JOHANNESBURG WATER (PTY) LIMITED
Registration No: 2000/029271/07

DIRECTOR'S REPORT

The Directors present their annual report, which forms part of the audited annual financial
statements of the company for the period ended 30 June 2005.

NATURE OF BUSINESS

The business of the provision of Water Services as defined in the Water Services Act, 1997.

HOLDING ENTITY

The Company's holding entity is the City of Johannesburg.

FINANCIAL RESULTS

The Company has to rely on the City of Johannesburg to provide certain services on behalf of
the Company and as a result these were beyond the control of the directors and management of
the Company.

The consequent limitation of the ability of the directors to exercise their fiduciary duties is of
concern to the directors.

Full details of the results for the period are set out on pages 37 - 76 of this report.

GOING CONCERN

The going concern basis has been adopted in the preparation of the annual financial statements.
The Shareholder will continue to subordinate a portion of the Shareholder Loan in terms of the
Sale of Business Agreement, until such time as a debt to equity ratio of 60:40 is achieved by the
Company.
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POST BALANCE SHEET EVENTS

There are no significant events or developments subsequent to the year end that, to the
knowledge of the Directors, may have a material impact on the financial position or operations of
the Company.

SHARE CAPITAL

200 Ordinary shares of R1 each were issued at incorporation of the company. No shares have
been issued since incorporation.

DIRECTORS' INTEREST IN CONTRACTS

No contracts involving directors' interest were entered into in the current year.

DIRECTORATE AND SECRETARY

Refer to report on Corporate Governance in Chapter 3 Human Resource and Corporate
Governance of this annual report.

AUDITORS

The Auditor General has been appointed as Auditors for the financial year to 30 June 2005, in
accordance with the Municipal Finance Management Act No 56 of 2003.
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REPORT OF THE AUDITOR-GENERAL TO THE MEMBER ON THE FINANCIAL
STATEMENTS OF JOHANNESBURG WATER (PTY) LIMITED
FOR THE YEAR ENDED 30 JUNE 2005

i AUDIT ASSIGNMENT

The financial statements as set out on pages [ ]to [ ], for the year ended 30 June 2005,
have been audited in terms of section 188 of the Constitution of the Republic of South
Africa, 1996 (Act No. 108 of 1996), read with sections 4 and 20 of the Public Audit Act,
2004 (Act No. 25 of 2004), and section 92 and 126(3) of the Municipal Finance
Management Act, 2003 (Act No. 56 of 2003). These financial statements, the
maintenance of effective control measures and compliance with relevant laws and
regulations are the responsibility of the accounting officer. My responsibility is to express
an opinion on these financial statements, based on the audit.

2. NATURE AND SCOPE

The audit was conducted in accordance with Statements of South African Auditing
Standards. Those standards require that | plan and perform the audit to obtain
reasonable assurance that the financial statements are free of material misstatement.

An audit includes:

e examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements,

e assessing the accounting principles used and significant estimates made by
management, and

e evaluating the overall financial statement presentation.

Furthermore, an audit includes an examination, on a test basis, of evidence supporting
compliance in all material respects with the relevant laws and regulations which came to
my attention and are applicable to financial matters.

The audit was completed in accordance with Auditor-General Directive No. 1 of 2005.

| believe that the audit provides a reasonable basis for my opinion.
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JOHANNESBURG WATER (PTY) LIMITED

Registration No: 2000/029271/07

BALANCE SHEET
AS AT 30 JUNE 2005

ASSETS

Non-current assets

Property, plant and equipment
Intangible assets

Biological assets

Current assets

Biological assets

Inventories

Amounts due from shareholder
Receivables and prepayments
Cash and cash equivalents

Total assets
EQUITY AND LIABILITIES

Capital and reserves
Share capital
Accumulated loss

Subordinated shareholder’s loan

Non-current liabilities
Other shareholder’s loan
Deferred income

Post Retirement Benefits
Deferred tax liability

Current liabilities

Trade and other payables

Provisions for liabilities and other charges
Amounts due to shareholder

VAT payable

Current portion of other shareholder’s loan

Total equity and liabilities

NOTES

2.1
2.2
2.3
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2005 2004
R’000 R’000
1,758,366 1,548,845
54,182 52,712
3,365 3,538
1,815,913 1,605,095
1,563 1,603
18,086 13,563
619,978 839,359
658,386 638,826
23 -
1,298,036 1,493,351
3,113,949 3,098,446
1 1
(45,875) (222,041)
(45,874) (222,040)
649,922 649,922
604,048 427,882
1,311,232 1,105,476
367,998 229,004
94,631 19,100
38,104 -
1,811,965 1,334,480
483,269 411,879
19,285 20,600
12,453 721,865
48,980 59,481
133,949 103,159
697,936 1,336,084
3,113,949 3,098,446




JOHANNESBURG WATER (PTY) LIMITED
Registration No: 2000/029271/07

INCOME STATEMENT
FOR THE YEAR ENDED 30 JUNE 2005

NOTES 2005 2004
R’000 R’000
Revenue 2,725,240 2,413,945
Cost of Sales (1,261,981) (1,189,526)
Gross Profit 1,463,259 1,224,419
Other income 286,431 232,983
Administrative and other operating expenses (1,343,070) (1,310,366)
Operating Profit 13 406,620 147,036
Finance costs 16 (250,444) (265,113)
Profit / (Loss) before taxation 156,176 (118,077)
Taxation 17 (38,104) -

Net Profit/(Loss) for the year 118,072 (118,077)




JOHANNESBURG WATER (PTY) LIMITED

Registration No: 2000/029271/07

STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 30 JUNE 2005

Balance as at 30 June 2001
Net loss for the year
Balance as at 30 June 2002
Net loss for the year
Balance as at 30 June 2003
Prior year adjustment

Net loss for the year
Balance as at 30 June 2004
Prior year adjustment

Net profit for the year
Balance as at 30 June 2005

NOTES

27

10

SHARE  ACCUMULATED TOTAL
CAPITAL LOSS
R'000 R'000 R'000

1 (20,339) (20,338)
- (12,735) (12,735)
1 (33,074) (33,073)
- (194,037)  (194,037)
1 (227,111)  (227,110)
- 123,147 123,147
- (118,077)  (118,077)
1 (222,041)  (222,040)
- 58,094 58,094
- 118,072 118,072
1 (45,875) (45,874)




JOHANNESBURG WATER (PTY) LIMITED
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CASH FLOW STATEMENT

FOR THE YEAR ENDED 30 JUNE 2005

Cash flow from operating activities

Cash received from customers

Cash paid to suppliers and employees

Cash flows generated from operations

Interest paid

Net cash (out)/in flow from operating activities

Cash flow from investing activities
Acquisition of property, plant and equipment
Reduction in biological Assets

Disposal of property, plant and equipment
Grants received to fund capital expenditure
Bulk service contributions received

