 39,600
Mr L Delport 17 - 86,850 86,850
Mr B Mngoma * 1 4,480 = 4,480
Mr M.C Ntumba * 9 - 52,839 52,839
Mrs M Lincoln-Burbidge * 1 3,000 - 3,000

615,382 179,289 794,671
2009
Mr S Phiri 7 42,154 - 42,154
Mr R.A Manoko 13 74,325 - 74,325
Mr A Luhlabo 8 37,000 - 37,000
Mr E Majadibodu 5 22,400 - 22,400
Mr L Grobler 7 31,360 - 31,360
Mr M Lotter 1 4,480 - 4,480
Mr E Blom 10 44,800 - 44,800
Dr FW Petersen 7 31,360 - 31,360
Mr R.A Baxter 8 35,840 - 35,840
Mr P Bersiks 15 67,200 - 67,200
Mr K Rana 12 53,760 - 53,760
Dr A.R.H Colburn 7 - 31,360 31,360
Mr L Delport 6 - 33,743 33,743
Mr B Mngoma * 3 13,440 - 13,440
Mr M.C Ntumba * 6 - 26,880 26,880

458,119 91,983 550,102
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25. Fees paid to Members of the Board and Other Committees (continued)

Executive - Remuneration

No. of
meetings Paid to Paid to

2010 attended member employer Total paid
Mr L Selekane (CEO) t - 745,075 - 745,075
Mr S Sikhosana (Acting CEO) - 721,561 = 721,561
Mr L Rapoo (CEO) -
February to March 2010 - 194,725 - 194,725

- 1,661,361 - 1,661,361
2009
Mr L Selekane (CEO) t - 1,523,945 - 1,523,945

All fees paid were approved by the Minister of Mineral Resources and were implemented with effect from
01 April 2009. All Board members with the exception of the CEO and ACEO, are non-executive.

* Mr B. Mngoma and Mr MC. Ntumba both serve on the Audit and Risk Committee and Mrs M Lincoln-Burbidge
serves on the Information Technology Steering Committee of the Regulator.

1 Deceased
2010 2009
26. Irregular expenditure R R
Opening balance 890,902 -
Add: Irregular Expenditure - current year 2,674,647 890,902
3,565,549 890,902
Details of irregular expenditure — Disciplinary steps taken/
current year criminal proceedings
External Technical Advisor to the Government None 2,154,600
Diamond Valuator
Ford Ranger 4 X 4 - Kimberley Office None 306,511
HP Scanjet N9120 Printer - Licencing None 58,026
Sartorius LP3200 (FF) Carat None 57,439
Security Declaration Labels None 38,846
Carpet Cleaning None 35,226
Audit Commitee Fees None 23,999
2,674,647

Request for condonation of the prior year's irreqular expenditure (R890 902) has been sub-
mitted to the Board, as per Treasury Regulation 16 A6.4, and a response is awaited.

Request for condonation of the current year’s irregular expenditure (R2 674 647) will be sent
to the Board and the National Treasury.
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2010 2009
27. Deviation from supply chain management regulations R R

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

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

The services of the External Technical Advisor to the Government Diamond Valuator were
procured during the financial year under review and the process followed in procuring those
services deviated from the provisions of paragraph 12(1)(d)(i) as stated above. The reasons
for these deviations have been documented and submitted to the Board and the National
Treasury for condonation.

A total amount of R2 650 648 was incurred during the financial year under review and the
Preference Point System was not followed, in terms of section 2 (a) of the Preferential Pro-
curement Policy Framenwork Act No. 5 of 2000.

A total amount of R23 999 was incurred during the financial year under review. The Regulator
engaged individuals that are not employed by the State to serve on its Audit Committee, and
these members were not remunerated according to the scales authorised by the Minister of
Mineral Resources, as required by section 11 (5) of the Diamonds Amendmendt Act, 2005.

28. Unauthorised expenditure

Gross Funeral costs of the late Chief Executive Officer 239,562 -

R184 132 in donations were received relating specifically to the funeral costs of the late
Chief Executive Officer, and this results in R55 430 net amount of the unauthorised expendi-
ture. The Regulator has engaged the family with the view of recovering this expenditure and
a response is awaited.

No criminal or disciplinary steps were taken as a consequence of above expenditure.

29. New standards and interpretations

29.1 Standards and interpretations effective and adopted in the current year

In the current year, the entity has adopted the following standards and interpretations that
are effective for the current financial year and that are relevant to its operations:

GRAP 4: The Effects of Changes in Foreign Exchange Rates
The initial application of GRAP 4 will have no impact on the annual financial statements. The
following Directives also need to be considered:
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29. New standards and interpretations

Directive 2 - Transitional provisions for public entities, municipal entities and constitutional
institutions, requires retrospective application on the initial adoption of the Standard except
for the acquisition of foreign operations.

