41

AT THE HEART OF (T ALL

Members are kindly requested
to retain this annexure for use
with the minutes

MANGAUNG /)

ANNEXURE

MANGAUNG METROPOLITAN
COUNCIL
VOLUME 1

1. ITEM 15.2 (PAGES 50 — 78)
2. ITEM 15.3 (PAGES 1 - 67)

TUESDAY
JANUARY 31, 2017

— T — el —

'MANGAUNG
METROPOLITAN
MUNICIPALITY

Bram Fischer Building
BLOEMFONTEIN
JANUARY 20, 2017






MANGAUNG

METRC MUNISIFRLITEIT

LEKGEOTLA LA maOTSE

DIRECTORATE

FINANCE

‘ 20 January 2017
To : The Speaker

Cllr M. Siyonzana .
- WRITING-OFF OF HOUSING SELLING SCHEMES AND ERVEN LOANS

1 PURPOSE

To obtain approval for long-term housing selling scheme and erven loans to be write-
off.

2 STRATEGIC INTENT

To ensure that only recoverable debts are accounted and reported on.

3 FOR DECISION / CONSIDERATION BY

Finance Portfolio Committee/ MAYCO/ Council

4 EXECUTIVE SUMMARY

Section 64 (2) (a) of the Municipal Finance Management Act, 2003 (Act No. 56 of 2003)
requires that, in managing the revenue of the municipality, the municipal manager
should take all reasonable steps to ensure that the municipality has effective revenue
collection systems consistent with the Municipal Systems Act, 2000 (Act No. 32 of
2000) and the municipality’s credit control and debt collection policy.

Section 96 (a) of the Municipal Systems Act, 2000 (Act No. 32 of 2000)
requires that a municipality must collect all money that is due and payable to it subject
to the Act and any other applicable legislation.

This report contains the recommendations toc council on the corrective measures which
management proposes to decrease the debt book of the municipality. An assessment
was performed on certain categories of debt in order to clean the debt book as well as
to deal with irrecoverable debt. This is also in response to an exception as raised by
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the Auditor General with regards to the availability of documentation/evidence for these
debt.

DISCUSSION

In terms of Section 96 of the Local Government: Municipal Systems Act, 2000, a
Municipality -

(a) must collect all money that is due and payable to it, subject to this Act and any other
applicable legislation; and

(b) for this purpose, must adopt, maintain and implement a credit control and debt
collection policy, which is consistent with its rates and tariff policies and
complies with the provisions of this Act.

The Municipal Finance Management Act, 2003, (hereinafter referred to as
‘the MFMA)’stipulates in section 64 that an accounting officer of a
Municipality is responsible for the management of the revenue of the
municipality and must take all reasonable steps to ensure-

a) that the municipality has effective revenue collection systems consistent with
section 95 of the Municipal Systems Act and the municipality's credit control
and debt collection policy; *

The Municipality has an approved Debt coliection and Credit control policy
and is legislated by the stipulation of section of the Locali Government
Ordinance, No. 8 of 1962, which reads as follows:

The Municipal Finance Management Act, 2003, (hereinafter referred to as “the
MFEMA)"stipulates in section 164 that the following are forbidden activities:

(1) No municipality or municipal entity may

(a) conduct any commercial activities

(i) otherwise than in the exercise of the powers and functions assigned to it
in terms of the Constitution or national or provincial legislation; or

(i) outside the borders of the Repubilic;

(b) provide a municipal service in an area outside its jurisdiction except with the
approval of the council of the municipality having jurisdiction in that area; or
(c) make loans to

(i) councillors or officials of the municipality;

(i) directors or officials of the entity; or

(iii) members of the public.