Net cash outflow from investing activities

Cash flow from financing activities
Shareholder’s loans acquired

Increase in deferred taxation

Net repayment made — other shareholder’s loan
Net cash inflow from financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

11

NOTES

19
16

2.1
2.3
2.1

o ©

2005 2004
R’000 R’000
2,802,670 2,550,839
(2,588,887) (2,147,658)
213,783 403,181
(250,444) (265,113)
(36,661) 138,068
(407,714) (218,054)
173 (3,538)

655 1,547
126,729 38,753
42,191 23,398
(237,966) (157,894)
349,907 106,000
38,104 -
(113,361) (86,174)
274,650 19,826
23 -

23 -




JOHANNESBURG WATER (PTY) LIMITED
Registration No: 2000/029271/07

NOTES TO THE ANNUAL FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2005

1 Basis of preparation

The financial statements have been prepared in accordance with South
African Statements of Generally Accepted Accounting Practice, the
Companies Act, and the Municipal Finance Management Act, Act No 56 of
2003, using the historical cost convention. The preparation of the financial
statements in conformity with Statements of Generally Accepted Accounting
Practice requires the use of estimates and assumptions that effect the
reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the financial statements and the reported amounts
of revenues and expenses during the reporting period based on
management’s best knowledge of current events and actions. Actual results
may ultimately differ from these estimates. The principal accounting policies,
adopted in the preparation of the financial statements, are set out below:

1.1  Property, plant and equipment

All property, plant and equipment excluding land and assets under
construction are included at historical cost less accumulated
depreciation. Cost includes all costs directly attributable to bringing the
assets to working condition for their intended use.

Depreciation is recorded by a charge to income computed on a
straight-line basis so as to write off the cost of the assets over their
expected useful lives which are as follows:

- Buildings 5— 30 years
- Communication equipment 2— byears
- Computer equipment 3 —10 years
- Farming machinery 3 —10 years
- Furniture and fittings 5-10 years
- Laboratory equipment 3 - 5years
- Minor plant 3 - byears
- Office equipment 3 - 10 years
- Plant and machinery 5 - 30 years
- Tools and loose gear 1- 3years
- Vehicles 3 —10years
- Water and wastewater network — at date of acquisition 15 — 20 years
of business
— subsequent to date 30 — 40 years
of acquisition of
business
— water meters 10 years

No provision for depreciation is made on freehold land.

12
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1.2

1.3

1.4

1.5

NOTES TO THE ANNUAL FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2005

Assets-under-construction are carried at cost, and are depreciated
from the date the assets are technically complete. Assets-under-
construction are disclosed as a separate category of assets.

Gains and losses on disposal of assets are determined by comparing
proceeds received with the carrying amount and the difference
included in operating profit.

Repairs and maintenance are charged to the income statement during
the financial year in which they are incurred. The cost of major
renovations is included in the carrying amount of the asset when it is
probable that future economic benefits in excess of the originally
assessed standard of performance of the existing asset will flow to the
company.

Intangible assets

Intangible assets comprise software and servitudes. Software is
shown at cost less accumulated depreciation and is amortised on a
straight-line basis over its anticipated useful life of 2 to 3 years.
Servitudes are not amortised. By their nature, servitudes confer upon
the holder a right in perpetuity over the property and as their rights
have an infinite useful life, they are not amortised.

Biological assets

Livestock and breeding stock are measured at their fair value less
estimated point-of-sale costs. The fair value of livestock is determined
based on market prices of livestock sold on auction in April of that year,
of similar age, breed, and genetic merit. Such livestock can be
regarded to be consumable biological assets. The biological assets
classified as current assets can be regarded to be mature.

Inventories

Stores, materials and fuel are valued at the lower of cost or estimated
current realisable value. Cost is determined on the first-in, first-out
method.

Impairment of 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 income
statement for the amount by which the carrying amount of the asset

13
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1.6

1.7

1.8

1.9

1.10

NOTES TO THE ANNUAL FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2005

exceeds its recoverable amount, that is, the higher of the asset’s net
selling price and value in use. For the purpose of assessing
impairment, assets are grouped at the lowest levels for which there are
separately identifiable cash flows.

Trade receivables

Trade receivables are carried at original invoice amount less provision
made for impairment of these receivables. A provision for impairment
of trade receivables is established where there is objective evidence
that the company will not be able to collect all amounts due according
to the original terms of the receivables. The amount of the provision is
the difference between the carrying amount and the recoverable
amount.

Cash and cash equivalents

Cash and cash equivalents are carried on the balance sheet at cost.
For the purposes of the cash flow statement, cash and cash
equivalents comprise of cash on hand.

Deferred taxation

Deferred taxation liabilities are recognised for all temporary differences
arising between the taxation bases of assets and liabilities and their
carrying amounts for financial reporting purposes.

Deferred taxation assets are recognised for all deductible temporary
differences to the extent that it is probable that taxable profit will be
available against which the deductible temporary difference can be
utilised.

Currently enacted taxation rates are used to determine deferred
income taxation.

Borrowing costs

Interest costs are charged against income in the period in which they
are incurred.

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 to the income
statement on a straight-line basis over the period of the lease. When

14
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1.11

1.12

1.13

1.14

1.15

NOTES TO THE ANNUAL FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2005

an operating lease is terminated before the lease period has expired,
any payment required to be made to the lessor by way of penalty is
recognised as an expense in the financial year in which termination
takes place.

Trade Payables

Trade payables are carried at the fair value of the consideration to be
paid in future for goods and services that have been received or
supplied and invoiced or formally agreed with the supplier.

Provisions

Provisions are recognised when the company has a present legal or
constructive obligation as a result of past events, it is probable that an
outflow of resources embodying economic benefits will be required to
settle the obligation, and a reliable estimate of the amount of the
obligation can be made.

Revenue recognition

Revenue comprises the invoiced value of sales in respect of operations
in the provision of water and wastewater services and excludes
investment and other income and value-added taxation (VAT).
Revenue from the distribution of water 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. Revenue from the sale of prepaid water meters is
recognised at the point of sale and not when the water is consumed.

Interest earned is recognised on a time proportion basis.

Retirement Benefits

The Company’s contributions to the defined contribution plans are
charged to the income statement in the financial year to which they
relate.

Grants from shareholder

Capital grants from the shareholder are recorded as deferred income
when they become receivable and are recognised as income on a

systematic basis over the periods necessary to match grants with the
related costs, which they are intended to compensate.