Directive 3 - Transitional provisions for high capacity municipalities requires retrospective
application of the Standard.

Directive 4 - Transitional provisions for medium and low capacity municipalities requires
retrospective application of the Standard.

The effective date of the standard is for years beginning on or after 01 April 2009.

This standard is not expected to have an impact as the entity does not have any foreign cur-
rency denominated transactions.

GRAP 5: Borrowing Costs

This Standard allows entities, in the exceptionally rare cases, to expense borrowing costs that
are directly attributable to the acquisition, construction or production of a qualifying asset.
This applies when it is inappropriate to capitalise borrowing costs.

It is inappropriate to capitalise borrowing costs when, and only when, there is clear evidence
that it is difficult to link the borrowing requirement of an entity directly to the nature of the ex-
penditure to be funded i.e. capital or current. In such cases, an entity shall expense those bor-
rowing costs related to a qualifying asset directly to the statement of financial performance.

The following Directives also need to be considered:

Directive 2 - Transitional provisions for public entities, municipal entities and constitutional
institutions requires that the Standard will only apply to borrowing costs incurred on qualify-
ing assets where the commencement date for capitalisation is on or after the effective date
of the Standard.

Directive 3 - Transitional provisions for high capacity municipalities requires that the Standard
will only apply to borrowing costs incurred on qualifying assets where the commencement
date for capitalisation is on or after the effective date of the Standard.

Directive 4 - Transitional provisions for medium and low capacity municipalities requires only
prospective application of the Standard and only will apply to borrowing costs incurred on
qualifying assets where the commencement date for capitalisation is on or after the effective
date of the Standard.

The effective date of the standard is for years beginning on or after 01 April 2009.

This standard is not expected to have any impact as the entity does not have qualifying as-
sets in its operations.
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29. New standards and interpretations (continued)

GRAP 6: Consolidated and Separate Financial Statements

GRAP 6 includes specific guidance on whether control exists and on power conditions to
determine whether control exits in a public sector context — public sector entities need to
consider impact of this guidance to determine whether an investment should be accounted
for in accordance with GRAP 6.

GRAP 6 includes specific guidance and explanatory material on the accounting of special
purpose entities adopted from SIC 12 — SA specific public sector amendment. Public sec-
tor entities need to consider impact of this guidance to determine whether an investment
should be accounted for in accordance with GRAP 6.

The initial application of GRAP 6 will have no impact on the annual financial statements. The
following Directives also need to be considered:

Directive 2 - Transitional provisions for public entities, municipal entities and constitutional
institutions, requires retrospective application of the Standard.

Directive 3 - Transitional provisions for high capacity municipalities requires retrospective
application of the Standard for separate annual financial statements. For consolidated an-
nual financial statements the result of initially adopting the Standard shall be recognised
in the economic entity as an adjustment to the opening balance of accumulated surplus or
deficit and comparative information need not be restated for the economic entity.

Directive 4 - Transitional provisions for medium and low capacity municipalities requires
retrospective application of the Standard for separate annual financial statements. For con-
solidated annual financial statements the result of initially adopting the Standard shall be
recognised in the economic entity as an adjustment to the opening balance of accumulated
surplus or deficit and comparative information need not be restated for the economic entity.

The effective date of the standard is for years beginning on or after 01 April 2009.

This standard is not expected to have an impact on entity as it does not have subsidiaries.

GRAP 7: Investments in Associates
An associate is an entity in which the investor has significant influence and which is neither
a controlled entity nor a joint venture of the investor.

Significant influence is the power to participate in the financial and operating policy deci-
sions of the investee, but is not control over those policies. The investor must exercise
judgement in the context of all available information to determine if it has significant influ-
ence over an investee.

An investor accounts for investments in associates in the consolidated annual financial
statements using the equity method. The initial application of GRAP 7 will have no impact
on the annual financial statements.

The following Directives also need to be considered:

Directive 2 - Transitional provisions for public entities, municipal entities and constitutional
institutions, requires retrospective application of the Standard.
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29. New standards and interpretations (continued)

GRAP 7: Investments in Associates (continued)

Directive 3 - Transitional provisions for high capacity municipalities requires retrospective
application of the Standard for separate annual financial statements. Any adjustments re-
quired to annual financial statements as a result of initially applying the equity method shall
be recognised as an adjustment to the opening balance of accumulated surplus or deficit
of the period in which the Standard is adopted. Comparative information need not be re-
stated in these annual financial statements.

Directive 4 - Transitional provisions for medium and low capacity municipalities requires
retrospective application of the Standard for separate annual financial statements. Any ad-
justments required to annual financial statements as a result of initially applying the equity
method shall be recognised as an adjustment to the opening balance of accumulated sur-
plus or deficit of the period in which the Standard is adopted. Comparative information
need not be restated in these annual financial statements.

