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Abbreviations
and
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The Petroleum Oil and Gas Corporation of
South Africa (SOC) Limited
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Unleaded Petrol
Vice-President
Voluntary Severance Package

About
this
Report
The 2017 PetroSA Integrated Annual Report
(or “integrated report”) offers a comprehensive
review of our Company’s performance, challenges
and opportunities during the 2016/2017 financial
year. This report provides our Stakeholders with
insights into our recent financial, operational,
social and environmental performance as well as
into ongoing efforts to create sustainable value.

Scope and boundary

The process is informed by:

The integrated report provides
information on PetroSA’s main
business operations, functions,
projects, investments and joint
ventures. The report narrative
(pages 4 to 69) combined with
the consolidated annual financial
statements (pages 70 to 165)
provide all information relevant
to our Stakeholders and complies
with the reporting standards
we subscribe to.

• comprehensive collaboration and input involving
PetroSA internal and external Stakeholders;
• business and operational priorities;
• key strategic focus areas; and
• detailed and ongoing assessment of risks and opportunities.

Assurance
Assurance regarding the contents of this report is achieved
through an internal assurance process. At an internal level,
the Group Chief Executive Officer (GCEO) takes ultimate
responsibility for the correctness and relevance of the
contents of the report. However, the Executive Management
provides assurance that it has implemented, monitored
and managed all relevant controls, compliance, governance
and reporting requirements. This ensures the reliability
and integrity of the information presented in this report.
External assurance of our financials is provided by the
Auditor General, and their audit opinion can be found on
page 74 of this integrated report.

Materiality

Reporting structure and frameworks

To ensure that this report is accurate, relevant and consistent,
the reporting process is informed by the key material issues
impacting on, or impacted by, our business. The responsibility
for determining such materiality is ultimately that of the
PetroSA Board.

Every effort has been made to align with the integrated
reporting requirements of the King III Report on Corporate
Governance (see page 21). The report also conforms to the
standards and requirements of the South African Companies
Act 71 of 2008.

PetroSA Integrated Annual Report 2017 | 3

Our
Business
About us
5
Our mandate
5
Highlights for the 2016/2017
financial year
6
Our vision
7
Our mission
7
Our values
7
Organisational structure
8
What we do
8
Our global footprint
9
Performance against objectives 10
Stakeholder engagement
12

4 | PetroSA Integrated Annual Report 2017

ABOUT US
The Petroleum Oil and Gas Corporation of South Africa
SOC Limited (PetroSA) was formed in 2002 through the
merger of Soekor E and P (PTY) Limited, Mossgas (PTY)
Limited and parts of the Strategic Fuel Fund (SFF), a
subsidiary of CEF SOC Limited.
PetroSA is registered as a commercial entity under South
African law. CEF SOC Limited (PetroSA’s Shareholder)
is wholly owned by the Government of South Africa and
reports to the Department of Energy (DoE).

OUR MANDATE
PetroSA is mandated to operate as an integrated
commercial entity and create value for its Shareholder
and all its Stakeholders. Delivering on the mandate goes
beyond contributing to the national economy through tax
and dividend payments. Our mandate includes making a
significant contribution towards advancing the broader
national objectives of the South African Government,
such as economic growth, job creation and industry
transformation, for the ultimate benefit of all the
country’s citizens.

We own the world’s first Gas-to-Liquid
(GTL) refinery
The Mossel Bay GTL refinery is now the
world’s third largest
Our business spans the entire petroleum
value chain
We produce ultra-clean, low-sulphur,
low-aromatic synthetic fuels and
high-value products
We are industry leaders in transformation,
championing national objectives in the
petroleum industry
Our strategy is consistent with the
National Development Plan (NDP)
Our talent for innovation is recognised
globally, as we continue to develop and
own award-winning GTL technology
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our business

HIGHLIGHTS
FOR THE 2016/2017
FINANCIAL YEAR
Achieved a 96.6%
preferential
procurement spend,
against a target of
70–80%.

Ensured compliance
to environmental
standards, decreasing
incidents from seven
in 2015/2016, to five
in the 2016/2017
review period.

Processed
2.766 MMbbls from
indigenous wells
through the Mossel Bay
GTL refinery.

Successfully
negotiated the
postponement of the
NEMA Financial
Provision compliance
to April 2019.
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OUR VISION

To be the leading African
energy company

OUR MISSION

PetroSA will be the leading
provider of hydrocarbons
and related quality products,
by leveraging its proven
technologies and harnessing
its human capital for the
benefit of its Stakeholders

OUR VALUES

Stewardship
Honesty
Integrity
Respect
Transparency
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our business

ORGANISATIONAL
STRUCTURE
OFFICE OF THE CEO
Group Chief Executive Officer

FINANCE
Group Chief
Financial Officer

CORPORATE
AFFAIRS AND
SHARED SERVICES

HUMAN CAPITAL
VP: Human Capital

NEW VENTURES
MIDSTREAM
VP: New
Ventures Midstream

VP: New
Ventures Upstream

TRADING, SUPPLY
AND LOGISTICS
OPERATIONS
VP: Operations

VP: Trading, Supply
and Logistics

The GTL refinery produces
ultra-clean, low-sulphur,
low-aromatic synthetic fuels
and high-value products
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• Exploration and production of oil and
natural gas resources locally and
internationally. Locally, we operate
the FA-EM, South Coast and F-O
gas fields. In addition, we have
exploration acreage on the West
Coast of South Africa. Internationally,
we have producing and development
assets in Ghana.
• Participation in, and acquisition
of, local as well as international
upstream petroleum ventures.

VP: Corporate Affairs
and Shared Services

NEW VENTURES
UPSTREAM

WHAT WE DO

• Production of synthetic fuels from
offshore gas. The GTL refinery
produces ultra-clean, low-sulphur,
low-aromatic synthetic fuels and
high-value products converted
from natural methane-rich gas and
condensate using the unique GTL
Fischer–Tropsch technology. Key
commodities we produce include
unleaded petrol, diesel, kerosene,
fuel oil, propane, LPG, export
distillates and alcohols.
• Development of domestic refining
capacity, liquid fuels logistical
infrastructure and technology.
• Marketing and trading of oil and
petroleum products locally and
internationally. We sell most of our
fuel and fuel-related products to
major oil companies operating
in South Africa. These also include
high-value speciality chemicals
sold in the local and international
markets.

OUR GLOBAL
FOOTPRINT

PetroSA has formed multiple partnerships with
international players across the value chain.

EUROPE

Office in Rotterdam
The Netherlands

MIDDLE EAST

FAR EAST

NORTH AMERICA

PetroSA Ghana Ltd

SOUTH
AMERICA

Tzaneen depot
RSA West Coast
development
Cape Town
Head Office

Johannesburg office
Bloemfontein depot
GTL refinery
South Coast development

E&P
Offices
Depots
GTL Mossel Bay refinery and depot
Marketing
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PERFORMANCE AGAINST
OBJECTIVES

A summary of The Petroleum Oil And Gas Corporation
of South Africa SOC Ltd group business performance
against objectives is contained in the table below:

TABLE 1 Performance Against Objectives

1 TRANSFORMATION

OBJECTIVE

KEY PERFORMANCE INDICATOR

TARGET

ACTUAL

PERFORMANCE
RESULTS

TO MEET TRANSFORMATIONAL INITIATIVES
1.1 To implement new
organisational plan/structure

30 November 2016

The Board approved the
organisational structure in January
2017. Future state design approved
in February. Consultation process
with all recognised unions started
by end March 2017.

Not achieved

1.2 To ensure a 70–80%
Preferential Procurement target

70–80%

96.6%

Achieved

4 INTERNAL BUSINESS PROCESSES

3 STAKEHOLDERS

2 FINANCE

TO OPTIMISE PROFITABILITY THROUGH REVENUE ENHANCEMENT AND/OR COST REDUCTION
2.1 To obtain a gross margin
percentage of 5.5%

5.5%

-4.6%

Not achieved

2.2 To provide a total variance of
5% for actual costs vs budget
(operating expenses)

variance +5%

13%

Achieved

TO OBTAIN APPROPRIATE STAKEHOLDER SUPPORT
3.1 To develop and implement
the stakeholder engagement
plan in accordance with all
strategic initiatives

60–70% of the
Engagement
Management Plan
implemented in the
current financial year

55% of the Engagement
Management Plan was
implemented in the current year.

Not achieved

4.1 SHERQ Index

3

1.6

Not achieved

4.1.1 Safety

LTIFR = 0.35–0.39

0.69

Not achieved

4.1.2 Environment

=/<6

5

Achieved

4.1.3 Health

85–90% medical
surveillance with
documented health
risk assessments
in place

96% medical surveillance were
completed with documented
health risk asssessments.
7 confirmed cases of occupational
diseases were recorded.

Not achieved

4.1.4 Quality

Retain certification
plus 90%
completion of L1
assessments

71% completion L1 quality
assessments.

Not achieved

4.1.5 Process safety

Score of 3 on
Dashboard
(weighted average
for FA and GTL)

1

Not achieved

4.1.6 Divisional Risk Profiles (DRP)
are updated and presented
quarterly to EMAC

Index rating of 3

2

Not achieved

10 | PetroSA Integrated Annual Report 2017

TABLE 1 Performance Against Objectives (continued)
OBJECTIVE

TARGET

ACTUAL

PERFORMANCE
RESULTS

4.2.1 Total indigenous GTL refinery
production and F-O

2.459 MMbbls

2.766 MMbbls

Achieved

4.2.2 Commence the FEED study
for LNG

31 March 2017

The commencement of a FEED
Study was not approved as DoE
support for an LNG importation
project was not seen as a key
strategic initiative at Saldanha Bay.

Not achieved

4.2.3 To select and approve
the long term option for
the sustainability of the
Mossel Bay GTL refinery

Initiate the next
project phase for
the selected option
by 31 March 2017

The Board approved the ECP project
as the preferred long term solution
for the GTL Refinery in July 2016.
The ECP project is currently in the
feasibility phase.

Achieved

4.2.4 To execute EBK project:
FEED completed

31 March 2017

FEED is on hold subject to PetroSA
securing a partner to fund and
execute the project.

Not achieved

4.2.5 To develop and implement a
compliance programme for
the NEMA decommissioning
liability

31 March 2017

Achieved postponement of the
NEMA Financial Provision
compliance date to February 2019

Not achieved

KEY PERFORMANCE INDICATOR

4 INTERNAL BUSINESS PROCESSES

4.2 Sustainability

4.3 Growth initiatives
4.3.1 To enter the downstream market
4.3.1.1 To implement the
downstream strategy

31 March 2017

The target was not achieved as
the project was put on hold.

Not achieved

4.3.1.2 To provide an approved
business case to respond
to the TNPA RFP for the
operatorship of the Offshore
Supply Base in the port of
Saldanha

30 September 2016

The bid response to the TNPA RFP
was not submitted by the bid closing
date of October 2016 as PetroSA
was unable to secure funding for
the business case.

Not achieved

Execute farmout
process to
completion by
31 March 2017

For Block 9 and 11a farmout, no
agreement was reached with the
farminee. PetroSA is awaiting CEF
Board approval for Blocks 2C, 3A/4A
and 5/6. Agreements to be finalised
in the new financial year.

Not achieved

4.3.2

To grow the upstream
resource base, reserves
& production for long-term
profitability

4.3.2.1	To execute farmout:
Block 9 and 11a and
West Coast farmouts
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STAKEHOLDER
ENGAGEMENT

Engaging with our Stakeholders across the oil and gas industry
value chain is of paramount importance. To this end, PetroSA has
developed a comprehensive, integrated stakeholder engagement
strategy that is reviewed from time to time as the environment
changes. In addition, a high-level stakeholder engagement plan
is developed annually to ensure complete coverage of all our
Stakeholders. As a norm, all our projects are executed with an
approved stakeholder engagement plan in place.

Stakeholder engagement strategy
PetroSA developed an integrated stakeholder engagement strategy based on King III and the requirements of the International
Integrated Reporting Council (IIRC), with input from senior management as well as the PetroSA Board of Directors (the Board).

TABLE 2 The Stakeholder engagement strategy entails the execution of the following activities
STAKEHOLDER

ENGAGEMENT CHANNELS

KEY CONCERNS

COMPANY RESPONSE

INTERNAL STAKEHOLDERS

CEF

Quarterly reports, one-on-one
meetings

Business sustainability

Business turnaround strategy
being developed

BOARD

Quarterly reports

Business sustainability

Business turnaround strategy
being developed

EMPLOYEES

Email bulletin, Intranet,
Employee Relations Forum,
employee imbizos

Business sustainability,
headcount reduction

Commission for Conciliation,
Mediation and Arbitration
(CCMA), Section 189 of Labour
Relations Act

TRADE UNIONS

Employee Relations Forum

Voluntary severance packages
(VSPs) for employees

CCMA, Section 189 of Labour
Relations Act

GOVERNMENT
MINISTRIES

Parliamentary briefings,
meetings of Portfolio Committee
on Energy, one-on-one meetings

Business sustainability,
regulatory adherence

Submission and presentation
of the turnaround plan

LOCAL
COMMUNITIES

Community Stakeholder Forum,
local-municipality meetings

Business sustainability, local
employment and business
opportunities, corporate
social investment (CSI)

Information dissemination
around business performance,
CSI spend on local communities

INDUSTRY BODIES

South African Petroleum
Industries Association (SAPIA)
meetings

Consensus on industry issues,
alignment on transformation
legislation

PetroSA is a member of
the board of governors at
SAPIA and participates in its
subcommittees

MEDIA

Press briefings, interviews,
press statements, response
to media enquiries

Business sustainability,
transparency, integrity

PetroSA communicates in a
transparent and truthful manner

EXTERNAL STAKEHOLDERS
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PetroSA Board

STATEMENT BY
INTERIM CHAIRPERSON
Nhlanhla Gumede

The 2016/2017 financial year was a
challenging period for the PetroSA
Group. The Company continued to
operate in an environment of low
crude oil prices, sluggish global
economic growth, and extremely
volatile Rand exchange rate.
Moreover, the PetroSA Group
continued to be challenged by
declining indigenous gas feedstock,
resulting in the Mossel Bay Gas-toLiquid refinery operating way below
its design capacity and importing
increased volumes of condensate at
a premium. Consequently, we ended
the financial year with a net loss of
R1.4 billion. This raft of negative
occurrences was exacerbated by the
passing of two colleagues at the GTL
refinery. Our deepest sympathy goes
to their families.

Improving crude oil prices
Following four consecutive years
of declining crude oil prices, slowly
improving oil prices during the
2016/2017 financial year did not result
in a notable improvement in upstream
spending and the desired decline in
excess supply. The biggest highlight
of the 2016/2017 financial year was
the decision by OPEC to curtail oil
production for the first time since the
2008 global financial crisis. The period
under review also saw a decline in
US shale production, while threats to

global oil demand were emerging either from new technology (such as electric
vehicles) or from weak global economic growth.
On the policy front, future supply of crude oil and refined products became more
uncertain following the signing of the Paris Agreement in 2016 to limit greenhouse
gas emissions. However, the withdrawal of the US from this agreement signals the
country’s intent to grow their fossil fuel production. In addition, the United Nations
International Maritime Organization (IMO) announced that it was going ahead with
a global sulphur cap of 0.5% on marine fuels starting in January 2020. Global
crude oil markets reacted immediately to this major policy shift, leading to a more
significant increase in diesel cracks compared to other refined products. With the
excess crude oil and refined products continuing to slowly decline, the financial
year ended with an average Brent crude oil price of USD48.67/bbl.

Weakening Rand
Global political events caused intermittent swings in the currency markets during
the 2016/2017 financial year, and had a major influence in emerging market
currencies against developed world currencies, including the US Dollar, Pound
and the Euro. Two major events that affected currency volatility in the last
financial year were the Brexit vote in June 2016, and the results of the US
elections, which surprised many around the world. In addition to these global
factors, the Rand was affected by the results of the local government elections
which led to a change in the governments of key metropolitan municipalities.
Also, the Rand weakened further following the cabinet reshuffle and the credit
ratings downgrades in early 2017. Nonetheless, the Rand remained resilient and
averaged R/USD14.06 for the 2016/2017 financial year.

PetroSA business
Our business continues to face several debilitating challenges. On 5 July 2017,
the Minister of Energy appointed a new interim Board of Directors for PetroSA.
The mandate of the new Board is to develop a strategic thrust that will ensure
the long-term commercial viability of PetroSA, consistent with the country’s
developmental agenda. At the core of such a strategic posture will be leveraging
our unique GTL technology and expertise. In addition, concerted efforts will be
employed to rationalise costs and improve efficiencies.
In addition, the Board will also focus on repositioning the Company to play a
significant role in the oil and gas industry and become a catalyst for development
in our economy.

We are confident we
can rebuild a strong
PetroSA brand that
inspires pride in all
… Stakeholders

Corporate Governance
The Board will undertake a comprehensive review of the current governance
framework in order to bolster agility in decision-making. The framework will be
aligned to the requirements of sound corporate practices outlined in King III and
all other relevant legislation, including international best practices.

Looking ahead
The year ahead is expected to be challenging. The new interim Board will be
well geared to face such challenges. The major focus for the Company is to
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develop the strategic thrust for the
Company. We will reposition our
Company for growth whilst advancing
deeper transformation and creating
sustainable jobs. We will ensure that we
improve efficiencies and build synergies
across the value chain, mindful of the
importance to retain and build scarce
skills. We are confident we can rebuild a
strong PetroSA brand that inspires pride
in all our diverse Stakeholders.

Gratitude
On behalf of the board, I want to thank the Minister of Energy, the Portfolio
Committee on Energy, DOE, CEF for their continued support and guidance.
The PetroSA Board also wishes to thank the Management of PetroSA for
ensuring a sustainable operation of our business despite all the challenges
we face. Our heartfelt appreciation goes to our employees for their loyalty
and dedication despite these challenges. Finally, our gratitude goes to our
Stakeholders, in particular our vendors and contractors, for supporting our
business during such a turbulent year.
Nhlanhla Gumede
Interim Chairperson
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PetroSA Board

BOARD OF
DIRECTORS

Nhlanhla Gumede (51)
Interim Chairperson
BSc (Eng.), MDP, MBA
Appointed 5 July 2017
CEO of the South African
Farmers Development
Agency. Former Chief
Director and Deputy
Director General
(Hydrocarbons) at the
Department of Energy.
Previous Board member
at PetroSA for the period
2002–2007. Former
Technical Advisor to
the Minister of Energy.
A former Associate
Director at Deloitte.

Quentin Eister (51)

Puleng Kwele (49)

Manqoba Ngubo (27)

BCom, Dip. Management
Studies, MDP
Appointed 5 July 2017

BSc (Hons), PDM, CM (SA),
MTN Global Advancement
Programme, Certificate in
Financial Management
Appointed 5 July 2017

BAccSci, PGDip (Accounting
Sciences)
Appointed 5 July 2017

Chairman and CEO
of iGREENS (Py) Ltd.
Non-executive Director at
Worley Parsons. Former
Executive Chairman of
Interstate Bus Lines.
Former senior executive at
South African Breweries.
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CEO and Executive Director
at Broadband Infraco
SOC. Director at Mahlasedi
Management Consultancy.
Former General Manager:
Carrier Services at MTN (SA).
Former Senior Executive
at TDS Directory Services.
Has served on Strategic
Infrastructure Project (SIP 15)
focusing on access to ICTs.
Awarded the 2015 CEO
Magazine–SADC South Most
Influential woman in 2015.

Mr Ngubo has held positions
including being management
consultant for the Passenger
Rail Agency of South Africa,
and has served as a
managing director and Chief
Financial Officer for various
investment companies. He
has previously been a lecturer
at the University of South
Africa and the University of
Zululand. He has experience
in advising on financial and
tax strategies, performing
audits, developing and
implementing business plans
and ensuring compliance with
applicable legislation and
regulations.

Sepheu Masemola (38)

Leanne Williams (37)

Mthozami Xiphu (61)

Lindiwe Mtunzi (47)

BCom (Fin Man), CEA
CIMA Cert BA
Appointed 5 July 2017

BCom (Hons), MCom
Appointed 5 July 2017

BA, MA
Appointed 5 July 2017

B Iuris, LLB
Appointed 5 July 2017

Councillor at the City of
Johannesburg Metropolitan
Municipality. Former
employee in the financial
services sector with
experience in shortand long-term insurance,
banking, wealth and asset
management, among
others. Chairperson of
the Patriotic Alliance.

Executive Chairman of the
South African Oil and Gas
Alliance. Former CEO of the
Petroleum Agency of South
Africa, 2005–2012. Former
Director of Legal Services
for the then Department
of Minerals and Energy,
2001–2004. Has served on
various Government working
groups and commissions,
including the 2010 probe
into hydraulic fracturing for
South Africa.

An advocate by profession.
Has held senior positions
in the regulatory sector and
is a compliance consultant
to various entities. Board
member of the Central
Energy Fund and serves as a
member of the Governance
and Nominations committee.

Chief Executive at Greenvest
Ndalo. Former services and
procurement consultant
for Africa Union Holdings,
Finance and Business
Support at ABSA, MGM and
various strategic positions
in a number of projects.

Resigned 9 August 2017

Thobeka Sishuba (46)
Group Company Secretary (Interim)
BAdmin, BCom (Honours), MA Law (Taxation)
Appointed 8 February 2017
A former Group Director and Company Secretary at Woolworths Holdings Limited (WHL).
She has held senior executive positions in Taxation and Governance at Metropolitan and
Momentum respectively. A member of the Global Association of Risk Professionals,
she also served on several boards, most notably the ASISA regulatory affairs sub-committee ,
UWC Audit Committee and Artscape Audit and Risk Committee.

PetroSA Integrated Annual Report 2017 | 19

PetroSA Board

KING III APPLICATION

PetroSA endeavours at all times,
across all its operations, to apply
the principles of the King Report
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Sound corporate governance underpins PetroSA’s ability to function with
integrity and accountability, to systematically and independently review
risks and opportunities, and to make decisions that assist the Company
build sustainable value.
PetroSA ensures proper corporate governance through:
• Implementation of effective governance and business processes whilst
allowing for ease of trading; and
• Ensuring that Board members are independent and have the requisite
and appropriate skills to make the right decisions in order to ensure a
sustainable and profitable business.
PetroSA endeavours at all times, across all its operations, to apply the
principles of the King Report in such a way that these requirements are
satisfied. There has been positive movement from non-compliance to
full compliance with some of the King principles that were not complied
with in previous financial years.
With the recent launch of the King IV, which builds on King III and
reinforces corporate governance, with the primary focus being on ethical
leadership, attitude, mindset and behaviour, PetroSA plans to reassess its
state of compliance with the new code so as to ensure continued
alignment with the King Report principles. A number of policies have
been updated to align with the King IV. Going forward, the Company will
embark on a Company-wide assessment and develop remedial actions
where required. Furthermore, the PetroSA Board has committed to align
with the new King IV.
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PetroSA Board

CORPORATE GOVERNANCE
STATEMENT
supported by its subcommittees. The Board comprises ten non-executive
directors, eight of whom are independent and two of whom are Shareholder
nominees. The Board acts as the focal point and custodian of corporate
governance and directs, governs and is in effective control of the affairs of
the Group.

PetroSA’s corporate governance
framework
This statement outlines the main
corporate governance policies and
practices in place throughout the
financial year ended 31 March 2017,
which policies and practices comply
with the principles espoused in the
Public Finance Management Act
(PFMA), the Companies Act and the
King Report on Corporate Governance
for South Africa (“King III”).

Non-executive directors are appointed by the Shareholder for a three-year cycle
and reappointment is at the discretion of the Shareholder. The Memorandum
of Incorporation of the Company provides that the Board of the Company
comprise a minimum of eight directors, at least one of whom should be an
Executive Director. The Board has appointed an Acting Group Chief Executive
Officer delegated to manage the day-to-day operations of the business.
The Board has initiated the necessary process for recruiting a Group Chief
Executive Officer.

The high-level structure chart outlined
in Figure 1 provides an overview
of PetroSA’s corporate governance
structure.

The Board considers its composition appropriate and the directors possess
the skills and experience necessary for the proper supervision and leadership of
the Group. As a team, the Board brings together a broad range of qualifications,
with experience and expertise in finance, accounting, risk management,
sustainability, chemistry, law, government relations and political affairs.

The Board
Board composition

Details regarding the Group’s directors, including their relevant skills, experience
and expertise, can be found on pages 18 and 19 of the integrated report.

PetroSA has a unitary Board structure,

FIGURE 1

Corporate governance at a glance

PetroSA Board

Internal and
external audit

Audit Committee

Group risk
and compliance

Social and Ethics
Committee

Human
Capital Committee

Strategy and Growth
Committee

Risk Management
and Compliance
Committee
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Assurance and oversight through reporting
to the Board

Level of
Authority
Framework

GCEO

Company Secretary

Executive Committee

The governance framework needs to evolve by considering trends and
best practice for state-owned entities in order to ensure effective
functioning of the Board. This evolution needs to be supported by an
optimal governance structure, including an operational-governance
structure. It is with this in mind that a proper review of the current
governance framework and structure has to be optimised for efficiency
and effectiveness of decision-making. It is therefore imperative that
a Board driving a developmental agenda in the public interest be
organised in a manner that enables effective decision-making. This
should be supported by the acquisition of the appropriate skills and
competences that will help the organisation to stimulate growth and
sustain value creation for all its Stakeholders.

TABLE 3 Board matrix
Number of
directors

Skills and experience

Executive leadership

8

Senior executive leadership experience

Board experience

7

Experience as a Board member or member of a governance body

Financial acumen

5

Senior executive or equivalent experience in financial accounting and reporting, corporate finance, risk and
internal controls

Governance

6

Senior executive experience in major organisation that is subject to regulated controls

Strategy and risk

6

Experience in developing, implementing and challenging the long-term strategy of an organisation

Oil and gas
Senior executive experience in a large domestic or international oil and gas businesses in a competitive market

Health, safety, environment and sustainability

2
3

Senior executive experience in health, safety, environment, social responsibility or sustainability initiatives

Capital management
Senior executive experience in capital management strategies, including capital partnerships, debt financing and
capital raising

Human resources

3

3

Senior executive experience in human resource management of a diverse workforce

Consumer

6

Senior executive experience in consumer businesses, retail, sales or marketing

Government relations

8

Senior executive or political experience in public and regulatory policy

Board movements during 2016/2017
TABLE 4 Composition of, and movements on, the Board during the course of the 2016/2017 financial year
Name

Appointed

Resigned/Term expired

Mr N Gumede

Non-executive (Interim Chairperson)

05 July 2017

Mr QMN Eister

Non-executive

05 July 2017

Ms P Kwele

Non-executive

05 July 2017

Mr BW Ngubane

Non-executive (Interim Chairperson)

06 June 2017

Mr W Steenkamp

Non-executive

05 July 2017

Mr O Tobias

Non-executive

05 July 2017

Ms J Ntwane

Non-executive

06 June 2017

Dr BDC Makhubela

Non-executive

06 June 2017

Mr TB Hlongwa

Non-executive

06 June 2017

Mr MW Mkhize

Non-executive

01 July 2016

Mr MF Baleni

Non-executive

03 April 2017

Mr TI Rakgoale

Non-executive

28 March 2017

Mr S Mthethwa

Non-executive (Acting Group CEO)

30 November 2016

Ms L Williams

Non-executive

05 July 2017

Mr SS Masemola

Non-executive

05 July 2017

Mr M Xiphu

Non-executive

05 July 2017

Mr BM Ngubo

Non-executive

05 July 2017

Adv. L Mtunzi

Non-executive

05 July 2017

9 August 2017
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Board Charter
The Board has a Charter which clearly
establishes its role and responsibilities
and codifies its powers and duties. The
primary role of the Board is to provide
strategic guidance for the Group as well
as effective oversight of Management.

Board focus
During the first half of the financial year,
the Board and its committees focused
their attention on:
• Selecting the long-term option
for the refinery (June 2016);
• Overseeing the changing of the
business operating model;
• Implementing plans to achieve
staff optimisation; and
• Overseeing the development
of the downstream entry strategy.
During the second half of the financial
year, the Board and its committees
focused their attention on:
• Overseeing the implementation of
the upstream partnership strategy;
• Overseeing the development of
the Strategic Turnaround Plan (STP)
to achieve financial stability, with
emphasis on effective processes
to ensure financial prudence;
• Approving the new organisational
structure and oversight of its
realignment with the STP; and
• Assessing and evaluating of the
technical study relating specifically
to the decommissioning of offshore
facilities, including statutory legal
requirements.
Ongoing activities of the Board included:

focus on finding solutions which will culminate in the long-term sustainability
of PetroSA.

Board independence
Overall, the Board is considered to be independent, given that independent,
non-executive directors comprise a majority. The Chairperson is an independent
director and the roles of Chairperson and GCEO are not exercised by the
same individual.
The Board has regard to the potential for conflicts of interest, whether actual or
perceived, in the ongoing assessment of director independence. In this respect,
the Board has regard to the definition of independence contained in King III.
Additional policies, such as the requirement for directors to declare their
interests on an ongoing basis, as well as directors being required to recuse
themselves during discussions, or from decision-making on matters in which
they have, or could be seen to potentially have, a conflict of interest, provide
further separation and safeguards to independence.

Director induction, training and development
The Company has in place induction procedures which allow new directors
to participate fully and actively in decision-making at the earliest opportunity.
Directors are able to access continuing education to update and enhance their
skills and knowledge and have the right of access to all relevant Company
information and senior executives, including the Company Secretary, to
provide them with information regarding key developments in the Company
and the industry.

Board committees
The Board committees that have been established have been delegated specific
roles and responsibilities to assist in the performance of the Board’s functions.
During the 2016/2017 financial year, the Board had five committees: the Board
Audit Committee, the Human Capital Committee, the Strategy and Growth
Committee, the Social and Ethics Committee, and the Risk and Compliance
Committee. Each committee has documented Terms of Reference approved
by the Board, copies of which can be obtained from the Company Secretary
on request.
The composition of committees is designed such that Board members are
placed where their skills, experience and expertise can be brought to bear
to best serve the interests of the Company. Diversity is also an important
consideration in the composition of Board committees.

Board Audit Committee (BAC)

• Strengthening of the governance
environment (internal controls,
ERM, policies, etc.); and
• Balanced pursuit of its triple
mandate: development,
transformation and profitability.

The primary objective of the Committee is to assist the Board in fulfilling its
oversight responsibilities in terms of the Companies Act 71 of 2008 and the
Public Finance Management Act 1 of 1999, as well as to assist the Board in
discharging its responsibilities with regard to matters relating to Audit, Finance,
Combined Assurance, Internal Audit, Appointment of External Audit and
Reporting, e.g. Financial Misconduct, Annual Reports and Annual General Meeting.

The Board recognises the enormity of
the work ahead and will continue to

The BAC consists of three independent non-executive directors, elected by the
Shareholder at each annual general meeting (AGM), who are suitably skilled and
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collectively have sufficient qualifications
and experience to fulfil their duties. The
Board recommends the appointment
of the Chairperson of the Committee.
The effectiveness of the Committee is
assessed annually. The Group Chief
Executive Officer, Group Chief Financial
Officer, Chief Audit Executive, and External
Auditors are permanent invitees to the
Committee’s meetings. Other assurance
providers are invited to the Committee’s
meetings as and when required. See
Table 5 for the Committee composition
and key roles and responsibilities as at
the date of this report.

Board Human Capital Committee
(HCC)
The Committee is chaired by a nonexecutive director and comprises four
non-executive directors appointed
by the Board. The Group CEO and the
Vice-President Human Capital attend
committee meetings by invitation. The
role of the HCC is to ensure that the
business has a responsive human capital
strategy and policies to ensure that it
recruits, develops and retains employees
such that the organisation is aligned with
the changing business operating model.
See Table 6 for the Committee composition
and key roles and responsibilities as at
the date of this report.

Strategy and Growth Committee
The Committee is chaired by a nonexecutive director and comprises four
non-executive directors appointed by
the Board. The Group CEO, GCFO
and relevant EXCO members attend
committee meetings by invitation. The
primary objective of the Committee is
to assist the Board in:
• Overseeing the formulation of the
Corporate Plan in line with the Group’s
mandate and overarching strategy;
• Ensuring that the following Company
processes are aligned with the Group’s
overall mandate and strategic direction:
»» Strategy management;
»» Business management;
»» Capital investment; and
»» Joint venture formations;
• Reviewing projects and programmes
and, taking into account the Capital
Allocation Model, funding require
ments and due diligence findings; and
• Receiving and reviewing quarterly
reports and recommending to the
Board the submission of these reports
to the Shareholder in compliance
with the PFMA and the Shareholder
Compact.

TABLE 5 Board Audit Committee
Members

T Hlongwa
(Chairperson)
W Steenkamp
T Rakgoale*
O Tobias***
S Mthethwa**

Attendance

4/4
4/4
4/4
1/4
1/4

Composition

Responsibilities

Consists of three
independent
non-executive
directors

Reviewing and assessing
the integrity of financial
reporting

The Chairperson
of the Board is not
a member
The Chairperson of
the Committee is a
chartered accountant
and all members are
financially literate

*		 Resigned
28/3/2017
** Resigned
		 30/11/2016
*** Appointed
		 13/02/2017

Monitoring the
performance of internal
and external audit,
including oversight
of qualifications and
independence
Approving of fees of
the external auditor
Reviewing of financial
information required
by regulators

TABLE 6 Board Human Capital Committee
Members

W Steenkamp
(Chairperson)
J Ntwane
O Tobias
F Baleni
S Mthethwa*

Attendance

9/9
9/9
9/9
9/9
3/9

Composition

Responsibilities

Consists of four
non-executive
directors, three
of whom are
independent

Remuneration of employees
Reviewing of performance
assessment processes
Agreeing policies
for the recruitment,
retention and termination
of employees
Agreeing policies for
employee incentive
schemes
Monitoring performance
in regard to diversity
objectives

* Resigned
30/11/2016

TABLE 7 Strategy and Growth Committee
Members

O Tobias
(Chairperson)
M Mkhize**
S Mthethwa*
W Ngubane
F Baleni
* Resigned
30/11/2016
** Resigned
01/07/2017

Attendance

5/5
1/1
3/4
5/5
5/5

Composition

Responsibilities

Consists of four
non-executive
directors

Monitoring performance
on Corporate Plan

Two directors
are Shareholder
“representatives”
The Chairperson
of the Board is
a member

Reviewing progress with
sustainability initiatives
Monitoring implementation
of terms of Shareholder
Compact

See Table 7 for the Committee composition and key roles and responsibilities
as at the date of this report.

Social and Ethics Committee
The Committee comprises four non-executive directors and is chaired by
an independent non-executive director. The Group CEO and relevant EXCO
members attend committee meetings by invitation.
The purpose of the Committee is to monitor the Company’s activities, having
regard to any legislation, other legal requirements or prevailing codes of best
practice with regard to employment equity, B-BBEE, health and safety, good
corporate citizenship, consumer relationships, labour and employment, and
environmental issues. See Table 8 for the Committee composition and key
roles and responsibilities as at the date of this report.
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Risk Management and Compliance
Committee (RMCC)
The committee is chaired by a nonexecutive director and comprises three
non-executive directors appointed by
the Board. The Group CEO, GCFO and
relevant executives attend committee
meetings by invitation.
The purpose of the Committee is
to ensure that the organisation has
established risk management processes
to manage and mitigate significant risks
facing the business that might impede
the business in achieving its objectives.
See Table 9 for the Committee composi
tion and key roles and responsibilities
as at the date of this report.

Board performance evaluation
The Board is expected to conduct
regular assessments of its performance,
as well as that of its committees and
individual directors. Following the
replacement of board members during
2016 and 2017, such a self-assessment
will be conducted in the current
reporting period.

Group Chief Executive Officer
and Executive Committee (EXCO)
The Board has delegated to the Group
Chief Executive Officer (GCEO) authority
over the day-to-day management of the
Group. Specific areas of responsibility
which have been delegated to the GCEO
are set out in the Company’s Levels of
Authority Framework. The Acting GCEO
is authorised to delegate the powers
conferred on him/her as deemed
appropriate. In discharging these
responsibilities, the GCEO is guided
by the Terms of Reference approved
by the Chairperson of the Board and is
assisted by an Executive Committee.

TABLE 8 Social and Ethics Committee
Members

Attendance

M Ntwane
(Chairperson)
B Makhubela
F Baleni
W Steenkamp
S Mthethwa*

3/3
3/3
3/3
1/1
2/3

Composition

Responsibilities

Consists of four
non-executive
directors

Monitoring compliance
with the requirements of the
Companies Act in relation
to Social, Ethical and
Environmental issues,
with particular reference to
BEE, employment equity,
health and safety
Reporting to the Shareholder
and other Stakeholders on
performance

* Resigned
30/11/2016

TABLE 9 Risk Management and Compliance Committee
Members

Attendance

T Hlongwa
(Chairperson)
B Makhubela
T Rakgoale
O Tobias
S Mthethwa*

4/4
4/4
4/4
4/4
2/4

Composition

Responsibilities

Consists of four
independent
non-executive
directors

Reviewing of risk management
policies, processes and profile,
including the adequacy of
insurance cover
Reviewing of the compliance
framework
Monitoring of performance in
relation to the Group’s Ethics
Programme

* Resigned
30/11/2016

Reviewing and approving the
PetroSA risk appetite and
tolerance levels and statement

the proper functioning of the Board. All the directors have unrestricted access to
the advice and services of the Company Secretary, whose office is accountable
to the Board for ensuring that procedures are complied with and that sound
corporate governance and ethical principles are adhered to. The Company
Secretary has the requisite skills and competencies to fulfil the secretarial
function. The Board has to ensure that the Company secretarial function is
appropriately resourced.

Ethical leadership

Company Secretary

The Company has a Code of Ethics which applies to all directors, employees
and contractors working for the Group and formalises the Group’s belief that
business objectives are best achieved through acting fairly, honestly and with
integrity at all times. The Code of Ethics clearly articulates what the Company
regards as acceptable business practices for its directors, senior executives
and employees. In addition to the Code of Ethics, the Company also has the
following policies in place:

The Company Secretary is accountable
directly to the Board, through the
Chairperson, for all matters to do with

• The Employment Equity Policy makes team members accountable for
creating an environment in which all people are treated fairly and equitably,
as well as with dignity, courtesy and respect.
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Board

Joint Board meetings
with CEF

Board Audit Committee
(BAC)

Human Capital

Strategy and Growth

Risk Management and
Compliance

Social and Ethics

Joint meeting between
Risk Management and
Strategy and Growth
Committee

Joint meeting between
Board Audit Committee
and Strategy and Growth
Committee

TOTAL

Category

Attendance at meetings

TABLE 10 Board and committee attendance 1 April 2016–31 March 2017

12

3

4

9

5

4

3

1

1

41

W Ngubane

Nonexecutive

12/12

3/3

N/A

N/A

5/5

N/A

N/A

1/1

1/1

21

W Steenkamp

Nonexecutive

12/12

3/3

4/4

9/9

N/A

N/A

1/1

N/A

1/1

31

O Tobias

Nonexecutive

12/12

3/3

1/4
(appointed
13/02/2017)

9/9

5/5

4/4

N/A

1/1

1/1

30

J Ntwane

Nonexecutive

12/12

3/3

N/A

9/9

n/a

n/a

3/3

N/A

N/A

27

S Mthethwa

Nonexecutive

7/12
(resigned:
30/11/2016)

1/3
(resigned:
30/11/2016)

1/4
(resigned:
30/11/2016)

3/9
(resigned:
30/11/2016)

3/5
(resigned:
30/12/2016)

2/4
(resigned:
30/11/2016)

2/3

N/A

N/A

19

MW Mkhize*

Nonexecutive

Mr
Nandkishore
attended the
Board meeting
dated 20 May
2016 as an
alternate to
M Mkhize
(resigned:
01 July 2016)

N/A

N/A

N/A

1/1
(resigned:
01/07/2016)

N/A

N/A

N/A

N/A

2

Dr BCE
Makhubela*

Nonexecutive

12/12

3/3

N/A

N/A

N/A

4/4

3/3

1/1

N/A

19

MF Baleni

Nonexecutive

10/12

2/3

N/A

9/9

5/5

N/A

3/3

1/1

1/1

27

TB Hlongwa

Nonexecutive

10/12

3/3

4/4

N/A

N/A

4/4

N/A

1/1

1/1

20

Adv.
TI Rakgoale

Nonexecutive

12/12

3/3

4/4

N/A

N/A

4/4

N/A

1/1

1/1

21

* Appointed by Shareholder

• The Group has a Gift Register
Procedure and Declarations of
Related Party Interests Policy which
clearly defines and communicates the
parameters for accepting gifts. The
policy outlines prohibited gifts and the
approval process for accepting gifts.
• The Group has a Whistleblower Hotline
for ethics/fraud reporting which can be
used by employees to report any
conduct which may be unethical or
improper. All reports to the Ethics/
Fraud Hotline, which hotline is made
available by an external, independent
provider, are able to be made
confidentially and anonymously and
are thoroughly investigated.

• The Group has also established a Prevention of Fraud and Corruption Policy
to ensure that employees who make a report are protected from adverse
behaviour as a result of making the report.

