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Directors’ Responsibilities and Approval

The directors are required by the Companies Act of South Africa, Act 71 of 2008, to maintain adequate accounting records
and are responsible for the content and integrity of the audited financial statements and related financia! information
included in this report. It is their responsibilily to ensure that the audited financial staterents faily present the state of
affairs of the company as at the end of the financial year and the results of its operations and cash fiows for the year then
ended, in conformity with Standards of Generafly Recognised Accounting Practices (GRAP) and in accordance with
directives issued by the National Treasury. The Auditor-General of South Africa is engaged to express an independent
opinion on the annuai financial statements.

The audited financial statements have been prepared in accordance with GRAP including any interpretations, guidelines
and directives issued by the Accounting Standards Board, the Companies Act of South Africa, Act 71 of 2008 and directives
issued by the National Treasury.

The annual financial statements are based on appropriate policies consistently applied and supported by reascnable and
prudent judgments and estimates. No external party, including the sharaheider, has the authority to amend the annual
financial statements after being issued by the company,

The company relies on the City of Johannesburg Metropolitan Municipality for the following functions for aif its customers:

- Billing

- Cash collection

- Debtors administration

- Gall centre management

The migration of the above functions is regulated by an agency agreement between the City of Johannesburg Metropoiitan
Municipality and the company. The implemented processes and methods of operation are solely under the contrel and
stewardship of the City of Johannesburg Metropalitan Municipality. This arrangement is managed in terms of a servica leval
agreement underpinning the agency agreement,

Clause 13.3 of the Agency Agreement with the City of Johannesburg Metropolitan Municipality states that "The performance
of the Customer Revenue Collection and Customer Relations Management functions shall be conducted and records
thereof kept by the City of Johannesburg Metropolitan Municipality in such a manner as to ensure that the audited accounts
of the Company are in no way qualified as a result of any act or omission connected with the execution of the Customer
Revenue Collection and Customer Relations Management functions”,

The directors acknowledge that they are ultimately responsible, within their control, for the system of internal financial
controls established by the company and place considerable importance on maintaining a strong control environment. To
enable the directors to meet these respansibilities, the board of directors sets standards for internal contral aimed at
reducing the risk of error or loss in a cost effective manner. The standards include the proper delegation of responsibilities
within a clearly defined framework, effective accounting procedures and adequate segregation of duties to ensure an
acceptable level of risk. These controls are monitored throughout the company and all employees are required to maintain
the highest ethical standards in ensuring the company’s business is conducted in a manner that in all reasonable
circumstances is above reproach. The directors place full reliance cn the internal controls as established by The Cily of
Johannssburg Metropolitan Municipality in the execution of the Customer Billing and Revenue Cellection and Customer
Relations Management functions. The focus of risk management in the company is on identifying, assessing, managing
and monitoring strategic, operational and external risk across the company. While operating risk cannot be fully
efiminated, the company endeavours fo minimise it by ensuring that appropriate infrastructure, controls, systems and
ethical behaviour are applied and managed within predetermined procedures and constraints.

The directors are of the opinion, based on the information and explanations given by management, that the system of
internal control provides reasonable assurance that the financial records may be refiéd on for the preparation of the annual
financial statements. However, any system of internal financial control can provide only reasonable, and not absoiute,
assurance against material misstatement or loss

The directors have reviewed the company’s cash flow forecast for the year to 30 June 2015 and, in the light of this review
and the current financtal position, they are satisfied that the company has or has access to adequate resources o continue
in operational existence for the foresesable future. The approved budget for the ensuing financial year assumes a positive
cash flow. Cash ccllection will be managed by the City of Johannesburg Metropolitan Mun icipality.




Johannesburg Water (SOC) Limited
{Registration number 2000/029271/07)
Audited Annual Financial Statements for the year ended 30 June 2014

Directors' Responsibilities and Approval

The Auditor-General of South Africa is responsible for providing assurance and reporting on the company's
annual financial statements.

The a dited financial statements set out on pages b to 70, which have been prepared on the going concern
Tls er!e approved by the directors on 25 November 20114 and were signed on their beht

W

G Simelane-{Chairperson) 'L Dhiamini {Managing Director)

Johannesburg Water SOC Limited
Johannesburg
10 December 2014
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Directors’ Report

The dirgctors submit their report for the year ended 30 June 2014,
1.  INCORPORATION

The company was incorporated on 21 November 2000 and obtained its certificate to commence business on 1 January
2001,

2. REVIEW OF ACTIVITIES
Main business and operations

The company is engaged in the supply of water services as defined in the Water Services Act, Act 108 of 1897 as well as
the treatment of wastewater and operates principally in Sauth Africa,

The company continues to rely on the City of Johannesburg Metropolitan Municipality for the following functions for all
customers:

- Billing

- Cash collection

- Debtors administration

- Call centre management

The implementation of the project to centralise the customer call centre, billing and credit controt functions in the 2010
financial year has resulted in significant challenges in the performance of ail migrated functions. The board of directors
have continued to express their cancem to the Shareholder, and have been assured that the challenges are baing
addressed, and that appropriate interventions are being implemented by the City of Johannesburg Metropolitan
Municipality.

The operating results and state of affairs of the company are fully set out in the attached annual financial statements and do
not in our opinion require any further comment.

Net surplus of the company was R 5352 million (2013: R 794,0 miflion ). The company is exempt from income tax with

effect from the financial year ended 30 June 2007 in terms of Section 10(1)(t} of the Incoma Tax Act, Act 58 of 1982 as
amended, Therg is consegquently no taxation effect.

3. GOING CONCERN

The annual financtal statements have been prepared cn the basis of accounting policies applicable to a going concern. This
basis presumes that funds will be available to finance future operations and that the realisation of assets and settlement of
liabilities, contingent cbligations and commitments will occur in the ordinary course of business,

4. DIRECTORS' INTEREST IN CONTRACTS

The directors of the company did not have any personal financial interest in contracts entered into by the company.

5. ACCOUNTING POLICIES

The financial statementis have been prepared in accordance with the effective Standards of Generally Recognised

Accounting Practices (GRAP) including any interpretations, guidelines and directives issued by the Accounting Standards
Board.
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Directors' Report

6. CONTRIBUTION FROM SHAREHOLDER

There were no changes in the authorised or issued share capital of the company during the year.

According to the company's register at 30 June 2014, the City of Joharmesburg Metropolitan Municipality held 100%

of the ordinary share capital of the company.

7. BORROWING LIMITATIONS

In tarms of the sale of business agreement, the company requires the approval of the shareholder in instances where the

borrowing is {o be secured by the hypothecation of the assets of the company.

8. NON-CURRENT ASSETS

There were no major changes in the nature of non-current assets of the company during the year,

9. DISTRIBUTIONS TO SHAREHOLDER

No distributions were declared or paid to the shareholder during the year.

10. DIRECTORS

The directors of the entity during the year and to the date of this report are as follows:

Name

G Simelane {Chairperson)

L Dhlamini {Managing Director}
B Shongws {Financial Director)
N Gowvender

J Manche

J Mateya

C Mbii

K Mdutshane

G Moloi

C Motau

M Msezane

N Skeepers

C Tilly

11. SECRETARY

The secretary of the company is G J Luden.

Nationality

South African
South African
South African
South African
South African
South African
South African
South African
South African
South African
South African
South African
South African

Changes in appointment
Appointed 03 March 2014
Appointed 01 Aprif 2014

Appointed 03 March 2014

Resigned 25 February 2014
Appcinted 03 March 2014

Retired 25 February 2014
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Directors' Report

12. CORPORATE GOVERNANCE

12,1, General

The board of directors are committed to business integrity, ethics, anti-corruption, transparency and professionalism in all
its activities, As part of this commitment, the board supporis the highest standards of corporate governance and the
development of best practice.

The company confirms and acknowledges its respensibility to total compliance with the Code of Corporate Practices and
Conduct ("the Code") laid out in the King Report on Corporate Governance for South Africa 2008, and the Gompanies Act
of South Africa, Act 71 of 2008. The board of directors discuss the responsibilities of management in this respect, at board
meetings and monitors the company's compliance with the coda on a quarterly basis,

The salient features of the company's adoption of the Code are outlined below:

12.2. Board of directors

The board;

- retains full control over the company, its policies, strategies and plans;

- acknowledges its responsibifities as to strategy, compliance with internal policies, external laws and regulations,
effective risk management and performance measurement, transparency and effective communication both
internaliy and externally by the company;

- is of a unitary structure comprising;

. 9 non-executive directors, all of whom are independent directors as defined in the Cods, and
. 2 exacutive diractors

12.3. Chairperson and chief executive
The Chairperson is a non-executive and independent director (as defined by the code). The roles of the Chairperson and

Managing Director are separate, with responsibilities divided between them, so that no individual has unfettered powers of
dacision,
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Directors' Report

12.4. Executive meetings

The directors have met on § separate occasions during the financial year. The directors are scheduled to meet at least 4
fimes per annum.

Non-executive directors have access to all members of management of the company.

Narme Board Audit Human Service Risk ~ Combined Socialand Total
Meetings committee rescurces dellveryand committee Risk and ethics  meetings
meeting and oversight meeting Audit commitiee
remuneration procurement committee
commitfee  committee
meeting meeting
Total number of meetings 9 6 8 4 5 3 3 38
held
G Simelane {Chaiperson) 5 - - 1 - - - 6
L Dhlamini {Managing 8 5 8 4 3 34
Director)
8 Shongwe (Financial 4 2 1 1 2 3 1 14
Director)
N Govender 7 6 1 - 5 3 - 22
J Manche 5 - 1 - - - - 6
J Mateya 7 - 7 - 5 3 - 22
C Mbili 1 2 - - 1 - - 4
K Mdutshane 5 2 - - 2 3 - 12
G Moloi 8 - - 2 - - - 8
C Motau 8 - - 4 - - - 12
M Msezane 7 - 8 - - - 3 18
N Skeepers 2] - 2 4 5 2 2 24
C Tilly 4 - 6 - - - 2 12

12.5. Audit commitiee

C Mbill served as chairperson of the audit committee until 25 February 2014 and wes repfaced by K Mdutshane, The
commitiee met 6 times during the financial year to review matters necessary to fulfil its role,

In terms of Section 166 of the Local Government; Municipal Finance Management Act, Act 56 of 2003, the City of
Johannesburg Mefropolitan  Municipality, as the shareholder, must appoint members of the audit committee.
Notwithstanding the fact that non-executive directors appointed by the shareholder constituted the company's audit
committee, National Treasury policy requires the appointment of further members to the audit commitiee who are not
directors of the company. Three independent members were appointed to the audit committee in compliance with Section
168 of the Local Government: Municipat Finance Management Act, Act 56 of 2003,

The independent members of the audit committee are:

R Buys - attended 4 meetings

K Mdutshane - altended 4 meetings Retired 28 February 2014

V Mokwena - attended 4 meetings

Z Samsam - aftended 2 meetings Appointed 25 February 2014

12.6. Internal audit

The company has an internal audit unit which is operational. This is in compliance with the Local Government Municipal
Finance Management Act, Act 58 of 2003,
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Directors’ Report

13. PARENT

The company's parent is the City of Johannesburg Metropolitan Municipality.

14. SPECIAL RESOLUTIONS

Tha company did not pass any special resolution during the year under review,

15. BANKERS

The Standard Bank of South Africa Limited served as the company's bankers throughout the financial year.
16, AUDITGRS

The Auditor-General of South Africa will continue in office in accordance with the Public Audit Act, Act 25 of 2004, section
92 of the Local Government: Municipal Finance Management Act, Act 56 of 2003 and section 90 of the Companies Act of
South Africa, Act 71 of 2008,
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Certificate hy Company Secretary for the year ended 30 June 2014

In terms of section 88(2)(e) of the Comparies Act 71 of 2008 and the Municipal Finance Management Act, Act 56
of 2003, | certify that, io the best of my knowledge and belief, the company has lodged and/or filed, for the year
ended 30 June 2014, all such returns and notices as required and that all such returns and nofices are frue,
correct and up to date.

N@ﬁ

G J Luden

Johannesburg Water SCC Limited
Company Secretary

Johannesburg
10 December 2014
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Report of the Audit Committee

We are pleased to present our report for the financiai year ended 30 June 2014.
Audit committee responsibifity

The Audit Committes reports that it has complied with its responsilities arising from section 94(7) of the Companies Act of
Sauth Africa, Act 71 of 2008, as amended, and section 166(2) of the Municipal Finance Management Act, No 56 of 2003.
The Audit Committee alsa reports that i has adopted appropriate formal terms of reference as its Audit Commitiee Charter,
has regulated its affairs in compliance with this Charter and has discharged all its responsibilities as contained therein.

Assessment of the finance function

The audit committee is satisfied that the annual financial statements are based on appropriate accounting policies,
supported by reasonable and prudent judgements and estimates. The committee considered the expertise, resources and
experience of the finance function and concluded that these were appropriata,

The effectiveness of internal controls

The Committee evaluated the internal control environment, and based on the information, reports and explanations
provided by management, internal audit depariment and the Auditor-General South Africa, assessed the internal controls as
partially effective to mitigate the related risks to an acceptable level.

There were findings reported by the Auditor-Genaral South Africa on Compliance and Performance information. These were
noted for appropriate corrective action to be taken by Management. The Committee needs to pay more atteniicn on
revenue and receivables concerns, compliance to supply chain management reguiations and performance information.

Other than reported in the directer's report, nothing has comé to the attention of the committee fo indicate that any material
breakdown in the functioning of these controls, proceduras and systems has occurred during the year under review.

