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CHAPTER

EXECUTIVE MAYOR’S FOREWORD

Significant progress was made during the 2006/07 financial year in
intensifying the Municipality's struggle against poverty and inequalities thereby
enhancing the quality of life of the residents of Nelson Mandela Bay. Whilst
the political leadership acknowledges this progress, it is also very conscious
that some sections of our communities are still living in poverty. Together with
our communities, we remain steadfast in our resolve to address these

challenges.

This annual report presents an honest expression of the Municipality’s
performance during the year in question, as well as the challenges that

confronted us and the interventions we undertook.

To entrench and deepen democracy, the Municipality introduced the Ward-
based Planning approach. As this was a new initiative, lessons were learnt
that will be used to improve and enhance this approach, thereby ensuring that
our people are governing with us. This will be complemented by other
Community Outreach Programmes, during which our Councillors will interact

with communities.

As the political collective of the Nelson Mandela Bay Metropolitan
Municipality, we will continue to honour the pledge that we made and carry out
the mandate given to us by the communities, namely to accelerate service
delivery and development, fight poverty and unemployment as well as create
a safe and healthy environment for our communities, as enshrined in our

Constitution as well as the Freedom Charter.

The Municipality has initiated programmes to ensure that the following
challenges are addressed vigorously:

. Development of sustainable integrated human settlement.

o Relocation of people living in flood plain areas.




o Crime prevention.
. Infrastructure development, especially in the previously disadvantaged

areas.

COUNCILLOR NONDUMISO MAPHAZI
EXECUTIVE MAYOR

‘INTENSIFYING THE STRUGGLE AGAINST POVERTY’




CHAPTER MUNICIPAL MANAGER’S

STATEMENT

An efficient and effective administration provides the core support mechanism
to political leadership in eliminating poverty and inequalities. Over the review
period, the Municipality successfully developed and implemented a number of

initiatives to stabilise its administration. These include the following:

o Rationalisation of top management structures

. Appointment of key strategic personnel

o Finalisation of disciplinary steps against suspended senior managers

o Development and implementation of a Human Resources Turnaround
Strategy

. Development of a Workplace Skills Development Plan

) Review of departmental structures

. Controlied filling of vacancies

In addition to the above successes, the following areas presented some

challenges and will receive continuing attention during the 2007/08 financial

year:

. Finalisation of the TASK Job Evaluation Process

. Co-ordination and integration within the administration for better service
delivery

. Addressing of skills shortages in critical and technical areas

) Extending the performance management system to lower levels of the
administration

. Improved and timeous planning to enhance the implementation of

projects and financial expenditure

J G RICHARDS (ADV)
MUNICIPAL MANAGER




CHAPTER

T (A) INTRODUCTION AND OVERVIEW

The Nelson Mandela Bay Municipality is situated on the coastline of the
Eastern Cape Province of South Africa, known for its scenic beauty and
abundant wildlife.

POPULATION

Nelson Mandela Bay (NMB) has a population of 1,1 million and covers an
area of 1,950 km2. The city has a relatively youthful population, with 37%
residents between the ages of 15 and 34 years, indicating that education and
job creation require serious attention. Altogether 26,2% of the population is
below the age of 15 years, while 53% is 65 years and above. The
male:female ratio of the population are 48%:52%.

HOUSEHOLD DATA

Total number of households = 265 109 (Census 2001)
Altogether 38% of households are indigent.
Number of informal households = 30 000 (56 settlements)

SOCIO-ECONOMIC TRENDS

Nelson Mandela Bay is the largest contributor to the economy of the Eastern
Cape Province. It contributes 44% of the provincial GGP. The unemployment
rate within the Bay area is approximately 35%. The economic growth rate for
2006/07 was 4,7%.

With regard to education, 29% of the population over 15 years has a
matriculation or higher qualification, while 4.2% of adults has degrees.
Altogether 8,5% of residents older than 15 years are functionally illiterate,
highlighting the need for skills development.




COMMUNITY FACILITIES

Number of community halls = 44
Number of households that lie within 2km of a community hall = 173 766
Number of sports facilities:

o Sports stadia = 11

. Sports complexes = 16
) Formal sports facilities = 141
. informal sports facilities = 18

Number of households that lie within 2km of a sports facility = 186 835

EXECUTIVE MAYORAL COMMITTEE SYSTEM

The Municipality has an Executive Mayoral Committee system, which consists
of the Executive Mayor, Deputy Executive Mayor and nine Mayoral Committee

members, who serve as Chairpersons of Standing Committees.

In addition, the Municipality has 120 Councillors (60 Proportional
Representation (PR) Councillors, and 60 Ward Councillors). During 2006/07,
ten Council meetings, twenty Mayoral Committee meetings and 61 Standing
Committee meetings were held.

ADMINISTRATION

The administration is headed by the Municipal Manager and the following

Directorates:

. Budget and Treasury Directorate

. Corporate Services Directorate

. Economic Development and Recreational Services Directorate
o Electricity and Energy Directorate

. Environment and Health Directorate




. Housing and Land Directorate

o Infrastructure and Engineering Directorate
. Office of the Chief Operating Officer

. Safety and Security Directorate

The Annual Report sets out the priorities of the Nelson Mandela Bay
Municipality in 2006/07, its key achievements, challenges and service delivery

improvements, as well as its targets for the next financial year.




CHAPTER

j (B) EXECUTIVE SUMMARY

MUNICIPAL VISION

“A globally competitive city that works together with the people”.

This shared vision provides the foundation for the achievement of the

Municipality’s priorities.

MISSION STATEMENT OF NELSON MANDELA BAY
MUNICIPALITY

“Nelson Mandela Bay Municipality is a global city that is governed by an
inclusive and innovative Municipality, focused on sustainable service delivery,
socio-economic and infrastructure development and Jlocal regional

integration.”

NELSON MANDELA BAY MUNICIPALITY’S CORE VALUES

The Municipality is committed to deliver services within the framework of

Batho Pele principles, as outlined below:

e Courtesy and ‘People First’

Residents should be treated with courtesy and consideration at all times.

. Consulitation

Residents should be consuilted about service levels and quality, when
possible.




. Service excellence

Residents must be made aware of what to expect in terms of level and quality

of service.

. Access

Residents should have equal access to the services to which they are entitled.

. Information

Residents must receive full and accurate information about their services.

¢ Openness and transparency

Residents should be informed about government departments, operations,

budgets and management structures.

) Redress

Residents are entitled to an apology, explanation and remedial action if the

promised standard of service is not delivered.

e  Value for money

Public services should be provided economically and efficiently.




An overview of basic service delivery and financial performance highlights of

the institution during the 2006/07 financial year is presented below:

1.1 Water and sanitation

Altogether 100% of all formal households now have access to a basic level of
water supply. Informal areas are being provided with standpipes, except
where people are occupying private land or uninhabitable electrical
servitudes. Progress with regard to the provision of water and sanitation

services is reflected below:

Type of service 2005/06 2006/07
Water (formal and informal) 92% 93%
Sanitation (formal and informal) 90% 91%

Altogether 99% of households in formal areas have access to sanitation. |If
informal areas are included, 91% have access to a basic level of sanitation
services.

1.2  Electricity
Altogether 98% of households now have access to electricity. A total of 5 364

households were electrified during the 2006/07 financial year. Progress with
regard to the provision of electricity is reflected below:

2005/06 2006/07

% of households with access to 95 985
electricity ° ’
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1.3 Refuse removal

Altogether 99,8% of households in Nelson Mandela Bay now have a basic
level of solid waste service. Altogether 5 972 new households were provided
with access to a basic level of solid waste removal. Progress with regard to

refuse removal is reflected below:

2005/06 2006/07

% of households with access to
] 99.4% 99,8%
refuse removal service

1.4 Housing and land delivery

Altogether 3 506 low-cost housing units were built during the 2006/07 financial
year. This number has decreased from 5 440 in the previous year reflecting
the organisational challenges in the Housing Directorate. In response, a
housing delivery turnaround strategy has been developed and is currently
being implemented. As the current housing backlog is approximately 80 000
units, housing delivery remains one of the major challenges facing the

Municipality. Progress with regard to housing is reflected below:

2005/06 2006/07

Number of new low-cost houses

built 5440 3 506

1.5 Free basic services

The Municipality has an Assistance-to-the-Poor Policy in place. Altogether
100% of all qualifying households are receiving free basic services.
Information with regard to the provision of free basic services is reflected
below:
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Number of households

receiving free basic services| -
(6 kil of water and 50 kWh Water Electricity
electricity) '

2005/06 93 593 90 423
2006/07 89 525 94 196

1.6  Financial sustainability

The Municipality’s financial position is sound, as reflected by the following

credit ratings:

RATING HISTORY 2005/06 2006/07
Long-term zaA zaA
Short-term zaA1 zaA1

Ratings indicate a strong capacity on the part of the NMBM to repay both

long- and short-term liabilities.

The Municipality also experienced an improvement in revenue collection, as

reflected by the table below:

FINANCIAL YEAR TARGET ACTUAL
2005/06 96% 96%
2006/07 97% 97%

The Municipality’s capital expenditure over the review period, as well as

personnel costs, is reflected below:

+ Capital expenditure of 87,33%
s Low personnel costs of 29,40%
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KEY AWARDS WON FOR 2006/07 FINANCIAL YEAR

The Municipality and its residents are proud to have been honoured with the

following important awards for excellent performance:

e The national Vuna Award; for the key performance areas of service
delivery and local economic development.

e The World Leadership Award; in the category of Health for the
Emmanual Haven Hydroponics Project as well as for the Best African
City of the Year.

e 2006/07 Star Award, for contributing to poverty alleviation (second
place).

More comprehensive performance information is provided in Chapter 2 under

“How did we perform?” This will cover the following key performance areas:

¢ Municipal transformation and organisational development
¢ Basic service delivery and infrastructure development

e local economic development

e Municipal financial viability and management

o Good governance and public participation
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Other service delivery and infrastructure development performance

related information is outlined below:

(a) Electricity

The Municipality has initiated an innovative process to provide renewable
energy. This includes the use of wind turbines, solar heating and electricity
generation from solid waste. Some energy efficient measures, such as
demand side management on municipal buildings, infrastructure and street
lights, were also initiated. Phase 1 of the hot-water load control project,
during which 22 000 units were installed, has been completed. The second
phase will see the installation of an additional 60 000 units. The Municipality
is progressing well with the implementation of the EDIR programme, in line

with the national targets.