The effective date of the standard is for years beginning on or after 01 April 2009.

This standard is not expected to have an impact on the entity as it does not have associates.

GRAP 8: Interests in Joint Ventures

GRAP 8 uses a different definition for joint venture and joint control - contractual arrange-
ment has been replaced by binding arrangement (public sector amendment) - public enti-
ties need to review current arrangements to determine whether they fall within the scope of
GRAP 8 as a result of the public sector amendment.

Applying the definition of joint control as defined in this Standard may result in the identi-
fication of other entities that are also jointly controlled ventures in addition to those identi-
fied by complying with applicable legislation.

GRAP 8 incorporates guidance adopted from SIC13 on Non-monetary Contributions by
ventures issued by the IASB i.e. provisions for accounting for non-monetary contributions
to a jointly controlled entity in exchange for an equity interest in the jointly controlled en-
tity that is accounted for using either the equity method or proportionate consolidation.
(Par.57-62).

The following Directives also need to be considered:

Directive 2 - Transitional provisions for public entities, municipal entities and constitutional
institutions, requires retrospective application of the Standard.

Directive 3 - Transitional provisions for high capacity municipalities requires retrospective
application of the Standard for separate annual financial statements. Any adjustments re-
quired to annual financial statements as a result of initially applying the equity or propor-
tionate consolidation method shall be recognised as an adjustment to the opening balance
of accumulated surplus or deficit of the period in which the Standard is adopted. Compara-
tive information need not be restated in these annual financial statements.
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29. New standards and interpretations (continued)

GRAP 8: Interests in Joint Ventures (continued)

Directive 4 - Transitional provisions for medium and low capacity municipalities requires ret-
rospective application of the Standard for separate annual financial statements. Any adjust-
ments required to annual financial statements as a result of initially applying the equity or
proportionate consolidation method shall be recognised as an adjustment to the opening
balance of accumulated surplus or deficit of the period in which the Standard is adopted.
Comparative information need not be restated in these annual financial statements.

The effective date of the standard is for years beginning on or after 01 April 2009.

This standard is not expected to have an impact on the entity as it does not have joint ven-
ture arrangements.

GRAP 9: Revenue from Exchange Transactions

The definition of revenue in terms of GRAP 9 incorporates the concept of service potential.
Revenue is the gross inflow of economic benefits or service potential when those inflows re-
sult in an increase in net assets, other than increases relating to contributions from owners.

Entities may derive revenue from exchange or non-exchange transactions.

An exchange transaction is one in which the entity receives resources or has liabilities ex-
tinguished, and directly gives approximately equal value to the other party in exchange.

Non-exchange revenue transaction is a transaction where an entity receives value from an-
other entity without directly giving approximately equal value in exchange.

An entity recognises revenue when it is probable that economic benefits or service potential
will flow to the entity, and the entity can measure the benefits reliably.

GRAP 9 clarifies that this Standard only applies to revenue from exchange transactions.
Other than terminology difference, no affect on initial adoption of Standard on GRAP 9. The

following Directives also need to be considered:

Directive 2 - Transitional provisions for public entities, municipal entities and constitutional
institutions requires retrospective application of this Standard.

Directive 3 - Transitional provisions for high capacity municipalities requires retrospective
application of the Standard.

Directive 4 - Transitional provisions for medium and low capacity municipalities requires
retrospective application of the Standard.

The effective date of the standard is for years beginning on or after 01 April 2009.

The entity has adopted the standard for the first time in the 2010 annual financial statements.
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29. New standards and interpretations (continued)

GRAP 10: Financial Reporting in Hyperinflationary Economies
GRAP 10 includes additional guidance as adopted from Financial Reporting in Hyperinfla-
tionary Economies (IFRIC 7) on Applying the Restatement Approach.

The initial application of GRAP 4 will have no impact on the annual financial statements. The
effective date of the standard is for years beginning on or after 01 April 2009.

This standard will have no impact on the financial statements.

GRAP 11: Construction Contracts
The definition for “construction contract” was expanded by including a binding arrange-
ment that do not take the form of a legal contract within the scope of the Standard.

Definition for “cost plus or cost based contract” has been expanded to include commer-
cially-based contract. The scope has been expanded to include cost based and non-com-
mercial contracts.

Public entities need to review contracts to determine whether they fall within the scope of
the Standard based on the above changes.

GRAP 11 incorporates the concept of service potential in the condition to determine wheth-
er the outcome of a construction contract can be estimated reliably. The requirement to
recognise an expected deficit on a contract immediately when it becomes probable that
contract costs will exceed total contract revenue applies only to contracts in which it is in-
tended at the inception of the contract that contract costs are to be fully recovered from the
parties to that contract (par.47).

Other than the above requirements, there is no other affect on initial adoption of GRAP 11.