SOCIAL AND ETHICS COMMITTEE REPORT
The Social and Ethics Committee (“the Committee”) is a statutory committee
of the Board established in terms of section 72(4) of the Companies Act
(read together with Regulation 43 of the Companies Regulations). The
Committee fulfils the role of a Group Committee and therefore no other
PetroSA subsidiaries have established social and ethics committees.
The Committee assists the Board of PetroSA in exercising its social and ethics
governance responsibility as well as monitoring PetroSA’s levels of corporate
citizenship. This is achieved by promoting high standards of corporate
governance and ensuring that the business accounts for its conduct, not only
in terms of its financial performance, but also in terms of its environmental,
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social and governance impact and
performance.

TABLE 11 Year-end progress status

As part of the plans to entrench and
embed principles of effective social
and ethics governance, the Committee:

OECD Principle

Status

• Approved an Ethics Programme
and an Annual Ethics Plan;
• Reviewed the results of an ethics
survey and approved a plan to
remedy the shortcomings identified;
and
• Reviewed the assessment of
the Organisation for Economic
Co-operation and Development
(OECD) Principles (see Table 11).

Clear policy on corruption

The Committee further considered
the following reports:

Measures to support the observance of ethics and compliance
programme

• Skills and other development
programmes aimed at the
educational development of
employees;
• Corporate social investment
programmes, including details
of charitable giving;
• Employment equity plans for
the Group;
• Labour practices and policies;
• Compliance with the Group’s
Code of Ethics;
• Performance in respect of black
economic empowerment as
measured against the Department
of Trade and Industry’s generic
Broad-Based Black Economic
Empowerment (B-BBEE) Scorecard;
• Confirmation that the Group adheres
to South African legislation aligned
to the International Labour Protocol
on decent work and working
conditions;
• Fraud and anti-corruption trends,
legislation and information; and
• Quality, environmental, health and
safety performance.

Existence of disciplinary procedures to address corruption

Visible support from senior management in the prevention of
corruption and bribery

Existence of financial procedures to prevent/detect foreign bribery
Communication and training with regard to ethics and
compliance programme
Internal compliance with the anti-bribery and corruption (ABC) policy
and procedure
Oversight of ethics and compliance programme

Execution of ethics and compliance programme
Programme to prevent and detect foreign bribery
Guidance for directors, employees and business partners on
complying with the Group’s ethics compliance programme
periodic review
Periodic review of ethics and compliance programme
In place

In progress

Conclusion
The Committee believes that the Group has continued to maintain an acceptable
balance between its financial performance, on the one hand, and its social,
economic, governance, employment and environmental responsibilities, on
the other.
All non-compliance with legislation and regulations relevant to the areas within
the Committee’s mandate has been brought to its attention through the compliance
reporting mechanisms and protocol of PetroSA.
The Committee has therefore discharged its mandate in accordance with the
Companies Act, 2008, and has operated throughout the year in consonance
with the approved Terms of Reference as approved by the PetroSA Board.
J Ntwane (Chairperson)
Social and Ethics Committee
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Overdue

REMUNERATION
PHILOSOPHY
The Company’s remuneration policy has
been designed to achieve the following
objectives:
• attract and retain talented people
with the optimum mix of skills,
competencies, values and
behaviours;
• aggressively drive a distinction
between high performers and low
performers by offering high potential
remuneration/reward for high
performance;
• drive the Company’s performance
and the creation of Shareholder
value;
• encourage and remunerate team
and individual performance;
• pay people relative to their specific
market and their individual
contribution;
• offer people choice in terms of the
structuring of their remuneration and
benefits to meet individual needs
and lifestyle requirements;
• encourage the development and
application of skills and
competencies required to meet
current and future organisational
objectives;
• remunerate individuals differentially
based on their market value,
competence and level of performance;
• enable high achievers to share in the
financial success of the organisation;
• enable people to have a stake in the
long-term future of the organisation;
and
• reflect the Company’s approach to
its people as being fair, transparent
and equitable.
Remuneration at PetroSA is based
on a total reward strategy, which
aims to achieve the right mix between
guaranteed and variable pay, as well
as a positive work environment with
opportunities for learning and growth.
Remuneration will be linked to business
goals and objectives via organisational
value drivers and balanced scorecard
measures.

TABLE 12 The mix of guaranteed and variable remuneration will differ
according to job level as illustrated in this table
Guaranteed
remuneration

Variable
remuneration

Executives and senior management

75%

25%

TASK Grades 14 and higher

80%

20%

TASK Grades 13 and lower

85%

15%

Job level

The following is a summary of the abovementioned remuneration components:

Guaranteed remuneration
Guaranteed remuneration is designed to ensure that individuals are paid
equitably internally and externally relative to their worth in the market and their
contribution to the success of the Company.
Guaranteed remuneration consists of the following components and represents
that portion of remuneration that is payable for achieving targets:
•
•
•
•
•
•

basic salary;
retirement funding;
medical aid;
car allowances;
group life assurance; and
disability insurance.

Market comparisons are based on total guaranteed remuneration and in
order to calculate the market values, the most relevant and appropriate
remuneration surveys produced by reputable remuneration consultants
are used.
Where it is required from an employee to act in a higher position, the
following allowances are paid in addition to the employees guaranteed
remuneration:
• Employees who occupy positions below that of departmental manager:
10% of pensionable remuneration after an acting period of 15 consecutive
working days (i.e. acting for 15 days or more), payable from day one.
• Departmental managers and higher levels: 10% of pensionable
remuneration after an acting period of two months.
• Employees who are required to act in positions at executive level: 20% of
pensionable remuneration after an acting period of 15 days to ensure that
they are adequately compensated for taking on the additional
responsibilities and risks associated with positions at this level. In the case
of employees who are required to act in the position of Group CEO, an
allowance of up to 30% of pensionable remuneration is be paid. The
increase of the acting allowances of executives from 10% to 20% and
30%, respectively, was an interim measure determined by the PetroSA
Board and will be phased out once the appointment of the various
executives has been finalised.
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Variable remuneration

TABLE 13 Definition of bonus leagues

In PetroSA’s case, the variable
component of its remuneration
structure consists of a short-term
incentive plan (STIP) which was
designed with the following
objectives in mind:
• to drive organisation, team/
departmental and individual
performance;
• to encourage and reward
participants for achieving and
exceeding targeted performance
levels annually (i.e. to foster a
performance culture); and
• to attract and retain critical/
scarce skills.
Employees who qualify for participation
in the short-term incentive plan (STIP)
adopted by PetroSA, are categorised
into bonus leagues.
The bonus leagues have been
categorised into an A, B and C
league. The definitions of these
leagues and the on-target incentive
bonuses applicable to each league
are listed in Table 13.
Incentive bonuses payable under
the STIP are not guaranteed and
payment will be dependent on
PetroSA’s performance against its
corporate balanced scorecard.
Bonuses declared will be paid
differentially to teams and
individuals based on performance
against specified divisional
balanced scorecard measures.
Individual performance
management results are used to
differentiate between individuals.
In terms of the rules of the STIP,
bonuses of up to 200% of on-target
bonuses could be earned if the
performance targets that are
defined in the corporate balanced
scorecard are exceeded by a
significant margin.
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League

Definition

On-target bonus

A

TASK Grades 13 and lower

20% of TGR

B

TASK Grades 14 and higher

25% of TGR

C

Executives and senior management

30% of TGR

Annual salary reviews
General increases, if applicable, salary market movements and parity
adjustments against external salary markets, are effected on 1 July of each year.
For the purpose of salary adjustments, employees have been categorised
as follows:

Bargaining unit (TASK Grade 14 and lower)
The level of annual increases of all employees that fall within the bargaining unit
are determined at national level through negotiations at the National Bargaining
Council for the Chemical Industry (NBCCI).

Non-bargaining unit (TASK Grades 15 and higher, including Executives)
The level of the annual increases to be awarded to employees that fall within
the Non-Bargaining Unit are determined by the Board. Performance-based
increases apply to this category of employees. For this purpose a linear scale
is used to calculate individual increases, with a minimum and maximum that is
determined on an annual basis after the quantum of the average increase that
may be awarded becomes known.
The level of increases to be awarded to this category of employees is based on
the following factors and indicators:
•
•
•
•

affordability of increases;
consumer price index;
movements in the salary market; and
comparative ratios.

Board decisions
The following decisions need to be made by the Board on an annual basis with
regard to the remuneration policy:
• Quantum of increase to be given to employees who fall outside the
bargaining unit (i.e. employees on TASK Grades 15 and higher).
• Approval of discretionary increases in excess of the quantum of increases
awarded to bargaining unit employees (i.e. employees on TASK Grades 14
and lower) as agreed and approved from time to time by the National
Bargaining Council for Chemical Industries (NBCCI).
• Determination of the level of Executives’ remuneration.
• Approval of the payment or non-payment of annual incentives.
• The quantum increases awarded to bargaining unit employees are as agreed

and approved from time to time by
the National Bargaining Council for
Chemical Industries (NBCCI).
The Human Capital Committee is the
governance structure that monitors
adherence to the remuneration strategy
and policy.

Non-executive remuneration
The remuneration of non-executive
directors is determined by the
Shareholder and consists of a quarterly
retainer payment and fixed fees for the
attendance of board and committee
meetings. Non-executive directors are
also reimbursed for Company-related
expenses and engagements.

Pertinent facts in relation
to 2016/2017 executive
remuneration and senior
management remuneration
• An increase of 4.5% was awarded
to all the members of the acting
Executive Team (EXCO), Senior
Managers and Employees on TASK
Grades 15 and Higher. This increase
was below inflation, taking into
account the dire financial situation
of PetroSA during the financial year.
• Due to PetroSA’s poor performance
as measured against the targets that
were set in its Corporate Scorecard,
no bonuses were paid in terms of
the Company’s Short-Term Incentive
Plan (STIP).
• In order to retain, motivate and
reward the executives and selected

senior managers able to influence the performance of PetroSA, on a basis
which aligns their interests with those of the Company’s shareowners, and
provides them with competitive, performance-based remuneration, the
Board has approved the implementation of a Long-Term Incentive Plan
(LTIP). The LTIP provides for executives and selected senior managers to
receive, on an annual basis, a combination of performance vesting units
and performance allocated restricted units, which, on aggregate, range
between 30% and 60% of TGR. Both awards have a vesting period of
5 years. Due to financial constraints, the roll-out of the plan was however
restricted to two individuals at Executive Level and one at Senior
Management Level, all of whom have since left the employment of the
Company. In accordance with a contract of employment, PetroSA was
obliged to pay a pro rata LTIP award to one of these executives upon
termination of service.

Other remuneration matters
• During the past two financial years the Company has realised a total
annualised saving of R151.3 million in respect of employees whose
services were terminated on a voluntary basis as part of the Company’s
ongoing cost reduction initiatives. The total cost of the severance
payments to employees amounted to R129.4 million.
• During the past financial year an increase of 7% was awarded to all
employees on TASK Grades 14 and lower (the Bargaining Unit).
This increase was awarded in accordance with an agreement
reached by the National Bargaining Council for the Chemical
Industry (NBCCI).
• In order to retain the services of critical and scarce employees for key
business initiatives and projects, the Company had, during the 2012/2013
financial year, entered into retention agreements with a number of key
personnel at senior managerial level, aimed at retaining their services for
a period of 4 years. The monies that were accrued in the previous
financial year were paid during the 2016/2017 financial year when these
retention agreements came to a conclusion. The Company was obliged to
pay retention bonuses to 11 individuals amounting to R17.4 million. Two
more high level specialists received guaranteed bonuses to the value of
R0.75 million.
• In order to boost the morale of employees who have not received any
bonus payments or incentives for the past two financial years, the
Company awarded a goodwill bonus of R25 000 to all employees
excluding the Acting Executives. The total cost of these goodwill
bonus payments amounted to R34.9 million.
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DIRECTORS’ AND EXECUTIVES’
REMUNERATION
The remuneration of the directors and the Group Executives is disclosed as follows:
Year ended 31 March 2017 (figures in R’000)

Non-executive Directors
BW Ngubane

Salary/Fee
R’000

Bonuses and
performance
payments
R’000

1 101

–

Pension
contributions
R’000
–

Other
contributions
R’000

Expenses
R’000

–

119

Compensation for loss
of office
R’000

Other
R’000

–

Total
R’000
–

1 220

W Steenkamp

1 050

–

–

–

192

–

–

1 242

O Tobias

1 074

–

–

–

58

–

–

1 132

J Ntwane

893

–

–

–

183

–

–

1 076

BDC Makhubela

658

–

–

–

70

–

–

728

TB Hlongwa

712

–

–

–

72

–

–

784

MF Baleni

751

–

–

–

80

–

–

831

TI Rakgoale

657

–

–

–

175

–

–

832

S Mthethwa

–

–

–

–

12

–

–

12

6 896

–

–

–

961

–

–

7 857

Total

Executive Management
M Modipa (1)

Salary/Fee
R’000

Bonuses and
performance
payments
R’000

Pension
contributions
R’000

Other
contributions
R’000

Acting
allowance
R’000

Leave pay
R’000

Other
R’000

Total
R’000

528

429

62

39

212

–

1 407

2 677

K Zono (2)

1 732

–

303

154

416

–

–

2 605

W Fanadzo (2)

1 638

–

280

100

346

–

–

2 364

A Dippenaar (2)

1 860

2 302

273

171

88

176

–

4 870

O Mohapanele (2)

1 333

–

196

119

256

–

–

1 904

T Manne (2)

1 907

2 282

271

100

359

–

–

4 919

B Zwane (1)

1 424

–

258

185

338

–

1 789

3 994

N Robertson (2)

1 611

–

107

84

328

–

–

2 130

N Ramchander (2)

1 335

–

158

104

55

116

–

1 768

M Nene (2)
Total

496

–

85

33

90

194

–

898

13 864

5 013

1 993

1 089

2 488

486

3 196

28 129

1 – Resigned
2 – Acting Vice-Presidents appointed during the year
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The remuneration of the directors and the Group Executives is disclosed as follows:
Year ended 31 March 2016 (figures in R’000)

Executive Directors

Salary/Fee

Bonuses and
performance
payments

Pension
contributions

Other
contributions

Acting
allowance

Leave pay

Special
payout

Total

NN Nokwe

2 631

–

324

82

–

165

2 346

5 548

LE Bakoro

1 942

875

322

85

–

241

3 545

7 010

Total

4 573

875

646

167

–

406

5 891

12 558

Salary/Fee

Bonuses and
performance
payments

Pension
contributions

Other
contributions

Expenses

Compensation
for loss
of office

Other

Total

BW Ngubane

1 047

–

–

–

240

–

–

1 287

S Mokoena

1 136

–

–

–

96

–

–

1 232

S Hlatshwayo

215

–

–

–

6

–

–

21

GN Jiyane

710

–

–

–

50

–

–

760

1 068

–

–

–

247

–

–

1 315

O Tobias

861

–

–

–

246

–

–

1 107

J Ntwane

1 043

–

–

–

261

–

–

1 304

–

–

–

–

27

–

–

27

Non-executive Directors

W Steenkamp

S Mthethwa

–

–

–

–

39

–

–

39

BCE Makhubela

MW Mkhize

283

–

–

–

45

–

–

328

MF Baleni

372

–

–

–

49

–

–

421

TB Hlongwa

232

–

–

–

41

–

–

273

TI Rakgoale

65

–

–

–

2

–

–

67

7 032

–

–

–

1 349

–

–

8 381

Salary/Fee

Bonuses and
performance
payments

Pension
contributions

Other
contributions

Acting
allowance

Leave pay

JEP Falbe (1)

1 017

–

–

46

–

–

–

1 063

B Zwane (2)

1 360

–

246

181

354

–

–

2 141

Total

Executive Management

P Luthuli (1)

Other

Total

413

–

50

28

–

136

–

627

M Modipa

2 091

–

242

146

292

–

25

2 796

K Zono (2)

1 683

–

263

149

196

–

–

2 291

A Dippenaar (2)

1 773

–

262

162

291

247

–

2 735

W Fanadzo (2)

922

–

158

59

161

–

–

1 300

O Mohapanele (2)

751

–

156

96

163

–

–

1 166

N Ramchander (2)

1 005

–

119

82

191

–

–

1 397

T Manne (2)

1 073

–

153

59

204

–

–

1 489

12 088

–

1 649

1 008

1 852

383

25

17 005

Total

1 – Resigned
2 – Acting Vice-Presidents appointed during the year
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GOVERNANCE
PROCESSES
PetroSA has in place a formal system of
governance framework supplemented
with a set of policies, procedures,
codes and standards that are regularly
reviewed. PetroSA places a high
premium on behaviour that accords
with the values underlying our business
dealings.

Our values
PetroSA values are integral to the
Group’s operations and to the building
of an ethical culture. The values of
stewardship, honesty, integrity, respect
and transparency adopted by the
Company underpin the expected
business ethics of employees and
directors.
As part of inculcating the PetroSA
values on all employees and
Stakeholders, a values moment is now
a standing agenda item for all PetroSA
meetings. PetroSA uses the values
moment for consistent, meaningful,
practical and helpful reflection on
our values as an organisation and to
demonstrate PetroSA’s leadership
commitment to the “SHIRT” values that
all are expected to “wear and exhibit”.

Code of conduct and
business ethics
As the National Oil Company of South
Africa, ethical behaviour underpins the

trust placed in us by our customers, suppliers, Shareholder, communities and
employees and is thus a non-negotiable element of the way in which we behave
and conduct ourselves.

Code of Ethics and Gift Register Procedure and Declaration of
Related Party Interests
The entrenchment of the envisaged ethical culture is achieved through the
development and implementation of tools that assist in achieving the desired
conduct. PetroSA’s desired ethical behaviour is enshrined in the Code of Ethics
and the Gift Register Procedure and Declaration of Related Party Interests.
The principles enunciated by the Code of Ethics and the Procedure are deeply
rooted in PetroSA’s values.

Employee Group Compliance Manual
PetroSA has developed an Employee Group Compliance Manual which is a
condensed summation of the Code of Ethics, Gift Register Procedure and
Declaration of Related Party Interests, Prevention of Fraud and Corruption
Policy, and other conduct-related policies and procedures. Through the
Employee Group Compliance Manual and Code of Ethics, as well as the
associated Group-wide attestation process, employees are made aware of
compliance-related policies and the conduct expected of all employees, as
described in PetroSA’s Code of Ethics.
The Manual is distributed to employees, who, on first joining PetroSA and
periodically thereafter, are required to acknowledge that they have read and
understood the Manual.

Monitoring and reporting
Group compliance operates and defaults to the second line of defence by
monitoring and reporting on the adequacy of processes implemented by
Management to ensure the ethical behaviour that is expected of employees.
Quarterly group compliance and ethics reports are tabled at EXCO and Board
meetings dealing with compliance and ethical matters.

Awareness and training
The primary focus of awareness and training is to equip Management as the
first line of defence with the necessarily skills to discharge its fiduciary duties,
and, by so doing, create an enabling culture of good governance which is
required in order to permeate across the Company.

Internal articles

S

STEWARDSHIP

H

HONESTY

I

INTEGRITY

PetroSA’s internal Assurance Providers publish internal articles to raise
awareness concerning governance, ethics, compliance, business policies and
procedures, as well SHERQ matters. The articles serve as a preventative control
measure, whilst being informative and educative in nature to ensure a robust
ethics and compliance programme.

R

RESPECT

Online media communication

T

TRANSPARENCY
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The consistent documenting of “fraud messages” in the quarterly forensic
bulletin Shifting Sands continues to serve to awaken and heighten the moral
conscience of all PetroSA employees. A key objective of the bulletin is to

PetroSA values are integral to the
Group’s operations and to the building
of an ethical culture

communicate the results
of anti-fraud initiatives, provide
feedback on the status of forensic
matters under review or concluded,
and to share learnings on control
breakdowns and how these can
be prevented in the future.

Anti-bribery and corruption
The PetroSA Anti-Bribery and
Anti-Corruption Policy applies to all
employees, including directors, officers
and contractors, as well as suppliers
and business partners.
The Company continues to implement
the approved policy by entrenching a
culture and creating an environment in
which bribery and corruption are not
tolerated. Specific guidance is tailored
to meet the needs of different business
units, at the same time ensuring
alignment with global regulatory and
best-practice requirements.

Fraud and corruption risk
management
PetroSA has a zero-tolerance policy
aimed at eliminating fraud and
corruption within the Company. The
Board has adopted a comprehensive
approach to the management of fraud
and corruption risks, as outlined in its
Fraud Prevention Plan.
Management is the primary body
responsible for the development and
implementation of effective systems
of internal control, governance and
risk management. Forensics serves
as a second line of defence in ensuring
that fraud and corruption that are not
prevented are appropriately detected
and investigated. The management
of this is progressively inculcated at
the various levels of the organisation
through awareness and training.
A key control within PetroSA’s Fraud
Prevention Plan is its outsourced
Whistleblower Hotline. The Hotline,
which is available to all employees
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GOVERNANCE
PROCESSES/CONT.
and various Stakeholders, allows for
confidential and anonymous reporting
in good faith. Any matters not
adequately investigated and resolved
by Management are escalated to the
Group CEO and the Risk Management
and Compliance Committee of the
Board, as may be appropriate.

Compliance risk management
The PetroSA Board of Directors is
accountable for ensuring compliance
with laws, regulations, policies,
procedures and any adopted standards
applicable to the Company. PetroSA’s
approved Risk Tolerance and Appetite
Statement as well as the Group
Compliance Policy are founded
on a zero-tolerance approach to
non-compliance.
The Group Compliance Policy mandates
the Group Compliance Function (Group
Compliance) to monitor and report on
the state of compliance Company-wide
with regard to regulatory requirements
and the effectiveness of compliance
risk management processes/measures
implemented by Management. Group
Compliance reports on these matters
through the RMCC, BAC and S&E,
all of which are properly constituted
Board committees.
The Group’s approach to regulatory
compliance remains risk-based
and aligned with best practice. Its
methodology is guided by the Generally
Accepted Compliance Practice, as
endorsed by the Compliance Institute
of Southern Africa.
The function of compliance has been
delegated throughout the Company
based on specialist areas. In addition,
Group Compliance assists Management
in discharging its responsibility to
comply with statutory, regulatory and
supervisory requirements by facilitating
the development, establishment and
maintenance of an efficient and effective
compliance risk management process.
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Over and above the ongoing advisory and monitoring responsibilities, the
changing regulatory landscape remains a key focus area for Group Compliance.
Group Compliance performs compliance reviews throughout the financial
year and shortcomings identified are communicated to relevant management
as well as the Board, with clear recommendations on how compliance risk
management processes could be enhanced.

Non-compliance reporting
PetroSA has adopted a zero-tolerance approach to non-compliance with laws,
regulations and any of its own standards (policies, procedures and work instructions
issued by Management and the Board).

Management attestation letters
Executive Management signs off a Management Attestation Letter to the Group
CEO and the Board on a quarterly basis. This letter declares and attests to: the
presence or absence of any issues relating to conflicts of interest; compliance
with laws, policies and procedures; the status and knowledge of fraudulent
activities within the various divisions; and the application of risk management
techniques in the discharge of its duties.
Management attestation letters are a governance tool used by Management
to entrench a culture of good governance as well as ensure that accountability
with regard to risk management (including compliance and fraud risks), as well
as conflicts of interest, rests with Executive Management.

Business continuity management
PetroSA’s Business Continuity Management Policy and its related Procedure
govern the ongoing process of risk assessment and management in order to
ensure that business disruption is minimised in the event of a disaster.
Each mission-critical process has a specific Business Continuity Plan which
is maintained, readily accessible and available for use in the event of a disaster
or major disruptions to business activities. These plans are informed by
an approved Business Continuity Management Policy and accompanying
Procedures, which require that all Business Continuity Plans across the
organisation be kept in readiness for execution and be updated at least
annually, or as and when material changes to business processes occur.

Combined assurance
The King Report advocates that the Audit Committee should ensure that
a combined assurance model is applied in order to provide a co-ordinated
approach to all assurance activities. In response to this principle, the PetroSA
Group has formulated a combined assurance framework for use by all PetroSA
assurance providers so as to ensure a broader coverage of risks facing the
organisation.
During the year, the respective delegated Board committees approved the
respective assurance provider plans and reviewed individual quarterly reports.
However, limited progress on combined assurance was recorded for the current
financial year.

The PetroSA Board of
Directors is accountable
for ensuring compliance
with laws, regulations,
policies, procedures and
any adopted standards
applicable to the Group
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ENTERPRISE RISK
MANAGEMENT
The primary role of the Risk Management
Function is to design, implement and
monitor the process of enterprise risk
management and its integration into the
day-to-day activities of the organisation.
In line with integrating and embedding
a culture of risk awareness, Risk
Management plays an instrumental
role in decision-making processes
taken at all levels of the organisation.
PetroSA’s philosophy on enterprise
risk management is that of proactive
management of risks, accompanied
by the exploitation of any related
opportunities.

Key risks and mitigating activities
A key objective of Risk Management is
to ensure that all potentially significant
risks facing PetroSA are identified,
proactively assessed, and managed
in such a way that the impact of these
risks is maintained in accordance with
the Group’s appetite and tolerance
for risk.
Key risks associated with Company
strategic initiatives and objectives
are identified and assessed on an
ongoing basis.
This strategic risk report focuses on
aligning PetroSA’s strategic risk profile
to the Company’s Corporate Strategy.
The principal risks that may impact
PetroSA’s ability to achieve its
objectives are set out in Table 14.

Risk management
plays an instrumental
role in decisionmaking processes
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TABLE 14 Principle risks that may impact PetroSA’s ability to achieve
its objectives
Risks

Response measures

Strategic focus

Failure of PetroSA
to be commercially
viable

•
•
•
•

Protect and diversify revenue
Drive down costs
Manage cash flow
Shareholder support

SUSTAINABILITY

Failure to sustain
GTL operations
beyond 2019/2020

• Execute liquid-refining
expansion project
• Execute offshore sustainability
project in the Southern Basin
(EBK)
• Explore other feedstock
alternatives for the refinery

SUSTAINABILITY

Non-compliance
resulting in a
SHERQ incident

• Integration of HSE and quality
management systems into
business processes

SHERQ AND
GOVERNANCE

Inability to grow
PetroSA

• Grow the upstream gas and
crude reserves
• Penetrate the downstream market

GROWTH

INTERNAL AUDIT

The Internal Audit Function is
governed by the Internal Audit Charter,
which is reviewed and approved
annually by the Board. To provide for
the independence of the Internal Audit
Function, the Chief Audit Executive
reports functionally to the Chairperson
of the Board Audit Committee and
administratively to the GCEO. The
Chief Audit Executive has unrestricted
access to the GCEO and Chairperson
of the Board, and has a standing
invitation to attend meetings of the
Executive Committee and other
committees made up of a majority of
executives, but is not a member of
these committees.
The Internal Audit Department is
responsible for providing Executive
Management and the Board with
independent, objective assurance on
the adequacy and effectiveness of the
Group’s governance, risk management
and internal control processes. The
Internal Audit Function includes the

provision of consulting services which are designed to add value and improve
the Company’s business systems.
The work of the Internal Audit Department focuses primarily on areas that
present the greatest risk to the Group. This is achieved by following a riskbased approach in formulating its annual and strategic internal audit plans,
which are approved by the BAC. The annual plan is reviewed on a quarterly
basis for material changes in the Group’s risk profile, with revisions to the
annual plan being approved by the BAC.
An improvement plan is maintained and monitored to address the deficiencies
noted during prior quality assurance reviews. The most recent annual periodic
assessment was conducted in March 2016 and identified a number of process
improvements. Action plans have been introduced to enhance the effective
ness of the Internal Audit Function and to address the deficiencies identified
by the assessment. The Internal Audit Function was subjected to an external,
independent quality assessment review in 2011 and was found to be in
general conformance with the IIA standards. An external, independent quality
assessment that was due to take place in 2016 was deferred and was replaced
by the annual internal periodic assessment with the agreement of the BAC in
order to avoid the additional expenditure of using an external service provider
in view of the current cost constraints being faced by the Company. The
Department continues to undertake internal, ad hoc quality assessments at an
assignment level to ensure that quality is maintained. The BAC will be engaged
on the need to perform an external, independent quality assessment during
2017/2018.
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REPORT FROM THE ACTING
GROUP CHIEF EXECUTIVE
OFFICER (GROUP CEO)
Kholly Zono

The 2016/2017 financial year was
one of the most difficult in the life of
PetroSA. In the financial year under
review, declining indigenous gas
feedstock for the GTL refinery
remained a critical challenge for the
Group. To supplement the declining
gas feedstock, PetroSA had to
increase the volume of imported
condensate from the required design
ratio to an average of 12 500 barrels
per day. This necessitated the
optimisation of the refining process,
including minor plant modifications.
These interventions ensured that
the GTL refinery is able to operate
sustainably for the medium term.

Business performance
The increased importation of
supplementary condensate feedstock
and resultant plant performance
optimisation encountered some
challenges. These contributed to the
net loss of R1.4 billion for the year
ended 31 March 2017. While the
beginning of the financial year was
characterised by poor financial
performance, towards the end
of the year there was a significant
improvement. This was due to
the implementation of the heavy
condensate processing project,
and the reversal of an impairment
charge of R1 billion.
The largest contributor to the
reduced impairment charge was
mainly the decrease in the provision
for abandonment of PetroSA’s
offshore assets from R11.1 billion
to R9.6 billion, following a value
engineering exercise, and increased
reserves from the Ghana subsidiary.
Moreover, the optimisation of the GTL
refinery, cash flow management and
the improvement of efficiencies across
the business value chain contributed
to the financial performance.

One of the key operational challenges that negatively affected the business was
a month-long down time in December 2016 that was caused by an interruption
in power supply. A major concern impeding performance was the Company’s
inability to progress most of its growth initiatives. These include, amongst
others, the LNG, EBK, and downstream market entry projects.
PetroSA experienced challenges in achieving a favourable B-BBEE rating under
the more stringent B-BBEE Codes of Good Practice. The Company was not
able to retain its Level 2 Contributor Status under the B-BBEE codes. However,
a disappointing rating of Level 7 was attained.
It is also with deep regret that in the year under review, we experienced a fatal
incident that claimed the lives of two colleagues on 31 January 2017. This tragic
incident has highlighted the importance of further improving safety standards at
all PetroSA installations. Our sincere condolences to the families of
Mr Luvuyo Mkutukana and Mr Sheradon Baker.
The lessons learnt from this incident have led to the implementation of a zero
tolerance five-point Safety Improvement Plan, namely:
1.
2.
3.
4.
5.

Sharing the safety vision;
Enforcing accountability;
Providing multiple options for observing safety and reporting behaviour;
Safety championing and building trust; and
Celebrating success and reward.

Looking ahead
Historically, we have been exploring gas in the Bredasdorp basin with the
primary focus being on supporting the gas-to-liquid refining process. The
transformation of the operating model has enabled the processing of gas and
liquid feedstock, therefore creating flexibility to refine or trade with either gas
or crude in the marketplace. To realise and deliver on the upstream strategy,
partnerships are being pursued to gain access to the full range of capabilities
required to exploit these opportunities.
Our partnership in Ghana gives us a presence in the international marketplace
and demonstrates our competence to co-ordinate the resources and
stakeholder relationships required to participate in this market. Not only is our
Ghanaian business a commercially viable investment, but the business also
grows our crude reserves – an asset that can be leveraged to provide cash flow
to sustain PetroSA. Our aim is to grow these strategic partnerships and further
develop this line of business to build our overall influence in the exploration of
oil and gas in the African region.
PetroSA plays an important role through its trading activities, securing a
sustainable supply by purchasing finished product at competitive prices to
supplement local production. This has enabled PetroSA to defend its market
position despite reduced throughput at the GTL refinery.
A key component to our growth aspirations is transforming the trading and
marketing business, thus positioning PetroSA into a formidable player in the
downstream market. To overcome barriers to entry, PetroSA will form strategic
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partnerships, while the Company will
leverage its inherent advantage of
being an SOE.
A major focus of the 2017/2018
financial year will be to ensure the
successful implementation of the
planned statutory shutdown of the
GTL refinery and the FA Platform.

Gratitude
On behalf of the Executive Management, I would like to thank the Minister of
Energy, the Department of Energy, CEF SOC Limited and the Board of PetroSA
for their outstanding support. My heartfelt gratitude goes to PetroSA staff and
contractors for their loyalty and commitment.
Kholly Zono
Group Chief Executive Officer (Acting)
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EXECUTIVE
MANAGEMENT TEAM

Kholly Zono (47)

Webster Fanadzo (51)

Michael Nene (60)

Neil Robertson (40)

Group Chief Executive
Officer (Acting)

Group Chief Financial
Officer (Acting)

Vice-President:
Operations (Acting)

Vice-President: New
Ventures: Upstream (Acting)

BSc (Hons) Chemistry,
MTechn Chemistry,
MDP, MBA, BTheol
Appointed: October 2016

B.Acc (Hons), FCMA,
FCIS, MBA
Appointed: June 2015

Cert. Management, Cert.
Executive Management
Appointed: November 2016

BSc Chemical Engineering,
MDP, SMDP
Appointed: November 2015

This Division manages the
Company’s fiscal resources
and advises the business on
its financial, commercial and
transactional responsibilities
in line with all compliance
obligations. It is responsible
for all accounting, treasury,
procurement, information
systems and insurance
functions.

This Division is responsible
for the commercial
exploitation of the
Company’s producing
assets, including the GTL
refinery in Mossel Bay, the
FA-EM and South-Coast
Gas fields, as well as the
Oribi and Oryx oil fields
located in Block 9, off
the coast of South Africa.
A logistics base in Mossel
Bay supports PetroSA and
third-party offshore activities.

This Division oversees
PetroSA’s Exploration and
Production (E&P) business
and is tasked with the
responsibility of growing the
Company’s reserve portfolio
through the acquisition of
equity in joint ventures with
other oil and gas companies
and through exploration,
appraisal and development
activities.

The Office of the CEO
is responsible for the
Company’s overall
strategic direction as well
as facilitating governance
within the organisation.
This Office comprises the
following departments:
Corporate Strategy and
Planning, Company
Secretariat, Internal Audit,
Legal Services, Safety,
Health, Environment,
Risk and Quality (SHERQ),
Risk and Compliance, and
Group Communications.
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Mziwakhe Ngwane (48)

Odoi Chibambo (58)

Omphile Mohapanele (46)

Vice-President: Trading,
Supply and Logistics
(Acting)

Vice-President: New
Ventures: Midstream
(Acting)

Vice-President: Human
Capital (Acting)

BSc Chemical Engineering
Appointed: March 2017

DipM, FNFM, EDP, MBA
Appointed: April 2017

BAdmin, BA (Hons)
Appointed: June 2015

This Division markets the
GTL refinery’s products
in South African and
international markets, and
procures supplementary
feedstock and blendstock
for the GTL refinery. PetroSA
trades in condensate, crude
oil, fuel and petrochemical
products through this
Division. The Division also
manages the downstream
marketing of PetroSA’s
products to wholesale
customers.

This Division is responsible
for infrastructure projects
to ensure the sustainable
growth of PetroSA and the
uninterrupted security of
liquid fuels supply for South
Africa. It focuses primarily
on developing domestic
refining capacity, developing
logistical infrastructure for
strategic and commercial
fuel stocks, and innovating
technology solutions,
particularly in gas-to-liquids
operations.

The purpose of the Division
is to maximise the productivity
of the organisation by
optimising the effectiveness
of its employees through
the attraction, development
and retention of the best
talent, with the right balance
of skills and experience to
enable PetroSA to deliver on
its strategy. The division is
responsible for the delivery
of the entire Human Capital
value chain within the
legislative and regulatory
framework.
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Webster Fanadzo

Introduction

Financial performance

The Group experienced a challenging
financial year, with revenue falling 34%
on the previous year. Sales volumes
did not live up to the expectations of
the corporate plan, and therefore
advantage could not be taken of the
marginal increase in the USD crude oil
price of 2% year on year. The Mossel
Bay gas-to-liquid plant and purchased
product sales volumes were 16% and
46% below plans respectively. These
sales values were further eroded by
the year-on-year strengthening of the
Rand against the USD (10%) and the
Euro (15%).

The Group achieved a negative EBITDA of R516 million compared to a positive
EBITDA of R2.153 billion the previous year, a decline of 124%. Lower sales
volumes were experienced in the South African Operations (GTL and purchased
product) in an environment where the bulk of operating costs are semi-fixed and
thus could not be timely leveraged in the short term. The Ghana subsidiary
performance was negatively impacted by the lower-than-average crude price, as
well as by an incident on a production vessel that interrupted output. The Group
achieved an operating loss before impairment of R1.931 billion in the year under
review (2016: operating loss of R195 million). A net loss of R1.4 billion was
recorded for the year (2016: R449 million loss).

The Group recorded a net loss of
R1.4 billion on the back of operational
challenges in the GTL plant, increasing
feedstock costs arising from dwindling
indigenous reserves, and high fixed
costs that did not move in tandem with
the reduced volumes outturn.

TABLE 15

Gross revenue decreased 34% from R15.7 billion to R10.3 billion this year, and
was the result of lower volumes and the strength of the Rand against all
major currencies.
A net reversal of impairment (R1 billion) on the impairment of assets
contributed positively to the net operating loss. The reversal of impairment
emanated largely from a decrease in the provision for future abandonment
costs. The abandonment provision was revised downwards at year-end
following a value engineering exercise.
Investment income was R390 million compared to R327 million in 2016, even
though the Group’s cash balance at year-end reduced from R3.3 billion to

The salient performance indicators for the Group for the year are:

Summary of financial information

Turnover

2017
Rm

% change

2016
Rm

10 357

-34%

15 734

(516)

>100%

2 153

Operating (loss)/profit

(1 022)

>100%

34

Net loss before impairment

(1 931)

>100%

(195)

Loss for the year

(1 399)

>100%

(449)

293

-88%

2 500

17 158

-18%

20 920

EBITDA

Cash generated by operating activities
Total assets
Capital expenditure
Abandonment provision
Total debt
Net asset value

779

79%

3 688

9 641

-13%

11 083

867

28%

1 201

2 528

-39%

4 136

Year-end exchange rates
ZAR/USD

13.36

10%

14.78

ZAR/EURO

14.29

15%

16.78

CRUDE OIL ANNUAL AVERAGE

48.67

2%

47.57
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The Directors believe that the Group and
Company will continue as a going concern
in the year ahead

R2.4 billion. Finance costs of
R533 million were recorded for the year,
compared to R512 million in 2016.

reversal, R603 million relates to the local GTL assets which resulted from a
decreased abandonment provision. The balance of R444 million relates to the
PetroSA Ghana Ltd assets where reserves were revised upwards.

Cost management

The Group’s balance sheet has a current gearing of 34% at 31 March 2017,
presented as a ratio of gross interest bearing debt to equity (2016: 29%).
Gearing has increased mainly due to the reduction in equity because of the
loss for the year. The Group is ungeared when presented as a ratio of net debt
(comprising gross debt net of cash and cash equivalents) to equity. The
optimal funding structure for the Group has been considered, with a targeted
long-term gearing ratio of 30% to 40%, in line with the Group’s long-term
strategy and growth initiatives.

Cash operating costs continued to
be a focal area during the year and
finished the year on par with the
previous year, at R1.334 billion in 2017
compared with R1.355 billion in 2016.
Notwithstanding the volumetric
challenges cited above, the initiatives
identified under the Billion Plus cost
optimisation project last year have
now been entrenched in the Company
and will require continuous scrutiny
and discipline to ensure sustained
benefits going forward.

Financial position
The Group’s financial position is an
area for concern, as total assets
decreased to R17.1 billion (2016:
R20.9 billion) and the available cash
balance decreased to R2.4 billion
(2016: R3.7 billion). Whilst a variety
of options are under consideration,
including a review of our partnership
strategy, our ability to fund any
expansionary projects is stunted by
the reduced cash position.
Total interest-bearing debt of
R867 million at 31 March 2017 reflects
a decrease from R1.2 billion in 2016.
This resulted from a partial payback
of the PetroSA Ghana Ltd Reserve
Bank Lending facility. Property, plant
and equipment decreased by
R1.6 billion, which mainly related to
developed fields and associated
restoration costs. At 31 March 2017,
the carrying value of the Group’s
onshore and offshore production
assets was evaluated against the
recoverable amount, taking into
consideration economic conditions,
operating budgets and available
hydrocarbon reserves. As a result, a net
impairment amount of R1 billion was
reversed. Of the R1 billion impairment

Going concern
The Directors believe that the Group will continue as a going concern in the
year ahead. This assessment is based on the assumptions that the Group
will continue to meet its annual targeted production volumes of 7.2 million
barrels and at the associated profit margin of 8%; successfully execute the
first phase of the statutory shutdown project on budget later in the year;
and continue to actively execute the various cost reduction initiatives.
These initiatives include feedstock optimisation and a review of conditions
of employment.
The Group is however mindful of several exogenous factors that may
negatively impact its financial performance. These include international crude
oil prices and foreign exchange volatility. Whilst these factors are not within
the control of the Directors, any further negative deterioration in these factors
will impact the Group's profitability and place additional strain on the Group's
resources. These risks are continually monitored and mitigated where
appropriate. The Directors are also focusing on delivering a long-term solution
for the GTL plant as the current reserves are being depleted.

Dividends
No dividends were declared in this financial year.

Cashflow
Cash generated by operations decreased to R293 million (2016: 2.5 billion).
This was mainly due to operating losses. Investing activities were financed
from cash reserves.

Capital expenditure
The Group invested R779 million in property, plant and equipment vs
R3.7 billion during 2016. This was mainly on PetroSA Ghana Ltd to fund oilfield
development costs.

Accounting standards
The accounting standards used in the preparation of the annual financial
statements for the year ended 31 March 2017 are in accordance with
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Standards, and consistent with those
used in the previous year.