(b)  Solid waste removal and other environmental services

Progress has been made with regard to solid waste removal. In addition to
the cleansing function performed by the Municipality itself, co-operatives are
also used for refuse collection, litter picking and street sweeping. In this
regard, five co-operatives are currently operational. This is also part of the
Municipality’s initiatives to create jobs and reduce poverty.

The Municipality’s initiatives with regard to solid waste removal have been
rewarded with a number of cleanest city national awards by the Department of
Environmental Affairs and Tourism. The Municipality was also placed second
for the 2006/07 Star Awards by the National Selection Committee of the
Impumelelo Innovations Award Trust, recognising the exceptional contribution
to poverty reduction and community development in South Africa by

community co-operatives rendering waste management services.

One of the challenges facing the Municipality is illegal dumping. To respond
to this challenge, the Municipality introduced a ward-based cleaning and
greening programme, which is being piloted in fifteen wards and has created

450 jobs thus far. The programme is set to be extended to other areas.
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Other performance highlights with regard to environmental services include
the upgrading of 32 public open spaces, the planting of 2 892 trees and the

implementation of the beach development project.

(c) Housing delivery

To address housing challenges, the Municipality developed a turn-around
strategy, which includes the appointment of an inter-Directorate task team to
co-ordinate aspects of housing delivery. Other processes that have been
initiated, include the rationalisation of the Housing Directorate, as well as the
appointment of its Executive Director. A comprehensive audit on housing
delivery and forensic investigations was initiated. Furthermore, the
Municipality has adopted a co-operative government approach with regard to
housing delivery with the National Department of Housing, as well as the

Provincial Department of Housing, Local Government and Traditional Affairs.

Zanenvula is a key project, implemented jointly between the three spheres of
government. Zanemvula forms part of the Breaking New Ground Project.
The aim of Zanemvula is to deliver approximately 12 053 units by 2010. This
project will be implemented in line with the Municipality’s sustainable
community planning concept. On 27 February 2007, the three spheres of
government signed a co-operative agreement, in terms of which Thubelitsha

will serve as the implementing agent.

Residents living in distressed areas, such as flood plains, are a concern.
Following the disastrous August 2006 floods, 1 890 families have been
relocated from flood plains in terms of Zanemvula Project, and the
Municipality has intensified the relocation programme in all distressed areas of
Nelson Mandela Bay.

To enhance the integration of communities, as well as to cater for the
category that falls above the threshold of RDP houses, a social housing policy
was developed.
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(d) Assistance-to-the-Poor initiatives

In addition to the provision of basic services to indigent households, the
Municipality introduced a programme to address high water leakages in these
households. This project has also assisted in creating jobs in these poor
communities. Currently, 51 community-based plumbers are implementing this
programme. The programme is being extended throughout Nelson Mandela
Bay. A new initiative by the Municipality is the insurance of low-cost houses

against natural disasters.

(e) Asset management systems

To ensure the proper maintenance and management of assets, the
Municipality has embarked on a programme to develop asset registers and
management systems. This will enable the Municipality to enhance the
management of its assets, properly plan, reduce service disruptions and
determine future capacity requirements. The project will be completed during
the 2007/08 financial year.

f Sports and recreation

The Municipality is on course to meet its host city deadlines for the 2010 FIFA
Soccer World Cup. These include the following:

o Completion of the construction of the multi-purpose stadium by
December 2008

o Hosting the Confederation Cup in 2009

. Developing and implementing legacy projects

In addition, a number of people benefited from municipal sports development

programmes. These include the following:

o 75 (soccer coaching)
o 220 (rugby coaching)
) 35 (cricket coaching)
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o 29 (swimming coaching)

. 25 (netball coaching)

. 40 (athletics coaching)

. Over 500 children from the previously disadvantaged areas benefited

from the Learn-to-Swim Programme.

Among the numerous national and international sporting events that were
hosted in Nelson Mandela Bay, are the following:

) Specsavers SA Ironman
. SAA Open Gholf Championships
) Gervans NMB Sevens Rugby

These high-profile events, which attracted many thousands of national and
international visitors, have placed Nelson Mandela Bay firmly on the world
map.

(g) Safety and security

Crime prevention is one of the key municipal priorities. In this regard, Council
approved a business plan for the establishment of a municipal police service.

Altogether 16 CCTV cameras were installed in the CBD and beachfront areas.

An additional 25 CCTV cameras will be installed as part of Govan Mbeki
Avenue upgrading. There has been a 17% reduction in case backlogs as a
result of the introduction of municipal courts in the Port Elizabeth and
Uitenhage areas. Altogether six disaster management satellite centres are
operational; one is introduced annually to reach a target of ten. The response

times of the emergency services are reflected below:

TARGET ACTUAL
Qrveerage response time to 10 min. 9 min.
Ayerage response time to 30 min. 30 min.
disaster
Ave_rage response time to 10 min. 10 min.
accidents
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Other municipal financial viability and management performance related

information is outlined below:

(a) Credit rating

The Municipality’s overall financial position is generally sound. This sound
financial position is also evidenced by the favourable credit rating received of
zaA for long-term and zaA1 for short-term, which indicates the strong capacity

of the Municipality to repay both long-term and short-term liabilities.

(b) Revenue enhancement

The Municipality developed a Revenue Enhancement Master Plan, which is
revised annually. The Plan provides an overall revenue enhancement and
collection strategy over a three-year period. This has seen the continuous
improvement in the revenue collection rate to 97%, which is in line with the

target.

Furthermore, to achieve revenue enhancement, accurate and efficient billing
as well as improved customer care, the Municipality has embarked on a
process to develop a new billing system. This will be concluded by
March 2008. The Municipality has also embarked on a General Property
Valuation Process throughout Nelson Mandela Bay. This process will be
concluded by June 2008 and take effect from 1 July 2008. New property rates
will be levied, based on the new property valuations. The process of property
valuation will also enable the Municipality to collect and capture consumer
data that is currently not in the billing system, thereby further enhancing

revenue collection and customer care.
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(c) Capital expenditure

One of the major objectives of the Municipality is to improve on capital
expenditure, which, at the end of the 2006/07 financial year, was 87,6%
against a target of 95%. It must, however, be emphasised that an amount of
R300 million more was spent during the 2006/07 financial year, than during
the 2005/06 financial year. An intervention programme was developed to deal
with capital expenditure, which is currently being implemented, focusing on

the following:

Proper forward planning to allow for timeous tendering and other

processes.
. Establishment of a Budget Performance Monitoring Task Team.
) Inclusion of expenditure and financial related key performance

indicators on the Municipal Manager and Executive Directors’
performance agreements.

. Inclusion of a financial expenditure report as a standing item for the
Management Team and Mayoral Committee meetings to enhance
monitoring.

o Proper financial projections of month-by-month income and

expenditure.

KPA 3 : LOCAL ECONOMIC DEVELOPMENT

(a) Growth and Development Summit

The Municipality hosted its landmark Growth and Development Summit on
29 March 2007 where, together with other social partners, pledges and
commitments were made for the upliftment of the Nelson Mandela Bay area
and beyond. The commitments made are currently being implemented. The

Summit report also forms the basis of the current review of the Municipality’s
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Economic Growth and Development Strategy, as well as a long-term City-

wide Development Strategy.

(b) SMME and co-operative development

Ten co-operatives and ten food gardens were established in line with the
annual target, and are fully functional. Altogether 878 SMMEs were
capacitated with business skills. Altogether 41% of local businesses were
awarded contracts, well exceeding the target of 25%. Altogether 16,5% of
tenders were awarded to women, against a target of 15%. The Municipality
experienced challenges with regard to some categories, specifically the
disabled and youth gaining access to municipal contracts. Various options

are being pursued to improve on this.

(c) Tourism

The number of tourists visiting Nelson Mandela Bay continues to increase.
This year, it increased by approximately 10%. To maximise the benefit
derived from tourism, which is one of the key focus areas of the Municipality, a
process has been put in place to review and rationalise the Nelson Mandela

Bay Tourism Agency, thereby repositioning it to make a greater impact.

(d) Coega IDZ and the Port of Ngqura

The Coega IDZ and the Port of Ngqura are key anchor projects for Neison
Mandela Bay and the region as a whole. The Municipality is in partnership
with the Coega Development Corporation and has concluded a
comprehensive agreement providing, inter alia, for the provision of bulk
infrastructure and services to the project. Intensive investment marketing by
the Coega Development Corporation has already vyielded substantial

successes in investments, including anchor tenants in each zone.
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KPA 4 : MUNICIPAL TRANSFORMATION AND ORGANISATIONAL
DEVELOPMENT

(a) Streamlining the institution for better service delivery

The Municipality embarked on an organisational review and rationalisation
process to ensure the development of an efficient and effective administration
that is responsive to the needs and challenges confronting it. The overall

objectives of the review are to:

) Identify operational shortcomings in the administration, including the
following:
o Duplication of functions
o Overlapping of functions
o Inappropriate splitting of functions
o Lack of operational integration
o Misplaced functions
o The need to establish fully functional service delivery centres to

improve access to service delivery in areas such as Uitenhage
and Despatch.
. Streamline the span of control reporting to the Municipal Manager to
enhance integration, co-ordination, management and oversight.
) Identify clear designations and reporting lines.

. Propose a revised organisational structure.

The exercise has several workstreams, as outlined below:

o Workstream 1: High-level rationalization; for instance, rationalisation of
business units and offices into directorates.

. Workstream 2: Rationalisation within directorates.

) Workstream 3: Identification and elimination of overlapping/duplicated

functions.
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. Workstream 4: ldentification and rectification of misplaced functions.

. Workstream 5: Establishment of service delivery centres (especially in
Uitenhage and Despatch).

. Workstream 6: Development and implementation of a redefined

service delivery model.

It is envisaged that the implementation of the workstreams may occur

simultaneously and/or in a phased manner.

