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OVERSTRAND MUNICIPALITY — BORROWING POLICY

1 PURPQOSE i

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

2 OBJECTIVES OF POLICY

The objectives of this Policy are to:-

a manage interest rate and credit risk exposure,

b maintain debt within specified limits and ensure adequate provision for the
repayment of debt;

c to ensure compliance with all Legislation and Council policy governing

borrowing of funds.

3 SCOPE OF THE POLICY

The primary goal in the borrowing of funds is to ensure that the funds are obfained

at the lowest possible interest rates at minimum risk, within the parameters of
authorized borrowings.

3.1 Risk Management

The need to manage interest rate risk, credit risk exposure and to maintain
debt within specified limits is the foremost objective of the borrowing policy. To
attain this objective, diversification is required to ensure that the Chief
Financial Officer prudently manages interest rate and credit risk exposure.

3.2 Cost of Borrowings

The borrowings should be structured to obtain the lowest possible interest rate,
on the most advantageous terms and conditions, taking cognisance of borrowing
risk constraints, infrastructure needs and the borrowing limits determined by
Legislation.

3.3 Prudence
Borrowings shall be made with care, skill, prudence and diligence.

4 LEGISLATIVE FRAMEWORK AND DELEGATION OF AUTHORITY

The relevant Legisiation in terms of which borrowing decisions are governed is the
Local Government Municipal Finance Management Act, No 56 of 2003.

The Municipal Regulations on Debt Disclosure has been promulgated {Government
Gazette no. 29966, 15 June 2007) and has been effective from 01 July 2007 for a
municipality or municipal entity.



5

438
we

OVERSTRAND MUNICIPALITY — BORROWING POLICY

TYPES OF LOANS AND FINANCING

5.1

5.2

5.3

Annuity loans

Annuity loans are straight forward and uncomplicated. The loan amount, interest
rate and repayment period offered by the Financial Institution are fixed. Normally
with an annuity loan, the instalment of the loan will be repaid in equal six
monthly instalments over the term of the loan. The capital portion of the
instalment will increase over the duration of the loan, and conversely, the
interest amount charged will decrease over the loan period. Where the interest
rate offered by the Financial Institution is on a variable basis, an interest rate
swap (IRS} option should be included in the agreement. An IRS agreement will
need to be signed with the party agreeing to accept the variable rate and
in turn, offer the fixed rate to the Municipality. An interest Rate Swap
Agreement must comply with the terms set out by the International Swap Dealers
Association (ISDA). The fixing of debt repayments is an important
consideration in meeting the financial requirements of the Municipality, that
of annually producing a balanced budget. There are from time to time various
options offered by Financial Institutions which need to be treated on their
merits and which could invariably result in slightly lower interest rates being
offered.

Bullet payment redemption

In this instance, the total capital is usually repaid at the end of the term and
interest on the total amount borrowed is paid annually or semi annually. The
interest rate can be fixed and the interest payable is known for the duration of
the loan. Cash has to be set aside to repay the capital at the end of the term.

The lender could require security in the form of an investment (sinking fund).

Bonds

A Bond is an instrument used by Government and Parastatals such as
Telkom, Eskom, Transnet, Corporates and Municipalities to raise loan
capital on the open market. Bond holders have the right to interest, usually
paid on a semi annual basis, and the repayment of the capital amount
reflected on the stock certificate held on maturity date. The coupon,
maturity, principal value and market value are intrinsic features of a Bond. The
most critical variable factor in determining Bond rates is the expected long term
trend in inflation, in order to provide a return that equals inflation plus a risk
premium. The higher the risk attached to a borrower, the higher will be the risk
premium investors will demand. During its tenure the Bond will trade on the
Bond market at prevailing interest levels. The price of a Bond trading at any
given time on the market is a function of prevailing interest rates. Bond prices
move inversely to movements in interest rates.

2
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5.4 Use of Internal Funds

The Municipality from time to time, will use certain of its surplus funds to fund its
Capital programme. The utilisation of surplus funds enables the Municipality to
reduce its reliance on external debt financing, thereby allowing it to borrow only
funds from external sources when favourable market conditions prevail. The
use of internal funds impacts negatively on surplus cash for return of interest
and should be within limits to reduce the impact on the Current Ratio, ideally
to be at a minimum ratio of 1,5 : 1, and the Cost Coverage, ideally not less than 1
month.