Funding of abandonment
At year end, the Group had an
obligation to provide for the
rehabilitation and abandonment of
its offshore and onshore facilities
valued at R9.6 billion, which is
currently not fully funded. Given that
PetroSA has set aside R2.2 billion,
there is a shortfall of approximately
R7.4 billion in PetroSA's closing
financial provision. In terms of
the financial provision regulations
which were promulgated under
the National Environmental
Management Act 107 of 1998,
PetroSA is required to review,
assess and adjust its financial
provision and associated plans in
accordance with these regulations
before 20 April 2019, by which time
the financial provision funds would
need to be available. The provision
calculation is based on
comprehensive technical work
conducted by an international
decommissioning contractor and
thereafter reviewed by an
independent specialist.
PetroSA is working with all key
stakeholders to ensure compliance
with the requirements of the financial
provision regulations before 20 April
2019. To this end, the holding
Company (CEF) has committed to
assist PetroSA, through various
support and oversight mechanisms,
to close the funding gap. In addition,
PetroSA is working closely with the
regulator (the Petroleum Agency
of South Africa) to ensure that it
discharges its responsibilities as
required under the NEMA financial
provision regulations. Other key
stakeholders involved include the
Departments of Energy, National
Treasury, Mineral Resources, and
Environmental Affairs.
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Liquidity risk management
The Group manages its cash and cash equivalents in line with Board-approved
policies. The cash portfolio is split into core and liquid portfolios, to ensure that
short-term liquidity needs are met, whilst maximising the return on surplus cash.
Investment counterparties are approved based on their assessed ratings and are
actively monitored.
Cash under management for the Group decreased from R3.6 billion in the
previous year to R2.4 billion as at 31 March 2017, due to operational activities.
As at 31 March 2017, South African Rand cash and cash equivalents were
invested at a floating rate of 7.62% (2016: 7.51%). At 31 March 2017 there
were no fixed rate investments in the portfolio. The rate of return achieved on
investments is in line with current market rates, contributing R254 million in
interest income generated by the Treasury department in the period under
review, down from R261 million the previous year.
PetroSA invested R1.5 billion in cash, ring-fenced for the rehabilitation liability,
at fixed rates of 8.81%, earning R128 milllion for the year.

Foreign currency risk management
The Group is exposed to foreign currency fluctuations as it raises funding on the
offshore financial markets, imports raw material and spares, and then exports
finished product. All local sales of finished products are sold on a foreign
currency-denominated basis.
The Group hedges foreign exchange transactions where there is a future
currency exposure. The Group also enjoys both natural and synthetic hedges
(via foreign currency accounts) to manage foreign currency exposure.

Funding
A limited recourse RBL facility, which is ring-fenced at the PetroSA Ghana Ltd
asset level, for an amount of up to USD150 million, was concluded during the
2015 financial year. The facility was voluntarily reduced to USD125 million as at
1 January 2017. At 31 March 2017, the available facility was USD109 million,
of which USD72 million has been utilised. No further drawdowns have been
effected post-year end to the date of this report.
In addition, the Group had negotiated trade finance facilities of up to
R500 million, to support the increasing trading business of the Trading,
Supply and Logistics division, and to ease pressure on working capital.
The Group’s funding strategy that supports the pipeline of projects and
investments, has been to raise bridging finance in the short term, thereafter
converting to longer-term debt at the asset level. A number of options are being
explored in conjunction with the funding community to optimise the balance
sheet in order to raise funding for sustainability projects under consideration.
The PetroSA Ghana Ltd acquisition and its further development, and
investment in Project Ikhwezi in prior years, have largely utilised cash reserves
available to fund future projects in the short- to medium-term. Consequently, in

order for the Group to achieve its
sustainability and growth strategy
initiatives, support from the
Shareholder in the form of a
recapitalisation or shareholder
guarantees will be required for
significant projects in addition to the
current areas of focus and
commitments contained in the
corporate plan.

Preferential procurement
For the period under review payments
made to suppliers of goods and
services totalled R10.6 billion. In
terms of the B-BBEE codes of good
practice, certain expenditure may be
excluded from total procurement
spend (i.e. procurement from other
organs of state; imported goods and
services that cannot be sourced
locally; as well as specific branded
sole-source procurement). The total
procurement expenditure from organs
of state, sole-source suppliers and
foreign entities equalled R6.3 billion.
The Group’s total discretionary

procurement for the period under review, in terms of the codes (i.e. level 1–8),
was thus R4.3 billion. Total B-BBEE procurement expenditure of R4.1 billion
equates to 96.63% of discretionary spend for the period under review.

Opportunity for equity participation in PetroSA’s long-term
sustainability
Management has developed a portfolio of long-term initiatives that, with equity
funding, will profitably sustain the Group. As an oil and gas company, PetroSA
has benefited from tax allowance uplifts on its historical exploration and
development expenditure that have given rise to a tax assessed loss
of R19.5 billion (2017). This tax-assessed loss makes PetroSA an attractive
equity partner as certain portions may be applied in mergers and acquisitions
to offset taxable income from non-oil and gas activities. Further optimisation
is possible in PetroSA’s upstream farmout initiatives.

Appreciation
I thank our finance team for their diligence and support in a very challenging
year. The Group experienced financial pressure which required an exertion of
efforts to manage with limited resources. There were also numerous projects
which required support, including the ongoing restructuring project and
rehabilitation project review which required extensive technical input and
judgement. Against these circumstances, the finance team has met all of its
financial objectives and the targets of its key performance areas.
Webster Fanadzo
Group Chief Financial Officer (Acting)
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OUR STRATEGY

Sustainability
Ensure cost optimisation and
utilisation of resources
Deliver on sustainability initiatives

SHERQ
Minimise workplace hazards,
maintain quality and minimise risks

Transformation
Deliver on transformational initiatives
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STRATEGIC FOCUS AREA
ONE
Business sustainability
PetroSA’s initial corporate plan
for 2016/2020 was centred on
the immediate stabilisation and
sustainability of the organisation.
PetroSA is also sustaining a culture
of Company-wide cost savings in
order to improve profitability.

1/ Feedstock supply to the
GTL refinery

Progress the Enhanced Condensate Processing (ECP) Project
The ECP Project is a low-capex solution for increasing the Mossel Bay refinery
processing capacity to approximately 46 000 bpd of condensate or light crude
whilst maximising the use of existing infrastructure. A successful ECP Project
will enable the GTL refinery to continue operations over a longer period, at
least another 15 years, which will have a positive impact on the business's
sustainability and improve its profitability. A feasibility study and business
case, still need to be completed, to ensure the project is commercially viable.

Progress the E-BK Project as an additional offshore feedstock option

Following completion of Project
Ikhwezi and the consequent shutting
down of the Oribi/Oryx fields, the
South Coast fields supplying the GTL
refinery are F-A, E-M, SCG and F-O.
The largest contribution to the refinery
was made by the E-M field (which
varied between 17.4 MMscf/d and
37.7 MmMscf/d to meet demand),
followed by F-O (varying between
23 MMscf/d and 32 MMscf/d).
Considering the inadequacy of these
feedstock sources, PetroSA is
engaged in three strategic initiatives
to achieve a sustainable feedstock
supply to the GTL refinery:

The 2016 Corporate Plan to extend the life of the GTL refinery identified the
E-BK Project, as well as potential infill opportunities at existing fields. E-BK is
a discovered condensate-rich gas field located in Block 9. The proposed
development plan consists of one horizontal production well tied back
through a new 21 km subsea pipeline to a tie-in point on the South Coast Gas
pipeline. Having proved the technical and commercial viability of the E-BK
Field, partners are being sought to assist with funding and execution. Until a
partner is secured, the FEED phase of the project has been put on hold.

• Increase PetroSA’s gas supply
(LNG Project);
• Progress the Enhanced
Condensate Processing (ECP)
Project; and
• Progress the E-BK Project as an
additional offshore feedstock
option.

PetroSA Ghana Ltd is a wholly-owned subsidiary of PetroSA. PetroSA
Ghana Ltd is party to the Deepwater Tano and West Cape Three Points
Petroleum (WCTP) Agreements, as well as the Jubilee Unitisation and Unit
Operating Agreement, and has working-interest partnerships with recognised
independent oil companies such as Tullow Oil, Kosmos and Anadarko, as
well as with the Ghana National Petroleum Corporation (GNPC).

Increasing PetroSA’s gas supply
(LNG Project)
Approval to commence the FEED
phase for the LNG Project was
not obtained and therefore a
pre-FEED Study was not initiated.
Allocation of the DoE Gas-toPower IPP projects to Coega and
Richards Bay has meant that an
LNG import terminal in Saldanha
Bay to support the GTL refinery is
now unlikely. The LNG project
team is now supporting CEF in
the IPP Project process.
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The subsurface evaluation of further infill potential in the F-A, E-M, South
Coast Gas and F-O producing fields as well as the E-CB Oil Field is ongoing.
Business cases will be developed for each opportunity that passes the
feasibility phase, with the aim of making a Final Investment Decision (FID)
on those that are deemed to be technically and commercially viable.

2 / West Africa assets: Ghana

The assets and the minority equity held in these assets by PetroSA Ghana
Ltd are shown in Figure 2.
Estimated mid-case reserves for Jubilee have been revised upwards to
532.1 MMbbls (2016/2017: with 14.52 MMbbls due to PetroSA). The average
monthly production from the Jubilee Field for the 2016/2017 year was
61 633 bbl. Since inception, Jubilee has produced 196.33 MMbbls of oil,
of which PetroSA’s entitlement has amounted to 5.37 MMbbls.
The last phase of the Jubilee Field Development, referred to as the
Greater Jubilee Full Field Development Plan (GJFFDP), which includes
the Mahogany and Teak fields from the West Cape Three Points Block, is
pending approval from the Government of Ghana. The Mahogany and
Teak fields were integrated into the Jubilee full Field Development Plan, as some
of the reservoirs are hydraulically connected to the Jubilee Field. Resubmission
of the GJFFDP took place in July 2017. An application for further appraisal of the
Akasa Field was submitted to the Ghanaian Government.

FIGURE 2

The assets and the minority equity in the assets held by PetroSA Ghana Ltd

First oil from all the Deepwater Tano
(TEN Field) wells came on stream in
August 2016 as expected. TEN’s
total oil production to 31 March
2017 was 9.80 MMbbls, of which
the net oil entitlement to PetroSA
Ghana was 375 080 bbls (preroyalty and redetermination
adjustments). The estimated oil
reserves for the TEN fields is
230MMbbls (8.8 MMbbls
net to PetroSA). Gas reserves are
estimated at 250 Bcf (9.6 net to
PetroSA). No new wells will be
completed and drilled until a ruling
is reached on the maritime border
dispute between Ghana and
Cote d’Ivoire.
The partnership obtained a further
one-year extension from the
Government of Ghana to conduct
further subsurface and field
development studies in the Wawa
area. The report on the studies will
be submitted in April 2018.

PetroSA Equatorial Guinea
Deregistration of the dormant
PetroSA Equatorial Guinea branch
in Malabo, Equatorial Guinea, is
under way.

The Floating Production, Storage and Offloading vessel (FPSO)
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3/ Refinery optimisation:
Operations
Following the challenges related to
feedstock supply, the strategy has been
to prolong its lifespan by operating the
refinery below its minimum design
capacity in terms of gas feedstock,
while making use of existing technology
to further enhance the processing of
liquid condensates.
The Heavy Condensate Project (HCP)
was initiated to increase heavy
condensate processing at the GTL
refinery in conjunction with operating
the gas loop on 1 Reformer 1 Synthol
train mode at a reduced gas rate.
Engineering design work was initiated
early in April 2015, with the first two
phases of the project completed in time
for the successful introduction and
processing of imported heavy
condensate towards the end of the
second quarter of 2016. This enabled
the GTL refinery to increase condensate
processing rates from 12 000 bpd to
18 000 bpd. The last phase of the
project is to increase the condensate
processing capacity to 25 000 pbd.
Total production for the year was
12% below budget (7.193 MMbbls
vs 8.132 MMbbls). This was mainly
attributable to delays in the
processing of heavy condensate,
as well as various operational
challenges encountered at the GTL
refinery. Despite increasing gas
rates from 70 to 80 kNm3/h in the
final quarter in order to catch up on
lost production, numerous gas loop
incidents towards year end
impacted on total indigenous
production for the plant.
PetroSA continued with a number
of initiatives to improve overall
octane values and product margins,
including the blending of light
alcohols into the petrol pool, as well
as increasing alkylate throughput
and bringing about penexate octane
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TABLE 16 Cost-reduction measures
Intervention

Description

Reduction
of feedstock
costs

In order to minimise feedstock costs, the importation of VLCC-sized
condensate cargoes to Saldanha Bay would be required. The
condensate would then be piped through to SFF storage tanks in
Milnerton and thereafter shuttled to Mossel Bay in smaller parcels.
This intervention is expected to save the Company an estimated
USD2/barrel. However, collaboration with the SFF in delivering this
initiative is critical.

Reduction of
manpower
costs

One of the major cost reduction measures undertaken during the
2016/2017 financial year was the reduction of manpower costs. To this
end voluntary separation packages have been offered to permanent
staff members employed within the non-core and support service
divisions. Notwithstanding the fact that the company’s restructuring
process is still ongoing, and the fact that a new organisational
structure has been developed in line with a new proposed business
model, it is envisaged that no further staff reductions will occur during
the 2017/2018 financial year. As the current and proposed business
models will not generate the margins previously anticipated, additional
opportunities may be explored to hive off certain elements of the
business to other units within the Group. Further manpower cost
reduction will be achieved through natural attrition.

Operational
costs

The plan is to intensify operational cost-cutting measures as follows:
• Scrapping of the ORCA FPSO (savings in addition to
labour-related savings);
• Reduction of electricity usage and associated costs in the plant;
• Reduction of Duty at Source (DAS) and fuel cost by changing
vessel fuel from 50 ppm to MFO; and
• Reduction of discretionary spend on research and development.

Other
operational
costs

Air Liquide has signalled its intent to exit from GTL.F1 formally
in March 2016. Air Liquide intends settling its exit from GTL.F1
in a transaction with PetroSA and has given formal notice of its
withdrawal on 21 March 2017. PetroSA is in discussion with an
appropriate partner to take up Air Liquide’s share in GTL.F1.

improvement. Following a feasibility study, the Company embarked on a
project to convert the existing De-isobutaniser (DIB) to a De-isohexaniser
column (DIH), thus improving the gasoline octane output from the Penex Unit.

4/ Cost-reduction measures
The business has not been able to achieve the performance targets related
to gas and condensate processing as per the STP. This has had a significant
impact on the Company’s financial performance and will also affect the Life
of Field. In addition to the ECP Project described above, Table 16 highlights
which interventions are to be put in place.

5/ Trading supply and logistics
The Trading, Supply and Logistics (TS&L) Division is responsible for marketing
and selling PetroSA’s products and services to customers in South Africa, in
neighbouring countries and abroad. The TS&L Division manages the hydrocarbon
chain covering mainly fuels, petrochemicals, gases and importation of finished
products. PetroSA traditionally supplies the Eastern Cape, Southern Cape and
Western Cape markets; however, in this reporting period, we have seen
volumes going to the Northern Cape.

Fuels
The fuels business is made up of local
and regional fuels marketing, which
include sales from the Mossel Bay
Refinery, PetroSA depots – in
Bloemfontein and Tzaneen – and
third-party depots. These businesses
sell refined petroleum products,
including gasoline, diesel, LPG, and
other gases.

FIGURE 3

South and West Coast South Africa assets

In the year 2015/2016, 20% of
PetroSA’s fuels provided the public
energy sector with security of supply
for the country during the electricity
crisis. In the same year, PetroSA
successfully managed to channel 23%
of its fuel to the private petroleum
sector in the Southern and Eastern
Cape regions, thereby ensuring that the
retail network was supplied during
seasons of high driving demand.
PetroSA played a critical role in
supplying neighbouring countries
(Lesotho, Swaziland and Botswana)
with petrol, diesel and paraffin. About
2.8% of PetroSA’s fuel product went to
these markets.

Petrochemicals
PetroSA has established itself as a
global bulk producer and distributor of
petrochemical products with a strong
presence in the European and Far East
regions. PetroSA’s market share in the
international petrochemicals market has
decreased following the decline in
production as a result of diminishing gas
reserves. However, PetroSA has been
repositioning itself in the petrochemical
sector so as to re-establish itself as a
distributor to the West Africa mining
sector. Petrochemicals are mainly used
in drilling and mining activities, as well
as in paint and ink.

Trading
PetroSA plays an important role,
through its trading activities, in securing
a sustainable supply for the country’s
needs by purchasing finished product at
highly competitive prices to supplement
local production and guarantee security
of supply. Activities also include
supplying feedstock to the refinery.

Supply and distribution
PetroSA owns two depots, one in
Bloemfontein to supply the Free State
market, and one in Tzaneen, supplying
Limpopo. In the year 2016/2017, total
sales amounted to 1.7 billion litres
(2015/2016: 2.5 billion litres), 32%

lower than 2015/2016 due to the stabilisation of the electricity crisis and a
general slowdown across most fuel-dependent economic sectors.

Business focus
The TS&L Division’s business focus is on sustainability and growth by:
• Ensuring the supply of feedstock to the Mossel Bay Refinery through
partnerships with primary suppliers, as well as government contracts with
producing entities;
• Continuing to innovate by developing quality products for the South African
market;
• Growing volumes in markets of interest through value chain integration,
thereby also growing margins; and
• Improving PetroSA’s reputation with all Stakeholders and increasing PetroSA’s
footprint in the Southern African market.

6/ Reserves and farmouts
F-O Field
The F-O Reservoir, a structurally complex, high-temperature, high pressure
reservoir has been contributing to gas feedstock to the GTL refinery since First
Gas was achieved on 31 December 2014, and is estimated to continue
contributing to the gas supply to the GTL refinery until the end of production
from the all the offshore gas fields. Only three of the planned five wells were
completed as part of the Ikhwezi development. To date (31 March 2017) the field
has contributed 29 billion cubic feet (Bcf) of Gas to the GTL refinery. In March
2017, an external reserves audit estimated an ultimate gas recovery from the
F-O field from the three wells of 75 Bcf of gas in the Best Case estimate, an
increase from last year's reserve audit of 46 Bcf, mainly due to well F-O09P
performing better than expected during 2016.

F-O10P remediation
Work to progress the F-O10P remediation project is ongoing, and remediation
studies from contractors are being evaluated. Since it may be more beneficial to
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conduct remediation after the planned
shutdown for Nitrogen Services, the
timing of the remediation is being
reconsidered.

West Coast assets
Farmout offers for the West Coast
represent a saving for PetroSA of
USD15.35 million. Subsequent to
agreements between PetroSA and the
successful bidders, in December
2016, the initiative is ongoing pending
further approvals from the CEF and
the Minister. Rights to the West Coast
assets are shared as follows:
• Block 1: Situated off the West
Coast of South Africa, Block 1
lies north of the Ibhubesi gas
field (Block 2A) and the A-J1 oil
discovery (Block 2B), and south
of the Kudu gas field in Namibia.
PetroSA holds 40% equity and
Cairn India (the Operator) the
remaining 60% equity. Gas has
been discovered in the block
(A-F1 well), promising similar
prospects as the Kudu gas field
in the north and Ibhubesi in the
south. A deep-water oil prospect
portfolio has been generated,
with a number of possible
exploration-well locations
currently being evaluated.

• Block 2C: Exploration right to Block 2C are owned by Anadarko (65% equity)
and PetroSA (35% equity).
• Block 3A/4A: PetroSA (the Operator) and Sasol Petroleum International
(SPI) both hold 50% equity. Exploration right were awarded in July 2015,
where the prospectivity of the block is yet to be proven due to the poor
quality of legacy 2D seismic data.
• Block 5/6: The Joint Venture partnership is between Anadarko (the Operator)
and PetroSA with 80% and 20% equity respectively. The exploration right
first renewal was awarded in August 2016.

Block 9 and 11a
PetroSA is currently negotiating the farmout of Block 9 and 11a. No agreement
with bidders for the right to explore the field has yet been reached.
A new LOF forecast will be issued in May 2017 incorporating the results of
the Reserve Audit.

7/ Technology development
Continuous evolution of GTL technology
PetroSA’s interest and participation in GTL.F1 continues to remain core
to PetroSA’s growth strategy. Interest in the Low-Temperature Fischer
Tropsch Technology offered by GTL.F1 has been negatively affected by
persistent low oil prices. The GTL.F1 technology offering is proprietary, and
only a few individuals in the world have in-depth knowledge of the process.

COD development
The PetroSA Synthetic Fuels Innovation Centre, located at the University of
the Western Cape, has spearheaded new growth and understanding of the
COD technology. International recognition is being received for the advances
made in modelling the COD reaction, as well as predicting the effect of
different feed-mixes and process changes on the product profile.

TABLE 17 Net Oil reserves in PetroSA Company operated Block 9 fields

Field

PetroSA
share in 2017
(%)

PetroSA
share in 2016
(%)

Net oil and gas reserves at
01.04.2017 (MMboe)

Net oil and gas reserves at
01.04.2016 (MMboe)

1P

2P

3P

1P

2P

3P

Oribi Oryx

100

100

0.00

0.00

0.00

0.00

0.00

0.00

F-A

100

100

1.12

2.58

3.36

1.21

1.24

2.99

E-M

100

100

3.23

5.92

8.40

2.12

5.57

9.04

SCG

100

100

1.83

3.45

5.26

2.19

3.91

6.11

F-O

100

100

2.87

4.34

5.99

1.76

2.46

5.93

9.05

16.28

23.01

7.27

13.18

24.07

TOTAL
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STRATEGIC FOCUS AREA
TWO
SHERQ
Safety, Health, Environment, Risk
and Quality (SHERQ)
SHERQ incidents have significant
social, environmental and economic
implications for employees, their
families and communities. Companies
involved in HSEQ incidents suffer loss
of reputation and possible loss of
revenue as a result of loss of customers.
In understanding the need for proper
SHERQ management in the
sustainability of any organisation,
PetroSA has managed, and continues
to manage, SHERQ risks through the
certified and internationally recognised
ISO9001 Quality Management System
as well as HSE Management Systems.
Poor SHERQ performance was observed
throughout 2016/2017. In particular, the
Company suffered two fatalities at the
GTL refinery in January 2017, resulting in
a total of 17 Lost Time Injuries (LTIs), the
outcome of which was a Lost Time Injury
Frequency Rate (LTIFR) of 0.69 as
against a target of 0.35 (see Table 18).
This unfortunate performance can be
attributed to the loss of employees in
critical SHERQ positions and the general
decline in employee morale.

Occupational safety
On 31 January 2017, an accident
occurred at the PetroSA GTL refinery
involving a mechanical fitter and a
process controller, who were found
unconscious inside a dryer vessel.
Both employees were certified dead
following emergency rescue and
medical response on the PetroSA
premises. The cause of death was
determined to be nitrogen asphyxiation.
We have passed on our sincerest
condolences to the families of Mr Luvuyo
Mkutukana and Mr Sheradon Baker
following this tragic accident. Our
aim is to provide a safe working
environment and it is now incumbent
on the organisation to learn from the
mistakes made so as preserve the
health and safety of our employees.

TABLE 18 2016/2017 SHERQ performance
Key
performance
area

Performance
indicator

Occupational
safety

Lost Time Injury Frequency
Rate (LTIFR)
Fatalities

0

2

Environment

Environmental incidents

0-6

5

Occupational
health

Medical surveillance

85%–90%

96%

Occupational disease
cases recorded

Less than 4
occupational
disease cases
recorded

7 NIHL cases
reported

ISO 9001 certification

Retain ISO
9001:2008
certification

Certification not
suspended

Quality

Target

Actual
performance

LTIFR<0.40

LTIFR = 0.69

PetroSA has managed, and continues to
manage, SHERQ risks through the certified
and internationally recognised ISO9001
Quality Management System
In terms of section 60(1) of the Mine Health and Safety Act 29 of 1996 and
the PetroSA Incident Management process, investigations were conducted
to determine the root causes and the circumstances that led to the 17 LTIs
recorded. These investigations highlighted opportunities to further improve
the HSE management systems.
A management drive to improve the culture of safety in the workplace is being
pursued by the GCEO and the Board. The management team has taken into
account lessons learned from diagnostic and statistical analysis of all incidents,
feedback from internal and external Stakeholders, as well as recommendations
from the enquiry into the two fatalities.
Mandatory legal training and skills development of both employees and
contractors were conducted as part of a plan to improve competencies in
SHERQ critical areas. These interventions included emergency and
preparedness drills at all PetroSA facilities.

Occupational health
The year plan objectives in respect of medical surveillance were achieved,
with 96% of employees achieving completion against the targeted 80 to 90%.
Implementation of stricter controls saw a significant improvement in compliance.
These positive results were offset by seven cases of Noise Induced Hearing
Loss (NIHL), an occupational illness reportable in terms of Driven Machine
Regulations and the Compensation for Occupational Injuries and Diseases
(COID) Act.
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Environment

PetroSA achieved
acceptable
environmental
performance for the
period under review
Incident investigations revealed that
the root cause of these historic NIHL
cases could be attributed to failure
to wear ear protection by the affected
parties. A training and education
programme in the use of Personal
Protective Equipment (PPE) has been
rolled out. The mandatory use of PPE
will be enforced in order to reduce
the incidence of NIHL.
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PetroSA achieved acceptable environmental performance for the period under
review, recording fewer than the targeted environmental incidents. Significant
progress was shown in addressing findings raised by the Auditor General as well
as environmental authorities. GHG emissions decreased by 14% compared with
2014/2015, which was primarily attributable to a decrease in refinery production,
as well as reduced exploration flaring and logistics activity.

Quality
PetroSA maintains a well-established Quality Management System (QMS)
certified to international quality standard ISO9001:2008 and continues to address
product and system deviations. With the requirement to migrate to the new
ISO9001:2015 standard in 2018/2019, the Company focused on training quality
specialists in the new standard’s requirements. Migration to the new standard will
be effected in 2017.

Conclusion
A number of interventions are currently underway to improve the SHERQ culture in
the organisation. A SHERQ Turnaround Plan with new governance accountabilities
and milestones focussing on culture and behaviour has been drafted and will be
followed through rigorously. The SHERQ Turnaround initiatives are based on the
80/20 principle of executing 20% of the key interventions that will yield 80%
maximum impact, and have the full support of the GCEO and the Board.

STRATEGIC FOCUS AREA
THREE
Transforming Company, sector and society
Introduction

• Socio-economic development (also referred to as Corporate Social
Investment (CSI))

PetroSA is committed to the country’s
socio-economic transformation. The
Company understands that, given its
pivotal role in the South African oil
and gas sector, it has a responsibility
for transforming not only its own
operations, but also the wider oil and
gas sector, as well as the
communities with which it engages
and on whom it impacts. Being
state-owned and state-controlled,
PetroSA is fully compliant with the
elements of ownership and
management control. This report
therefore focuses on elements it can
influence, namely:

B-BBEE status of PetroSA
The 2016/2017 Audit was carried out in a challenging business and financial
environment for PetroSA. Such challenges included mainly the commercial
failure of key projects like the Ikhwezi Project and the fast depletion of the
indigenous gas feedstock to the Mossel Bay GTL refinery. These had a direct
impact on the commercial viability of the organisation, leading to budget cuts
throughout the organisation, which consequently affected some of the
transformation initiatives being pursued. Also, the delay in stabilising
management had a direct impact on the human capital composition and profile
of the organisation. All of these have had a direct negative impact on PetroSA’s
ability to continue to excel in the area of transformation.
As anticipated, the results indicate that PetroSA did not perform well and is
now no longer complying with the B-BBEE Codes of Good Practice by attaining
B-BBEE Level 7 Contributor Status (from Level 2), thus only achieving a total
score of 67.42 out of 100. The score is far lower than the 91.24 achieved in
2015/2016 and the 90.66 achieved in 2014/2015. In fact, it is the lowest score
achieved by the organisation in a long time. Table 19 reflects the scores
achieved in each scorecard element.

• Employment equity;
• Skills development;
• Enterprise and supplier development;
and

TABLE 19 Scores achieved by PetroSA for the various B-BBEE scorecard elements

B-BBEE elements

Subcategory
target

Points
scored

Total
points
2016/2017

Target

Status

Equity ownership

N/A

N/A

N/A

N/A

N/A

Management
Control

9.00

7.33

13.89

20

Employment
Equity

11.00

6.55
12.83

25

Limited investment being directed
towards the training budget, mainly
due to BillionPlus

35.70

50

Well-supported ESD Programme,
with poor preferential procurement
opportunities for QSEs and EMEs
that comprise 51% black-owned
and 30% women-owned suppliers

Socio-economic development (CSI)

5.00

5

Consistent implementation of
our CSI programmes

Total score

67.42

100

Management control

Skills
development

Enterprise and
supplier development

Enterprise
Development

5.00

7.00

Supplier
Development

15.00

15.00

Preferential
Procurement

30.00

13.70

PetroSA earned an additional 2 bonus points under 'Enterprise development', which points
are not included in the above breakdown but are included in the overall score.
Source: PetroSA B-BBEE Department, March 2017

Remarks

N/A
The recruitment and retention of
black female executives at Board
and Executive level was
inconsistent.

Achieved

Not compliant and needing to work
harder in the area of empowerment

Pending

Not achieved
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TABLE 20 Representation at top and senior management levels with regard to race and gender
Occupational levels

Male

Female

Foreign nationals

A

C

I

W

A

C

I

W

Male

Female

Total by
level

Total
black

Total
female

Total
male

Independent
non-executive
Board members

5

2

0

0

1

1

0

0

0

0

9

9

2

7

Executive Board
members

1

0

0

1

0

0

0

0

0

0

2

1

0

2

Other executive
management

3

1

0

0

1

0

0

0

0

0

5

5

1

4

GRAND TOTAL

9

3

0

1

2

1

0

0

0

0

16

15

3

13

Source: PetroSA Company Secretariat Office, March 2017

Management control (including
employment equity)

to develop an organisational culture that values and promotes diversity and
equal opportunity. PetroSA has a long-term Employment Equity Strategy with
short- and medium-term objectives.

Management control

Rooted in the values which serve as a compass to guide the behaviour of all
PetroSA employees, employment equity is a strategic driver that contributes
to transforming the Company, sector and society. To achieve this goal, PetroSA
has a vibrant Employment Equity Forum and Skills Development Committee.
The current employment equity status achieved by PetroSA is shown in Table 21.

The exiting of employees continues
to have a negative impact on the
employment equity status of PetroSA.
The number of women continued to
drop, mainly at senior management
level (Exco). In the fourth quarter (Q4) at
top management level (Board executive
and non-executive), representation
in terms of race and gender was 94%
black, 88% male and 12% female.
At senior management level (Exco),
however, there were some resignations,
accompanied by additional acting
appointments. In terms of the current
composition at this level, 100% are
black (20% coloured), with 80% being
male and 20% female. Overall Board
and executive management control
remains predominantly black and male.

Apart from the financial challenges experienced by PetroSA, both management
and employee structures were negatively impacted. This had a direct negative
impact on the overall employment equity status of the Company. As part of
restructuring, the number of permanent employees at different levels continued
to drop. The majority of those who left were women, followed by those who
possessed critical skills, who happened to be mainly black. This further
impacted both the race, gender and disability profiles. Latest results indicate
that the overall representation of women is now at 27.8%, with that of people
living with disabilities now being at 1.8%.
Information in Table 21 reflects the overall representation in terms of actual
numbers with regard to race and gender at different employment category
levels as at 31 March 2017.

Employment equity

Diversity interventions, such as Disability Open Days, Heritage Day and
Woman’s Day, are regularly celebrated. The Company continually pioneers
disability initiatives, thereby creating a platform for our transformation agenda
in respect of “people living with disabilities” within the oil and gas sector. The
Company also made progress towards aligning the Skills Development Plan
to meet the employment equity objectives. Guided by stretch targets, relevant
affirmative action measures were implemented, resulting in a more diversified
workforce, representative of the national Economically Active Population (EAP).

Employment equity is a critical area
of focus for PetroSA. The Company
is firmly committed to transformation,

A moratorium on external recruitment has limited opportunities to appoint new
employees. Where opportunities for appointment were presented, they were
done in line with the Employment Equity Plan.

The information in Table 20 reflects
the overall representation in terms
of actual numbers with regard to
race and gender at top and senior
management levels as at 31 March 2017.
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TABLE 21 PetroSA’s employment equity status as at 31 March 2017
“TASK”
job
grade

Male
Occupational level

A

C

Foreign
nationals

Female
I

W

A

2

6

2

C

I

W

M

F

Total

0

23–26

Top management

19–22

Senior management

6

14–18

Professionally qualified and experienced
specialists and mid-management

96

45

9

59

50

16

4

12

09–13

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

155

195

6

118

94

61

4

43

676

04–08

Semi-skilled and discretionary
decision-making

53

41

7

43

18

1

3

166

01–03

Unskilled and defined decision-making

16
293

2

0

Permanent

310

281

17

190

189

95

9

58

2

0

1 151

0

23–26

Top management

19–22

Senior management

1

14–18

Professionally qualified and experienced
specialists and mid-management

2

1

6

1

1

09–13

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

23

47

13

11

3

2

99

04–08

Semi-skilled and discretionary
decision-making

65

40

3

12

7

1

128

01–03

Unskilled and defined decision-making

7

1

1

3

Fixed term

98

89

0

23

27

11

0

3

8

0

259

Temporary

71

51

0

12

41

9

0

0

0

0

184

479

421

17

225

257

115

9

61

10

0

1 594

TOTAL

1
19

8

12

The table shows the workforce profile breakdown of employees by gender, nationality and race (and includes people living with disabilities)

As part of creating awareness and
promoting Women Issues and as well
as issues relating to People Living with
Disabilities, PetroSA established focus
groups such as a Woman’s Forum and a
Disability Forum. The objective of these
two groups is to ensure that there is an
adequate drive to address issues
relating to women and people living
with disability.

• Improve efforts to reasonably accommodate people living with disability;
• Drive the disability awareness and disclosure by employees;
• Review of key policies that have an impact on the implementation of
employment equity; and
• Develop divisional employment equity plans.

Key achievements

To promote talent management, the following planned key activities were
undertaken by PetroSA’s HC Division:

• A total of 12 women were promoted
in the organisation, with one key
promotion being to senior management role as Manager: Engineering
and Projects.
• Of the 136 appointments that were
made, 25% (35) of the appointees
were women.

Employment Equity Plan
A new one-year EE Plan was approved
by all the relevant parties. The plan will
focus on the following objectives:
• Identify opportunities for the
promotion of women to senior roles;
• Create opportunities for people living
with disabilities;

The 2016 EE Report was presented to the Employment Equity Forum for
consultation and was submitted to the Department of Labour in January 2017.

Strengthening diversity

•
•
•
•

Completion and approval of the total new organisational structure;
Finalisation of the Employment Equity Plan for 2017 and beyond;
Continued rollout of the Careways wellness service awareness session;
Continued collaboration with CHIETA to access discretionary grants for skills
development interventions;
• New intake of learners at the Centre of Excellence; and
• Updating of the performance management system for compliance purposes
as a result of significant changes.

Skills development
Our skills and development efforts have been impacted by the current ongoing
efforts in the organisation to reduce costs and conserve cash. There has had
to be a necessary trade-off between the continuation of these initiatives at
previous levels and intensity (at a much higher cost), or maintaining these
initiatives at minimum levels as a contribution to organisational sustainability
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TABLE 22 PetroSA’s workforce comparison: National and regional Economically Active Population (EAP) as at

31 March 2017
African

Coloured

Indian

White

Foreign
nationals

Total

PetroSA workforce (No.)

624

476

26

274

10

1 410

PetroSA workforce (%)

44.3%

33.8%

1.8%

19.4%

0.7%

100%

National EAP (%)

78.0%

9.8%

2.8%

9.5%

–

100%

Regional EAP (%)

36.0%

48.6%

0.5%

14.9%

–

100%

216

106

9

61

–

392

PetroSA females (No.)
PetroSA females (%)

15.3%

7.5%

0.6%

4.3%

–

27.8%

National EAP (females)

35.1%

4.5%

1.0%

4.2%

–

44.8%

Regional EAP females)

16.1%

22.5%

0.0%

6.6%

–

45.3%

PetroSA people living with disabilities (No.)

26

PetroSA people living with disabilities (%)

1.8%

SOE target (people living with disabilities (%))

2.0%

agenda pertaining to skills development during this period. As testament to
our success in this area, PetroSA was given an award by CHIETA for being an
excellent partner in the execution and delivery of skills development in 2016/2017.
We intend to build on this and other strategic partnerships in future.

in the short term and the future growth
of the organisation in the long term.
Whilst this is not ideal, our objective is
to ramp up these programmes as
soon as the organisation has positively
navigated the current difficult business
and financial environment and
achieves some level of stability.

Key highlights
• Six of the learners in the TechnoGirl Programme passed Grade 12, with three
being accepted into tertiary institutions.
• Fifty-five learners were successfully trade-tested in their respective trades
and received their “Red Seal” certificates.
• Twenty new learners were recruited into the COE in the fitting, welding and
rigging trades.

There has been an increasing emphasis
on collaborations and partnerships in
order to deliver on our transformation

FIGURE 4

Employee movement per employment contract
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• Five of our bursars were selected
for the Graduates-in-Training (GiT)
Programme.
• One GiT with a disability was
appointed to a permanent Credit
Administrator position.
The skills development budget
continues to be limited, impacting
negatively on the performance of
the organisation. The employee
development training cost for this
financial year (including travelling
and accommodation), amounted
to R16 147 509.99. Table 23
illustrates the breakdown of the
spend in each business training
activity category.

TABLE 23 PetroSA overall skills development spend as at 31 March 2017
Category

Costs

Employee training

R1 907 932.84

Employee-related training and
development costs paid during
2016/2017

Travel and
accommodation

R1 047 680.30

Travel and accommodation costs related
to training during 2016/2017

Study assistance

R987 362.42

Employee study assistance paid during
2016/2017

Bursaries

R1 261 387.44

Bursary amount paid during 2016/2017

Graduate-in-Training

R2 472 700.03

GiT salaries for 2016/2017

Internship

R466 651.12

In-service students’ salaries for 2016/2017

Apprenticeship

R4 144 167.01

Stipend paid for 2016/2017

Learnership

R1 646 667.00

Stipend paid for 2016/2017

Total amount paid

Employee development

Costs breakdown

R16 147 509.99

Source: PetroSA HC Division, March 2017

During the period under review,
PetroSA’s training budget was
mainly allocated to statutory and
regulatory training required for
compliance purposes. A total of
R1.9 million was spent on employee
training and development. The
breakdown in respect of employee
training costs is shown in Figure 5.

Skills development grants
During the reporting period,
PetroSA received a total of
R9.7 million from the Chemical
Industries Education and Training
Authority (CHIETA) for skills
development programmes.
Figure 6 illustrates the amount
received in respect of discretionary
and mandatory grants.

FIGURE 5

Youth development
programmes

FIGURE 6

During the period under review,
PetroSA continued to create
opportunities for youth development
through the following:

Discretionary and
mandatory grants received

19%

• The Science, Technology,
Engineering and Mathematics
(STEM) Programme;
• The Bursary Programme;
• The Graduate in Training (GiT)
Programme;
• The Centre of Excellence (COE);
and
• Job shadowing.

81%

Mandatory R1 873 289.93
Discretionary R7 857 070.56

Employee training and development costs (per training category)

R900 000
R800 000
R700 000
R600 000
R500 000
R400 000
R300 000
R200 000
R100 000
R0

Total

Conference

Formal

Functional

Learnership

Regulatory

SHERQ

Systems

Technical

R95 054.49

R6 794.00

R549 476.90

R0.00

R808 975.50

R276 370.00

R29 032.00

R152 389.90
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Figure 7 shows the extent of youth
participation during the 2016/2017
financial year.

Female

Male

PWID

Total

African

Coloured

Indian

White

African

Coloured

Indian

White

Female

Male

7

2

1

0

1

2

0

0

1

0

14

STEM Programme
Graduate-in-Training Programme

PetroSA continues to focus on and
develop the talent pool for females
through the STEM Programme.
Six TechnoGirls graduated from the
programme during the period under
review. As at 31 March 2017,
13 TechnoGirls were furthering
their studies at various tertiary
institutions.

Following the completion of studies, bursars are appointed on a fixed-term
contract within PetroSA for work-based exposure. At the beginning of the
2016/2017 period, there were 16 GiTs assigned to various business units;
however, by the end of 31 March 2017, only ten were still in the programme.

Centre of Excellence (COE)
The Centre of Excellence’s (COE) vision is to be a leading provider of top-quality
artisans for the petrochemical industry and industry at large. Through this,
PetroSA is continually contributing to closing the skills shortage gap in the
industry and the country as a whole.

There was no new intake of TechnoGirls during the 2016/2017 financial
year due to financial constraints.

The COE makes a significant contribution to addressing the challenges of
skills development and youth development. Established in 2003 as an artisan
provider, the COE has grown remarkably over the past 14 years. Initially, it
offered four artisan programmes; now it has seven trades namely: rigging,
welding, boilermaking, fitting, turning, electrical and instrumentation. In 2003,
all seven trades, including fitting and turning, received full accreditation by the
Chemical Industries Education and Training Authority (CHIETA).