(b) Review of systems

Organisational review also necessitates the review of administrative systems
and procedures as an ongoing process. Recent initiatives include the
following:

. Workflow efficiencies

This includes the automation of manual processes, decision-making
processes (Mayoral resolutions), the Query Management System, the
computerisation of leave applications, as well as the early application of the
Supply Chain Management System. The objective is to expedite service
delivery by improving organisational efficiency and effectiveness, increasing
the use of information and communication technology, and streamlining

decision-making processes.

e  Electronic Document Management System

This system manages the organisation’s Paper Trail, and will in the long run
reduce printing costs.
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e Digitalisation of committees, including Mayoral and Standing Committees

o E-government

The Municipality has also embarked on an e-government programme
aimed at increasing the use of information and communication technology.
The e-government project has four components, namely Government to
Citizen; Government to Government; Government to Business; and internal
efficiency and effectiveness. This project saw the computerisation of six of
the 22 municipal libraries, as well as twelve clinics, as a pilot project. The e-

government project will be completed in June 2008.

With regard to ICT, the different platforms which supported the three erstwhile
administrative units of Port Elizabeth, Uitenhage and Despatch are now fully
merged and operating as one, enhancing integration. A revised ICT
Transformation Plan is currently under scrutiny and undergoing stakeholder

input.

Other key institutional development issues that are receiving attention include

the following:
o A comprehensive Scarce Skills Audit and Implementation Plan.
o A new remuneration framework.
o Cascading the Performance Management System.
o Improving internal controls.
o Reviving the cluster system, to improve integration.
o A Customer Satisfaction Survey.

The above will be given special focus during the 2007/08 financial year.
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KPA 5 : GOOD GOVERNANCE AND PUBLIC PARTICIPATION

(a) Internal controls

Emanating from the adverse audit opinion received for the 2005/06 financial
year, the Municipality developed and implemented a comprehensive action
plan to deal with areas of audit qualification and the emphasis of matter. This
has resulted in a substantially improved audit opinion from the Auditor-
General. The Municipality managed to reduce the areas of qualification from
12 qualifications in 2005/06 to 1 qualification in 2006/07 with the remaining
cause of qualification being eliminated with the completion of the General
Valuation.

The qualification relating to the 2006/07 financial year relates to the valuation
of assets. A process has already been adopted to address this issue within
the 2007/08 financial year. Refer to comments on the Audit report.

The Municipality has a functional Audit Division and Audit Committee to
enhance internal controls. Furthermore, risk management plans were
developed and implemented, and anti-fraud and anti-corruption measures
were introduced in line with the anti-fraud and anti-corruption strategies of the
Municipality, which includes the Anti-fraud Hotline (0800 20 43 43).

(b)  Public participation

As part of initiatives to involve all sectors of the community in planning and
municipal governance, the Municipality introduced the concept of ward-based
planning. Members from municipal wards received training to be in a position
to identify their needs and plan accordingly for submission to the Municipality,
thereby informing the people’s Integrated Development Plan and the Budget.

The Municipality also has a functional Ward Committee System in place.
Altogether 300 Ward Committee meetings were held during the financial year.
To complement the Ward Committee System, the political leadership of the
Municipality undertook 55 outreach programmes thereby interacting with
approximately over 8 000 residents.
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The Municipality is considering ways of enhancing the activities of special
sectors. This will be done through the appointment of special sector co-
ordinators and the development of comprehensive development programmes

during the 2007/08 financial year.

(c) International and intergovernmental relations

The Municipality continues to derive positive spin-offs through its international
partnerships, as well as relationships with our neighbouring municipalities. In
addition to our current partnerships with Ningbo, China; Jacksonville, Florida,
USA; and Goéteborg, Sweden, an additional partnership was concluded with
Annaba, Algeria. Further partnerships are being pursued with Beira,
Mozambique and Wakhinan Nimzath, Senegal.

In order to exchange knowledge, ideas and experiences, the Municipality
continues to enjoy close working relations with other municipalities in the
country, including neighbouring municipalities. In this regard, agreements
were concluded with Nxuba and Cacadu municipalities. With the support of
the German Agency for Technical Co-operation (GTZ), a number of projects
will be identified for implementation between Cacadu and the Nelson Mandela
Bay Municipality during the 2007/08 financial year.

MOTHERWELL URBAN RENEWAL PROGRAMME

Motherwell is one of the Presidential urban renewal nodes in the country. It
has enjoyed considerable success in implementing key community projects,
and the lessons that have been learned are being replicated in the Helenvale
Urban Renewal Programme. This will be expanded to other areas. The
Motherwell Urban Renewal Programme is implemented with community
participation, taking full advantage of the functional community forum
meetings held annually, of which twelve were held during the 2006/07

financial year.
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The Motherwell Urban Renewal Programme is not treated as standing alone,

but is included in the Municipality’s IDP to enhance co-ordination and

integration by different directorates within the Municipality. The national and

provincial spheres of government also play an important role in the Motherwell

Urban Renewal Programme. Furthermore, the European Union has also

supported the programme.

During 2006/07, the following projects were completed:

PROJECT

. Addo Road fencing (road safety), Phases 1 and 2

. Motherwell Cemetery roads paving, Phase 1
. Motherwell water meters project

o Motherwell collector sewer

o Motherwell main sewer augmentation (Tjoks)
o Motherwell Police Station

) Bus embayments

. Motherwell NU 29 and 30 (main sewer)

) Motherwell Branch Court

. Motherwell North pipeline
. Motherwell NU1 Taxi Rank, Phase 1

. Motherwell turning circles

) Tjoksville roads and stormwater

. Two car washes (NU 3 and NU9)

. Video conferencing facility

o Refurbishment of a computer laboratory at

Siyaphambili Primary School

Total value: R94 900 000

R million

3.5
1.75
7.1
3.9
0.05
16.9
24
5.7
251
4.0
29
1.9
16.5
3.0
0.08

0.12
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CHAPTER HUMAN RESOURCES AND OTHER

3 ORGANISATIONAL MANAGEMENT

The Municipality has a total workforce of 7 032 employees, of whom 6 417 are
permanent and 615 temporary staff members. The personnel cost constitutes
29,40% of its total Operating Budget.

During the 2006/07 financial year, 37 unemployed graduates, 26 bursary students

and 21 experiential training students received training in various fields.

Skills development for both employees and residents of Nelson Mandela Bay is
critical and in line with the IDP. Altogether 41 employees are participating in the
water purification, reticulation and waste water treatment learnership. Furthermore,
22 employees are participating in the Pharmacist Assistants learnership. Altogether
sixty unemployed residents are patrticipating in the emerging contractor (Vukuphile)
learnership. This approach maximises human development and capacitates people

for both present and future employment.

A total of 2 575 employees received training in the 2006/07 financial year, at a cost
of R1726 627.41.

The following table provides a breakdown of training beneficiaries:

OCCUPATIONAL GROUP NUMBER
Leadership and governance 602
Senior officials and managers 72
Professionals 345
Technicians and associate professionals 413
Clerks 462
Service workers 209
Agricultural and fishery workers 42
Craft and related trade workers 214
Plant and machine operators and assemblers 89
Labourers and related workers 127
2 575

The Municipality’s Capacity Development and Skills Development Programmes are
NQF aligned. Currently, 61% of all senior managers are from the designated

groups.
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The Municipality values stability in the workplace and, through the Labour Forum, all
labour-related issues are ironed out between the employer components and the

labour components represented by the trade unions IMATU and SAMWU.

The following table presents information on the pension funds in existence in
Nelson Mandela Bay:

Number Council Defined benefits Defined
contribution % contribution
SALA 3078 18.07 1249 1829
CJRF/CJPF 2 463 18 125 The rest
SAMWU 108 18 All

No future risk, post-retirement has been budgeted for.

Post-retirement Fund

The following table illustrates information on the medical aid schemes in

operation in the Municipality:

51494 410
625 731 000

budgeted annually

future liability

LAMAF 2301754

BONITAS 2242 897

ugi?ﬂMEgo ggg :26-? The amounts reflect Council’'s
SAMWUMED 129 152 monthly portion of contribution.
GLOBAL HEALTH 487 114

The following table illustrates trends in total personnel expenditure:

Personnel expenditure Operating income %
06/07 1071 989 048.00 3646 221252.00* 29%
05/06 962 143 399.00 3 086 406 967.00 31%
04/05 817,512,342.00 2,920,504,109.00 28%
03/04 773 807 939.00 2763,214,676.00 28%
02/03 702,958,809.00 2,427,096,782.00 29%

* Excluding Capital Grants and contributions and Housing top structures
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BASIC REMUNERATION AS AT 30 JUNE 2007

item description Estimate Actual

Annual bonus 46,535,300 46,165,906.18
Basic remuneration 551,006,040 549,383,061.94
Remuneration adjustments 12,150,830 75,516.99
Temporary assistance 36,095,900 41,708,639.84
Outside waterworks — Allowance 0 41,528.40
Ward staff assistance 1,598,000 1,500,747.69
Seasonal staff 1,869,730 1,906,372.84
Bargaining Council levy 211,660 213,591.66
Labour dispute settlements 0 40,181.31
Provision for vacancies 20,215,370 0
Contractual staff appointments — Section 57 11,297,190 8,714,108.77
Temporary assistance: improve revenue collection 250,000 350,024.26
Manpower restructuring 36,647,350 30,814,794.93
Commutation of leave 976,700 72,532.18
Leave pay on retirement 1,617,000 4,651,165.07
Contractual staff appointments — Other 15,892,110 15,601,712.61
Cost of living allowance — Pensioners 3,830

