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	REPORT OF THE CHIEF FINANCIAL OFFICER

FOR THE YEAR ENDED

30 JUNE 2004


I have pleasure in presenting my annual report together with the Financial Statements, which are subject to audit, for the year ended 30 June 2004.

1.  BACKGROUND

Buffalo City Municipality has been addressing key issues designed to make our city financially fit and a good investment destination.  These include promoting community participation that will instill civic patriotism and pride as well as a vibrant interest in our projected R1.4 billion budget and how it is linked to the Integrated Development Plan (IDP) for our city.  Other plans and projects put in place to ensure sustainability include budget reform, the implementation of asset registers and the valuation of Council’s assets, bringing accounting systems in line with Generally Accepted Municipal Accounting Practice (GAMAP) and the launch of the willingness to pay survey, which will be crucial to our revenue enhancement strategy.  The Finance Department is formulating a new results oriented approach to service delivery, aligned to good strategic and financial planning, based on the triple E concepts of efficiency, effectiveness and economical strategies.  This will prevent irregular and/or fruitless expenditure and will enable the Auditor-General to issue an unqualified audit report.

Buffalo City Municipality’s financial policies and procedures shall address the following fiscal goals:

· Maintain the city in a fiscally sound position in both the long and short term;

· Maintain sufficient financial liquidity through regular reviews and adjustments to meet normal operating and contingent obligations;

· Apply credit control policies which maximize collection while providing relief for the indigent;

· Apply credit control policies that recognize the basic policy of customer care and convenience;

· Operate utilities in a responsive and fiscally sound manner;

· Maintain existing infrastructure and capital assets;

· Provide a framework for the prudent use of debt financing;

· Direct the city’s financial resources toward meeting the goals of the city’s Integrated Development Plan;

· Develop and implement internal control measures.

2.   2003/2004 BUDGET

Council approved an operating budget of R1.158 million and a capital budget of 
R352 million for the 2003/2004 financial year.  The Council incurred actual 
expenditure of R1.166 million in terms of operational requirements and 
R239 million on capital expenditure.

3.
OPERATING RESULTS
It is pleasing to report positive results for the financial year in that Council reflected an operating surplus above the budgeted surplus.

The overall operating results for the Buffalo City Municipality for the year ended 30 June 2004 are shown below. 

	INCOME
	Actual

2003

R
	Actual

2004

R
	Variance

2003/2004

%
	Budget

2004

R
	Variance

Actual/

Budget

%

	Operating Income for the year
	1 024 343 091 
	1 184 083 265
	15.6
	1 159 067 278
	2.2

	Operating Expenditure 

for the year
	1 021 810 300
	1 166 025 597
	14.1
	1 158 602 847
	 0.6

	SURPLUS FOR THE YEAR
	2 532 791
	      18 057 668
	
	        464 431
	

	Appropriations for the year
	      4 237 117
	  (17 139 952)


	
	
	

	Accumulative surplus at the beginning of the year
	       1 668 832
	      8 438 740
	
	
	

	ACCUMULATIVE SURPLUS AT THE END OF THE YEAR
	8 438 740
	     9 356 456
	
	 
	


After taking into account the contributions to the Salary Equalisation Provision, the Bad Debt Provision and the Leave Provision of R12 million, R26 million and R2 million respectively, Council ended the financial year with an Operating Surplus of 
R18.058 million before the inclusion of Appropriations for the year.  After deducting Appropriations of R17.140 million (Refer Note 18) and accounting for the surplus of 
R8.439 million at the beginning of the year, the Accumulated Surplus increased to R9.357 million.

The classification and object of Income and Expenditure are included in Appendix D, while the detailed operating results per department are shown in Appendix E.

Specific comments relating to budgeted income and expenditure are made in the following paragraphs under the headings Rate and General Services, Housing Service and Trading Services.