OTHER CONSIDERATIONS

The Municipality has by the judicious use of surplus funds and external long term debt
implemented its Integrated Development Plan, which has facilitated the much
needed service delivery program.

Factors to be considered when borrowing:

(a) the type and extent of benefits to be obtained from the borrowing;

(b} the length of time the benefits will be received;

(c) the beneficiaries of the acquisition or development;

(d) the impact of interest and redemption payments on both current and
forecasted property tax and services revenue;

{e) the current and future capacity of the property tax base and rendering of
services to pay for borrowings and the rate of growth of the property tax base
and services, _

(f) likely movements in interest rates for variable rate borrowings;

{g) other current and projected sources of funds;

{h) competing demands for funds;

(iy timing of money market interest rate movements and the long term rates
on the interest rate curve,

The Municipality will, in general, seek to limit its dependence on borrowings in order to
minimise future revenue commitied to debt servicing and redemption charges. The
Municipality may only borrow funds, in terms of the Municipal Finance Management
Act, for the purpose of acquiring assets, improving facilities or infrastructure to provide
service delivery.

Overstrand Municipality may incur long term debt only for the purpose of Capital
expenditure on infrastructure, property, plant or equipment to be used for the
purpose of achieving the objects of Local Government as set out in section 152 of the
Constitution.

The use of external loans should be limited to financing infrastructure where a return
can be realised from tariffs to service the debt, or major infrastructure exceeding

3
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R10 million for a single project, with long term benefits to the community as a
whole, where indirect revenue streams are evident.

The gearing for external loans (total outstanding debt to operating revenue, including
recurrent operational grants) was fixed at a ceiling of 60% as at 30 June 2012. To
reduce the reliance on external long term borrowing this percentage must reduce by
atleast 1% each year till a level of 50% orless is attained by 30 June 2022.

REFINANCING DEBT

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

Municipality may refinance existing long term debt, if such refinancing is in

accordance with the framework as prescribed by the Municipal Finance Management

Act, as follows:

° The Municipality may borrow money for the purpose of refinancing existing long
term debt, provided the existing long term debt was lawfully incurred and the
refinancing will not extend the term of the debt beyond the useful life of the
infrastructure, property, plant or equipment for which the money was originally
borrowed.

Cognisance must be taken of any early repayment penalty clauses in the initial loan
agreement, as part of the financial feasibility assessmenf. No loans will be
prematurely redeemed unless there is a financial benefit to the Municipality.

DEBT REPAYMENT PERIOD

Whilst the period for which loan debt may be received will vary from time to time
according to the needs of the various Lenders, presently the typical debt repayment
period for loans is fifteen years, though not closely matching the underlying asset
lives serviced by the loans.

Cognisance is taken of the useful lives of the underlying assets to be financed by
the debt, and, moreover, careful consideration is taken of the interest rates on the
interest yield curve. Should it be established that it is cost effective to borrow the
funds on a shorter duration (as opposed to the life of the asset) as indicated by
the interest yield curve, the loan will be negotiated to optimise the most favourable
and cost effective benefit to the Municipality.

SECURITY

In terms of the Municipal Finance Management Act the Municipality may provide
security for any of its debt obligations, including the giving of a lien, pledging,
mortgaging or ceding an asset, or giving any other form of collateral. It may cede as
security any category of revenue or rights of future revenue. Some Lenders may
require the Municipality to agree to restrictions on debt that the Municipality may incur
in future until the secured debt is settled.

4



10

11

12

13

441

OVERSTRAND MUNICIPALITY — BORROWING POLICY

SHORT TERM DEBT

The Municipal Finance Management Act provides that the Municipality may incur
short term debt only when necessary to bridge shorifalls within a financial year
during which the debt is incurred, in expectation of specific and realistic anticipated
income to be received within that financial year; or capital needs within a financial
year, to be repaid from specific funds to be received from enforceable allocations or
long term debt commitments.

The municipal council may approve an individual transaction or a credit facility for
a line of credit or overdraft facility.

The Municipality must pay off short term debt within the same financial year and
may not renew or refinance its short term debt if it will have the effect of extending
the short term debt into a new financial year.

