GREATER LETABA LOCAL MUNICIPALITY

BORROWING POLICY
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1.

DEFINITIONS

In this policy, unless the context indicates otherwise -

1.1

1.2

1.3
14

1.5

1.6

17

1.8

1.9

1.10

111

112

“Act’ means the Local Government: Municipal Finance Management Act,

- 2003 (Act No. 56 of 2003);

“Authorised official” means an employee of the Municipality responsible for
carrying out any duty or function, or exercising any power in terms of this policy
and includes employees delegated to carry out or exercise such duties,
functions or powers;

“Council” means the Municipal Council of the Municipality;
“CFO” means the Chief Financial Officer of the Municipality;

‘Disclosure statement’ means a statement issued or to be issued by the
Municipality which intends to incur debt by issuing municipal debt instruments;

‘Financing agreement’” means any loan agreement, lease, instalment,
purchase arrangement under which the Municipality undertakes to repay a
long-term debt over a period of time;

“Juristic person” means a body of persons, a corporation, a partnership, or
other legal entity that is recognized by law as the subject of rights and duties;

“Lender’ means a juristic person who provides debt finance to the
Municipality;

“Loan covenant” means a condition in an agreement relating to a loan or bond
issuethat requires the borrower to fulfil certain conditions or which forbids the
borrowerfrom undertaking certain actions, or which possibly restricts certain
activities to circumstances when other conditions are met. Violation of a
covenant may result in a default on the loan being declared, penalties being
applied, or the loan being recalied:;

‘Long term debt’ means debt repayable by the Municipality over a period
exceedingone (1) year;

“Municipality” means the Greater Letaba Local Municipality;

‘Municipal debt” means:




1.13

114

115

116

(@) A monetary liability or obligation on a Municipality by —
i a financing agreement, note, debenture, bond or overdraft; and
ii.  theissuance of Mmunicipal debt instruments; and

(b) A contingent liability such as that created by guaranteeing a monetary
liability or obligation of another.

“‘Security” means any mechanism intended to secure the interest of a lender
or investor and includes any of the mechanisms mentioned;

“Short term debt” means debt that is repayable over a period not exceeding
one (1)year;

“Sinking fund” means 3 fund established where provision is made to
accumulate sufficient funds to repay the capital on a municipal bond issue at
the end of the loanperiod as a lump sum which is termed a ‘bullet payment;
and

“QBMR’ means Quarterly Borrowing Monitoring Return.
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3.1

( 3 3.2

PURPOSE

To establish g borrowing framework policy for the Municipality and set out the
objectives, policies, statutory requirements and guidelines for the borrowing of
funds.

OBJECTIVES OF THE POLICY

redemption on the external borrowings.




4.1 The Primary goal in the borrowing of funds is to €nsure that the funds are

4.2 Risk Management
The need fo Manage interest rate risk, credit risk eXposure and to maintain debt within
specified limits is tha foremost objective ofthe borrowing policy. To attain this objective,
diversification is required to ensure that the Chief Financial Officer prudently manages
interest rate and credit rigk exposure,

4.3 Cost of Borrowings
The borrowings should be structured to obtain the jowest possible interest rate, on
the most advantageous terms ang conditions, taking cognisance of borrowing risk
constraints, infrastructyre needs and the borrowing limitg determined by Legislation.

5. ETHICS
5.1 In dealing with financial institutions, the following ethicaj principles must pe
adheredto;

5.1.1  The chief Financial Officer shall not accede to any influence by or interference
from councillors, borrowing institutions or any ouisiders. .

512 Under no circumstances may inducements to borrow be accepted.,

5.13  The business ethics of any confrolling body (Financial Services Board) of

6. PRINCIPLES

6.1 The guiding principies in Chapter 6 of the MFMA in terms of short-term ang long-
termdebt must be adhered 1o in order to facilitate the administration of council’s
borrowings,
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7.1

7.2

7.3
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9.1

10.
10.1

10.1.1

*

DELEGATIONS OF AUTHORITY

01 July 2007 for a municipality or Municipal entity. Refer to Annexure A2,
Municipal Finance Management Act: Municipal Regulations on Debt
Disclosure.

Al monies disbursements as aresult of the borrowing must be placed into the
primary bank account of the Municipality and thig account must be reported to
National ang Provincial treasury and the Auditor genera in terms of section 9
(a) and (b) of the MFMA.

REGISTERED FINANCIAL INSTITUTIONS

GENERAL BORROWING PRACTICE
GENERAL






102 TYPES OF LOANS AND FINANCING

10.2.1 Annuity loans



movements in interest rates.