The effectiveness of the infernal audit function

The internal audit department executed and completed all projects included in the 2013/2014 internal audit pfan. The plan
was properly aligned o the risk register, The Commitiee is satisfied with the effectiveness of the internal audit function
during the year, and accepts that the internal audit activity has to a large extent addressed the risks pertinent to
Johannesburg Water.

In respect of action plans to address internal control deficiencies, timeous implementation remained a challenge as could
be seen in the inadequate menitoring of the effectiveness of contrals relating fo revenue and receivables.

Performance reporting

The impiementation of proper record keeping to ensure complete and accurate information to support perfermance
information needs to be enhanced.

Governance

Risk managment

Johannesburg Water has a Risk Management Division which focuses on the identification, assessment, management and
monitoring of risk. Based on the information provided, the Committee is not satisfied that the high residual risks were
reduced to an acceptable level.

Legal compliance

The Audit Commitiee reviewed the erganisation’s compliance with legal and regulatory provisions and ensured that
processes are in place to monitor the leve! of compliance {o laws and regulations within the organisation. The area of
supply chain management requires stronger focus to ensure full compliance.

Submission of quarterly reporis in terms of the MEMA

The refiability and credibility of the financial and performance reports provided te support revenue managsment continuas
to be a challenge.

11
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Report of the Audit Committee

External Auditors

Having considered the matters set out in section 94(8) of the Companies Act, the committee is satisfied with the
independence and objectivity of the external auditors,

Matters raised by the Auditor-Generai in the previous year
Of the 31 issues raised by the Auditor-General South Africa in the 2012/13 management report, 11 (35%) were fully

resolved, 11 (35%} were partially resolved and 9 (28%) were yet to be resclved as at 30 June 2014. The Audit Committee
continues to moniter progress on the implementation of action plans to resoive the Auditor General South Africa’s findings.

12
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Report of the Audit Committee

External Auditors

Having considered the matters set out in section 94(8) of the Companies Act, the commitiee is safisfied with the
independence and objectivity of the external auditors.

Matters raised by the Auditor-General in the previous year

Of the 31 issues raised by the Auditor-General South Africa in the 2012/13 management report, 11 (35%) were
fully resolved, 11 (35%) were partially resolved and 9 (29%) were yet to be resolved as at 30 June 2014. The
Audit Committee continues to menitor progress on the implementation of action pians to resclve the Auditor
General Scuth Africa’s findings.

Financial Statemenis

The Audit Committee has reviewed the annual financial statements for the year ended 30 June 2014 and concurs
with and accepts the Auditer-General South Africa’s conclusion on the annual financial statements and is of the
opinion that the audited financial statements should be accepted and read together with the Auditor-General
South Africa's report. An area that requires improvement is the accuracy and completeness of financial and
performance infarmation refating to revenue and irregular expenditure.

Appreciation

The Audit Committee expresses its appreciagtion ic the Accounting Officer, senior management and the
AuditorGeneral South Africa for their contributions during the year under review,

KM S

K Mdutshane

Johannesburg Water (SOC) Limited
Chairperson of the Audit Committee

Johannesburg
10 December 2014




Report of the auditor-general to the Gauteng
Provincial Legislature and the council of the City of
Johannesburg Metropolitan Municipality on
Johannesburg Water SOC Limited

Report on the financial statements

Introduction

1.

| have audited the financial statements of the Johannesburg Water SOC Limited set out
on pages ... to ..., which comprise the statement of financial position as at

30 June 2014, the statement of financial performance, statement of changes in net
assets, the cash flow statement and the statement of comparison of budget and actual
amounts for the year then ended, as well as the notes, comprising a summary of
significant accounting policies and other explanatory information.

Accounting officer’s responsibility for the financial statements

2.

The accounting officer is responsible for the preparation and fair presentation of these
financial statements in accordance with Generally Recognised Accounting Practice (SA
Standards of GRAP) and the requirements of the Municipal Finance Management Act of
South Africa, 2003 (Act No. 56 of 2003) (MFMA) and the requiremants of the
Companies Act, and for such internal control as the accounting officer determines is
necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.

Auditor-general’s responsibility

3.

My responsibility is to express an opinion on these financial statements based on my
audit. | conducted my audit in accordance with the Public Audit Act of South Africa,
2004 (Act No. 25 of 2004) (PAA), the general notice issued in terms thereof and
International Standards on Auditing. Those standards require that | comply with ethical
requirements, and plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free from malerial misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts
and disclosures in the financial statements. The procedures selected depend on the
auditor's judgement, including the assessment of the risks of material misstatement of
the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity's preparation
and fair presentation of the financial stalements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion
on the effectiveness of the entity's internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the
financial statements.

| believe that the audit evidence | have obtained is sufficient and appropriate to provide
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Report of the Auditor General

5. bslieve thal the audit evidence | have obtained is suificienl and appropriata to provide
a basls for my audit opinion.

Opinion

8. In my opinion, the financial statements present fairly, In alf material respects, the
financial position of the Johannesburg Water 30C Limited as at 3¢ June 2014 and its
financisl performance and cash flows for the year then ended, in accardance with South
African standards of GRAP and the requirements of the MFMA and the Companies Act,

Emphasis of matiers

7. | draw attention to the matters below. My opinion is not modified in respecl of these
maiters.

Restatement of corresponding figures

8. Asdisciosed in note 37 1o the financiaf statements, the corresponding figures for
30 June 2013 have been restated as a result of errars discovered in the financia)
statements of Jehannesburg Water during the year ended 30 June 2014,

Material losses

9. As disclosed in note 23 to the financiel statements, the municipal entity incurred material
losses amounting to R1 160 000 000 (2012-13: R820 600 00D) as a result of water
distribution losses which represent 35.7% (2012-13:28.9%) of lotal water purchased.
The tolal level of physicat losses of water amounied to R308 600 D00
{2012-13: R278 200 000), The tofal levet of commercial losses amounted to
R851 100 000 (2012-13: RE42 300 000} and are mainly dua to pipe bursts, detericration
of water infrastructure and unauthorised consumption.

Material Impairments

1. As disclesed in nate 11 to the financial statements, frade and other receivables were
significantly impaired as the recoverabilily of these amounts is doubtful. The impairment
of receivables amounts to RS 748 754 000 {2012-13; RS 322 618 000} whick represents
75% (2012-13:76%) of consumsr debtors,

Additional matiers

11, 1 draw attention to the matlers befow. My opinien is not modified in respact of these
matiers.
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Report of the Auditor General

Unaudited disclosure notes

12. In terms of section 125(2)(e) of the MFMA the municipal entity is required to disclose
particulars of non-compliance with the MFMA. This disclosure requirement did not form
part of the audit of the financial statements and accordingly | do not express an opinion
thereon.

Unaudited supplementary schedules

13. The supplementary information set out on pages X to X does not form part of the
financial statements and is presented as additional information. | have not audited these
schedules and, accordingly, | do not express an opinion thereon.

Other reporis required by the Companies Act

14. As part of our audit of the financial statements for the year ended 30 June 2014, | have
read the Director's Report, the Audit Committee’s Report and the Company Secretary's
Certificate for the purpose of identifying whether there are material inconsistencies
between these reports and the audited financial statements. These reports are the
responsibility of the respective preparers. Based on reading these reports, | have not
identified material inconsistencies between the reports and the audited financial
statements. | have not audited the reports and accordingly do not express an opinion on
them.

Report on other legal and regulatory requirements

15. In accordance with the PAA and the general notice issued in terms thereof, | report the
following findings on the reported performance information against predetermined
objectives for selected objectives presented in the annual performance report, non-
compliance with legislation as well as internal control. The objective of my tests was to
identify reportable findings as described under each sub-heading but not to gather
evidence to express assurance on these matters. Accordingly, | do not express an
opinion or conclusion on these matters.

Predetermined objectives
16. | performed procedures to obtain evidence about the usefulness and reliability of the

reported performance information for the following selected objectives presented in the
annual performance report of the municipal entity for the year ended 30 June 2014:

o  Objective 1: Increase customer services pp. XX ~ XX

o  Objective 2: Reduce service interruptions and ensure reliable services pPp. XX - XX

» Objective 3: Increase access to basic services PP. XX - XX
o Objective 4: Contribute towards national development goals pp. XX - XX
o Objective 5: Protect the environment Pp. XX — XX
o Objective 6: Improve financial ratios Pp. XX = XX
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Report of the Auditor General

17. 1 evaluated the reporied performance information against the overall criteria of
usefulness and reliability.

18. | evaluated the usefulness of the reported performance information fo delsrmine
whether it is presented in atcordance with the National Treasury's annual repoiing
principles and whether the reported performance was consistent with the planned
development priorities. 1 further performed tests to determine whether indicators and
targets were well defined, verifiable, specific, measurable, time bound and refevant, as
required by the National Treasury's Framework for managing progremme performance
information (FMPPRI),

19. ! assessad the reliability of the reported performance information 1o determine whether it
was valid, accurate and complete.

20. The material findings in respect of the selected development privrities are as follows:
Objeciive 4; Contibuie towards national development gouals

Usetulness of reported performance information

21. The FMPP! requires that performance targets must be specific in clearly identifying the
nature and required leve! of performance and thal the period or deadline for delivery
must be spacified. Furthermore targels must be measureable. A total of 33% of the
targets were not specific, tima bound and messureabls.

This was due to a tack of standard operating procedures and processss and a proper
performance management sysiem o supporl lhe msasurabilily of largets.

22. | did not raise any malerial findings on the reliability of the reported performance
information for objective 4: contribute towards national development goals,

Objective 1: Increase customer service

23. | did not raise any materal findings on the usefulness and reliability of the reported
performance information for objeclive 1: Increase customer service.

Objective 2: Reduce service interfuptions and ensure reliable
services
24, 1 did nol raise any material findings on the usefuiness and refiablity of the reporied

performance information for objective 2: reduce service interruptions and ensure rellable
SBIVices,

Objectlive 3: Increase access fo basic services

25. 1did not ralse any materiat findings on the usefutness and reliability of the reported
performance information for objective 3 increase access to basic services.

Objective 5: Protect the environment

26. | did not raise any material findings on the usefulness and reliabllity of the reporied
performance information for objective 5: protest the environment
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Report of the Auditor General

Objective é: improve financial rafios

27. | did nct raise any material findings on the usefulness and reliability of the reparted
perfermange information for objective 8: improve financial ratios

Additional matters
28. | draw attiention to the following matters:

Achievement of planned targets

28. Refer to the annual performance report an pages X to X for information on the
achievemant of planined targets for the year. This Infarmation shoutd be considered in
the context of the material finding on the usefuiness of the reported performance
information in paragraphs 21 to 27 of this reporl.

Adjusiment of material missiatemenis

30. |identified 2 material misslatemett In the annuat performance report submitted for
auditing of the reported performance information for performance objective 3: increase
access to basic services. As management subsequenily corrected the misstalemen, |
did not raise materiat findings on the reliability of the reported performance information.

Complance with legislation

31. ! performed procedures to oblain evidence thai the entity had complied with applicable
Jegistation regarding financial mattsrs, financial management and olher related matters.

32, My findings on material non-compliance with specific matters in key legislation, as set
oul in the general nolice issued in terms of the PAA, are as follows:

Annual financial statements

33. The financial statements submitted for audiling were nol prepared In all material
respacts in accardance with the requirements of section 122 (1) of the MFMA. Material
misstatements of revenue and receivables identified by the auditors in the submitted
financial statements were subsequently corracied, resulting in the financial stalements
receiving an unqualified audit opinion,

Revenue management

34. An adequate management, accounting and informaticn system was not in place which
recognised revenus when it was earned, as required by section 97(1) (h) of the MFMA.

Procurement and contract management

35 Contracts were awarded to bidders based on greference polnts thal were not calculated
in accordance with the requitemnents of the Preferential Procurement Policy Framework
Act and ils regulations,
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Report of the Auditor General

Internal control

36. | considered internal control relevant to my audit of the financial statements, annual
performance report and compliance with legislation. The matters reported below are
limited to the significant internal control deficiencies that resulted in the findings on the
annual performance reporl and the findings on non-compliance with legislation included
in this report.

Leadership

37. The accounting officer did not exercise adequate oversight responsibility regarding
financial and performance reporting and compliance as well as related internal controls
and as a result there were significant findings on revenue and receivables and the
management thereof, compliance with the supply chain management regulations and
performance information.

Financial and performance management

38. Management did not adequately review and monitor compliance with applicable supply
chain management legislation.

39. Management did not prepare regular, accurate and complete financial and performance
reports that were supported and evidenced by reliable information for performance
information and revenue management.

Other reports

Investigations in progress

40. The internal audit unit is performing various investigations at the request of the
accounting officer of the municipal entity. The investigations were initiated based on
allegations of collusion, supply chain management irregularities and unauthorised sales
of water meters.