DISCLOSURE

The Municipality must, when interacting with a prospective Lender or when preparing
documentation for consideration by a prospective Investor, disclose all relevant
information that may be requested or that may be material to the decision of the
prospective Lender or Investor. Reasonable care must be taken to ensure the
accuracy of any information disclosed. Whilst this is a standard and acceptable
business practice, it is also in compliance with section 49 of the Municipal Finance
Management Act.

GUARANTEES

The Municipal Finance Management Act provides that the Municipality may not
guarantee any debt of any entity unless the entity is a Municipal entity under its sole
ownership control. The debt must be reflected in the approved business plan of the
entity. The guarantee must be authorised by the Municipality. This must be done in
the same manner and subject to the same conditions applicable to any other
borrowings. Neither the National nor Provincial Government may guarantee the debt
of any Municipality.

APPROVAL OF LOANS BY THE MUNICIPALITY

Section 46 of the Municipal Finance Management Act stipulates that the Municipality
may incur long-term debt only if a resolution of the Council, signed by the mayor,
has approved the debt agreement and the Accounting Officer has signed the
agreement or other document which acknowledges the debt. At least 21 days prior

" to the meeting of the Council at which approval for the debt is to be considered, the

Municipality must make public an information statement setting out particulars of the
proposed debt, including the amount of the proposed debt, the purposes for which

5
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the debt is to be incurred and particulars of any security to be provided. The
Public, the National Treasury and Provincial Treasury must be invited to
submit written comments or representations to the council in respect of the proposed
debt.

A copy of the information statement submitted to Council at least 21 days
prior to the meeting {o approve the loan agreement must contain particulars of -

{a) the essential repayment temms, including the anticipated debt repayment
schedule; and

{b) the anticipated total cost in connection with such debt over the repayment period.

PROVISION FOR REDEMPTION OF LOANS

Overstrand Municipality may borrow from Institutions and set up sinking funds to
facilitate loan repayments, when the repayment is to be met by a bullet payment
on the maturity date of the loan. These sinking funds may also be invested directly
with the Lender's Bank. The maturity date and accumulated value of such investment
must coincide with the maturity date and amount of the intended loan that is to be
repaid.

NON-REPAYMENT OR NON-SERVICING OF LOAN

Overstrand Municipality must honour all its loan obligations timeously. Failure to effect
prompt payment will adversely affect the raising of future loans at favourable costs
of borrowing.

Failure to pay any loan instalment, even by one day, and even if only through
administrative oversight, will have severe repercussicns, and may jeopardise the
Municipality's credit rating.

in additon fo the timeous payment of the loans, the Municipality must
adhere to the covenants stipulated in the loan agreements.

PROHIBITED BORROWING PRACTICES

Overstrand Municipality shall not borrow for investment 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 Municipality can derive by investing in permitted
investments.
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17 FOREIGN BORROWINGS

Foreign Borrowing is permitted in terms of section 47 of the Municipal Finance
Management Act, whereby the debt must be denominated in Rand and is not
indexed to, or affected by, fluctuations in the value of the Rand against any foreign
currency.

18 NATIONAL TREASURY AND OTHER REPORTING AND MONITORING
REQUIREMENTS

The Municipality submits returns to National Treasury quarterly and annually, as well
as submissions to Council. It is mainly coordinated by the Financial Services
Department.

19 IMPLEMENTATION AND REVIEW PROCESS

This policy shall be implemented on 1 July 2017 and shall be reviewed on an annual
basis to ensure that it is in line with the municipality’s strategic objectives and with
legislation.

POLICY SECTION: SENIOR MANAGER: FINANCIAL SERVICES
CURRENT UPDATE: 31 May 2017

PREVIOUS REVIEW: 25 May 2016

PREVIOUS REVIEW: 28 May 2015

PREVIOUS REVIEW: 28 May 2014

PREVIOUS REVIEW: 29 May 2013

APPROVAL BY COUNCIL: 27 June 2012
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INTRODUCTION AND OBJECTIVE

The Councll sets as objective a long term financially sustainable
municipality with acceptable levels of service delivery to the community.

This policy aims to set standards and guidelines towards ensuring financial
viability over both the short- and long term and includes funding as well as
reserves requirements.