Bursary Programme
The intake for PetroSA’s Bursary
Programme consists mainly of
historically disadvantaged (HDI)
students studying towards
qualifications linked to PetroSA’s core
business. During the period under
review, five bursars graduated. To
date, there are 14 bursars at various
tertiary institutions:

FIGURE 7

A full learnership (NQF 2 to 4) stretches over a period of three years and a full
apprenticeship (Phases 1 to 4) over four years. Both include theoretical and
practical training.
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Although PetroSA is the main sponsor,
funding is also received from the
CHIETA in the form of grants.
PetroSA remains committed to
developing skills of South Africans.
Despite a limited budget and a
decline in the scale of youth
development. There is still
commitment to pursuing related
initiatives as one of the skills
development priorities. The
intention is to ensure that these
interventions do not collapse
completely, and that the
organisation is able to ramp them
up as and when required. The
Youth Development Dashboard in
Figure 8 is an indication of the
investment directed towards
developing our youth.
During the reporting period, the COE
had an intake of 20 new students in
the fitting, welding and rigging trades.
The COE could not meet the initial
target of 52 learners due to:
• Most of the candidates not meeting
the minimum requirement of Grade
12 Mathematics and Science or N2;
and
• The intake being restricted to
learners from the Eden District.
As at 31 March 2017, there were
83 learners registered at the COE.
The COE will be doing a planned
intake in June 2017 for the
instrumentation trade. In line with
the cost-cutting mandate, the new
learners will be paid in accordance
with the sectorial determination of
the Department of Labour, which
stipulates a stipend of R2 500 per
month compared with the old model
where learners were remunerated at
R5 500 per month, with a yearly
guaranteed salary adjustment.
The COE continues to strengthen its
partnerships with other providers in
the skills development fraternity. It is
anticipated that in the medium to
long term, the COE will fund a
significant portion of its operating
expenses through the sharing of
resources from these strategic
partnerships, thus safeguarding its
long-term sustainability in order to
ensure that it continues to contribute
meaningfully to the skills
development landscape of the
Southern Cape and beyond.

FIGURE 8

Skills Development Dashboard: 2016/2017
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PetroSA remains committed to developing
the skills of South Africans
B-BBEE Improvement Plans
Despite economic challenges, PetroSA has worked to adhere to compliance
requirements by introducing the B-BBEE Improvement Plans as part of
promoting Quality Bids. These are targeting suppliers who are awarded
contracts but do not meet the minimum B-BBEE compliance requirement of
being Level 4 and above and also do not have 51% black ownership. The
B-BBEE Improvement Plans developed last year were also altered slightly,
aligning them to the revised B-BBEE Codes. Last year, the focus was to
prioritise the contribution in Skills Development (SD) and Enterprise and
Supplier Development (ESD), which have been identified as more effective
and sustainable, thus adding greater value to companies.

Enterprise and Supplier Development
The ESD Programme is an integral part of PetroSA’s business and continues
to make a meaningful contribution to building the capacity of PetroSA
suppliers and to transformation of the oil and gas industry sector. Business
development support provided to companies does make a difference in
helping to grow and sustain their businesses. In 2016/2017, 13 black-owned
beneficiaries in the Western Cape, Eastern Cape, KwaZulu-Natal and
Gauteng continued to be supported through individual mentorship and group
support workshops.

Business development
Areas that were prioritised included financial management, business growth
and contract management. Business development support also continued
through the imparting of technical skills for project implementation to suppliers.

Financial support
The provision of small grants and loans is key to supporting business
development. These range from R50 000 to R500 000 for the purchasing of
assets such as equipment and technology to advance businesses. The main
focus of the 2016/2017 financial year was to ensure that funding needs were
met. The Fund experienced a productive year, having deployed loan capital to
10 SMEs and grant support to 12 SMEs. In this financial year, a total amount
of R2.3 million was deployed, with the Fund receiving R480 000 in SME
repayments. Four out of the five recipients have existing contracts with
PetroSA. Since inception, the Fund has deployed a total of R3.5 million in
financial support to 15 SMEs.
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STRATEGIC FOCUS AREA
THREE
Transforming Company, sector and society/continued
The budget allocated for Enterprise
and Supplier Development in
2016/2017 was reduced by 70% to
R3 million (compared with R10 million
in 2015/2016). This falls far short of the
estimated total maximum investment
target spend for ESD of R17.5 million
per annum in order to meet the revised
B-BBEE Codes. Further, this budget
needs to be split between Enterprise
and Supplier Development in order to
meet the profit requirements indicated.
With the budget unlikely to be
increased, the ESD target set by the
revised Codes will not be met.

Other ESD initiatives
Facilitating SMME access to the
market
As part of our ESD initiatives, PetroSA
supported 14 companies in attending
the 10th Annual Smart Procurement
World Indaba, held in September
2016 at Gallagher Estate, Gauteng
province. The event is aimed at
providing suppliers and enterprises
with a critical platform to market
themselves, create awareness about
their products and services, and
attract and engage directly with
customers whilst learning how other
businesses succeed.

Black Industrialist (BI) Strategy
and Implementation Seminar
PetroSA hosted a seminar, attended
by 70 local suppliers, on the SA
Black Industrialist Strategy and its
implementation. A presentation was
done by a representative from the
Department of Trade and Industry
(the dti), focusing on growth and global
competitiveness of black-owned
enterprises.

Cape Funding Fair
PetroSA attended this fair in June
2016. The fair is an initiative of the
City of Cape Town and is aimed at
stimulating economic growth by
connecting businesses that require
funding, with suitable investors.
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TABLE 24 The expenditure on preferential procurement for 2016/2017

Target

Total
procurement
spend

Discretionary
procurement

BEE
procurement
spend

Discretionary
procurement
(%)

2015/2016

56–65%

R16 billion

R5.33 billion

R4.51billion

84.71%

2016/2017

70–80%

R10.6 billion

R4.3 billion

R4.1 billion

96.63%

Period

Department of Energy – Women in Energy Business Summit
PetroSA participated in the Women in Energy Business Summit held in
September 2016 in Gauteng. The CEF group was one of the key sponsors of
this event. The event seeks to economically empower women by encouraging
them to invest and take an active interest in available business opportunities
presented to them. PetroSA participated both in the exhibition and conference
programme.

Business development
Most of the business interventions were related to imparting technical skills
for project implementation to suppliers, IT and marketing. The following related
activities were pursued:

Introduction to the Oil and Gas Industry: Pilot training course in fuel
wholesaling, retail and/or logistics
PetroSA delivered its first inaugural introductory course to suppliers in
March 2017. The course was aimed at strengthening its Enterprise and
Supplier Development Programme and was attended by 25 delegates.
Conducted over one day, the course covered global oil supply, the South
African fuel value chain, and the South African regulatory framework, as well
as overviews of markets, products, transport infrastructure, pricing and
commercial models.

Website development and IT support
Suppliers were also assisted with the development of their websites, comprising
at least three basic pages. The main objective was to create an effective
means of showcasing the SMME’s business services, products and people,
using creative websites with innovative and clean designs.

B-BBEE policy and advocacy work
PetroSA and South African Petroleum Industry Association (SAPIA)
PetroSA continues to make a valuable contribution to the SAPIA
Transformation Committee. Workshops held this year focused on aligning
the Petroleum and Liquid Fuels Charter (LFC) with the Broad-Based Black
Economic Empowerment (B-BBEE) Policy Framework. PetroSA’s concerns
relate to the threshold and the classifications set for ESD and, in particular,
those relating to Procurement and Skills Development. This is based on the
challenges faced by a limited budget for skills development and by the cost
of buying feedstock from black suppliers at a premium price.

PetroSA and the Department of Energy
(DoE)

PetroSA, the Department of Mineral Resources (DMR)
and the Department of Trade and Industry (dti)

The Department of Energy (DoE) has been
working hard to fast-track the process
of finalising the revision of the Petroleum
and Liquid Fuels Charter (LFC) alignment
to the Broad-Based Black Economic
Empowerment (B-BBEE) Policy Framework.
Several meetings were held as part of
setting up an interim Steering Committee
that will form part of the LFC Charter
Council. PetroSA officially serves in this
interim committee as part of the CEF Group
representation. The intention is for the
charter to come into effect by October 2017.

PetroSA, through the B-BBEE Department, continues to participate
in and contribute, via the dti and DMR, together with other OPASA
members, to the Operation Phakisa Oil and Gas work stream
(C1 – a working group dedicated to B-BBEE issues and local
supplier development issues). More work is being done to work
towards agreeing on the appropriate incentive mechanism.
However, indications are that a sort of tax incentive would be
the most effective. In addition, the dti, together with the CSIR,
should investigate the manner in which other supplier development
incentives and collaborative frameworks could be leveraged to
drive the actual development of suppliers (in close collaboration
with applicants).
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STRATEGIC FOCUS AREA
THREE
Transforming Company, sector and society/continued
Corporate Social Investment
(CSI)
Advancing the quality of life of
historically disadvantaged communities
is central to PetroSA’s CSI philosophy.
Since its inception, PetroSA has
contributed R420 million to initiatives
aimed at providing a better life for
historically disadvantaged South
Africans. These initiatives cover the
following key focus areas: community
development, education, the
environment, health, and sustainable
development. During 2016/2017,
a total of R31.2 million was spent
in support of these development
initiatives.

Youth Development Centre/Youth Café
PetroSA funded the construction of a Youth Development Centre in Great Brak,
Mossel Bay. The R6.5 million centre is a partnership with the Mossel Bay
Municipality and the Western Cape Department of Social Development. The
centre offers accredited training for the youth of Great Brak and surrounding
areas.

Education
In line with the South African
Government’s National Development
Plan, which aims to eliminate poverty
and reduce inequality by 2030, PetroSA
continued to support infrastructure
development at historically
disadvantaged schools. PetroSA’s
R1.5 million investment in early
childhood development was of direct
benefit to 22 crèches and 1 540 pupils
in the Southern Cape through the
upgrading of learning venues, learning
materials, educational toys and
security fencing around the facilities.
The project was accomplished
through a partnership with the
Mossel Bay Municipality and the
Provincial Department of Social
Development. During the period
under review, PetroSA also invested
R1.39 million in the conversion of
classrooms into smart learning
centres at Siyazingisa Primary
School, Guguletu, Cape Town.
During the 2016/2017 financial year,
PetroSA also invested R4.6 million in
infrastructural development at two
Eastern Cape primary schools:
Maseleni Primary in Idutywa and
Humansdorp Primary near Port
Elizabeth.
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Opening of the Great Brak Youth Centre: Mayor of Mossel Bay Hon. H Levendal, Mrs J Ntwane,
Hon. MEC of Social Development A Fritz and Mr K Zono.

Projects to be completed by December 2017
PetroSA’s social development programme will continue to deliver projects to
historically disadvantaged communities in the 2017/2018 financial year. Below
is the list of projects expected to be completed by December 2017.

TABLE 25 Projects completed by December 2017
Project name

Spend

Construction of Qamata IeC, Eastern Cape

R14 500 000

Construction of Asla Clinic, Western Cape

R14 000 000

Extension of D’Almeida Clinic, Western Cape

R4 200 000

Extension of Alma Clinic, Western Cape

R3 000 000

Construction of multipurpose sportsfield, Western Cape

R500 000

Provision of learning centres at three schools, Western Cape

R2 353 397

Construction of classrooms at Humansdorp, Western Cape

R1 600 000

Construction of classrooms at Maseleni, Eastern Cape

R4 000 000

Total

R44 153 397

PetroSA Marathon
The Company is the proud host and
sponsor of the PetroSA Marathon,
a popular race that has become a
must-participate-in event in racing
circles. Started 14 years ago by
PetroSA employees as a social race
among friends, it has become one of
the most popular and recognisable
races in the country.
The Marathon route has received
accreditations from world governing
bodies, the International Association

of Athletics Federations (IAAF) and the Association for International
Marathon Standards (AIMS). Every year the race attracts over a thousand
athletes from across the country and continent. Participants hail from far-off
countries such as Tanzania, Ethiopia and all over the SADC region. There is
also a development run that is attached to the PetroSA Marathon, wherein
all the schools in Mossel Bay participate. The aim of the development run is
to unearth and nurture new racing talent.
The 2016 edition of the PetroSA Marathon was hosted on 24 September.
Run over distances of 42km, 21km, 10km and a 5km fun walk, the PetroSA
Marathon offers the winners of the men’s and women’s races R60 000 in
prize money. The PetroSA Marathon is also an important contributor to the
economy of Mossel Bay.
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General information
Country of incorporation and domicile

South Africa

Nature of business and principal activities	Exploration for and production of oil and gas, refining operations,
converting gas and gas condensate to liquid fuels and petrochemicals and the marketing thereof.
Directors

Mr N Gumede
Mr QMN Eister
Ms P Kwele
Mr SS Masemola
Adv L Mtunzi
Mr BM Ngubo
Ms L Williams
Mr M Xiphu

Registered office

151 Frans Conradie Drive
Parow
7500

Postal address

Private Bag X5
Parow
7499

Holding company

CEF SOC Limited incorporated in South Africa

Auditors

Auditor-General of South Africa
Registered Auditors

Secretary

Ms T Sishuba

Company registration number

1970/008130/30

Level of assurance	These consolidated and separate annual financial statements
have been audited in compliance with the applicable
requirements of the Companies Act 71 of 2008.

These financial statements were internally prepared and supervised by:
Mr JP Rhode CA(SA) (Group Financial Manager) and
Mr WZ Fanadzo (FCMA) (Acting Group Chief Financial Officer) respectively
Published 31 July 2017
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Report of the auditor-general to Parliament on the Petroleum
Oil and Gas Corporation of South Africa SOC Limited
Report on the audit of the consolidated and separate financial statements
Opinion
1. I have audited the consolidated and separate financial statements of the Petroleum Oil and Gas Corporation of
South Africa SOC Limited and its subsidiaries (PetroSA) set out on pages 95–154, which comprise the consolidated
and separate statement of financial position as at 31 March 2017, and the consolidated and separate statement of
profit or loss and other comprehensive income, statement of changes in equity and statement of cash flows for the
year then ended, as well as the note s to the consolidated and separate financial statements, including a summary
of significant accounting policies.
2. In my opinion, the consolidated and separate financial statements present fairly, in all material respects, the
consolidated and separate financial position of the Petroleum Oil and Gas Corporation of South Africa SOC Limited
as at 31 March 2017, and its financial performance and cash flows for the year then ended in accordance with the
International Financial Reporting Standards (IFRS), the requirements of the Public Finance Management Act of
South Africa, 1999 (Act No. 1 of 1999) (PFMA) and the Companies Act of South Africa, 2008 (Act No. 71 of 2008)
(Companies Act).

Basis for opinion
3. I conducted my audit in accordance with the International Standards on Auditing (ISAs). My responsibilities under
those standards are further described in the auditor-general’s responsibilities for the audit of the consolidated and
separate financial statements section of my report.
4. I am independent of the company in accordance with the International Ethics Standards Board for Accountants’
Code of ethics for professional accountants (IESBA code) together with the ethical requirements that are relevant
to my audit in South Africa. I have fulfilled my other ethical responsibilities in accordance with these requirements
and the IESBA code.
5. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a basis for my opinion.

Material uncertainty related to going concern
6. I draw attention to the Statement of Profit or Loss and Other Comprehensive Income in the financial statements,
which indicates that the group and company incurred a net loss of R1.6 billion and R2.1 billion respectively during
the year ended 31 March 2017. As stated in note 36, these events or conditions, along with other matters as set
forth in note 36, indicate that a material uncertainty exists that may cast significant doubt on the company’s ability
to continue as a going concern. My opinion is not modified in respect of this matter.

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

Significant Uncertainties
8. With reference to note 15 to the financial statements the abandonment provision of R9.6 billion is based on
assumptions within the current economic environment. The actual abandonment costs will ultimately depend upon
future market prices for the necessary abandonment works required when the fields cease to produce at
economically viable rates which in turn will depend on future oil and gas prices, which are inherently uncertain.

Material Impairments
9. As disclosed in notes 2 and 18 to the financial statements the group and the company reversed impairments of R1
billion and R603 million respectively, in respect of property, plant and equipment. The company impairment reversal
was primarily driven by the change in estimate in the abandonment restoration asset. The group net impairment
reversal is due to a reversal of the previously recognised impairment charges on the PetroSA Ghana Ltd assets at
a group level.
10. As disclosed in notes 3 and 18 to the financial statements the group and company impaired exploration and
evaluation assets of R171 million as a result of additional costs that would have to be incurred to make the assets
commercial.
11. As disclosed in notes 4 and 18 to the financial statements the company impaired investments to the value of R467
million as a result of the strengthening of the rand against the dollar.
12. As disclosed in notes 7 and 18 to the financial statements the group and company impaired loans of R346 million
in respect of other financial assets.
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Funding of Abandonment Provision
13. As disclosed in note 15 to the financial statements, relating to the funding of the abandonment and rehabilitation
provision, the group has an obligation to rehabilitate and abandon its offshore and onshore operations valued at R9.6
billion, which is currently under funded by R7.4 billion. In terms of the recently promulgated National Environmental
Management Act, 1998 (Act No. 107 of 1998) (NEMA), PetroSA is required to have the rehabilitation liability fully
funded by April 2019. There are currently challenges with funding this gap due to PetroSA’s weakened financial
position. The holding company of PetroSA (Central Energy Fund) has committed to assist PetroSA in closing the
funding gap, through various support and oversight mechanisms. In addition, PetroSA is working closely with the
regulator (South African Agency for Promotion of Petroleum Exploration and Exploitation) to ensure PetroSA
discharges its responsibilities as required under NEMA. Other stakeholders involved include the National Treasury
and Departments of Mineral and Resources and Environmental Affairs as required under NEMA.

Other matter
14. I draw attention to the matter below. My opinion is not modified in respect of this matter.

Unaudited supplementary schedules
15. The supplementary information set out on pages 155–165 does not form part of the financial statements and is
presented as additional information. I have not audited this information and, accordingly, I do not express an opinion
thereon.

Responsibilities of the Accounting Authority for the financial statements
16. The board of directors, which constitutes the accounting authority, is responsible for the preparation and fair
presentation of the consolidated and separate financial statements in accordance with IFRS, the requirements of the
PFMA and the Companies Act and for such internal control as the accounting authority determines is necessary to
enable the preparation of consolidated and separate financial statements that are free from material misstatement,
whether due to fraud or error.
17. In preparing the consolidated and separate financial statements, the accounting authority is responsible for assessing
PetroSA’s ability to continue as a going concern, disclosing, as applicable, matters relating to going concern and
using the going concern basis of accounting unless there is an intention either to liquidate the entity or to cease
operations, or there is no realistic alternative but to do so.

Auditor-general’s responsibilities for the audit of the consolidated and separate financial statements
18. My objectives are to obtain reasonable assurance about whether the consolidated and separate financial statements
as a whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes my opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit
conducted in accordance with ISAs will always detect a material misstatement when it exists. Misstatements can
arise from fraud or error and are considered material if, individually or in aggregate, they could reasonably be
expected to influence the economic decisions of users taken on the basis of these consolidated and separate
financial statements.
19. A further description of my responsibilities for the audit of the consolidated and separate financial statements is
included in the annexure to this report.

Report on the audit of the annual performance report
Introduction and scope
20. In accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) and the general notice issued
in terms thereof I have a responsibility to report material findings on the reported performance information against
predetermined objectives for selected objectives presented in the annual performance report. I performed procedures
to identify findings but not to gather evidence to express assurance.
21. My procedures address the reported performance information, which must be based on the approved performance
planning documents of the entity. I have not evaluated the completeness and appropriateness of the performance
indicators included in the planning documents. My procedures also did not extend to any disclosures or assertions
relating to planned performance strategies and information in respect of future periods that may be included as part
of the reported performance information. Accordingly, my findings do not extend to these matters.
22. I evaluated the usefulness and reliability of the reported performance information in accordance with the criteria
developed from the performance management and reporting framework, as defined in the general notice, for the
following selected objectives presented in the annual performance report of the entity for the year ended 31 March 2017:
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Report of the auditor-general to Parliament on the Petroleum
Oil and Gas Corporation of South Africa SOC Limited (continued)
Objectives

Pages in the annual performance report

Finance

80

Internal Business Processes

80–81

23. I performed procedures to determine whether the reported performance information was properly presented and
whether performance was consistent with the approved performance planning documents. I performed further
procedures to determine whether the indicators and related targets were measurable and relevant, and assessed
the reliability of the reported performance information to determine whether it was valid, accurate and complete.
24. The material finding in respect of the reliability of the selected objective is as follows:

Objective – Finance
25. The reported achievement for target to obtain a gross profit margin of 5.5% was misstated as the evidence provided
indicated -5.1% and not -4.6% as reported in the annual performance report.
26. I did not identify any material findings on the usefulness and reliability of the reported performance information for
the following objective:
• Internal Business Processes

Other matters
27. I draw attention to the matters below.

Achievement of planned targets
28. Refer to the annual performance report on pages 80–81 for information on the achievement of planned targets for
the year for the under/overachievement of a significant number of targets. This information should be considered
in the context of the material finding raised on the reliability of the reported performance information in paragraph
25 of this report.

Adjustment of material misstatements
29. I identified material misstatements in the annual performance report submitted for auditing. These material
misstatements were on the reported performance information of the finance and internal business processes
objectives. As management subsequently corrected only some of the misstatements, I identified material findings
on the reliability of the reported performance information.

Report on the audit of compliance with legislation
Introduction and scope
30. In accordance with the PAA and the general notice issued in terms thereof, I have a responsibility to report material
findings on the compliance of the entity with specific matters in key legislation. I performed procedures to identify
findings but not to gather evidence to express assurance.
31. The material finding in respect of the compliance criteria for the applicable subject matter is as follows:

Financial statements
32. The financial statements submitted for auditing were not prepared in accordance with the prescribed financial
reporting framework and supported by full and proper records as required by section 55(1)(a) and (b) of the
PFMA and section 28(1)(a) of the Companies Act. Material misstatements of non-current assets, liabilities,
revenue and expenditure identified by the auditors in the submitted financial statement were corrected and the
supporting records were provided subsequently, resulting in the financial statements receiving an unqualified
audit opinion.

Other information
33. PetroSA’s accounting authority is responsible for the other information. The other information comprises the
information included in the annual report which includes the director’s report and the Company Secretary’s certificate
as required by the Companies Act. The other information does not include the consolidated and separate financial
statements, the auditor’s report and those selected objectives presented in the annual performance report that have
been specifically reported on in the auditor’s report.
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34. My opinion on the financial statements and findings on the reported performance information and compliance with
legislation do not cover the other information and I do not express an audit opinion or any form of assurance
conclusion thereon.
35. In connection with my audit, my responsibility is to read the other information and, in doing so, consider whether the
other information is materially inconsistent with the consolidated and separate financial statements and the selected
objectives presented in the annual performance report, or my knowledge obtained in the audit, or otherwise appears
to be materially misstated. If, based on the work I have performed on the other information obtained prior to the date
of this auditor’s report, I conclude that there is a material misstatement of this other information, I am required to
report that fact.

Internal control deficiencies
36. I considered internal control relevant to my audit of the consolidated and separate financial statements, reported
performance information and compliance with applicable legislation; however, my objective was not to express any
form of assurance thereon. The matters reported below are limited to the significant internal control deficiencies that
resulted in the findings on the annual performance report and the findings on compliance with legislation included in
this report.
37. Leadership did not provide adequate oversight regarding the implementation of action plans to address prior year
audit findings and internal control deficiencies which has resulted in numerous material misstatements and repeat
audit findings in the area of financial reporting, the annual performance report and compliance with laws and
regulations.
38. Management did not ensure records are properly maintained given the number of differences noted between the
financial statements and the accounting records. The misstatements identified for the financial statements during the
audit, which resulted in the findings on compliance to legislation and the annual performance report, are attributable
to the underlying information not being verifiable or appropriately and timeously gathered and assessed or
appropriately reconciled and reviewed.

Other reports
39. I draw attention to the following engagements conducted by various parties that had, or could have, an impact on the
matters reported in the entity’s financial statements, reported performance information, compliance with applicable
legislation and other related matters. These reports did not form part of my opinion on the financial statements or my
findings on the reported performance information or compliance with legislation.
40. As requested by the company, agreed-upon procedures engagements were conducted during the period under
review concerning the accuracy of the illuminating paraffin (IP) tracer levy quarterly payments to CEF. The reports
covered the period 1 April 2016 to 31 March 2017.

Cape Town
1 August 2017

Auditing to build public confidence
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Annexure – auditor-general’s responsibility for the audit
1. As part of an audit in accordance with the ISAs, I exercise professional judgement and maintain professional
scepticism throughout my audit of the consolidated and separate financial statements, and the procedures
performed on reported performance information for selected objectives and on the company’s compliance with
respect to the selected subject matters.

Financial statements
2. In addition to my responsibility for the audit of the consolidated and separate financial statements as described in
the auditor’s report, I also:
• identify and assess the risks of material misstatement of the consolidated and separate financial statements
whether due to fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for my opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve collusion,
forgery, intentional omissions, misrepresentations, or the override of internal control.
• obtain an understanding of internal control relevant to the audit 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
company’s internal control.
• evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and
related disclosures made by the board of directors, which constitutes the accounting authority.
• conclude on the appropriateness of the board of directors, which constitutes the accounting authority’s use of
the going concern basis of accounting in the preparation of the financial statements. I also conclude, based on
the audit evidence obtained, whether a material uncertainty exists related to events or conditions that may cast
significant doubt on the PetroSA and its subsidiaries ability to continue as a going concern. If I conclude that a
material uncertainty exists, I am required to draw attention in my auditor’s report to the related disclosures in
the financial statements about the material uncertainty or, if such disclosures are inadequate, to modify the
opinion on the financial statements. My conclusions are based on the information available to me at the date of
the auditor’s report. However, future events or conditions may cause a company to cease operating as a going
concern.
• evaluate the overall presentation, structure and content of the financial statements, including the disclosures,
and whether the financial statements represent the underlying transactions and events in a manner that
achieves fair presentation.
• obtain sufficient appropriate audit evidence regarding the financial information of the entities or business
activities within the group to express an opinion on the consolidated financial statements. I am responsible for
the direction, supervision and performance of the group audit. I remain solely responsible for my audit opinion.

Communication with those charged with governance
3. I communicate with the accounting authority regarding, among other matters, the planned scope and timing of the
audit and significant audit findings, including any significant deficiencies in internal control that I identify during my
audit.
4. I also confirm to the accounting authority that I have complied with relevant ethical requirements regarding
independence, and communicate all relationships and other matters that may reasonably be thought to have a
bearing on my independence and where applicable, related safeguards.
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Directors’ responsibilities and approval
The Directors are required to maintain adequate accounting records and are responsible for the content and integrity of
the consolidated and separate annual financial statements and related financial information included in this report. It is
their responsibility to ensure that the consolidated and separate annual financial statements fairly present the state of
affairs of the Group as at the end of the financial year and the results of its operations and cash flows for the period then
ended, in conformity with International Financial Reporting Standards. The external auditors are engaged to express an
independent opinion on the consolidated and separate annual financial statements.
The consolidated and separate annual financial statements are prepared in accordance with International Financial
Reporting Standards and are based upon appropriate accounting policies consistently applied and supported by
reasonable and prudent judgements and estimates.
The Directors acknowledge that they are ultimately responsible for the system of internal financial control established by
the Group and place considerable importance on maintaining a strong control environment. To enable the Directors to
meet these responsibilities, the Board of Directors sets standards for internal control aimed at reducing the risk of error
or loss in a cost effective manner. The standards include the proper delegation 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 Group and all employees are required to maintain the highest ethical
standards in ensuring the Group’s business is conducted in a manner that in all reasonable circumstances is above
reproach. The focus of risk Management in the Group is on identifying, assessing, managing and monitoring all known
forms of risk across the Group. While operating risk cannot be fully eliminated, the Group endeavours to minimise it by
ensuring that appropriate infrastructure, controls, systems and ethical behaviour are applied and managed within
predetermined procedures and constraints.
The Directors 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
consolidated and separate annual financial statements. Various interventions are being considered in order to optimise
the environment. However, any system of internal financial control can provide only reasonable, and not absolute,
assurance against material misstatement or loss.
The Directors have reviewed the Group and company’s cash flow forecasts for the year to 31 March 2018 and, in light of
this review and the current financial position, they are satisfied that the Group and company have or have access to
adequate resources to continue in operational existence for the foreseeable future. Nothing significant has come to the
attention of the Directors to indicate that any material breakdown has occurred in the functioning of these controls,
procedures and systems during the year under review.
In the opinion of the Directors. based on the information available to date, the annual financial statements fairly present
the financial position of PetroSA and the Group at 31 March 2017 and the results of its operations and cash flow
information for the year then ended.
The external auditors are responsible for independently auditing and reporting on the Group’s consolidated and separate
annual financial statements in terms of the Companies Act 71 of 2008. The consolidated and separate annual financial
statements have been examined by the Group’s external auditors and their report is presented on pages 3 to 8.
The consolidated and separate annual financial statements set out on pages 86-154, which have been prepared on the
going concern basis, were approved by the Board of Directors on 28 July 2017 and were signed on its behalf by:

Mr N Gumede

Mr BM Ngubo

Cape Town
31 July 2017

PetroSA Integrated Annual Report 2017 | 79

The Petroleum Oil and Gas Corporation of South Africa SOC Limited
Consolidated And Separate Annual Financial Statements for the year ended 31 March 2017

Performance against objectives
A summary of The Petroleum Oil And Gas Corporation of South Africa SOC Ltd group business performance against
objectives is contained in the table below:

1 TRANSFORMATION

Objective

Key performance indicator

Target

Actual

Performance
results

To meet transformational initiatives
1.1 To implement new
organisational plan/structure

30 November 2016

The Board approved the
organisational structure in January
2017. Future state design approved
in February. Consultation process
with all recognised unions started by
end March 2017.

Not
achieved

1.2 To ensure a 70–80%
Preferential Procurement target

70–80%

96.6%

Achieved

4 INTERNAL BUSINESS PROCESSES

3 STAKEHOLDERS

2 FINANCE

To optimise profitability through revenue enhancement and/or cost reduction
2.1 To obtain a gross margin
percentage of 5.5%

5.5%

-4.6%

Not
achieved

2.2 To provide a total variance of
5% for actual costs vs budget
(operating expenses)

variance +5%

13%

Achieved

Not
achieved

To obtain appropriate stakeholder support
3.1 To develop and implement the
stakeholder engagement plan in
accordance with all strategic
initiatives

60–70% of the
Engagement
Management Plan
implemented in the
current financial year

55% of the Engagement
Management Plan was implemented
in the current year.

4.1 SHEQR Index

3

1.6

4.1.1 Safety

LTIFR = 0.35–0.39

0.69

Not
achieved

4.1.2 Environment

=/<6

5

Achieved

4.1.3 Health

85–90% medical
surveillance with
documented health
risk assessments
in place

96% medical surveillance were
completed with documented
health risk sssessments. 7
confirmed cases of occupational
diseases were recorded.

Not
achieved

4.1.4 Quality

Retain certification
plus 90%
completion of L1
assessments

71% completion L1 quality
assessments.

Not
achieved

4.1.5 Process safety

Score of 3 on
Dashboard
(weighted average
for FA and GTL)

1

Not
achieved

4.1.6 Divisional Risk Profiles (DRP)
are updated and presented
quarterly to EMAC

Index rating of 3

2

Not
achieved
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Objective

Target

Actual

Performance
results

4.2.1 Total indigenous GTL refinery
production and F-O

2.459 MMbbls

2.766 MMbbls

Achieved

4.2.2 Commence the FEED study
for LNG

31 March 2017

The commencement of a FEED
Study was not approved as DoE
support for an LNG importation
project was not seen as a key
strategic initiative at Saldanha Bay.

Not
achieved

4.2.3 To select and approve the
long term option for the
sustainability of the Mossel
Bay GTL refinery

Initiate the next
project phase for the
selected option by
31 March 2017

The Board approved the ECP project
as the preferred long term solution
for the GTL Refinery in July 2016.
The ECP project is currently in the
feasibility phase.

Achieved

4.2.4 To execute EBK project:
FEED completed

31 March 2017

FEED is on hold subject to PetroSA
securing a partner to fund and
execute the project.

Not
achieved

4.2.5 To develop and implement a
compliance programme for
the NEMA decommissioning
liability

31 March 2017

Achieved postponement of the
NEMA Financial Provision
compliance date to February 2019

Not
achieved

Key performance indicator

4 INTERNAL BUSINESS PROCESSES

4.2 Sustainability

4.3 Growth initiatives
4.3.1 To enter the downstream market
4.3.1.1 To implement the
downstream strategy

31 March 2017

The target was not achieved as the
project was put on hold.

Not
achieved

4.3.1.2 To provide an approved
business case to respond to
the TNPA RFP for the
operatorship of the Offshore
Supply Base in the port of
Saldanha

30 September 2016

The bid response to the TNPA RFP
was not submitted by the bid closing
date of October 2016 as PetroSA
was unable to secure funding for the
business case.

Not
achieved

Execute farmout
process to
completion by
31 March 2017

For Block 9 and 11a farmout, no
agreement was reached with the
farminee. PetroSA is awaiting CEF
Board approval for Blocks 2C, 3A/4A
and 5/6. Agreements to be finalised
in the new financial year.

Not
achieved

4.3.2

To grow the upstream
resource base, reserves &
production for long-term
profitability

4.3.2.1	To execute farmout:
Block 9 and 11a and
West Coast farmouts

PetroSA Integrated Annual Report 2017 | 81

The Petroleum Oil and Gas Corporation of South Africa SOC Limited
Consolidated And Separate Annual Financial Statements for the year ended 31 March 2017

Performance against objectives (continued)
1.

Transformation

1.1

Implement a new organisational plan/structure

The target is to ensure that the design phase is planned for completion by 31 July 2016 and implementation by
30 November 2016.
Actual: Board approved the organisational structure in January 2017. Future state design approved in February 2017.
Consultation process with all recognised unions started by end March 2017.

1.2

Ensure a 70–80% preferential procurement target

In terms of the BBBEE codes of good practice, certain expenditure may be excluded from total procurement (i.e.
procurement from other organs of state, imported goods and services that cannot be sourced locally, as well as specific
branded sole source procurement). The target is 70–80% of generic spend (local and foreign).
Actual: The preferential procurement spend for the period under review was 96.6% vs a target of 70%.

2.

Finance

Ensure cost optimisation and utilisation of resources
2.1

Gross margin percentage

The gross margin percentage is determined by the ratio of the gross margin (revenue – cost of sales) to the revenue. The
5.5% annual target is in line with the corporate plan and budget and is for PetroSA’s existing business.
Actual: Year to date revenues amounted to R10.4 billion and cost of sales were R10.8 billion. This translates into a
negative gross margin of 4.6%. This was mainly attributable to lower volumes produced at the GTL refinery and lower
purchased product.

2.2

Actual vs budget operating expenditure

Actual costs are compared to original budget costs. This measure encourages adherence to budget. The target is to
achieve a variance of +5% on operating costs.
Actual: 14% savings were achieved in the period under review as a result of the ongoing cost savings drive. Total operating
costs were R758 million vs a budget of R883 million.

3.

Managing stakeholders

Obtain the appropriate stakeholder support

3.1

Develop and implement stakeholder strategy

Contribute towards ensuring stakeholder support for key projects in line with the approved Company strategy. The target
is to develop and implement a stakeholder engagement plan with regard to all strategic initiatives.
Actual: 55% of the engagement management plan was implemented in the 2017 financial year. Engagement plans for
E-BK, E-CB, farmouts and the downstream acquisition were also developed and implemented during the period under
review.
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4.

Internal business processes

4.1

SHEQR Index

4.1.1 The Lost Time Injury Frequency Rate (LTIFR)
This refers to the safety performance of the Company. The Lost Time Injury Frequency Rate is calculated on the basis of
a rolling 12-month formula as follows:
Difr =

Number of lost time injuries x 200 000 (hours)
No. of hours worked (during period under review)

A lost time injury is defined as a work-related injury including occupational illness arising out and in course of duty giving
rise to any related temporary or permanent disablement or death as determined by a medical practitioner.
Actual: A LTIFR of 0.69 was recorded vs a target of 0.35–0.39. Cumulatively, 17 lost time injuries were reported.

4.1.2 Environmental incidents
This refers to the environmental performance of the Company. In the corporate scorecard, an environmental incident is
an event which has a localised effect, environmental damage beyond the fence boundary; substantiated community
complaint; permit exceedance or non-compliance.
The Health, Safety & Environmental (HSE) Management System is a risk based system, the Group as well as the identified
business units are required to have identified HSE risks; developed self-assurance (Level 1) programmes and demonstrate
compliance to the developed assurance programs.
Actual: There were five (5) environmental incidents reported during the period under review.

4.1.3 Occupational hygiene survey
In terms of the South African health and safety legislation, PetroSA must conduct occupational hygiene surveys to
determine the health hazards employees might be or are exposed to and put in place an annual medical surveillance
programme. A medical or occupational health surveillance programme will be used as a measure for determining
interventions/improvements in employee health. This KPI seeks to measure if there has been any exposure in terms of
recorded occupational disease cases as well as the percentage of employees who have undergone medical surveillance
against the year-plan.
Actual: 96% medical surveillance were completed with documented health risk assessments. 7 confirmed cases of
occupational diseases were recorded.

4.1.4 Quality
PetroSA’s quality management system is currently certified under ISO9001:2008. The target is to retain the ISO 9001
certification and complete 90% of Level 1 quality self-assessments.
Actual: The South African Bureau of Standards (SABS) contracted to conduct third party certification assessments was
suspended by the South African National Accreditation System (SANAS). The surveillance audit was therefore not
conducted as planned. Prior to their suspension, the SABS issued a letter confirming the validity of the PetroSA
Certification. A new certification body is envisioned to commence with the certification process in May 2017. 71% L1
assessments were submitted vs the target of 90%.

4.1.5 Process safety
This refers to Process Safety Management (PSM) performance as expressed in the PSM dashboard. There are 41 KPIs in
the dashboard with targets covering the 13 PSM elements.
Actual: A decision was taken to suspend the measuring and monitoring of the PSM dashboard in Q3. The final rating on
the scorecard therefore defaulted to a 1.
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Performance against objectives (continued)
4.

Internal business processes (continued)

4.1.6 Risk
The target is to ensure that the Divisional Risk Profiles (DRP) are updated on CURA, signed off by the respective Vice
President and presented to EMAC as being accurate and complete, escalation risks presented in strategic risk profile to
EXCO, RMCC, Social and Ethics related risks (S&E), BAC & Board plus quarterly governance MANCO’s chaired by VP
held in financial year with evidence of tracking and monitoring of risks and action plans in meeting, up to date divisional
risk profiles presented at GAC by BUCC and EXCO Governance (EMAC) every quarter by the VP, additionally each
division conducts generic control self-assessments for key risks at divisional lLevel (rotational until entire divisional profile
is tested), evidence of testing submitted to Risk & Compliance Department with consolidated results submitted to GAC
and EXCO Governance (EMAC) and Key (rotational) Company/Corporate Controls identified from the approved Corporate
Strategic Risk Profile and tested for effectiveness by the Office of the GCEO and signed off by the GCEO.
Actual: A rating of 2 was achieved. The risk profile was fully reviewed quarterly, updated on CURA and signed off by the
Vice President as being accurate and complete for all divisions Plus Escalation risks were presented in the strategic risk
profile to EXCO, RMCC, S&E, BAC (risks with significant financial impact or financial reporting risks) and Board (full
Corporate Risk Profile) on a quarterly basis.

4.2

Sustainability

4.2.1 Total GTL refinery production
Total GTL refinery production to include the processing of gas and light crude of 2.459 MMbbls.
Actual: Total Indigenous production for the period under review was 2.766 MMbbls vs a target of 2.459 MMbbls.

4.2.2 To commence the FEED study for LNG
The Liquified Natural Gas (LNG) project supports the development of 2400 MW of Gas-to-Power generation capacity by
2020. Key milestones were as follows:
– SOE alignment to define roles and responsibilities and project structure – 30 June 2016
– Obtain FEED approval – 30 September 2016
– Issue tender and appoint FEED contractor – 31 December 2016
– Commence FEED Study – 31 March 2017
Actual: The commencement of a FEED Study was not approved as DoE support for an LNG importation project was not
seen as a key strategic initiative at Saldanha Bay due to the allocation of the DoE Gas to Power IPP project being allocated
to Coega and Richards Bay.

4.2.3 To select and approve the long term option for the sustainability of the GTL refinery
PetroSA is considering different options to secure the short to medium term operation of the Mossel Bay site for the
period 2018–2021. The target is to select an option out of those that are presented in the strategic roadmap (LFP, ECP,
LNG to fuels). This option will be submitted for approval at the Board meeting of 29 July 2016.
Actual: The Board approved the ECP project as the preferred long term solution for the GTL refinery in July 2016. The
ECP project is currently in the feasibility phase. The technology licensor (UOP) has completed their work scope and this
was reviewed in March 2017. The engineering contractor (Amec Foster Wheeler) is behind schedule, (71% vs the planned
92%) but a plan is in place to complete the overall study by the planned date of 5 June 2017.

4.2.4 Execute EBK project: FEED completed
The target is based on assumption that PetroSA executes FEED on a sole basis. This timing could change if a partner is
brought on board. The target also assumes full PetroSA Project Gated Framework/EPMO deliverables are completed by
this time. The target date is 31 March 2017.
Actual: FEED is on hold subject to PetroSA securing a partner to fund and execute the project. Feasibility close-out is in
progress.
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4.