First-aid allowance 53,460 19,036.71
Group Life Insurance 6,348,450 4,733,263.92
Locomotion — Fixed 33,872,070 34,205,523.86
Medical aid contributions 68,055,710 73,407 113.80
Pension fund contributions 88,030,970 91,518,239.23
Shift allowance 2,065,080 14,537.63
Standby allowance 3,590,360 3,322,393.02
UIF and Workmen's Compensation contributions 7,815,720 8,924,283.42
Cashiers' allowances 20,000 13,626.07
Education fees 301,000 131,340.94
Entertainment allowance 1,410 1,400.04
Pension and fump sum payments 16,251,350 16,862,581.91
Special transport allowance 14,080 14,222 53
Skills development levy 7,934,480 7,319,875.83
Uniforms and clothing 5,609,900 4,.472,493.85
Allowance (excess hours) 1,371,310 2,023,527.14
Telephone allowance 72,960 63,363.46
Retrenchment costs 1,047,580 1,047,574.00
Interest on personnel loans 42,120 74,865.30
Entertainment allowance 8,070 8,050.08
Transport allowances 298,700 191,230.21
Risk allowance 216,860 202,725.85
Shift amount allowance 364,310 1,681,278.60
Professional aliowance 11,030 -51,586.33
Sundry allowances 5,250 0
Gratuities on retirement 316,550 2,736,479.94
Housing subsidy 8,369,320 9,518,789.44
Overtime 36,983,470 53,360,563.08
Overtime (IVR) 33,390

Incentive bonus 11,657,940 10,988,723.28
Long-service bonus 15,552,370 15,547,008.17
Executive Mayor 720,970 730,593.18
Councillors 34,714,280 32,949,195.37
Deputy Executive Mayor 576,770 573,524.34
Councillor telephone allowance 1,116,830 1,082,628.00
Salaries capitalised to PPE 0 -6,939,302.78

TOTAL

1,089,811,130

1,071,989,047.76




vL1'869°6 Z0S'90L'e | GLE'708't | 0£2'99G'C | L96'¢c2'C | 111'9Z5'SL ¥6¥'006'9 RZACTAS 0L£'GLL'G awweiboid femauay ueqin llemIsYloN
122'S5S°6¢€ G0€'c0}'LZ | ¢8L'1GS'6 | gze'sLL'e | Zigisl 00000989 | O 000'009°8€ 000°000°0¢ (d11d 1o podsuei}) 182508 dnd pop
§66'G08°'601 Ove'LYS'eL | §59'86C'9¢ 829°980°04 1 829'980°01 1 [GIETS
JO UONONNSUOD) 199008 dno) PHOAA
£08'919°¢ 0292/9'L | Olv'pi 80608 6690211 000°000°y 0000002 000°000°C ajepijosuog joefoid - OISW
z08'651°C 829'cS9 Ly¥68S 9/¢'08v LGE'OEY 000°00S°L 000°00S"} jusuiebeueyy 19)sesIg 9AROBYT
GE9'1¥6°85) Z.6'VEL'BE | 9L6°C6Y'O¥ | 18V'2S9'PY | 90T'090'GE | £62'SYe’ 1LY £60°081°96% | ¥09'LL¥'8LYL | 96 LVE LGL (duni Buipn|oxe) aieys sjgepnb3
£15'098°cS 80G'CY6'0E | 182'165'0 | 299'8e8’8 | 290'/8Yv'L | 0000006 000°'000'62 | O juelo Buunonisey
809°8vZ°0L 860'L26'LL | 16G'821'0L | 6ELVPO'6L | 08L'VGL'6C | 182'LGC'TEL | ¥LO'06G'6L | 299'999°0S | 000'000'6L | 000'000°LE Juels aimpniselu; fediviunpy
9€6°'L62°G) 6L9'Z6E'Y | €18'8v.L'c | L6€'96L'Y | L86'61l6'C | L28°1Z0°Lz | 000°L.1'Z | 000'00S'E YPGLL0'L £€ee'eee’s swieboid uoneoiioaly feuoieN
z9¢e'ePs 968’121 262°99 660252 6200l 000°000°L 000°'000°L juels Juswebeuey [erouell
juadg |e10 | aunp-judy | Jepy -uep 29Q-390 idag-Ainp poAlesdy | aunp-judy Jep ~uep 23Q-120 ydes-Anp
spungy
fejoL

ammyipuadxa Aauend

sydiosas Ajapend

sjueib jo aweN

200Z INNT 0€ GAANT ¥VIA FHL ¥O4 ‘€002 40 99

"ON ‘VINJIN 40 €21 NOLLO3S 40 SIWH3L NI S3IQISENS ANV SINVYD 40 S3UNSO108Ia

(4v3A TVIONVNIL £0/9002) SLNVYO NO NOLLYVIWHOLNI ATHILYVNO L'y

SUHVIHAV
40 LN3JINSSIASSV ANV SLNVHO

Ad.LdVHO

0ov




41

4.2 ASSESSMENT OF ARREARS

The Council’'s revenue collection rate has showed an improvement over recent
years, increasing from 89% in 2002/03 to 97% at the end of June 2007.

The Municipality introduced a number of intervention programmes to enhance

revenue collection. These include the following:

o Enforcement of the Council's debt collection and suspension of services

¢ Short-term arrangements

¢ Water flow restrictors

¢ Allocation of prepaid purchases towards other debts

o Stop/Debit order arrangements

e Conversion to prepaid metering systems

o Collection of outstanding monies from municipal Councillors and officials

¢ Clearance of arrears by service providers that have been awarded
tenders

Whilst the Municipality restricts the services of defaulters, it also provides poor
indigent households with free basic services, as mentioned in Chapter 2.

The Municipality had a provision for doubtful debts of R602 million as at
30 June 2007, compared to the total outstanding debtor's accounts of
R1.193 billion. The provision (approximately 50% of outstanding debtors) is

considered to be adequate to cover any uncollectable debts.
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REPORT OF THE AUDITOR-GENERAL TO THE COUNCIL AND
EASTERN CAPE PROVINCIAL LEGISLATURE ON THE FINANCIAL
STATEMENTS AND PERFORMANCE INFORMATION OF THE NELSON
MANDELA BAY METROPOLITAN MUNICIPALITY FOR THE YEAR
ENDED 30 JUNE 2007

REPORT ON THE FINANCIAL STATEMENTS

Introduction

1. | have audited the accompanying financial statements of the Nelson
Mandela Bay Metropolitan Municipality which comprise the statement of
financial position as at 30 June 2007, statement of financial
performance, statement of changes in net assets and cash flow
statement for the year then ended, and a summary of significant
accounting policies and other explanatory notes, as set out on pages 89
to 167.

Responsibility of the accounting officer for the financial statements

2. The accounting officer is responsible for the preparation and fair
presentation of these financial statements in accordance with the basis
of accounting determined by the National Treasury, as set out in
accounting policy Note 1 and in the manner required by the Municipal
Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA). This
responsibility includes:

» Designing, implementing and maintaining internal controls relevant to
the preparation and fair presentation of financial statements that are

free from material misstatement, whether due to fraud or error.
= Selecting and applying appropriate accounting policies.

* Making accounting estimates that are reasonable in the

circumstances.
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Responsibility of the Auditor-General

3.

As required by Section 188 of the Constitution of the Republic of South
Africa, 1996, read with Section 4 of the Public Audit Act, 2004 (Act No.
25 of 2004), my responsibility is to express an opinion on these financial
statements based on my audit.

I conducted my audit in accordance with the International Standards on
Auditing. Those standards require that | comply with ethical
requirements and plan and perform the audit to obtain reasonable
assurance whether the financial statements are free from material

misstatement.

An audit involves performing procedures to obtain audit evidence about
the amounts and disclosures in the financial statements. The
procedures selected depend on the auditor's judgement, including the
assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal controls relevant to the
entity’s preparation and fair presentation of the financial statements in
order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the

effectiveness of the entity’s internal controls.

An audit also includes evaluating the:
o Appropriateness of accounting policies used.
¢ Reasonableness of accounting estimates made by management.
o Overall presentation of the financial statements.

Paragraph 11 et seq. of the Statement of Generally Recognised
Accounting Practice, GRAP 1 Presentation of Financial Statements
requires that financial reporting by entities shall provide information on
whether resources were obtained and used in accordance with the
legally adopted budget. As the budget reporting standard is still in the
process of being developed, | have determined that my audit of any

disclosures made by the Nelson Mandela Bay Metropolitan Municipality
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in this respect will be limited to reporting on non-compliance with this

disclosure requirement.

| believe that the audit evidence | have obtained is sufficient and

appropriate to provide a basis for my audit opinion.

Basis of accounting

9.

The Municipality’s policy is to prepare financial statements on the basis
of accounting determined by the National Treasury, as set out in
accounting policy note 1.

Basis for qualified opinion

Property, plant and equipment

10.

1.

12.

Property, plant and equipment amounted to R4 billion as disclosed in the
statement of financial position. As a result of the circumstances detailed
below, the extent to which property, plant and equipment may be

misstated could not be determined.

The Municipality embarked on an exercise to physically identify all items
of property, plant and equipment during the 2005-06 and 2006-07
financial years, including all land and buildings, infrastructural and

movable assets.

However, all land identified during the verification process has been
recorded at a nil value and is still to be valued. Generally Accepted
Municipal Accounting Practice (GAMAP) 17 on Property, plant and
equipment, paragraph 25, requires that where an item of property, plant
and equipment is acquired at no cost, it should initially be recognised at
its fair value. The Municipality will only determine the valuation of all land
within the next financial year, as part of the municipal property valuations
to be conducted in terms of the Property Rates Act, 2004 (Act No. 6 of
2004).
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Opinion

13. In my opinion, except for the effects of the matter described in the Basis
for qualified opinion paragraph, the financial statements present fairly, in
all material respects, the financial position of the Nelson Mandela Bay
Metropolitan Municipality as at 30 June 2007 and its financial
performance and cash flows for the year then ended, in accordance with
the basis of accounting determined by the National Treasury, as set out

in accounting policy Note 1 and in the manner required by the MFMA.

OTHER MATTERS

| draw attention to the following matters that are ancillary to my

responsibilities in auditing the financial statements:

Non-compliance with applicable legislation
Basic Conditions of Employment Act

14. Instances were identified where municipal employees were required to
work more than ten hours overtime a week without an agreement to this
effect entered into between Council and the employees as required by
Section 10(1) and 10(1A) of the Basic Conditions of Employment Act,
1997 (Act No. 75 of 1997).

Matters of governance
Internal audit

15. The Internal Audit Division did not attend to all the matters contained in
their audit plan. Deviations from the audit plan resulted in not all planned

audits being conducted or completed.