/d(lio(r'lﬂf - Gerenl

Johannesburg
30 November 2014

-
-
-
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Johannesburg Water (SOC) Limited
{Registration number 2000/029271/07)

Audited Annual Financial Statements for the year ended 30 June 2014

Statement of Financial Position as at 30 June 2014

Figures in Rand thousand Note(s) 2014 2013
Restated
ASSETS
Current Assets
Inventories 5 60 795 47 556
Loans to shareholder 7 212130 277 661
Other receivables 10 13 458 12 437
Consumer debtors: Exchange transactions 11 1910795 1702 457
Cash and cash equivalents 13 3 26
2197 211 2 G40 137
Non-Current Assets
Property, plant and equipment 3 7 685 619 6757 279
Intangible assets 4 50 409 2¢ 845
7736 028 6787124
Total Assets 9933 239 8 827 261
LIABILITIES
Current LiabHities
Trade payables with group companies 6 22768 11 559
Loans from shareholder 7 785771 713 560
Finance lease obligation: Shareholder 8 2 364 1783
Firance lease obligation: Other 9 1504 1 641
Trade and other payables from exchange transactions 17 1926 668 1627 857
Provisions 18 18 101 15 080
2757178 2 371 480
Non-Current Liabilities
Loans from shareholder 7 2 648 152 2 460 548
Finance fease obligation: Shareholder 8 8 828 5262
Finance lease chligation: Cther 9 279 1783
Retirement benefit obligation 15 90 174 94 340
Deferred income 16 ~ 489
2747 434 2562 432
Total Liabilitias 5 504 610 4933 912
Net Assets 4428 829 3893 348
NET ASSETS
Contribution from shareholder 14 1 ki
Accumuiated surplus 4 428628 3883348
Total Net Assets 4428 629 3893 349
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Johannesburg Water (SOC) Limited

{Registration number 2000/029271/07)
Audited Annual Financial Statements for the vesr ended 30 June 2014

Statement of Financial Performance

Figures in Rand thousand Note(s) 2014 2013
Restated !
1
Revenue from exchange transactions 20 6435720 5853982
Cost of sales (3248 444) (2839333}
Gross surplus 3187 276 3 014 659
Other income 21 222 574 325182
Revenue from non-exchange transactions 22 308 424 379 565
Operating expenses {2 965 205) (2699468}
Operating surplus 24 753 069 1019948
Interest revenue 28 64 880 69174
Finance costs Kle) (282 669) {295 087}
Surplus for the year 535 280 794 035
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Johannesbhurg Water (SOC) Limited
{Registration number 2000/020271/07)
Audited Annual Financial Statements for the year ended 30 June 2014

Statement of Changes in Net Assets

Mote(s) Share capital Aceumulated  Total net

Figures in Rand thousand surplus assets
Balance at 01 July 2012 previously reported 1 3091179 3081180
Rastatement 37 8134 5134
Balance at 01 July 2012 - restated 1 3099313 23099314
Surplus for the year - as restated 794 035 794 035
Balance at 01 July 2013 restated 3893348 3853348
Surplus for the year 535280 535 280
Balance at 30 June 2014 1 4428628 4428629
Notefs) 14
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Johannesburg Water (SOC) Limited
(Registration number 2000/029271/07)

Audited Annual Financial Statements for the year ended 30 June 2014

Cash Flow Statement

Figures in Rand thousand Note(s) 2014 2013
Restated
Cash flows from operating activities
Receipts
Cash receipts from customers 5865 042 5611 383
Interast revenue 29 64 880 69 174
5929922 5680 557
Payments
Cash paid to suppliers and employees (5006 454) (4704 540)
Finance costs 30 (282 669) (295 087)
{6280123) (4998 627)
Net cash flows from operating activities 32 640 799 680 930
Cash flows from investing activities
Purchase of property, plant and equipment 3 {952 875) {742 278)
Proceeds from disposal of property, ptant and equipment and intangible assets 384824 18 211
Purchase of intangible assets 4 {15 790) (4 883)
Net cash flows from investing activities {968 647} (746 728}
Cash flows from financing activities
Net movement in loans with sharehalder 7 325 346 64 277
Net movement In Finance lease obligation: shareholder 8 4 148 146
Net movement in Finance lease obligation: other g {1641) 1375
Net cash flows from financing activities 327 853 65 798
Net increase/{decrease) in cash and cash equivaients 5 -
Cash and cash equivaients at the beginning of the year 286 28
Cash and cash equivalents at the end of the year 13 31 26
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Johannesburg Water (SOC) Limited

{Registration number 2000/029271/07)
Audited Annual Financial Statements for the year ended 30 June 2014

Statement of Comparison of Budget and Actual Amounts

Budget on Accrual Basis

Approved Adjustments  Final Budget Actuaiamounts Difference Reference

budget on comparable between final
basis budget and
Figures in Rand thousand actual

Statement of Financial Performance

Revenue

Service charges 6 731 856 - 6731 956 5435720 (296 238) 1
Other income 328 470 - 328 470 530 998 202 528 2
Total revenue 7 060 426 - 7 080 426 6 966 718 (93 708)

Cost of sales

Bulk Purchases - Water {3023 923) - (3023923} (3248444 (224 521} 3
Gross margin 4 036 503 - 4036 503 3718 274 {318 229)
Expenditure
Employee related costs (714 419) 498 (713 921} (741 162) (27 241) 4
Contracted services (571 633) 10470 (561 183) (548 218) 12 845 5
Consultants fees (11 856) - (11 8586) {14 902) {3 046) B
General expenditure - other (6555 307) 20000 (535 307) (413 829) 121 478 7
Repairs and maintenance (19 269) § 000 (14 269) (9 227) 5 042 8
Provisicn for bad debts (504 874) (124 685) (829 558) (1075110} {445 551) 9
Depreciation (224 843) - (224 643} (162 757) 81886 10
Total expenditure (2 602 001) (88 717) (2690 718) (2 965 205) (274 487)
Surplus before interest 1 434 502 (88717} 1345785 753 069 (592 716}
Interest income - 70 000 70 000 64 880 (5120} 11
Interest expanse (305 835) 18717 {287 118) (282 869) 4 449 12
{305 835) 88 717 (217 118) (217 789) {671)
Surplus for the ysar 1128 667 - 1128 667 535 280 {593 387)
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Johannesbhurg Water (SOC) Limited
(Registration number 2000/029271/07}
Audited Annual Financial Statements for the year ended 30 June 2014

Statement of Comparison of Budget and Actual Amounts

Budget on Agcrual Basis

1.
2

The adverse variance in service charges of 4.40% is due to revenue which did not materialise.

The increase of 61.66% in other income is attributable to additional grant funding received from bulk services
contributions (R4&million), Developer funded assets {R147million) and other sundry income of R7million.

. The excess expenditure of 7.42% in bulk water purchases is due to increased water demand. Volumes of water

purchased increased by 4% compared to same period in previous year. The budget made provision for savings
expected from various initiatives introduced by JW relating to water demand management which includes pressure
management, Soweto Infrastructure Upgrade and Renewal Project and water mains reptacement which only reached
the stage of physical implementation in the beginning of this financial year. Although positive impact is made by the
pressure management and Soweto infrastructure upgrade, the areas they are implemented in are looked at in
isolation, the impact is still not visible overall due to the size of the implementation. Note that full impact of what is
implemented now will only be seen in twelve months time.,

. Adverse variance of 3.82% in employee related costs is attributable to shortfall between the budgeted salary increase

of 2.7% and the actual increase of 6.84% , provision for the additional 3% pension fund contribution as well as excess
expenditure on overtime necessitated by service defivery. S$taff retention for the year under review was 98.1%.

. The under expenditure of 2.31% in contracted services is mainly attributable to delays in the implementation of the

Ventilated Infrastructure Pitlatrine (VIP) contracts. Service providers were appointed later than expected and there
were disruptions in project implementation due to contractor labour strikes.

. Consultants utilised on capital projects that did not materialise, were expensed under the operating account as the

cost could not be capitalised. This caused an over expenditure of 25.7% .

. All efforts have been made to reduce unnecessary expenditure on general expenses in an attempt to reduce cost and

to fund excess expenditure in other categories. Savings of 22.68% were made on inter alia electricity cost,
telecommunication, marketing , advertising, rents and legal fees,

Repairs and maintenance is underspent by 35.35% due to under expenditure on maintenance to minor assets such as
buildings and grounds and gardens. Expenditure only occurs as and when required.

- Increased contribution o the bad debt provision of 70.77% is atiributable to poor payment levels. The average

payment level for the year is 82.9% against a revised budgeted payment level of 90.6%.

10.Depreciation is below budget by 27.55% due to slow capitafisation of assets. Assets are only capitalised and

depreciated when commissioned for use.

11.The variance of 7.32% on interest charges on outstanding debtors is mainly attributable to the payment patterns of

debtors.

12.Capex drawdowns were slower than expected during the financial year due to delays in the execution of capital

projects, hence the saving of 1.55% in interest charges.
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Johannesburg Water (SOC) Limited

(Registration number 2000/028271/07)
Audifed Annual Financial Statements for the year ended 30 June 2014

Statement of Comparison of Budget and Actual Amounts

Budget on Accrual Basis

Approved  Adjustments Finai Budget Actual amounts Difference Reference
budget on comparable between final
basis budget and

Figures in Rand thousand actual
Statement of Financial Position as at 30 June 2014
Assets
Current Assets
inventories 48 221 950 50171 60 796 10625 1
Leans to shareholder 863 629 69 048 932 677 212 130 (720 547) 2
Trade receivables with group 162 {158) 4 7 3
companies
Other receivables 12 866 (154) 12712 13 458 747
GConsumer debtors 1874 628 (176 3g8) 1698230 1910795 212 585 3
Cash and cash equivalents 26 - 28 31 5

2 800 532 {106 712) 2693820 2197218 (496 602)
Non-Current Assets
Property, plant and equipment 7 433 993 148 770 7 682763 7736 028 1583 265 4
Total Assets 10 234 525 42058 10276583 9933 246 {343 337)
Liabilities
Current Liabilities
Trade payables with group 5743 6 341 12 084 22775 10 691 5
companies
L.oans from sharehokler 524 661 110 365 635 026 785771 150 745 ]
Finance iease obligation: - 3492 3492 2 364 (1128)
Shareholder
Finance lease obligation: Other - - - 1504 1504
Trade and other payables from 1743 302 (351 240) 1392062 1 864 764 472702 7
exchange transactions
Provisions 71075 3530 74 605 80 005 5 400 8

2 344 781 (227 512) 2117 269 2757183 639 914
Non-Current Liahilities
Loans from shareholder 2 313 388 711100 3024 4388 2 648 151 (376 337) g
Finance lease obligation: - 7188 7186 8 829 1643
Sharaholder
Finance lease obligation;Other - - - 279 278
Deferred incoms 1 481 (982) 499 - (499}
Retirement benefit obligation 88 953 6330 95 283 a0 174 (5 109}

2 403 822 723 634 3127 456 2 747 433 {380 023)
Total Liabilities 4 748 603 486 122 5244725 5504 616 259 891
Net Assets 5 485 922 (454 084) 5031858 4 428 630 (603 228)
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Johannesburg Water (SOC) Limited
{Registration number 2000/029271/07)
Audited Annual Financial Statements for the year ended 30 June 2014

Statement of Comparison of Budget and Actual Amounts
Budget on Accrual Basis

Approved Adjustments  Finat Budget Actual amounts Difference Reference

budget on comparable between final
basis budget and

Figures in Rand thousand actual
Net Asseis
Equity and Liabilities
Contribution from shareholder 1 - 1 1 -
Reserves
Accumulated surplus 5 485 921 (454 064) 5031857 4 428 629 (603 228) 10
Total Net Assets 5 485 822 {454 064) 5031 858 4 428 630 {603 228)

1. The increase in inventory of 21% is due to pre-paid water meters being taken into stock.

2. The variance of 77% in loans to shareholders is due to the difference between the budgeted positive cash balance of
R746 million and the actual positive cash position of R42 million at year end.

3. The variance of 13% in consumer debtors is atliibutable to the poor payment levels. The actual payment level was
82.9% versus a revised budgeted payment leve! of 90.6%.

4. The value of the PPE at 30 June 2014 exceeded the budget by R153 million - 2% mainly due to the capitafisation of
developer funded assets of R147million not budgeted for.

5. The actual trade payables with group companies exceeds the budget by 88% mainly due to increased road
reinstatements done by Johannesburg Roads Agency.

8. The adverse variance of 24% in current loans from shareholers is affributable to the increased value of the CQJ
creditors outstanding at the end of the period. Payments fo CQJ is withheld until such time that there is an
improvement in the payment level,

7. The adverse variance of 34% in trade payables is atiributable to increased operating expenses (bulk water purchases},
delayed capital expenditure contributing to increased capex creditors at year-end and an increase in payments
received in advance from debiors,

8. Budgeted provisions considered a higher level of leave utilisation than the actusl leave taken hence the adverse
variance of 7%.

8. The revised budget made provision for an additional external loan of R400 millien which did not materiatise resuting
in a variance of 12% in loans from shareholder.

10.The adverse variance in accumulated surplug of 12% is attributable to a reduced profit of R528 million at 30 Juns
2014,
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Johannesburg Water (SOC) Limited

{Registration number 2000/029271/07)
Audited Annual Financial Statements for the year ended 30 June 2014

Statement of Comparison of Budget and Actual Amounts

Budget on Accrual Basis

Approved Adjustments  Final Budget Actualamounis Difference Reference

budget on comparable between final
basis budget and
Figures in Rand thousand actual

Cash Flow Statement

Cash flows from operating activities

Receipts
Cash receipts from customers 7 054 374 (65 424) 6988 850 5865042 (1123 308) 1
Interest revenue 70 000 - 70 000 64 880 (8 120}
7124 374 (65 424) 7 058 950 5929922 {1129 028)

Payments
Cash paid to suppliers and (5518058) (577 315) (6096374) (5006454) 1089920 2
employees
Finance costs {305 836) 18 718 (287 118) (282 669) 4 449

{5 824 895} (558 597) {6 383 452} {5289 123) 1 094 369
Net cash flows from operating 1289 479 (624 021) 675 458 640 799 {34 659)
activities

Cash flows from investing activities

Purchase of property, plant and (1 104 287} 41685  (1062602) (952 875) 109 727 3
equipment

Proceeds from disposal of plant - - - 18 18

and eguipment

Purchase of intangible assets - - - (15 790) {15 780)

Net cash flows from investing (1 104 287) 41 685 (1 062 602) {968 647) 93 955
activities

Cash flows from financing activities

Net movement in loans from {195 192) 582 336 387 144 325 348 {61 798)
shareholder

Net movement in finance lease - - - 4148 4148
obligation; Sharehoider

Net movement in finance lease - - - {1841) (1641)
obligation: Other

Net cash flows from financing {195 192) 582 336 387 144 327 853 {59 291)
actlvities
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Johannesburg Water (SOC) Limited
(Registration number 2000/029271/07)
Audited Annual Financial Statements for the year ended 30 June 2014

Statement of Comparison of Budget and Actual Amounts

Budget on Accrual Basis

Approved Adjustments  Final Budget Actual amounts Difference Reference

budget on comparable between final
basis budget and

Figures in Rand thousand actual
Net increase/{decrease) in cash - - - 5 5
and cash equivalents
Cash and cash equivalents at 26 - 26 26 -
the beginning of the year
Cash and cash equivalents at 26 - 26 31 5

the end of the year

1. The actual recsipts from customers are below budget by 16% due to revenue that did not materialise and poor

collection tevels. Collection levels for the 2013/2014 financial year was 82.9% versus a revised budget of 50.6%.