Internal business processes (continued)

4.2.5 To develop and implement a compliance programme for the NEMA decommissioning liability
The target is to have Board approval by 29 July 2016 and the compliance programme implemented by 31 March 2017.
Actual: Achieved postponement of the NEMA Financial Provision compliance date to February 2019. PetroSA now has
until 2019 to finalise the Technical Compliance Package and also to find financial instruments to cover the decommissioning
liability.

4.3

Growth initiatives

4.3.1 Downstream market entry
4.3.1.1 To implement the downstream entry strategy
Actual: The target was not achieved as the project was put on hold. Work on the downstream entry was put on hold to
ensure alignment with the shareholder and other key stakeholders.

4.3.1.2 To provide an approved business case to respond to the TNPA RFP for the operatorship of the offshore
supply base in the Port Of Saldanha
PetroSA will consider the expansion of its offshore logistics services to the Port of Saldanha for both offshore and
onshore logistics services. This initiative forms part of PetroSA’s growth strategy and further seeks to support the South
African government’s Operation Phakisa.
The target is to have an approved business case to respond to the request for proposals for the operatorship of the
offshore supply base in the Port of Saldanha to be issued by TNPA by the anticipated bid closing date of 30 September
2016.
Actual: The bid response to the TNPA RFP was not submitted by the bid closing date of October 2016 as PetroSA was
unable to secure funding for the business case. The project close-out report was completed by end March 2017.

4.3.2 To grow the upstream resource base, reserves and production for long-term profitability
4.3.2.1 Execute farmouts for Block 9 and 11a and West Coast
The target is to complete the farmout process of Block 9 and 11a and West Coast by 31 March 2017.
Actual: For Block 9&11a farmout, no agreement was reached with the farminee. PetroSA is awaiting CEF Board approval
for Blocks 2C, 3A/4A and 5/6. Agreements to be finalised in the new financial year.
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Directors’ report
The Directors present their report that forms part of the annual financial statements for the Group for the year ended
31 March 2017.

1.

Directors

The Directors of the Company from the approval of the previous report to the date of this report are as follows:
Name

Appointed

Resigned/Term expired

Mr N Gumede

Non-executive (Interim Chairperson)

05 July 2017

Mr QMN Eister

Non-executive

05 July 2017

Ms P Kwele

Non-executive

05 July 2017

Mr BW Ngubane

Non-executive (Interim Chairperson)

06 June 2017

Mr W Steenkamp

Non-executive

05 July 2017

Mr O Tobias

Non-executive

05 July 2017

Ms J Ntwane

Non-executive

06 June 2017

Dr BDC Makhubela

Non-executive

06 June 2017

Mr TB Hlongwa

Non-executive

06 June 2017

Mr MW Mkhize

Non-executive

01 July 2016

Mr MF Baleni

Non-executive

03 April 2017

Mr TI Rakgoale

Non-executive

28 March 2017

Mr S Mthethwa

Non-executive (Acting Group CEO)

30 November 2016

Ms L Williams

Non-executive

05 July 2017

Mr SS Masemola

Non-executive

05 July 2017

Mr M Xiphu

Non-executive

05 July 2017

Mr BM Ngubo

Non-executive

05 July 2017

Adv. L Mtunzi

Non-executive

05 July 2017
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Attendance at meetings

Board Audit

Human Capital

Strategy and
Growth

Risk and
Compliance

Social and
Ethics

Joint
Meetings^

Joint
Meetings^^

Joint
Meetings^^^

Directors (continued)

Board

1.

Mr BW Ngubane1

12/12

N/A

N/A

5/5

N/A

N/A

3/3

1/1

1/1

Mr W Steenkamp2

12/12

4/4

9/9

N/A

N/A

1/1

3/3

N/A

1/1

Mr O Tobias

12/12

1/4

9/9

5/5

4/4

N/A

3/3

1/1

1/1

Ms J Ntwane4

12/12

N/A

9/9

N/A

N/A

3/3

3/3

N/A

N/A

Dr BDC Makhubela

12/12

N/A

N/A

N/A

4/4

3/3

3/3

1/1

N/A

Mr TB Hlongwa

10/12

4/4

N/A

N/A

4/4

N/A

3/3

1/1

1/1

Mr MW Mkhize

N/A

N/A

N/A

1/1

N/A

N/A

N/A

N/A

N/A

Mr MF Baleni

10/12

N/A

9/9

5/5

N/A

3/3

2/3

1/1

1/1

Mr TI Rakgoale

12/12

4/4

N/A

N/A

4/4

N/A

3/3

1/1

1/1

Mr S Mthethwa

7/12

1/4

3/9

3/4

2/4

2/3

1/3

N/A

N/A

3

5

NA
1
2
3
4
5
^
^^
^^^

=
=
=
=
=
=
=
=
=

Not applicable
Chairperson of Board Committee
Chairperson of Human Capital Committee
Chairperson of Strategy & Growth Committee
Chairperson of Social & Ethics Committee
Chairperson of Board Audit Committee and Risk & Compliance Committee
Joint meeting with CEF SOC Ltd
Joint Risk & Compliance and Strategy & Growth Committee meeting
Joint Board Audit and Strategy & Growth Committee meeting

The new Directors were appointed in July 2017 and thus did not attend any meetings during the year.
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Directors’ report (continued)
2.

Secretary

Ms X Mpongoshe resigned as secretary of the Company on 31 January 2017 and Ms T Sishuba was appointed on an
interim basis on 8 Febuary 2017. Her business and postal addresses are as follows:
Business address

151 Frans Conradie Drive
Parow
7500

Postal address

Private Bag X5
Parow
7449

3.

Nature of business

Activities
The main areas of activity within the Group during the year are as follows:
•
•
•

•

To focus on projects aimed at sustaining the GTL refinery through the securing of long-term feedstock and cash-flow
maximisation;
To ensure security of supply, growth of the Group and increase its share of the local market;
To deliver sustainable development of the economy and communities through the targeting of skills development, the
implementation of Enterprise and Supplier Development programmes and the investment in social upliftment
programmes of targeted groups through Corporate Social Investment programmes; and
To ensure adherence to world class environmental, safety, health and quality standards.

Objectives
The key elements/objectives of PetroSA’s core business strategy are as follows:
•
•
•
•
•
•

4.

Ensure security of supply of liquid fuels for the country;
Be a competitive, commercially viable company on a sustained basis along the value chain for the petroleum, oil, gas
and petrochemical sectors;
To achieve transformation on a continuous basis through the implementation of Employment Equity and Broad
Based Black Economic Empowerment policies;
Operate PetroSA in line with best international practices with regard to safety, product quality, and protection of the
environment and health of the people employed by the Company; and
Actively contribute to macro-economic objectives related to the fuel price to the end user, security of supply and
reduction of exposure to foreign exchange requirements.

Holding company

The holding company is CEF SOC Ltd (CEF) and the ultimate Shareholder is the South African Government. All shares
held by the Government in CEF are not transferable in terms of the Central Energy Fund Act (Act No. 37 of 1977).

5.

Annual general meeting

The Annual General Meeting will be held in terms of section 61 of the Companies Act 71 of 2008.
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6.

Material projects

The PetroSA Group structure has remained relatively stable and is mostly driven by the Company’s pursuit of exploration
and production opportunities in Africa and elsewhere in line with the Company’s objectives. The companies within the Group
are subsidiaries whose existence is driven by business needs.

Liquefied Natural Gas (LNG) Project
No material progress was made on the project due to new strategic direction from the Department of Energy (DOE) with
respect to the location for LNG terminal. PetroSA continued to work with CEF to support CEF’s participation in the
LNG project. In addition to this, further work will be done to evaluate the commerciality of importing gas as feedstock for
the GTL Refinery.

Enhanced Condensate Processing (ECP)
A technical feasibility study was initiated in the period under review and was completed in May 2017. The risk of the
Enhanced Condensate Processing option remains extreme as the diesel product crack declined and economic indicators
did not improve.

E-BK Project
Two of the three planned data deployments have been completed successfully. FEED is on hold subject to PetroSA securing
a partner to fund and execute the project. Feasibility close-out is in progress.

Farmouts (West and South Coast)
West Coast: Block 2C, Block 5/6 and Block 3A/4A
The PetroSA board approved the west coast farmout deals in November 2016. In parallel, final execution copies of farmout
agreements were negotiated with the project partners and we are awaiting CEF board approval before the agreements are
signed. In light of the current commodity prices, Block 2A and Block 3A/4A were assessed for impairment, which resulted
in an impairment of R171 million.

South Coast
Two offers were received for the Block 9 and 11a Exploration Right. Discussions between PetroSA and the bidders are
ongoing. Full due diligence on bidders is still in progress.

Ghana project
Deepwater Tano (DWT)
No new wells will be completed and drilled until a ruling is reached on the maritime border issue between Ghana and Cote
d’Ivoire.

West Cape Three Points (WCTP)
The Mahogany and Teak fields are to be incorporated into the Greater Jubilee Full Field Development Plan as some of the
reservoirs are hydraulically connected to the Jubilee field. The Akasa field still requires further appraisal. An application to
Ghana Government was sent to extend the Akasa appraisal period by a further 2 years. A response from Ghana Government
has not yet been received.

PetroSA Equatorial Guinea (EG)
Deregistration of the PetroSA Equatorial Guinea branch in Malabo, Equatorial Guinea is under way.
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Directors’ report (continued)
7.

Group financial results and operating activities

The Group experienced a challenging financial year, with production volumes as well as sales volumes not living up to the
expectations of the corporate plan and the price of crude falling year-on-year.
The Group achieved an operating loss before a net impairment reversal of property, plant and equipment (onshore and
offshore production assets) of R2.1 billion (2016: R0.3 billion profit). A net loss of R1.4 billion (2016: R0.5 billion) was
recorded for the year.
Revenue decreased by 34% from R15.7 billion to R10.4 billion compared to the 2015/16 than the previous year. The
negative revenue variance is attributable to the lower Brent crude oil prices and a decrease in volumes produced and
sold.
Cost of sales amounted to R10.8 billion, R3.4 billion less compared to the prior year . This was due to lower feedstock
cost at the GTL plant, lower than expected semi-fixed costs and distribution costs which are in line with lower sales
volumes. Lower cost of sales in PetroSA Ghana Ltd has also contributed to this reduction.
Other operating expenses were lower at R0.8 billion as a result of a net impairment reversal of property, plant and
equipment of R1 billion.
The fall in the Brent crude oil affected the Group negatively across all operational units, necessitating the total impairment
of the Oribi/Oryx crude oil production division. The impairment was largely due to an increase in the rand value of the
dollar-based cost of provision for abandonment, emanating from the weakness of the rand against the dollar.
Continued cost-containment efforts remain a key focus area across the organisation. This is all amidst a major crash in
Brent crude oil prices resulting in a very unstable business environment. On the GTL front, the pessimistic prediction of
reduced Project Ikhwezi gas remains a major concern insofar as it impacts planned production and liquidity management.

8.

Authorised and issued share capital

Details of the share capital of the Company are set out in note 12 to the consolidated and separate financial statements.

9.

Subsequent events

The Directors are not aware of any matters or circumstances arising since the end of the financial year, not otherwise
dealt with in the financial statements which significantly affect the financial position of the Group or the result of the
operations.

10.

Dividends

No dividends were declared to the shareholder during the year.

11.

Materiality and significant framework

A materiality and significant framework has been developed for reporting losses through criminal conduct and irregular,
fruitless and wasteful expenditure, as well as for significant transactions envisaged per section 54(2) of the PFMA that
require ministerial approval. The framework was finalised after consultation with the external auditors and has been
formally approved by the Board.
During the year, PetroSA settled a wrongful dismissal suit filed by a former employee amounting to R11.5 million. PetroSA
sold product without a Receiver of Goods certificate. As a result, Duty at Source (DAS) of R6 million could not be claimed.
SARS performed an integrated tax audit for the period 2005–2009. The investigation highlighted employee travel and
other reimbursive allowances that were untaxed. PetroSA settled with SARS for the amount of R4.5 million. Irregular
bursary payments to the value of R1.3 million were effected to bursary recipients. The case is the subject of a criminal
investigation.
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12.

Going concern

The Directors believe that the Group and Company will continue as a going concern in the year ahead. This assessment
is based on the assumptions that the Company will continue to meet its annual targeted production volumes of 7.2 million
barrels and at the associated profit margin of 8%; successfully execute the first phase of the statutory shutdown project
on budget later in the following financial year; and continue to actively execute the various cost reduction initiatives.
These initiatives include feedstock optimisation and a review of conditions of employment. The Group is however mindful
of several exogenous factors that may negatively impact its financial performance. These include international Brent
crude oil prices and foreign exchange volatility. Whilst these factors are not within the control of the Directors, any further
negative deterioration in these factors will impact the Group’s profitability and place additional strain on the Group’s
resources. These risks are continually monitored and mitigated where appropriate. The Directors are also focusing on
delivering a long term solution for the GTL plant as the current reserves are depleting.

13.

Funding of abandonment/rehabilitation provision

At year-end the Company had an obligation to provide for the rehabilitation and abandonment of its offshore and onshore
facilities valued at R9.6 billion, which is currently not fully funded. Given that PetroSA has set aside R2.2 billion, there is
a shortfall of approximately R7.4 billion in PetroSA’s closure financial provision. In terms of the financial provision
regulations which were promulgated under the National Environmental Management Act 107 of 1998, PetroSA is required
to review, assess and adjust its financial provision and associated plans in accordance with these regulations before 20
April 2019, by which time the financial provision funds will need to be available. The provision calculation is based on
comprehensive technical work conducted by an international decommissioning contractor and thereafter reviewed by an
independent specialist.
PetroSA is working with all key stakeholders to ensure compliance with the requirements of the financial provision
regulations before 20 April 2019. To this extent, the holding company (CEF) has committed to assist PetroSA, through
various support and oversight mechanisms, to close the funding gap. In addition, PetroSA is working closely with the
regulator (the Petroleum Agency of South Africa) to ensure that it discharges its responsibilities as required under the
NEMA financial provision regulations. Other key stakeholders involved include the Departments of Energy, National
Treasury, Mineral Resources and Environmental Affairs.

14.

Appointment of the auditors

PetroSA being a state-owned company must have its financial statements audited by the Auditor-General of South Africa
(AG) in terms of the Constitution of the Republic of South Africa and the Public Audit Act of 2004. The AG must be reappointed each year at the AGM of the Company as required by the Companies Act 71 of 2008.

Mr N Gumede

Mr BM Ngubo

Cape Town
28 July 2017
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Report of the Board Audit Committee
The Board Audit Committee has formal Terms of Reference that are reviewed and approved by the Board on an annual
basis. The Committee has discharged its responsibilities in compliance with its terms of reference and as required by the
Companies Act 71 of 2008.

1.

Responsibilities

The Committee consists of three independent non-executive Directors, elected by Central Energy Fund (CEF) the
shareholder, at each Annual General Meeting (AGM). The Shareholder at the AGM appointed members of the Committee
including the Chairman, who are all independent non-executive Directors. The Group Chief Executive Officer, Group Chief
Financial Officer, Shareholder Representative (CEF), Chief Audit Executive, Chief Risk and Compliance Officer and
External Auditors are permanent invitees to the committee meetings. The Committee held four (4) meetings during the
year; Directors attendances at these meetings are set out on page 86 of the annual financial statements. For the financial
year 2016/17, the Committee did not perform its annual performance assessment due to the anticipated general meeting
called by the shareholder with the intent of reconstituting the entire board of PetroSA. The Company in consultation with
the Shareholder is in the process of establishing the new Committee to ensure compliance with the provisions of the
Companies Act and PFMA.
The Committee performed the following duties during the year in accordance with section S94(7) of the Companies
Act 71 of 2008:
•
•
•
•
•

concurred the quantum of fees to be paid to the auditors and the auditor’s terms of engagement;
determined the nature and extent of any non-audited services;
prepared a report, to be included in the annual financial statements for the financial year;
made submissions to the board on matters concerning the Company’s accounting policies, financial control, records
and reporting; and
performed other oversight functions determined by the Board.

The Committee was responsible for overseeing the external audit process and confirms that the external auditors are
independent of the Company and conducted its audit without influence from the Company. The Committee and the
chairman met with the external auditors independent of management.
The Committee was responsible for overseeing the Internal Audit function, preserving its independence and ensuring that
it has the necessary resources and authority to enable it to fulfil its duties. The Chief Audit Executive reports functionally
to the Committee and has met with the Committee independent of management. The Committee annually reviews and
approves the internal audit coverage plan and reviews the performance of the internal audit function on a quarterly basis.
The Committee has reviewed the expertise, competence and experience of the finance function. Based on the selfassessment performed, the Committee is satisfied that the Acting Group Chief Financial Officer and the finance
management team have the appropriate expertise and experience.
The Committee is of the view that Combined Assurance has not been successfully implemented during the year, the
process is underway to implement the Combined Assurance in the ensuing financial year.
The Committee has reviewed the written assessment performed by Internal Audit on the design, implementation and
effectiveness of internal financial controls and risk management of the Company. Management and Internal Audit continue
working together in addressing any weaknesses identified in Key Financial Controls (KFC). This includes compilation of
the formal list of KFCs that are relevant to the business.
Based on the results of the review and after considering the results of external audit, internal financial controls were
assessed as adequate. The audit findings raised are being assessed on an ongoing basis to ensure improvement on the
control environment.
Enterprise risk management assessment reflected Material Opportunities for Improvement due to the business (1st line
of defense) having failed to fully implement, embrace and embed the risk management process.
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1.

Responsibilities (continued)

Having reviewed and evaluated the annual financial statements of the Group and Company for the year ended 31 March
2017, the members of the Board Audit Committee are satisfied that the financial statements fairly present the state of
affairs of the Company, its business, financial results, performance against predetermined objectives and its financial
position at the end of the financial year and conclude that they comply, in all material respects, with the requirements of
the Companies Act 71 of 2008 and the Public Finance Management Act.

2.

Legal and regulatory compliance

The Board Audit Committee recommended the adoption of the annual financial statements and the annual report by the
board of Directors at their meeting on 28 July 2017.

Mr Q Eister
28 July 2017
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Statement of the Company Secretary
In my capacity as Company Secretary, I hereby certify, in terms of section 88(2)(e) of the Companies Act of 2008, that the
Company has lodged with the Commissioner all such returns and notices as are required of a company in terms of the
Companies Act, and that all such returns are, to the best of my knowledge, true, correct and up to date.

Ms T Sishuba
28 July 2017
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Statements of financial position
GROUP
Note(s)

2017
R’000

COMPANY
2016
R’000

2017
R’000

2016
R’000

ASSETS
Non-current assets
Property, plant and equipment

2

7 172 078

8 808 154

696 972

2 185 491

Intangible assets

3

1 606 193

1 775 111

1 166 905

1 314 299

Investments in subsidiaries

4

–

–

3 053 336

3 520 347

Joint arrangements

5

–

–

29 625

29 625

Other financial assets

7

1 733 408

1 990 969

2 021 644

1 846 798

Amounts held by holding company

8

489 021

489 021

489 021

489 021

11 000 700

13 063 255

7 457 503

9 385 581

1 870 841

1 981 547

1 840 943

1 946 359

2 385

–

–

–

1 868 675

2 185 767

1 694 568

2 140 523

Current assets
Inventories

9

Tax receivable
Trade and other receivables

10

Cash and cash equivalents

11

TOTAL ASSETS

2 415 862

3 689 584

2 134 258

3 493 303

6 157 763

7 856 898

5 669 769

7 580 185

17 158 463

20 920 153

13 127 272

16 965 766

2 755 936

2 755 936

2 755 936

2 755 936

EQUITY AND LIABILITIES
Equity
Share capital

12

Foreign currency translation reserve

631 715

835 580

(309)

(293)

Accumulated (loss)/income

(859 514)

544 686

(1 311 382)

747 422

2 528 137

4 136 202

1 444 245

3 503 065

LIABILITIES
Non-current liabilities
Other financial liabilities

13

866 846

1 201 244

–

–

Deferred tax

14

1 507 828

1 337 529

–

–

Provisions

15

9 703 653

11 134 886

9 448 327

10 784 375

12 078 327

13 673 659

9 448 327

10 784 375

–

4 300

–

–

Current liabilities
Current tax payable
Trade and other payables

16

2 518 557

2 612 731

2 201 258

2 185 065

Provisions

15

33 442

76 059

33 442

76 059

Bank overdraft

11

–

417 202

–

417 202

2 551 999

3 110 292

2 234 700

2 678 326

Total liabilities

14 630 326

16 783 951

11 683 027

13 462 701

TOTAL EQUITY AND LIABILITIES

17 158 463

20 920 153

13 127 272

16 965 766
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Statements of profit or loss and other comprehensive income
GROUP
Note(s)

Revenue

17

Cost of sales
Gross (loss)/profit

2017
R’000

COMPANY
2016
R’000

2017
R’000

2016
R’000

10 357 083

15 733 652

9 632 281

15 063 072

(10 832 351)

(14 191 754)

(10 032 054)

(13 645 341)

(475 268)

1 541 898

(399 773)

1 417 731

Other operating income

245 364

99 892

114 052

101 410

Other operating expenses

(792 481)

(1 608 066)

(1 547 706)

(2 042 497)

(1 022 385)

33 724

(1 833 427)

(523 356)

Operating (loss)/profit

18

Investment income

19

390 322

326 813

274 695

265 424

Finance costs

20

(533 235)

(511 952)

(495 441)

(496 000)

(1 165 298)

(151 415)

(2 054 173)

(753 932)

Loss before taxation
Taxation

21

(234 271)

(297 698)

–

–

(1 399 569)

(449 113)

(2 054 173)

(753 932)

(4 631)

(5 409)

(4 631)

(5 409)

Items that may be reclassified to profit
or loss:
Exchange differences on translating
foreign operations

(203 865)

453 758

(16)

142

Other comprehensive (loss)/income for
the year net of taxation

(208 496)

448 349

(4 647)

(5 267)

(1 608 065)

(764)

(2 058 820)

(759 199)

Loss for the year
Other comprehensive income:
Items that will not be reclassified to
profit or loss:
Remeasurements on net defined benefit
liability/asset

Total comprehensive loss for the year
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Statements of changes in equity

Share
premium

Total share
capital

Foreign
currency
translation
reserve

R’000

R’000

R’000

R’000

R’000

2

2 755 934

2 755 936

381 822

999 208

4 136 966

Loss for the year

–

–

–

–

(449 113)

(449 113)

Other comprehensive income/(loss)

–

–

–

453 758

(5 409)

448 349

Balance at 01 April 2016

2

2 755 934

2 755 936

835 580

544 686

4 136 202

Loss for the year

–

–

–

–

(1 399 569)

(1 399 569)

Other comprehensive loss

–

–

–

(203 865)

(4 631)

(208 496)

Balance at 31 March 2017

2

2 755 934

2 755 936

631 715

(859 514)

2 528 137

Note(s)

12

12

12

2

2 755 934

2 755 936

(435)

1 506 763

4 262 264

–

–

–

–

(753 932)

(753 932)

Share
capital
R’000

Accumulated
(loss)/income

Total
equity

GROUP
Balance at 01 April 2015
Changes in equity

Changes in equity

COMPANY
Balance at 01 April 2015
Changes in equity
Loss for the year
Other comprehensive income/(loss)

–

–

–

142

(5 409)

(5 267)

Balance at 01 April 2016

2

2 755 934

2 755 936

(293)

747 422

3 503 065

Loss for the year

–

–

–

–

(2 054 173)

(2 054 173)

Other comprehensive loss

–

–

–

(16)

(4 631)

(4 647)

Balance at 31 March 2017

2

2 755 934

2 755 936

(309)

(1 311 382)

1 444 245

Note(s)

12

12

12

Changes in equity
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Statements of cash flows
GROUP
Note(s)

2017
R’000

COMPANY
2016
R’000

2017
R’000

2016
R’000

Cash flows from operating activities
Cash generated by operations

22

Investment income
Finance costs
Tax (paid)/refunded

23

Net cash generated from/(utilised in)
operating activities

7 150

2 089 866

(480 191)

1 418 719

390 322

326 813

274 695

265 424

(34 043)

(3 030)

(5 524)

(3 030)

(70 657)

86 645

–

–

292 772

2 500 294

(211 020)

1 681 113

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

2

(736 066)

(2 070 302)

(291 001)

(461 990)

Proceeds on disposal of property, plant
and equipment

2

75 200

34 769

75 200

34 769

Acquisitions of intangible assets

3

(30 780)

(53 798)

(30 941)

(42 316)

Sale of intangible assets

3

1 106

2 781

–

–

(88 344)

(1 599 222)

(520 751)

(1 542 843)

(778 884)

(3 685 772)

(767 493)

(2 012 380)

Movement in other financial liabilities

(334 398)

335 748

–

–

Net cash (utilised in)/generated from
financing activities

(334 398)

335 748

–

–

Cash and cash equivalents movement
for the year

(820 510)

(849 730)

(978 513)

(331 267)

3 272 382

4 062 292

3 076 101

3 473 105

(36 010)

59 820

36 670

(65 737)

2 415 862

3 272 382

2 134 258

3 076 101

Movement in other financial assets
Net cash utilised in investing activities
Cash flows from financing activities

Cash and cash equivalents at the
beginning of the year
Effect of exchange rate movement on cash
balances
Cash and cash equivalents at end of
the year
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Accounting policies
1.

Presentation of consolidated and separate annual financial statements

The following are the principal accounting policies used by the Group which are, in all material respects, consistent with
those applied in the previous year, except as otherwise indicated.

1.1

Basis of preparation

The consolidated and separate financial statements are prepared under the historical cost basis, except where otherwise
specified. The consolidated and separate annual financial statements are prepared in accordance with IFRS and the
Companies Act of 2008.
These consolidated and separate financial statements are presented in South African Rand. Rounding is to the nearest
Rand in thousands. The consolidated and separate financial statements are prepared on the going concern basis.
Assets and liabilities or income and expenditure will not be offset, unless it is required or permitted by a standard.

1.2

Basis of consolidation

The consolidated and separate financial statements incorporate the consolidated and separate annual financial
statements of the Group and enterprises controlled by the Group at 31 March each year.
Control is achieved where the entity:
• has power over the investee;
• is exposed, or has rights, to variable returns from its involvement in the investee; and
• has the ability to use its power to affect its returns.
The Group re-assesses whether or not it controls an investee if facts and circumstances indicate that there are changes
to one or more of the three elements of control.
Consolidation of a subsidiary begins when the Group obtains control over the subsidiary and ceases when the Group
loses control. Assets, liabilities, income and expenses of subsidiaries acquired or disposed of during the year are included
in the consolidated financial statements from the date the Group gains control until the date it ceases to control the
subsidiary.
Where necessary, adjustments are made to the consolidated and separate financial statements of subsidiaries to bring
the accounting policies used in line with the Group accounting policies.
All significant inter-entity transactions, unrealised profit and losses and balances between Group enterprises are
eliminated on consolidation.
The most recent audited consolidated and separate financial statements of associates, joint ventures and subsidiaries
are used where available, which are all within three months of the year-end of the Group. Adjustments are made to the
financial results for material transactions and events in the intervening period.

Consolidated financial statements
Business combinations
Business combinations are accounted for using the acquisition method. The cost of the business combination is
measured as the aggregate of the fair values (at the date of acquisition) of assets given, liabilities incurred or assumed
and equity instruments issued by the Group in exchange for control of the acquiree. Acquisition related costs are
expensed as incurred. The acquiree’s identifiable assets, liabilities and contingent liabilities that meet the conditions for
recognition under IFRS 3: Business Combinations are recognised at their fair values at the acquisition date.
If, after reassessment, the Group’s interest in the net fair value of the acquiree’s identifiable assets, liabilities and contingent
liabilities exceeds the cost of the business combination, the excess is recognised immediately in profit or loss.
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Accounting policies (continued)
1.2

Basis of consolidation (continued)

Consolidated financial statements (continued)
The Group treats transactions with non-controlling interests as transactions with equity owners of the Group. For
purchases from non-controlling interests, the difference between any consideration paid and the relevant share acquired
of the carrying value of net assets of the subsidiary is recorded in equity. Gains or losses on disposals to non-controlling
interests are also recorded in equity.
When the Group ceases to have control, any retained interest in the entity is remeasured to its fair value, with the change
in carrying amount recognised in profit or loss. The fair value is the initial carrying amount for the purposes of subsequently
accounting for the retained interest as a joint arrangement or financial asset. In addition, any amounts previously
recognised in other comprehensive income in respect of that entity are accounted for as if the Group had directly disposed
of the related assets or liabilities. This may mean that amounts previously recognised in other comprehensive income are
reclassified to profit or loss.

Joint arrangements
Joint ventures
The results and assets and liabilities of joint ventures are incorporated in the financial statements by using the equity
method of accounting. The aggregate of the Group’s share of profit or loss of a joint venture is shown on the face of the
Statement of Profit or Loss outside operating profit and represents profit or loss after tax and non-controlling interests in
the subsidiaries of the joint venture.
Under the equity method, investments in joint ventures are carried in the consolidated Statement of Financial Position at
cost as adjusted for post-acquisition changes in the Group’s share of the net assets of the joint ventures, less any
impairment in the value of individual investments. Losses of a joint venture in excess of the Group’s interest in that joint
ventures (which includes any long-term interests that, in substance, form part of the Group’s net investment in joint
ventures) are recognised only to the extent that the Group has incurred legal or constructive obligations or made payments
on behalf of the entity.
After application of the equity method, the Group determines whether it is necessary to recognise an impairment loss on
its investment in its joint venture. At each reporting date, the Group determines whether there is objective evidence that
the investment in the joint venture is impaired. If there is such evidence, the Group calculates the amount of impairment
as the difference between the recoverable amount of the joint venture and its carrying value, and then recognises the loss
as ‘share of profit of a joint venture’ in the Statement of Profit or Loss.
If the ownership interest is reduced but significant influence is retained, only a proportionate share of the amounts
previously recognised in other comprehensive income are reclassified to profit or loss where appropriate.
Upon loss of joint control over the joint venture, the Group measures and recognises any retained investment at its fair
value. Any difference between the carrying amount of the joint venture upon loss of joint control and the fair value of the
retained investment and proceeds from disposal is recognised in profit or loss.

Joint operations
When the Group undertakes its activities under a joint operation, the Group as joint operator recognises in relation to its
interest in the joint operation its assets, including its share of any assets held jointly; its liabilities, including its share of
any liabilities incurred jointly; its revenue from the sale of its share of the output of the joint operation; its share of the
revenue from the sale of the output by the joint operation; and its expenses, including its share of any expenses incurred
jointly.
The Group accounts for assets, liabilities, revenues and expenses relating to its interest in joint operations in accordance
with applicable IFRS’.
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1.3

Translation of foreign currencies

Transactions
Foreign currency transactions are recognised, initially in Rand by applying the foreign currency amount to the exchange
rate between the Rand and the foreign currency at the date of the transaction, and is restated at each reporting date by
using the ruling exchange rate at that date.

Statement of financial position
At each reporting date:
•
•
•

foreign currency monetary items are measured using the closing rate;
non-monetary items, which are carried in terms of historical cost denominated in a foreign currency, are reported
using the exchange rate at the date of the transaction; and
non-monetary items which are carried at fair value denominated in a foreign currency are reported using the exchange
rates that existed when the values were determined.

Exchange differences
Exchange differences arising on the settlement of monetary items or on reporting a company’s monetary items at rates
different from those at which they were initially recorded during the period, or reported in previous consolidated and
separate financial statements, are recognised as income or expenses in the period in which they arise.
Exchange differences that relate to borrowings and cash and cash equivalents are presented in the Statement of Profit or
Loss finance costs and investment income.

Foreign entities
In translating the financial statements of a foreign entity for incorporation in the Group financial statements, the following
is applied:
(a) The assets and liabilities, both monetary and non-monetary, of the foreign entity are translated at the closing exchange
rate at the financial year-end date.
(b) Income and expense items of the foreign entity are translated at the weighted average rates of exchange for the year.
(c) All resulting exchange differences are taken directly to the foreign currency translation reserve which is classified as
a non-distributable reserve. On disposal the related amount in this reserve will be recognised in profit or loss.
(d) Exchange differences arising from the translation of any net investment in foreign entities, are recognised in other
comprehensive income. When a foreign operation is sold, the associated exchange differences are reclassified to
profit or loss, as part of the gain or loss on sale.

1.4

Comparative figures

Comparative figures are restated in the event of a change in accounting policy or prior period error.

1.5

Property, plant and equipment

Property, plant and equipment represent tangible items that are held for use in the production or supply of goods or
services, for rental to others, or for administrative purposes and are expected to be used during more than one period.

Carrying amounts
All property, plant and equipment are stated at cost less accumulated depreciation and accumulated impairment losses.
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Accounting policies (continued)
1.5

Property, plant and equipment (continued)

Cost
Cost includes all costs directly attributable to bringing the assets to the working condition for their intended use.
Improvements are capitalised. Maintenance, repairs and renewals which neither materially add to the value of assets nor
appreciably prolong their useful lives are charged against income.
Expenditure on major maintenance refits, inspections or repairs comprises the cost of replacement assets or parts of
assets, inspection costs and overhaul costs. Where an asset, or part of an asset that was separately depreciated and is
now written off is replaced and it is probable that future economic benefits associated with the item will flow to the Group,
the expenditure is capitalised. Where part of the asset replaced was not separately considered as a component and
therefore not depreciated separately, the replacement value is used to estimate the carrying amount of the replaced
asset(s) and is immediately written off. Inspection costs associated with major maintenance programmes are capitalised
and amortised over the period to the next inspection. All other day-to-day repairs and maintenance costs are expensed
as incurred.

Derecognition
The carrying amount of an item of property, plant and equipment is derecognised on disposal or when no future economic
benefits are expected from its use.
Gains or losses on disposal of property, plant and equipment are determined by reference to their carrying amount. The
gain or losses arising from derecognition of an item of property, plant and equipment is included in operating profit
or loss.

Depreciation
Depreciation is charged so as to write off the depreciable amount of the assets, other than land, over their estimated
useful lives to estimated residual values, using the straight line method or other acceptable method to write off the cost
of each asset that reflects the pattern in which the asset’s future economic benefits are expected to be consumed by
the entity.
Where significant parts of an item have different useful lives to the item itself, these parts are depreciated over their
estimated useful lives.
The following methods and rates are used during the year to depreciate property, plant and equipment to estimated
residual values:
Item
Land
Buildings
Furniture, fittings and communication equipment
Motor vehicles
Computer equipment
Shutdown costs
Restoration costs
Assets under development

Average useful life
Not depreciated
40 years
3–15 years
10–12 years
3–5 years
3–5 years
Units of production
Not depreciated

Improvements to leased premises are written off over the period of the lease.
The methods of depreciation, useful lives and residual values are reviewed annually.

Production assets (oil and gas fields)
Oil and gas production assets are the aggregated exploration and evaluation tangible assets, and development
expenditure associated with the production of proved reserves.
Subsequent expenditure which enhances or extends the performance of oil and gas production assets beyond their
original specifications is recognised as capital expenditure and added to the original cost of the asset.
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1.5

Property, plant and equipment (continued)

Production assets (oil and gas fields) [continued]
Production assets are depreciated over their expected useful lives. This applies from the date production commences,
on a unit of production basis, which is the ratio of oil and gas production in the period to the estimated quantities of
proved and probable reserves at the end of the period plus the production in the period, on a field-by- field basis. Costs
used in the unit of production calculation comprise the net book value of capitalised costs plus the estimated future field
development costs required to recover the commercial reserves remaining. Unit of production rates are based on the
proved and probable developed reserves, which are oil, gas and other mineral reserves estimated to be recoverable from
existing facilities using current operating methods. Changes in the estimates of commercial reserves or future field
development costs are dealt with prospectively.
Where there has been a change in economic conditions that indicates a possible impairment in a discovery field, the
recoverability of the net book value relating to that field is assessed by comparison with the estimated discounted future
cash flows based on management’s expectations of future oil and gas prices and future costs. Where there is evidence
of economic interdependency between fields, such as common infrastructure, the fields are grouped as a single cashgenerating unit for impairment purposes.
Any impairment identified is charged to profit or loss. Where conditions giving rise to impairment subsequently reverse,
the effect of the impairment charge is also reversed as a credit to profit or loss, net of any depreciation that would have
been charged since the impairment.

Restoration costs
Cost of property, plant and equipment also includes the estimated costs of dismantling and removing the assets and site
rehabilitation costs.
Estimated decommissioning and restoration costs are based on current requirements, technology and price levels.
Provision is made for all net estimated abandonment costs as soon as an obligation to rehabilitate the area exists, based
on the present value of the future estimated costs. These costs are deferred and are depreciated over the useful life of
the assets to which they relate using the unit of production method based on the same reserve quantities as are used for
the calculation of depletion of oil and gas production assets.
The amount recognised is the estimated cost of restoration, discounted to its net present value, and is reassessed each
year in accordance with local conditions and requirements. Changes in the estimated timing of decommissioning or
decommissioning cost estimates are dealt with prospectively by recording an adjustment to the provision, and a
corresponding adjustment to property, plant and equipment. The unwinding of the discount on the restoration provision
is included as a finance cost.

1.6

Exploration, evaluation and development of oil and gas wells

The ‘successful efforts’ method is used to account for natural oil and gas exploration, evaluation and development activities.
Under the successful efforts method, only those costs that lead directly to the discovery, acquisition, or development of
specific discrete mineral reserves are capitalised and become part of the capitalised costs of the cost centre. Costs that
are known to fail to meet this criterion (at the time of incurrence) are generally charged to the Statement of Profit or Loss
as an expense in the period they are incurred.

Pre-licensing costs
These are costs incurred prior to the acquisition of a legal right to explore for oil and gas. They may include speculative
seismic data and subsequent geological and geophysical analysis of this data, but may not be exclusive to such costs.
These costs are expensed in the year they are incurred.

Exploration and evaluation costs
All costs relating to the acquisition of licences, exploration and evaluation of a well, field or exploration area are initially
capitalised. Directly attributable administration costs and interest payable are capitalised insofar as they relate to specific
development activities.

PetroSA Integrated Annual Report 2017 | 103

The Petroleum Oil and Gas Corporation of South Africa SOC Limited
Consolidated And Separate Annual Financial Statements for the year ended 31 March 2017

Accounting policies (continued)
1.6

Exploration, evaluation and development of oil and gas wells (continued)

Exploration and evaluation costs (continued)
These costs are not depreciated but written off as exploration costs in profit or loss unless commercial reserves have
been established or the determination process has not been completed and there are no indications of impairment.

Assets pending determination
Exploratory wells that discover potentially commercial reserves are capitalised pending a decision to further develop or a
firm plan to develop has been approved. These are continuously assessed for impairment. If no such plan or development
exists or information is obtained that raises doubt about the economic or operating viability then an impairment is recognised.
If a plan or intention to further develop these wells or fields exists, the costs are transferred to development costs.

Commercial reserves
Commercial reserves are proven and probable oil and gas reserves, which are defined as the estimated quantities of
Brent crude oil, natural gas and natural gas liquids which geological, geophysical and engineering data demonstrate with
a specified degree of certainty to be recoverable in future years from known reservoirs and which are considered
commercially producible. There should be a 50 per cent statistical probability that the actual quantity of recoverable
reserves will be more than the amount estimated as proven and probable reserves and a 50 per cent statistical probability
that it will be less.

Development costs
Costs of development wells, platforms, well equipment and attendant production facilities are capitalised. The cost of
production facilities capitalised includes finance costs incurred until the production facility is completed and ready for the
start of the production phase. All development wells are not depreciated until production starts and then they are
depreciated on the unit of production method calculated using the estimated proved and probable reserves.

Dry wells
Geological and geophysical costs, as well as all other costs relating to dry exploratory wells costs are recognised in profit
or loss in the year they are incurred.

1.7

Intangible assets

An intangible asset is an identifiable non-monetary asset without physical substance.
Intangible assets are initially recognised at cost less accumulated amortisation and accumulated impairment, if acquired
separately or internally generated or at fair value if acquired as part of a business combination. If assessed as having a
finite useful life, it is amortised over its useful life using a straight line basis and tested for impairment if there is an
indication that it may be impaired.
Research costs are recognised in profit or loss when incurred.
Development costs are capitalised only if they result in an asset that can be identified, it is probable that the asset will
generate future economic benefits and the development cost can be reliably measured. Otherwise it is recognised in
profit or loss.
Purchased software and the direct costs associated with the customisation and installation thereof are capitalised.
The following rates are used during the year to amortise intangible assets to estimated residual values:
Item
Patents
Software

Useful life
Validity period of the patent
3–5 years
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1.8

Impairment of financial assets

Non-derivative financial assets
A financial asset is assessed at each reporting date to determine whether there is objective evidence that it is impaired.
A financial asset is impaired if there is objective evidence of impairment as a result of one or more events that occurred
after the initial recognition of the asset, and that loss event(s) had an impact on the estimated future cash flows of that
asset that can be estimated reliably.
Objective evidence that financial assets are impaired includes default or delinquency by a debtor, restructuring of an
amount due to the Group on terms that the Group would not consider otherwise, indications that a debtor or issuer will
enter bankruptcy, adverse changes in the payment status of borrowers or issuers, economic conditions that correlate
with defaults or the disappearance of an active market for a security. Significant financial difficulties of the debtor,
probability that the debtor will enter bankruptcy or financial reorganization, and default or delinquency in payments (more
than 30 days overdue) are considered indicators that the trade receivable is impaired.