The following are some of the processes planned to be audited, but which did
not receive the attention as anticipated:
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Recovery of debtors

a)
(b)  Compliance with the Division of Revenue Act
c)

( Procurement and tenders (5% of time allocated utilised)
(d)  Low-cost housing
(e) - Human resources provision and support services

Material corrections made to financial statements submitted for audit

The financial statements, approved by the accounting officer and submitted
for audit on 31 August 2007, have been significantly revised in respect of the
following adjustments that came to my attention during the conduct of the

audit:
16.1 Adjustments made to Note 3: Non-current provisions

(a) The provision for post-retirement benefits as disclosed in the
statement of financial position has been adjusted to bring the provision
in line with a recent actuarial valuation resulting in an increase of R120
million to non-current provisions and a decrease to the accumulated

surplus .

(b)  The provision for the rehabilitation of landfill sites initially included only
two of the three landfill sites and was also not discounted to present
value. This resulted in a net increase of R4.6 million to non-current
provisions and a decrease of the same amount to the accumulated
surplus. The following significant adjustments were made to the

provision for rehabilitation of the individual landfill sites.
(i) Ibhayi — An amount of R44 million provided

(i) Arlington — Provision reduced by R30.5 million after discounting
provision originally disclosed.

(i) Koedoeskloof - Provision reduced by R8.9 million after
discounting provision originally disclosed.
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16.2 Changes to disclosure notes

16.2.1 Changes made to Note 32 - Capital commitments

Capital commitments approved but not yet contracted for have been adjusted

by an amount of R357 million.

schedules not being correctly updated.

16.2.2 Changes made to Note 39 — Contingent liabilities

This is due to the relevant supporting

(a) A tender received in respect of a loan facility to the amount of R300

million was initially disclosed as a contingent liability.

subsequently removed from note 39.

(b)

This was

Contingent liabilities amounting to R25 million have been added to the

liabilities as originally disclosed in the financial statements, as further

updated information was obtained.

Internal control

17. Section 62(1)(c)(i) of the MFMA states that the accounting officer must

ensure that the municipality has and maintains effective, efficient and

transparent systems of financial and risk management and internal

controls. The table below depicts the root causes of the matters

indicated, as they relate to the five components of internal control.

Reporting item

Control
environment

Assess
ment of
risks

Control
activities

Information and
communication

Monitoring

Basis for qualification of opinion

Property, plant
and equipment

/1

Other matters

Non-compliance
with  applicable
laws and
regulations

Matters of
governance

' The Municipality had accepted the risk of not valuing its property, plant and equipment
by planning for such a valuation in the next financial year.
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Reporting item Control Assess Control Information and | Monitoring
environment | ment of | activities | communication
risks
Material
corrections to the v
financial
statements

Control environment

18.

The Municipality did not establish all the key elements of a control

environment relating to the internal audit process (as reported above).

Control activities

19.

Control activities over business and accountancy processes were not
effective in all instances. This is evident from the matters reported to
management relating to non-compliance with relevant laws and

regulations, human resource administration and inventory.

Monitoring

20.

The monitoring of controls, such as the internal audit process (as
reported above), was not effective in all instances. This contributed to the
audit findings relating to corrections required to the financial statements
as reported above, as well as matters reported to management during
the course of the audit relating to non-compliance with the Basic
Conditions of Employment Act (reported above), the management of

vehicles, the tender process and housing contracts administration.

Investigations completed

21.

(@)

(b)

The following investigations have been conducted by the Internal Audit
Division:
Investigation of alleged irregularities regarding the awarding of a tender

for soil laboratory material testing to a firm that had not scored the
highest tender points.

Investigation of alleged misrepresentation of sick leave by an employee.
The employee conducted private business during this period, earning a
second income.
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(c) Investigation into the alleged breach of a lease agreement — No. 7
Miramar Flats.

Further to the above, | draw your attention to the investigations as disclosed
in Note 38 to the financial statements.

Unaudited supplementary schedules

22. The supplementary schedules set out on pages 168 to 202 do not form
part of the financial statements and are presented for additional
information. | have not audited these schedules and accordingly | do
not express an opinion on them.

OTHER REPORTING RESPONSIBILITIES
Reporting on performance information

23. | have audited the performance information as set out on pages 13 to
35.

Responsibilities of the accounting officer

24. In terms of Section 121(3)(c) of the MFMA, the annual report of a
municipality must include the annual performance report of the
municipality prepared by the municipality in terms of Section 46 of the
Local Government: Municipal Systems Act, 2000 (Act No. 32 of 2000)
(MSA).

Responsibility of the Auditor-General

25. 1conducted my engagement in accordance with Section 13 of the Public
Audit Act, 2004 (Act No. 25 of 2004) read with General Notice No. 646
of 2007 and Section 45 of the MSA.
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26. In terms of the foregoing, my engagement included performing
procedures of an audit nature to obtain sufficient appropriate evidence
about the performance information and related systems, processes and
procedures. The procedures selected depend on the auditor’s
judgement.

27. | believe that the evidence | have obtained is sufficient and appropriate
to provide a basis for the audit findings.

Audit findings

28. No significant findings were identified as a result of my audit.

APPRECIATION

29. The assistance rendered by the staff of the Nelson Mandela Bay

Metropolitan Municipality during the audit is sincerely appreciated.

JM&‘W’ @w:@m/

Pretoria

12 December 2007

a® “%.

I

AUDITOR-GENERAL

S oo
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ACCOUNTING OFFICER’S RESPONSE TO THE AUDIT REPORT ON THE
FINANCIAL STATEMENTS AND PERFORMANCE INFORMATION FOR
THE YEAR ENDED 30 JUNE 2007

INTRODUCTION

In terms of Section 126(3)(b) Act 56/2003, the Auditor General is obliged to
submit an audit report on the financial statements submitted by the
Accounting Officer. The Auditor General has seen fit to submit that report “to
the Council and Eastern Cape Provincial Legislature”, the latter having no
statutory oversight responsibility in the matter. Notwithstanding the failure by
the Auditor General to comply with the MFMA, the Accounting Officer submits
the following comments. The paragraph references are to those in the audit
report.

BASIS FOR QUALIFIED OPINION

Property, Plant and Equipment

12.  The valuation of land will be determined, as part and parcel of the
current municipal property valuation process being undertaken in terms
of a Council resolution. The Council considered it financially prudent to
undertake land valuation, in conjunction with the property valuation
process.

OTHER MATTERS

Non-Compliance with Applicable Legislation

14. Basic Conditions of Employment Act

The necessary agreements are being concluded.
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Matters of Governance

15. internal Audit

The audit plan for the 2006/07 financial year was not fully implemented,
inter alia as a result of attending to urgent forensic investigations.

The areas of focus, as highlighted by the Auditor-General, will be covered in
the 2007/08 financial year. In order to facilitate the effective implementation of
the 2007/08 audit plan, specialised services will be contracted in, to assist
with implementation, where deemed necessary.

Material corrections made to financial statements submitted for audit

16.1 Adjustments made to Note 3: Non-current provisions

(@) The adjustment was necessitated as a result of a review of the
actuarial valuation of post-retirement benefits.

(b) The comments are noted.

16.2 Changes to disclosure notes

16.2.1 Changes made to Note 32 — Capital commitments
The comments are noted.

16.2.2 Changes made to Note 39 — Contingent liabilities

(a) The Tender was approved at the Adjudication Committee on
8 May 2007 and the Tenderer withdrew their offer on
14 September 2007, when they realised that the rate they quoted
would not be in their best interest.

(b) The comments are noted.
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Control Environment

18. The comment is noted.

Control Activities

19.  The necessary corrective measures will be implemented.

Monitoring

20. The necessary corrective measures will be implemented.

Investigations in progress or completed

21. The comments are noted.

OTHER REPORTING RESPONSIBILITIES

Reporting on Performance Information

Audit Findings

28. The comments are noted.
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NELSON MANDELA BAY METROPOLITAN MUNICIPALITY - ANNUAL
REPORT OF THE AUDIT COMMITTEE FOR THE FINANCIAL YEAR
ENDED 30 JUNE 2007

Audit Committee members and attendance

The Audit Committee has adopted appropriate formal terms of reference and
consists of three independent external members, as listed below.

The Audit Committee meets at least four times per annum as per its approved
terms of reference, although additional special meetings may be called as the

need arises.

During the 2006/2007 financial year, four meetings were held.

Name of member attended Number of meetings

SG Zamisa (chairman) 4

Prof. D. Rosenberg

Ms R. Shaw

Audit Committee responsibilities

The Committee reports that it has complied, as far as possible with its
responsibilities set out in its Council-approved terms of reference and in line
with relevant legislation requirements.

Review of annual financial statements

The Audit Committee has noted the qualified opinion expressed by the
Auditor-General on the annual financial statements of the Nelson Mandela

Bay Metropolitan Municipality. The basis for the qualified opinion is non-
compliance with Generally Accepted Municipal Accounts Practices (GAMAP)
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17. Paragraph 25 of GAMAP requires that where an item of property, plant
and equipment is acquired at no cost, it should initially be recognized at its fair

value.

During the 2005/2006 and 2006/2007 financial years, the Municipality
embarked on an exercise to physically identify all items of property, plant and
equipment, including all land and buildings, infrastructural and movable
assets.

All land identified during the verification process was recorded at nil value by
the Municipality. As a result of this non-compliance, the Auditor-General was
not able to determine the extent to which property, plant and equipment may
have been be misstated.

The Audit Committee is encouraged by the Municipality’s plans and
commitment to address this finding in the next financial year. The Audit
Committee has also noted other matters in the Auditor-General's report
pertaining to non-compliance with the Basic Condition of Employment Act;
matters of governance within the Internal Audit Division; material corrections

made to financial statements; as well as internal control and control activities.

Whilst it is acknowledged that there is great improvement from the previous
financial year, the accounting officer of the metro must not relent in his efforts
to improve and maintain effective efficient and transparent systems of
financial and risk management and internal controls as required by Section
62(1)(c)(i) of the MFMA.