15
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1.16

NOTES TO THE ANNUAL FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2005

The deferred income relating to grants are recognised on the following
basis:

Capital contributions on property, plant and equipment: Credited
on a straight-line basis to the income statement based on the
estimated useful life of relevant plant and equipment.
Grants subsidising interest on shareholders loans are recognised as
income on a systematic and rational basis that matches the related
costs, which they are intended to compensate.
Financial instruments
Financial instruments reflected in the balance sheet include all financial
assets and liabilities (as listed below). Management determines the
appropriate classification at initial recognition of the financial
instrument. Financial instruments of the company are classified as
follows:
Financial assets
Financial assets are classified into the following categories:
Loans and receivables originated by the entity
Trade receivables comprising consumer, cross boundary and
sundry debtors;

Amounts due from shareholder; and
Cash and cash equivalents.

Financial liabilities
Financial liabilities are classified into the following categories:
Other financial liabilities

Trade and other payables;

Shareholder loan; and

Amounts due to the shareholder.

Recognition

Originated loans and other financial liabilities are recognized on the
day the funds are advanced.

16
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NOTES TO THE ANNUAL FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2005

Measurement
Initial measurement

Financial instruments are initially recognized at cost, including any
transaction costs.

Subsequent measurement
Originated loans and other financial liabilities

Originated loans and other financial liabilities are measured at
amortised cost and are re-measured for impairment losses. Amortised
cost is calculated on the effective interest rate method based on the
relevant interest rate on initial recognition date. Due to the short term
nature of trade receivables and trade payables, they are stated at cost,
which closely approximates the fair value.

Impairment of financial assets

A review of impairment is carried out at each financial year end. If
objective evidence of impairment is present, an impairment test is
performed. A financial asset is impaired if its carrying amount is
greater than its estimated recoverable amount. The recoverable
amount of a financial asset measured at fair value is the present value
of expected cash flows discounted to the current market rate of interest
for a similar financial asset or at the original effective interest rate in the
case of assets carried at amortised cost. Trade and other receivables
are stated at cost less provision for impairment of debtors.

Offsetting
Financial assets and financial liabilities are offset and the net amount
reported on the balance sheet where there is a legally enforceable right

to set-off the recognized amount and there is an intention to settle on a
net basis or to realize the asset and settle the liability simultaneously.

17
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1.17

1.18

NOTES TO THE ANNUAL FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2005

Pension obligations

The majority of the company’'s employees are members of various
defined benefit plans, the assets of which are held in separate trustee-
administered funds. These pension plans are generally funded by
payments from employees, the company, the City of Johannesburg
and the other utilities affiliated to the City of Johannesburg, taking into
account the recommendations of independent qualified actuaries.

For defined benefit plans, the pension accounting costs are assessed
and charged to the income statement. The pension obligation is
measured at the present value of the estimated future cash outflows
using interest rates of government securities that have terms to
maturity approximating the terms of the related liability.

Other post-retirement obligations

The Company provides post-retirement health care benefits, housing
subsidies and gratuities upon retirement to some retirees.

The entitlement to post-retirement health care benefits 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 benefits are
accrued over the period of employment. Independent qualified
actuaries carry out valuations of these obligations. The Company also
provides a gratuity and housing subsidy on retirement to certain
employees. An annual charge to income is made to cover both these
liabilities.

18



JOHANNESBURG WATER (PTY) LIMITED

Registration No: 2000/029271/07
NOTESTO THE ANNUAL FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2005

2.1 Property, plant and equipment as at 30 June 2005

Land and Plant and Farming Minor Wastewate Water Laborato Commun Furnitur Office Computer Computer Vehicles Capital Total
buildings machinery machine  plant r network  network ry ication eand equipme equipmen software Work-in-
ry equipme equipme fittings nt t Preogress
nt nt
R’000 R’'000 R’000 R’000 R’000 R’000 R'000 R'000 R'000 R’000 R’000 R’000 R’000 R’000 R’000
Balance at 30 June 2004 152,393 292,730 1,760 7,614 501,950 462,004 5,909 5,049 3,709 1,441 7,686 34,209 50 125,053 1,601,557

Gross carrying amount
217,245 553,539 5,874 23,972 595803 539,099 11,206 9,168 5222 3,392 17,153 54,833 201 125,053 2,161,760
Accumulated depreciation

(64,852) (260,809) (4,114) (16,358) (93,853) (77,095) (5,297) (4,119) (1,513) (1,951) (9,467) (20,624) (151) - (560,203)
Additions 2,381 9,306 150 1,549 62,592 69,772 1,342 2,469 474 272 1,932 963 - 254,512 407,714
Disposals: - - (18) - - - - - (3) - (86) - - - (107)
Grossvalue - - (61) - - - (20) - (6) 2) (370) - - - (459)
Depreciation - - 43 - - - 20 - 3 2 284 - - - 352
Transfers 9,471 5,652 151 2,384 46,034 10,076 - 176 52 119 393 38,245 24 (112,777) -
Asset Transfers(in/out)-cost at 9,471 3,595 326 4,238 46,034 10,076 - 176 52 119 393 38,245 52 (112,777) -
01/07/2004
Asset Transfers(in/out)-depn at - 2,057  (175) (1,854) - - - - - - - - (28) - -
01/07/2004
Depreciation charge (17,364) (84,703) (1,577) (4,498) (34,811) (24,855) (1,992) (2,380) (746) (393) (3,318) (19,924) (54) - (196,615)
Balance at 30 June 2005 146,881 222,985 466 7,049 575,765 516,997 5259 5314 3,486 1,439 6,607 53,493 20 266,788 1,812,549

Gross carrying amount
229,097 566,440 6,289 29,759 704,429 618,947 12,528 11,813 5,742 3,781 19,108 94,041 253 266,788 2,569,015
Accumulated depreciation

(82,216) (343,455) (5,823) (22,710) (128,664) (101,950) (7,269) (6,499) (2,256) (2,342) (12,501) (40,548)  (233) - (756,466)
Less: Intangible Assets Disclosed
in note 2.2 (690) (53,493) (54,183)
146,191 - 1,758,366
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JOHANNESBURG WATER (PTY) LIMITED
Registration No: 2000/029271/07

2.1

NOTESTO THE ANNUAL FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2005

Property, plant and equipment as at 30 June 2005

Freehold land and buildings included in property, plant and equipment with a net book value of R147 million (2004 : R156
million), purchased from the City of Johannesburg in terms of the Sale of Business Agreement, have not as yet been transferred
into the name of the company.

In terms of the Sale of Business Agreement, the Shareholder as the Seller of the properties defined in the Sale of Business
Agreement has to prepare all the properties for transfer into the name of Johannesburg Water. The Seller is currently preparing
properties for transfer.