SECTION A: FUNDING POLICY
LEGISLATIVE REQUIREMENTS

in terms of Sections 18 and 19 of the Municipal Finance Management Act
(Act No 56 of 2003) (MFMA), an annual budget may only be funded from:

2.1.1 Realistically anticipated revenues to be collected, inciuding grants;
2.1.2 Cash backed accumulated funds from previous years’ surpluses not
committed for other purposes, and

2.1.3 Borrowed funds, but only for capital projects.

Furthermore, spending on a capital project may only be commenced once the
funding sources have been considered, are available and have not been
committed for other purposes.

The requirements of the MFMA are clear.in that the budget must be cash —
funded, i.e. cash receipts inclusive of prior period cash surpluses committed to
this specific budget, must equal or be more than cash paid.

In determining whether the budget is actually cash funded and in addition
ensuring long term financial sustainability, the municipality will use analytical
processes, including those specified by National Treasury from time to time.

STANDARD OF CARE

Each functionary in the budgeting and accounting process must do so with
judgment and care with the primary objective of ensuring that the objectives of
this policy are achieved.

STATEMENT OF INTENT

The municipality will not pass a budget which is not cash — funded or where
any of the indicators as listed in this document are negative, unless acceptable
reasons can be provided for non-compliance and provided that the
requirements of the MFMA must at all times be adhered to.
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CASH MANAGEMENT

Cash must be managed in terms of the municipality’s investment and Cash
Management Policy.

LIABILITY MANAGEMENT

Debt must be managed in terms of the municipality's Borrowing Policy,
together with any requirements in this policy.

FUNDING THE OPERATING BUDGET
2.6.1 INTRODUCTION

The municipality’s objective is that the user of municipal resources must pay for
such usage in the period in which it will occur.

The municipality recognises the plight of the poor, and in line with national and
provincial objectives, commits itself to subsidising services to the poor. This
may necessitate cross- subsidisation in some tariffs to be calculated in the
budget process.

2.6.2 GENERAL PRINCIPLE WHEN COMPILING THE OPERATING
BUDGET

The following specific principles apply when compiling the budget:

a) The budget must be cash — funded, i.e. revenue and expenditure
projections must be realistic and the provision for impairment of
receivables must be calculated on proven recovery rates;

b) Growth parameters must be realistic and be based on historic patterns
adjusted for current reliable information;

c) Tariff adjustments must be fair, taking into consideration general
inflation indicators as well as the geographic region’s ability to pay;

d) Revenue from Government Grants and Subsides must be in
accordance with the amounts promulgated in the Division of Revenue
Act, proven provincial transfers and any ftransfers from other
municipalities.

e) Projected revenue from services charges must be reflected as net

(i.e. all billing less revenue foregone, including free basic services).

] Projected revenue from property rates must include all rates to be
levied.
g) For the purpose of the Cash flow Budget all rebates and discounts must

be deducted from the projected revenue.
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h) Only changes in fair values related to cash may be included in the
cash flow budget. Changes to unamortized discount must be inciuded
in the Operating Budget. Employee related costs include contributions
to non-current and current employee benefits. It is acknowledged that
the non-current benefits’ requirements are well above the initial cash
capabilities of the municipality. It is therefore determined that the short
term expenditure portion of employee benefits be funded from the
current year operating cash surplus.

i) Depreciation must be fully budgeted for in the operating budget.

i) Contributions to provisions (non-current and current) do not form part
of the cash flow for provisions with a non-current portion, except for the
current portion of post retirement benefits relating to continued
members for medical aid and long service awards. It is necessary to
provide for an increase in cash resources in order to comply with

the conditions of the provision at the time when it is needed.

FUNDING THE CAPITAL BUDGET
2.7.1 INTRODUCTICN

The municipality’s objective is to maintain, through proper maintenance and
replacement measures, existing levels of service and to improve and
implement services which are neglected or non-existent.

In order to achieve this objective the municipality must annually, within financial
means, budget for the replacement of redundant assets as well as new assets.

2.7.2 FUNDING SOURCES FOR CAPITAL EXPENDITURE

The capital budget can be funded by way of own cash, grants, public
contributions as well as external loans.

Cash

The capital budget or portions thereof may also be funded from surplus cash
generated in previous financial years. The cash must already be available and
not be committed for other purposes or expected to be generated in the current
or future years. The allocations of the funding sources from own contributions
will be determined during the budget process.

