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12.7 DEBT MANAGEMENT AND FUNDING REQUIREMENTS
12.7.1 Introduction
Based on the debt maturity profile and cumulative debt curve, the following key issues have been identified and are taken into account in terms of creating the short, medium and long-term funding strategy:
1. Capital structure

A key principle to managing the outstanding debt is to target the optimum capital structure of 70 % fixed and 30 % floating so as to minimise volatility of both the tariff and income statement. 

2. Asset/liability matching

A further key principle to managing Umgeni Water’s debt is to match the maturity dates and quantum of debt outstanding in any year to the free cash generated by operations after servicing interest and operational expenditure.  There still exists a mismatch between liabilities and free cash.  This needs to be pro-actively managed on an ongoing basis.

3. Optimal Debt Level 

The key driver in determining the optimal level of debt for Umgeni Water was the ability to service debt given the cashflows generated after capital expenditure.  A best-case scenario is that for every R1 of debt to be repaid, there is R1.40 of operational cash flow after capital expenditure to fund the repayment.  
4. Redemption portfolio

Having debt with large bullet repayments, such as the UG65 bond, exposes Umgeni Water to forward starting interest rate and refinancing risk.  These risks can be eliminated through redemption portfolio management. 

12.7.2 Funding Strategy
Table 12-23: Funding requirements (2009/10 to 2014/15)

	Funding Requirements
	Short term

(R’m)
	
	Medium Term

(R’m)
	Long  Term

(R’m)

	Financial Year 
	F10
	F11
	F12
	F13
	F14
	F15

	Operational Cashflows 
	 768 
	 682 
	 658 
	 700 
	 774 
	 821 

	Capex (Escalated)
	 (557)
	 (816)
	 (712)
	 (509)
	 (497)
	 (494)

	Net Operating Cashflow (shortfall) after Capex
	 211 
	 (134)
	 (54)
	 191 
	 277 
	 328 

	Refinance - Capital (existing Debt)
	(1,182)
	 (113)
	 (119)
	 (121)
	 (108)
	 (112)

	UG21
	 600 
	- 
	- 
	- 
	- 
	- 

	EIB*
	 
	 238 
	 95 
	 (17)
	 20 
	 (19)

	Refinance - Finance costs (existing Debt)
	(8)
	 (20)
	 (24)
	 (24)
	 (11)
	 10 

	UG21
	- 
	 (64)
	 (64)
	 (64)
	 (64)
	 (64)

	EIB
	 
	(7)
	 (21)
	 (29)
	 (27)
	 (29)

	Funding Requirements
	 (379)
	 (101)
	 (186)
	 (65)
	 86 
	 113 

	Redemption Portfolio - UG65
	 640 
	- 
	 
	 
	 
	 

	Redemption Portfolio - New bond
	 
	 
	 
	 
	 
	 

	Redemption Portfolio – Interest
	 
	 
	 
	 
	 
	 

	Net Annual Incremental Funding Requirement
	 262 
	 (101)
	 (186)
	 (65)
	 86 
	 113 

	
	
	
	
	
	
	

	Net (Funding) Investing requirements
	
	
	
	
	
	

	Opening Balance Call investments
	 370 
	 632 
	 531 
	 345 
	 280 
	 367 

	Closing Balance 
	 632 
	 531 
	 345 
	 280 
	 367 
	 480 


* European Investment Bank

Short term funding strategy: FY10 to FY12
· During F’10 a Three Billion Rand Domestic Medium Term Note programme was established allowing for short term paper and longer dated debt such as bonds to be issued with relative ease.

· The incremental funding requirement in F’11 and F’12 will be adequately covered from the call investments on hand, which were primarily derived from the funds obtained on the R 600 million UG21 bond issued in F’10 and R 400 million funding will be obtained from the proposed European Investment Bank (EIB) loan.