The purpose of the report is to provide the Council with a brief summary of the status
quo regarding consumer debt and measures that can be put in place to ensure
compliance to applicable legislation.
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5.1. CONSIDERATION OF IRRECOVERABILITY

1.) The Council may resolve to write off irrecoverable debt. The first question to
consider would be what “irrecoverable” means. It is proposed that debt should be
considered as irrecoverable if:

a) legal action has been exhausted and the Municipality is still unable to secure
payment of the outstanding debt; or

b) the success of future legal action by the Municipality to recoup the outstanding
debt is compromised due to actions or inactions by the Municipality ; or

c) the costs of instituting legal action for the recovery of the outstanding debt
would be higher than the value of the outstanding debt; or

d) the debtor in question cannot be traced and a tracing agency has rendered a
non-traceable report on the debtor in question; or

e) if the amount outstanding is the residue after payment of a dividend in the rand
from an insolvent estate; or

f) adeceased estate is insolvent and has no liquid assets to cover the
outstanding amount; or

g) a competent Plea of Prescription’ has been raised by the defendant in the
Plea, or alternatively if the Plea of Prescription is raised ex facie the Plea but
carries the real risk that it would be upheld if raised properly in the Plea; or

h) if, as a result of the lack of evidence, it is not possible to prove the debt
outstanding; or

i) if the outstanding amount is due to an irreconcilable administrative error by
the municipality; or

j) if the Sheriff of the Court has rendered a Nulla Bona return on movables and
the debtor has no immovable property;




k) if the amount outstanding is the residue after payment of an amount is received
as per a settlement agreement concluded between the Municipality and the
debtor; or

[y if the Municipality decides in its discretion to write off the debt of certain
categories of debtors, from time to time, due to the specific nature, function or
business of such a debtor.

The proposed category of debtors in the paragraph above includes social,
community and education based organisations that became indebted to the
Municipality. The writing-off of this debt should not be regarded as being automatic
or should set a precedent for similar organisations not to pay their municipal debt,
but from time to time the Council may resolve to write off the debt owed to it by
schools, hospices, créches, churches, welfare organisations, cultural organisations,
quasi-government organisations, section 21 companies, etc. The municipality might
be able to secure an attachment of the movable assets of these organisations, but
the question should be asked whether the Municipality really would sell the assets
of a school, hospice, or orphanage and thereby make their future functioning or
existence practically impossible. With the decision in these circumstances the
Council must act fairly and equitably towards all similar debtors at that proposed
stage of write off.

2.) The above factors do not constitute an exhaustive list of factors that may be
taken into account, and the Council may, in its opinion, consider any other factor.

3.) In exercising its discretion, the Council must act lawfully and reasonably having
regard to the principles of fairness and equity.

4.) A request by a debtor to write off an amount or amounts as bad debt  must be
made in the form of a submission or motivation and the Chief Financial Officer may
prescribe a required form, from time to time, to be completed by the debtor or his
or her representative.

5.) In making a submission for a debt write off, the official involved with the debt
collection shall take all necessary and reasonable steps to ensure compliance with
the Debt Collection and Credit Control Policy and shall take all necessary and
reasonable steps in the detection of fraudulent activity.

6.) An official who knowingly participates in fraudulent conduct with an account holder
in the write off of a debt shall be subjected to the disciplinary action as set out in
the relevant Disciplinary Code of Conduct, as well as civil or criminal prosecution
in a competent court of law.
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5.2. PROPOSED WRITE OFF

5.2.1. Background information

One of the key objectives of the Finance Department is to ensure that the debt book
is kept in check and irrecoverable debt is dealt with.

Therefore the following functions are performed by the Finance Department to

ensure adherence to these objectives:

- Reviewing the transactions processed for all debtors to analyse their accuracy
and appropriateness;

- ldentify debt which is prescribed;

- Evaluate the root causes for the long outstanding debt and to take necessary
measures in reaction to those causes;

- Recommend to council the corrective actions to be taken.