The following Directives also need to be considered:

Directive 2 - Transitional provisions for public entities, municipal entities and constitutional
institutions requires retrospective application of this Standard.

Directive 3 - Transitional provisions for high capacity municipalities requires retrospective
application of the Standard.

Directive 4 - Transitional provisions for medium and low capacity municipalities requires
retrospective application of the Standard.

The effective date of the standard is for years beginning on or after 01 April 2009.

This standard will have no impact on the financial statements as the entity does not enter
into construction contracts.
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29. New standards and interpretations (continued)

GRAP 12: Inventories

GRAP 12 includes the definition of current replacement costs as the cost the entity would in-
cur to acquire the asset on the reporting date. GRAP 12 also includes the principal of service
potential associated with the item that will flow to the entity as part of recognition criteria
for inventories as well as the concept of goods purchased or produced for distribution at no
charge or for a nominal consideration, which is specific to the public sector.

Initial measurement is required at cost (an exchange transaction) and where inventories are
acquired at no cost or nominal consideration (non-exchange transaction), their cost shall be
their fair value at acquisition date.

Subsequent measurement shall be at lower of cost and net realisable value except if inven-
tories are held for:

« distribution at no charge or for a nominal charge, or
« consumption in the production process of goods to be distributed at no charge or for
a nominal charge.

If the above applies then subsequent measurement shall be at the lower of cost or current
replacement cost.

The retail method of measurement of cost is excluded from GRAP 12.

Directive 2 - Transitional provisions for public entities, municipal entities and constitutional
institutions requires retrospective application of this Standard.

Directive 3 - Transitional provisions for high capacity municipalities requires retrospective
application of the Standard.

Directive 4 - Transitional provisions for medium and low capacity municipalities requires ret-
rospective application of the Standard. However, entities are not required to measure inven-
tories in accordance with the requirements of the Standard for reporting periods beginning
on or after a date within three years following the date of initial adoption of the Standard.

The effective date of the standard is for years beginning on or after 01 April 2009.

GRAP 13: Leases
GRAP 13 incorporates additional guidance on the concept of substance and legal form of a
transaction, to illustrate the difference between lease and other contracts and on operating
lease incentives.

In certain circumstances, legislation may prohibit the entering into certain types of lease
agreements. If the entity has contravened these legislative requirements, the entity is still

required to apply the requirements of GRAP 13.

Other than the abovementioned requirements, there is no other impact on the initial adop-
tion of GRAP13. The following Directives also need to be considered:

Directive 2 - Transitional provisions for public entities, municipal entities and constitutional
institutions requires retrospective application of the Standard.
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29. New standards and interpretations (continued)

GRAP 13: Leases

Directive 3 - Transitional provisions for high capacity municipalities requires retrospective
application of the Standard. Where items have not been recognised as a result of transi-
tional provisions under the Standard of GRAP on Property, Plant and Equipment, the rec-
ognition requirements of the Standard would not apply to such items until the transitional
provision in that Standard expires.

Directive 4 - Transitional provisions for medium and low capacity municipalities requires
retrospective application of the Standard. Where items have not been recognised as a result
of transitional provisions under the Standard of GRAP on Property, Plant and Equipment or
the Standard of GRAP on Agriculture, the recognition requirements of the Standard would
not apply to such items until the transitional provision in that Standard expires.

The effective date of the standard is for years beginning on or after 01 April 2009.

GRAP 14: Events after the reporting date
An event, which could be favourable or unfavourable, that occurs between the reporting
date and the date the annual financial statements are authorised for issue.

GRAP 14 requires the date of authorisation for issue is the date on which the annual finan-
cial statements have received approval from management to be issued to the executive
authority or municipal council.

Two types of events can be identified:

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

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

An entity shall adjust the amounts recognised in its annual financial statements to reflect
adjusting events after the reporting date.

An entity shall not adjust the amounts recognised in its annual financial statements to reflect
non-adjusting events after the reporting date.

The effective date of the standard is for years beginning on or after 01 April 2009.

GRAP 16: Investment Property

Investment property includes property held to earn rentals and/or for capital appreciation,
rather than held to meet service delivery objectives, the production or supply of goods or
services, or the sale of an asset in the ordinary course of an entity’s operations.

GRAP 16 states that the use of property to provide housing as a social service does not
qualify as investment property even though rentals are earned.

At initial recognition, investment property is measured at cost including transaction costs.
However, where an entity acquires investment property through a non-exchange transac-
tion (i.e. where it acquired the investment property for no or a nominal value), its cost is its
fair value as at the date of acquisition.
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29. New standards and interpretations (continued)

GRAP 16: Investment Property (continued)
The cost of self-constructed investment property is the cost at date of completion.