· All surplus cash is to be invested in short term financial assets (three to six-month term deposits).
· The net investing (funding) portion excludes the R 200 million liquidity buffer as reflected in the balance sheet.
Medium-term: FY13 to FY15
The medium term funding requirements indicate that Umgeni Water will not require additional borrowings above the EIB drawdown in F’14 and that it holds sufficient funds to cover any incremental funding.
Table 12-24: Funding requirements (2009/10 to 2014/15)

	
	Rand (millions)

	FUNDING REQUIREMENTS
	L/Term
	L/Term
	L/Term
	L/Term
	L/Term
	L/Term

	Financial Year     
	F15
	F16
	F17
	F18
	F19
	F20

	Operational Cashflows 
	821 
	876 
	 976 
	 1,054 
	 1,131 
	 1,210 

	Capex (Escalated)
	(494)
	 (1,167)
	(1,233)
	 (942)
	 (781)
	(1,482)

	Net Operating and Capex cash flow
	328 
	(291)
	 (256)
	 112 
	 350 
	 (272)

	Refinance - Capital (existing Debt)
	(112)
	(118)
	 (117)
	 (220)
	 (260)
	(4)

	UG21
	- 
	- 
	- 
	- 
	- 
	- 

	EIB*
	 (19)
	 (19)
	 (19)
	 (19)
	 (19)
	 (19)

	Refinance - Finance costs (existing Debt)
	10 
	 (5)
	 (50)
	 (85)
	 86 
	 (90)

	UG21
	 (64)
	 (64)
	 (64)
	 (64)
	 (64)
	 (64)

	EIB
	 (29)
	 (27)
	 (26)
	 (24)
	 (22)
	 (21)

	Funding Requirements
	113 
	(524)
	 (532)
	 (300)
	 71 
	 (470)

	Redemption Portfolio - UG65
	 
	 
	 
	 
	 
	 

	Redemption Portfolio - New bond
	 
	 
	 (48)
	 (155)
	 (195)
	 398 

	Redemption Portfolio – Interest
	 
	 
	 
	 
	 
	 43 

	Net Incremental Funding 
	113 
	(524)
	 (580)
	 (455)
	 (124)
	 (29)

	Requirement p.a.
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	Net (Funding) Investing requirements
	 
	 
	 
	 
	 
	 

	Opening Balance Call investments
	367 
	480 
	 (45)
	 (625)
	(1,080)
	(1,204)

	Closing Balance 
	480 
	 (45)
	 (625)
	(1,080)
	(1,204)
	(1,233)


* European Investment Bank

Long-term: FY15 onwards

The current projections reflect that Umgeni Water will in the long term require additional long term funding to provide for its next phase of high capital expenditure.

12.7.3 Terms and Conditions on which money is borrowed
The terms and conditions on which money is borrowed differ according to loan agreements and bond issues.  Bank committed facilities offered can be for a full twelve months or for a specified seasonal period.  This committed facility would attract a facility fee on any unutilised balances during the agreed period only.  Accessing the uncommitted facility will be subject to Umgeni Water giving the relevant banks at least forty eight hours notice in order that the bank may obtain the necessary credit approval to make the funds available to Umgeni Water.

A summary of the various funding facilities that Umgeni Water currently has and major conditions relating to those facilities are as per Table 12-25.
12.7.3.1 Bank Funding
Table 12-25: Bank Funding Facilities
	Bank
	Type of facility
	Committed
	Uncommitted

	FNB
	Working capital facility
	R100 million
	

	RMB
	Multipurpose Treasury Facility
	
	R100 million

	Standard Bank
	General banking facility
	R50 million
	

	Investec 
	General credit facility
	
	R50 million

	ABSA
	Overnight facility
Bridging facility
	R65 million

R300 million
	

	Nedbank
	General banking facility
	
	R 49,9 million


First National Bank

Instruments available under the short-term direct facility are:

· Overdraft – prime less 1% up to R10 million, thereafter prime;

· Corporate term loans – negotiable rate;

· Bankers acceptances (Acceptance credits) – negotiable rate;

· Promissory Notes – negotiable rate;

· Offshore Finance – negotiable rate; and

· Call loans – negotiable rate.

Standard Bank

Instruments available under the general short-term bank facility are:

· Overdraft – prime;

· Call loans – negotiable rates;

· Short-term loans – negotiable rates;

· Revolving acceptance credit facility and foreign currency finance facility;

· Offshore trade and working capital loans; and

· Other instruments – as offered by the bank.