The register of the freehold land and buildings is available at the registered offices at request for inspection.
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JOHANNESBURG WATER (PTY) LIMITED

Registration No: 2000/029271/07

NOTESTO THE ANNUAL FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2005

2.1 Property, plant and equipment as at 30 June 2004
Land and Plant and Farming Minor Wastewa Water Laborat Commu Furnitu Office Comput Computer Vehicles Capital Total
buildings machiner machine plant ter network ory nication reand equipme er software Work-in-
y ry network equipme equipme fittings nt equipme Progress
nt nt nt

R’000 R’ 000 R’ 000 R’ 000 R’000 R’ 000 R'000 R'000 R’000 R’000 R’000 R’ 000 R’ 000 R’ 000 R’000
Balance at 30 June 2003 168,632 360,115 3,881 11,077 493,074 463,507 6,725 6,830 3,663 1,425 9,845 48,469 98 - 1,577,341
Cost

214,048 538,626 7,088 22,614 552,751 516,619 9,872 8,834 4,595 2,760 15,842 51,903 201 - 1,945,753
Accumulated depreciation

(45,416) (178,511) (3,207) (11,537) (59,677) (53,112) (3,147) (2,004)  (932) (1,335) (5997) (3.434)  (103) - (368,412)
Additions 3,197 14,913 78 1,354 42,805 22,727 1,417 352 1,130 295 1,803 2,930 - 125,053 218,054
Disposals: - - (389) - - - - 3) (39) (4) (130) - - - (565)
Cost - - (1,292 - - - (83) (18) (59) (103) (492) - - - (2,047)
Depreciation - - (903) - - - (83) (15) (20) (99)  (362) - - - (1,482)
Transfers - - - 4 247 (247) - - (449 440 - - - - -
Asset Transfers(in/out)-cost at - - - 4 247 (247) - - (444) 440 - - - - -
01/07/2003
Asset Transfers(in/out)-depn at - - - - - - - - - - - - - - -
01/07/2003
Depreciation charge (19,436) (82,298) (1,810) (4,821) (34,176) (23,983) (2,233) (2,130) (601) (715) (3,832) (17,190) (48) - (193,272)
Balance at 30 June 2004 152,393 292,730 1,760 7,614 501,950 462,004 5,909 5049 3,709 1,441 7,686 34,209 50 125,053 1,601,557
Cost

217,245 553,539 5874 23972 595803 539,099 11,206 9,168 5,222 3,392 17,153 54,833 201 125,053 2,161,760,
Accumulated depreciation

(64,852) (260,809) (4,114) (16,358) (93,853) (77,095) (5,297) (4,119) (1,513) (1,951) (9,467) (20,624) (151) - (560,203)
Less: Intangible Assets Disclosed
in note 2.2 (690) (34,209) (17,813) (52,712)

151,703 - 107,240 1,548,845
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JOHANNESBURG WATER (PTY) LIMITED

Registration No: 2000/029271/07
NOTESTO THE ANNUAL FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2005

2.1 Property, plant and equipment as at 30 June 2004

Freehold land and buildings included in property, plant and equipment with a net book value of R156 million (2003 : R178
million), purchased from the City of Johannesburg in terms of the sale of business agreement, have not as yet been transferred
into the name of the company.

The register of the freehold land and buildings is available at the registered offices at request for inspection.
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JOHANNESBURG WATER (PTY) LIMITED
Registration No: 2000/029271/07

2.2

2.3

NOTESTO THE ANNUAL FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2005

Intangible assets

Included in the property, plant and equipment
schedule above are the following intangible assets
acquired:

Servitudes (included in land and buildings)
Computer software

- Cost

- Accumulated depreciation

Net carrying amount at year-end

Biological assets (Non-current)

Breeding stock
Reconciliation of carrying amount

Opening balance as at 1 July 2004

Increase due to price changes

Gain arising from changes in fair value less estimated
point-of-sale costs attributable to physical changes
Gain arising from changes in fair value less estimated
point-of-sale costs attributable to price changes
Decreases due to sales

Carrying amount at 30 June 2005
Biological assets (Current)

Ready for sale
Reconciliation of carrying amount

Opening balance as at 1 July 2004

Increase due to price changes

Gain arising from changes in fair value less estimated
point-of-sale costs attributable to physical changes
Gain arising from changes in fair value less estimated
point-of-sale costs attributable to price changes
Decreases due to sales

Carrying amount at 30 June 2005

23

2005 2004
R’000 R’000
690 690
53,492 52,022
94,041 72,646
(40,549) (20,624)
54,182 52,712
3,538 3,717
1,014 1,413
652 1,064
362 349
(1,187) (1,592)
3,365 3,538
1,603 1,770
1,332 1,614
1,260 1,639
72 (25)
(1,372) (1,781)
1,563 1,603




JOHANNESBURG WATER (PTY) LIMITED
Registration No: 2000/029271/07

NOTESTO THE ANNUAL FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2005

Inventories
Stores, materials and fuel
Less : Provision for obsolescence

Amounts due from/(to) shareholder

City of Johannesburg - Amounts due from:
Sweeping account
Money collected by City of Johannesburg but not
paid over to the company

Interest Grant receivable (refer note below)
Capex drawdowns and other charges

City of Johannesburg - (Amounts due to)
Loan redemption and interest charges
Other charges

Net amount due from shareholder

The City has provided an interest grant to the
value of R240 million (2004: R200 million)

in order to enable the Company to meet its
interest obligation.

The grant for 2005 was received by year-end.

Receivables and prepayments

Consumer debtors trade
Consumer debtors Inter Company
Cross-boundary debtors

Sundry debtors

Less: Impairment

24

2005 2004
R’000 R’000

20,270 17 720

2,184 4,157

18,086 13,563
619,978 839,359
261,059 285,406
48,819 29,241

- 200,000

310,100 324,712
(12,453)  (721,865)

-1 (514,807)

(12,453) |  (207,058)
607,525 117,494
3,604,036 3,583,024
19,055 5,018
2,890 10,932
2,573 25,840
(2,970,168) (2,985,988)
658,386 638,826
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2005 2004
R’000 R’000
Consumer Debtors Trade,and Inter Company
are made up as follows:
Managed by the Company
JW Trade Debtors 486,736 409,279
JW Impairment (219,178) (232,247)
267,558 177,032
Managed by the City of Johannesburg
CoJ Trade Debtors 3,136,355 3,178,763
CoJ Impairment (2,750,325) (2,752,989)
386,030 452,774

An impairment loss is recognized for the amount by which the carrying amount of
the asset exceeds its recoverable amount. Accordingly, a provision for
impairment is recognized based on the ageing as well as the profile of debtors.

A poverty alleviation programme referred to as the Indigent Policy, was
introduced by the City and adopted by Johannesburg Water during the financial
year under review. In terms of the policy customers that met certain criteria had
their accumulated debt written off in full. The amount written off for indigent
customers was R358 418 520, and was substantially provided for in prior years.

The relatively high impairment loss relating to Debtors managed by the City is
largely the result of values transferred at the date Johannesburg Water was
converted to an independent entity. In addition, bad debts though provided for,
were not actually written off during the last 10 years. The process of actually
writing off debts that is considered irrecoverable however, commenced during the
year under review and is expected to gain momentum in the next financial year.