To this end, the Audit Committee recommends that the Internal Audit Division
should set itself a realistic and achievable audit plan that is in line with current
resources and capacity and also with identified high-risk and high-impact
areas in municipal divisions. In addition, the full implementation of an efficient
Performance Management System at all levels will also be critical in
maintaining effective internal controls and risk management within these
divisions.
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The Audit Committee is confident that the Accounting Officer of the
Municipality is adequately dealing with all the specific findings described in the

other matters by the Auditor-General.

Review of annual financial statements of municipal entities

Centenary Hall Promotions:

The Audit Committee has noted with concern the disclaimer of opinion by the
Auditor-General on the annual financial statements of the Centenary Hall
Promotions.

The basis for the disclaimer of opinion was that the Auditor-General was
unable to obtain sufficient and appropriate evidence to provide a basis for an
audit opinion. The Audit Committee noted the following areas as providing
limitation of scope for the Auditor-General to express an opinion on the
financial statements:

e Cash and equivalents

¢ Trade and other receivables
e Trade and other payables

¢ Income statement expenses
e Revenue

¢ VAT on income received

The Audit Committee, whilst concerned about the financial position of this
entity of the Municipality during the current year under review, is not
convinced that this is not a reflection on the general financial position and
financial management within the Municipality. The Audit Committee
recommends that a review of the management and organizational structure of
the Centenary Hall Promotions be undertaken in order to effect tighter
financial reporting and financial management controls within this entity and
turn the situation around to achieve full compliance in the next financial year.




61

The Audit Committee has also noted various other matters raised by the
Auditor- General. It is anticipated that the concerns raised in that regard will
also be addressed adequately by the Municipality’s accounting officer in the
plan of action to achieve full compliance with the MFMA and other applicable

legislation.

Feather Market Promotions

The Audit Committee has noted the qualified opinion expressed by the Auditor
General on the financial statements of the Feather Market Promotions. The
basis of the qualified opinion is the limitation of scope on property, plant and
equipment as required by IAS 16: property, plant and equipment. The other
basis of the qualified opinion is the VAT on grants. Except for the issues on
which a qualified opinion was expressed in the Auditor-General's report, the
financial statements in all material respects presented the financial position of
the Feather Market Promotions fairly.

The Audit Committee is satisfied with the financial position of the entity, its
efficiency and effectiveness, and its overall compliance with the MFMA and

other applicable legislation.

Mandela Bay Development Agency

The Audit Committee has noted that the financial statements of the MBDA in
all material respects present the financial position of the MBDA and its
financial performance and cash flows for the year ended 30 June 2007 fairly,
in accordance with the basis of accounting determined by National Treasury,
MFMA and the Companies Act.

The Audit Committee is also confident that efficient and effective internal

financial control and internal audit processes are in place at the MBDA.
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Conclusion

The Audit Committee, except for the concerns expressed on the disclaimer of
opinion on the financial statements of the Centenary Hall Promotions, accepts
the conclusions of the Auditor- General on the annual financial statements for
the year ended 30 June 2007 and recommends that the audited financial

statements be adopted by the municipal Council.
Appreciation
On behalf of the Audit Committee, | would like to extend sincere appreciation

to the municipal staff and the Office of the Auditor-General for their assistance
and support during the financial year under review.

SG Zamisa
Chairperson

Date: January 2008
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PERFORMANCE OVERVIEW

Below is a brief performance overview comparing the financial results with the

financial targets:

Operational Performance

. Actual operating expenditure to budget
. Actual operating income to budget

. Capital spending to budget

. Personnel Costs to income

o Repairs and Maintenance as % of total
Operating Expenditure

. Capital charges to Annual Operating
Income

. Net Debtors to Annual Operating Income

o Loan Debt to Income Ratio

Liquidity

. Debtors collection period (days)

. Debtors Collection Ratio

o Ratio of outstanding debtors to revenue

. Creditors Turnover (days)

Financial Structuring

. Cost coverage?

Z Cost coverage is determined as follows:

2006/07

Actual

136,0%
151,4%
87,6%

29,4%

7,2%

5,1%
12,4%

4,5%

199
97%
25,0

95

10

2005/06

Actual

101,7%
104,2%
87,3%

31,2%

8,2%

7,0%
18,6%

14,9%

208
97%
37,7

57

10

Target

99%
99%
90%

30%

9%

5.8%
16%

22%

55
100%

15

45

Available cash plus investments divided by monthly fixed operating expenditure, such as

personnel costs, purchase of power, etc.
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1. INTRODUCTION

It is a privilege for the accounting officer to present the report on the financial
results of the Nelson Mandela Bay Metropolitan Municipality for the financial year
ended 30 June 2007.

it should be noted that the Municipality is serving as a pilot site in National
Treasury’s Local Government Budgeting and Financial Management Reform
Programme. The Municipality, being a pilot site, is required to implement
Generally Recognised Accounting Practice (GRAP). Accordingly, the financial
statements for the year ended 30 June 2007 have been prepared in the GRAP
format, whilst complying with the exemptions to the Accounting Standards as

indicated in Government Gazette No. 30013.

The report firstly deals with Key Financial Ratios and Statistics, Capital
Expenditure, the overall Operating Results, the Balance Sheet, and other
Reserves and Special Funds. It concludes with a brief summary of the overall

results.

1.1 KEY FINANCIAL RATIOS AND STATISTICS

This section provides an overview of ratios relevant to income and expenditure,
the statement of financial position, the cash flow statement and the performance

statistics of the Municipality’s services.

1.2 INCOME AND EXPENDITURE

2006/07 2005/06
1.2.1 Personnel Costs ' 29.4% 31.2%
Personnel cost to income percentage expresses this category of
expenditure as a percentage of total income. It reflects the expenditure
trends relative to the previous year and indicates whether the control
exercised over this expenditure category is reflected in the final results.
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STATEMENT OF FINANCIAL POSITION

The ratios in this section reflect that the Municipality is financially strong and well

managed.

1.3.1

1.3.2

1.4

1.4.1

2006/07 2005/06
Turnover Rate of Consumer Debtors (days) 199 208

This ratio measures the efficiency with which the Municipality collects its
outstanding debt and converts it back into cash.

More efficient collection of outstanding debtors has resulted in a reduction
in this ratio.

2006/07 2005/06
Consumer Deposits in relation to
Consumer Debtors (in days) 26,48 24,36

Consumer deposits are kept as a security against non-payment by
debtors. This ratio reflects how many days of outstanding consumer

debtors are covered by cash held as deposits.

The year-on-year movement shows an improved position, with 26,5 days

of outstanding debtors covered by security deposits.

CASH FLOW STATEMENT

2006/07 2005/06
Cash to interest coverage 36:1 20:1
This ratio depicts whether the Municipality generates sufficient cash from
ordinary operations to meet its interest commitments. It shows the number
of times the outflow of cash in respect of interest on loans are covered by

cash generated from operations.

The year-on-year comparison indicates that the Municipality has an

improved ratio, which is due to lower interest charges being paid on loans.
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1.4.2 Loan debt to cash (in days)

2006/07
89

2005/06
388

This ratio indicates how long it will take the municipality to redeem its loan

debt from the cash generated from its operations.

The year-on-year comparison reflects a significant improvement in this

ratio, indicative of the improvement in cash generated, as well as the

reduction in loan debt.

2. CAPITAL EXPENDITURE AND CAPITAL FINANCING

2.1 CAPITAL EXPENDITURE

Capital expenditure incurred during the 2006/07 financial year, compared with

the amended budget, is as follows:

Directorate

Infrastructure and Engineering

Housing and Land

Recreational and Cultural Services

Safety and Security

Economic Development, Tourism and Agriculture
Corporate Administration

Budget and Treasury

Constituency Co-ordinator

Health

Environment and Waste Management
Sanitation

Water

Electricity and Energy

Municipal Manager

Motherwell Urban Renewal Programme (MURP)

Amended Actual Variance with

Budget Expenditure Amended
Budget
{over/(under)}
R R R

234 663 820 218 209 919 (16 453 901)
25046 700 19 818 030 (5228 670)
27 294 380 17 450 126 (9 844 254)
24 079 980 22 119 154 (1960 826)
34 993 000 20 859 466 (14 133 534)
35779 560 21620 957 (14 158 603)
99 358 700 72 084 574 (27 274 126)
2 700 000 664 229 (2035 771)
16 547 350 2703 236 (13 844 114)
34 953 230 32 824 453 (2128 777)
119 756 920 110 346 388 (9410 532)
84 278 500 77 896 606 (6 381 894)
206 702 000 197 857 104 (8 844 896)
148 860 000 156 947 181 8 087 181
18 189 280 3942 488 (14 246 792)
1113 203 420 975 343 911 137 859 509

It should be noted that compared to the 2006/07 amended Capital Budget, the

actual expenditure amounted to 87,6% of the amended Budget.




68

The main reasons for variations compared to the amended budget in respect of

Directorates that did not achieve a 90% spending rate, are the following:

2.1.1

2.1.2

Infrastructure and Engineering — Rate and General

o Eveready Road Reconstruction

The initial consultant’s contract was terminated
due to non-performance and a new consultant
appointed, which resulted in a delay in the
progress on this project.

Traffic Improvements:

NU2 Kragga Kamma Interchange

A delay in the Environmental Impact Assessment
(EIA) and the negotiations with the relevant
property owners taking longer than anticipated

resulted in a delay in the progress on this project.

Realignment: Brak River: KwaNobuhle
Tender prices received were higher than
anticipated, with the result that alternative

designs had to be considered.

Economic Development, Tourism and Agriculture

Auto Cluster (UDDI) Logistics Park
R10 million grant from the Department of
Economic Affairs, Environment and Tourism

(DEAET) was received late in the financial year.

(over/(under))

(R728 720)

(R600 000)

(over/(under))

(R1612 0000)

(R2 940 720)

(R12 874 670)
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+ Rehabilitation and Improvement of Market Building (R590 000)
Tenders were advertised twice, but no contractors
Tendered.
(R13 464 670)
213 Budget and Treasury
e General Valuation Project (R13 651 449)
Delayed implementation of project resulted in
underspending. In accordance with a Council
decision, the funding for this project has been
ringfenced from the Restructuring Grant.
¢ New Billing System (R12 826 340)
This project was slightly behind schedule,
but will be completed during the 2007/08
financial year.
(R26 477 789)
21.4 Constituency Co-ordinator
s Office Accommodation — Ward Councillor (R2035771)

Identification of appropriate sites was a
challenge and therefore construction could not

commence.