Grants (Including Public Contributions and Bulk Infrastructure
Contributions)

Only cash portions of these grants will be made available for funding of capital
projects as might be applicable. Grants for capital expenditure have become a
common practice, especially in order to extend service delivery to previously
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disadvantaged areas. While such grants are welcomed, care should also be
taken that grant funding does not place an unreasonable burden on the
residents for future maintenance costs which may be higher than their ability to

pay.

The accounting officer will annually evaluate the long term effect of unusual
capital grants on future tariffs, and if deemed necessary, report on such to
Council.

Depreciation charges on assets financed from grants and donations must not
have a negative effect on tariffs charged to the users of such assets. The
Accounting Officer will put such accounfing measures in place as to comply
with this requirement as far as possible.

MFMA Circular 48, read with MFMA Circular 58 and 75, states that
municipalities may treat the ‘reclaimed VAT ito the expenditure from
conditional grant funds as ‘own revenue’. The municipality opts to utilise the full
grant funding for the grant related projects.

Exiernal Loans
The municipality may only raise loans in accordance with its Borrowing Policy.

The Accounting Officer must also put such accounting measures in place to
ensure that no unspent portions of loans raised, be included in the cash surplus
for the year.

FUNDING COMPLIANCE MEASUREMENT
2.8.1 INTRODUCTION

The municipality must ensure that the annual budget or any subsequent
adjustments budget complies with the requirements of the MFMA and this
policy. For this purpese a set of indicators must be used as part of the budget
process and be submitted with the budget. These indicators include all the
indicators as recommended by National Treasury as well as any additional
indicators detaited in this policy.

If any of the indicators are negative during the compilation or approval process
of the budget, the budget may not be approved until all the indicators provide a
positive return, unless those negative indicators can be reasonable explained
and any future budget projections address the turn-around of these indicators
to within acceptable levels.

2.8.2 CASH AND CASH EQUIVALENTS AND INVESTMENTS

A positive Cash and Cash Equivalents position should be maintained
throughout the year.

2.8.3 CASHPLUS INVESTMENTS LESS APPLICATION OF FUNDS

The overall cash position of the municipality must be sufficient to cover the
following:

e
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a) unspent conditional grants;

b) unspent conditional public contributions;

c) unspent borrowings;

d) VAT due to SARS;

e) ceded investments;

f) the cash portion of statutory funds such as the Housing Develcpment
Fund:

g) other working capital requirements; and

h) the cash position must be sufficient to back reserves as approved by
the municipality and those portions of provisions as indicated elsewhere
in this policy.

INDICATORS

2.8.4 MONTHLY AVERAGE PAYMENT COVERED BY CASH AND CASH
EQUIVALENTS (“CASH/COST COVERAGE”")

This indicator shows the level of risk shouid the municipality experience
financial stress.

Cost coverage, as a minimum, not less than 1 month. The norm indicated by
National Treasury indicates 1 — 3 months Working Capital.

2.8.5 SURPLUS/DEFICIT EXCLUDING DEPRECIATION AND OTHER
NON CASH ITEMS

It is probable that the operating budget including dépreciation charges on
assets funded by granis and public contributions, as well as on revalued
assets, will result in a deficit.

As determined elsewhere in this policy it is not the intention that residents be
burdened with tariff increases to provide for such depreciation charges. in
order to ensure a “balanced” budget, the cash position must be determined.

Should a budget result in a deficit cash position, the budget will be deemed
unfunded and must be revised.

2.8.6 PROPERTY RATES/SERVICE CHARGE REVENUE PERCENTAGE
INCREASE LESS MACRO INFLATION TARGET

The intention of this indicator is to ensure that tariff increases are in line with
macro economic targets, but also to ensure that revenue increases for the
expected growth in the geographic area are realistically calculated.

2.8.7 CASHCOLLECT!ON RATE AS A PERCENTAGE

The object of the indicator is to establish whether the projected cash to be
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collected is realistic and complies with section 18 of the MFMA.

The collection rate for calculating the provision for impairment of
receivables must be based on past and present experience. Past experience
refers to the collection rates of the prior years and present experience refers to
the collection rate of the current financial year as frem 1 July.

It is not permissible to project a coliection rate higher that the current
rate. Any improvement in collection rates during the budget year may be
appropriated in an Adjustments Budget.