Investec Bank

Instruments available under the general credit facility are:

· Bank call facility – negotiable rates;

· Foreign financing facility – negotiable rates; and

· Foreign exchange dealing facility – negotiable rates.

ABSA Bank

Instruments available under the general credit facility are:

· Bank call facility – negotiable rates; and

· Call bonds – negotiable rates.

12.7.3.2 Annuity Loans
Terms, conditions and maturity are specific to each loan agreement.  The most significant loans and the balances as at 30 June 2010 (forecast) are: loan 71, which is the DBSA fifteen-year loan at, R 547million; and loan 73, which is the DBSA ten-year loan, at R 243 million. 

12.7.3.3 Capital Market Bonds
Domestic Medium Term Note (DMTN) Programme
The DMTN Programme was established to fund long term capital expenditure requirements and to fund short term working capital requirements.  The DMTN Programme was completed and signed off on 25 November 2009.

Under this DMTN Programme, Umgeni Water may from time to time issue unsecured or secured registered notes of any kind, in an aggregate outstanding nominal amount which will not exceed R 3 billion.
Notes may comprise without limitation:
· Fixed rate, floating rate, mixed rate, zero coupon notes or a combination of such foregoing notes or any other type of notes determined by Umgeni Water and the relevant dealers.
Interest rate

The interest rate will be determined at the time of issuance of notes and will be specified in the Applicable Pricing Supplement.

Maturity

The Notes are not subject to any minimum or maximum maturity.
Issuance of UG21 bond under the DMTN Programme

On 02 March 2010, after a very successful road show, Umgeni Water issued a R 600 million unsecured fixed rate bond, the UG21, at an interest rate of 10.70 %, under the DMTN Programme.
The UG21 falls due on 02 March 2021 and interest payments are due on 02 March and 02 September each year.

The UG21 was oversubscribed at the time of issuance.
12.7.3.4 Development Funding Institutions
Proposed European Investment Bank (EIB) Loan

The due diligence for Umgeni Water was completed during 2009 and the Board of the EIB, in principle, approved the R 400 million twenty-year loan, on the 7 December 2009.  The Contract Agreement is still being finalised. 

12.8 PROPOSED BORROWINGS

12.8.1 Borrowings Domestic and Foreign
Short-term borrowings consist mainly of the portion of long term debt falling due within one year.  In F’09, there is a significant increase in the short-term borrowings due to the UG65 bond redemption in the following year (F’10).

Table 12-26: Proposed total borrowings
	Date of BORROWING 
	TOTAL GROSS

BORROWING 
	 TOTAL PORTION  IN RANDS

	
	
	 LONG TERM 
	 SHORT TERM 

	 
	Actual
	Actual
	Actual
Total Short term
	Short-term portion of long term debt
	Short-term borrowings

	2007/2008
	2,078,337,303 
	1,976,783,560 
	 - 
	 - 
	101,553,743 
	101,553,743 
	- 

	2008/2009
	1,978,904,300 
	 917,448,873 
	 - 
	 - 
	1,061,320,091
	 1,061,320,091 
	- 

	
	Projected
	Projected
	Proposed
	Total
	Projected
	Projected
	Projected

	2009/2010
	1,517,584,209 
	 800,302,212 
	600,000,000 
	1,400,302,212 
	117,281,997 
	117,281,997 
	- 

	2010/2011
	1,637,885,541 
	1,277,244,543 
	225,704,163 
	1,502,948,705 
	134,936,836 
	134,936,836 
	- 

	2011/2012
	1,609,974,821 
	1,365,120,053
	101,674,816
	1,466,794,869 
	143,179,952 
	143,179,952 
	- 

	2012/2013
	1,466,794,869 
	1,336,427,700 
	 - 
	1,336,427,700 
	130,367,169 
	130,367,169 
	-

	2013/2014
	1,373,668,255 
	1,206,933,364 
	35,378,527
	1,242,311,891 
	131,356,364 
	131,356,364 
	- 