After initial recognition, entities can carry investment property at either the fair value (fair value
model) or cost less accumulated depreciation and accumulated impairment (cost model).

An entity is required to disclose the fair value of investment property if the cost model is used.
When an entity carries investment properties at fair value, the fair value needs to be determined
at every reporting date. Gains or losses arising from changes in fair value are included in surplus
or deficit for the period in which they arise.

The following Directives also need to be considered:

Directive 2 - Transitional provisions for public entities, municipal entities and constitutional insti-
tutions requires retrospective application of this Standard.

Directive 3 - Transitional provisions for high capacity municipalities requires retrospective ap-
plication of the Standard.

Directive 4 - Transitional provisions for medium and low capacity municipalities requires retro-
spective application of the Standard. However, entities are not required to measure investment
properties in accordance with the requirements of the Standard for reporting periods beginning
on or after a date within three years following the date of initial adoption of the Standard.

The effective date of the standard is for years beginning on or after 01 April 2009. This standard
will have no impact on the financial statements.

GRAP 17: Property, Plant and Equipment
GRAP 17 does not require or prohibit the recognition of heritage assets but if an entity recog-
nises heritage assets the entity needs to comply with GRAP 17 disclosure requirements.

Additional commentary has been included in to clarify the applicability of infrastructure assets
to be recognised in terms of GRAP 17.

Where an entity acquires an asset through a non-exchange transaction, i.e. for a nominal or no
consideration, its cost is its fair value as at the date of acquisition.

The disclosure requirement for temporarily idle, fully depreciated property, plant and equip-
ment and for property, plant and equipment that are retired from active use is required in GRAP
17 whereas IAS 16 only encourages this disclosure.

The following Directives also need to be considered:

Directive 2 - Transitional provisions for public entities, municipal entities and constitutional insti-
tutions requires retrospective application of this Standard.

Directive 3 - Transitional provisions for high capacity municipalities requires retrospective appli-
cation of the Standard. However, entities that applied the transitional provisions in the Standard
of GAMAP on Property, Plant and Equipment may continue to take advantage of those transi-
tional provisions until they expire.
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29. New standards and interpretations (continued)

Directive 4 - Transitional provisions for medium and low capacity municipalities requires ret-
rospective application of the Standard. However, entities that applied the transitional provi-
sions in the Standard of GAMAP on Property, Plant and Equipment may continue to take
advantage of those transitional provisions until they expire. Entities are also not required to
measure classes of Property, Plant and Equipment in accordance with the requirements of
the Standard for reporting periods beginning on or after a date within three years following
the date of initial adoption of the Standard.

The effective date of the standard is for years beginning on or after 01 April 2009.

GRAP 19: Provisions, Contingent Liabilities and Contingent Assets

GRAP 19 excludes from its scope those provisions and contingent liabilities arising from
social benefits for which it does not receive consideration that is approximately equal to the
value of goods and services provided directly in return from the recipients of those benefits.

For the purpose of GRAP 19, social benefits refers to goods, services and other benefits
provided in the pursuit of the social policy objective of a government. This Standard in-
cludes guidance on the accounting of these social benefits.

Outflow of resources embodying service potential also needs to be considered in when as-
sessing if a present obligation that arises from past events exists or not.

The Standard includes accounting for obligations to make additional contributions to a
fund. This is similar to the requirements of IFRIC5 (AC438).

It further includes the accounting for the changes in existing decommissioning, restoration
and similar liabilities. This is similar to the requirements of IFRIC1 (AC434).

GRAP 19 gives specific guidance regarding restructuring by way of transfers that will take
place under a government directive and will not involve binding agreements. An obligation
exists only when there is a binding transfer agreement.

Additional disclosure for each class of provision regarding reductions in the carrying
amounts of provisions that result from payments or other outflows of economic benefits or
service potential made during the reporting period and reductions in the carrying amounts
of provisions resulting from remeasurement of the estimated future outflow of economic
benefits or service potential, or from settlement of the provisions without cost to the entity.

If an external valuation is used to measure a provision the information relating to the valua-
tion can usefully be disclosed.

Directive 2 - Transitional provisions for public entities, municipal entities and constitutional
institutions requires retrospective application of this Standard.

Directive 3 - Transitional provisions for high capacity municipalities requires retrospective
application of the Standard. However, where items have not been recognised as a result-of
transitional provisions under the Standard on Property, Plant and Equipment, the recogni-
tion requirements of the Standard on Provisions, Contingent Liabilities and Contingent As-
sets would not apply to such items until the transitional provisions in that Standard expire.
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29. New standards and interpretations (continued)

GRAP 19: Provisions, Contingent Liabilities and Contingent Assets

Directive 4 - Transitional provisions for medium and low capacity municipalities requires ret-
rospective application of the Standard. However, where items have not been recognised as
a result of transitional provisions under the Standard on Property, Plant and Equipment, the
recognition requirements of the Standard on Provisions, Contingent Liabilities and Contin-
gent Assets would not apply to such items until the transitional provisions in that Standard
expire.