2.8.8 DEBT IMPAIRMENT EXPENSE AS A PERCENTAGE OF BILLABLE
REVENUE

This indicator provides information as to whether the contribution to the
provision for impairment of receivables is adequate. In theory it should be
equal to the difference between 100% and the cash coliection rate, but other
factors such as past performance can have an influence on it. Any aberration
must be motivated in the budget report.

2.8.9 BORROWING AS A PERCENTAGE OF CAPITAL EXPENDITURE
(EXCLUDING GRANTS AND CONTRIBUTIONS)

This indicator provides information as to compliance with the MFMA in
determining borrowing needs. The Accounting Officer must ensure
compliance with the Municipality's Borrowing Policy.

2.8.10 GRANT REVENUE AS A PERCENTAGE OF GRANTS AVAILABLE

The percentage attained should never be less that 100% and the recognition of
expected unspent grants at the current year-end as revenue in the next
financial year must be substantiated in a report.

2.8.11 CONSUMER DEBTORS CHANGE (CURRENT AND NON-CURRENT)

The object of the indicator is to determine whether budgeted reductions in
outstanding debtors are realistic.

Any unacceptably high increase in either current or non-current debtors’
balances should be investigated and reported.

2.8.12 REPAIRS AND MAINTENANCE EXPENDITURE LEVEL

Property Plant and Equipment should be maintained properly at ali times in
order to ensure sustainable service delivery. The budget should allocate
sufficient resources to maintain assets and care should be exercised not to
allow a declining maintenance program in order to fund other less important
expenditure requirements.

Similarly, if the maintenance requirements become excessive, it could indicate
that a capital renewal strategy should be implemented or reviewed.
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2.8.13 ASSET RENEWAL/REHABILITATION EXPENDITURE LEVEL

This indicator supports further the indicator for repairs and maintenance.

The Accounting Officer must, as part of the capital budget, indicate whether
each project is a new asset or a replacement/renewal asset in order to
determine whether the renewal program is sufficient or needs revision.

SECTION B: RESERVES AND PROVISIONS POLICY
INTRODUCTION

Fund accounting historically formed the major component of municipal finance
in the IMFO standards.

After the change to General Recognised Accounting Practices (GRAP), fund
accounting is no longer allowed.

The municipality, however, recognizes the importance of providing to the
municipality itself, as well as its creditors, financiers, staff, and general
public a measure of protection for future losses, as well as providing the
necessary cash resources for future capital replacements and other current
and non-current liabilities.

This policy therefore aims to provide for a measure of protection by creating
certain reserves and provisions.

LEGAL REQUIREMENTS

There are specific legal requirements for the creation of reserves, such
as the Housing Development Fund. The GRAP Standards themselves do not
provide for reserves, although certain provisions are required in terms of

GRAP.
TYPES OF RESERVES / PROVISIONS

Reserves/Provisions can be classified into two main categories being “cash
funded” and “non—cash funded”.

3.3.1 CASH FUNDED RESERVES

In order to provide for sufficient cash resources for future expenditure, the
municipality hereby approves the establishment of the following reserves:

a) Statutory reserves
It may be necessary to create reserves prescribed by law, such as the
Housing Development Fund. The Accounting Officer must create such

reserves according to the directives in the relevant laws.

h) Self-Insurance reserves

s]lle



3.4

453

OVERSTRAND MUNICIPALITY — FUNDING, RESERVES AND PROVISIONS POLICY

The Municipality has a Self-Insurance Reserve to set aside amounts to
offset potential losses or claims that cannot be insured externally. This
Reserve is ring-fenced within the accumulated surplus. Contributions to
the Fund are considered annually during the Budget process.

3.3.2 NON - CASH FUNDED RESERVES / PROVISIONS

On occasion it is necessary to create non — cash funded reserves. The
Accounting Officer must create any reserves prescribed by the accounting
standards, such as the Revaluation Reserve, if required and provisions such as
post-retirement benefits and rehabilitation of land fill sites.

ACCOUNTING FOR RESERVES / PROVISIONS
3.41 REVALUATION RESERVE

The accounting for the Revaluation Reserve must be done in accordance with
the requirements of GRAP 17.