	2014/2015
	1,242,311,891 
	1,105,044,774 
	 - 
	1,105,044,774 
	137,267,117 
	137,267,117 
	- 


Table 12-27: Borrowing programme in Rands - Foreign
	 Date of BORROWING 
	TOTAL GROSS

BORROWING 
	 FOREIGN PORTION IN RANDS

	
	
	 LONG TERM 
	 SHORT TERM 

	 
	Actual
	Actual
	Actual
Total Short term
	Short-term portion of long term debt
	Short-term borrowings

	2007/2008
	-
	- 
	- 
	- 
	- 
	- 
	- 

	2008/2009
	- 
	- 
	- 
	- 
	 -
	 - 
	- 

	
	Projected
	Projected
	Proposed
	Total
	Projected
	Projected
	Projected

	2009/2010
	
	-
	-
	-
	-
	-
	-

	2010/2011
	237,583,329 
	 -
	225,704,163 
	225,704,163 
	11,879,166 
	11,879,166 
	-

	2011/2012
	332,730,284 
	213,824,996 
	101,674,816 
	315,499,812 
	17,230,472 
	17,230,472 
	-

	2012/2013
	315,499,811 
	298,269,340
	- 
	298,269,340
	17,230,471
	17,230,471 
	-

	2013/2014
	335,509,895 
	281,038,869 
	35,378,527 
	316,417,396 
	19,092,499 
	19,092,499 
	-

	2014/2015
	316,417,396 
	297,324,897
	 - 
	297,324,897
	19,092,499 
	19,092,499 
	-


* The loans are denominated in South African Rands and thus there is no currency risk
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Table 12-28: Borrowing programme –Domestic 
	Date of BORROWING 
	TOTAL GROSS

BORROWING 
	DOMESTIC  PORTION  IN RANDS

	
	
	 LONG TERM 
	 SHORT TERM 

	 
	Actual
	Actual
	Actual
Total Short term
	Short-term portion of long term debt
	Short-term borrowings

	2007/2008
	    2,078,337,303 
	1,976,783,560 
	                   -   
	                         -   
	101,553,743 
	101,553,743 
	 - 

	2008/2009
	    1,978,768,965 
	917,448,873 
	                   -   
	                         -   
	1,061,320,091 
	1,061,320,091 
	 - 

	
	Projected
	Projected
	Proposed
	Total
	Projected
	Projected
	Projected

	2009/2010
	    1,517,584,209 
	800,302,212 
	600,000,000 
	1,400,302,212 
	117,281,997 
	117,281,997 
	 - 

	2010/2011
	    1,400,302,212 
	1,277,244,543
	-
	1,277,244,543
	123,057,670 
	123,057,670 
	 - 

	2011/2012
	    1,277,244,537 
	1,151,295,057
	-
	1,151,295,057
	125,949,480 
	125,949,480 
	 - 

	2012/2013
	    1,151,295,058 
	1,038,158,360
	-
	1,038,158,360
	113,136,698
	113,136,698
	 - 

	2013/2014
	    1,038,158,360 
	925,894,495
	-
	925,894,495
	112,263,865 
	112,263,865 
	 - 

	2014/2015
	925,894,495 
	807,719,877
	                   -   
	807,719,877
	118,174,618 
	118,174,618 
	 - 


12.8.2 Maturity Profile of Debt

The maturity profile (Table 12-29) indicates the short and long term borrowings.

Table 12-29: Maturity profile of debt (Balance Sheet)
	Maturity Profiles - Investment and Debt

 

 

 

 

 

 

 

 

	Investment maturity structure (R'm)
	F'08
	F'09
	F'10
	F'11
	F'12
	F'13
	F'14
	F'15