The effective date of the standard is for years beginning on or after 01 April 2009.

This standard will not have any impact on the entity as it does not have different segments
of operations.

GRAP 100: Non-current Assets Held for Sale and Discontinued Operations
GRAP 100 includes in its scope the reference to non-cash generating assets. It further in-
cludes definitions relevant to the understanding of the Standard e.g. “Non-cash-generating
assets” are assets other than cash-generating assets and “value in use of a non-cash-gener-
ating asset” is the present value of the asset’s remaining service potential.

GRAP 100 excludes from the description of a discontinued operation reference to a control-
led entity acquired exclusively with a view to resale.

Directive 2 - Transitional provisions for public entities, municipal entities and constitutional
institutions requires prospective application of this Standard.

Directive 3 - Transitional provisions for high capacity municipalities requires prospective ap-
plication of the Standard. However, the Standard would not apply to those items that have
not been recognised as a result of the transitional provisions under the Standard of Prop-
erty, Plant and Equipment until the transitional provision in that Standard expires.

Directive 4 - Transitional provisions for medium and low capacity municipalities requires
prospective application of the Standard. However, the Standard would not apply to those
items that have not been recognised as a result of the transitional provisions under the
Standards of GRAP on Inventories, Investment Property, Property, Plant and Equipment,
Agriculture and Intangible Assets until the transitional provision in that Standard expires.

The effective date of the standard is for years beginning on or after 01 April 2009. This
standard will have no impact on the financial statements.

GRAP 101: Agriculture

GRAP 101 excludes guidance on accounting for non-exchange revenue from government
grants related to a biological asset as GRAP 23 on Revenue from Non-Exchange Transac-
tions will provide such guidance.

Recognition requirement includes the concept of the probable flow of service potential.

Biological assets acquired at no or for a nominal value shall be measured on initial recogni-
tion and at each reporting date at its fair value less estimated point-of-sale costs.
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29. New standards and interpretations (continued)

GRAP 101: Agriculture

Additional disclosure is required of biological assets for which the entity’s use or capacity to
sell is subject to restrictions imposed by regulations that have a significant impact on their
total fair value less estimated point-of-sale costs.

In the reconciliation of changes in the carrying amount of biological assets between the
beginning and the end of the current period it is also required to disclose increases or de-
creases due to transfers.

The following Directives also need to be considered:

Directive 2 - Transitional provisions for public entities, municipal entities and constitutional
institutions requires retrospective application of this Standard.

Directive 3 - Transitional provisions for high capacity municipalities requires any adjustments
required to the previous carrying amounts of assets and net assets shall be recognised as an
adjustment to the opening balance of accumulated surplus or deficit in the period that the
Standard initially adopted. Comparative information is not required to be restated on initial
adoption of this Standard.

Directive 4 - Transitional provisions for medium and low capacity requires any adjustments
required to the previous carrying amounts of assets and net assets shall be recognised as
an adjustment to the opening balance of accumulated surplus or deficit in the period that
the Standard is initially adopted. Comparative information is not required to be restated.
Entities are not required to recognise biological assets and/or agricultural produce for re-
porting periods beginning on or after a date within three years following the date of initial
adoption of this Standard.

The effective date of the standard is for years beginning on or after 01 April 2009.

This standard will not have any impact on the entity as it does not have any agricultural activities.

GRAP 102: Intangible Assets
GRAP 102 excludes guidance on accounting for intangible assets acquired as part of an entity
combination and in-process research and development costs acquired in an entity combination.

Recognition requirement includes the concept of the probable flow of service potential.

GRAP 102 distinguishes between impairment loss of cash generating and non-cash-gener-
ating assets.

Intangible assets acquired at no or for a nominal cost shall be measured on acquisition date at
its fair value.

In GRAP 102 the identifiability criterion in the definition of an intangible asset has been ex-
panded to include contractual rights arising from binding arrangements, and to exclude rights
granted by statute.

Additional guidance included in GRAP 102 to explain that distinction should be made between
assets associated with the item of property, plant and equipment and the intangible asset.
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29. New standards and interpretations (continued)

GRAP 102: Intangible Assets
Guidance on web site costs has been included in GRAP 102 from SIC Interpretation 32 Intangi-
ble Assets — Web Site Costs.

Guidance on intangible assets that may be acquired in exchange for non-monetary assets,
where the exchange transaction lacks commercial substance has not been included in GRAP
102 as guidance to be included in GRAP 23,

GRAP 102 does not state “gains shall not be classified as revenue” as GRAP term “income” has
a broader meaning than the term “revenue”.

