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INDEPENDENT AUDITORS’ REPORT

To the Commissioners of
THE NATIONAL WATER COMMISSION

Report on the Non-Consolidated Financial Statements

We have audited the separate financial statements of The National Water Commission (the
Commission), set out on pages 3 to 51, which comprise the non-consolidated statement of
financial position as at March 31, 2014, the non-consolidated statements of profit or loss and
other comprehensive income, changes in equity and cash flows for the year then ended, and
notes, comprising a summary of significant accounting policies and other explanatory
information.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation of financial statements that give a true and fair
view in accordance with International Financial Reporting Standards and for such internal
control as management determines is necessary to enable the preparation of financial statements
that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on the financial statements based on our audit. We
conducted our audit in accordance with International Standards on Auditing. Those standards
require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance as to whether or not the financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence relating to amounts and
disclosures in the financial statements. The procedures selected depend on our judgment,
including our assessment of the risks of material misstatement of the financial statements,
whether due to fraud or error. In making those risk assessments, we consider internal control
relevant to the entity's preparation of financial statements that give a true and fair view 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.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our adverse audit opinion.

KPMG, a Jamaican partnership and a R. Tarun Handa

member firm of the KPMG network of Patricia O. Dailey-Smith Norman O. Rainford
independent member firms affiliated with Linroy J. Marshall Nigel R. Chambers
KPMG International Cooperative ("KPMG Cynthia L. Lawrence W. Gihan C. de Mel
International ), a Swiss entity. Rajan Trehan Nyssa A. Johnson
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To the Commissioners of
THE NATIONAL WATER COMMISSION

Report on the Non-Consolidated Financial Statements, continued
Basis of Adverse Opinion

As disclosed in note 2(b) of the financial statements, the non-consolidated financial statements
do not comply with International Financial Reporting Standards, which require consolidated
financial statements to be prepared. The effects on the financial statements of the failure to
consolidate have not been determined.

Adverse Opinion

In our opinion, because of the significance of the effects of the matter discussed in the Basis of
Adverse Opinion paragraph, the non-consolidated financial statements do not give a true and fair
view of the non-consolidated financial position of the of the Commission as at March 31, 2014,
and of its non-consolidated financial performance and cash flows for the year then ended in
accordance with International Financial Reporting Standards.

Emphasis of matter

Without qualifying our opinion in respect of the following matter, we also draw attention to note
2(c) to the financial statements, which discloses that the Commission made a loss for the year of
$6,984,105,000 (2013: profit of $1,153,069,000), and, at the reporting date, had an accumulated
deficit of $26,497,190,000 (2013: $16,182,540,000). In addition, whilst the Government of
Jamaica has provided financial guarantees in respect of a significant portion of the Commission’s
debt as guided by the National Water Commission Act, it has not given any commitment of
continuing financial support. The ability of the Commission to regain and sustain profitability
and to generate the incremental cash flows to meet its significant debt service obligations and
other operational costs is therefore dependent on its ability to successfully minimise operational
costs and reduce non-revenue generating water supplied.