	< 1year
	501 
	1,213 
	860 
	759 
	573 
	508 
	595 
	708 

	 
	53%
	98%
	98%
	98%
	98%
	99%
	100%
	100%

	1-5 years
	440 
	22 
	19 
	14 
	10 
	 5 
	- 
	- 

	 
	47%
	2%
	2%
	2%
	2%
	1%
	0%
	0%

	5-10 years
	 - 
	- 
	- 
	- 
	- 
	- 
	- 
	- 

	 
	0%
	0%
	0%
	0%
	0%
	0%
	0%
	0%

	+10 Years
	 - 
	- 
	- 
	- 
	- 
	- 
	- 
	- 

	 
	0%
	0%
	0%
	0%
	0%
	0%
	0%
	0%

	Total Investments
	 941 
	 1,236 
	 878 
	 773 
	 583 
	 513 
	 595 
	 708 

	Debt maturity structure (R'm)
	F'08
	F'09
	F'10
	F'11
	F'12
	F'13
	F'14
	F'15

	< 1year
	102 
	1,061 
	117 
	135 
	143 
	130 
	131 
	137 

	 
	5%
	54%
	8%
	8%
	9%
	9%
	10%
	11%

	1-5 years
	 1,433 
	275 
	533 
	593 
	534 
	525 
	417 
	903 

	 
	69%
	14%
	35%
	36%
	33%
	36%
	30%
	73%

	5-10 years
	470 
	417 
	267 
	834 
	769 
	704 
	700 
	119 

	 
	23%
	21%
	57%
	51%
	48%
	48%
	51%
	10%

	+10 Years
	 74 
	226 
	600 
	76 
	164 
	107 
	126 
	83 

	 
	4%
	11%
	0%
	5%
	10%
	7%
	9%
	7%

	Total Borrowings
	2,079 
	 1,979 
	 1,517 
	 1,638 
	 1,610 
	 1,466 
	 1,374 
	 1,243 

	Net Borrowings
	1,137 
	 743 
	 639 
	 865 
	 1,027 
	 953 
	 779 
	 535 

	Long - term debt (>1 year)
	1,977 
	 918 
	1,400 
	1,503 
	1,467 
	1,336 
	1,243 
	1,106 

	Movement
	-4.0%
	-53.6%
	52.5%
	7.4%
	-2.4%
	-8.9%
	-7.0%
	-11.0%

	Short - term debt (<1 year)
	 102 
	1,061 
	 117 
	 135 
	 143 
	 130 
	 131 
	 137 

	Movement
	-15.6%
	945.1%
	-88.9%
	15.1%
	6.1%
	-8.9%
	0.8%
	4.5%
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Table 12-30: Fixed versus Floating Debt
	Fixed vs Floating
	 F'08
	 F'09
	 F'10 
	 F'11 
	 F'12 
	 F'13 
	 F'14 
	 F'15 

	Fixed
	Rand
	1,561,507,126 
	1,503,543,294
	1,067,585,477 
	1,237,886,809 
	1,259,976,089 
	1,166,658,979 
	1,123,532,367 
	1,042,176,003 

	
	%
	74.1%
	75.0%
	70.3%
	75.6%
	78.3%
	79.5%
	81.8%
	83.9%

	Floating
	Rand
	564,222,400 
	500,000,000 
	450,000,000 
	400,000,000 
	350,000,000 
	300,000,000 
	250,000,000 
	200,000,000 

	
	%
	25.9%
	25.0%
	29.7%
	24.4%
	21.7%
	20.5%
	18.2%
	16.1%

	Total
	Rand
	2,125,729,526
	2,003,543,294
	1,517,585,477 
	1,637,886,809 
	1,609,976,089 
	1,466,658,979 
	1,373,532,367 
	1,242,176,003 


Figure 12-7: Debt Maturity structure
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12.8.3 Analysis of Funding Against Approved Borrowing Limits
In preparing the funding strategy, cognisance was taken of the level of gross debt against the unconditional borrowing limit set by the Department of Water Affairs and National Treasury which is R 2,800 million for F’10 and R 1,800 million for F’11.
Figure 12-8: Analysis of funding against approved borrowing limits


Table 12-31: Gross Borrowings (R’m)

	Borrowing Limit
	F10
	F11
	F12
	F13
	F14
	F15
	F16
	F17

	Gross Borrowings
	 1,518 
	 1,638 
	 1,610 
	 1,467 
	 1,374 
	 1,242 
	 1,150 
	 1,594 

	 
	 