103 QOTHER CONSIDERATIONS

(@) The type and extent of benefits to be obtaineg from the borrowing;

(b) The length of time the benefits will be received:

{©) The beneficiaries of the acquisition or development;

(d) The impact of interest ang redemption Payments on both Current and

() The Current and futyra capacity of the Property tax bage and rendering of

baseand services:
{f) Likely movements jn interest rateg for variapje rate borrowings;
(g} Other Current ang projected sSources of funds;
(h) Competing demands for funds: ang
(i} Timing of money market interest rate Movements ang the long term
rates onthe interest rate Curve.

103.2 The Municipaiity will, in general, seek to limit its dependence on borrowings in
orderto minimige future revenue Committed to dept Servicing ang redemption
charges. The Municipality may only borrow funds, in terms of the Municipay
Finance Management Act, for the Purpose of acquiring assets, improving
facilities or infrastructyre to provige selvice delivery.

10.3.3 Greater Letaba Locg) Municipaiity may incur long term debt only for the

10




10.3.4 The yse of externa| loans shoulg be limited to ﬁnancing infrastructyre where 3
returncan pe realised from tariffs to selvice the debt, or Mmajor infrastructure
€xceeding R10 Million for g single project, with long term benefits to the
Community as 5 whole, where indirect revenue streamsg are evident,

103.5 The Current gearing for exterrial loang should not €xceed the 509, mark (total

104 CONTROL AND MONITORING BORROWINGS

1041 A Proper recorq must be kept ang Maintained of all the borrowings Mmade,
indioatingat least the Institution, Borrowing amount, Interest rate, Start date,
Closing date, Redemption amount, interest amount and the Purpose on the
borrowing.

10.4.2 Repayment Schedules received from the borrowing institutions must be
checked to verify the Correctness of the repayments. Repayment of Interest
and redemption must be done in time to avojg Penalty interest

105 REPORTING

A report on the stand of the borrowings must also be Submitted to councii. A reportis
drawn yp marked "“Appendix A ‘o be included in the Annuaj Financial
Statements,

11, REFINANCING DEBT

111 Section 46 of the Municipal Finance Management Act provides that the

useful fife of the infrastructure, Property, plant or equipment for Which the

11



11.2

12,

121

12.2

13,

131

14.

14.1

14,2

Cognisance Mmust be taken of any early repayment penalty clauses in the initial
loan agreement, as part of the financiaj feasibility assessment. No loans will

be Prematurely redeemed Unless thera is g financia| benefit to the Municipality.

time according to the needs of the various Lenders, Presently the typical debt
repaymentperiod for loans is fifteen years, though not closely matching the
Underlying asset lives serviceg by the loans.

Cognisance is taken of the useful lives of the underlying assets to be financeq
by thedebt, and, moreover, carefy) Consideration ig taken of the interest rates
on the interest yield curve. Should it ba established that it is cost effective to
borrow the funds on g shorter duration (as opposed to the life of the asset) as

indicateq by the interest yteld curve, the loan will pe negotiated to optimise the
most favouraple andcost effactive benefit to the Municipaiity.

SECURITY

provide security for any of its dept obligations, inciuding the giving of g lien,
pledging, mortgaging or ceding an asset, or giving any other form of collateral.
It may cede as Security any category of révenue or rights of future revenye.
Some Lenders may require the Municipaiity to agree to restrictions on debt
that the Municipaiity may incur in future untit the secureq debt is settleq.

SHORT TERM DEBT

anticipated income to be recaiveq within that financial Year; or capita needs
within a financial year, to be repaid from Specific funds to be receiveq from
enforceable allocations oriong term dept Commitments,

The Municipal council may approve an individuat transaction or 5 credit facility
for a line of Credit or overdratft facifity.

12
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15.

15.1

1s6.

16.1

17.

17.1

17.2
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18.

18.1

19,

19.1

19.2

19.3 .

NON-REPAYMENT OR NON-SERvVICING OF LOAN

Failure to Pay any loan instalment, €ven by one day, and even if only through
administrative oversight, will have severe repercussions, ang may jeopardise
the Municipaiity’s credit rating,

In addition to the timeous payment of the loans, the Municipality must adhere to
thecovenants stipulated in the loan agreements.

14



20.

20.1

20.2

PROHIBITED BORROWING PRACTICES

Greater Letabg Local Municipality shall not borrow for investmept purposes,
with the sole purpose of investing to earn a return. The cost of debt is almost
always more expensive than the return that the Municipaiity can derive by
investing in permittedinvestments.

Municipai anager
Sewape MO

---------------------------------------------------------------------------------------
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