3.4.2 OTHER RESERVES

The accounting for all other reserves must be processed through the
Statement of Financial Performance. The required transfer to or from the
reserves must be processed in the Statement of Net Assets to or from the
accumulated surplus.

In terms of GRAP1 transactions may be directly appropriated against these
reserves.

3.4.3 PROVISIONS

Provisions are established from contributions appropriated in the annual
budget. Currently, the long term portions of provisions are non-cash funded
and are covered by non-current assets.

SECTION C: REVIEW OF THE POLICY

This policy shall be implemented on 1 July 2017 and shall be reviewed on an
annual basis to ensure that it is in line with the municipality’s strategic
objectives and with legislation.

oo
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INTRODUCTION

In essence a financial plan encompasses the development, implementation and
evaluation of a plan for the provision of basic municipal services and capital assets.
Such a plan aims to help Municipal Councillors and cother decision makers make
informed choices about the provision of basic services and capital assets and fo
promote stakeholder participation in the process.

The financial plan should set out the Municipality's estimated expenditure over the
medium- term, based on its goals and objectives, as well as the resources necessary o
achieve this. In addition, the financial plan must set out where funding for the planned
expenditure will come from.

The compilation of a financial plan is a core component of an Integrated Development
Plan (IDP). The envisaged timeframe allocations for a long term financial plan are:-

1.3.1 Immediate (12 months).
1.3.2 Medium term (3 years).

1.3.3 Long term (4 years onwards).

PURPOSE

The Policy on Long Term Financial Planning is aimed at ensuring that the Municipality
has sufficient and cost-effective funding in order to achieve its long term objectives
through the implementation of the medium term operating and capital budgets. The
purpose of the Policy on Long Term Financial Planning is therefore to:-

2.1.1 Ensure that all long term financial planning is based on a structured and
consistent methodology in order to ensure the long term financial
sustainability of Overstrand Municipality.

2.1.2 Identify capital investment requirements and asscciated funding sources to
ensure the future sustainability of the Municipality;

2.1.3 Identify revenue enhancement and cost saving strategies in order to improve
service delivery at affordable rates; and

2.1.4 Identify new revenue sources as funding for future years.
GUIDING PRINCIPLES
The policy on Long Term Financial Planning is based on the following principles:-

3.1.1 Future financial sustainability;

3.1.2  Annual growth in poputation and consumer base;
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3.1.3 Optimal collection of revenue, taking into consideration the socio economic
environment;

3.1.4 Optimal utilisation of grant funding and public donations; and

3.1.5 Continuous improvement and expansion in service delivery framework.

4, DEVELOPMENT OF A FINANCIAL PLAN
4.1 The phases for development of the Financial Plan are set out below.
Phase — Compile a Status Quo assessment of the
One municipality’s current financial status and key
challenges
Phase —> Conduct financial modelling to determine financial
Two viability
Phase - Analyse outcomes and ratios
Three
Phase - Prepare a iong term financial plan
Four
4.2 Phase One: Status Quo Assessment

4.2.1 Perform a Status Quo assessment under the following criteria:-
(a) The Municipality’s current financial status;

(b) Current revenue sources, internal and externai;
{c) Main cost drivers impacting on the sustainability of the municipality
(d)y Status of municipal infrastructure;
{e) Ability to finance capital expenditure; and
{f) Municipal service delivery backlogs.
4.2.2 The financial viability and creditworthiness of the Municipality is measured against
a number of naticnally recognised key ratios. These key ratios should include for
example the following:-

a) Gross debtors to annual revenue;

b)  Gross Debtors Collection Period (Days);
2
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¢}  Net debtors to annual revenue;
d) Net Debtors Coliection Period {Days);
e) Annual Collection Rate;

f)  Service Charges and Property Rates Revenue Budget Implementation
Indicator;

g) Cash Coverage Ratio;

h)  Personnel Costs to Total Operating Expenditure;
i}  Repairs and Maintenance to PPE;

i) Liquidity Ratio (Current Ratio); and

k)  Net Asset Position.

4.2.3 The objective of the status quo report is to assess the current financial position
and to identify the key challenges faced by the Municipality. The status quo
report will aim to identify issues which impact on the overall financial stability of
the Municipality and will include a historical analysis and assessment of financial
results {(based on financial statements).