2. The variance of 18% in cash paid to suppliers is due to payments fo creditors being less than budgeted. Payment to

C0J creditors were withheld in anticipation of an improvement in the payment levels.

3. Delayed acquisitions on property, plant and equipment resulted in delayed cash outflows by 10%,

The approved adjusted budget 2013/2014, as approved by council, is available for inspection at the registered office of

the City of Johannesburg Metropolitan Municipality, Matropolitan Centre, 23 Lovetiay Street, Braamfontsin, 2001,

Although the Annual Financial Statements and the Budget are both prepared on the same basis, the presentation of the
two reports differ. The overall financial impact of the different methods of presentation when comparing the two reports is

nil.
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Johannesburg Water (SOC) Limited
{Registration number 2000/029271/07)
Audited Annual Financial Statements for the year ended 30 June 2014

Summary of Accounting Policies

11

Basis of preparation

The audited annual financial statements have been prepared in accordance with the effective Standards of Generafly
Recognised Accounting Practice (GRAP) including any interpretations, guidelines and directives issued by the
Accounting Standards Board, the Local Government, Municipal Finance Management Act, Act 58 of 2003 and the
Companies Act of South Africa, Act 71 of 2008,.

The annual financial statements are based on appropriate accounting policies consistently applied and supported by
reasonable and prudent judgements and estimates. Accounting policies for material transactions, events of conditions
not recovered by the GRAP reporting framework, have been developed in accordance with paragraphs 7,11 and 12 of
GRAF 3 and the hierarchy approved in Directive 5 issued by the Accounting Standards Soard,

The annual financial statements have been prepared on the historical cost basis, except for the measurement of
certain financial instruments at fair value, and incorporate the principal accounting policies set out below,

The annual financial statements have been prepared on the basis of accounting policies applicable to a going
concern, The basis presumes that funds will be available to future operations and that the realisation of assets and
settlement of liabilities, contingent liabiiities and commitments wil oceur in the ordinary course of husiness. These
accounting policies are consistent with the previous accounting period.

Significant judgements and sources of estimation uncertainty

In preparing the annual financial statements, management is required to make estimates and assumptions that affect
the amounts represented in the annual financial statements and related disclosures. Use of available information and
the application of judgement is inherent in the formation of estimates. Significant judgements and estimation
uncertainty includes:

Useful lives of waste water, water networks and other non-current assets

The company's management determines the estimated useful fives and related depreciation charges for the waste
water, water nstworks and other non-current assets. This estimate is based on industry norms, Management will
adjust the depreciation charge where the useful lives of these assets have changed from pravious estimates,

Impairment of property, plant and equipment and other non-current and intangible assets

Property, plant and equipment and other non-current, and intangible assets, are reviewed annually by management
for impairment josses whenever events or changes in circumstances indicate that the carrying amount may not be
recoverable,

Post retirement benefits

The present value of the post retirement obligations depend on a number of factors that are determined on an
actuartal basis using a number of assumptions. The assumptions used in determining the net cost (income) include &
discount rate, rate of increase in employer post retirement medical contribution and expected increass in salaries. Any
changes in these assumptions will impact on the carrying amount of post retirement obligations.

The appropriate discount rate at the end of each financial year is determined by aciuaries. This is the interest rate that
should be used to determine the present value of estimated future cash outflows expected o be required to settle the
post retirement cbiigations. In determining the appropriate discount rate, the actuary considers the interest rates of
government bonds, adjusted {o reflect the margin on corporate bonds, that are denominated in the currency in which
the benefits will be: paid, and that have terms to maturity approximating the terms of the related post retirement fability.

Other key assumptions for post retirement obligations are based on current market conditions. Additicnal information
is disclosed in Note 15.
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(Registration number 2000/029271/07)
Audited Annual Financial Statements for the year ended 36 June 2014

Summary of Accounting Policies

1.1 Significant judgements and sources of estimation uncertainty (continued)
Effective interest rate
The company used a risk free interest rate to discount revenue and expenditure that impacts trade and other
payables, trade payables with group companies, consumer debtors, other receivables, {rade receivables with group
comparnies and loans to and from shareholder.
Allowance for debt impairment of consumer debtors
The allowance for impairment is measured as the difference between the assets' carrying amount and the present
valle of estimated future cash flows discounted at the effective interest rate computed at initial recognition,
Management utilises judgement in evaluating credit risk refated to customers. Judgement is based on various factors
including, but not limited to, historical infermation available.
Valuation of water stock
The value of water held at year end is based on water levels multipfied by the cast of water at that date.

1.2 Property, plant and equipment
The cost of an item of property, plant and equipment is recognised as an asset when:
*  itis probable that future economic benefits or service potential associated with the iterm will flow to the company,

and
+  the cost of the item can be measured reliably,

Costs include costs incurred initially to acquire or construct an item of property, plant and equipment and costs incurred
subsequently to add to, or replace part of such assets. If a replacement part is recognised in the carrying amount of an

item of property, plant and equipment, the carrying amount of the replaced part is derecognised.

Property, plant and equipment transferred to the company by developers at no cost to the company is recognised as an
asset when the project is signed off and approved by the company. The asset is recorded at fair value to construct the

asset as indicated by the developer.

COST MODEL

Property, plant and equipment excluding fand and capital work-in-progress, which is held for use in the production or
supply of goods or services or for administrative purposes are stated in the Statement of Financial Position at cost less
accurmulated depreciation and any accumutated impairment losses. Depreciation cemmences when the assets are ready

for their intended tse.

Capital work-in-progress is carried at cost, and depreciated from the date the assets are technically complete, i.e. ready

for intended use, Capital work-in-prograss is disclosed as a separate category of property, plant and equipment,

Day to day repairs and maintenance expenses are charged to the Statement of Financial Performance during the financial
year in which they are Incurred. The cost of major renovations are included in the carrying amount of the asset when it is
probable that future economic benefits or service potential will flow to the company and the cost of the items can be

measured reliably,

Land is regarded as having an indefinite useful life and is not depreciated. Depreciation is provided on all property, plant
and eguipment other than land and capital work-in-progress, to write down the costs, less estimated residuai value, on a

straight line basis over their estimated useful lives as follows:

Item Useful life
Buildings 5 - 30 years
Cemmunication equipment 2-7 years
Furniture and Fixtures &~ 12 years
Computer equipment 4 -15 years
Motor vehicles 5-12 years
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Summary of Accounting Policies

1.2

1.3

Property, plant and equipment (continued}

Laboratory equipment 2-7 years
Minar plant 5-10 years
Office equipment 5-12 years
Plant and machinery 10 - 40 years
Waste water and water networks

»  Pump stations - Civil 80 - 100 years
. Pump stations - Mechanical 5-15 years

»  Pump stations - Electrical 7 - 18 years

*  Water meters 4-10 years

*  Pipelines and other 80 - 160 years

The residual values, depreciation methods and the useful lives of the asset categories are reviewed at each financial
year-end and adjusted if necessary. If the expectations differ from previous estimates, the change is accounted for as a
change in accounting estimate,

Each part of an item of property, plant and equipment with a cost that is significant in relation te the total cost of the ftem
is depreciated saparately.

An item of property, plant and equipment is derecognised upen disposal or when no future economic benefits or service
potential are expected from its use or disposal, The gain or loss arising from the derecognition of an item of property,
plant and equipment is included in surplus or deficit when the item is derecognised. The gain or Joss arising from the
derecognition of an #tem of property, plant and equipment is determined as the difference between the net disposal
proceeds, if any and the carrying amaunt of the item.

Intangible assets

An intangible asset is recognised when:

* itis probable that the expected future ecoromic benefits or service potential that are attributable to the asset will
flow to the company, and

+  the cost or fair value of the asset can be measured reliably.

Intangible assets are initially recognised at cost and comprise. of computer software and servitudes. Cost includes the
cost of materials, direct labour and overhead costs that are directly attributable to preparing the asset for its intended
use. Subsequent expenditure on capltalised intangible assets is capitafised only when it increases the fulure economic
benefits embodiad in the specific asset to which it relates and the costs can be measured reliably. All other expenditure is
expensead as incurred.

Cost model
Intangible assets are carried at cost less any accumulated amortisation and any accumulated impairerment losses.

An intangible asset is regarded as having an indefinite useful life when, based on all relevant factors, there is no
foreseeable fimit to the period over which the asset is expected to generate net cash inflows. Amortisation is not provided
for these intangible assets, The assessment of indefinite life is reviewed annually to determine whether the indefinite life
continues to be supportable, If not, the change in usefel life from indefinite te finite is made on a prospective basis. For
al! other intangible assets amoriisation is provided on a straight line basis over their useful life. The amortisation period
and the amoriisation method for intangible assets are reviewed each year-end and adjusted if necessary.

By their nature, servitudes confer upon the holder a right in perpetuity over the property and as these rights have an
indefinite useful life, they are not amortised.

An item of intangible asset is derecognised upon disposal or when no future econemic benefits or service potential are
expected from its use or dosposal. The surplus or deficit arising from the derecognition of an item or intangible asset is
included i the surplus of deficit when the item is derecognised. The surplus or deficit arising from the derecognition of an
ftem of intangible assets is determined as the difference between the net dispesal proceeds, if any, and the carrying
amount of the item.

Amertisation is provided to write down the intangible assets, on a straight line basis as follows:

item Useful life
Computer software 3-8 years
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Summary of Accounting Policies

1.4 Financial instruments
Initiai recognition

The company classifies financiat instruments, or their component paris, on initial recognition as a financiat asset, a
financial liabifity or an equity instrument in accordance with the substance of the confractual arrangement.

Financial instruments are recognised initially at fair value and, in the case of instruments not at fair value through profit
or loss, including directly attributable transaction costs.

Financial assets and financial liabilities are recognised on the company's Statemant of Financial Position when the
company becomes party to the contractual provisicns of the instrument.

Fair vzlug determination

Management establishas fair value for financial instruments by using certain valuation techniques. These include the
use of recent anm'’s length transactions, reference to other instruments that are substantially the same, discounted
cash flow analysis, and relying as little as possible on entity-specific inputs.

Loans and recejvables

Loans and receivables comprise trade receivables with group companies, loans to shareholder, other receivables,
consumer debtors and cash and cash equivalents. Loans and receivables are subsequently measured at amortised
costs using the effective interest method.

Payables from exchange transactions

Financial liabilities at amortised cost comprise trade payables with group companies, trade and other payables and
lcans from shareholder. These lHabllities are subsequently measured at amortised cost using the effective interest
method.

Cash and cash equivalents

Cash and cash equivalents comprise cash on hand and are subsequently measured at amortised cost.
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1.4 Financial instruments {continued)
impairment of Financial Assets

The company assesses at each reporting date whether there is any objective evidence that 3 financial asset or a
group of financial assets is impaired. A financial asset or a group of financial assets is deemead to be impaired if, and
only if, there is objective evidence of impairment as a result of one or more events that has occurred after the nitial
recognition of the asset {an incurred 'loss event') and that loss event has an impact on the estimated future cash flows
of the financial asset or the group of financial assets that can be reliably estimated,

Evidence of impairment may include indications that the debters or a group of debtors is experiencing significant
financial difficulty, default or delinquency in interest or principal payments (more than S0 days overdue as well as
observable payment levels for current through to 89 days), the probability that they will enter bankruptcy or other
financial reorganisation and where chservable data indicate that there is a measurable decrease in the estimated
future cash flows, such as changes in arrears or economic conditions that carrelate with defaults.

For amounts due from foans and advances to customers carried at amortised cost, the company first assesses
individually whether objective evidence of impairment exists tndividually for financial assets that are individually
significant, or collectively for financial assets that are not individually significant. If the company determines
that no objective evidence of impairment exists for an individually assessed financiai asset, whether signfficant or
not, it includes the asset in a group of financial assets with similar credit risk characteristics and collectively assesses
them for impairment. Assets that are individually assessed for impairment and for which an impairment foss is, or
continues 1o be, recognised are not included in a collective assessment of impairment.

If there is objective evidence that an impairment oss has been incurred, the amount of the loss is measured as the
difference between the asset's carying amount and the present value of estimated future cash fiows {excluding future
expected credit losses that have not yet been incurred) discounted using the insfrument's ariginal effective interest
rate.

The carrying amount of the asset is reduced through the use of an allowance account and the amount of the loss is
recognised in the surplus or deficit,

Derecognition

A financial assst (or, where applicable 2 part of a financial asset or part of a group of similar financial assets) is
derecognised when:

*  Therights to receive cash flows from the asset have expired
*  The company has transferred its rights to receive cash flows from the asset or has assumed an cbligation to pay
the received cash fiows in full without material delay to a third party under a ‘pass-through’
arrangement; and either
(a) the company has transferred substantially all the risks and rewards of the asset, or
(b) the company has neither transferred nor retained substantially all the risks and rewards of the asset,
but has transferred controf of the asset.