Directive 2 - Transitional provisions for public entities, municipal entities and constitutional insti-
tutions requires retrospective application of this Standard.

Directive 3 - Transitional provisions for high capacity municipalities requires retrospective ap-
plication of the Standard. Where entities have, on initial adoption of the Standard, accumulated
and retained sufficient information about costs and the future economic benefits or service
potential related to intangible assets that may have been expensed previously, those intangible
assets should be recognised in accordance with the Standard.

Directive 4 - Transitional provisions for medium and low capacity requires retrospective applica-
tion of the Standard. Where entities have, on initial adoption of the Standard, accumulated and
retained sufficient information about costs and the future economic benefits or service potential
related to intangible assets that may have been expensed previously, those intangible assets
should be recognised in accordance with the Standard. Entities are not required to measure
intangible assets for reporting periods beginning on or after a date within three years following
the date of initial adoption of the Standard of GRAP on Intangible Assets.

The effective date of the standard is for years beginning on or after 01 April 2009.

29.2 Standards and interpretations not yet effective

The entity has chosen not to early adopt the following standards and interpretations, which
have been published and are mandatory for the entity’s accounting periods beginning on
or after 01 April 2010 or later periods:

GRAP 23: Revenue from Non-exchange Transactions

Revenue from non-exchange transactions arises when an entity receives value from another
entity without directly giving approximately equal value in exchange. An asset acquired
through a non-exchange transaction shall initially be measured at its fair value as at the date
of acquisition.

This revenue will be measured at the amount of increase in net assets recognised by the
entity.
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29. New standards and interpretations (continued)

GRAP 23: Revenue from Non-exchange Transactions

An inflow of resources from a non-exchange transaction recognised as an asset shall be
recognised as revenue, except to the extent that a liability is recognised for the same inflow.
As an entity satisfies a present obligation recognised as a liability in respect of an inflow of
resources from a non-exchange transaction recognised as an asset, it will reduce the carry-
ing amount of the liability recognised as recognise an amount equal to that reduction.

This Standard has been approved by the Board but its effective date has not yet been de-
termined by the Minister of Finance. The effective date indicated is a provisional date and
could change depending on the decision of the Minister of Finance.

This standard is not expected to have any impact on the entity’s financial statements.

It is unlikely that the standard will have a material impact on the entity’s annual financial
statements.

GRAP 103: Heritage Assets

Grap 103 defines heritage assets as assets which have a cultural, environmental, historical,
natural, scientific, technological or artistic significance and are held indefinitely for the ben-
efit of present and future generations.

Certain heritage assets are described as inalienable items thus assets which are retained
indefinitely and cannot be disposed of without consent as required by law or otherwise.

A heritage asset should be recognised as an asset only if:

« it is probable that future economic benefits or service potential associated with the as-
set will to the entity; and
+  the cost of fair value of the asset can be measured reliably.

The standard required judgment in applying the initial recognition criteria to the specific
circumstances surrounding the entity and the assets.

Grap 103 states that a heritage asset should be measured at its cost unless it is acquired
through a non-exchange transaction which should then be measured at its fair value as at
the date of acquisition.

In terms of the standard, an entity has a choice between the cost and revaluation model
as accounting policy for subsequent recognition and should apply the chosen policy to an
entire class of heritage assets.

The cost model requires a class of heritage assets to be carried at its cost less any accumu-
lated impairment losses.

The revaluation model required a class of heritage assets to be carried at its fair value at the
date of the revaluation less any subsequent impairment losses. The standard also states that
a restriction on the disposal of a heritage asset does not preclude the entity from determin-
ing the fair value.
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29. New standards and interpretations (continued)

GRAP 103: Heritage Assets

Grap 103 prescribes that when determining the fair value of a heritage asset that has more
than one purpose, the fair value should reflect both the asset’s heritage value and the value
obtained from its use in the production or supply of goods or services or for administrative
purposes.

If a heritage asset’s carrying amount is increased as a result of a revaluation, the increase
should be credited directly to a revaluation surplus. However, the increase should be recog-
nised in surplus or deficit to the extent that it reverses a revaluation decrease of the same her-
itage asset previously recognised in surplus or deficit. If a heritage asset’s carrying amount is
decreased as a result of a revaluation, the decrease should be recognised in surplus or deficit.
However, the decrease should be debited directly to a revaluation surplus to the extent of any
credit balance existing in the revaluation surplus in respect of that heritage asset.

Grap 103 states that a heritage asset should not be depreciated but an entity should assess
at each reporting date whether there is an indication that it may be impaired.

In terms of the standard, compensation from third parties for heritage assets that have been
impaired, lost or given up, should be included in surplus or deficit when the compensation
becomes receivable.