Financial assets measured at amortised cost
The Group considers evidence of impairment for financial assets measured at amortised cost (loans and receivables) at
both a specific asset and collective level. All individually significant assets are assessed for specific impairment. Those
found not to be specifically impaired are then collectively assessed for any impairment that has been incurred but not yet
identified. Assets that are not individually significant are collectively assessed for impairment by grouping together assets
with similar risk characteristics.
In assessing collective impairment, the Group uses historical trends of the probability of default, the timing of recoveries
and the amount of loss incurred, adjusted for management’s judgement as to whether current economic and credit
conditions are such that the actual losses are likely to be greater or lesser than suggested by historical trends.
An impairment loss in respect of a financial asset measured at amortised cost is calculated as the difference between its
carrying amount and the present value of the estimated future cash flows discounted at the asset’s original effective
interest rate. Losses are recognised in profit or loss and reflected in an allowance account against loans and receivables
or held to maturity investment securities. Interest on the impaired asset continues to be recognised.
When an event occurring after the impairment was recognised causes the amount of impairment loss to decrease, the
decrease in impairment loss is reversed through profit or loss.

1.9

Impairment of non-financial assets

At each reporting date, the Group reviews the carrying amounts of its tangible and intangible assets to determine whether
there is any indication that those assets may be impaired. If such indication exists, the recoverable amount of the asset
is estimated in order to determine the extent of the impairment loss (if any). Where it is not possible to estimate the
recoverable amount for an individual asset, the recoverable amount is determined for the cash-generating unit to which
the asset belongs. Value in use is estimated taking into account future cash flows, forecast market conditions and the
expected lives of the assets discounted by the pre-tax weighted average cost of capital.
If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than its carrying amount, its
carrying amount is reduced to the higher of its recoverable amount and zero. Impairment losses are recognised in profit
or loss. Subsequent to the recognition of the impairment loss, the depreciation or amortisation charge for the asset is
adjusted to allocate its remaining carrying value, less any residual value, over its remaining useful life.
If an impairment loss is subsequently reversed, the carrying amount of the asset (or cash-generating unit) is increased to
the revised estimate of its recoverable amount but limited to the carrying amount that would have been determined had
an impairment loss not been recognised in prior years. A reversal of an impairment loss is recognised in profit or loss.
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1.10 Leases
Rentals payable under operating leases are recognised in profit or loss on a straight line basis over the term of the
relevant lease where significant or another basis if more representative of the time pattern of the user’s benefit.
When an operating lease is terminated before the lease period has expired, any payment required to be made to the
lessor by way of penalty is recognised as an expense in the period in which termination takes place.
Contingent rentals are recognised in profit or loss as they accrue.

1.11 Inventories
Trading inventory
Finished and intermediate inventory is measured at the lower of cost and net realisable value according to the standard costing
method. Cost includes production expenditure, depreciation and a proportion of triennial turnaround expenses and replacement
of catalysts, as well as transport and handling costs. Provision is made for obsolete, slow moving and defective inventories.

Spares, catalysts and chemicals
These inventories are measured at the lower of cost on a weighted average cost basis and net realisable value less
appropriate provision for obsolescence in arriving at the net realisable value. Any inventories which meet the definition of
property, plant and equipment are reclassified accordingly.

1.12 Financial instruments
Recognition
Financial assets and financial liabilities are recognised on the Group and Company’s Statement of Financial Position
when the Group and Company becomes a party to the contractual provisions of the instrument.
Financial instruments recognised on the Statement of Financial Position include cash and cash equivalents, trade and
other receivables, foreign exchange contracts, trade and other payables and borrowings.

Measurement
Financial assets and liabilities are initially measured at fair value. Transaction costs that are directly attributable to the
acquisition or issue of financial assets and financial liabilities (other than financial assets and financial liabilities at fair
value through profit or loss) are added to or deducted from the fair value of the financial assets and financial liabilities, as
appropriate, on initial recognition. Transaction costs that are directly attributable to the acquisition or issue of financial
assets and financial liabilities at fair value through profit or loss are immediately recognised in profit or loss.
Purchases or sales of financial assets that require delivery of assets within a time frame established by regulation or
convention in the market place (regular way trades) are recognised on the trade date, i.e., the date that the Group
commits to purchase or sell the asset.

Subsequent measurement
For purposes of subsequent measurement financial assets are classified in four categories: Financial assets at fair value
through profit or loss; loans and receivables; held-to-maturity investments and available for sale financial assets. The
classification depends on the purpose for which the financial assets were acquired. Management determines the
classification of its financial assets at initial recognition.

Financial assets
The Group financial assets have been classified as follows:

a) Financial assets at fair value through profit or loss
A financial asset is classified in this category if acquired principally for the purpose of selling in the short term. Derivatives are
also categorised as held for trading unless they are designated as hedges. Financial assets at fair value through profit or loss
are carried in the Statement of Financial Position at fair value with net changes in fair value presented in operating costs in the
Statement of Profit or Loss. The Group’s forward exchange contracts are classified as at fair value through profit or loss.
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b) Loans and receivables
The effective interest rate (EIR) method is a method of calculating the amortised cost of a financial asset or liability and of allocating
interest over the relevant period. Amortised cost is calculated by taking into account any discount or premium on acquisition and
fees or costs that are an integral part of the effective interest rate method. Loans and receivables are included in current assets,
except for maturities greater than 12 months after the end of the reporting period. These are classified as non-current assets. This
category applies to loans (note 7), trade and other receivables (note 10) and cash and cash equivalents (note 11).
The Group does not have any financial assets classified as held to maturity and available for sale.

Cash and cash equivalents
Cash and cash equivalents comprise cash at bank and on hand and instruments which are readily convertible to known
amounts of cash and are subject to an insignificant risk of change in value. Cash and cash equivalents are stated at amortised
cost which is deemed to be the fair value. Bank overdrafts are shown within borrowings in current liabilities in the balance sheet.

Financial liabilities
Financial liabilities are subsequently measured at fair value through profit or loss if held for trading. This category also
includes derivative financial instruments entered into by the Group.

Trade and other payables
Trade and other payables are initially measured at fair value and subsequently measured at amortised cost.

Borrowings
After initial recognition, interest-bearing loans and borrowings are subsequently measured at amortised cost using the
effective interest rate method. Gains and losses are recognised in profit or loss when the liabilities are derecognised as
well as through the effective interest rate amortisation process. Fees paid on the establishment of borrowings are
recognised as transaction costs of the loan to the extent that it is probable that some or all of the facility will be drawn down.
Amortised cost is calculated by taking into account any discount or premium on acquisition and fees or costs that are an
integral part of the effective interest rate. The effective interest rate amortisation is included as finance costs in the
Statement of Profit or Loss.
This category generally applies to interest-bearing loans and borrowings. For more information refer Note 13.

Derecognition
A financial asset (or, where applicable, a part of a financial asset or part of a group of similar financial assets) is primarily
derecognised (i.e., removed from the Group’s consolidated Statement of Financial Position) when:
•
•
•

the rights to receive cash flows from the asset have expired or
the Group has transferred its rights to receive cash flows from the asset or
the Group has assumed an obligation to pay the received cash flows in full without material delay to a third party
under a ‘pass-through’ arrangement; and either (a) the Group has transferred substantially all the risks and rewards
of the asset, or (b) the Group has neither transferred nor retained substantially all the risks and rewards of the asset,
but has transferred control of the asset.

When the Group has transferred its rights to receive cash flows from an asset, it evaluates if and to what extent it has
retained the risks and rewards of ownership. When it has neither transferred nor retained substantially all of the risks and
rewards of the asset, nor transferred control of the asset, the Group continues to recognise the transferred asset to the
extent of the Group’s continuing involvement. In that case, the Group also recognises an associated liability.
The transferred asset and the associated liability are measured on a basis that reflects the rights and obligations that the
Group has retained.
Continuing involvement that takes the form of a guarantee over the transferred asset is measured at the lower of the original
carrying amount of the asset and the maximum amount of consideration that the Group could be required to repay.
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1.12 Financial instruments (continued)
A financial liability is derecognised when the obligation under the liability is discharged or cancelled or expires. When an
existing financial liability is replaced by another from the same lender on substantially different terms, or the terms of an
existing liability are substantially modified, such an exchange or modification is treated as the derecognition of the original
liability and the recognition of a new liability. The difference in the respective carrying amounts is recognised in the Statement
of Profit or Loss.

Fair value considerations
For financial reporting purposes, fair value measurements are categorised into level 1, 2 or 3 based on the degree to
which the inputs to the fair value measurements are observable and the significance of the inputs to their fair value
measurement in its entirety, are described as follows:
a) Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that the Group can
access at measurement date;
b) Level 2 inputs are inputs, other than quoted prices included in Level 1, that are observable for the asset or liability,
either directly or indirectly; and
c) Level 3 inputs are unobservable for the asset or liability.
Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between
market participants at the measurement date, regardless of whether that price is directly observable or estimated using
another valuation technique. In estimating the fair value of an asset or a liability, the Group takes into account the
characteristics of the asset or liability if market participants would take those characteristics into account when pricing
the asset or liability at the measurement date. The Group uses valuation techniques that are appropriate in the
circumstances and for which sufficient data are available to measure fair value, maximising the use of relevant observable
inputs and minimising the use of unobservable inputs.
The fair values at which financial instruments are carried at the reporting date have been determined using available
market prices. Where market prices are not available, fair values have been calculated by discounting expected future
cash flows at prevailing interest rates. The carrying amounts of financial assets and financial liabilities with a maturity of
less than one year are assumed to approximate their fair values due to the short term trading cycle of these items.

Offsetting
Financial assets and financial liabilities are offset and the net amount is reported in the Consolidated Statement of
Financial Position if there is a currently enforceable legal right to offset the recognised amounts and there is an intention
to settle on a net basis, to realise the assets and settle the liabilities simultaneously. The legally enforceable right must not
be contingent on future events and must be enforceable in the normal course of business and in the event of default,
insolvency or bankruptcy of the Company or the counterparty.

1.13 Post-employment benefit costs
Defined contribution costs
The Group operates a defined contribution plan, the assets of which are held in a separate trustee administered fund. The
plan is funded by payments from the Group, and takes into account the recommendations of independent qualified
actuaries.
Contributions to a defined contribution plan in respect of service in a particular period are recognised as an expense in
that period.

Defined benefit costs
Post employment health care benefits are provided to certain retirees. The entitlement to post retirement health care
benefits is based on the eligible employees remaining in service up to retirement age. These benefits are funded. The cost
of providing benefits under a defined benefit plan is determined using a projected unit credit valuation method. The
liability recognised in the Statement of Financial Position is the present value of the defined benefit obligation at the end
of the reporting period less the fair value of plan assets.
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1.13 Post-employment benefit costs (continued)
Remeasurements, comprising of actuarial gains and losses, the effect of the asset ceiling, excluding amounts included
in net interest on the net defined benefit liability and the return on plan assets (excluding amounts included in net
interest on the net defined benefit liability), are recognised immediately in the Statement of Financial Position with a
corresponding debit or credit to retained earnings through Other Comprehensive Income (OCI) in the period in which
they occur. Remeasurements are not reclassified to profit or loss in subsequent periods.
Past service costs are recognised in profit or loss on the earlier of the date of the plan amendment or curtailment and the
date that the Group recognises related restructuring costs
Net interest is calculated by applying the discount rate to the net defined benefit liability or asset. The Group recognises
the following changes in the net defined benefit obligation in the Statement of Profit or Loss:
•
•

Service costs comprising current service costs, past service costs, gains or losses on curtailments and non- routine
settlements;
Net interest expense or income.

1.14 Provisions
Provisions represent liabilities of uncertain timing or amount.
Provisions are recognised when a present legal or constructive obligation exists, as a result of past events, for which it is
probable that an outflow of economic benefits will be required to settle the obligation, and a reliable estimate can be
made for the amount of the obligation.
Provisions are measured at the expenditure required to settle the present obligation. Where the effect of discounting is
material, provisions are measured at their present value using a pre-tax discount rate that reflects the current market
assessment of the time value of money and the risks for which future cash flow estimates have not been adjusted. The
increase in the provision due to passage of time is recognised as an interest expense.
Provision for the cost of environmental and other remedial work such as reclamation costs, close down and restoration
costs is made when such expenditure is probable and the cost can be estimated with a reasonable range of possible
outcomes.

1.15 Share capital and equity
Ordinary shares are classified as equity. An equity instrument is any contract that evidences a residual interest in the
assets of an entity after deducting all its liabilities.

1.16 Revenue recognition
Revenue is measured at the fair value of the consideration received or receivable, and represents the amount receivable
for goods supplied, net of discounts, returns and VAT. Revenue from the sale of oil and petroleum products is recognised
when the significant risks and rewards of ownership have been transferred, which is considered to occur when title
passes to the customer. This generally occurs when the product is physically transferred into a vessel, pipe or other
delivery mechanism.

1.17 Cost of sales
When inventories are sold, the carrying amount is recognised as part of cost of sales. Any write-down of inventories to
net realisable value and all losses of inventories or reversals of previous write-downs or losses are recognised in cost of
sales in the period the write-down, loss or reversal occurs.
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1.18 Income from investments
Interest income is accrued on a time basis by reference to the principal outstanding and at the effective interest rate
applicable, which is the rate that exactly discounts estimated future cash receipts through the expected life to the net
carrying amount on initial recognition.
Dividend income from investments is recognised when the shareholder’s right to receive payment has been established.

1.19 Taxation
Current tax assets and liabilities
The tax expense for the period comprises current and deferred tax.
Tax is recognised in the Statement of Profit or Loss, except to the extent that it relates to items recognised in other
comprehensive income or directly in equity. The charge for current tax is based on the results for the year as adjusted for
income that is exempt and expenses that are not deductible using tax rates that have been enacted or substantively
enacted by the reporting date.
Deferred tax is provided using the liability method on temporary differences between the tax bases of assets and liabilities
and their carrying amounts for financial reporting purposes at the reporting date at the tax rates that have been enacted
or substantively enacted by the reporting date.
The measurement of deferred tax liabilities and assets reflects the tax consequences that would follow from the manner
in which the Group expects to recover or settle the carrying amount of its assets and liabilities.

Deferred tax assets
A deferred tax asset is only recognised to the extent that it is probable that taxable profits will be available against which
deductible temporary differences can be utilised, unless specifically exempt. It is measured at the tax rates that have
been enacted or substantively enacted by the reporting date.

Deferred tax liability
Deferred tax liabilities are recognised for all taxable temporary differences, except:
•

•

When the deferred tax liability arises from the initial recognition of goodwill or an asset or liability in a transaction that
is not a business combination and, at the time of the transaction, affects neither the accounting profit nor taxable
profit or loss;
In respect of taxable temporary differences associated with investments in subsidiaries, associates and interests in
joint ventures, when the timing of the reversal of the temporary differences can be controlled and it is probable that
the temporary differences will not reverse in the foreseeable future.

1.20 Borrowing and finance costs
Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets are added to the
cost of those assets, until the assets are substantially ready for their intended use or sale. Qualifying assets are assets
that necessarily take a substantial period to get ready for their intended use or sale. Investment income earned on the
temporary investment of specific borrowings pending their expenditure on qualifying assets is deducted from the cost of
those assets.
Other borrowing costs are recognised as an expense in the period in which they are incurred.

1.21 Government grants
Government grants are recognised at fair value where there is reasonable assurance that the grant will be received and
all attached conditions will be complied with. When the grant relates to an expense item, it is recognised as income on a
systematic basis over the periods that the related costs, for which it is intended to compensate, are expensed.
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1.22 Over- and under-recoveries against controlled margins for petroleum products
The selling prices of certain petroleum products are subject to price control by the authorities. The selling prices are
adjusted monthly to provide for the recovery of changes in the various items of landed cost of these products. The
price adjustments by the authorities are, for various reasons, not made simultaneously with changes in landed cost,
and thus the situation arises that oil companies, from time to time, are in the position of an over- or under-recovery of
changes in cost. The authorities, in conjunction with the oil companies, maintain a comprehensive record of the
cumulative over- or under-recoveries of the landed cost of these products. Any cumulative over- or under-recoveries
are reflected as an asset or liability at year-end with a corresponding credit or debit to cost of sales in the Statement
of Comprehensive Income.

1.23 Subsequent events
Recognised amounts in the consolidated and separate financial statements are adjusted to reflect events arising after the
reporting date that provide evidence of conditions that existed at the reporting date. Events after the reporting date that
are indicative of conditions that arose after the reporting date are dealt with by way of a note.

1.24 Irregular and fruitless and wasteful expenditure
Irregular expenditure means expenditure incurred in contravention of, or not in accordance with, a requirement of any
applicable legislation, including the PFMA.
Fruitless and wasteful expenditure means expenditure that was made in vain and would have been avoided had
reasonable care been exercised.
When determining whether expenditure shall be classified as fruitless and wasteful or irregular the following will be
considered:
•
•
•

Could reasonable steps have been taken to avoid the expenditure?
Were there policies and/or procedures governing the incurred expenditure?
Is it material? (For disclosure purposes.)

All irregular and fruitless and wasteful expenditure is charged against profit or loss in the period in which it is incurred and
disclosed as a note to the consolidated and separate financial statements of the Company and Group.

1.25 Adoption of International Financial Reporting Standards
The following standards and amendments to existing standards have been published and are not yet effective and
the Group has not adopted them early.
1. IFRS 9, ‘Financial instruments’, issued in July 2014 (effective 1 January 2018). IFRS 9 addresses the classification,
measurement and derecognition of financial assets and financial liabilities and introduces new rules for hedge
accounting and a new impairment model for financial assets.
Following the changes approved by the IASB in July 2014, the Group no longer expects any impact from the new
classification, measurement and derecognition rules on the Group’s financial assets and financial liabilities. The Group
has yet to undertake a detailed assessment of the new requirements affecting the accounting for financial liabilities
that are designated at fair value through profit or loss. The new impairment model is an expected credit loss (ECL)
model which may result in the earlier recognition of credit losses.
The new standard also introduces expanded disclosure requirements and changes in presentation. These are expected
to change the nature and extent of the Group’s disclosures about its financial instruments particularly in the year of the
adoption of the new standard.
2. IFRS 15, ‘Revenue from Contracts with Customers’, (effective 1 January 2018). The IASB has issued a new standard
for the recognition of revenue. This will replace IAS 18 which covers contracts for goods and services and IAS 11
which covers construction contracts. The core principle of IFRS 15 is that an entity should recognise revenue to depict
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1.25 Adoption of International Financial Reporting Standards (continued)
the transfer of promised goods or services to customers in an amount that reflects the consideration to which the
entity expects to be entitled in exchange for those goods or services. As the new standard is based on the principle
that revenue is recognised when control of a good or service transfers to a customer – the notion of control replaces
the existing notion of risks and rewards. The standard permits a modified retrospective approach for the adoption.
Under this approach entities will recognise transitional adjustments in retained earnings on the date of initial application
(e.g. 1 January 2017), ie without restating the comparative period. They will only need to apply the new rules to
contracts that are not completed as of the date of initial application.
At this stage, the Group is not able to estimate the impact of the new rules on the Group’s financial statements. The
Group will make more detailed assessments of the impact over the next twelve months.
3. IFRS 16, ‘Leases’, (effective 1 January 2019). The new standard introduces a single lessee accounting model and
requires a lessee to recognise assets and liabilities for all leases with a term of more than 12 months, unless the
underlying asset is of low value. A lessee is required to recognise a right-of-use asset representing its right to use the
underlying leased asset and a lease liability representing its obligation to make lease payments. A lessee measures
right-of-use assets similarly to other non-financial assets and lease liabilities similarly to other financial liabilities. IFRS
16 also contains expanded disclosure requirements for lessees.
A lessee can choose to apply the standard using either a full retrospective or a modified retrospective approach. The
standard’s transition provisions permit certain reliefs. Early application is permitted only after an entity applies IFRS 15.
The Group is not able to estimate the impact of the new rules on the Group’s financial statements. The Group is
currently performing a detailed assessments of the impact during the next twelve month after the end of the reporting
period.
4. IAS 7, ‘Cash flow statement’ – Effective for annual periods beginning on or after 1 January 2017. The amendments to
IAS 7 Statement of Cash Flows are part of the IASB’s Disclosure Initiative and require an entity to provide disclosures
that enable users of financial statements to evaluate changes in liabilities arising from financing activities, including
both changes arising from cash flows and non-cash changes.
5. IAS 12, ‘Income taxes’ – Effective for annual periods beginning on or after 1 January 2017. The IASB issued the
amendments to IAS 12 Income Taxes to clarify the accounting for deferred tax assets for unrealised losses on debt
instruments measured at fair value. The amendments clarify that an entity needs to consider whether tax law restricts
the sources of taxable profits against which it may make deductions on the reversal of that deductible temporary
difference. Furthermore, the amendments provide guidance on how an entity should determine future taxable profits
and explain the circumstances in which taxable profit may include the recovery of some assets for more than their
carrying amount.
Entities are required to apply the amendments retrospectively. However, on initial application of the amendments, the
change in the opening equity of the earliest comparative period may be recognised in opening retained earnings (or in
another component of equity, as appropriate), without allocating the change between opening retained earnings and
other components of equity.
Entities applying this relief must disclose that fact. Early application is permitted. If an entity applies the amendments
for an earlier period, it must disclose that fact.
	There are no other standards that are not yet effective and that would be expected to have a material impact on the
entity in the current or future reporting periods and on foreseeable future transactions.
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1.26 Key assumptions made by management in applying accounting policies
Critical accounting estimates and judgements
In preparing the consolidated and separate financial statements in terms of IFRS, the Group’s management is required to
make certain estimates and assumptions that may materially affect reported amounts of assets and liabilities at the date
of the consolidated and separate financial statements and the reported amounts of revenues and expenses during the
reported period and the related disclosures. As these estimates and assumptions concern future events, due to the
inherent uncertainty involved in this process, the actual results often vary from the estimates. These estimates and
judgements are based on historical experience, current and expected future economic conditions and other factors,
including expectations of the future events that are believed to be reasonable under the circumstances.

Environmental and decommissioning provision
Provision is made for environmental and decommissioning costs where either a legal or constructive obligation is
recognised as a result of past events. Estimates are made in determining the present obligation of environmental and
decommissioning provisions, which include the actual estimate, the discount rate used and the expected date of closure
of mining activities in determining the present value of environmental and decommissioning provisions. Estimates are
based upon costs that are regularly reviewed, by internal and external experts, and adjusted as appropriate for new
circumstances.

Other provisions
For other provisions, estimates are made of legal or constructive obligations resulting in the raising of provisions, and the
expected date of probable outflow of economic benefits to assess whether the provision should be discounted.

Recoverability of assets
The Group assesses its cash-generating units (CGUs) at each reporting period to determine whether any indication of
impairment exists. Impairment tests are performed when there is an indication of impairment of assets or a reversal of
previous impairments of assets. Where an indicator of impairment exists, a formal estimate of the recoverable amount is
made, which is considered to be the higher of the fair value less costs of disposal (FVLCD) and value in use (VIU).
Management therefore has implemented certain impairment indicators and these include movements in exchange rates,
commodity prices and the economic environment its businesses operate in. Estimates are made in determining the
recoverable amount of assets which include the estimation of cash flows and discount rates used. In estimating the cash
flows, management base cash flow projections on reasonable and supportable assumptions that represent managements’
best estimate of the range of economic conditions that will exist over the remaining useful life of the assets, based on
publicly available information. The discount rates used are pre-tax rates that reflect the current market assessment of the
time value of money and the risks specific to the assets for which the future cash flow estimates have not been adjusted.
These estimates and assumptions are subject to risk and uncertainty. Therefore, there is a possibility that changes in
circumstances will impact these projections, which may impact the recoverable amount of CGUs.

Impairments and impairment reversals
Impairment tests are performed when there is an indication of impairment of assets or a reversal of previous impairments
of assets. Management therefore has implemented certain impairment indicators and these include movements in
exchange rates, commodity prices and the economic environment its businesses operate in. Estimates are made in
determining the recoverable amount of assets which include the estimation of cash flows and discount rates used.

Impairments and impairment reversals (continued)
In estimating the cash flows, management base cash flow projections on reasonable and supportable assumptions that
represent managements’ best estimate of the range of economic conditions that will exist over the remaining useful life
of the assets, based on publicly available information. The discount rates used are post-tax rates that reflect the current
market assessment of the time value of money and the risks specific to the assets for which the future cash flow
estimates have not been adjusted.

Contingent liabilities
Management considers the existence of possible obligations which may arise from legal action as well as the possible
non-compliance of the requirements of completion guarantees and other guarantees provided. The estimation of the
amount disclosed is based on the expected possible outflow of economic benefits should there be a present obligation.
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Accounting policies (continued)
1.26 Key assumptions made by management in applying accounting policies (continued)
Hydrocarbon reserve and resource estimates
Hydrocarbon reserves are estimates of the amount of hydrocarbons that can be economically and legally extracted from
the Group’s oil properties. The Group estimates its commercial reserves and resources based on information compiled
by appropriately qualified persons relating to the geological and technical data on the size, depth, shape and grade of the
hydrocarbon body and suitable production techniques and recovery rates. Commercial reserves are determined using
estimates of oil and gas in place, recovery factors and future commodity prices.
Future development costs are estimated using assumptions as to the number of wells required to produce the commercial
reserves, the cost of such wells and associated production facilities, and other capital costs. The carrying amount of oil
development and production assets at 31 March 2017 is shown in Note 2.
As the economic assumptions used may change and as additional geological information is obtained during the operation
of a field, estimates of recoverable reserves may change. Such changes may impact the Group’s reported financial
position and results which include:
1) The carrying value of exploration and evaluation assets and production assets may be affected due to changes in
estimated future cash flows.
2) Depreciation and amortisation charges in the Statement of Profit or Loss may change where such charges are
determined using the Units of Production method.
3) Provisions for decommissioning may change, where changes to the reserve estimates affect expectations about
when such activities will occur and the associated cost of these activities.
4) The recognition and carrying value of deferred tax assets may change due to changes in the judgements regarding the
existence of such assets and in estimates of the likely recovery of such assets.

Evaluation of the useful life of assets
On an annual basis, management evaluates the useful life of all assets. In carrying out this exercise, experience of asset’s
historical performance and the medium-term business plan are taken into consideration.

Carrying value of intangible exploration and evaluation assets
The amount of intangible exploration and evaluation assets represent active exploration assets. These amounts will be
written off to the Statement of Profit or Loss and Comprehensive Income as exploration costs unless commercial reserves
are established or the determination process is not completed and there are no indicators of impairment.
The key areas in which management have applied judgement are as follows: Group’s intention to proceed with a future
work programme for a prospect or license; the likelihood of licence renewal or extension; and the success of a well result
or geological or geophysical survey.

Units of production (UOP) depreciation of oil and gas assets
Oil and gas properties are depreciated using the UOP method. The actual production for the period is divided by the total
proved developed and undeveloped hydrocarbon reserves. This results in a depreciation/amortisation charge (UOP rate)
proportional to the depletion of the anticipated remaining production from the field.

Units of production (UOP) depreciation of oil and gas assets (continued)
The life of each item, which is assessed at least annually, has regard to both its physical life limitations and present
assessments of economically recoverable reserves of the field at which the asset is located. These calculations require
the use of estimates and assumptions, including the amount of recoverable reserves and estimates of future capital
expenditure. The calculation of the UOP rate of depreciation/amortisation will be impacted to the extent that actual
production in the future is different from current forecast production based on total proved reserves whereas the life of
each item and the total recoverable reserves is impacted by future capital expenditure (because the future estimated
capex does not affect the UOP rate directly; it only affects the life and value of the assets to be depreciated).
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Notes to the consolidated and separate annual
financial statements
2.

Property, plant and equipment

2017
R’000

Group
Land
Buildings
Production assets
Furniture, fittings and office
equipment
Motor vehicles
Restoration costs
Shutdown costs capitalised
Assets under development
Total

Company
Land
Buildings
Production assets
Furniture, fittings and office
equipment
Motor vehicles
Restoration costs
Shutdown costs capitalised
Assets under development
Total

Cost

2016
R’000

Accumulated
depreciation
and
impairment

Carrying
value

Cost

Accumulated
depreciation
and
impairment

Carrying
value

43 587

–

43 587

43 587

–

43 587

223 992

(39 111)

184 881

223 992

(39 111)

184 881

37 531 204

(30 911 085)

6 620 119

37 377 825

(29 760 880)

7 616 945

656 575

(583 601)

72 974

647 189

(562 697)

84 492

90 563

(48 147)

42 416

83 612

(42 706)

40 906

1 731 308

(1 585 184)

146 124

3 664 739

(3 152 979)

511 760

637 848

(637 848)

–

637 846

(619 931)

17 915

278 524

(216 547)

61 977

340 994

(33 326)

307 668

41 193 601

(34 021 523)

7 172 078

43 019 784

(34 211 630)

8 808 154

Cost

43 587

2017
R’000

2016
R’000

Accumulated
depreciation
and
impairment

Accumulated
depreciation
and
impairment

–

Carrying
value

Cost

Carrying
value

43 587

43 587

–

43 587

223 992

(39 111)

184 881

223 992

(39 111)

184 881

29 804 878

(29 562 613)

242 265

29 584 072

(28 399 822)

1 184 250

656 441

(583 467)

72 974

647 032

(562 549)

84 483

90 563

(48 147)

42 416

83 612

(42 706)

40 906

1 563 862

(1 514 990)

48 872

3 400 750

(3 078 949)

321 801

637 848

(637 848)

–

637 846

(619 931)

17 915

278 524

(216 547)

61 977

340 994

(33 326)

307 668

33 299 695

(32 602 723)

696 972

34 961 885

(32 776 394)

2 185 491
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Notes to the consolidated and separate annual
financial statements (continued)
2.

Property, plant and equipment (continued)

Reconciliation of property, plant and equipment – Group 2017

Land
Buildings
Production assets
Furniture, fittings
and office
equipment

Depreciation
R’000

Impairment
(loss)/
reversal
R’000

Closing
balance
R’000

–

–

–

43 587

–

–

–

–

184 881

163 650

(386 881)

–

(880 093)

(402 834)

6 620 119

(339)

–

–

–

(22 000)

–

72 974

–

–

(5 745)

–

42 416

(18 130) (1 907 916)

(105 714)

1 666 124

146 124

Foreign
exchange
movements
R’000

Change in
estimate
R’000

–

–

–

–

584 193

(74 861)

84 492

10 821

Opening
Balance
R’000

Additions
R’000

Disposals
R’000

43 587

–

–

184 881

–

7 616 945

Transfer/
Reclassification
R’000

40 906

7 255

–

–

Restoration costs

511 760

–

–

–

Shutdown costs
capitalised

17 915

3

–

–

–

–

(17 918)

–

–

307 668

133 794

–

(162 938)

–

–

–

(216 547)

61 977

8 808 154

736 066

(75 200)

712

(405 011) (1 907 916) (1 031 470)

1 046 743

7 172 078

Motor vehicles

Assets under
development

Reconciliation of property, plant and equipment – Group 2016

Opening
Balance
R’000

Land
Buildings
Production assets
Furniture, fittings
and office
equipment

Additions Disposals
R’000
R’000

Transfer/
Reclassification
R’000

Foreign
exchange
movements
R’000

Change in
estimate Depreciation
R’000
R’000

Impairment
reversal/
(loss)
R’000

Closing
balance
R’000

45 135

–

(1 548)

–

–

–

–

–

43 587

173 220

–

–

11 661

–

–

–

–

184 881

6 241 726 1 692 403

(32 194)

401 570

529 626

–

(1 662 342)

446 156

7 616 945

12 846

(282)

–

3

–

(27 645)

(7 000)

84 492

106 570
31 203

14 416

–

–

–

–

(4 713)

–

40 906

Restoration costs

349 432

168 603

–

–

30 349

748 286

(126 342)

(658 568)

511 760

Shutdown costs
capitalised

51 746

9

–

–

–

–

(32 676)

(1 164)

17 915

621 113

182 025

(745)

(461 399)

–

–

–

(33 326)

307 668

7 620 145 2 070 302

(34 769)

(48 168)

559 978

748 286 (1 853 718)

(253 902)

8 808 154

Motor vehicles

Assets under
development
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2.

Property, plant and equipment (continued)

Reconciliation of property, plant and equipment – Company 2017

Land
Buildings
Production assets
Furniture, fittings
and office
equipment

Depreciation
R’000

Impairment
(loss)/
reversal
R’000

Closing
balance
R’000

–

–

–

43 587

–

–

–

–

184 881

(74 861)

162 938

–

(322 704)

(846 486)

242 265

10 821

(339)

–

–

(21 991)

–

72 974

Disposals
R’000

Transfers/
Reclassification
R’000

Change in
estimate
R’000

–

–

–

184 881

–

–

1 184 250

139 128

84 483

Opening
balance
R’000

Additions
R’000

43 587

40 906

7 255

–

–

Restoration costs

321 801

–

–

–

Shutdown costs
capitalised

17 915

3

–

–

307 668

133 794

–

(162 938)

2 185 491

291 001

(75 200)

–

Motor vehicles

Assets under
development

–

(5 745)

–

42 416

(102 165)

1 666 124

48 872

–

(17 918)

–

–

–

–

(216 547)

61 977

(470 523)

603 091

696 972

(1 836 888)

(1 836 888)

Reconciliation of property, plant and equipment – Company 2016

Land
Buildings
Production assets
Furniture, fittings
and office
equipment

Disposals
R’000

Transfers/
Reclassification
R’000

Change in
estimate
R’000

Depreciation
R’000

Impairment
loss
R’000

Closing
balance
R’000

–

(1 548)

–

–

–

–

43 587

173 220

–

–

11 661

–

–

–

184 881

2 180 623

252 694

(32 194)

394 945

–

(1 300 518)

(311 300)

1 184 250

106 555

12 846

(282)

–

–

(27 636)

(7 000)

84 483

Opening
balance
R’000

Additions
R’000

45 135

31 203

14 416

–

–

–

(4 713)

–

40 906

Restoration costs

203 603

–

–

–

888 492

(111 726)

(658 568)

321 801

Shutdown costs
capitalised

51 746

9

–

–

–

(32 676)

(1 164)

17 915

621 113

182 025

(745)

(461 399)

–

–

(33 326)

307 668

3 413 198

461 990

(34 769)

(54 793)

888 492

(1 477 269)

(1 011 358)

2 185 491

Motor vehicles

Assets under
development
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financial statements (continued)
2.

Property, plant and equipment (continued)

Restoration expenditure relates to the abandonment provision (note 15) and is amortised on a units of production basis. The
units of production method is also used in calculating depreciation on producing assets. Due to the nature of the business,
the gas and oil reserves at the end of each financial year differ from the previous year. This necessitates a change in the
estimated remaining useful lives of these assets at the end of each financial year. The effect on the current year is an increase
of R0.29 billion in profit. Due to the number of variables involved in the depreciation calculation it is not practicable to
estimate the effect in future years.
The PetroSA Group impairment reversal for the year was R1 billion (2016: R0.3 billion impairment loss).

Impairment – Oil and gas assets in South Africa
Oil and gas reserves are used in assessing oil and gas producing properties for impairment. A significant reduction in the
oil and gas price and a downgrade of proved and probable reserves triggered an impairment review. When such indicators
are identified, management must exercise further judgement in making an estimate of the recoverable amount (value in
use) of the asset against which to compare the carrying value. The outcome of the review necessitated an impairment
reversal of R0.6 billion (2016: R1 billion impairment charge) based on a recoverable amount of R0.4 billion (2016:
R1.8 billion). This was determined by comparing the CGU’s carrying value at year-end against the expected present value
of the free cash flows (net present value) from this CGU, based on a fixed life of field approved by the Board of Directors.
These cash flows are management’s best estimate taking into account past experience and future economic assumptions,
such as forward curves for Brent crude oil, product prices and exchange rates and discounted using the WACC of 14%
(2016: 14%). The impairment loss was recorded as part of operating expenses.
A sensitivity analysis indicates that a R1 change of the Rand against the US Dollar will result in an increase in the
impairment charge of R107 million (2016: R182 million increase) and a $1 change in the Brent crude oil price will increase
the impairment charge by R56 million (2016: R87 million decrease).

Impairment – West Cape Three Points and Deepwater Tano blocks in Ghana
In light of the current commodity prices, the West Cape Three Points block and Deepwater Tano block held by PetroSA
Ghana Ltd were assessed for impairment. This assessment resulted in an impairment reversal of R0.5 billion based on a
recoverable amount of R5 billion (2016: impairment loss of R0.5 billion on West Cape Three Points block and an impairment
reversal of R1.2 billion on Deepwater Tano block).

Macroeconomic assumptions
For the South African operations the macroeconomic assumptions used in the net present value computation include
Brent crude oil prices at USD50, improved from USD46.56 forecast for 2016, (2017: USD64, 2018: USD67, 2019: USD75,
2020: USD80), Rand-based WACC of 14% (2016: 14%) and USDollar-based WACC of 11% (2016: 11%). PetroSA will
continue to review the recoverable amounts of the CGUs in the event of future changes in reserves and relevant
macroeconomic indicators.
For the Ghanaian operations the macroeconomic assumptions used in the net present value computation include Brent
crude oil prices at USD50, improved from USD41.67 forecast for 2016, (2017: USD64, 2018: USD67, 2019: USD75, 2020:
USD80) with comparative prices of USD61.49 (2016: USD77, 2017: USD81, 2018: USD86, 2019: USD91). A USDollarbased WACC of 11% (2016: 11%) was used. The Company will continue to review the recoverable amounts of the CGUs
in the event of future changes in reserves and relevant macroeconomic indicators.
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3.

Intangible assets
2017
R’000

Group
Patents
Exploration and
evaluation assets

2016
R’000

Cost

Accumulated
amortisation
and impairment

Carrying value

Cost

Accumulated
amortisation

Carrying value

6 934

(2 752)

4 182

6 934

(2 475)

4 459

1 749 690

(170 955)

1 578 735

1 744 318

–

1 744 318

Software

53 660

(47 208)

6 452

48 899

(40 105)

8 794

Restoration costs

16 824

–

16 824

17 540

–

17 540

1 827 108

(220 915)

1 606 193

1 817 691

(42 580)

1 775 111

Total

2017
R’000

Company
Patents
Exploration and
evaluation assets
Software
Total

2016
R’000

Cost

Accumulated
amortisation
and impairment

Carrying value

Cost

Accumulated
amortisation

Carrying value

6 934

(2 752)

4 182

6 934

(2 475)

4 459

1 327 226

(170 955)

1 156 271

1 301 046

–

1 301 046

53 660

(47 208)

6 452

48 899

(40 105)

8 794

1 387 820

(220 915)

1 166 905

1 356 879

(42 580)

1 314 299
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3.

Intangible assets (continued)

Reconciliation of intangible assets – Group 2017

Patents
Exploration and
evaluation assets
Software
Restoration costs

Transfers
R’000

Foreign
exchange
movements
R’000

Change in
estimate
R’000

Amortisation
R’000

Impairment
loss
R’000

Total
R’000

–

–

–

–

(277)

–

4 182

26 019

(1 106)

(712)

(18 829)

–

–

4 761

–

–

–

–

(7 103)

–

6 452

–

–

16 824

Opening
Balance
R’000

Additions
R’000

Disposals
R’000

4 459

–

1 744 318
8 794
17 540

–

–

–

(1 695)

979

1 775 111

30 780

(1 106)

(712)

(20 524)

979

(170 955) 1 578 735

(7 380) (170 955) 1 606 193

Reconciliation of intangible assets – Group 2016
Opening
Balance
R’000

Patents

Additions
R’000

Disposals
R’000

Transfers
R’000

Foreign
exchange
movements
R’000

Change in
estimate
R’000

Amortisation
R’000

Total
R’000

4 737

–

–

–

–

–

(278)

4 459

1 610 370

53 697

(2 781)

48 168

34 864

–

–

1 744 318

Software

19 989

52

–

–

–

–

(11 247)

8 794

Restoration costs

19 631

49

–

–

4 142

(6 282)

–

17 540

1 654 727

53 798

(2 781)

48 168

39 006

(6 282)

(11 525)

1 775 111

Exploration and
evaluation assets

Reconciliation of intangible assets – Company 2017

Patents
Exploration and evaluation assets
Software

Opening
Balance
R’000

Additions
R’000

Amortisation
R’000

Impairment
loss
R’000

Total
R’000

4 459

–

(277)

–

4 182

1 301 046

26 180

–

8 794

4 761

(7 103)

1 314 299

30 941

(7 380)

(170 955) 1 156 271
–

6 452

(170 955) 1 166 905

Reconciliation of intangible assets – Company 2016

Patents
Exploration and evaluation assets
Software
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Opening
Balance
R’000

Additions
R’000

Transfers
R’000

Amortisation
R’000

Total
R’000

4 737

–

–

(278)

4 459

1 203 989

42 264

54 793

19 989

52

–

1 228 715

42 316

54 793

– 1 301 046
(11 247)

8 794

(11 525) 1 314 299

Financial performance

4.