	 
	 
	 
	 
	 
	 
	 

	At Peak
	 973 
	 
	 
	 
	 
	 
	 
	 

	Contingencies
	 25 
	164 
	 161 
	 147 
	 137 
	124 
	115 
	159 

	TOTAL GROSS BORROWINGS
	 2,515 
	 1,802 
	 1,771 
	 1,613 
	 1,511 
	 1,367 
	 1,265 
	 1,753 

	Approved borrowing Limit
	 2,800 
	 1,800 
	
	
	
	
	
	

	(Over) Under utilisation
	 285 
	 (2)
	 29 
	 187 
	 289 
	433 
	535 
	47 


The borrowing limits of R 2,800 million and R 1,800 million were approved by National Treasury as per the approval letter dated 15 December 2009. 
12.8.4 Debt Curve
Figure 12-9: Comparison of gross Debt Budget F’10 to Budget F’11

The shift in long-term borrowings arises primarily from the reduction in volumes sales and the thirty-year increase in Capex.
Figure 12-10: Comparison of net Debt Budget F’10 to Budget F’11

12.9 FINANCIAL RISK

Umgeni Water assumes a low risk tolerance approach to risk.  The three risks described in the sections that follow have been identified as specific treasury risks and are managed proactively to ensure their timely mitigation.
12.9.1 Sustainable Tariff
An unsustainable tariff will affect Umgeni Water’s ability to fund future capital expenditure programmes and undertake operational expansion.  This risk impacts on the organisation’s ability to deliver on its financial strategies, namely, ‘Contribute to an Affordable Tariff’.

Mitigation approach

Umgeni Water monitors and reports on cashflow funding requirements and maintains optimal debt levels, has a transparent and formalised tariff policy, together with a robust tariff model. The organisation undertakes water demand planning, liaises with stakeholders to obtain commitment to the capital expenditure programme and subsequently undertakes project evaluation to assess sustainability of the programme.

12.9.2 Liquidity Risk
Liquidity risk will result in Umgeni Water being unable to raise sufficient funds in the required currency and at the correct time to meet its financial obligations.  This will impact on the organisation’s ability to achieve its financial strategies, namely, ‘Enhance Shareholder Value’.
Mitigation approach

To mitigate liquidity risk, Umgeni Water has:
· Short-term funding facilities to meet ongoing cash requirements for which facility options are in place with four banks (FNB, Standard, ABSA, Nedbank);
· A Domestic Medium Note (DMTN) Programme has been established allowing for longer dated debt such as bonds to be issued with relative ease;
· Provided for a R 200 million cash buffer investment to cater for delayed payments by its customers;
· A redemption strategy framework, which provides guidelines for managing the risks associated with refinancing large debt maturities (such as the UG65 bond).  The build-up in the redemption portfolio over a three-year period is: 10 % of the capital redemption value three years before maturity, 40 % two years before maturity, 75 % a year before maturity, and the balance of 25 % is funded during the year of maturity; and
· Borrowing limits approved by National Treasury, which are currently:  R 2,800 million for F’10, and R 1,800million for F’11.

12.9.3 Credit Risk
Credit risk concentration will result in Umgeni Water being exposed to counter-party failure.  This has the potential to impact on the organisation’s ability to ‘Maintain an Optimal Debt Level, amongst its other strategies.

Mitigation approach

Umgeni Water will:
· According to its Investment Policy, mitigate credit risk by conducting transactions only with counter parties and issuers who satisfy soundly based and acceptable assessment processes, and only after formal limits have been set.  In addition, same-day settlement limits will be set wherever possible and/or strict settlement procedures set and adhered to, and 

· Continue monitoring of the credit quality of counterparties. 
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Edited page 106 on 22 June 2010.


Changes to Table 12-28: Borrowings.


To correct projections for 2011/12, 2012/13 & 2013/14.


Due to incorrect borrowings allocation.





Edited page 105 on 22 June 2010.


Changes to Tables 12-26 and 12-27: Borrowings. 


To correct projections for 2011/12, 2012/13 & 2013/14.


Due to incorrect borrowings allocation.
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