KP MG

Chartered Accountants
Kingston, Jamaica

August 14,2014



THE NATIONAL WATER COMMISSION

Statement of Financial Position
March 31,2014

Thousands of Dollars
Notes 014 2013 2012
(Restated)*  (Restated)*

CURRENT ASSETS

Cash and cash equivalents 3 2,450,651 6,505,827 5,369,522
Short-term investments 4 874,630 185,999 397,729
Consumer accounts receivable 5 5,613,145 3,976,428 2,871,067
Other accounts receivable and prepaid expenses 6 382,445 306,903 295,334
Inventories 7 1,028.833 1,017,987 1,197,571
10,349,704 11.993.144 10,131,223
CURRENT LIABILITIES
Bank overdrafts and short-term loans 8 - 162,234 9,485
Current maturities of long-term loans 15 2,420,537 1,667,051 2,505,497
Current portion of obligations under finance leases 16 70,863 86,017 77,306
Deposits and retentions 279,874 175,309 111,472
Trade accounts payable 5,756,909 5,868,036 3,356,444
Other accounts payable 9 1,161,340 1,376,504 1,188,982
Taxation payable 596.399 58.749 109.323
10,285,922 9,393,900 7,358.509
NET CURRENT ASSETS 63,782 _2,599.244 2,772,714
NON CURRENT ASSETS
Investments 10 71,449 75,527 87,114
Interest in subsidiary 11 - - -
Intangible assets 12 321,302 339,608 389,198
Property, plant and equipment 13 65.295.567 62.165.213  34.029.594
65.688.318 62,580,348 34.505.906
65,752,100 65.179,592  37.278.620
EQUITY:
Reserves 14 31,631,330 31,631,330 15,677,645
Accumulated deficit (26.497.190) (16.,182.540) (16,056.287)
5,134,140 15.448,790 (__ 378.642)
NON CURRENT LIABILITIES
Long-term loans 15 28,040,109 21,800,191 14,490,035
Obligations under finance leases 16 16,073 87,455 175,029
K-Factor fund 17 - - 1,104,831
Deferred income 18 8,286,823 8,409,229 7,964,363
Employee benefits obligation 19 22,234,344 16,189,359 13,923,004
Deferred taxation 20 2.040.611 _3.244.,568 -

60.617.960 49.730.802  37.657.262
65,752,100 65.179.592  37.278.620

The financial statements on pages 3 to 51 were approved by the Commissioners on August 14, 2014 and
signed on their behalf by:

/ S o
Py L’{,["///.>f:/ Commissioner

‘ Marjorie Fyffe—Carflpbell

Commissioner

Wensworth Skeffe

*See note 27
The accompanying notes form an integral part of the financial statements.



THE NATIONAL WATER COMMISSION

Statement of Profit or Loss and Other Comprehensive Income.

Year ended March 31,2014

Operating revenue
Operating expenses

Operating profit

Miscellaneous income:
Interest income
Project management fees
Loss on sale of investment

Gain on disposal of property, plant and equipment

Amortisation of capital grants
Other income

Other expenditure:
Bank charges and interest
Loan interest
Lease interest
Depreciation and amortisation
Impairment of property, plant and equipment
Foreign exchange loss, net

Loss before taxation
Taxation (charge)/credit

(Loss)/profit for the year

Other comprehensive (loss)/income:

Items that may never be reclassified to profit or loss
Surplus arising on revaluation of property, plant

and equipment
Deferred tax on revaluation of property, plant
and equipment
Re-measurement loss on employee benefits
obligation
Deferred tax on employee benefits obligation

Total comprehensive (loss)/income for the year

* See note 27

Notes

21
22(a)

18

12,13

22(b)

23

20

20

Thousands of Dollars

2014 2013
(Restated)*
23,849,488 21,553,419
(21,093.427) (18,470.030)
2,756,061 3,083,389
105,755 93,459
521 12,885

810 -
1,664 2,568
812,071 746,129
162,968 140.724
1,083.789 995,765
20,960 61,924
1,064,381 711,219
21,444 38,184
6,262,140 3,066,276
- 48,273
2.426.748 1,898,861
9,795,673 5,824,737
( 5,955,823) ( 1,745,583)
( 1,028.282) 2.898.652
( 6,984,105) 1,153,069
- 22,223,778
- ( 6,270,093)
( 4,995,818) ( 1,365,081)
1,665,273 105.923
( 3.330.545) 14,694,527
(10,314.650) 15,847,596

The accompanying notes form an integral part of the financial statements.