When the company has transferred its rights to receive cash flows from an asset or has entered into a pass-through
arrangement, and has neither transferred mor retained substantially all the risks and rewards of the asset nor
transferred conirol of the asset, the asset is recognised to the extent of the company's continuing involvement in the
asset.

A financial liability is derecognised when the obiigation under the liability is discharged or cancelled or expires. When
an existing financia! liability is replaced by another from the same lender on substantially different terms, or the terms
of an existing liability are substantially modified, such an exchange or modification is treated as a derecognition of the
original liability and the recognition of a new liability, and the difference in the respective carryfing amounts is
recognised in the income statement.
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1.5

1.8

1.7

Financial instruments (continued)
Gains and losses for Financial Assets

Gains and losses are recognised in the statement of financial performance when the asset is derecognised or
impaired as well as through the amortisation process,

Gains and losses for Financial Liabilities

Gains and losses are recognised in the statement of financial performance when the liability is derecegnised as well
as through the amertisation process.

Income Tax

The company is an exempt entity in terms of Section 10(1)(1) of the Income Tax Act, Act 58 of 1962, As a result of the
exemption no inceme fax has been provided for in the current financial year.

Leases
Finance leases

Finance leases are recognised as assets in the Statement of Financial Position at amounts equai to the fair value of
the leased asset or, if lower, the present value of the minimum iease payments. The corresponding liability to the
fessor is included in the Statement of Financial Position as a finance lease obligation. The discount rate used in
caicutating the present value of the minimum lease payments is the interest rate implicit in the lease.

The lease payments are apportioned between the finance charge and reduction of the outstanding Hability. The
finance charge is allocated to each period during the lease term so as to produce & constant periodic rate on the
remaining balance of the liability.

Leased assets are depreciated aver the useful life of the asset. However, If there is no reascnable certainty that the
company will obtain ownership by the end of the isase term, the asset is depreciated over the shorter of the estimated
useful life of the asset and the lease term.

Operating leases

Leases of assets under which all the risks and benefits of ownership are effectively retained by the lessor are
classified as operating leases. Payments made under operating leases are charged o the Statement of Financial
Performance on a straight-line basis over the pericd of the lease. When an operating lease is terminated before the
lease period has expired, any payment required fo be made to the lessor by way of penalty is recognised as an
expense in the financial year in which termination takes pface. Contingent rentals are expensed as incumed.

The lease for motor vehicles is classified as an operating lease at inception. It is not straightlined due to the lease
contract containing multiple parameters such as escalations linked to varous market indices, which is variable
depending on the prevailing market indicators. This renders the escalation clause to be uncertain and it is therefore
impractical to calculate the straightlining of this lease in accordance with GRAP 13.

Inventories

Inventories consist of materials, components, fuel on hand and water stock,

Inventories are measured at the lower of cost and net realisable value. The cost of inventeries is assigned using the
weighted average cost formuia.

*  distribution at no charge or for a nominal charge; or

*  consumption in the production process of goeds fo be distributed at no charge or for a nominal charge.

The cost of inventories comprises of all costs of purchase, costs of conversion and other costs incurred in bringing the
inventories to their present focation and condition.
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1.7

1.8

1.9

Inventories {continued}

When inventories are utilised or consumed, the carrying amounts of those inventories are recegnised as an expense
in the period, The amount of any write-down of inventories to net reatisable value and all losses of inventories are
recognised as an expense in the period the write-down or loss accurs, Reversals of any write-down of inventories,
arising from an increase in net realisable value, are recognised as a reduction in the amount of inventories recognised
as an expense in the period in which the reversal ocours.

impairment of non-financial assets

Property, plant and equipment and other non-current and intangible assets, are reviewed for impairment losses
whenever events or changes in circumstances indicate that the carrying amount may not be recoverable. An
impairment loss is recognised in the Statement of Financial Performance for the amount by which the carrying amaount
of the asset exceeds its recoverabie amount, that is, the higher of the asset's fair value less cast to sell and value in
use. For the purpose of assessing impairment, assets are grouped at the lowest leveis for which there are separately
indentifiable cash flows.

In assessing the value in use, the estimated future cash flows are discounted o the present value using a discount
rate that reflects current market assessments of the time value of money and the risks specific to the asset, In
determining fair value less costs to sell, an appropriate valuation mode! is used. Impairment losses are recognised in
surplus or deficit in those expense catergories consistent with the function of the impaired asset.

An assessment is made at each reporting date as to whether there is an indication that previously recognised
impairement logses may no longer exists or may be decreased. H such indication exists, the company estimates the
assets recoverable amount. The reversal Is limited so that the camrying amount of the asset does not exceed its
recoverable amount, nor exceed the carrying amount that would have been determined, net of depreciation, had no
impairment loss been recognised for the assét in prior years. Such reversal is recognised in surptusf{deficit).
Employee benefits

Short-term emplovee benefits

The cost of short-term employee benefits, (those payable within 12 months after the service is rendered, such as paid
vacation leave and sick leave, bonuses, and non-monetary benefits such as medical care}, are recognised in the
period in which the service is rendered and are not discounted.

The expected cost of compensated absences is recognised as an expense as the employees render services that
increase their entitlement or, in the case of non-accumulating absences, when the absence ooours.

The expected cost of bonus payments is recognised as an expense whan there is a legal or constructive obligation to
make such payments as a result of past performance.

Defined contribution plans

The maijority of the company's employees are members of various defined contribution plans. A defined contribution
plan is a retirement plan under which the company pays fixed contributions into separate trustee administered funds.

The company's contributions to the defined contribution pians are charged to the Statement of Financial Performance
in the financial year to which they refate,

The company has ne further payment obligations once the contributions have been paid.
Other post retirement obligations

The company provides post-retirement heaith care benefits, housing subsidies and gratuities upon refirement to some
retirees. This obligation is not funded by any underpinned assets.
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1.9 Employee benefits {continued)

The entitlement to post-retirement health care benefits, gratuities and housing subsidies is based on the employee
remaining in service up to retirement age and the completion of a minimum service period. The expected costs of
these bensfits are accrued aver the period of empleyment. Independent gualified actuaries carry cut valuations using
the projected unit credit method of thase obligations on an annuat basis. The obligation is measured at the present
value of the estimated future cash flows using interest rates of govermment securities that have terms to maturity
approximating the terms of the related liability.

Actuarial gains and losses and past service costs are charged to the Statement of Financial Performance as the costs
QCCur.

1.10 Provisions and contingencies

Provisions are recognised when;

«  the company has a present obligation as a result of a past eveént;

*« it is probable that an outflow of resources embodying economic benefits or sarvice potential will be required to
settle the obligation; and

. a reliable estimate can be made of the obligation.

The amount of a provision is the present value of the expenditure expected to be required o setile the gbligation.

Contingent assets and contingent liabilities are not recognised.

1.11 Bullk service contributions

Bulk gervice contributions are received by the company from developers for the potential expansion andfor
augmentation of infrastructure relating to the provision of water and sanitation services to the development. When
received the amounts are credited to tha Statement of Financial Perfermance.

1.12 Government Grants

Government grants received are recognised as revenue, except to the extent that a liability is recognised with regards
to conditions that give rise to a present obligation on the initial recognition of the asset. [n cases that a liability is
recognised, the carrying amount of the liability is reduced and the amount is recognised as revenue to the extent that
the company satisfies the stipulated present obligations.

1.13 Revenue
Revenue comprises the invoiced value of sales in respect of operations in the provision of water and wastewater
services and excludes invesiment and other income and value-added tax (VAT), Revenue from the distribution of

water is recognised when consumed and the provision of sanitation services is recognised as and when the service
has been provided. Average consumption is invoiced when meter readings have not been performed.

Deemed consumpticn areas are bifled based on between 5kl and 20kl of water per stand per month, regardless of
actual consumption.

Revenue is measured at the fair value of the consideration received or receivable excluding rebates and represents
the amounis receivable for goods ancd services provided in the normal course of business.

1.14 Interest Revenue
Interest revenue is recognised cn a time-proportion basis using the effective interest method.

1.15 Borrowing costs
Borrowing costs directly attributable o the acquisition, construction or production of an asset that takes a substantial
period of time to get ready for its intended use are capitalised as part of the costs of the asset. All other borrowing

costs are expensed in the period they occur. Borrowing costs consist of interast and other costs that are incurred in
cenneacticn with the borrowing of funds.
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1.16 Presentation currency and rounding

The annual financial statements are presented in South African Rand rounded to the nearest thousand.

1.17 Budget information

The company has adopted National Treasury's recommended template for the disclosure of budget information for the
current financial year, The company's budget is prepared on an accrual basis that is comparable with the financial
statements. The budget is prepared for the period July 2013 to June 2014 which is in alignment to the presentation of
the financial statements reporting period.
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Figures in Rand thousand

2014

2013

2. Statements and interpretations not yet effective

At the date of authorisation of these Annuat Financial Statements, the following Standards and Interpretations were in

issue but not yet effective:

» GRAP 18 - Segment Reporting

* GRAP 20 - Related Party Disclosure

. GRAP 32 - Service Concession Arrangements; Grantor

. GRAP 105 - Transfer of functions between eniities under common controt

. GRAP 106 - Transfer of functions between entities not under commaon control
» GRAP 107 - Mergers

. GRAP 108 - Statutory Receivables

The above standards are similar to existing standards applied by the company and are unlikely to impact the financial
position or performance of the entity, but may impact the extent of disclosures providad.

3. Property, plant and equipment

2014 2013

Cost/ Accumulated Carrying value Cost/ Accumulated Carrying value

Valuation depreciation Valuation depregiation

and and

accumulated accumulated

impairment impairment
Land 10 387 - 10 367 10 367 - 10 367
Buildings 351 601 {224 238) 127 363 313 840 (215 807) 98 233
Plant and machinery 518 345 {481 58B) 1 036 757 1473 410 (437 530) 4035 880
Fumniture and fixtures 15711 (8 908) 6 803 15 511 (9 161) 6 350
Mector vehicles 14 776 {4 025) 10 751 8015 {2 238) 6777
Office equipment 20 056 {11 640) 8416 20028 {9 026) 11 002
Computer equipment 57 742 {36 875) 20 867 55 363 {35 193) 20170
Capital work in progress 1862 071 - 1 862 071 1299 498 - 1289408
Communication equipment 15 216 {11523} 3683 13 837 {10 633 3004
Laboratory eguipment 36 230 (20 644} 15 586 34 838 (17 921} 16 817
Minor plant 58 419 (45 119) 14 300 58 245 (41 848} 186 387
Wastewater netwark 1773 148 (166 303} 1606 846 1859 946 (148 052) 1511 894
Water network 3 377 515 (415 716) 2 851 798 3078 663 (357 873) 2720790
Total 9112198 {1426 579) 7 685 619 8 D42 361 (1 285 082) 6757219
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Figures in Rand thousand 2014 2013
3,  Property, plant and eguipment {continued)
The following leased assets are included in Property, plant and equipment listed above.
2014 2013
Cost/ Accumulated Carrying value Cost/ Acgumulated Carrying value
Valuation depreciation Valuatian depreciation
and and
accumulated accumulated
impairment impairment
Office equipment 4932 {3 267) 1665 4932 (1625) 3 307
Motor vehicles 14 525 (3 825) 10700 8 766 (2 065) 6701
Total 19 457 {7 092) 12 368 13 698 {3 630} 10 008
4. Intangible assets
2014 2013
Cost/ Accumulated Carrying value Cost/ Accumulated Carrying vaiue
Vajuation amortisation Vatuation amoartisation
and and
accumutated accumulated
impairment impairment
Servitudes 1727 - 1727 1727 - 1727
Computer software 75 571 {26 889} 48 882 62 194 (34 076) 28 118
Total 77 298 {26 889) 50 408 €3 921 {34 076) 29 845
Reconciliation of intangible assets - 2014
Opening Additions Transfers  Amortisation Total
balance
Servitudes 1727 - - - 1727
Computer software 28 118 16790 14 968 {10 195) 48 682
29 845 15 790 14 969 {10 195) 50 409
Reconciliation of intangible assets - 2013
Opening Additions Transfers Amaortisation Total
balance
Servitudes 1727 - - - 1727
Computer software 34 830 4 663 (2413) {8 962) 28 118
38 557 4 663 (2 413) {8 962) 29 845
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5. Inventories

Material, components and fuel 51664 39304
Water 10 749 9803
Subiotal 62 413 49 107
Provision for inventory write downs {1617) {1 551}

60 796 47 556

Inventary consists of spares and consumables which will be ufiised by the company in its daily business operations,
as well as stock of water. The stock of water is computed basad on velumes at year end in the water network, water
towers and reservoirs. Water stock expensed is included as part of cost of sales.

6. Trade receivables and {payabies) with group companies

Fellow subsidiaries

Johannesburg City Parks NPC {351) (482)
Johannesburg Roads Agency S0OC Ltd (21 594) {(11077)
Johannesburg Sacial Housing Company SOGC Lid {115) -
Pikitup Johannesburg SOC Ltd {708) -

{22 768) {11 559)

The above loans are short term (30 - 60 days) , unsecured and interest free.

Credit quality of trade receivables with group companies

The crediit quality of trade receivables with group companies that are neither past due nor impaired are considerad fair
by the company taking into account the historical information available and due to the fact that there has been no
default in the past.

The frade receivables and payables with group companies are measured at initial recognition at fair value, and are
subsequently measured at ameriised cost using the effective interest method. The carrying value of trade receivables
and payables with group companies approximates fair value.