Investments in subsidiaries

The carrying amounts of subsidiaries are shown net of
impairment losses.
PetroSA Synfuel International SOC Ltd (100%)
Shares:
Balance at the end of the year

–

–

501

501

Provision for impairment

–

–

(501)

(501)

Balance at the end of the year

–

–

–

–

Loans:
Balance at the end of the year

–

–

(0.12)

(0.12)

Shares:
Balance at the end of the year

–

–

0.12

0.12

Loans
Shares

–
–

–
–

(0.12)
0.12

(0.12)
0.12

Carrying amount of investment

–

–

–

–

Loans:
Balance at the end of the year

–

–

(0.12)

(0.12)

Shares:
Balance at the end of the year

–

–

0.12

0.12

Loans
Shares

–
–

–
–

(0.12)
0.12

(0.12)
0.12

Carrying amount of investment

–

–

–

–

Loans:
Balance at the end of the year

–

–

(0.10)

(0.10)

Shares:
Balance at the end of the year

–

–

0.10

0.10

Loans
Shares

–
–

–
–

(0.10)
0.10

(0.10)
0.10

Carrying amount of investment

–

–

–

–

–

–

166

166

PetroSA Sudan SOC Ltd (100%)

Petroleum Oil & Gas Corporation of South Africa
(Namibia) SOC Ltd (100%)

PetroSA Egypt SOC Ltd (100%)

PetroSA Europe BV (100%)
Shares:
Balance at the end of the year
Share premium:
Balance at the end of the year

–

–

2 965

2 965

Shares
Share premium

–
–

–
–

166
2 965

166
2 965

Carrying amount of investment

–

–

3 131

3 131

–

–

(0.06)

(0.06)

PetroSA Brass SOC Ltd (100%)
Loans:
Balance at the end of the year
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4.

Investments in subsidiaries (continued)
GROUP

COMPANY

2017
R’000

2016
R’000

2017
R’000

2016
R’000

Shares
Balance at the end of the year

–

–

0.06

0.06

Loans
Shares

–
–

–
–

(0.06)
0.06

(0.06)
0.06

Carrying amount of investment

–

–

–

–

Loans:
Balance at the end of the year

–

–

(0.06)

(0.06)

Shares:
Balance at the end of the year

–

–

0.06

0.06

Loans
Shares

–
–

–
–

(0.06)
0.06

(0.06)
0.06

Carrying amount of investment

–

–

–

–

Loans:
Balance at the end of the year

–

–

(0.06)

(0.06)

Shares:
Balance at the end of the year

–

–

0.06

0.06

Loans
Shares

–
–

–
–

(0.06)
0.06

(0.06)
0.06

Carrying amount of investment

–

–

–

–

–

–

(0.12)

(0.12)

PetroSA Gryphon Marin Permit SOC Ltd (100%)

PetroSA Iris SOC Ltd (100%)

PetroSA Themis SOC Ltd (100%)
Loans:
Balance at the end of the year
Shares:
Balance at the end of the year

–

–

0.12

0.12

Loans
Shares

–
–

–
–

(0.12)
0.12

(0.12)
0.12

Carrying amount of investment

–

–

–

–

–

–

(0.06)

(0.06)

PetroSA Equatorial Guinea SOC Ltd (100%)
Loans:
Balance at the end of the year
Shares:
Balance at the end of the year

–

–

0.06

0.06

Loans
Shares

–
–

–
–

(0.06)
0.06

(0.06)
0.06

Carrying amount of investment

–

–

–

–

–

–

3 880 651

PetroSA Ghana Ltd (100%)
Shares:
Balance at the end of the year
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4.

Investments in subsidiaries (continued)
GROUP

COMPANY

2017
R’000

2016
R’000

–

–

Provision for impairment

2017
R’000

2016
R’000

(830 446)

(363 435)

Balance at the end of the year

–

–

3 050 205

3 517 216

Carrying amount of investment

–

–

3 050 205

3 517 216

The recoverable amount of R3.1 billion for the PetroSA Ghana Ltd cash-generating unit was calculated on a fair value less
cost to sell basis and takes into consideration a WACC of 11% (2016: 11%) and an inflation rate of 2.2% (2016: 2.21%).
PetroSA has provided its shares in PetroSA Ghana Ltd as security to the lenders for the Reserve Based Lending facility.
Refer to note 13.
GROUP

COMPANY

2017
R’000

2016
R’000

2017
R’000

2016
R’000

–

–

(1)

(1)

Total
Loans
Shares

–

–

3 881 319

3 881 319

Share premium

–

–

2 965

2 965

Provision for impairment

–

–

(830 947)

(363 936)

Carrying amount of investments

–

–

3 053 336

3 520 347

% ownership
interest

5.

Joint arrangements

The following table lists all of the joint ventures in the Group:
Group
Name of company

Held by

% ownership
interest

Carrying
amount

Carrying
amount

2017

2016

2017

2016

GTL.F1 AG

PetroSA

50.00%

50.00%

–

–

Name of company

Held by

% ownership
interest

% ownership
interest

Carrying
amount

Carrying
amount

2017

2016

2017

2016

GTL.F1 AG

PetroSA

50.00%

50.00%

29 625

29 625

Company

GTL.F1 AG is the process licensor of the Low Temperature Fischer Tropsch (LTFT) technology and its principal place of
business is in Germany.
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5.

Joint arrangements (continued)
GTL.F1 AG

Summarised Statement of Profit or Loss and Other Comprehensive Income
2017
R’000

Revenue

2016
R’000

2 759

20 568

Depreciation and amortisation

(12 889)

(12 763)

Other income and expenses

(23 521)

(54 694)

Interest expense

(3 249)

(3 960)

Loss before tax

(36 900)

(50 849)

(3 793)

(8 882)

Loss from continuing operations

(40 693)

(59 731)

Total comprehensive loss

(40 693)

(59 731)

Taxation

GTL.F1 AG

Summarised Statement of Financial Position
2017
R’000

2016
R’000

114 692

147 347

14 956

23 754

Assets
Non-current assets
Current
Cash and cash equivalents
Other current assets

56

73

15 012

23 827

Liabilities
Non-current financial liabilities

407 979

445 181

Total non-current liabilities

407 979

445 181

Total current assets

Current
Other current liabilities

9 161

12 192

Total current liabilities

9 161

12 192

(287 436)

(286 199)

Total net liabilities
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5.

Joint arrangements (continued)

Reporting period
The reporting date of the joint venture is not the same as that of the Group. GTL.F1 AG’s year-end is 31 December 2016.

Unrecognised losses
The Group has discontinued recognising its share of the losses of GTL.F1 AG, as the investment at a Group level is held
at R nil and the Group has no obligation for any losses of the joint venture. The total unrecognised losses for the current
period amount to R20.3 million (2016: R29.9 million). The accumulated unrecognised losses to date amount to
R145.2 million (2016: R124.8 million).

6.

Interests in unconsolidated structured entities

PetroSA Development Trust
The PetroSA Development Trust was established to facilitate the development and transformation of the lives of people
from historically disadvantaged and impoverished communities and the enhancement of the education and literacy levels
in these communities, in particular those within which PetroSA operates such as the Mossel Bay region and other
deserving communities.

Gannet Trust
The Gannet Trust group of companies was created to underwrite insurance risks for PetroSA and other companies with
similar risk profiles. Gannet Trust enables PetroSA to access the re-insurance markets that would not otherwise be
available to it. Gannet Trust is also available to accept risks that are either uninsured, uninsurable or that bridge the gap
between the underwriter imposed risk retentions and PetroSA’s preferred risk retentions.
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7.

Other financial assets
GROUP

COMPANY

2017
R’000

2016
R’000

2017
R’000

2016
R’000

–

–

1 435 239

1 435 239

1 577 468

1 452 765

–

–

1 577 468

1 452 765

1 435 239

1 435 239

Ghana National Petroleum Corporation (GNPC)
The loan in respect of TEN Development capital expenditure
bears interest at LIBOR plus a margin percentage of 1.5% per
annum and the loan in respect of TEN Development gas export
pipeline expenditure bears interest at 15% per annum. The loan
will be repaid with 40% of GNPC’s receivables per each lifting of
TEN production until the liability is fully discharged. TEN
production schedules were met with first oil delivered in August
2016.

139 845

126 645

–

–

GTL.F1 AG
The subordinated loan accrues interest at EURIBOR + 0.75%.
This loan is not repayable within the next 12 months. Should
settlement not be possible at this time, a new installment plan
may be agreed on the same day.

192 349

213 159

192 349

213 159

Lurgi
The amount owing by Lurgi is in respect of a purchase of a 12.5%
share in the GTL.F1 AG Joint Venture. The loan accrues interest at
EURIBOR + 0.75%. The loan is repayable based on dividends
receivable by Lurgi from the GTL.F1 AG technology company.

169 651

198 400

169 651

198 400

–

–

570 310

–

Subtotal

501 845

538 204

932 310

411 559

Provision for impairment

(345 905)

–

(345 905)

–

155 940

538 204

586 405

411 559

1 733 408

1 990 969

2 021 644

1 846 798

Loan to PetroSA Rehabilitation
The loan to PetroSA Rehabilitation NPC (Non-Profit company) is
PetroSA’s contribution towards the funding of its abandonment
provision as details below.
Restricted cash
PetroSA utilises PetroSA Rehabilitation NPC as a funding vehicle
to ring-fence funds for PetroSA’s abandonment/environmental
liability. Funds are invested in fixed term deposits with various
counterparties and earn a weighted interest rate of 8.9% per
annum. Investments mature on 26 and 27 September 2017 and
will be reinvested at this point. These funds are not available for
the general purposes of the Group.

Loans and receivables

PetroSA Ghana Ltd
The subordinated loan is unsecured. The loan accrues
interest at USD LIBOR plus a percentage ranging between
3.25% and 4.50%. All interest payable accrues from day-to-day
at the relevant rate of interest, is calculated on the basis of the
actual number of days elapsed and a 360 day year. The loan
matures in February 2022.

Total other financial assets

In the prior year, PetroSA waived its claims of R2.9 million against PetroSA Equatorial Guinea and the loan was written
off. Management assessed the loans and receivables for impairment and in light of current conditions, including oil and
gas prices, raised a provision for impairment of R345.9 million.
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8.

Amounts held by holding company

This deposit is held by CEF SOC Ltd as security for guarantees issued by itself to third parties on behalf of PetroSA. These
funds are not available for the general purposes of the Group.
GROUP

CEF SOC Ltd

9.

COMPANY

2017
R’000

2016
R’000

2017
R’000

2016
R’000

489 021

489 021

489 021

489 021

Inventories
GROUP

COMPANY

2017
R’000

2016
R’000

2017
R’000

2016
R’000

1 475 339

1 652 055

1 475 339

1 652 055

The amounts attributable to the different categories are
as follows:
Petroleum fuels
Crude oil
Consumable stores, spares and catalysts

10.

37 876

43 185

7 978

7 997

357 626

286 307

357 626

286 307

1 870 841

1 981 547

1 840 943

1 946 359

Trade and other receivables
GROUP

COMPANY

2017
R’000

2016
R’000

2017
R’000

2016
R’000

1 579 488

1 351 735

1 406 992

1 310 846

79 968

310 818

79 619

310 231

–

269

–

–

64 434

96 629

62 785

84 938

–

2 941

–

–

Statutory receivables

125 326

283 063

125 326

283 061

Provision for doubtful debts

(30 569)

(28 963)

(30 569)

(28 963)

Sundry receivables

50 028

169 275

50 415

180 410

1 868 675

2 185 767

1 694 568

2 140 523

Trade receivables
Prepayments
Deposits
VAT
Underlift
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10.

Trade and other receivables (continued)

Fair value of trade and other receivables
Trade receivables past due but not impaired
Trade receivables which are less than 3 months past due are not considered to be impaired. At 31 March 2017, R0 million
(2016: R0 million) were past due but not impaired.

Reconciliation of provision for impairment of trade receivables
GROUP

Opening balance
Impairment losses recognised on receivables
Written off

COMPANY

2017
R’000

2016
R’000

2017
R’000

2016
R’000

28 963

28 875

28 963

28 875

1 773

185

1 773

185

(167)

(97)

(167)

(97)

30 569

28 963

30 569

28 963

The provision for doubtful debts consists of a number of customer account balances. The balance of R30.6 million
(2016: R28.9 million) is aged at over 120 days.
Statutory receivables includes a provision for doubtful debt of R90.2 million (2016: R0 million).

11.

Cash and cash equivalents

Cash and cash equivalents consist of cash on hand and balances with banks and investments in money market
instruments. Cash and cash equivalents included in the Statement of Financial Position comprise the following:
GROUP

Short-term investments in money market and cash on hand

COMPANY

2017
R’000

2016
R’000

2017
R’000

2016
R’000

1 901 711

3 449 815

1 901 746

3 449 850

Bank balances

514 151

239 769

232 512

43 453

Bank overdraft

–

(417 202)

–

(417 202)

2 415 862

3 272 382

2 134 258

3 076 101

2 415 862

3 689 584

2 134 258

3 493 303

–

(417 202)

–

(417 202)

2 415 862

3 272 382

2 134 258

3 076 101

Current assets
Current liabilities

At year-end, the Group held R1 814 million with banks which had a credit rating of Aaa-mf, R370 million with banks which
had a credit rating of A1 and R232 million with banks which had a credit rating of Aa1.za.
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12.

Share capital
GROUP

COMPANY

2017
R’000

2016
R’000

2017
R’000

2016
R’000

Authorised
5 000 Ordinary par value shares of R1 each

5

5

5

5

Issued
1 914 Ordinary par value shares of R1 each

2

2

2

2

2 755 934

2 755 934

2 755 934

2 755 934

2 755 936

2 755 936

2 755 936

2 755 936

Share premium

13.

Other financial liabilities
GROUP

COMPANY

2017
R’000

2016
R’000

2017
R’000

2016
R’000

Reserve Based Lending Facility
The loan accrues interest at LIBOR plus a margin percentage,
varying between 3.25% and 4.50% over the period of the loan.
The loan is due to mature in February 2022. All interest payable
accrues from day-to-day at the relevant rate of interest, is
calculated on the basis of the actual number of days elapsed
and a 360 day year.

961 646

1 256 750

–

–

Transaction costs incurred
These costs were incurred as a result of the Reserve Based
Lending Facility mentioned above

(94 800)

(55 506)

–

–

866 846

1 201 244

–

–

The facility is a revolving credit facility secured against the producing asset of PetroSA Ghana Ltd. The security package
comprises a share pledge and subordination of future loans to PetroSA Ghana Ltd. Additional security includes an
offshore debenture comprising security over a contemplated hedging agreement, intercompany loans granted by PetroSA
Ghana Ltd to its subsidiaries and certain project accounts into which transaction funds are deposited. The available
facility amount/borrowing base is redetermined six monthly at the end of June and December and is a function of the
present value of future cash flows generated by a producing/developing assets. The available facility amount is most
sensitive to economic assumptions such as the Brent crude oil price and changes to independently audited oil reserves.
The loan covenants applicable are the field life cover ratio of 1.5 and a loan life cover ratio of 1.3.
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Deferred tax
GROUP
2017
R’000

COMPANY
2016
R’000

2017
R’000

2016
R’000

Deferred tax asset and liability
Property, plant and equipment
Tax losses available for set off against future taxable income
Provisions

(1 830 082)

(1 712 247)

–

–

272 816

324 664

–

–

49 438

50 054

–

–

(1 507 828)

(1 337 529)

–

–

The deferred tax asset and the deferred tax liability relate to income tax in the same jurisdiction, and the law allows net
settlement. Therefore, they have been offset in the Statement of Financial Position as follows:
Deferred tax liability
Deferred tax asset
Total net deferred tax liability

(1 830 082)

(1 712 247)

–

–

322 254

374 718

–

–

(1 507 828)

(1 337 529)

–

–

(1 337 529)

(953 137)

–

–

(170 804)

(632 567)

–

–

(51 848)

197 978

–

–

Reconciliation of deferred tax liability
At beginning of the year
Reversing temporary difference on assets
(Decrease)/increase in tax losses available for
set off against future taxable income
Reversing temporary difference on fair value adjustment
Balance at end of year

52 353

50 197

–

–

(1 507 828)

(1 337 529)

–

–

Recognition of deferred tax asset – Company
PetroSA is an oil and gas company as defined in the Tenth Schedule to the Income Tax Act. As an oil and gas company,
PetroSA qualifies for additional tax deductions in respect of its capital expenditure on exploration and production activities.
This assessed loss position is directly attributable to PetroSA’s oil and gas activities.
As it is unlikely that the assessed loss will be utilised in the foreseeable future, no deferred tax asset has been recognised.
The current tax value of the unrecognised estimated tax loss/assessed loss is R5.6 billion (2016: R5.2 billion). The unused
estimated/assessed tax loss at year-end is R19.9 billion (2016: R18.6 billion).
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15.

Provisions

Reconciliation of provisions – Group 2017
Opening
balance
R’000

Abandonment/environmental

Additions
R’000

Utilised during
the year
R’000

Change in
estimate
R’000

Total
R’000

498 276 (1 906 937)

9 629 199

Interest
expense
R’000

11 071 354

–

(33 494)

Post-retirement medical aid benefits

63 532

2 215

(3 762)

6 037

6 432

74 454

Rehabilitation

12 437

–

(98)

–

–

12 339

Social investment

24 206

7 422

(10 565)

–

–

21 063

Restructuring

21 656

4 368

(26 024)

–

–

–

Retention bonus

17 760

317

(18 037)

–

–

40

11 210 945

14 322

(91 980)

504 313 (1 900 505)

9 737 095

Reconciliation of provisions – Group 2016
Change in
estimate
R’000

Opening
balance
R’000

Additions
R’000

Utilised during
the year
R’000

Interest
expense
R’000

9 621 589

168 652

20 625

485 246

Post-retirement medical aid benefits

52 195

2 413

(2 112)

3 523

7 513

63 532

Rehabilitation

13 374

–

(937)

–

–

12 437

Social investment

34 153

–

(9 947)

–

–

24 206

–

21 656

–

–

–

21 656

571

17 719

–

–

(530)

17 760

9 721 882

210 440

7 629

488 769

Abandonment/environmental

Restructuring
Retention bonus

Total
R’000

775 242 11 071 354

782 225 11 210 945

PetroSA Integrated Annual Report 2017 | 131

The Petroleum Oil and Gas Corporation of South Africa SOC Limited
Consolidated And Separate Annual Financial Statements for the year ended 31 March 2017

Notes to the consolidated and separate annual
financial statements (continued)
15.

Provisions (continued)

Reconciliation of provisions – Company 2017
Opening
balance
R’000

Abandonment/environmental
Post-retirement medical aid benefits

Additions
R’000

Utilised during
the year
R’000

10 720 843

–

–

63 532

2 215

(3 762)

Change in
estimate
R’000

Total
R’000

489 918 (1 836 888)

9 373 873

Interest
expense
R’000

6 037

6 432

74 454

Rehabilitation

12 437

–

(98)

–

–

12 339

Social investment

24 206

7 422

(10 565)

–

–

21 063

Restructuring

21 656

4 368

(26 024)

–

–

–

Retention bonus

17 760

317

(18 037)

–

–

40

10 860 434

14 322

(58 486)

495 955 (1 830 456)

9 481 769

Reconciliation of provisions – Company 2016
Opening
balance
R’000

Abandonment/environmental

Additions
R’000

Utilised during
the year
R’000

Interest
expense
R’000

Change in
estimate
R’000

Total
R’000

9 330 918

–

–

468 195

921 730

10 720 843

Post-retirement medical aid benefits

52 195

2 413

(2 112)

3 523

7 513

63 532

Rehabilitation

13 374

–

(937)

–

–

12 437

Social investment

34 153

–

(9 947)

–

–

24 206

Restructuring
Retention bonus

–

21 656

–

–

–

21 656

571

17 719

–

–

(530)

17 760

9 431 211

41 788

(12 996)

471 718

928 713

10 860 434

GROUP
2017
R’000

Non-current liabilities
Current liabilities

COMPANY
2016
R’000

9 703 653 11 134 886
33 442

2017
R’000

9 448 327 10 784 375

76 059

9 737 095 11 210 945

2016
R’000

33 442

76 059

9 481 769 10 860 434

Post-retirement medical aid benefits
PetroSA contributes to a medical aid scheme for retired and medically unfit employees. Refer to note 25 for more
information.

Rehabilitation
This amount is for the rehabilitation of the land at the Voorbaai terminal and Bloemfontein depot.

Social investment
This provision is for commitments to community investment projects as a pre-condition for the issuing of exploration
licences.

Rentention bonus
The provision is for retention bonuses for PetroSA employees who qualify in terms of their employment contracts.
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15.

Provisions (continued)

Abandonment/environmental
The abandonment provision represents the present value of abandonment costs relating to oil and gas interests, the
majority of which are expected to be incurred up to 2027. Assumptions, based on the current economic environment,
have been made which management believes are a reasonable basis upon which to estimate the future liability. These
estimates are reviewed annually to take into account any material changes to the assumptions. However, actual
abandonment costs will ultimately depend upon future market prices for the necessary abandonment works required
which will reflect market conditions at the relevant time. Furthermore, the timing of abandonment is likely to depend on
when the fields cease to produce at economically viable rates. This in turn will depend upon future oil and gas prices,
which are inherently uncertain.
Major assumptions included in the calculation of local provisions are South African inflation increased from 5.4% to
6.35% and US inflation of 1.1%. The discount rate applied was 4.56% for both the 2016 and 2017 financial years. A
sensitivity analysis indicates that a R1 weakening of the Rand against the US Dollar translates into R518 million increase
in the provision. The program also assumes the abandonment will be executed in one campaign in aid of managing
logistical costs. It is assumed that each well will take an average of 15 days to abandon.
For international provisions, the discount rate used is 4.02% (2016: 4.59%) with an expected realisation date of 2036. The
decrease in the provision for decommissioning and rehabilitation for the Jubilee Field was due to a reduction in the
vessel/rig rate from USD1.1 million per day to USD0.538 million per day. Other changes in assumptions include a decrease
in discount rate from 4.59% to 4.02%. Changes in cost estimates are driven by revisions to the Operator’s cost
assumptions and estimates.
The total cost of future restoration for the Group is estimated at R9.6 billion. This cost includes the net expenditure to
abandon and to rehabilitate both the onshore and offshore facilities as well as other related closure costs. The costs are
expected to be incurred as follows:
Financial year
2017–2034

R’million
9 629

PetroSA has commissioned an external expert to assess the quantum and scope of the abandonment provision. The
current year assessment includes additional research into the requirements to fully close or decommission all PetroSA
wells. No provision has been made for the plugged and abandoned wells.

Funding of abandonment/environmental rehabilitation
At year-end the Group and Company had an obligation to provide for the rehabilitation and abandonment of its offshore
and onshore facilities valued at R9.6 billion, which is currently not fully funded. Given that PetroSA has set aside
R2.2 billion, there is a shortfall of approximately R7.4 billion in PetroSA’s closure financial provision. In terms of the
financial provision regulations which were promulgated under the National Environmental Management Act 107 of 1998,
PetroSA is required to review, assess and adjust its financial provision and associated plans in accordance with these
regulations before 20 April 2019, by which time the financial provision funds will need to be available. The provision
calculation is based on comprehensive technical work conducted by an international decommissioning contractor and
thereafter reviewed by an independent specialist.
PetroSA is working with all key stakeholders to ensure compliance with the requirements of the financial provision
regulations before 20 April 2019. To this extent, the holding company (CEF) has committed to assist PetroSA, through
various support and oversight mechanisms, to close the funding gap. In addition, PetroSA is working closely with the
regulator (the Petroleum Agency of South Africa) to ensure that it discharges its responsibilities as required under the
NEMA financial provision regulations. Other key stakeholders involved include the Departments of Energy, National
Treasury, Mineral Resources and Environmental Affairs.
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Provisions (continued)

The Group has set aside funds towards the cost of abandonment/environmental rehabilitation. These funds are not
available for the general purposes of the Group and comprise of the following investments:
2017
R’million

Portion of cash deposit with CEF SOC Ltd (Holding company) (refer to note 8)
Cash in escrow account (refer to note 7)
Financial guarantee (refer to note 26)

16.

2016
R’million

477

477

1 577

1 453

180

180

2 234

2 110

Trade and other payables
GROUP

Trade payables
Statutory payables

COMPANY

2017
R’000

2016
R’000

2017
R’000

2016
R’000

1 206 475

1 070 854

1 210 063

1 069 349

626 779

554 871

626 779

554 871

Accrued leave pay

52 131

50 262

51 754

49 910

Accrued expenses

629 892

920 215

309 382

494 406

Deposits received
Other payables

17.

–

23

–

23

3 280

16 506

3 280

16 506

2 518 557

2 612 731

2 201 258

2 185 065

Revenue

Gross revenue represents the invoiced value of Brent crude oil, fuel sales and other goods and services supplied,
excluding value added tax.
GROUP

COMPANY

2017
R’000

2016
R’000

2017
R’000

2016
R’000

9 632 281

15 063 072

9 632 281

15 063 072

724 802

670 580

–

–

10 357 083

15 733 652

9 632 281

15 063 072

Major classes of revenue comprise:
Fuel production sales
Crude oil sales
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18.

Operating (loss)/profit

Operating (loss)/profit for the year is stated after (crediting)/charging the following, amongst others:
GROUP

Income from subsidiaries (other than investment
income)
Income from administration and management activities

COMPANY

2017
R’000

2016
R’000

2017
R’000

2016
R’000

9 836

8 475

9 836

10 005

831 394

994 144

824 490

989 436

Employee costs
Salaries and wages

–

125 575

–

125 575

Pension and medical costs

Voluntary severance packages

164 566

186 682

164 566

186 682

Total employee costs

995 960

1 306 401

989 056

1 301 693

2 079

7 486

1 258

6 657

1 031 470

1 853 718

470 523

1 477 269

7 380

11 525

7 380

11 525

Property, plant and equipment

1 233 797

1 525 663

1 233 797

1 011 358

Reversal of impairment on property, plant and
equipment

(2 280 540)

(1 271 761)

(1 836 888)

–

170 955

–

170 955

–

Leases
Operating lease charges
Premises
Refer to note 27 commitments for additional details of
operating leases.
Depreciation and amortisation
Depreciation of property, plant and equipment
Amortisation of intangible assets
Impairment

Intangible assets
Investments in subsidiaries

–

–

467 011

(306 153)

Impairment/write-off of loans to group companies

–

–

–

2 967

Other financial assets

345 905

–

345 905

–

(529 883)

253 902

380 780

708 172

Other
Research and development costs

4 500

20 892

4 500

20 892

Exploration and evaluation costs

72 650

117 821

72 650

117 821

19.

Investment income
GROUP

COMPANY

2017
R’000

2016
R’000

2017
R’000

2016
R’000

390 322

326 813

274 695

265 424

Interest income
From investments in financial assets:
Short-term investments in money market
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20.

Finance costs
GROUP

Non-current borrowings
Discounting of other receivables
Bank overdraft
Current borrowings
Interest on abandonment provision
Borrowing costs capitalised
Capitalisation rate used to determine the amount
of borrowing costs eligible for capitalisation

21.

COMPANY

2017
R’000

2016
R’000

2017
R’000

2016
R’000

92

–

–

–

–

24 775

–

24 775

5 524

3 030

5 524

3 030

28 427

–

–

–

499 192

484 147

489 917

468 195

533 235

511 952

495 441

496 000

20 370

50 107

–

–

4%

3.09%

–

–

2017
R’000

2016
R’000

2017
R’000

2016
R’000

2 070

4 200

–

–

Taxation
GROUP

COMPANY

Major components of the tax expense
Current
Foreign income tax or withholding tax – current period
Deferred
Originating and reversing temporary differences
Benefit of unrecognised tax loss

211 658

431 070

–

–

20 543

(137 572)

–

–

232 201

293 498

–

–

234 271

297 698

–

–

Reconciliation of the tax expense
Reconciliation between applicable tax rate and average effective tax rate:
Applicable tax rate

28.00%

28.00%

28.00%

28.00%

Non-deductible expenses

(0.78)%

(0.28)%

(0.53)%

(0.05)%

(47.35)%

207.00%

(27.47)%

(27.95)%

Unrecognised deferred tax asset
Effect of different tax rates operating in different
jurisdictions
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–%
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22.

Cash generated from/(utilised in) operations
GROUP

COMPANY

2017
R’000

2016
R’000

2017
R’000

2016
R’000

(1 165 298)

(151 415)

(2 054 173)

(753 932)

1 038 850

1 865 243

477 903

1 488 794

(390 322)

(326 813)

(274 695)

(265 424)

Finance costs

533 235

511 952

495 441

496 000

Impairment losses and reversals

(529 883)

253 902

380 780

708 172

Loss before taxation
Adjustments for:
Depreciation and amortisation
Investment income

Movements in retirement benefit assets and liabilities

(4 631)

(5 409)

(4 631)

(5 409)

Movements in provisions

(66 105)

262 911

(31 696)

72 536

Unrealised foreign exchange gain/(loss)

257 680

(205 045)

(36 684)

65 879

Decrease in inventories

110 706

222 108

105 416

234 619

Decrease in trade and other receivables

317 092

911 866

445 955

878 969

(Decrease)/increase in trade and other payables

(94 174)

(1 249 434)

16 193

(1 501 485)

7 150

2 089 866

(480 191)

1 418 719

23.

Tax (paid)/refunded
GROUP

COMPANY

2017
R’000

2016
R’000

2017
R’000

2016
R’000

Charge to profit or loss

(234 271)

(297 698)

–

–

Movement in deferred taxation

170 299

384 392

–

–

Movement in taxation balance

(6 685)

(49)

–

–

(70 657)

86 645

–

–

Amounts (paid)/refunded

24.

Government grants

PetroSA receives a government grant for training on projects. In terms of the signed agreement, PetroSA will receive a
refund based on the cost incurred in order to provide specialised training on the project.
GROUP

Grants received

COMPANY

2017
R’000

2016
R’000

2017
R’000

2016
R’000

10 289

12 333

10 289

12 333
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25.

Employee benefits

It is the policy of the Group to provide retirement benefits for all its eligible permanent employees. All eligible permanent
employees are members of the PetroSA Retirement Fund, a defined contribution fund, subject to the Pension Funds Act,
1956.

Pensions and Retirement Funds
Defined contribution pension plan
PetroSA Retirement Fund
The Company operates a defined contribution retirement plan, administered by Momentum, for the benefit of employees.
All employees who commenced employment after 1 April 1996 qualify for membership of this fund. The amount recognised
as an expense during the year under review was R101 million (2016: R114.9 million) for the retirement fund.

Medical benefits
Post-employment medical benefits
The Group has provided for an amount of R172.1 million of which R97.1 million was funded (2016: R160.8 million of which
R97.3 million was funded). This is the funding of post-retirement medical scheme costs for all employees and pensioners. The
commitment is actuarially valued annually, with the most recent valuation performed as at 31 March 2017.
The post-employment medical arrangement provides health benefits to retired employees and certain dependants. The benefit
was applicable and on offer only to employees in the service of PetroSA before 1 May 2012.
During the 2013 financial year, PetroSA funded a portion of the post-retirement medical liability through the purchase of a
company-funded annuity policy. As this annuity policy is CPI linked, the Company is exposed to revaluation risks if medical
inflation is higher than the CPI increases granted. The current value of the annuity policy is R97.1 million (2016: R97.3 million).
The net defined benefit obligation in respect of promised post-retirement medical scheme costs as at 31 March 2017 is
R74.9 million (2016: R63.5 million). The obligation is partially funded and was valued using the ‘projected unit credit method’.
A discount rate of 9.75% (2016: 9.75%) and a health care cost inflation of 7.75% (2016: 8.25%) were assumed. Mortality
assumptions were in line with standard table SA56/62 ultimate (pre-retirement) and PA(90) rated down by two years (postretirement).
A sensitivity analysis was performed on key assumptions.
A 1% or 1 year-downward rating change in assumptions will increase or (decrease) the net obligation as follows:
•
•
•

Discount rate – R19.3 million and (R16 million) respectively (2016: R20.3 million and (R16.4 million) respectively)
Mortality rate – (R4.8 million) and R4.9 million respectively (2016: R5 million and (R4.7 million) respectively)
Health care cost inflation – (R13.9 million) and R17.2 million respectively (2016: (R16.4 million) and R19.9 million
respectively)

A 1% or 1 year-downward rating change in assumptions will increase or (decrease) combined interest and service cost as
follows:
•
•
•

Discount rate – R0.4 million and (R0.3 million) respectively (2016: R0.6 million and (R0.5 million) respectively)
Mortality rate – (R0.5 million) and R0.5 million respectively (2016: R0.6 million and (R0.5 million) respectively)
Health care cost inflation – (R1.7 million) and R2 million respectively (2016: (R1.9 million) and R2.3 million respectively)
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25.

Employee benefits (continued)

Post-employment medical defined benefit
GROUP

COMPANY

2017
R’000

2016
R’000

2017
R’000

2016
R’000

Present value of funded obligations

172 134

160 811

172 134

160 811

Fair value of plan assets

(97 138)

(97 285)

(97 138)

(97 285)

Liability in the Statement of Financial Position

74 996

63 526

74 996

63 526

160 811

155 650

160 811

155 650

2 215

2 408

2 215

2 408

Interest cost

15 187

12 840

15 187

12 840

Benefit payments

(10 099)

(9 192)

(10 099)

(9 192)

The movement in the defined benefit
obligation was as follows:
Defined benefit obligation at beginning of year
Current service cost

Actuarial loss/(gain)
Defined benefit obligation at end of year

4 020

(895)

4 020

(895)

172 134

160 811

172 134

160 811

The movement in plan assets was as follows:
97 285

103 456

97 285

103 456

Return on plan assets

Market value of assets at beginning of year

9 150

9 317

9 150

9 317

Actuarial loss

(2 413)

(8 408)

(2 413)

(8 408)

Benefit payments

(6 884)

(7 080)

(6 884)

(7 080)

Market value of assets at end of year

97 138

97 285

97 138

97 285

Assumptions used:
Discount rate

9.75%

9.75%

9.75%

9.75%

Health care cost inflation

7.75%

8.25%

7.75%

8.25%

PA(90)–2

PA(90)–2

PA(90)–2

PA(90)–2

Mortality rate

The plan asset is unquoted. It is a policy of insurance. Therefore the split of the underlying investments is not readily
available, and is most likely to be predominantly invested in CPI-linked bonds.

Defined benefit pension plan
The Company operated a defined benefit pension plan, the Mossgas Pension Fund, for the benefit of employees. The
plan was governed by the Pension Funds Act, 1956 (Act no. 24 of 1956). The assets of the plan were administered by
trustees in a fund independent of the company.
The fund was closed to new entrants during 1996. With effect from 1 October 2007 all in-service members were transferred
out of the fund to the PetroSA Retirement Fund, and future accrual of benefits under the Pension Fund ceased. Application
was made to the Registrar to transfer the accrued benefits of in-service members to the PetroSA Retirement Fund, and
to transfer the pensioner liabilities to individual annuity policies with Old Mutual. The Registrar’s approval was granted
and all liabilities have been fully transferred.
The trustees have appointed a liquidator, the Registrar approved of this appointment and the fund was placed into
liquidation in October 2010. Approval for the liquidation of the Mossgas Pension Fund was granted by the Registrar of
Pension Funds on 25 September 2014 and amounts due were paid to the beneficiaries. The fund was liquidated in the
2016 financial year.

PetroSA Integrated Annual Report 2017 | 139

The Petroleum Oil and Gas Corporation of South Africa SOC Limited
Consolidated And Separate Annual Financial Statements for the year ended 31 March 2017

Notes to the consolidated and separate annual
financial statements (continued)
26.

Contingencies
GROUP

COMPANY

2017
R’000

2016
R’000

2017
R’000

2016
R’000

180 000

180 000

180 000

180 000

2. The Group has issued a manufacture and excisable
bond in favour of the South African Revenue
Service.

5 000

5 000

5 000

5 000

3. The Group has issued an evergreen VAT guarantee
in favour of the Dutch VAT Authorities (€0.5 million)

7 143

8 392

7 143

8 392

4. The Group has issued a guarantee in lieu of a lease
in the Netherlands (€0.016 million)

–

268

–

268

192 143

193 660

192 143

193 660

17 646

13 798

17 646

13 798

Guarantees
1. The Group has issued guarantees for the
rehabilitation of land disturbed by mining on the
Sable field.

Claims
PetroSA is considering settling claims made in terms
of contracts

Mbizana Integrated Energy Centre
PetroSA may be liable for any soil contamination resulting from the dispensing of fuel at the Mbizana Integrated Energy
Centre. The estimated financial impact is R1 million.

Restructuring
PetroSA had notified employees in terms of section 189 of the Labour Relations Act 66 of 1995 of possible headcount
reduction based on operational requirements, on 2 June 2017. It is not possible, at this time, to measure reliably the
mandatory obligations arising from this notice, nor is it practicable to estimate their magnitude or possible timing of
payment and hence no provision was made.

PetroSA Ghana Ltd Receivable
Between 17–19 September 2014, a dispute on funds held in an escrow account, in relation to the purchase of PetroSA
Ghana Ltd was heard in London on the London Court of International Arbitration (LCIA) Rules. The Tribunal ruled that
USD3.5 million should remain in the escrow account, awaiting the Ghanaian Revenue Authority’s (GRA) determination on
whether the withholding tax in relation to expenses paid by the Seller during the interim period (1 January 2012 to 14
September 2012) was payable or not. On 1 February 2017, the GRA issued their final audit assessment, providing that
USD2.9 million withholding tax on interest relates to the interim period and that these funds should be released from the
escrow account to PetroSA when the Tribunal has made its cost determination.
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27.

Commitments

Authorised capital expenditure
GROUP

COMPANY

2017
R’000

2016
R’000

2017
R’000

2016
R’000

342 456

862 614

42 740

–

630

867

630

867

2 499

–

2 499

–

3 129

867

3 129

867

Approved by the Directors
Contracted for
Operating lease commitments
PetroSA
– within one year
– in second to fifth year inclusive

Office space is leased at The CEF House in Sandton, Johannesburg, effective from 1 October 2016. The lease payment
is fixed at R50 912 per month with a CPI-linked escalation per annum. The lease period is five years and ends on
30 September 2021.
PetroSA – George airport space
– within one year
– in second to fifth year inclusive

341

654

341

654

–

341

–

341

341

995

341

995

Office space is leased at the general aviation area of the George Airport effective from 1 October 2012. The lease payment
is fixed at R40 291 per month with a 9% escalation per annum. The lease period is five years and ends on 30 September
2017.
PetroSA – TNPA
– within one year
– in second to fifth year inclusive
– later than five years

4 818

4 420

4 818

4 420

24 018

22 035

24 018

22 035

–

6 801

–

6 801

28 836

33 256

28 836

33 256

PetroSA leases premises and other properties from Transnet National Ports Authority at a monthly fee of R260 964
escalating at 9%. The lease term of 10 years commenced on 1 April 2012.
PetroSA Europe BV – Office space
– within one year
– in second to fifth year inclusive

292

515

–

–

–

344

–

–

292

859

–

–

Office space is leased at 3011XB Willemswerf, 13th Floor, Boomjes, effective 1 December 2004. The current lease
payment is €30 702 per annum, with an inflationary escalation per annum. The period of the lease agreement was initially
for five years and was extended for a further three year period ending on 30 November 2017, at which time PetroSA
Europe BV has the option to renew the lease.
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28.

Financial instruments

Introduction
The Group has a risk management and central treasury function that manages the financial risks relating to the Group’s
operations. The Group’s liquidity, credit, foreign exchange, interest rate and Brent crude oil price risks are monitored
continually. Approved policies exist for managing these risks.

Risk profile
In the course of the Group’s business operations it is exposed to liquidity, credit, foreign exchange, interest rate and Brent
crude oil price risk. The risk management policy of the Group relating to each of these risks is discussed below.

Risk management objectives and policies
The Group’s objective in using financial instruments is to reduce the uncertainty over future cash flows arising from
movements in foreign exchange, interest rates and Brent crude oil prices. Throughout the year under review it has been,
and remains, the Group’s policy that no speculative trading in derivative instruments be undertaken.

Foreign currency management
The Group is exposed to foreign currency fluctuations as it raises funding on the offshore financial markets, imports raw
material and spares and furthermore exports finished product and Brent crude oil. The Group takes cover on foreign
exchange transactions where there is a future currency exposure. The Group also makes use of a natural hedge situation
to manage foreign currency exposure.
A sensitivity analysis was done for the net effect on revenue and expenses, and the weakening or strengthening of the
Rand/Dollar exchange rate by R1 based on actual revenue and cost will increase or decrease profit by R161.2 million
(2016: R362.2 million) respectively.

Foreign currency instruments
The Group is mainly exposed to fluctuations in the EUR and USD. The Group measures its market risk exposure by
running various sensitivity analyses including 10% favourable and adverse changes in the key variables. The sensitivity
analyses include only outstanding foreign currency denominated monetary items and adjust their translation at the period
end for a 10% change in foreign currency rates.

Financial assets
At 31 March 2017, a 10% strengthening in ZAR against the relevant currencies would have resulted in a decrease in
foreign currency denominated assets of R41.8 million (2016: R54 million) and a 10% weakening in ZAR against the
relevant currencies would have resulted in an increase in foreign currency denominated assets of R41.8 million (2016:
R54 million).

Financial liabilities
At 31 March 2017, a 10% strengthening in ZAR against the relevant currencies would have resulted in a decrease in foreign
currency denominated liabilities of R66.5 million (2016: R67.6 million) and a 10% weakening in ZAR against the USD relevant
currencies would have resulted in an increase in foreign currency denominated liabilities of R66.5 million (2016: R67.6 million).

Currency risk
The Company entered into certain forward exchange contracts which do not relate to specific items appearing on the
Statement of Financial Position but which were entered into to cover foreign commitments not yet due and proceeds not
yet received. The contracts will be utilised for purposes of trade. The amounts are included in other receivables and
payables.
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28.