For a transfer from heritage assets carried at a revalued amount to property, plant and
equipment, investment property, inventories or intangible assets, the asset’s deemed cost
for subsequent accounting should be its revalued amount at the date of transfer. The entity
should treat any difference at that date between the carrying amount of the heritage asset
and its fair value in the same way as a revaluation in accordance with this Standard. If an
item of property, plant and equipment or an intangible asset carried at a revalued amount,
or investment property carried at fair value is reclassified as a heritage asset carried at a
revalued amount, the entity applies the applicable Standard of GRAP to that asset up to the
date of change. The entity treats any difference at that date between the carrying amount
of the asset and its fair value in accordance with the applicable Standard of GRAP relating
to that asset. For a transfer from investment property carried at fair value, or inventories to
heritage assets at a revalued amount, any difference between the fair value of the asset at
that date and its previous carrying amount should be recognised in surplus or deficit.

The carrying amount of a heritage asset should be derecognised:

« ondisposal, or
«  when no future economic benefits or service potential are expected from its use or
disposal.

The gain or loss arising from the derecognition of a heritage asset should be determined
as the difference between the net disposal proceeds, if any, and the carrying amount of the
heritage asset. Such difference is recognised in surplus or deficit when the heritage asset is
derecognised.

This standard is not expected to have any impact on the entity’s financial statements.

It is unlikely that the standard will have a material impact on the entity’s annual financial
statements.
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29. New standards and interpretations (continued)

GRAP 21: Impairment of Non-cash-generating Assets

The Standard prescribes the procedures that an entity applies to determine whether a non-
cash-generating asset is impaired and to ensure that impairment losses are recognised. The
Standard also specifies when an entity would reverse an impairment loss and prescribes
disclosures.

The standard will have no impact on the entity’s results.

It is unlikely that the standard will have a material impact on the entity’s annual financial
statements.

GRAP 25: Employee Benefits
This Standard prescribes the accounting and disclosure for employee benefits. The Stand-
ard requires an entity to recognise:

(i) a liability when an employee has provided service in exchange for employee benefits to
be paid in the future; and

(ii) an expense when the entity consumes the economic benefits or service potential aris-
ing from service provided by an employee in exchange for employee benefits.

The entity has adopted the standard early in prior and current annual financial statements,
and will have no impact on the entity’s results.

GRAP 104: Financial instruments
The objective of this Standard is to establish principles for recognising, measuring, present-

ing and disclosing financial instruments.

The entity has adopted the standard for the first time in the 2010 annual financial state-
ments, and will have no impact on the entity’s results.
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Annexure A
Audited Supplementary Schedule - 2010 SOCCER WORLD CUP™ EXPENDITURE

2010
Quantity R

2009

Tickets acquired

None - -

Distribution of tickets

None - -

Travel costs

None - -

Purchase of other world cup apparel

None - -

Total world cup expenditure - -

Tickets acquired after year-end (31 March 2010)

None - -

Distribution of tickets acquired after year-end

None - -

Travel costs after year-end (31 March 2010)

None - -

Purchase of other world cup apparel after year-end (31 March 2010)

Decorations (Head Office) - Flags, Pictures and Drawings 350

Total world cup expenditure 350
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Annexure B

Statement of Comparison of Budget and Actual Amounts

2009
2010 (Restated)
R R
Actual Budgeted Variance Actual
R R R R
Revenue
Government Grants 39,412,388 - 39,412,388 40,000,000
Levy income, licence and
service fees 3,621,367 = 3,057,897 18,353,396
Other income 247,142 - 247,142 26,292
Interest received -
investment 5,099,201 - 5,099,201 6,494,011
TOTAL REVENUE 48,380,098 - 48,380,098 64,873,699
Expenditure
Auditors' remuneration (1,328,429) (944,307) 384,122 (1,619,369)
Board members' fees (791,674) (878,422) (83,751) (550,102)
Communications (704,284) (360,323) 343,961 (658,953)
Consulting and
professional fees (1,033,631) (3,030,515) (1,996,884) (1,298,166)
Depreciation and
amortisation (2,916,227) - 2,916,227 (2,912,621)
Employee costs (26,093,919) (30,586,773) (4,492,854) (21,370,695)
Finance costs (123,865) - (123,865) (139,792)
Lease rentals on
operating lease (857,082) (1,113,155) (256,073) (572,745)
Training (644,650) (394,330) 250,320 (797,217)
Travel - local (1,290,470) (2,079,729) (789,259) (1,151,188)
Travel - overseas (278,283) (818,206) (539,923) (563,280)
Valuation fees (2,154,600) (2,296,188) (141,588) (3,412,530)
Other operating expenses (4,741,104) (6,055,738) (1,314,634) (16,402,567)
TOTAL EXPENDITURE (42,961,215) (48,557,686) (5,844,201) (51,449,226)
Surplus/(Deficit) for the
year 5,418,883 (48,557,686) 42,535,897 13,424,473
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