Trade receivables with group companies past due but not impaired

There are trade receivables with group companies which are past due and not impaired.

30 days past due 2 -
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7. Loans tol{from) shareholder

City of Johannesburg Metropolitan Municipality - Other loans (316 915) (306 434)
City of Jehannesburg Metropolitan Municipality - Conduit mirrer loans (2857 052) (2542724)
Clhy of Johannesburg Metropolitan Municipality - Qther non-exchange loans 44 471 20 872
City of Johannesburg Metropalitan Municipality - Post retirement benefit 72 004 75216
City of Johannesburg Metropolfitan Municipality - Capex drawdown 53648 99 844
City of Johannesburg Metropolitan Municipality - Sweeping account 42 007 72728
City of Jehanneshurg Metropolitan Municipality - Sharehclder leans {259 958) {324 950)

(3221793) (2 896 447)

Other loans and the Capex drawdown are short term (30 - 60 days), unsecured and interest free.

Current assetfs 212 130 277 661
Non-current liabilities {2648 152) (2 460 548}
Current liabilities (including short term portion of lang term loans) (785771} (713 560)

{3221793) (2896 447)

The terms of loans to shareholder have not bean renegetiated in the current or prior period.

The loans to/{from) shareholder are measured at initiaf recognition at fair vaiue, and are subsequently measured at
amortised cost using the effective interest method. The carrying value of loans to/(frem) shareholder approximates fair
value.

Loans te shareholder past due but not impaired

At 30 June 2014, R 5 (2013: R3,723) were past due but not impairad.

The aging of the amounts past due but not impaired is as follows:

30 days past due - 318
60 days past due - 1296
90 days past due 5 -
120 days past due - 1 954
180 days past dus - 158

7.1. Gity of Johannesbury Metrepolitar Municipality - Conduit mirror loans

Loans at the beginning of the year (2542 724) {2 521056)
New ioans (876 279) (342 238}
Repayments 361 904 320570
Intersst accrued 47 -
Balance at end of year (2857 052) (2542724)

Conduit loans are repayabie in equal quarterly installments over a period of 10 years from loan acqguisition.
These unsecurad loans bear interest at a fixed rate of 9,31% to 10.9% (2013: 9,31% to 10,9%) .

FDA 1 (Caylon) is repayable in equal quarterly installments over a period of 10 years, commencing 30 September
2008. These unsecured loans bear interest at a variable rate linked to Jibar less 35 basis points resulting in a rate of
5,38% for the current financial year {2013; 4,78%)

FDA 2 is repayable in equal half yearly instaiments over a period of 12 years, commencing 15 November 2014.
These unsecured loans bear interest at a variable rate linked to Jibar plus 70 basis points resulting in a rate of 7,4%
and 7,47% for the current financial year (2013; 7,4% and 7,47%)
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7.

Loans to/{from) shareholder (continued)

7.2. City of Johannesburg Metropolitan Municipality - Shareholder loans

Shareholder loans at beginning of the year (324 950} {389 945)
Repayments 64 8985 64 9985
Balance at the end of the year {259 955) {324 950)

The unsecured loans bear interest at a nominal annual rate of 14,5% to 15% (2013: 14,5% to 15%) compounded
menthly and are repayable in equal quarterly instaliments over a period of 10 years.The quarterly capital repayments
commenced in 2009,

7.3. City of Johannesburg Metropolitan Municipality - Sweeping account

Bank Sweeping Account 42 007 72729

The bank sweeping account is an unsecured interest bearing loan to the sharehalder with no fixed repayment terms.
The loan earns interest at a variable rate which was 5,73% (2013: 7,17%) at the reporting date.

Finance lease obligation: Sharehoider

Minimum lease payments due

- within one year 3372 2511
- in second to fifth year g 517 6 045
- later than five years 1280 176
14 169 8732
less: Future finance charges (2 978) {1687)
Present value of minimum lease payments 11193 7 045
Non current liabilities 8829 5282
Current liabilities 2 364 1783
11193 7 045

Interest on finance leases are calculated at 10% per annum, and repayments on the lease arrangements are made
monthly. The lease terms range from three years to seven years. The carrying value of the finance leased assets
are included in Property, plant and equipment, under motor vehicles. Refer note 3 for further information.
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10.

Finance lease obligation: Other

Minimum lease payments due

- within one year 1592 1858
- in second to fifth year 287 1879
- later than five years - -
1879 3737
less: Future finance charges {96} (313)
Present value of minimum lease payments 1783 3424
Necn currant liakitities 279 1783
Current liabilities 1504 1 64%
1783 3424

Interest on finance leases are calculated at variable rates of interest, ranging between 7.41% and 8.5% per annum,
and repayments on the lease arrangements are made quarterly. The lease terms are over a period of three years,
The carrying value of the finance leased assets are included in Property, plant and equipment, under Office
equipment . Refer note 3 for further infarmation

Other receivables

Sundry Debter 16 415 15 595
Allowance for impairment {2 956} (3158)
Total other receivables 13 45% 12437

Other receivables consists predeminantly of the billing and recovery of sundry services which include laboratory fees
and prepaid expenditure,

Credit quality of other receivables

Other receivables comprise of the recovery of sundry services. Management evaluates credit risk retating to these
customers on an ongeing basis. The credit quality of other receivables that are neither past due nor impaired arg
considered fair by the company taking into account the historical information available.

Other receivables past due but not impaired

At 30 June 2014 R 8 (2013 R 0} was past dug but nof Impaired.

The ageing of amounts past due but not impaired is as follows:

30 days past due 2| -

Other receivables impairad

As of 30 June 2014, other receivables of R 16,415 (2013: R 15,595) were considered for impairment testing. The
allowance for impairment losses was R2,956 as of 30 June 2014 (2013: R3,158).

The classification and respective ageing categories considered by management during the testing for impairment are
as follows:

48




Johannesburg Water (SOC) Limited

(Registration number 2000/029271/07)
Audited Annual Financial Statements for the year ended 30 June 2014

Notes to the Audited Financial Statements
Figures in Rand thousand 2014 2013

10. Other receivables (continued)

Current 13 450 12 522
1-30 days 9 -
31 - 60 days - 81
61-90 days 1 -
91 - 120 days 21 57
> 365 days 2934 2935
Total other receivahles 16 415 15 595

Reconciliation of aflowance for impairment of other receivables

Opening balance 3158 3893
Allawance for impairment losses 27 536
Reversed during the year (229) (1271)

2956 3158

The creation and release of the allowance for impairment of other receivables have been included in operating
expenses in the Statement of Financial Performance {note 26). Amounts charged to the allowance account are
generaly written off when there is no expectation of recovering additional cash,

49



Johannesburg Water {(SOC) Limited
(Registration number 2000/029271/07) _
Audited Annual Financial Statements for the year ended 30 June 2014

Notes to the Audited Financial Statements

Figures in Rand thousand 2014 2013

1.

Consumer debtors: Exchange transactions

Trade receivables 7 658 549 7025075

Allowance for impairment (6748754) {5322618)

1910795 1702 457

An impairment is recognised for the amount by which the carrying amount of the asset exceeds its recoverable
amount. Accordingly, an impairment loss is recognised based on the ageing as well as the profile of debtors. The
terms of the trade and other receivables have not been renegotiated during the current or prior period.

Extensive investigative work performed prior to 2004 in order to inform the direction of the cempany tumaround
strategy identified that the deemed consumption areas were largely responsible not only for the high outstanding
debtors, but also the higher than benchmark unaccounted for water level, The level of unaccounted for water for the
year under review is 35.7% (2013: 28.9%). The metered areas are considered to be within accepted norms, whilst the
prablem area has been identified as being the deemed consumption envirohment.

Cradit quatity of consumer debtors

Trade receivables comprise a widespread customer base. Management evaluates credit risk relating to customers on
an ongoing basis and characteristics Hke collection levels are considered during evaluation for impairment. The credit
quality of trade receivables that are neither past due nor impaired are considered fair by the company taking into
account the histerical information available.

Summary of consumer debtors by classification

Domesfic consumers

Current 253 134 257 208
30 days 308 186 1898 309
31 - 60 days 188 935 210 580
61 - 8C days 181 620 140 121
91-120 days 146 840 162 564
121 - 365 days 1148 044 766 549
> 365 days 2549758 2 654 966
4778 317 4 390 265
Less: Allowance for impairment (3937629) (3584079
838 688 806 186

Domestic consumers - Past due and impaired

Current (0 - 30 days) {25 313) -
30 days {30 819) -
31 - 60 days (18 883) -
61-90 days (18 182) -
91 - 120 days {146 640) {162 564)
121 - 365 days (1148 044) {766 549}
> 365 days (2549 758) (2 654 S6B)

(3937629} (3584 079)

Domestic consumers - Current, past due and not impaired

Current 227 821 257 208
30 days 277 367 198 309
31-60days 170 042 210 550
81 - 90 days 163 458 140 121

838 688 806 186

50



Johannesburg Water (SOC) Limited
{Registration number 2000/029271/07)
Audited Annual Financiat Statements for the year ended 30 June 2014

Notes to the Audited Financial Statements

Figures in Rand thousand 2014 2013
11. Consumer debtors: Exchange transactions {confinued)
Commercial consumers
Current B0B 682 391 288
30 days 182 275 118 131
31-60days 122 320 109 622
61 - 80 days 87 569 86 688
81 - 120 days 64 264 79 848
121 - 385 days 482 075 337 944
> 365 days 1105 066 1278820
2652 251 2404 348
Less: Alowance for impairment (1635178) (1564 454)
1017 072 835 894
Commercial consumers - Past due and impaired
91« 120 days {62 356} (54 387)
121 - 365 days (467 757) (230 228)
> 365 days (1105066) (1279 829)
(1635179) (1 564 454)
Commercial consumers - Current, past due and not impaired
Current 608 682 391 286
30 days 182 275 119 131
31-60days 122 320 109 622
61 - 90 days 87 569 86 688
91 - 120 days 1808 25451
121-365 days 14 318 107 718
1017 072 B39 894
National and provincial government
Current 18 050 18272
30 days 16 400 15 657
31-60days 10 585 12731
61 - 80 days 8880 8717
81 - 120 days 89118 12 526
121 - 365 days 55 661 47 774
> 365 days 111167 113 785
230 981 230 462
Less: Allowance for impairment (175 948) {174 085)
55035 56 377
National and provincial government - Past due and impaired
91 - 120 days {2118} (12 526)
121 - 365 days (55 661) {47 774)
> 365 days (111167) {113 785)
{175 948) {174 085)
National and provincial government - Current, past due and not impaired
Current 18 050 19272
30 days 16 400 15 657
31-60 days 10 595 12 731
61-90days g 900 8717
55 035 56 377
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‘1. Consumer debtors: Exchange transactions {continued)
Total consurner debtors
Current 879 866 667 764
30 days 506 861 333097
31 -60days 321850 332 803
61-90 days 279179 235526
91 - 120 days 220022 254938
121 - 365 days 1685780 1152 267
> 365 days 3765 991 4 048 580
7 €58 549 7025075
Less: Allowance for impairment (5748754} {5322618)
15810 798 1 702 457
Total consumer debtors - Past due and impaired
Current (0 - 30 days) {25 313) -
30 days {30 819) -
31 - 60 days {18 893) -
61 - 90 days (18 162) -
81 - 120 days (218 114} (228 487)
121 - 365 days (1671462} {1044 551)
> 365 days (3765981) (4048 580)
(5748754) (5322418)
Total consumer debtors - Current, past due but not impaired
Current 854 553 667 764
30 days 476 042 333 097
31-80 days 302 857 332 903
61 - 90 days 281017 235 5326
81-120 days 1908 25 451
121 - 365 days 14 318 107 716
1910795 1702 457
Reconciliation of allowance for impairment
Balance at beginning of the year (5322818) {53680647)
Contributions to allowance (1128 194) {948 153)
Debt impairment written off against gllowance 702 058 984 182
(5748 754) (5 322 618)

32



Johannesburg Water {(SOC) Limited

{Registration number 2000/029271/07)
Audited Annual Financial Statements for the year ended 30 June 2014

Notes to the Audited Financial Statements

Figures in Rand thousand 2014 2013
12. Financial assets by category
The accounting policies for financial instruments have been appiied to the line items below:
2014
Loans and
raceivable Other Totfal
Consumer debtors 1910795 - 1910 795
Other receaivables 8 668 - B 668
Prepayments - 4791 4791
Total Other Receivables 8 668 473 13 459
l.oans to sharcholder 212130 - 212130
Cash Ky - A
2131624 4 781 2136 4158
2013
Loans and Other Taotal
recoivable
Consumer debtors 1702 457 - 1 702 457
Other receivablas 2 899 - 2 899
Prepayments - o538 9538
Total Other Receivabies 2 899 9538 12 437
Loans to shareholder 277 681 - 277 66t
Cash 26 - 26
1 983 043 9 538 1 992 581
13. Cash and cash equivalents
Cash and cash equivalents consist of;
Cash on hand 31 26

The company has a sweeping arrangement with the Gity of Johannesburg Metropolitan Municipality whereby all cash
is swept on a daily basis to the City of Johannesburg Metropolitan Municipality's bank account. Petty cash is reflected
as being on hand. The cash owed fo the company by the City of Johannesburg Metropolitan Municipality is reflected
as an amount due from the shareholder. The amount due as at 30 June 2014 is R42,007 million (2013: R72,729

milfion).
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13. Cash and cash equivalents (continued)

Bank Account Type Account number
Absa Expenditure 4054324786
Absa Revenue 4054394808
Absa Salaries 4054394817
Standard bank Expenditure 000196789
Standard bank Revenue 000196819
Standard bank Salaries 000196843
Standard hank Bank charges 000196398

14. Contribution from sharehaider

Authorised
1000 Qrdinary shares of Rt each

Issued
200 Ordinary shares of R1 each
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15. Retirement benefit obligations

The actuarial valuations were performed by ZAQ Consultants and Actuaries, who are independent post retirement
plan adminisirators, it was concluded that the plan was in a2 sound financial position, taking into account the loan

receivable {note 7} from the City of Johannesburg Metropolitan Municipality, to cover the liability.