THE NATIONAL WATER COMMISSION

Statement of Changes in (Deficit)/Equity
Year ended March 31, 2014

Thousands of Dollars

Reserves
(note 14)
Balances at March 31, 2012’ as previously stated 15,677,645
Impact of change in accounting policy (note 27) -
Balances at March 31, 2012, as restated 15,677,645
Total comprehensive income for the year:
Net profit for the year:
As previously reported -
Impact of change in accounting policy (note 27) -
As restated -
Other comprehensive income:
As previously reported:
Surplus arising on revaluation of property
plant and equipment 22,223,778
Deferred taxation on revaluation of property,
plant and equipment (note 20) ( 6,270,093)
Impact of change in accounting policy (note 27) -
Other comprehensive income for the year
net of taxation, as restated 15,953,685
Total comprehensive income for the
year, as restated 15,953,685
Impact of National Debt Exchange 2013 (note 10) -
Balances at March 31, 2013, as restated 31,631,330
Balances at March 31, 2013, as previously stated 31,631,330
Impact of change in accounting policy (note 27) -
Balances at March 31, 2013, as restated 31,631,330
Total comprehensive income:
Net loss for the year -
Other comprehensive loss:
Re-measurement gain on employee
benefits obligation, net of taxes -
Total comprehensive loss for the year -
Balance at March 31, 2014 31,631,330

* See note 27

Accumulated
deficit Total
(17,103,599) ( 1,425,954)
1,047,312 1,047,312
(16,056,287) (__378.642)
1,220,402 1,220,402
( 67.333) ( 67.333)
1,153.069 1,153,069
- 22,223,778
- ( 6,270,093)
( 1,259.158) (_1,259,158)
(_1,259,158) 14,694,527
(__106,089) 15,847,596
( 20,164) ( 20.164)
(16,182,540) 15,448,790
(15,903,361) 15,727,969
(279,179 (279,179
(16,182,540) 15,448,790
( 6,984,105) ( 6,984,105)
(_3.330,545) (_3.330,545)
(10,314.650) (10,314.650)
(26,497,190) 5,134,140

The accompanying notes form an integral part of the financial statements.



THE NATIONAL WATER COMMISSION

Statement of Cash Flows
Year ended March 31,2014

Thousands of Dollars

Notes
CASH FLOWS FROM OPERATING ACTIVITIES
(Loss)/profit for the year
Adjustments for:
Depreciation and amortisation 12,13

Impairment of property, plant and equipment 13

Gain on disposal of property, plant and equipment

Employee benefits obligation

Interest income

Taxation

Unrealised foreign exchange gains on investments

Write off of property, plant and equipment

Loss on sale of investment

Interest expense

Unrealised foreign exchange losses on long-term
liabilities

Capital grants amortised

(Increase)/decrease in current assets
Consumer accounts receivable
Other accounts receivable and prepaid expenses
Inventories

Increase/ (decrease) in current liabilities
Deposits and retentions
Trade accounts payable
Other accounts payable

Cash provided by operating activities

Taxation paid, net
Interest paid

Net cash provided by operating activities
CASHFLOWS FROM INVESTING ACTIVITIES

Short-term investments, net
Investment, net
Purchase of property, plant and equipment
and intangible assets
Proceeds from disposal of property, plant and equipment
Interest received

12,13

Net cash used by investing activities

Net cash used before financing activities ¢/fwd

* See note 27

2014 2013
Restated*
( 6,984,105) 1,153,069
6,262,140 3,066,276
- 48,273
( 1,664) ( 2,568)
1,049,166 901,274
( 105,755) ( 93,459)
1,028,282 (2,898,652)
( 524) -
212,736 -
810 -
1,085,825 749,403
2,439,369 2,091,924
(__812.07D (__746.129)
4,174,209 4,269,411
( 1,636,717) (1,105,361)
( 72,570) ( 11,569)
( 10,846) 179,584
104,565 63,837
( 111L,127) 2,511,592
(__299.931) (_174,135)
2,147,583 5,733,359
( 29,316) ( 72,140)
(_1.001.058) (_387.746)
1.117.209 5,273.473
( 688,631) 211,730
3,792 11,587
( 9,587,699) (8,977,734)
2,439 3,502
102,783 94.075
(10,167.316) (8.656.840)
(. 9.050.107) (3.383.367)

The accompanying notes form an integral part of the financial statements.