2.1.5 Health

o Construction of Type C3/D Clinic: New Development
Area 12 Motherwell (R2 500 000)
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(over/(under))

The anticipated Municipal Infrastructure Grant (MIG) funding did not

materialise.

Construction of new Community Health Centre
at Walmer

Initially a shortfall in the budgetary provision
delayed the award of the contract.

Council approved additional funding for the
project on 30 May 2007.

Recreation, Arts and Culture

Disabled facilities
Equipment was ordered from overseas and not

delivered as at year-end.

Upgrade KwaDwesi Sports Field

The Contractor was only appointed in 2007/08
due to previous tenderers not possessing the
required Construction Industry Development
Board (CIDB) grading.

Mendi Road Bottle Store Development
Construction can only commence once the
agreement between Province and the

Municipality has been signed.

Arts Centre — Despatch Craft Centre
Awaiting R300 000 commitment from Province.

Only received verbal commitment to-date.

(R9 303 985)

(R11 803 985)

(R431 543)

(R992 082)

(R1 995 540)

(R2 000 000)

(R5 419 165)
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Corporate Administration

Computer enhancements — Corporate
Tender prices were much lower than the
budgeted provision, which resulted in the

underexpenditure.

Alterations and additions to Kabah Langa Hall
The Adjudication Committee recommended the
appointment of a contractor who did not have
the necessary grading and safety certificates at
the time. The contractor was given a period of
time to obtain the necessary grading and safety
certificates, which caused a delay in the

commencement of this project.

ICT Strategy/Data Warehouse/System Alignment

Tender prices came in much lower than the
budgeted provision, which resulted in the

underexpenditure.

Switchboard NMBM

Equipment was not delivered as at financial year end.

Upgrading of NU 30 Hall in Motherwell

As a result of the contract prices being higher
than the budgeted provision, additional funding
had to be sourced before the contract could be
awarded. This resulted in a time delay which

caused underexpenditure.

(R1119171)

(R4 225 145)

(over/(under))
(R1 331 250)

(R1 660 000)

(R1 693 195)

(R10 028 761)
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2.1.8 Motherwell Urban Renewal (MURP)

e Xhosa Village
The initial scope of the project was beyond the
budget allocation. The scope of the project is

currently being re-assessed.

e Helenvale Development
Due to a delay in the appointment of a project
manager, the implementation of the project was
delayed.

2.2 Capital Financing

The 2006/07 Capital Expenditure was financed as follows:

Capital Replacement Reserve (CRR)
Replacement Levies Grant
External Finance Fund
Restructuring Grant
Equitable Share
Grants and Subsidies — State
Grants and Subsidies — Province
Grants and Subsidies — Other
Contributions from Current Income
Public Contributions
Swedish Grant
Consolidated Municipal Infrastructure Grant
Department of Mineral and Energy
Contributions to Capital
TOTAL

(R8 857 431)

(R1 958 183)

(R10 815 614)

323 230 530
111 926 547
127 557 429
84 115 358
13 489 375
204 452 513
16 004 669
1022 927
1380 000

7 886 160
1850 679
68 732 462
13 965 104
30 159

R 975 343 911
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The summarised operating results as at 30 June 2007 are as follows:

2006 2007 2006 to 2007
Actual Actual Budget Variance Growth
R R R R

REVENUE
Property rates 498 866 544 533 190 364 541872790 8682426 6.9%
Service Charges 1573735823 1653 138 228 1636 668 000 -16 470 228 5.0%
Regional Services Levies - turnover 68 692 001 0 0 0
Regional Services Levies - remuneration 211 586 760 0 0 0
Interest earned - external investments 124 734 548 141611910 134 951 780 -6 660 130 13.5%
Interest earned - outstanding debtors 78 360 901 77 367 969 55710 000 -21 657 969 -1.3%
Fines 13227 218 17 368 619 21666 190 4297 571 31.3%
Licences and Permits 57 508 895 6409 122 6371520 -37 602 -88.9%
Government Grants and Subsidies 521 589 499 1251855724 567391660 -684 464 064 140.0%
Other Income 139682 627 218 536 032 183 111 040 -35 424 992 56.5%
Gains on the disposal of property, plant and equipment 912 465 593 785 21300 -572 485 -34.9%
Contributions: Other 257 455 700 877 738 543 6246030 -871492513 240.9%
Total Revenue 3 546 352 981 4777 810 296 3154 010 310 -1 623 799 986 34.7%
EXPENDITURE
Employee related costs 932 818 668 1036 653 107 1025708 420 -10 944 687 11.1%
Remuneration of Councillors 29324731 35 335 941 37128 850 1792 909 20.5%
Bad debts 7 926 420 19 604 983 2134700 -17 470283 147.3%
Collection costs 1949 931 2061 166 2177030 115 864 5.7%
Depreciation 192016 619 266 587 719 212002 090 -54 585 629 38.8%
Repairs and Maintenance 257732 667 307 142 106 278089 900 -29 052 206 19.2%
Interest paid 27 252118 24183338 28430730 4 247 392 -11.3%
Bulk purchases 601 176 927 666 322 864 676 654 920 10332 056 10.8%
Grants and subsidies paid 41108 313 42970 595 13507 790 -29 462 805 4.5%
General Expenses 551599 188 629994 135 351614840 -278379295 14.2%
Contributions To/(From) Provisions 468 759 830 1259785578 626 561040 -733224 538 168.7%
Total Expenditure 3111665412 4 290 641 532 3154010310 1136631222 37.9%
Surplus for the year 434 687 569 487 168 764 -
Statement of Changes in Net Assets 780 121 235 -751 575 165
Net results for the year 1214 808 804 -264 406 401
Accumulated Surplus at beginning of year 72298 053.00 1287 106 857
Accumuiated Surplus at end of year 1287 106 857 1022 700 456

The 2006/07 increase in actual revenue and expenditure amounted to 35% and

38% respectively, compared to the 2005/06 financial year.
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3.1 OPERATING EXPENDITURE

The analysis of Council’'s operating expenditure is as follows:

Employee related costs 1 036 653 107 24.17%
Remuneration of Councillors 35 335 941 0.82%
Bad debts 19 604 984 0.46%
Collection costs 2061 166 0.05%
Depreciation 266 587 719 6.21%
Repairs and maintenance 307 142 106 7.16%
Interest paid 24 183 338 0.56%
Bulk purchases 666 322 864 15.53%
Grants and subsidies paid 42 970 595 1.00%
General expenses 629 994 135 14.68%
Contributions To Provisions 1259785 579 29.36%
Total Expenditure 4 290 641 532 100.00%

The expenditure analysis is reflected in the following graph:

2006/07 Actual Expenditure

Employee related

N costs -~ Remuneration of
Contributions To ! )
. 24.17% ! Councillors
Provisions -~ 0.82%
29.36% l‘\, . Collection costs
e 0.05%
Bad debts
L7 0.46%
General expenses - Depreciation
14.68% . 621%
Grants and | N n;?aep?;rs and
subsidies paid-~ Bulk purchases Interest paid~Mam enoance
1.00% 15.53% 0.56% 7.16%

Expenditure such as personnel costs, purchase of power and general expenses
in respect of which Council has limited capacity to adjust in the short term,
account for approximately 54% of operating expenditure. This leaves limited

scope for variation of other expenditure categories.
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An analysis of personnel costs by service is as follows:

Service Original Actual Variance with
Budget Expenditure Original Budget
{Over/(Under)}
R R R %
Rate and General 758 471 710 777 561 758 19 090 048 2.5%
Electricity 115 891 650 123 203 465 7 311 815 6.3%
Market 4915740 5118 168 202 428 4.1%
Refuse 28 386 260 31776 429 3390 169 11.9%
Sanitation 56 472 320 46 593 123 (9 879 197) (17.5%)
Water 61 570 740 52 400 164 (9 170 576) (14.9%)
R1025708420 R 1036653107 R 10 944 687 1.1%
3.2 OPERATING INCOME
The following is a breakdown of Council’s operating income represented by the
respective income categories:
% of Total
R Revenue
REVENUE
Property rates 533 190 364 11.18%
Service charges 1653 138 228 34.60%
Interest earned - external investments 141 611 910 2.96%
Interest earned - outstanding Debtors 77 367 969 1.62%
Fines 17 368 619 0.36%
Licences and Permits 6 409 122 0.13%
Government grants and subsidies 1251855724 26.20%
Other income 218 536 032 4.57%
Gains on disposal of Property, Plant and
Equipment 593 785 0.01%
Contributions: Other 877 738 543 18.37%

Total Revenue

4 777 810 296

100.00%
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The above breakdown is displayed in the following pie-chart:

2006107 Operating Insome

Contdbuticns: Other Bropecty £l
11

18 37,
FRERNT

Service charges, property rates and grants and subsidies are the major sources
of income, constituting 72% of the income base.

The net operating results are normally reflected in the balance sheet, which will

now be discussed.
3.3 OPERATING RESULTS - VARIANCES

Total accrued operating expenditure® amounted to R4 290 641 532, whilst the
total accrued income amounted to R4 777 810 296. This resuited in an excess of
accrued operating income over accrued operating expenditure of R487 168 764

for the year.

After comparing actual accrued expenditure and accrued income with the original

budget, the results are attributable fo the following:

® Expenditure incurred in the daily operations of the organisation, such as remunerating
personnel, transport, repairs and maintenance of equipment, etc.