3.1
Rate and General Services

	


	Actual

2003

R
	Actual

2004

R
	Variance

2003/2004

%
	Budget

2004

R
	Variance

Actual/Budget

%

	Income
	550 648 840
	 643 335 512
	16.8
	 656 315 440
	 (2.0)

	Expenditure
	 543 350 780
	667 875 205
	 23.0
	676 588 640
	 (1.3)

	SURPLUS/

(DEFICIT)
	7 298 060
	 (24 539 693)
	
	 (20 273 200)
	

	Surplus/

(Deficit) as % of total income
	   1.3   
	(3.8)
	
	(3.1)
	


The operating account of Rate and General Services reflects a deficit of R24.540 million compared to a budgeted deficit of R20.273 million resulting in a negative difference of R4.266 million. The actual deficit of R24.540 million in 2004 compared to a surplus of R7.298 million in 2003 reflects a negative difference of R31.838 million.  The surplus amount for 2003, was due to the total operating surpluses from the Economic and Trading Services being transferred to Rate and General Services.  In 2004 only the budgeted contributions were transferred to Rate and General Services, resulting in an operating surplus amount of R46.836 million not being transferred to Rate and General Services.

3.2
Housing Service

	
	Actual

2003

R
	Actual

2004

R
	Variance

2003/2004

%
	Budget

2004

R
	Variance

Actual/

Budget

%

	Income
	  1 746 896
	2 272 377
	30.1
	3 145 278
	(27.8)

	Expenditure
	  6 512 166
	6 510 839
	(0.1)
	3 581 020
	         81.8

	SURPLUS/

(DEFICIT)
	   (4 765 270)
	(4 238 462)
	
	    (435 742)  
	

	Surplus/

(Deficit) as % 

of total income
	       (272.8)
	(186.5)
	
	  (13.9)
	


The operating account of the Housing Service reflects a deficit of R4.238 million compared to a budgeted deficit of R0.436 million resulting in a negative difference of R3.803 million.  This budgeted deficit amount of R0.436 million was the amount remaining after a contribution of R4.287 million from the Housing Development Fund to the Housing Service was budgeted to off-set the total budgeted housing deficit of R4.723 million.  An actual contribution could not be made from the Housing Development Fund to the Housing Service due to this fund being completely depleted, thereby resulting in an operating deficit of R4.238 million.  

3.3
Trading Services
Electricity Service

	
	     Actual

2003

R
	Actual

2004

R
	Variance

2003/2004

%
	     Budget

2004

R
	   Variance

Actual/Budget

%

	Income
	329 463 746
	368 039 588
	11.7
	368 990 624
	(0.2)

	Expenditure
	329 463 746
	341 939 620
	 3.8
	351 108 905
	(2.6)

	SURPLUS/

(DEFICIT)
	            - 
	 26 099 968
	
	  17 881 719
	

	Surplus/ (Deficit) as % of total Income
	  -
	7.1
	
	4.8
	


The final results of the Electricity Service reflect an actual surplus of R26.100 million compared to a budgeted surplus of R17.882 million resulting in a positive difference of R8.218 million.  In 2003 an actual contribution of R44.391 million, being the total actual surplus was transferred to Rate and General Services thereby resulting in a nil surplus.  In 2004 only a budgeted contribution of R43.706 million was transferred and not the total actual surplus as in 2003, thereby resulting in an operating surplus of R26.100 million.

Water Service

	
	Actual

2003

R
	Actual

2004

R
	Variance

2003/2004%
	Budget

2004

R
	Variance

Actual/Budget

%

	Income
	134 084 184
	161 696 782
	20.6
	155 192 736
	4.2

	Expenditure
	134 084 184
	140 960 927
	  5.1
	151 928 520
	(7.2)

	SURPLUS/

(DEFICIT)
	-
	  20 735 855
	
	    3 264 216
	

	Surplus/(Deficit) as % of total income
	-
	12.8
	
	2.1
	


The final results of the Water Service reflect an actual surplus of R20.736 million compared to a budgeted surplus of R3.264 million resulting in a positive difference of R17.472 million.  In 2003 an actual contribution of R18.358 million, being the total actual surplus was transferred to Rate and General Services thereby resulting in a nil surplus.  In 2004 only a budgeted contribution of R15.678 million was transferred and not the total actual surplus as in 2003, thereby resulting in an operating surplus of R20.736 million.