4.2.4 The first phase has been completed.
Phase Two: Planned Finance and Financial Modelling

4.3.1 Upon completion of the status quo assessment, resulting in an
understanding of the Municipality's financial position, the next phase is to
determine the Municipality’s financing need over the medium-term.

4.3.2 This entails determining what expenditure the Municipality plans to undertake over
the medium-term and what its financing requirements are likely to be and how
these can be funded either internally or externally.

4.3.3 As the Municipality evolves and expands its service delivery framework, so do
those of the National Government. Long term community development and
economic development projects will therefore also be included under this phase.

4.3.4 The second phase has been completed.
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44  Phase Three: Analyse Outcomes and Ratios

4.4.1 Evaluate the short-term financial viability (6 months o 12 months):-

(a)

(b)

(c)

(d)

(e)

Develop a financial forecast model to identify immediate opportunities and
risks;

Perform scenario planning to identify the optimum balance between revenue
collection and municipal spending; taking into account the following:-

Potential revenue enhancement strategies which may have an immediate
impact on the revenue base of the Municipality,

Evaluate cost saving mechanisms to minimise the cost of effective service
delivery;

Current infrastructure investments and maintenance programs which may
influence revenue streams or the cost of service delivery,;

4.4.2 Evaluate the medium and long term financial viability (1 year to 10 years):-

(a)
(b)

Develop a financial forecast model to idenfify future opportunities and risks;

Perform scenario planning to identify the optimum balance between revenue
collection and municipal spending, taking into account the following:-

i. The impact each scenaric has on the financial viability ratios of the
Municipality;

ii. Potential revenue enhancement strategies which may have a long
term impact on the revenue base of the Municipality;

iii. Cost saving mechanisms to minimise the cost of effective service
delivery; taking into account potential infrastructure developments and
renewals;

iv. The impact of current infrastructure investments and maintenance
programs on future revenue streams or cost of service delivery;

v. The impact of envisaged future infrastructure investments on the
revenue stream and cost of service delivery; and

vi. The impact of national and municipal pricrities over the medium and
long term.

4.5 Phase Four: Develop a Long Term Financial Pian

4.5.1 Once the Municipality has finalised the prioritisation of initiatives and projects; a
comprehensive long term financial plan will have to be developed to

4
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indicate the envisaged impact it will have on the financial status of the
Municipality. An overall financial forecast will then have to be done in order to
fllustrate the projected resuit of the implementations throughout the five year
period.

Although a long term financial plan provides a forecast of potential outcomes, it
has to be emphasised that the success of the financial plan remains in continuous
revision. As is the case with any forecast model, the financial plan should be
seen as a moving target and should be subject to honest and realistic
assessments of successes and failures on a regular basis.

The fourth phase invoives finalising a medium-term income and expenditure plan
based on the various alternative service delivery options,

A key component in determining future options, potential problems and
opportunities is the forecast of revenues and expenditures. The revenue and
expenditure plan essentially invelves combining the forecasting of revenues and
the forecasting of expenditures into a single financial forecast.

Finalisation of the Financial Plan includes collating all short, medium and
long term financial data and develop a long term financial pian that:-

(a) Identifies future revenue projections based on current and projected revenue
streams, as well as those projects required to achieve these projections;

(b) Identifies future expenditure frameworks and cost of service delivery based
on current and projected expenditure patterns;

(c) Identifies the level of infrastructure development required to achieve the
municipal priorities, within the funding restrictions; and

(d) Identifies external funding requirements required for capital investment.

ANNUAL REVIEW

The financial plan must be reviewed on an annual basis as part of the annual review of
the IDP and updated with at {east the following information:-

511

5.1.2

51.3

any direct change in financial status or internal factors, other than previously
predicted, which may influence the financial status and viability of the Municipality;

any changes in the economic and socio economic environment, other than
previously predicted, which may influence the financial status of the Municipality;

any changes in the revenue base or composition which may have an impact on the
financial viability of the Municipality;

any changes in the national or municipal priorities as previously identified; and

5
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5.1.5 any factors which may have an impact on the ability to implement

previously identified projects.

IMPLEMENTATION AND REVIEW OF THIS POLICY

This policy shall be implemented on 1 July 2017 and shall be reviewed on an annual
basis to ensure that it is in line with the municipality’s strategic objectives and with

legislation.
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