Expenditure less than budget:

Councillors’ Remuneration
Interest Paid

Collection Costs

Bulk Purchases
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R

1792 909
4 247 392
115 864

10 332 056

Expenditure greater than budget:

Employee related costs
Bad Debts

Depreciation

Repairs and Maintenance
Grants and subsidies paid
General Expenses
Contributions to Provisions

Income in excess of Budget:
Service Charges

(10 944 687)
(17 470 283)
(54 585 629)
(29 052 206)
(29 462 805)

Variance R
%
5
15
5
216 488 221

818
26
10
218

(278 379 295) 79

Interest Earned — Outstanding Debtors

Interest Earned - External Investments

Government Grants and Subsidies

Gains on disposal of PPE
Other Income
Licences and Permits

Contributions - other

Income less than Budget:
Property Rates

Fines

Net Accrued Surplus

(733 224 538) 139 (1153 119 443)
16 470 228 1
21657 969 39
6 660 130 5
684 464 064 121
572 485 2 688
35 424 992 19
37 602
871492513 13953 1636779983

(8682426) (2

(4297 571)  (20)  (12.979 997)
487 168 764
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Detailed below are the reasons for the more significant variations:

3.3.1 Underspending against budget:

3.3.1.1 Interest Paid — R4 247 392

The underspending is mainly due to the refinancing and consolidation of DBSA

loans at more favourable interest rates.

3.3.1.2 Bulk Purchases — R10 332 056

The underspending in bulk purchases of R10 332 056 is mainly due to the lower
than anticipated growth in bulk electricity purchases and steam raising
purchases.

3.3.2 Expenditure greater than budget:

3.3.2.1 Employee related costs - R10 944 687

The increased spending in personnel costs is mainly due to the payment of
additional transitional allowances, which was not provided for in the original
budget.

3.3.2.2 Bad Debts — R17 470 283

The increased spending in respect of bad debts is as a result of increased debt
write-offs in 2006/07.

3.3.2.3 Depreciation — R54 585 629
Depreciation is R54 585 629 more than budgeted due to the higher than

anticipated final capital expenditure for 2006/07, resulting in more assets being

commissioned.
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3.3.2.4 Repairs and Maintenance — R29 052 206

The increased spending of R29 052 206 is as a result of higher maintenance
expenditure on Electricity Service overhead and underground lines maintenance,

as well as the Water and Sanitation Services’ plant and network maintenance.

3.3.2.5 General Expenses - R278 379 295

This category of expenditure is much higher than anticipated due to the Housing
Top Structures expenditure of R82 million, which had no budget allocation on the
original approved operating budget as well as Assistance-to-the-Poor rebates,
which was R131 million in excess of the budgeted amount.

3.3.2.6 Contributions — R733 224 538

The increased spending resulted from the need to adjust the provisions to their
correct levels, especially the Provision for Post-Retirement Benefits which
exceeded its budgeted amount by R432 million. This category also includes the
Capital Income Appropriation in respect of Capital Grants and Subsidy income of
R422 million which was not budgeted for.

3.3.3 Income in excess of budget:

3.3.3.1 Service Charges — R16 470 228

The service charges in excess of budget are largely due to Water and Sanitation
Services’ income being higher than anticipated.

3.3.3.2 Interest Earned ~ Outstanding Debtors — R21 657 969
The income from interest on outstanding debtors is higher than expected, due

both to the increase in the overall outstanding debtors’ balances and an increase

in the interest rate.
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3.3.3.3 Interest Earned — External Investments — R6 660 130

The interest earned on external investments is more than budgeted due to the

higher interest rate on external investments.

3.3.3.4 Government Grants and Subsidies — R684 464 064

The excess income is attributable to the Housing Top Structure subsidy of R66
million as well as the capital grant and subsidy allocations of R428 million which
were not included in the original approved operating budget and the Equitable
Share Subsidy funding of ATTP which was exceeded by R144 million.

3.3.3.5 OtherIncome— R35 424 992

This category includes income from Sale of Land of approximately R11 million,
which was not included in the original budget as well as other miscellaneous
income items, such as plan fees being in excess of the original budget.

3.3.3.6 Contribution - Other - R871 492 513

The excess results from the Capital funding of Provincial Government
Programmes of R647 million not originally included in the budget, the unspent
levies of R53 million brought forward into 2006/07 and an R18 million contribution
from the provision for doubtful debts in excess of the budget.

4. BALANCE SHEET

The balance sheet reflects the financial results and policies of Council at a
particular point in time. It is a snapshot at the year-end to determine the asset
worth of the organisation and to what extent that worth is encumbered.
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4.1 Financial Policies

The objectives of the Financial Policy Review adopted by Council on 25 October
1995 were to establish a Loans Redemption Fund, an adequate Working Capital
Reserve and a General Reserve, as prerequisites for attracting external
investors. It should be noted that in accordance with GAMAP, the Working
Capital Reserve ceased to exist and therefore the balance was transferred to the
Provision for Doubtful Debts with effect from 1 July 2002, whilst the maintenance

of a general reserve is no longer permissible.
There were no major financial policy reviews in the year under review that
deviated from this course. The level of the Provision for Doubtful Debts is

maintained at 100% of amounts owing by debtors older than 90 days.

4.2 Housing Development Fund

The fund decreased by R6 507 657 (7.8%) from R83 038 007 to R76 530 350.

4.3 Capital Replacement Reserve

The reserve increased by R186 598 636 (79.0%) from R236 317 538 to
R422 916 174. This increase is mainly attributable to increased contributions to

the reserve.

4.4 Government Grant Reserve

The reserve increased by R521518 832 (76,1%) from R685 371 949 to
R1 206 890 781. The increase is mainly attributable to the utilisation of Capital

Grants to purchase various items of property, plant and equipment.

4.5 Donations and Public Contribution Reserve

The reserve increased by R94 997 533 (79,5%) from R119 533 930 to R214 531

463. The increase is mainly attributable to the appropriate accounting for the
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Municipality's movable assets, which was initially financed from operating

income but has now been capitalised. The process involved physically locating
the assets, inspecting its condition and attaching values to the assets.

4.6 Non-current Liabilities

4.6.1  Long-term liabilities®

Long-term liabilities amounted to R213 833 597, compared to R413 256 746 in
the previous financial year, and are made up as follows:

2006/07 2005/06
R R
External loans 213 833 597 258 622 959
Provision for ABSA
Leaseback rental 0 154 633 786
R213 833 597 R413 256 746

Long-term liabilities consequently decreased by R199,4 million, compared to the
2005/06 financial year, mainly as a result of the cessation of the long-term ABSA
leaseback rental agreement.

4.6.2 Non-Current Provisions

4.6.2.1 Provision for Post Retirement Benefits

This Provision increased by R447 129 392 from R298 895 129 to R746 024 521
based on an actuarially assessed valuation as at 30 June 2007. The provision

now fully covers the liability relating to post-retirement medical aid benefits.

4.6.2.2 Provision for Rehabilitation of Landfill Sites

Provision has been made for the costs relating to the rehabilitation of landfill sites
situated at Arlington, Koedoeskloof and Ibhayi. The costs as determined were
discounted to the present day costs of rehabilitating the tip sites by adjusting for

inflation related increases and applying a discounting factor equivalent to the

® Long-term liabilities consist of mainly external loans repayable over a period of longer
than one year after the balance sheet date.
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average cost of borrowing. The discounted rehabilitation costs of

landfill sites amounted to R71 545 345.

4.7. Property, Plant and Equipment

Property, plant and equipment include infrastructure, buildings, plant and
equipment, and amounted to R3 966 145 658 compared to R3 165 617 250 in
the 2005/06 financial year. This represents an increase of R800,5 million or
25%.

4.8 Cash and Investments

Investments amounted to R1 444 792 962, compared to R1 467 861 595 in the
2005/06 financial year. This represents a decrease of R23 million or 1.5%.

The total amount invested, however, contains certain monies earmarked for
specific purposes as indicated below, over which Council has limited discretion.

The net monies available to Council are as follows:

2006/07 2005/06

Investments

Less: Monies earmarked for specific purposes:

R

1444 792 962
1162 893 050

R
1467 861 595
1028 602 617

Housing development fund 76 530 350 83 038 007
Unspent Conditional Grants 462 970 099 473 419 238
Capital Replacement Reserve 422 916 174 236 317 538
Repayment of External Loans 18 763 885 26 370 082
Self-Insurance Reserve 85 121 592 75 563 229
Consumer Deposits 86 590 950 80 634 634
Unspent RSC Levies Income 53 259 889
Net amount available to Council to finance
commitments 291 899 912 439 258 978
Add: Call Investment Deposits 55 555 956 55174 189
: Bank Balances and cash 215 431 857 53 026 362
Total amount available to Council 562 887 725 547 459 529
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4.9 Debtors

Debtors amounted to R1 193 537 158 before deduction of the Provision for
Doubtful Debts of R601 502 396.

The increase in debtors is a source of concern for the following main reasons:
e It diminishes the ability to spend on infrastructure development

required for anticipated economic growth and to address service

backlogs in the underdeveloped areas.

e It influences Council's credit rating and ability to raise loans on

competitive terms.

¢ It limits the ability to budget for growth.

o |t affects tariffs negatively, requiring higher than inflation increases.

e ltinfluences the level of expenditure on the maintenance of assets.

The inability to collect outstanding debts timeously is reflected in the debtors’

collection period. The situation is as follows:

4.9.1 Average Debtors’ Collection Period for Electricity, Water, Refuse,
Sewerage and Property Rates

Debtors 1193 537 158
Tariff Income and Rates 2 186 328 593
Number of Days 199
Target 55

The following calculation illustrates the amount unnecessarily tied up in
debtors as at 30 June 2007:

199-55 (days)
.................. x R1193 537 158
199 (days)

R863 665 079
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If the debtor's turnover ratio could be reduced to 55 days, an amount of
R864 million will become available, which could be used for service delivery,
infrastructure development and supporting more affordable tariffs, all of which will
contribute towards making the Nelson Mandela Bay Metropolitan Municipality
more attractive as an investment destination.

4.10 Creditors

Creditors amounted to R878 321 965, compared to R544 571 149 in the previous
financial year. It should be noted that creditors are paid regularly.

5. OVERALL RESULTS AND COMMENTS

The overall financial results are generally considered to be acceptable. In order
to sustain this situation the maintenance of sound financial management
practices is required as well as mitigating the risks that impact on financial

sustainability by instituting appropriate measures to address such risks.
The present risks are essentially the following:

) Continued non-payment of accounts by debtors.

o The requirement to contain personnel costs.

. Non-compliance with sound financial management practices.

) Limited spending on the maintenance and renewal of infrastructure
assets.

) Possible acceptance by the Municipality of unfunded mandates.
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