Cash and cash equivalents
The year-end cash and cash equivalents comprise
the following:

Cash on hand 23 -

The Company has a sweeping arrangement with the City whereby all cash is
swept on a daily basis to the City’s bank account. Petty cash is reflected as
being on hand. The cash owed to the Company by the City is reflected as an
amount due from the shareholder in Note 4.
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2005 2004
R’000 R’000
Share capital
Authorised
Ordinary shares
1,000 ordinary shares of R 1 each 1 1
Issued
Ordinary shares
200 shares of R 1 each 1 1
Shareholder’s loans
8.1 Subordinated shareholder’s loans
At beginning of year 649,922 649,922
Add: Drawdowns - -
649,922 649,922
Less: Current portion transferred to current liabilities - -
At end of year 649,922 649,922
8.2  Other shareholder’s loans
At beginning of year 1,208,635 1,188,809
Add: Drawdowns 349,907 106,000
Less: Repayments (113,361) (86,174)
1,445,181 1,208,635
Less: Current portion transferred to current liabilities (133,949) (103,159)
At end of year 1,311,232 1,105,476

Subordinated shareholder’s loans:

The unsecured loans bear interest at a nominal annual
rate of 14,5% to 15% compounded monthly, of which
capital repayments are subordinated, ranking behind the
claims of all creditors of the company for repayment.
Interest is paid on a quarterly basis.
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Other shareholder’s loans:

The unsecured loans bear interest at a nominal annual
rate of 10,2% to 15% compounded monthly and are
repayable in equal quarterly installments over a period of
ten years.

Refer annexure B for a detailed listing of loans.

2005 2004
R’000 R’000

Maturity of shareholder’s loans:

Due within one year 133,949 103,159
Due thereafter 1,961,154 1,755,398

2,095,103 1,858,557

9 Deferred income

Capital Grants:

At beginning of year 205,606 175,621
Received in current year: 126,729 40,222
- Consolidated Municipal Infrastructure Grant 78,593 17,482

- Johannesburg Development Agency 2,278 18,845

- Department of Housing (Provincial) 357 -
10 Department of Housing (City of Johannesburg) 18,780 3,895

11 Department of Water Affairsand Forestry 7,433 -

- Gauteng Provincial Government 19,288 -
Utilised during the year: (24,842) (10,237)
- Investigations — proposed schemes - (1,469)

- Release of deferred income (24,842) (8,768)
At end of year 307,493 205,606

Bulk service contributions received

At beginning of year 23,398 -
Received in current year: 42,191 23,398

- Bulk Service Contributions | 42,191 | 23,398
Utilised during the year (5,084) -

- Release of bulk service contributions | (5,084) | -
At end of year 60,505 23,398
Total Deferred Income 367,998 229,004

10. Post Retirement Benefits

Provision for gratuities 52,400 2,000
Provision for sick leave 4,051 5,800
Provision for post retirement medical aid 38,074 11,300
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Provision for post retirement housing subsidies 106

94,631

19,100
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2005 2004
R’000 R’000
Gratuities  Sick Post Post
Leave Retirement Retirement
Pay Medical Aid  Housing
subsidies
Opening Balance 1 July 2004 2,000 5,800 11,300 -
Charged to Income Statement (300) (3,748) 2,244 21
Recoverable from City of 50,700 1,999 24,530 85
Johannesburg
Closing Balance 30 June 2005 52,400 4,051 38,074 106
Trade and other payables
Trade creditors 300,258 202,777
Sundry creditors 173,235 144,002
Consumer Deposits (See Note 26) 9,776 4,031
Other payables - 61,069
483,269 411,879
Provision for liabilities and other charges
Provision for leave pay
Opening Balance 1 July 2004 20,600 2,269
Charged to Income Statement 8,749 26,254
Recoverable from City of Johannesburg - -
Less: Paid during the year (10,064) (7,923)
Closing Balance 30 June 2005 19,285 20,600
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2005 2004
R’000 R’000
Operating profit
The following items have been charged/(credited)
in arriving at operating profit:
Auditor’s remuneration: 990 936
Impairment of consumer debtors 390,632 393,698
Bulk purchases:
Electricity 36,116 39,004
Chemicals 18,255 19,814
Consulting fees 6,509 6,292
Depreciation on property, plant and equipment (see Note 2) 196,615 193,272
Other Income 286,431 232,983
Grant received from shareholder (see Note 4) (240,000) (200,000)
Capital grants released (see Note 9) (29,926) (8,768)
Other (16,505) (24,215)
Operating leases: 53,050 51,214
Vehicles 47,657 47,354
Land and buildings 5,393 3,860
Billing and meter reading charges 56,697 58,898
Staff costs (see Note 15) 350,628 342,202
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Directors’ remuneration

Remuneration of Executive Directors
and Non-Executive Directors

In compliance with Section 124 of Local Government : Municipal Finance
Management Act No 56 of 2003, the emoluments for Directors are as follows:

Non-executive directors Fees
Mr Andries Tshabalala R174 250
Mr Neil Macleod R156 000
Dr John Kilani R172 250
Ms Jocelyn Armstrong R118 250
Ms Vanida Lennon R84 250
Ms Rosalie Manning R26 000
(resigned 9 September 2004)

Mr Armstrong Ngcobo R84 250
(appointed on 14 January 2005)

Dr Nomonde Mabuya R31 000

(appointed on 14 January 2005)

Dr Eustina Musvoto -
(appointed on 14 January 2005 and

resigned 1 February 2005)

Ms v Rensburg -
(An amount of R75 750 was paid to the

Trans-Caledon Tunnel Authority for services

rendered by Ms v Rensburg).

Executive Directors Salary Allowance Other

Mr Anthony Still R85 956 R4 171 R363 093
(Executive Director)
(resigned 1 August 2004)

Mr Gerald Themba Dumas R355 099 R151 250 -

(Managing Director)
(appointed 17 January 2005)
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Executive Management

Mr M Padiaychee
(Chief Financial Officer)
(appointed 1 April 2005)

Mr A S Mahlangu
(Executive Manager :
Customer Services)

Ms V E Roos
(Executive Manager Operations)

Mr B Trim

(Executive Manager
Capital Expenditure)
(appointed 1 April 2005)

Mr WM Mayne

(Executive Manager
Corporate Affairs)
(Resigned 31 January 2005)

Ms H Kulyk
(Acting Managing Director)
(deceased 1 August, 2004)

Staff costs

Salaries and wages
Pension costs
Medical costs
Leave pay

Housing subsidy
Other benefits

Salary

R141 900

R418 600

R512 000

R127 919

R284 981

R77 422

Average number of employees employed during the year

- Permanent

32

Allowance Other
R36 600 -
R104 400 -
R128 000 -
R28 500 -
R65 136 R34 470

R10 078 -

2005 2004

R’000 R’000

256,018 225,536

34,912 32,447

19,977 27,191

4,443 26,254

4,283 4,265

30,995 26,509

350,628 342,202

2,547 2,526
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Finance costs

Interest paid:
Subordinated shareholder’s loan
Other shareholder’s loan

Interest received
Net finance cost

Taxation
South African normal taxation
Deferred taxation:

- Current period

The taxation on the company’s profit before taxation
differs from the theoretical amount that would arise using
the basic taxation rate as follows:

Profit / (Loss) before taxation

Income tax charged to income statement
Permanent differences
Assessed loss utilised

Assessed loss carried forward

2005 2004
R’000 R’000
98,489 98,762
173,576 166,351
272,065 265,113
(21,621) -
250,444 265,113
38,104 -
38,104 -
156,176  (118,077)
% %
24,4 -
(14,1) 8,8
18,7 21,2
29,0 30,0
287,080 483,304

33



JOHANNESBURG WATER (PTY) LIMITED
Registration No: 2000/029271/07

NOTESTO THE ANNUAL FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2005

2005 2004
R’000 R’000
18 Deferred tax
Deferred income taxes have been calculated on all
temporary differences under the liability method using a

principal tax rate of 29%.

The movement on the deferred income tax account is as

follows:
At beginning of year
Adjustments for prior year

83,253

18,516

Assessed loss
Temporary differences (121,357) (18,516)
At end of year - deferred tax liability (38,104) -
Deferred tax asset comprises:
Assessed loss 83,253 115,266
Minor assets 159 20
Provisions 33,035 18,929
Income in advance 15,022 -
131,469 134,215
Deferred tax liability comprises:
Livestock (1,418) (1,526)
Property plant and equipment (168,155)  (132,689)
(169,573)  (134,215)
Net deferred tax liability (38,104) -
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2005 2004
R’000 R’000

Cash flows from operating activities

Operating profit 406,620 147,036

Adjusted for:

Prior year adjustment 58,094 123,147
Non cash items
- Taxation (38,104) -
- Depreciation included in other operating costs 196,616 193,272
- Capital grants released (24,842) (8,768)
- Bulk Service Contribution released (5,084) -
- Profit on disposal of fixed assets (548) (982)

592,752 453,705
Movements in current assets and liabilities:

- Decrease/(Increase) in biological assets 40 (1,603)
- (Increase)/Decrease in inventories (4,523) 5,808
- Decrease in amounts due from shareholder 219,381 45,795
- (Increase)/Decrease in receivables and prepayments (19,560) 13,433
- Increase in trade and other payables 71,390 10,497
- Increase in provision for liabilities and other charges 74,216 26,884
- (Decrease) in amounts due to shareholder (709,412) (170,615)
- (Decrease)/Increase in VAT payable (10,501) 19,277

213,783 403,181

Related party transactions
The City of Johannesburg holds 100% of the issued share capital of the company.
Trading transactions

During the year, the company entered into the following transactions with related
parties, who are members of the group:
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Sale of goods Services Amounts owed Amounts owed
purchased by related to related
parties parties

2005 2004 2005 2004 2005 2004 2005 2004
R’000 R’'000 R’000 R’'000 R’000 R’000 R’000 R’000
Shareholder:
City of Johannesburg 9,303 46,523 61,761 64,302 619,978 839,359 12,453 721,865

Subsidiaries of
Shareholder:

City Parks (Pty) Ltd 2,495 7,013 10 4,757 5,110 -
City Power (Pty) Ltd 30 6,187 33,895 35,080 85 731 4,416 5,356
Johannesburg Fresh

Produce Market (Pty) 170 140 - 55 29 -
Ltd

Johannesburg

Metropolitan Bus - - - ,
Services (Pty) Ltd
Johannesburg Roads

Agency (Pty) Ltd 485 2,663 2,739 6,084 490 178 2,820 4,097
Johannesburg Zoo 2,485 5 1 1,966 5 0
(Pty) Ltd

Pikitup (Pty) Ltd 400 1,470 1,309 1,122 333 188 995 296

5,765 17,478 37,943 42,297 7,686 6,241 8,231 9,749

Related party activities are conducted at an arms length and normal standard
business rules are applied to all related party transactions.

The management of the company, including the executive directors, do not have
any interest in the shareholding and/or management of the suppliers of goods and
services to the company, for the year under review.

Long term borrowings

Shareholder: City of Johannesburg (refer to Note 8)

Directors’ remuneration

Refer to Note 14.
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2005 2004
R’000 R’000
Operating lease commitments
The company’s future minimum lease payments under
non-cancellable leases are as follows:
Due within one year 50,278 46,916
Due between one and five years 21,855 28,148

72,133 75,064

Contingent liabilities
Guarantees

The company has a contingent liability in respect of a bank guarantee to the South
African Post Office for an amount of R200 000. The guarantee is in the ordinary
course of business and it is anticipated that no material liability will arise.

Litigation

There is a claim against the company for R17.6 million by EDS Enterprise
Solutions (Pty) Ltd, who was the service provider responsible for an information
technology upgrade, including the implementation of SAP and other software
programs. The basis for the claim is that there were delays by the company
resulting in a delay in the final implementation date, causing financial loss to the
service provider. A joint committee has been established to determine the merits of
the claim.

Legal Claims

There are customer claims against Johannesburg Water for R18 100 936 in
respect of cases that were not defended by year end.

Employee pension benefit

There has been a claim instituted by the Johannesburg Municipal Pension Fund
and the City of Johannesburg Pension Fund against the City of Johannesburg for
an amount of R850 million in respect of the payment of arrear pensioner 13th
cheque. A pro rate calculation of this liability as it relates to the various entities of
the City has not been undertaken.

The City is currently in negotiations with the above organisations to settle this claim
for an amount of R400 million.
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Employee medical benefit

There is a potential claim by a Trade Union that the City and its UAC's are not
complying with their legal obligations to subsidise the medical aid contributions of
in service members upon retirement and pensioners during retirement. The value
of the entire claim is R29,5 million. There is no information available to split the
potential liability between the City and its UAC’s.

Capital commitments

Capital expenditure contracted for at the balance sheet date but not recognised
in the financial statements is as follows:

Property, plant and equipment 100,207 159,578

This capital expenditure is to be financed from internally generated funds and from
shareholder loans and grants.

Going concern

The going concern basis has been adopted in the preparation of the annual
financial statements as the shareholder has confirmed that they will provide
financial support to the company, to meet its obligations. The Shareholder will
continue to subordinate a portion of the Shareholder Loan in terms of the Sale of
Business Agreement, until such time as a debt to equity ratio of 60:40 is achieved
by the Company.

In addition, the Shareholder has agreed to provide a grant to compensate for the
interest due on the Shareholder Loan Accounts. It is expected that this grant will
also be provided for the years 2006 and 2007.