Post-retirement liability

Provision:Post-Retirement Medical Obligation 15.1 31020 32673
Provision:Post-Retirement Housing Subsidy obligation 15.2 54
Provision: Post-Retirement Gratuity Obligation 15.3 59103 61613
Balance at end of year 90174 94 340

15.1 Post retirement medicat aid plan

The company has made provision for post retirement medical benefits covering 17 employees (2013: 27 employess),
and 43 continuation members {2013; 40 continuation members). There are 2 medical schemes. Actuarial valuations

are independently prepared annually using the projected unit credit method and a set of astuarial assumptions.

Reconciliation of post retirement medical aid plan

Cpening balance 32673 33491

Benefits paid (1 346) (1 445)
Current service costs 479 192

Interest costs 2531 2 864

Actuarial gain {3317) {2 429)
Balance at end of year 31 020 32873

Key assumptions used

Assumpticns used on tast valuation on 30 June 2014.

Discount rates used 8.94 % 7.89 %
Expected increase in salaries 8.05 % 6.67 %

In determining the appropriate discount rate, the actuary considers the interest rates of government bonds, adjusted to
reflect the margin on corporate bonds, that are denominated in the currency in which the benefits will be paid, and that

have terms to maturity approximating the terms of the related post retirement medical aid plan liability.
Change in assumptions

A sensitivity analysis with respect to a 1% change in the discount rate will have the following impact:

1% 0% 1%
Liability 29,806 31,620 31,830
Percentage change -3.91% 0% 2.95%
Post Retirement Mortality

-20% 0% 20%
20% adjustment to mortality rate 33,262 31,020 29,181
Percentage change 7.23% 0% -5.92%
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15. Retirement benefit obligations {continued)

Other assumptions:

Age of Spouse - husbands five years clder than wives
Mortality of in-service members - In accordance with the SA 85-90 mortality fables
Mortality of pensicners - In accordance with the PA(S0} ultimate mortality tables.

16.2 Post retirement housing subsidy plan

The company has made provision for post retirement housing subsidies covering 4 employees {(2013: 6 smployees).
and 1 continuation member (2013: 0 continuation member). Actuarial valuations are independently prepared annually
using the projectad unit credit method and a set of actuarial assumptions,

Reconciliation of post retirement housing subsidy plan

Opening balance 54 113
Current service costs 2 4
Interest cosis 4 10
Benefits Paid (3) -
Agtuarial gain (€) (73)
Balance at end of year 51 54

Key assumptions used
Assumptions used on last valuation on 30 June 2014,

Discount rates used 8.94 % 7.89%
Expected increase in salaries 8.05 % 8.67 %

tn determining the appropriate discount rate, the actuary considers the interest rates of government bonds, adjusted to
reflect the margin on corporate bonds, that are denominated in the currency in which the benefits will be paid, and that
have terms to maturity approximating the terms of the related post retirement housing subsidy plan Kability.

Change in assumptions

A sensitivity analysis with respect te a 1% change in the discount rate will have the following impact:

A% 0% 1%
Liability 48 51 54
Percantagea change -3.92% 0% 5.88%
Post Retirernent Mortality

-20% 0% 20%
20% adjustment to mortality rate 52 51 50
Percentage change 1.96% 0% -1.96%
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15. Retirement benefit obligations {continued)

15.3 Post retirement gratuity plan

The company has made provision for post retirement gratuity benefits covering 343 employees {2013: 378
smployees). Actuarial valuations are independently prepared annually using the projected unit credit method and a sat

of actuarial assumptions.

Reconciliation of post retirement gratuity plan

Opening balance
Benefits paid
Interest Cost
Actuarial loss / (gain)

Balance at end of year

Key assumptions used

Assumptions used on last valuation on 30 June 2014.

Discount rates usad
Expected increase in salaries

61613 53 506
(6 825) (4 402)
4659 4588
(344) 7 833
59 103 61613
8.94 % 7.89 %
8.05 % .67 %

In determining the appropriate discount rate, the actuary considers the interest rates of government bonds, adjusted to
refiect the margin on corporate bonds, that are denominated in the currency in which the benefits wifl be paid, and that
have terms to maturily approximating the terms of the related post retirament gratuity plan liability.

Change in assumptions

A sensitivity analysis with respect te a 1% change in the discount rate will have the following impact:

1% 0%
Lizbility 55,297 59,103
Percentage changa -B8.44% 0%
Post Retirement Mortaiity

-20% 0%
20% adjustment to mortality rate 59,061 56,103
Percentage changs «0.07% 0%

15.4 Net expense recognised in the statement of financial performance
Post retirement medical aid plan

Post retirement housing subsidy plan
Post retirement gratuity plan

Total included in employee related costs

15.5 Defined contribution plan

The company's liability is limited to its contributions to the plan.

The fetal company contribution to such schemes

1%
83,259
7.03%
20%
59,145
0.07%
1653 818
59
2 510 (8 017)
4166 (7 140}
52783 51982
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16. Deferred income
Unspent conditional grants comprise:
Unspent conditional grants and receipts comprises of:
Unspent conditional grants and receipts
Government grants - 499
Government grants movement during the year
Balance at the beginning of the year 439 1481
Recelfved in current year 307 925 378 583
Utilised during the year (308 424 (379 565)
Balance at the end of the year - 499
17. Trade and other payables from exchange transactions
Trade payables 985 498 723 848
Payments received in advanced 490 027 362 935
Accrued leave pay 41 892 36 388
Accrued honus 20012 18 877
Operating lease payables 18115 19 047
Sundry payables 12 978 18 164
VAT 176 049 227 202
Consumer deposits 201 099 217 601
1926 668 1627 857
The above are short term (30-80 days) , unsecured and interest free.
18. Provisions
Reconclifation of provisions - 2014
Opening Addittons  Utilised during  Reversed Total
Balance the year  during the year
Provision for bonuses 15 080 18 104 {13 941) {1139) 18 101
Reconciliation of provisions - 2013
Opening Additions  Utilised during  Reversed Total
Baiance the year  during the year
Provision for bonuses 13 800 15 080 (13 807) {193) 15080
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19. Financial liabilities by category
The accounting policies for financial instruments have been applied to the line items below:
2014
Financial Other Total
liahilities
Trade and other payables from exchange transactions 1251198 - 4251198
South African Revenue Services - 185 210 185210
Customer Prgpayments - 490 260 480 260
Trade and other payables from exchangs transactions 1251198 675 470 1926 668
Trade payables with group companies 22768 - 22768
Loans from Shareholder 3433923 - 3433923
Finance Jease obligation: Shareholder 11193 - 11 193
Finance ease obligation: Other 1783 - 1783
Provisions - 18 101 18 101
4 720 865 693 571 5414 436
2013
Financial Other Total
liabilities
Trade and other payables from exchange iransactions 1028 054 - 1028 054
South African Revenue Services - 235 501 235 501
Custemer Prepayments - 364 302 384 302
Trade and other payables from exchange transactions 1028 054 £99 803 1 827 857
Trade payables with group companies 11 559 - 11 559
Loans from Shareholder 3174108 - 3174108
Finance lease obligation: Shareholder 7045 - 7045
Finance lease obligation: Other 3424 - 3424
Provisions - 15 080 15 080
4 224 180 614 883 4 838073
20. Revenue from exchange transactions
Sale of water 4142 989 3 9680 971
Rendering of sanitation services 22092731 1 883 021
6435 720 5853952
21, Other income
Other income 8 406 79 280
Laberatory income 897 1235
Developer funded asset income 146 685 203 228
Bulk service contributions released 66 482 41 449
222 574 325192
22. Revenue from non-exchange transactions
Government granis raleased 308 424 379 565
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23. Water Losses: Physical and Commercial

Water losses are included in Cost of sales. The level of physical and commercial losses for the year under review is
35,7% [R1,160 biifion], (2013: 28,9% [R0,820 billion}). The level of physical losses for the year under review is ¢ 5%
[R308,8 million], (2013: 9,8% [R278,2 million]). The level of commercial losses for the year under review is 28,20%
[R851,1 million}, (2013: 19,1% [R542,3 million]).

It is acknowledged and accepted that a certain level of water losses cannot be aveided from a technical perspective
and is considered acceptable from an egonomic perspective. This means the cost of interventions {o reduce water
losses from a technical perspective should be less than the savings to be realised, The industry norm for water losses
is 18%. Taking consideration hereof would resuit in a reduction of the level of water losses for the year under review
to 17,7% [R575,0 miflion], (2013: 10,8% [R309,5 million]). The industry norm of 18% applied is 2% more stringent than
the benchmark of 20% as published by the South African Water Research Commission.
Please refer to note 11 for additional information.

24. Expenses by nature
Operating surplus for the year is stated after accounting for the following:

Operating lease charges - Contractual amounts

Premises 28573 27 940
Motar vehicles 85984 81131
Equipment 87¢g 1662

115 438 110 733

QOperating expenses

Allowance for debt impairment 26 t 075 110 908 879
Employee costs 28 738 581 698 073
Electricity and chemicals 27 164 OB 185 219
Bifling and mater reading charges 185 452 174 625
Depreciation, amortisation and impairments 162 757 166 413
Consumabies 110738 89 864
Security 27 505 24 448
Loss on disposal of property, plant and eguipment 3872 14 855
Insurance 8757 10083
Repairs and maintenance 9227 8244
L egal expenses 1612 1425

28, Auditors remuneration

Fees 3993 3755

26. Allowance for impairment (Bad debts)

Allowance for impaiment 1075110 909 879

27. Electricity and Chemicals

Electricity 134 800 159 243
Chemicals 29 288 25 978
164 088 185 219
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28, Employee costs
Basic salaries 523 836 481 996
Other affowances 82 416 81088
Pension costs 60 086 68708
Medical aid - company contributions 45 158 40 844
Leave pay 11608 10 104
Post retirement benefii pian cost {Defined contribution plan) 4009 12 987
Housing benefits and allowances 2668 2348
735581 699 073
Average number of employees employed during the year
- Permanent 2501 2 436
29, interest revenuse
Interest earned - sweeping account 2883 2 898
Interest on impaired accounts 62 197 66 275
64 880 69174
30. Finance costs
Interest paid ~ Shareholder loans and Finance feases 282 668 296 087
31. Taxation
As the company is a water service provider it has been exempt from normal company taxation in terms of Section
10(1)(t) of the Income Tax Act, Act 58 of 1962, published in the Government Gazette.
32. Cash generated from operations

Surplus

Adjustments for:

Depreciation, amortisation and impairments
Allowance for impairment

Movements in retirement benefit assets and liabilities
Movements in provisions

Loss/(profit} on disposal of property, plant and equipment
Developer funded asset income

Changes in working capital;

inventories

Other receivables

Consumer debtors

Trade and other payables from exchange transactions
Unspent cenditicnal grants

Trade payables in group companies

384
26
15
18
24

10
11826
17
18

535 280 794 035
162 757 166 413
1075110 909 879
{4 166) 7 140
3021 1280
3673 14 856
(146 688) (203 228)
{13 240) (3 333)
{1 022) (3 990)
(1283448) (1183 503)
298 814 175 913
(499) {982)
11208 6 450
640 799 880 930
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33. Commitments
Authorised capital expenditure

Already contracted for but not provided for
Property, plant and equipment 873678 1150 214

The commitments disclosed above refate only to construction contracts with suppliers. Other procurement contracts
with suppliers are subject to the demand or requirements of Johannesburg Water and as such, there is no fixed future
obligation or commitment in respect of these contracts.

This capital expenditure is to be financed from intemally generated funds and from shareholder {oans and grants as
foltows:

This expenditure will be financed from:

Sharehclder loans 579 188 800 080
Grant funding 291 387 341 737
Internal cash 3091 8 397

873 676 1150 214

Operating leases - as lessee

Minimum lease payments due

. within one year 30 236 26 349
. in second to fifth year inclusive 77 356 87 297
. later than five years 18 628 33426

124 221 147 072

Operating lease payments represent rentals payable by the company for certain of its office properties and equipment.
Leases are negotiated for an average term of seven years and rentals are fixed for an average of three years, No
cantingent rent is payabie. Lease agreements over office properties are subject to escalation clauses
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34. Related parties

Refated parties disclosed in this note are resiricted to the City of Johannesburg Metropolitan Municipality and its

subsidiaries only.