As part of performing the procedures noted above, the following items have been
identified requiring the attention of council for potential write off:

Long-term housing selling scheme loans/erven loans

(a) Long-term housing selling scheme loans are those loans that were granted to
qualifying individuals and public organisations in terms of the housing program.
These loans are long term in nature and payable over a period of 20 years. All
these loans were given prior to 2003 when the MFMA came into effect.

(b) Erven Loans are those loans that were granted to the public for the sale of erven
that were repayable over a period not exceeding 5 years.

When the Municipal Finance Management Act No. 56, 2003 came into effect, section
164 (1)(c) forbid the municipality to make any new loans to:

- Councillors or officials of the municipality;
- Directors or officials of the entity; or
- Members of the public.

The municipality has become aware that for the majority of these loans, title deeds
have already been issued to the holders of these loans and therefore all the rights



related to these properties have been transferred to the new owner. Therefore in these
circumstances, the municipality does not have a right to the benefits of these loans

anymore.

In response to the above, the municipality embarked on an exercise to determine the
rights and recoverability of these loans as per the steps below.

5.2.2.

Method and assumptions used

Long-term housing selling scheme loans/erven loans:

The following method was used to determine which accounts of the long-term housing
selling scheme loans/erven loans needs to be considered for write off:

5.2.3

A)

Firstly; a deeds search was performed on all of the loans. If the deeds title was not
in the name of the municipality anymore, the municipality does not have the right
to the benefits of the loan and therefore all these loans needs to be considered for
write off. If the deeds title is still in the name of the municipality, the recoverability
of the loans were considered for further evaluation on the steps below;
Secondly; consideration was made to check availability of necessary supporting
documentation/evidence for these loan. If no documentation could be verified, the
account was noted as a potential write off, otherwise it was not considered for write
off;
Thirdly; the payments for the last 2 financial years were considered. The method
used was as follows:
o If more than 5 (five) payments were made in any of the two preceding
financial years, it would not be considered for write off; or
o If more than 8 (eight) payments were made in the preceding financial years,
it would not be considered a write off; and
o If the payments were significant versus the outstanding balance (more than
20%) of the loan, these loans were individually considered for write off.
Only if both of the second and third considerations are applicable would the
account be recommended for write off.

Way forward

Long-term housing selling scheme loans/erven loans:

It is recommended that council approve the write off of the following debt for long-
term housing selling schemes and erven loans:
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Description | Total amount | Total amount { Total Reference
as per age |to be written | number of
analysis off accounts

Loans where | 39 519 307.84 | 39 519 307.84 | 941 Annexure

the title deeds A1

have been

issued

Loans where | 5559 976.60 5 559 976.60 147 Annexure

title deeds A2

have not been

issued -

Collectability

test

; .
Totals 45 079 284.44 | 45 079 284,44 | 1 088

Annexures A1 and A2 reflects the detail of the accounts to be written off.

LEGAL IMPLICATIONS

Municipal Finance Management Act 56 of 2003
Local Government Municipal Systems Act 32 of 2000

Prescription Act, 1969 (Act 68 of 1969)

The Municipal Finance Management Act, 2003, (hereinafter referred to as “the
MFMA)’stipulates in section 64 “that an accounting officer of a Municipality is responsible
for the management of the revenue of the municipality and must take all reasonable steps
to ensure that the municipality has effective revenue collection systems consistent with
section 95 of the Municipal Systems Act and the municipality’s credit control and debt
collection policy”.
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7 FINANCIAL IMPLICATIONS

Debt to be written off from debtors book is as follows:

Total amount to be written off

Total number of accounts

R 45079 284.44

J1088

8 RECOMMENDATIONS

That all prescribed and irrecoverable long-term housing selling scheme loans/erven loans
mentioned on paragraph 5 and 7 above, be written-off.

Submitted by:

(i

Recommended by:

A

Mr ME. Mefilahlo

Chief Financial Officer

Adv,/T/B. Mea
Acting City Manager

\/CI 0 amleli

Executive Mayor
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