Employee benefits

In terms of the transfer of business agreement between the Company and the City
of Johannesburg Metropolitan Municipality, the Company purchased its business
as a going concern as contemplated in Section 197(1)(a) read with Section
197(2)(1) of the Labour Relations Act 1995. The effect of this is that Section 197
of this Act will operate to transfer the contract of employment of each affected
employee from the City to the Company.

The City has undertaken in terms of this agreement that it will bear all employee
related liabilities or potential employee related liabilities and benefits up to the
effective date of sale.

In terms of the agreement reached with the City of Johannesburg Metropolitan
Municipality employees will claim any past service benefits owing by the City from
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the Company and the Company will in turn claim such payments from the City of
Johannesburg Metropolitan Municipality.

25.1 Pension schemes

All employees transferred from the City of Johannesburg belong to various
defined benefit plans established by the City, as listed in the table below.
New employees and employees not previously members of any other fund
prior to 2002 belong to the eJoburg retirement fund established subsequent
to the date of acquisition. This fund is a defined contribution plan.

The City has undertaken an actuarial valuation of certain of its pension
funds at 30 June 2005. The total deficit on the funds valued was estimated
at R26 million. Insufficient information is currently available to enable the
actuaries to establish an adequate division of the liability between the
various UACs, including Johannesburg Water (Pty) Ltd. In terms of the
mayoral committee decision, this liability will be borne in full by the City of
Johannesburg.

For financial statement purposes, the company has treated all defined
benefit plans, along with the eJoburg Fund as a defined contribution plan as
required by the statement.

The table below details the employers’ contributions made to the various
funds. No liability exists at year end as all amounts were paid when due.

| Contributions owed and paid by employer
Fund Year ended | Year ended
30 June 30 June
2005 2004
R’000 R’000

City of Johannesburg Pension Fund 7,154 5,848
Johannesburg Municipal Pension 6,119 4,915
Fund
Diepmeadow Pension Fund - 175
Joint Municipal Pension Fund 586 491
Meshawu Pension Fund 273 353
Municipal Employee Pension Fund 1,447 1,064
National Fund for Municipal Workers 76 96
Sala Pension Fund 228 370
Soweto Council Pension Fund 1,588 1,701
Sanlam Pension Fund 4 8
SAMWU Pension Fund 200 418
eJoburg Retirement Fund 12,121 10,874
Municipal Employee Gratuity Fund 4,624 3,674
TOTAL CONTRIBUTIONS PAID 34,420 29,987
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25.2 Post retirement medical benefits

The company has made provision for post retirement medical benefits
covering 202 employees, and 8 continuation members. There are 2 medical
schemes. The liability for these benefits to the date of acquisition has been
assumed by the City.

Actuarial valuations are done at an interval of not more than three years
using the projected unit credit method.

2005 2004
R’000 R’000
Present value of the obligation 38,074 11,300
Liability recognised in the balance sheet 38,074 11,300
Reconciliation of the obligation at year end
Opening balance of liability as at 1 July 2004 (Previously 11,300 6,611
stated)
Recoverable from CoJ 24,530 -
Change in basis of valuation - (3,475)
Subtotal 35,830 3,136
Interest cost 1,258 429
Current service cost 1,343 985
Recognised actuarial (gain)/loss (249) 6,773
Contributions paid (108) (23)

38,074 11,300

Expenses recognised in the income statement for the year:

Interest cost 1,258 429
Current service cost 1,343 985
Recognised actuarial (gain)/loss (249) 6,773

2,352 8,187
Discount rate 8,5% 10%
Medical inflation 7% 6%
Rate of increase in employer post-retirement medical aid 5% 6%

contribution subsidy payments
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25.3 Post retirement Housing subsidy liabilities
The company has made provision for post retirement housing subsidies.

Actuarial valuations are done at an interval of not more than three years
using the projected unit credit method.

2005 2004

R’000 R’000

Present value of the obligation 106 -

Liability recognised in the balance sheet 106 -
Reconciliation of the obligation at year end

Opening balance of liability as at 1 July 2004 - -

Recoverable from CoJ 85 -

Subtotal 85 -

Interest cost 15 -

Current service cost 1 -

Recognised actuarial (gain)/loss 5 -

106 -

Discount rate 8,5% 10%

25.4 Post retirement gratuity
The company has made provision for post retirement gratuity benefits.

Actuarial valuations are done at an interval of not more than three years
using the projected unit credit method.
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2005 2004
R’000 R’000
Present value of the obligation 52,400 2,000
Liability recognised in the balance sheet 52,400 2,000
Reconciliation of the obligation at year end
Opening balance of liability as at 1 July 2004 (Previously 2,000 3,875
stated)
Recoverable from CoJ 50,700 -
Subtotal 52,700 3,875
Interest cost 6,521 -
Recognised actuarial (gain)/loss (1,987) -
Benefits paid (4,834) (1,875)
52,400 2,000
Discount rate 8,5% 10%
Salary inflation and promotional salary increases 5.5% 6.5%

Consumer deposits

In terms of the sale of Business Agreement, all consumer deposits for water remain
the liability of the City. The Company is however, liable for all refunds in respect of
consumers managed by Johannesburg Water, as part of the "top customers".
Refunds made to such customers are then recovered from the City, in terms of the
Sale of Business Agreement.

Prior year adjustment

During the prior financial year amounts collected by the City of Johannesburg from
group entities in respect of billings administered by the City of Johannesburg were
not paid over to the company but rather offset between the various entities in the
group. During the financial year under review the City paid Johannesburg Water
R58 million (excluding Vat) in this regard.

Change in accounting estimate
During the current financial year the company changed the accounting estimate
relating to the percentage of fixed asset values financed by grant funding. This

change in estimate resulted from the implementation of a new accounting system
for grants which provided more accurate data relating to grants and the related
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assets. The cumulative effect on the current year's financial statements

is an increase of R14,760,128 in deferred income released to the income

statement

Risk management

Price risk

The company is not exposed to any undue price risk, as no financial assets and

liabilities have been classified at fair value.

Interest rate risk

Interest rate risk arises from re-pricing of floating rate debt, incremental funding,

new borrowings, and the refinancing of existing borrowings. The current fixed to

floating interest rate ratio approximates 81:19 (2004: 84:16). Interest rate risk is

managed by the treasury department of the City of Johannesburg.

The interest rate re-pricing profile as at 30 June 2005 is as follows:

Floating| Current 1<5 years| 5-10 years | > 10 years | Total

Borrowings| 495,722 133,949| 615,925 | 695,307 649,922 | 2,590,825
(R’000)
% of 19% 5% 24% 27% 25% 100%
Assets 658,386 619,978 - - - 11,278,364
(R’000)
% of 52% 48% - - - 100%

The interest rate re-pricing profile as at 30 June 2004 is as follows:

Floating | Current 1<5year | 5-10 years| > 10 years| Total

Borrowings| 1,133,744 103,159 858,869 | 246,607 649,922 | 2,992,301
(R’000)
% of 38% 3% 29% 8% 22% 100%
Assets 638,826 839,359 - - - 11,478,185
(R’000)
% of 43% 57% - - - 100%
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Liquidity risk management
Liquidity risk mainly arises due to uncertainty in revenue and expenditure cash flows.
The company manages liquidity risk through daily, weekly, monthly and long-term

cash flow forecasting in conjunction with the Treasury Department of the City of
Johannesburg.