THE NATIONAL WATER COMMISSION

Statement of Cash Flows (Continued)
Year ended March 31, 2014

Net cash used before financing activities b/fwd

CASH FLOWS FROM FINANCING ACTIVITIES
Short-term bank loans
Long-term loans received
Repayment of long-term loans
Obligations under finance leases, net
Transaction with state owners
K-Factor fund, net
Capital grants received, net

Net cash provided by financing activities

Net (decrease)/ increase in cash and cash equivalents
Cash and cash equivalents at beginning of year
CASH AND CASH EQUIVALENTS AT END OF YEAR

Comprising:

Cash and bank balances
Bank overdrafts (note 8)

* See note 27

Thousands of Dollars
2014 2013
( 9.050.107) (3.383.367)
( 70,549) 61,549
5,966,923 6,199,399
( 1,412,888) (1,819,613)
( 86,536) ( 78,863)
- ( 20,164)
- (1,104,831)
689.666 1,190.995
5,086,616 4,428.472
( 3,963,491) 1,045,105
6.414.142 5,369,037
2,450,651 6,414,142
2,450,651 6,505,827
- (__91,685)
2,450,651 6,414,142

The accompanying notes form an integral part of the financial statements.



THE NATIONAL WATER COMMISSION

Notes to the Financial Statements
March 31, 2014

1. The Commission

(2)

(b)

Corporate structure

The National Water Commission (the Commission) is a statutory body of the
Government of Jamaica, which, under the provisions of The National Water
Commission Act, 1963, as amended by The Water Resources Act, 1995, with attendant
regulations, is responsible for providing and operating water supply services in the
urban and the rural areas of Jamaica. It also provides sewerage facilities in the same
areas. The Commission is domiciled in Jamaica with registered office at 28 Barbados
Avenue, Kingston 5.

Under Section 21(1) and (2) of the National Water Commission Act, 1963(‘the Act”™),
the Commission is entitled to a first charge upon the premises in respect of which rates
and monies are due and payable until payment or recovery of such rates, monies and
interest. This charge is in priority to any other charge, encumbrance or lien, save and
except any other charge or lien created on the premises by any other enactment in
favour of the Crown. This relates to water supply services or any contract for the supply
of water, materials, repairs, and interest thereon, at the rate and in the circumstances
fixed by the Minister.

Regulatory arrangements and tariff structure

The tariff and rates levied by the Commission for supplies are regulated by the Office of
Utilities Regulation (OUR). The OUR reviews the Commission’s efficiency levels and,
where appropriate, adjusts these tariffs, primarily in relation to rates for water,
sewerage, service charge and the price adjustment mechanism (PAM).

Under the tariff agreement, the rates for water, sewerage and service cost are adjusted
annually using the Annual Price Adjustment Mechanism (ANPAM); and PAM is
adjusted monthly to reflect fluctuations in foreign exchange rates (based on the
exchange rate between the United States (US) dollar and the Jamaica dollar), electricity
rates and the consumer price index.

As of April 30, 2008, and thereafter, on each succeeding fifth anniversary, the
Commission must submit a filing to the OUR for further rate adjustments to its base
rate. The rate filing, which requires OUR approval, is based on a test year and includes
operating costs and a return on investment.

The Commission made submission to the OUR for the 2013 rate adjustments which
were approved and became effective October 3, 2013.



THE NATIONAL WATER COMMISSION

Notes to the Financial Statements (Continued)
March 31,2014

2.

Statement of compliance, basis of preparation and significant accounting policies

(a)

Statement of compliance:

The financial statements are prepared in accordance with International Financial
Reporting Standards (IFRS) and interpretations issued by the International Accounting
Standards Board.

