There is no particular requirement in the LGA 02 that a local authority record its
compliance with its obligations in section 101. Practically, we expect that many
principal shareholding local autharities will have addressed the matters in section
101 in their decision-making analysis contained in statements of proposal and
reporis to Council on the LGFA (whether explicitly or not).

We are aware that there rmay be some concern with whether the utilisation
commitment is consistent with the prudence requirement in section 101(1).
Potentially, agreeing to the utilisation commitment could mean that a local
authority would be bound to borrow at a higher rate on some of its barrowings
than it might be able to obtain not going through the LGFA.?

Ultimately, it is up to each principal shareholding local authority to determine its
compiliance with section 101(1). However, we consider there are a number of
factors that would indicate that a local authority could reasonably determine that
pariicipation in the LGFA, including agreeing to the utilisation commitment, is
consistent with its obligations in section 101(1):

. For the LGFA to be viable, there needs to be some certainty that it will
have a reasonable amount of initial business. The utilisation
commitment helps create this certainty. Accordingly, even if the
utilisation commitment were to prevent a local authority from taking
advantage of lower rates not offered through the LGFA, a local authority
could nonetheless conclude that participation in the LGFA (which
necessarily involves agreeing to the utilisation commitment) will
ultimately lead to lower borrowing costs overall for the local autharity.
Taking into accouni the long-term benefits of the LGFA is consistent with
section 101(1), which refers to promoting both the current and future
interests of the community.

. As an investor in the LGFA, a local authority is incentivised to ensure the
LGFA is successful. Agreeing to the utilisation commitment will help to
give the LGFA a better chance of success.

. The principle in section 14{1){e) of the LGA 02 ("a local authority should
collaborate and cooperate with other local authorities and bodies as it
considers appropriate to promote or achieve its priorities and desired
outcomes, and make efficient use of resources") supports the
establishment of the LGFA. It indicates it is appropriate that local
authorities work together in situations where co-operation will achieve
better outcomes for local authorities overall, eg achieving overall savings
in borrowing costs.

. The Local Government Borrowing Act 2011 demonstrates clear support
from Parliament for the establishment of the LGFA and recognition that
the LGFA is likely to achieve benefits for the local government sector.

If local authorities wish to record the above analysis in their decision-making
processes and resolutions of their governing body, they can, but are not cbliged
to do so. For example, it could be addressed through an internal memorandum
from the CFO to the CEO, or covered off (for 'noting’) in a report to the local
authority on execution of the LGFA documents. We are aware that some local
authorities' resolutions already provide a mandate for agreeing to the utilisation
commitment.

5 For example, in response to the competition created by the LGFA, local banks might potentially offer particularly good
rates in an effort to maintain their business.
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Summary checklist

Overall, each local authority should ensure the following things have occurred
before signing any of the LGFA documents;

that the local authority has used the special consultative procedure for
proposals o become a shareholder in the LGFA and to amend the
investment and liability management policies in the long term plan;

that the local authority has made resolutions to the effect that it:

— agrees to participate as a shareholder in the LGFA,

— amends the investment and liability management policies in its long
term plan to enable participation in the LGFA, and

— authorises individuals to sign LGFA documents on the local authority's
behalf (unless the local authority's existing delegations already provide
for this); and

that the local authority has considered:

— matters under section 101 in deciding to participate in the LGFA, and

— jts directors policy under section 57 in making direcior appointment
and remuneration decisions,

and it is optional for such consideration to be recorded in the local
autherity's decision-making documents.

Provided a local authority is satisfied that it has addressed all of these matters, it
is in order for the local authority to sign the LGFA documents from a legal
perspective.
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