The maturity profile of assets and liabilities as at 30 June 2005 is as follows:

Current 1<5 years 5<10 years >10 years Total

R’000 R’000 R’000 R’000 R’000
Financial 629,671 615,925 695,307 649,922 2,590,825
liabilities
(R’000)
% of total 24% 24% 27% 25% 100%
borrowings
Financial 1,278,364 - - -| 1,278,364
assets
(R’000)
% of total 100% - - - 100%
assets

The maturity profile of assets and liabilities as at 30 June 2004 is as follows:

Current 1<5 years 5<10 years >10 years Total
R’000 R’000 R’000 R’000 R’000

Financial 1,236,903 858,868 246,608 649,922 2,992,301
liabilities
(R’000)
% of total 41% 29% 8% 22% 100%
borrowings
Financial 1,478,185 - - - 1,478,185
assets
(R’000)
% of total 100% - - - 100%
assets
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Credit risk management
Potential concentrations of credit risk consist mainly of consumer, cross boundary
and other debtors. The company limits it's exposures by monitoring of debtors’

balances in relation to deposits held.

Ongoing credit evaluations are performed on the financial condition of receivable
counterparties. Debtors are presented net of the provision for impairment.

At year end, the company did not consider there to be any significant concentration
of credit risk that had not been adequately provided for.

Concentrations of credit risk

2005 2004
Value Percentage Value | Percentage
R’000 % R’000 %
Local government 619,978 14.5 840,577 19.5
Consumers 3,623,091 85.4 | 3,586,812 80.0
Other 5,463 0.1 36,778 0.5
Total 4,248,532 100.0 | 4,464,167 100.0
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DETAILED INCOME STATEMENT

ANNEXURE A

FOR THE YEAR ENDED 30 JUNE 2005

Service revenue
Cost of Sales

Gross profit

Operating Expenditure

Employee Related Costs -Wages &
Salaries

Contracted Services

General Expenses - Other

Repairs and Maintenance - Other
Depreciation and Amortisation

Bad Debts

Other Income

Profit before interest and taxation
Finance costs

Profit/(loss) before taxation
Taxation
Net profit/(loss) for the year

Prior year adjustment

Retained earnings at the beginning of

the year

Accumulated loss
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2005 2004
R'000 R'000
2,725,240 2,413,945
(1,261,981) (1,189,526)
1,463,259 1,224,419
(1,343,070) (1,310,366)
(351,588) (344,199)
(203,727) (186,440)
(194,310) (186,177)
(6,198) (6,580)
(196,615) (193,272)
(390,632) (393,698)
286,431 232,983
406,620 147,036
(250,444) (265,113)
156,176 (118,077)
(38,104) -
118,072 (118,077)
58,094 123,147
(222,041) (227,111)
(45,875) (222,041)
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ANNEXURE B
LOANS FROM THE CITY AT
30 JUNE 2005
SHAREHOLDERS LOAN SUBORDINATED
Original Interest Expiry Balance
Institution Amount Date Purpose Period Rate Date Due
COoJ 606,502  01-Jan-01 SOB 10yrs 15.00% 31-Dec-10 606,502
COJ 43,420 01-Jul-02 SOB 10yrs 14.50% 30-Jun-12 43,420
Total | 649,922
SHAREHOLDERS LOAN NOT SUBORDINATED
Original Interest Expiry Balance
Institution Amount Date Purpose Period Rate Date Due
COJ 977,450  01-Jan-01 SOB 10yrs 15.00% 31-Dec-10 705,211
COJ 14,159 01-Jul-02 SOB 10yrs 14.50% 30-Jun-12 11,783
| 716,994
CAPEX LOANS
Original Interest Expiry Balance
Institution Amount Date Purpose Period Rate Date Due
COoJ 68,586  30-Jun-01 CAPEX 10yrs 14.33% 30-Jun-11 51,902
COJ 39,506  06-Sep-02 CAPEX 10yrs 14.02% 30-Jun-12 31,905
COJ 229,240  16-Oct-03 CAPEX 10yrs 14.15% 30-Jun-12 201,585
CoJ 106,000  04-Aug-04 CAPEX 10yrs 12.42%  30-Jun-13 97,417
COJ 349,907  11-Mar-05 CAPEX 10yrs 10.20% 30-Jun-14 345,378
Total | 728,187
TOTAL 1,445,181
Long Term 1,311,232
Short Term 133,949
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REVIEW OF THE REPORT OF THE
INDEPENDENT AUDITORS FOR THE
PREVIOUS FINANCIAL YEAR

The following issues were raised by the Independent Auditors for the year ended June
2004, together with a commentary on the corrective action taken

Revenue

Audit tests on the revenue billing system administered by the City indicated numerous
differences between revenue that should have been billed, and what was actually
billed on consumer accounts.

Corrective Action

A number of functions performed by the City of Johannesburg were transferred to
Johannesburg Water during the year under review. The more significant of these are:

- Management of the meter reading function was transferred in May 2004
- Core operating functions including customer interaction and query resolution were
transferred in October 2004.

The focus by Johannesburg Water in ensuring that meter reading data files are loaded
intact and without interference, and the introduction of a meter reading quality control
process for customers managed by the City, has resulted in the required improvement
in the accuracy and completeness of revenue managed by the City on behalf of
Johannesburg Water.

Unexplained prior year adjustment

As a result of past events, viz the resolution of the group charges and the City
transferring the interest on debtors balances that was not taken over as part of the
initial sale of business agreement, an adjusting journal was processed as a prior year
adjustment. No support can be provided for this transaction.

Corrective Action

Reports were developed by the City to ensure amounts owed to Johannesburg Water
in respect of group consumption were identified and paid over. The final amount due
in respect of departmental charges was paid over in the 2005 financial year and
reflected as a prior year adjustment. Full disclosure is detailed in Note 27. Group
amounts due are now settled by the City monthly.
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Employee Benefits
Post retirement medical liability

The results of the actuarial valuation performed were materially different from that
performed in the previous year by a different firm of Actuaries.

Leave pay provision

Accurate leave records to support the leave pay provision are not available.
Corrective Action

The issue of the actuarial valuation discrepancy has been resolved. The Actuaries
used in the previous year were appointed for the year under review. The basis is thus

consistent.

Extensive work has been completed in the payroll area during the year, including a
review of the accuracy of data configurations and the upgrading of software.
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