4.
 APPROPRIATIONS
Appropriations for the year amounted to an outflow of R17 139 952, which can be mainly attributed to an additional R20 000 000 contribution made to the Bad Debt Provision  and the inflow of the Equitable Share - Rural Development write-back of 
R7 211 400 and the outflow of the KWT Housing Projects write-off of R4 891 671.

 (Refer to Note 18)

5.
 INFRASTRUCTURE INVESTMENT (CAPITAL EXPENDITURE AND FINANCING)
The Capital Expenditure for the year and an analysis of the financing thereof is shown in the following tables:

Capital expenditure per service:

	
	2004

ACTUAL
	2004

BUDGET
	2003

ACTUAL

	
	R
	R
	R

	Rate and General
	155 393 244
	211 891 589
	104 395 565

	Housing
	26 361 200
	67 474 339
	33 510 031

	Electricity
	24 326 052
	24 013 304
	22 148 056

	Market
	                  -
	1 500 000
	439 962

	Water
	33 302 033
	47 097 886
	13 567 120

	
	239 382 529
	351 977 118
	174 060 734


Resources used to finance the fixed assets were:

	
	2004

ACTUAL
	2004

BUDGET
	2003

ACTUAL

	
	R
	R
	R

	Consolidated Capital Development Loans Fund 
	75 836 107
	89 160 934
	51 808 804



	Government Grants and Subsidies
	115 119 813
	179 586 346
	100 038 179

	Amatole District Municipality
	12 814 333
	34 367 876
	13 145 651

	NER
	6 089 998
	6 090 000
	        6 218 648 

	Public
	566 859
	1 100 000
	           451 544

	Other External Funds
	28 955 419
	41 671 962
	                                2 397 908

	
	239 382 529
	351 977 118
	174 060 734


Expenditure incurred on fixed assets amounted to R239 382 529, which represents an increase of 37,5% over the 2002/2003 financial year.  Actual expenditure was
32,0% or R112 594 589 below budget.

This under-expenditure can mainly be attributed to the lengthy process of obtaining the necessary funds in respect of Government grants and subsidies, Amatole District Municipality funds and Other External funds in order to comply with existing legislation. 

A complete analysis of capital expenditure (budgeted and actual) per classification is included in Appendix C.  More details regarding external loans and internal advances used to finance fixed assets are shown in Appendix B.

Council attained a capital efficiency ratio of 68,0%.  This will be addressed and will continue to be closely monitored in future.  

6.
EXTERNAL LOANS            
External loans outstanding on 30 June 2004 amounted to R401 502 150
(R354 420 512 in 2003) as set out in Appendix B. During the year, loans for 
R68 930 686 were received and loans and stock totalling R21 849 048 were repaid according to the loan redemption schedules.  More information regarding loans and investments is disclosed in the notes (4 and 7) and Appendix B to the financial statements.

Financial Ratios, relevant to External Loans, are as follows:








  2004 
2003

Interest Bearing Debt to Revenue  

  
   41%
 47%

Average Interest Paid on Debt  

   
   14%
 13%

Capital Charges to Operating Expenditure       
   13%
 14%

It is encouraging to note that there has been an improvement in the Financial Ratios relating to Interest Bearing Debt to Revenue and Capital Charges to Operating Expenditure.  These ratios will continue to be closely monitored in future.


7.
INVESTMENTS AND CASH
Investments on 30 June 2004 amounted to R194 463 011 as compared to investments on 30 June 2003 amounting to R126 354 110, which represents an increase of 54%.  Investments in the amount of R86 505 873 are ceded as security on loans, compared to an amount of R74 851 258 for the previous year.