Relationships
Farent

Other members of the group

Members of key management

Other related parties

City of Johannesburg Metropolitan Municipality

City of Johannesburg Property Company S0C Lid

City Power Johannesburg SOC Lid
Johannesburg City Parks NPC

Johannesburg Development Agency SOC Lid

Johannesburg Metropolitan Bus Serviges SOC Lid
Johanneshurg Roads Agency SOC Ltd
Johannesburg Sacial Housing Company SOC Lid
Metropolitan Trading Company SOC Lid

Pikitup Johannesburg SOG Ltd

The Johannesburg Civic Theatre SOC Ltd

The Johannesburg Fresh Produce Market SOC Lid
The Johannesburg Zoo NPC

Directors’ emoluments and other Key Management
Personnel Remuneration - Note 35

There were no refated party declarations made during

the year by any supplier, tenderer or employes in
terms of Supply Chain Management Regulation 45,

Related party balances

Loan amounts owing fo refated parties

City of Johannesburg Metropolitan Municipality -Net current liabilities
City of Johannesburg Metropolitan Municipality - long term Joans
Finance lease obligation: Shareholder

Shert term pertion of long ferm loans

Related party balances

Amounts owing by related parties

City of Jehanngsburg Metropelitan Municipality - General
Johannesburg City Parks NPC

Johannesburg Roads Agency SOC Lid - General

Amounts owing to related parties (excluding long term liabilities)
City of Johannesburg Metropolitan Municipality

Johannesburg Social Housing Company SOC Lid

Pikitup Johannesburg SOC Lid

Johannesburg City Parks NPC

Johannesburg Roads Agency SOC Ltd

104 785 28773
2648151 2460548
11 193 7046
468 856 407 126
3232985 2903492
306 603 103 331
z2 -

5 4

306 610 103 335
891 437 539 229
115 -

708 -

353 482
21589 11 081
914 212 550 792
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34. Related parties (continued)

Related party transactions

Sales to related pariies

City of Johannesburg Metropolitan Municipality 1479 1168

Pikitup Johannesburg SOC Ltd 157 384

Johannesburg City Parks NPC 9 -

Johanhesburg Roads Agency SOC Ltd 24 19

1669 1671

Purchases from related parties

City of Johannasburg Metropclitan Municipality (263 757} (286 028)

Johannesburg Social Housing Company SCC Lid (1325 (21085)

Pikitup Johannesburg SOC Lid {708) -

City Power Johannesburg SOC Ltd (151) -

Johannesburg Metrobus (11) -

Johanneshurg City Parks NPC {310) (858}

Johannesburg Roads Agency SOC Lid (19 985) {20 233}
{286 257) {309 220)

Interest on shareholder loans and sweeping account

Interest earned on sweeping account 2682 2 898

Interest paid on shareholder loans (282 822} (300 118)
(290 240) (297 216)

All transactions with group companies are conducted at arms length,
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35. Directors' emoluments and other Key Management Personnel Remuneration

The emoluments paid to the directors, senior management and members of the audit committee is reflected
hereunder.

Executive directors

2014 Basic salary Bonuses and Teavel Contributions Total
petformance allowances to pension
related fupds and
payments medical aid
L Dhlamini - Managing Director 1425 80 358 2014 2074
B Shongwe - Financial Director 324 - 14 47 385
M. Padiaychee - Retired Financial - 79 - - 79
Director
1749 169 372 248 2538
2013 Basic salary Bonuses and Travet Contribulions Total
pedformarce allowances to penslon
related funds and
paymeants medical aid
L. Dhlamini - Managing Director 935 - 269 136 1344
M. Padiaychee - Financial Director 1376 209 - 198 1783
2315 208 289 334 3127

Non executive directors

Services rendered as director of company

G Simelane 88 -
N Govender 181 124
J Manche 47 -
4 Mateya 210 257
C Mbiii 38 181
K Mdutshane 105 -
G Malo 118 144
C Motau 101 82
N Msezane 147 120
N Skeepers 211 147
C Tilly 100 175

1 347 1210

Services rendered as independent members of audit committee

R Buys 85 71
K Mdutshane 51 78
V Mokwena 69 78
Z Samsam 38 -

253 227
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35. Directors’ emoluments and other Key Management Personnel Remuneration {continued)
Senior Management
2014 Basic salary Bonuses snd Travet and Contributions Total
performance subsistance to pension
refated allowancas funds and
payments madical aid
B Q Zimu 1287 67 - 182 1496
J M Methula 707 43 162 78 990
N J Mukwevho 1 308 78 184 185 1755
G Jtuden 998 24 - 244 1267
E. Chikonyora B53 42 - 36 831
D Tshabalala 864 - 7 59 930
5 998 254 353 764 7 369
2013 Basic salary Boernuses and Travel Contributions Total
perfermance allowances to pension
related funds and
payments medical aid
B QZimu 1185 177 - 154 1516
J M Methula 623 62 162 71 918
N J Mukwevho 1218 104 176 171 1667
E. Chikonyora 799 110 - 34 943
[ Tshabalala 147 - H 23 201
G Luden 976 35 - 212 1223
4 946 488 369 665 6 468

36.

Comparatives restated

The comparative figures have been restated as a result of prior year adjustments as per note 37.

86




Johannesburg Water (SOC) Limited

(Registration number 2000/029271/07)

Audited Annual Financial Statements for the year ended 30 June 2044

Notes to the Audited Financial Statements

Figures in Rand thousand 2014 2013

37. Prioryear adjustments {errors)
37.1 Revenue from exchange transactions

The City of Johannesburg Metropalitan Municipality has recalculated the accrual value in relation to the 2012 and
2013 financial years, as well as recalculated the impact of meters that have not been read for greater than twelve
manths. The combination of these transactions results in an- adjustment to revenue for the 2012 and 2013 financial
years as disclosed below. This has been accounted for as a prior pariod adjustment accordingly.

2013 2012
Cumulative
impact on Statement of Financial Position
(Decrease)/Increase in Consumer debtors: Exchange transactions (17 877) 8134
Impact on Statement of Financial Performance
(Decrease)fincrease in Revenue from exchange transactions {17 977) 8134
Impact on Statement of Changes in Net Assets
{Decrease)Increase in nef surplus for the year (17 877) 5134

37.2 Cumulative Impact on Statement of Changes in Net Assets

The cumulative impact of the Statement of Changes in Net Assets as a result of the pricr year adjustmants listed
above is as follows:

2013 2012
Cumulative

Impact on Statement of Changes in Net Assets
(Decrease)iincrease in net surplus for the year (17 977} 8134
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38. Risk management

Finaneial risk management

The company's overal risk management program, in conjunction with the shareholder, focuses on the unpredictability
of financial markets and seeks to minimise potential adverse effects on the company's financial performance. Risk
management is carried out by a central treasury department at the shareholder under policies approved by the
mayoral committee. The board of directors sanction a risk management policy which considers financial risk
management within the organisation. The company has no exposure to foreign exchange risk.

Liguidity risk

The company's risk to liquidity is a result of the funds necessary to cover fulure commitments. The company manages
liquidity risk through an ongeing review of future commitments and credit facilities.

The table below analyses the company's financial liabilities into relevant maturity groupings based on the remaining
period at the reporting date to the contractual maturity date. The amounts disclosed in the table are the contractual
undiscounted cash flows,

At 30 June 2614

Lessthan 1 Between 1 and Between 2 and Qver 5 years

year 2 years 5 years
Loans from shareholder 1175 085 703 502 1634 204 1152 619
Finange lease obligatioh; Shareholder 2364 2238 5377 1214
Finance lease obligation; Other 1504 279 - -
Trade payablas with group companies 22768 - - -
Trade and other payables from exhange transactions 1251 188 - - -
At 30 June 2013 Lessthan 1 Between 1 and Between 2 and Over 5 years

year 2 years 5 years
Leans from shareholder 815 431 653 382 1 840 241 1026 956
Finance lease obligation; Shargholder 1782 1644 3447 172
Finance lease ohligation: Other 1641 1504 279 -
Trade payables with graup companies 11 55¢ - - -
Trade and other payables from exhange transactions 1028 054 - - -

Interest rate risk

As the company has no significant interest-bearing assets or Jabllities subject fo interest rate fluctuations, the
cormpany’s income and aperating cash flows are substantially independent of changes in market interest rates.

The company's only interest-bearing assets or liabilities subject to interest rate fluctuations is a portion of the
shareholder's loan linked to the Jibar interest rate and the bank sweeping account with the shareholder. Other than
these items, the company's income and operating cash flows are substantially independent of changes in market
interest rates. The table below illustrates the lkely cash flow risk to the company in the event the interest rate
fluctugtes. An increase / (decrease) in the interest rate at the reporting date would have increased / (decreased) the

surplus by the amounts shown below.
Sensifivity analysis for interest rate risk

Financial instrument

Current interest rate

Bank sweeping {+1%) 5.73% 420 727
Bank sweeping (-1%) (420) (727}
Shareholder loan (Jibar linked) {+1%) 7.47% 6752 7528
Shareholder loan (Jibar linked) (- 1%) {6 752} (7 528)
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38.

39.

40,

Risk management (continued)

Credit risk

Credit risks atise mainly from trade receivables with group companies, loans fo shareholder, trade and other
receivables and cash and cash equivalents. The company's cash resources are swept on a daily basis to the
shareholder whe manages the cash resources in a central treasury department.

Trade receivables comprise a widespread customer base. Management evaluates credit risk refating to customers on
an ongeing basis, If customers are independently rated, these ratings are used, Otherwise, if there is no independent

rating, risk control assesses the credit quality of the customer, taking into account its financial position, past
experiance and other factors, The maximum expaosure to credit risk is limited to the values disclosed in note 12.

Unauthorised, fruitless and wasteful expenditure

There was no unauthorised, fruitless and wasteful expenditure during the current and comparative years.
Deviations from formal procurement processes

Product Category Via Via Price Total

Negotiations at  Quotations Deviatians
Bid Committee

Emergencies § 441 g 289 18730
Sole Suppliers 45 458 14 686 64 142
Impracticality 70 828 35747 106 576

129 726 59722 189 448

The table above indicates instances where it was impractical to invite competitive bids for specific reguirements. The
company’s supply chain management policy and the Local Government Municipal Finance Management Act, 2003,
as per Regufation 36(1) allows the Accounting Officer to dispense with the official procurement processes established,
to procure any required goods or services through any convenient process which may include direct negotiations or
price quotations in the following instances:

* Emergencies — where immediate action is necessary to aveid a dangerous or risky situation or misery or disaster
+ 8ol suppliers — where such goods or services are produced or available from a single provider anly
- Any other excepfional cases where it is impractical or impossible to follow the official procurement processes

ftis further noted that the deviations referred to above have been ratified by the Accounting Officer on a monthly basis
and the appropriate reasons recorded, where officials or bid committees acted in terms of delegated powers which are
purely of a technical nature, All these deviations have also in terms of the regulations been reported to the board of
directors as required. Total deviations of R189.4 million (2012/13: R244.6 million) for the pericd under review
indicates a 22.6% year on year improvement,
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41. irregular expenditure

Reconciliation of irregular expenditure
Opening Balance -
Irregular expenditure current year 12 238 -
Condoned - -
Transfer to receivables for recovery - -
Unauthorised expenditure gwaiting authorisation - -

Total 12 238 -

Expenditure amounting to R7.4 million has been incurred as a result of transactions that impacted some awards in the
supply chain management processes, in that transactions that was not in accordance with the requirements of the
Preferential Procurement Regulations which require that no peints be awarded for BBBEE status if a bidder or supplier
did not submit an original and valid BBBEE Status Level verification cerfificate or certified copy, as well as tax
clearance certificates which were not originals. BBBEE points were however awarded to thase suppliers, who
submitted copies that were not original or certified. There was no financial logs or legal impiications from this action.

Furthermore, it was noted that expenditure amounting to R4,8 million was incurred as a result of transactions that
impacted some awards thal were made to suppliers who had provided tax ¢learance certificates that were neither
original nor certified as well as those who had supplied expired certificates at the closing date of the tender rendering
the documentation invalid.

The irregular expenditure identified and disclosed above is potentially incomplete as the entire supply chain
management awards poptiation has not been considered by the organisation in quantifying the amaunts. The amount
disclesed above is however as per the external audit findings raised on the matter.

Analysis of expenditure awaiting condonation per age classification

Current year 12238 -
Prior years - -

Details of irregular expenditure - current year
Incident Disciplinary steps taken/criminal
proceedings

Preferential points were awarded to suppliers The matter is currently under investigation. 7423
who submitted BBBEE scorecards that were

not original ar certified, but reliance was placad

on verification agencies that were accredited by

South African National Accreditation System.

Awards to providers who submitted tax The matter is currently under investigation. 4815
clearance ceriificates that were neither originai

nor certified as well as those who had supplied

expirad cerlificates at the closing date of the

tender rendering the documentaticn invalid.

Total 12 238
Details of irregular expenditure not recoverable (not condoned)

Incident

Preferential points were awarded to suppliers who submitted BBBEE scorecards that were not 12 238

orgingf or certified, but reliance was placed on verification agencies that were accredited by
South African National Accreditation System. This also included awards to providers who
submitted tax clearance certificates that were not originals as required.

The expendifure has not been condoned by any authority in the company, since such action that
relates to non-compliance with a regulation issued in terms of the Municipal Finance Management
Act may only be condoned by National Treasury.
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42. Actual capital expenditure versus budgeted capital expenditure

43.

Refer below for the comparison of actual capital expenditure versus budgeted capital expenditure per source of

funding.

Capital budget for the the year
Actual spend for the year

Actual spand as a percentage of budget

Capital expenditure - Actual vs Budget
Sources of funds
Loans

Own Funding
Grants and subsidies

Additional disclosure in terms of Municipal Finance Management Act

Audit fees

Opening balance

Current year fee

Amount paid - current year
Amount paid - previous years

FAYE and UIF
Opening balance

Current year contributions
Amount paid - current year

Pension and Medical Aid Contribufions

Current year contributicns
Amount paid - current year

1020 283 762 232
(1010 394) {741 950)
9 889 20 282
94.0 % 87.3 %
Original Budget  Final Budget  Actuat Variance
Budget Adjustment f{w)
316 813 375000 691813 676 278 (15 535)
395 500 {375 000) 20 500 25 191 5691
307 970 - 307 970 307 925 (45}
1020 283 - 1020283 1010394 {9 889)
129 -
3893 3755
(3 865) (3626)
{128) -
28 129
8 259 6 946
(115 826) 102 501
116 688 (101 148)
2181 8 298
162 059 148 203
(162 059) (149 203)
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