Financial instruments (continued)

Exchange rates used for conversion of foreign currency items were:
2017
R’000

2016
R’000

Closing rate
USD

13.3562

14.7853

EUR

14.2876

16.7842

USD

14.0573

13.7835

EUR

15.4475

15.2119

Average

Forward foreign exchange contracts
2017
Total foreign currency

Average forward
exchange rate

Maturity date

13.3668

Less than 3 months

Average forward
exchange rate

Maturity date

14.8

Less than 3 months

Liabilities
USD 7 096 091
2016
Total foreign currency
Liabilities
USD 16 691 061

As at 31 March 2017, a 10% relative change in the USD to the ZAR would have impacted profit or loss for the year by
R9.5 million (2016: R24.7 million).
Assets/(liabilities) on revaluation of
foreign exchange contracts

Fair value

Forward exchange contracts – liabilities

2017
R’000

2016
R’000

2017
R’000

2016
R’000

94 851

(16 691)

3 203

(10 788)

Credit risk
Financial assets, which potentially subject the Group to concentrations of credit risk, pertain principally to trade
receivables and investments in the South African money market. Trade receivables of R1.6 billion (2016: R1.4 billion) are
presented net of the allowance for doubtful debts.
The exposure to credit risk with respect to trade receivables is not concentrated due to a large customer base.
The Group manages counter-party exposures arising from money market and derivative financial instruments by only
dealing with well-established financial institutions of a high credit rating. Losses are not expected as a result of nonperformance by these counter parties.
Credit limits with financial institutions are revised and approved by the Board annually.
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Financial instruments (continued)

Maturity profile
The maturity profiles of financial assets and liabilities at the reporting date are as follows:

Group
At 31 March 2017
Less than 1 year
R’000

Between
1 and 5 years
R’000

Over 5 years
R’000

Non-interest
bearing
R’000

Total
R’000

Assets
Cash

2 415 862

–

–

–

2 415 862

Other financial assets

1 577 468

155 940

–

–

1 733 408

Trade and other receivables

1 595 740

–

–

–

1 595 740

Forward exchange contracts
Amounts held by holding company
Total financial assets

3 207

–

–

–

3 207

–

12 021

477 000

–

489 021

5 592 277

167 961

477 000

–

6 237 238

Liabilities
Trade and other payables
Other financial liabilities
Forward exchange contracts
Total financial liabilities

1 891 774

–

–

–

1 891 774

866 846

–

–

–

866 846

4

–

–

–

4

2 758 624

–

–

–

2 758 624

Less than 1 year
R’000

Between
1 and 5 years
R’000

Over 5 years
R’000

Non-interest
bearing
R’000

Total
R’000

At 31 March 2016

Assets
Cash

3 689 584

–

–

–

3 689 584

Other financial assets

1 452 765

339 804

198 400

–

1 990 969

Trade and other receivables

1 803 134

–

–

–

1 803 134

–

12 021

477 000

–

489 021

6 945 483

351 825

675 400

–

7 972 708

Amounts held by holding company
Total financial assets
Liabilities
Trade and other payables

2 047 075

–

–

–

2 047 075

Other financial liabilities

1 201 244

–

–

–

1 201 244

Bank overdrafts
Forward exchange contracts
Total financial liabilities
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–
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–
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28.

Financial instruments (continued)

Company
At 31 March 2017
Less than 1 year
R’000

Between
1 and 5 years
R’000

Over 5 years
R’000

Non-interest
bearing
R’000

Total
R’000

2 134 258

–

–

–

2 134 258

–

586 405

1 435 239

–

2 021 644

1 423 631

–

–

–

1 423 631

Assets
Cash
Other financial assets
Trade and other receivables
Forward exchange contracts
Amounts held by holding company
Total financial assets

3 207

–

–

–

3 207

–

12 021

477 000

–

489 021

3 561 096

598 426

1 912 239

–

6 071 761

1 574 475

–

–

–

1 574 475

4

–

–

–

4

1 574 479

–

–

–

1 574 479

Less than 1 year
R’000

Between
1 and 5 years
R’000

Over 5 years
R’000

Non-interest
bearing
R’000

Total
R’000

Liabilities
Trade and other payables
Forward exchange contracts
Total financial liabilities

At 31 March 2016

Assets
Cash

3 493 303

–

–

–

3 493 303

Other financial assets

1 435 239

213 159

198 400

–

1 846 798

Trade and other receivables

1 772 524

–

–

–

1 772 524

–

12 021

477 000

–

489 021

6 701 066

225 180

675 400

–

7 601 646

1 619 408

–

–

–

1 619 408

10 788

–

–

–

10 788

417 202

–

–

–

417 202

2 047 398

–

–

–

2 047 398

Amounts held by holding company
Total financial assets
Liabilities
Trade and other payables
Forward exchange contracts
Bank overdrafts
Total financial liabilities

Liquidity risk
The Group manages liquidity risk by monitoring forecast cash flows and ensuring that adequate cash resources are
available to meet cash commitments.

Price risk
External sales and purchases are subject to price and basis risks associated with volume and timing differences.
A sensitivity analysis was performed for revenue and every $1 increase or decrease in the Brent crude oil price will
increase or decrease profit by R56.2 million (2016: R109.7 million) respectively, based on the 2016/2017 financial results.
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Financial instruments (continued)

Interest rate risk
Exposure to interest rate risk on liabilities and investments is monitored on a proactive basis. The financing of the Group
is structured on a combination of floating and fixed interest rates.
The following table sets out the carrying amount, by maturity, of the Group’s financial instruments that are exposed to
interest rate risk and the effective interest rates applicable:

At 31 March 2017
Less than
1 year
R’000

Between
1 and 5 years
R’000

Over 5 years
R’000

Total
R’000

Floating Rate
Cash and cash equivalents (7.59%)

2 134 257

–

–

2 134 257

–

12 021

477 000

489 021

GTL.F1 (0.67%)

–

16 095

–

16 095

PetroSA Ghana Ltd (4.25%)

–

–

570 310

570 310

Less than
1 year
R’000

Between
1 and 5 years
R’000

Over 5 years
R’000

Total
R’000

Cash on deposit (7.77%)

At 31 March 2016

Floating Rate
Cash and cash equivalents (7.51%)
Cash on deposit (7.33%)
Bank overdraft (4.74%)

3 493 303

–

–

3 493 303

–

12 021

477 000

489 021

(417 202)

–

–

(417 202)

Lurgi (0.51%)

–

–

198 400

198 400

GTL.F1 (0.81%)

–

213 159

–

213 159

Interest rate Instruments
As at 31 March 2017, a 10% relative change in the:
•
•
•

ZAR interest rate would have impacted profit or loss for the year by R20 million (2016: R26.7 million)
EURIBOR interest rate would have impacted profit or loss for the year by R0.2 million (2016: R0.3 million)
USDLIBOR interest rate would have impacted profit or loss for the year by R2.55 million (2016: R0.6 million)

Market risk
The Group’s activities expose it primarily to the financial risks of changes in commodity prices and foreign currency
exchange rates.
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29.

Fair value information
GROUP

COMPANY

2017
R’000

2016
R’000

2017
R’000

2016
R ‘R’000

3 207

–

3 207

–

(4)

(10 788)

(4)

(10 788)

3 203

(10 788)

3 203

(10 788)

Fair value hierarchy
The table below analyses assets and liabilities carried
at fair value.
Levels of fair value measurements
Level 2
Financial assets and liabilities at fair value through
profit or loss
Foreign exchange contracts – asset
Foreign exchange contracts – liability
Total

PetroSA enters into derivative financial instruments with various counterparties, principally financial institutions with
investment grade credit ratings. Foreign exchange forward contracts are valued using valuation techniques, which
employ the use of market observable inputs. The most frequently applied valuation technique uses a forward pricing
model. The model incorporates various inputs including the credit quality of counterparties, foreign exchange spot and
forward rates, yield curves and currency basis spreads between the respective currencies.
No changes have been made to the valuation technique. The carrying value of loans approximates their fair value.
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30.

Financial assets by category

The accounting policies for financial instruments have been applied to the line items below:
Loans and receivables
R’000

Total
R’000

Other financial assets

155 940

155 940

Amounts held by holding company

489 021

489 021

1 595 740

1 595 740

3 207

3 207

Cash and cash equivalents

2 415 862

2 415 862

Restricted cash

1 577 468

1 577 468

6 234 031

6 234 031

Other financial assets

538 204

538 204

Amounts held by holding company

489 021

489 021

Trade and other receivables

1 803 134

1 803 134

Cash and cash equivalents

3 689 584

3 689 584

Restricted cash

1 452 765

1 452 765

7 972 708

7 972 708

Loans and receivables
R’000

Total
R’000

586 405

586 405

Group 2017

Trade and other receivables
Forward exchange contracts

Group 2016

Company 2017
Other financial assets
Amounts held by holding company
Trade and other receivables
Forward exchange contracts

489 021

489 021

1 423 631

1 423 631

3 207

3 207

Cash and cash equivalents

2 134 258

2 134 258

Loan to subsidiary

1 435 239

1 435 239

6 071 761

6 071 761

411 559

411 559

Company 2016
Other financial assets
Amounts held by holding company

489 021

489 021

Trade and other receivables

1 772 524

1 772 524

Cash and cash equivalents

3 493 303

3 493 303

Loan to subsidiary

1 435 239

1 435 239

7 601 646

7 601 646
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31.

Financial liabilities by category

The accounting policies for financial instruments have been applied to the line items below:

Group 2017
Other financial liabilities
Trade and other payables

Financial liabilities
at amortised cost
R’000

Fair value through
profit or loss – designated
R’000

866 846

–

866 846

1 891 774

–

1 891 774

–

4

4

2 758 620

4

2 758 624

Financial liabilities
at amortised cost
R’000

Fair value through
profit or loss – designated
R’000

Total
R’000

Forward exchange contracts

Group 2016

Total
R’000

Other financial liabilities

1 201 244

–

1 201 244

Trade and other payables

2 047 075

–

2 047 075

Forward exchange contracts
Bank overdraft

Company 2017
Trade and other payables
Forward exchange contracts

Company 2016
Trade and other payables
Forward exchange contracts
Bank overdraft

–

10 788

10 788

417 202

–

417 202

3 665 521

10 788

3 676 309

Fair value through
profit or loss – designated
R’000

Total
R’000

1 574 475

–

1 574 475

–

4

4

1 574 475

4

1 574 479

Financial liabilities
at amortised cost
R’000

Fair value through
profit or loss – designated
R’000

Total
R’000

1 619 408

–

1 619 408

Financial liabilities
at amortised cost
R’000

–

10 788

10 788

417 202

–

417 202

2 036 610

10 788

2 047 398
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32.

Directors’ emoluments

Year ended 31 March 2017

Non-executive
Directors

Salary/Fee
R’000

Bonuses and
performance
payments
R’000

Pension
contributions
R’000

Other
contributions
R’000

Compensation for loss
of office
Expenses
R’000
R’000

Other
R’000

Total
R’000

BW Ngubane
W Steenkamp
O Tobias
J Ntwane
BDC Makhubela
TB Hlongwa
MF Baleni
TI Rakgoale
S Mthethwa

1 101
1 050
1 074
893
658
712
751
657
–

–
–
–
–
–
–
–
–
–

–
–
–
–
–
–
–
–
–

–
–
–
–
–
–
–
–
–

119
192
58
183
70
72
80
175
12

–
–
–
–
–
–
–
–
–

–
–
–
–
–
–
–
–
–

1 220
1 242
1 132
1 076
728
784
831
832
12

Total

6 896

–

–

–

961

–

–

7 857

Other
contributions
R’000

Acting
allowance
R’000

Leave pay
R’000

Other
R’000

Total
R’000

Executive
Management

M Modipa (1)
K Zono (2)
W Fanadzo (2)
A Dippenaar (2)
O Mohapanele (2)
T Manne (2)
B Zwane (1)
N Robertson (2)
N Ramchander (2)
M Nene (2)
Total

Salary/Fee
R’000

Bonuses and
performance
payments
R’000

Pension
contributions
R’000

528
1 732
1 638
1 860
1 333
1 907
1 424
1 611
1 335
496

429
–
–
2 302
–
2 282
–
–
–
–

62
303
280
273
196
271
258
107
158
85

39
154
100
171
119
100
185
84
104
33

212
416
346
88
256
359
338
328
55
90

–
–
–
176
–
–
–
–
116
194

1 407
–
–
–
–
–
1 789
–
–
–

2 677
2 605
2 364
4 870
1 904
4 919
3 994
2 130
1 768
898

13 864

5 013

1 993

1 089

2 488

486

3 196

28 129

1 – Resigned
2 – Acting Vice-Presidents appointed during the year
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32.

Directors’ emoluments (continued)

Year ended 31 March 2016

Salary/Fee
R’000

Bonuses and
performance
payments
R’000

Pension
contributions
R’000

Other
contributions
R’000

NN Nokwe
LE Bakoro

2 631
1 942

–
875

324
322

82
85

Total

4 573

875

646

BW Ngubane
S Mokoena
S Hlatshwayo
GN Jiyane
W Steenkamp
O Tobias
J Ntwane
S Mthethwa (1)
MW Mkhize
BDC Makhubela
MF Baleni
TB Hlongwa
TI Rakgoale

1 047
1 136
215
710
1 068
861
1 043
–
–
283
372
232
65

–
–
–
–
–
–
–
–
–
–
–
–
–

Total

7 032

–

Salary/Fee
R’000

Bonuses and
performance
payments
R’000

Pension
contributions
R’000

Other
contributions
R’000

Acting
allowance
R’000

1 017
1 360
413
2 091
1 683
1 773
922
751
1 005
1 073

–
–
–
–
–
–
–
–
–
–

–
246
50
242
263
262
158
156
119
153

46
181
28
146
149
162
59
96
82
59

12 088

–

1 649

1 008

Executive
Directors

Executive
Management

JEP Falbe (1)
B Zwane (2)
P Luthuli (1)
M Modipa
K Zono (2)
A Dippenaar (2)
W Fanadzo (2)
O Mohapanele (2)
N Ramchander
T Manne (2)
Total

Leave pay
R’000

Special
pay out
R’000

Total
R’000

–
–

165
241

2 346
3 545

5 548
7 010

167

–

406

5 891

12 558

–
–
–
–
–
–
–
–
–
–
–
–
–

–
–
–
–
–
–
–
–
–
–
–
–
–

240
96
6
50
247
246
261
27
39
45
49
41
2

–
–
–
–
–
–
–
–
–
–
–
–
–

–
–
–
–
–
–
–
–
–
–
–
–
–

1 287
1 232
221
760
1 315
1 107
1 304
27
39
328
421
273
67

–

–

1 349

–

–

8 381

Leave pay
R’000

Other
R’000

Total
R’000

–
354
–
292
196
291
161
163
191
204

–
–
136
–
–
247
–
–
–
–

–
–
–
25
–
–
–
–
–
–

1 063
2 141
627
2 796
2 291
2 735
1 300
1 166
1 397
1 489

1 852

383

25

17 005

Acting
contributions
R’000

1 – Resigned
2 – Acting Vice-Presidents appointed during the year
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33.

Related parties

Ultimate Shareholder
Holding company
Subsidiaries
Joint ventures

Department of Energy
CEF SOC Ltd
Refer to note 4
Refer to notes 5 and 7

Related party transactions
CEF SOC Limited
Cash on call
Trade receivables
Trade payables
Accrued interest
Services received

489 021

489 021

489 021

489 021

108

–

108

–

111

106

111

106

3 179

3 001

3 179

3 001

578

38

578

38

Interest received

37 524

31 761

37 524

31 761

Management fee

489

–

489

–

Recoveries

527

95

527

95

Rental

282

–

282

–

10

5

10

5

6

5

6

5

–

22

–

22

728

–

728

–

PASA
Services received
Royalties paid
SFF
Trade payable
Trade receivable

139

–

139

–

Recoveries

Training

1 342

–

1 342

–

Rental

1 069

–

1 069

–

–

–

570 310

–

Subsidiaries
Loan to
Loan forgiveness

–

–

–

2 964

Loans owing

–

–

1

1

Management fee

–

–

3 450

4 180

Recoveries

–

–

7 486

6 859

Interest received

–

–

17 894

–

Commission paid

–

–

16 006

29 605

Trade receivable

–

–

3 871

2 043

Trade payable

–

–

3 822

566

The above transactions were carried out on commercial terms and conditions. All outstanding balances are payable in cash.
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34.

Public finance management act
GROUP

COMPANY

2017
R’000

2016
R’000

2017
R’000

2016
R’000

2

11

2

11

Penalties and interest paid to Tax Authorities

–

402

–

402

Interest on late payment of invoices

–

87

–

87

11 521

–

11 521

–

4 500

–

4 500

–

16 023

500

16 023

500

Fruitless and wasteful expenditure
Items individually < R50 000

Wrongful dismissal
Tax settlement with SARS

Refer to the Directors’ Report, note 11 for further details. The appropriate corrective and/or disciplinary actions have been
taken (where necessary).
PetroSA has settled a wrongful dismissal suit resulting in fruitless and wasteful expenditure of R11.5 million.
SARS performed an integrated tax audit for the period 2005–2009. The investigation highlighted employee travel and
other reimbursive allowances that were untaxed. PetroSA settled with SARS for the amount of R4.5 million.
GROUP

COMPANY

2017
R’000

2016
R’000

2017
R’000

2016
R’000

Incurred during the year

16 023

500

16 023

500

Recognised as expense during the year

(16 023)

(500)

(16 023)

(500)

–

–

–

–

2017
R’000

2016
R’000

2017
R’000

2016
R’000

7 113

511

7 113

511

Fruitless and wasteful expenditure movement

Closing balance

GROUP

Irregular transactions
Contravention of company policy

COMPANY

Contravention of company policy
PetroSA sold product without a Receiver of Goods certificate. As a result, Duty at Source (DAS) duties of R6 million
cannot currently be claimed. An investigation was initiated to identify and prevent further irregular expenditure incurred in
contravention of company policy. Irregular bursary payments to the value of R1.3 million were effected to bursary
recipients. The case is the subject of a criminal investigation.
GROUP

COMPANY

2017
R’000

2016
R’000

2017
R’000

2016
R’000

2 454 212

2 453 701

2 454 212

2 453 701

7 113

511

7 113

511

2 461 325

2 454 212

2 461 325

2 454 212

Irregular expenditure movement
Opening balance
Incurred during the year
Closing balance
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35.

Subsequent events

The Directors are not aware of any matters or circumstances arising since the end of the financial year, not otherwise dealt
with in the financial statements which significantly affect the financial position of the Group or the result of the operations.

36.

Going concern

The Directors believe that the Group will continue as a going concern in the year ahead. This assessment is based on the
assumptions that the Company will continue to meet its annual targeted production volumes of 7.2 million barrels and at
the associated profit margin of 8%; successfully execute the first phase of the statutory shutdown project on budget later
in the following financial year; and continue to actively execute the various cost reduction initiatives. These initiatives
include feedstock optimisation and a review of conditions of employment. The Group is however mindful of several
exogenous factors that may negatively impact its financial performance. These include international Brent crude oil prices
and foreign exchange volatility. Whilst these factors are not within the control of the Directors, any further negative
deterioration in these factors will impact the Group’s profitability and place additional strain on the Group’s resources.
These risks are continually monitored and mitigated where appropriate. The Directors are also focusing on delivering a
long term solution for the GTL plant as the current reserves are depleting.

37.

Interest in joint operating agreements

The Group’s proportionate share in the assets and liabilities of unincorporated joint ventures, which are included in the
financial statements are as follows:

2017

Percentage Holding/Tracts

24%
Block 2A

35%
Block 2C

50%
Block 3A/4A

20%
Block 5/6/7

40%
Block 1

Partners:

Sunbird
76%

Anadarko
65%

Sasol
50%

Anadarko
80%

Cairn
60%

Nature of project

Exploration

Exploration

Exploration

Exploration

Exploration

2016

Percentage Holding/Tracts

24%
Block 2A

35%
Block 2C

50%
Block 3A/4A

20%
Block 5/6/7

40%
Block 1

Partners:

Sunbird
76%

Anadarko
65%

Sasol
50%

Anadarko
80%

Cairn
60%

Nature of project

Exploration

Exploration

Exploration

Exploration

Exploration
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Fields in production and under development
1.

Movement in net remaining proved and probable reserves

At beginning of year

2017

2017

2016

2016

Crude oil/
Condensate MMbbls

Gas Bscf

Crude oil/
Condensate MMbbls

Gas Bscf

17.49

75.80

18.10

97.60

Revisions of previous estimates

0.29

43.45

(0.06)

23.00

Production

(1.53)

(24.74)

(1.67)

(44.80)

Additions
At end of year

2.

0.40

3.06

1.12

–

16.65

97.57

17.49

75.80

97.57

9.09

69.30

Proved and probable reserves by type of field

Fields in production
Fields under development

16.65
–

–

8.40

6.50

16.65

97.57

17.49

75.80

Proved

10.97

53.78

0.90

38.40

Proved and probable

16.65

97.57

17.49

75.80

Total proved and probable reserves
at end of year

16.65

97.57

17.49

75.80

3.

Reserves by category

Oil
Fields in production and under development comprise the Jubilee (2.73%), Oribi (100%) and Oryx (100%) oil fields.

Gas
Fields in production and under development comprise the F-A and F-A Satellite, E-M and E-M Satellite and F-O gas fields
respectively.
Fields under appraisal comprise discoveries. The reserves shown are either all oil or all gas, excluding gas liquids. Oil
includes condensate and LPG.
Reserves and production are shown on a working interest basis (100%). Reserves were generated using a reservoir
simulator that incorporated PetroSA’s production philosophy. Oil and gas reserves cannot be measured exactly since the
estimation of reserves involves subjective judgement and arbitrary determinations and therefore all estimations are
subject to revision. The gas and oil reserves reflected above have been determined by independent reservoir engineers.
.

The supplementary information presented does not form part of the consolidated and separate annual financial statements and is unaudited.
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Definition of financial terms
Below is a list of definitions of financial terms used in the annual report of PetroSA SOC Limited and the Group:

Accounting policies
The specific principles, bases, conventions, rules and practices applied in preparing and presenting annual financial
statements.

Accrual accounting
The effects of transactions and other events are recognised when they occur rather than when the cash is received.

Acquiree
The business or businesses that the acquirer obtains control of in a business combination.

Acquirer
The entity that obtains control of the acquiree.

Acquisition date
This is the date on which the acquirer obtains control of the acquiree.

Active market
A market in which transactions for the asset or liability take place with sufficient frequency and volume to provide pricing
information on an ongoing basis.

Actuarial gains and losses
The changes in the present value of the defined benefit obligation resulting from experience adjustments (the effects of
differences between the previous actuarial assumptions and what have actually occurred) as well as the effects of
changes in actuarial assumptions.

Amortisation (depreciation)
The systematic allocation of the depreciable amount of an asset over its useful life.

Amortised cost
The amount at which a financial asset or financial liability is measured at initial recognition, minus principal repayments,
plus or minus the cumulative amortisation using the effective interest rate method of any difference between that initial
amount and the maturity amount, and minus any reduction for impairment or uncollectability.

Asset
A resource controlled by the entity as a result of a past event from which future economic benefits are expected to flow.

Assets under construction
A non-current asset which includes expenditure capitalised for work in progress in respect of activities to develop,
expand or enhance items of property, plant and equipment, intangible assets and exploration assets.

Borrowing costs
Interest and other costs incurred in connection with the borrowing of funds.

Business
An integrated set of activities and assets that is capable of being conducted and managed for the purpose of providing
a return in the form of dividends, lower costs or other economic benefits directly to investors or other owners, members
or participants.

Business combination
A transaction or other event in which an acquirer obtains control of one or more businesses.

The supplementary information presented does not form part of the consolidated and separate annual financial statements and is unaudited.
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Carrying amount
The amount at which an asset is recognised after deducting any accumulated depreciation or amortisation and
accumulated impairment losses.

Cash and cash equivalents
Cash comprises cash on hand and demand deposits. Cash equivalents are short-term, highly liquid investments that are
readily convertible to known amounts of cash and that are subject to an insignificant risk of changes in value.

Cash flows
Inflows and outflows of cash and cash equivalents.

Cash-generating unit
The smallest identifiable group of assets that generates cash inflows that are largely independent of the cash inflows from
other assets or groups of assets.

Change in accounting estimate
An adjustment to the carrying amount of an asset, liability or the amount of the periodic consumption of an asset that
results from new information or new developments. Changes in accounting estimates are not corrections of errors.

Consolidated annual financial statements
The annual financial statements of a group presented as those of a single economic entity.

Constructive obligation
An obligation that derives from an entity’s actions where:
(a)	by an established pattern of past practice, published policies or a sufficiently specific current statement, the entity
has indicated to other parties that it will accept certain responsibilities; and
(b)	as a result, the entity has created a valid expectation on the part of those other parties that it will discharge those
responsibilities.

Contingent asset
A possible asset that arises from past events and whose existence will be confirmed only by the occurrence or nonoccurrence of one or more uncertain future events not wholly within the control of the entity.

Contingent liability
A possible obligation that arises from past events and whose existence will be confirmed only by the occurrence or nonoccurrence of one or more uncertain future events not wholly within the control of the entity, or a present obligation that
arises from past events but is not recognised because it is not probable that an outflow of resources embodying economic
benefits will be required to settle the obligation, or the amount of the obligation cannot be measured with sufficient reliability.

Control
An investor controls an investee when the investor is exposed, or has rights, to variable returns from its involvement with
the investee and has the ability to affect those returns through its power over the investee.

Corporate assets
Assets other than goodwill that contribute to the future cash flows of both the cash-generating unit under review and
other cash-generating units.

Costs to sell
The incremental costs directly attributable to the disposal of an asset (or disposal group), excluding finance costs and
income tax expense.

The supplementary information presented does not form part of the consolidated and separate annual financial statements and is unaudited.
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Definition of financial terms (continued)
Credit risk
The risk that one party to a financial instrument will cause a financial loss for the other party by failing to discharge an
obligation.

Currency risk
The risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in foreign
exchange rates.

Date of transaction
The date on which the transaction first qualifies for recognition in accordance with International Financial Reporting
Standards.

Deferred tax assets
The amounts of income taxes recoverable in future periods in respect of deductible temporary differences, the carry
forward of unused tax losses and the carry forward of unused tax credits.

Deferred tax liabilities
The amounts of income taxes payable in future periods in respect of taxable temporary differences.

Defined benefit plan
Retirement benefit plans under which amounts to be paid as retirement benefits are determined by reference to a formula
usually based on employees’ earnings and/or years of service.

Defined contribution plan
Post-employment benefit plans under which an entity pays fixed contributions into a separate entity (a fund) and will have
no legal or constructive obligation to pay further contributions if the fund does not hold sufficient assets to pay all
employee benefits relating to employee service in the current and prior periods.

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

Derecognition
The removal of a previously recognised asset or liability from the Statement of Financial Position.

Derivative
A financial instrument whose value changes in response to an underlying item, requires no initial or little net investment
in relation to other types of contracts that would be expected to have a similar response to changes in market factors and
is settled at a future date.

Development
The application of research findings or other knowledge to a plan or design for the production of new or substantially
improved materials, devices, products, processes, systems or services before starting commercial production or use.

Effective interest method
A method of calculating the amortised cost of a financial asset or a financial liability (or group of financial assets or
financial liabilities) and of allocating the interest income or interest expense over the relevant period.

Effective interest rate
The rate that exactly discounts estimated future cash payments or receipts through the expected life of the financial
instrument or, when appropriate, a shorter period to the net carrying amount of the financial asset or financial liability.

The supplementary information presented does not form part of the consolidated and separate annual financial statements and is unaudited.
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Employee benefits
All forms of consideration (excluding share options granted to employees) given in exchange for services rendered by
employees or for the termination of employment.

Equity instrument
A contract or certificate that evidences a residual interest in the total assets after deducting the total liabilities.

Equity method
A method in which the investment is initially recognised at cost and adjusted thereafter for the post-acquisition change
in the share of net assets of the investee. Profit or loss includes the investor’s share of the profit or loss of the investee.

Events after the reporting period (Subsequent events)
Those events, favourable and unfavourable, that occur between the end of the reporting period and the date when the
financial statements are authorised for issue. Two types of events can be identified:
(a)	those that provide evidence of conditions that existed at the end of the reporting period (adjusting events after the
reporting period); and
(b)	those that are indicative of conditions that arose after the reporting period (non-adjusting events after the reporting
period).

Exchange difference
The difference resulting from translating a given number of units of one currency into another currency at different
exchange rates.

Expenses
The decreases in economic benefits in the form of outflows or depletions of assets or incurrences of liabilities that result
in decreases in equity, other than those relating to distributions to equity participants.

Fair value
The amount for which an asset could be exchanged, a liability settled, or an equity instrument granted could be exchanged,
between knowledgeable, willing parties in an arm’s length transaction.

Fair value less costs to sell
The amount obtainable from the sale of an asset or cash-generating unit in an arm’s length transaction between
knowledgeable, willing parties, less the costs of disposal.

Financial asset
Any asset that is:
(a)	cash;
(b)	an equity instrument of another entity;
(c)	a contractual right (i) to receive cash or another financial asset from another entity; or (ii) to exchange financial assets
or financial liabilities with another entity under conditions that are potentially favourable to the entity; or
(d)	a contract that will or may be settled in the entity’s own equity instruments and is (i) a non-derivative for which the
entity is or may be obliged to receive a variable number of the entity’s own equity instruments; or (ii) a derivative that
will or may be settled other than by the exchange of a fixed amount of cash or another financial asset for a fixed
number of the entity’s own equity instruments. For this purpose the entity’s own equity instruments do not include
puttable financial instruments classified as equity instruments in accordance with paragraphs 16A and 16B of IAS
32, instruments that impose on the entity an obligation to deliver to another party a pro rata share of the net assets
of the entity only on liquidation and are classified as equity instruments in accordance with paragraphs 16C and 16D
of IAS 32, or instruments that are contracts for the future receipt or delivery of the entity’s own equity instruments.
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Definition of financial terms (continued)
Financial asset or liability at fair value through profit or loss
A financial asset or financial liability that is classified as held for trading or is designated as such on initial recognition
other than investments in equity instruments that do not have a quoted market price in an active market and whose fair
value cannot be reliably measured.

Financial instrument
A contract that gives rise to a financial asset of one entity and a financial liability or equity instrument of another entity.

Financial liability
Any liability that is:
(a)	a contractual obligation (i) to deliver cash or another financial asset to another entity or (ii) to exchange financial
assets or financial liabilities with another entity under conditions that are potentially unfavourable to the entity; or
(b)	a contract that will or may be settled in the entity’s own equity instruments and is (i) a non-derivative for which the
entity is or may be obliged to deliver a variable number of the entity’s own equity instruments; or (ii) a derivative that
will or may be settled other than by the exchange of a fixed amount of cash or another financial asset for a fixed
number of the entity’s own equity instruments. For this purpose, rights, options or warrants to acquire a fixed number
of the entity’s own equity instruments for a fixed amount of any currency are equity instruments if the entity offers the
rights, options or warrants pro rata to all of its existing owners of the same class of its own non-derivative equity
instruments. Also, for these purposes the entity’s own equity instruments do not include puttable financial instruments
that are classified as equity instruments in accordance with paragraphs 16A and 16B of IAS 32, instruments that
impose on the entity an obligation to deliver to another party a pro rata share of the net assets of the entity only on
liquidation and are classified as equity instruments in accordance with paragraphs 16C and 16D of IAS 32, or
instruments that are contracts for the future receipt or delivery of the entity’s own equity instruments.

Financial risk
The risk of a possible future change in one or more of a specified interest rate, financial instrument price, commodity
price, foreign exchange rate, index of prices or rates, credit rating or credit index or other variable, provided in the case
of a non-financial variable that the variable is not specific to a party to the contract.

Foreign operation
An entity that is a subsidiary, joint arrangement or branch of the reporting entity, the activities of which are based or
conducted in a country or currency other than those of the reporting entity.

Functional currency
The currency of the primary economic environment in which the Group operates.

Going concern basis
The assumption that the entity will continue in operation for the foreseeable future. The financial statements are prepared
on a going concern basis unless management either intends to liquidate the entity or to cease trading, or has no realistic
alternative but to do so.

Government grants
Assistance by government in the form of transfers of resources to an entity in return for past or future compliance with
certain conditions relating to the operating activities of the entity.

Highest and best use
The use of a non-financial asset by market participants that would maximise the value of the asset or the group of assets
and liabilities (e.g. a business) within which the asset would be used.
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Held-to-maturity investment
A non-derivative financial asset with fixed or determinable payments and fixed maturity where there is a positive intention
and ability to hold it to maturity other than:
(a)	those that the entity, upon initial recognition designates as at fair value through profit or loss;
(b)	those that the entity designates as available for sale; and
(c)	those that meet the definition of loans and receivables.

Immaterial
If individually or collectively it would not influence the economic decisions of the primary users of the annual financial
statements.

Impairment loss
The amount by which the carrying amount of an asset or a cash-generating unit exceeds its recoverable amount.

Impracticable
Applying a requirement is impracticable when the entity cannot apply it after making every reasonable effort to do so.

Income
Increase in economic benefits in the form of inflows or enhancements of assets or decreases in liabilities that result in
increases in equity, other than those relating to contributions from equity participants.

Interest in other entity
For the purpose of IFRS 12, an interest in another entity refers to contractual and non-contractual involvement that
exposes an entity to variability of returns from the performance of the other entity. An interest in another entity can be
evidenced by, but is not limited to, the holding of equity or debt instruments as well as other forms of involvement such
as the provision of funding, liquidity support, credit enhancement and guarantees.

Interest rate risk
The risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in market
interest rates.

Joint arrangement
An arrangement of which two or more parties have joint control, which is the contractually agreed sharing of control of an
arrangement, which exists only when decisions about the relevant activities require the unanimous consent of the parties
sharing control.

Joint operation
A joint arrangement whereby the parties that have joint control of the arrangement have rights to the assets, and
obligations for the liabilities, relating to the arrangement.

Joint venture
A joint arrangement whereby the parties that have joint control of the arrangement have rights to the net assets of the
arrangement.

Key management personnel
Those persons having authority and responsibility for planning, directing and controlling the activities of the entity. ie. The
members of the Board of Directors of PetroSA and within the individual companies, the Board of Directors and Executive
Management committees.

Lease
An agreement whereby the lessor conveys to the lessee in return for a payment or series of payments the right to use an
asset for an agreed period of time.
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Legal obligation
An obligation that derives from a contract, legislation or other operation of law.

Liability
A present obligation of the entity arising from a past event, the settlement of which is expected to result in an outflow from
the entity of resources embodying economic benefits.

Liquidity risk
The risk that an entity will encounter difficulty in meeting obligations associated with financial liabilities that are settled by
delivering cash or another financial asset.

Loans and receivables
Non-derivative financial assets with fixed or determinable payments that are not quoted in an active market, other than:
(a)	those that the entity intends to sell immediately or in the near term, which shall be classified as held for trading, and
those that the entity upon initial recognition designates as at fair value through profit or loss;
(b)	those that the entity upon initial recognition designates as available for sale; or
(c)	those for which the holder may not recover substantially all of its initial investment, other than because of credit
deterioration, which shall be classified as available for sale.

Market risk
The risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in market prices.
Market risk comprises three types of risk: currency risk, interest rate risk and other price risk.

Material
Omissions or misstatements of items are material if they could, individually or collectively, influence the economic
decisions that users make on the basis of the financial statements. Materiality depends on the size and nature of the
omission or misstatement judged in the surrounding circumstances.

Minimum lease payments
Payments over the lease term that the lessee is or can be required to make, excluding contingent rent, costs for services
and taxes to be paid by and reimbursed to the lessor including in the case of a lessee, any amounts guaranteed by the
lessee or by a party related to the lessee or in the case of a lessor, any residual value guaranteed to the lessor by the
lessee, a party related to the lessee or a third party unrelated to the lessor that is financially capable of discharging the
obligations under the guarantee.

Net assets
Net operating assets plus cash and cash equivalents.

Net realisable value
The estimated selling price in the ordinary course of business less the estimated costs of completion and the estimated
costs necessary to make the sale. Net realisable value refers to the net amount that an entity expects to realise from the
sale of inventory in the ordinary course of business. Fair value reflects the amount for which the same inventory could be
exchanged between knowledgeable and willing buyers and sellers in the marketplace. The former is an entity specific
value; the latter is not. Net realisable value for inventories may not equal fair value less costs to sell.

Operating lease
A lease where the lessor retains substantially all the risks and rewards incidental to ownership of an asset.

Other comprehensive income
Comprises items of income and expense (including reclassification adjustments) that are not recognised in profit or loss
and includes the effect of translation of foreign operations, cash flow hedges, available-for-sale financial assets and
changes in revaluation reserves.
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Owner-occupied property
Property held by the owner or by the lessee under a finance lease for use in the production or supply of goods or services
or for administrative purposes.

Past service cost
The change in the present value of the defined benefit obligation for employee service in prior periods resulting from a
plan amendment (introduction or withdrawal of, or changes to, a defined benefit plan) or a curtailment (a significant
reduction by the entity in the number of employees covered by the plan).

Post-employment benefits
Employee benefits (other than termination benefits) that are payable after the completion of employment.

Presentation currency
The currency in which the annual financial statements are presented.

Prior period error
An omission from or misstatement in the annual financial statements for one or more prior periods arising from a failure
to use, or misuse of, reliable information that was available when annual financial statements for those periods were
authorised for issue and could reasonably be expected to have been obtained and taken into account in the preparation
of those annual financial statements.

Prospective application
Applying a new accounting policy to transactions, other events and conditions occurring after the date the policy changed
or recognising the effect of the change in an accounting estimate in the current and future periods.

Proved reserves
• Q
 uantities of petroleum anticipated to be commercially recoverable from known accumulations from a given date
forward under the following conditions: discovered, recoverable, commercial and remaining.
• Means the amount of petroleum which geophysical, geological and engineering data indicate to be commercially
recoverable to a high degree of certainty. For the purposes of this definition, there is a 90% chance that the actual
quantity will be more than the amount estimated as proved and a 10% chance that it will be less.

Proved and probable reserves
• P
 roved and probable reserves are quantities of petroleum anticipated to be commercially recoverable from known
accumulations from a given date forward under the following conditions: Discovered, recoverable, commercial and
remaining.
• Means proved reserves plus the amount of petroleum which geophysical, geological and engineering data indicate to
be commercially recoverable but with a greater element of risk than in the case of proved. For the purposes of this
definition, there is a 50% chance that the actual quantity will be more than the amount estimated as proved and
probable and a 50% chance that it will be less.

Recoverable amount
The amount that reflects the greater of the fair value less costs to sell and the value in use that can be attributed to an
asset or cash-generating unit as a result of its ongoing use by the entity. In determining the value in use, expected future
cash flows to be derived from the asset or cash-generating unit are discounted to their present values using an appropriate
discount rate.
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Definition of financial terms (continued)
Related party
A person or entity that is related to the entity that is preparing its financial statements.
(a)	A person or a close member of that person’s family is related to a reporting entity if that person:
• has control or joint control over the reporting entity;
• has significant influence over the reporting entity; or
• is a member of the key management personnel of the reporting entity or of a parent of the reporting entity.
(b) An entity is related to a reporting entity if any of the following conditions applies:
• The entity and the reporting entity are members of the same group.
• One entity is an associate or joint venture of the other entity (or an associate or joint venture of a member of a group
of which the other entity is a member).
• Both entities are joint ventures of the same third party.
• One entity is a joint venture of a third entity and the other entity is an associate of the third entity.
• The entity is a post-employment benefit plan for the benefit of employees of either the reporting entity or an entity
related to the reporting entity. If the reporting entity is itself such a plan, the sponsoring employers are also related
to the reporting entity.
• The entity is controlled or jointly controlled by a person identified in (a).
• A person identified in (a) has significant influence over the entity or is a member of the key management personnel
of the entity (or of a parent of the entity).
• The entity, or any member of a group of which it is a part, provides key management personnel services to the
reporting entity or to the parent of the reporting entity.

Research
The original and planned investigation undertaken with the prospect of gaining new scientific or technical knowledge and
understanding.

Reserves under appraisal
Comprise quantities of petroleum, which are considered, on the basis of information currently available and current
economic forecasts, to be commercially recoverable by present producing methods from fields that have been discovered
but which require further appraisal prior to commerciality being established.

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

Restructuring
A programme that is planned and controlled by management, and materially changes either the scope of a business
undertaken by an entity or the manner in which that business is conducted.

Retrospective application
Applying a new accounting policy to transactions, other events and conditions as if that policy had always been applied.

Retrospective restatement
Correcting the recognition, measurement and disclosure of amounts as if a prior period error had never occurred.

Tax base
The tax base of an asset is the amount that is deductible for tax purposes if the economic benefits from the asset are
taxable or is the carrying amount of the asset if the economic benefits are not taxable. The tax base of a liability is the
carrying amount of the liability less the amount deductible in respect of that liability in future periods. The tax base of
revenue received in advance is the carrying amount less any amount of the revenue that will not be taxed in future
periods.
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Temporary differences
The differences between the carrying amount of an asset or liability and its tax base.

Transaction costs
Incremental costs that are directly attributable to the acquisition, issue or disposal of a financial asset or financial liability,
i.e. those that would not have been incurred if the entity had not acquired, issued or disposed of the financial instrument.

Useful life
The period over which an asset is expected to be available for use or the number of production or similar units expected
to be obtained from the asset.

Value in use
The present value of estimated future cash flows expected to arise from the continuing use of an asset and from its
disposal at the end of its useful life.
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