The Cash on Hand amount increased from a net bank overdraft of R68 684 895 as at 30 June 2003 to a positive bank balance of R8 656 385 as at 30 June 2004.  The resulting turnaround of R77 341 280 can be attributed to strict fiscal discipline as well as improved credit control measures.     

(Refer to Note 7)

8.  OUTSTANDING DEBTORS 
Overall debtors increased by R25 219 546  (5,7%) from R443 871 442 to 
R469 090 988, which represents 2,1% of total income for the year.  The provision for bad debts increased by R44 599 523 (37,9%) from R117 510 024 to R162 109 547 after amounts totalling R21 379 487 were written-off and contributions of R65 919 817 were made.

The contribution amount of R65 919 817 comprises a transfer of R19 919 817 from the Working Capital Reserve and contributions from the Operating Account and the Appropriation Account of R26 000 000 and R20 000 000 respectively.

The breakdown of debtors is as follows:





     2004
 
      2003
Rate & General  

 95 656 992
101 072 486

Sewerage

 58 318 339
  52 200 215

Cleansing

 69 986 061
  57 442 386

Housing

 21 796 363
  21 246 059

Electricity

 39 274 541
  64 833 634

Water

                        104 471 513
  84 945 387

Market


      833 190
    1 104 754

Fire Availability

   9 549 138
    7 221 446

Capital Expense Claims
   9 931 949
    7 441 759


Land Sales

   4 069 741
    3 662 865


Miscellaneous

 55 203 161
  42 700 451





                        __________                                __________



TOTAL
                        469 090 988
443 871 442

Financial Ratios, relevant to Debtors, are as follows:








2004                          2003


Debt to Revenue 



 34%
41%


Outstanding Debtors to Revenue 


 26%
32%


Days Debtors Outstanding 

         95                            116

There has been a 7% improvement in the Debt to Revenue ratio, a 6% improvement in the Outstanding Debtors to Revenue ratio and a 21 day improvement in the recovery of Outstanding Debtors.

9. RATIO ANALYSIS / BENCHMARKS

The key priority from a financial perspective is the financial viability and sustainability of the City.  This goal can best be achieved through effective and efficient financial management and in this regard certain appropriate financial ratios / benchmarks are used to assist in assessing the financial health of the City.

Details of these commonly used financial ratios / benchmarks are as follows:








2004
 2003

Liquidity

Current ratio



 2.16
  1.72

Liquid ratio



 0.04
  0.01

This is the regular test of liquidity and indicates an improvement in the City’s financial position in that current assets have grown to a greater extent than current liabilities.  Hard cash resources to cover these liabilities have grown from 0.01 to 0.04, which demonstrates the ability to fully cover all short term liabilities with cash resources.

Efficiency

Personnel costs to operating expenditure

 35.0%
35.3%

In attempting to control and limit the cost of personnel as a percentage of total operating expenditure, a decrease (improvement) in manpower costs has been achieved.

Creditors Management
Creditors system efficiency

 
  100%
 100%

A strong financial trait of the City is its commitment and ability to pay its creditors within the required terms and in full.  This is supported by the constant 100% payment levels to creditors.

EXPRESSION OF APPRECIATION

I wish to express my sincere appreciation to the Executive Mayor, all Aldermen, Councillors, the City Manager, Directors and Heads of Departments and the staff for their support and co-operation received during the year.  

I wish to convey a special word of appreciation to the staff responsible for compiling the financial statements for their dedication and hard work, as well as to all the staff in the Finance Directorate for their full support and dedication in all the operations of the Directorate.

B. W. SHEPHERD

CHIEF FINANCIAL OFFICER

B Com (Acc), MBA, F.I.M.F.O. (SA), A.I.A.C.

Registered Municipal Accountant (Fellow)
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