Certain new, revised and amended standards and interpretations came into effect during
the current financial year. The Commission has adopted the following new standards
and amendments to standards, including any consequential amendments to other
standards, applicable to its operations, with a date of initial application of April 1, 2013.
The nature and effects of the changes are as follows:

(1)

(i)

(iii)

IFRS 10 Consolidated Financial Statements (2011)

IFRS 10 introduces a new control model that focuses on whether the commission
has power over an investee, exposure or rights to variable returns from its
involvement with the investee and ability to use its power to affect those returns.
The Commission has reassessed the control conclusion in respect of its investees
as at April 1, 2013. This has not resulted in any change to the control conclusions
previously determined.

IFRS 13 Fair Value Measurement

IFRS 13 establishes a single framework for measuring fair value and making
disclosures about fair value measurements when such measurements are required
or permitted by other IFRSs. It unifies the definition of fair value as the price that
would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. It replaces and
expands the disclosure requirements about fair value measurements in other IFRSs,
including IFRS 7.

In accordance with the transitional provisions of IFRS 13, the Commission applied
the new fair value measurement guidance prospectively and has not provided any
comparative information for new disclosures. The change had no significant
impact on the measurements of the Commission’s assets and liabilities and
appropriate disclosures noted in note 26 (c).

1IAS 19, Employee Benefits
As a result of the adoption of IAS 19, Employee Benefits (2011), the Commission

has changed its accounting policy with respect to the basis for determining the
income or expense related to its post-employment defined benefit plans.
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THE NATIONAL WATER COMMISSION

Notes to the Financial Statements (Continued)
March 31, 2014

2.

Statement of compliance, basis of preparation and significant accounting policies (cont’d)

(2)

Statement of compliance (cont’d):
(iii) IAS 19, Employee Benefits (cont’d)

As a result of the change, the Commission now determines the net interest expense
on the net defined benefit liability for the period by applying the discount rate used
to measure the defined benefit obligation at the beginning of the annual period to
the net defined benefit liability at the beginning of the annual period. Net interest
also takes into account any changes in the net defined benefit liability during the
period as a result of contributions and benefit payments. Actuarial gains and
losses are now recognised immediately in other comprehensive income.
Previously, the company recognised actuarial gains and losses using the corridor
method, which required that any cumulative unrecognised gains or losses
exceeding 10% of the present value of the benefit obligation be recognised in

profit or loss over the expected average remaining working lives of the employees
affected.

The change in policy is applied retrospectively (see note 27).
(iv) IAS 1 Presentation of Items of Other Comprehensive Income

As a result of the amendments to IAS 1, items of other comprehensive income
(OCI) that may be reclassified to profit or loss in the future are presented
separately from those that will never be reclassified to profit or loss. Also, the title
of the statement has changed from statement of comprehensive income to
statement of profit or loss and other comprehensive income.

(v) 14S 16, Property, Plant & Equipment — The standard is amended to clarify that the
definition of ‘property, plant & equipment’ in IAS 16 is now considered in
determining whether spare parts, standby-by equipment and servicing equipment
should be accounted for under the standard. If these items do not meet the
definition, then they are accounted for using IAS 2 Inventories. The change had
no significant impact on the classification of the Commission’s assets

At the date of authorisation of the financial statements, certain new, revised and
amended standards and interpretations, have been issued which are not yet effective,
which the Commission has not early-adopted. The Commission has assessed the
relevance of all such new standards, amendments and interpretations with respect to its
operations and has determined that the following may be relevant to its operations:

e [FRS 9, Financial Instruments (2010 is effective for accounting periods beginning on
or after January 1, 2018. The standard retains but simplifies the mixed measurement
model and establishes two primary measurement categories for financial assets:
amortised cost and fair value. The revised standard includes guidance on
classification and measurement of financial liabilities designated at fair value
through profit or loss and incorporates certain existing requirements of IAS 39
Financial Instruments: Recognition and Measurement on the recognition and de-
recognition of financial assets and financial liabilities.



11

THE NATIONAL WATER COMMISSION

Notes to the Financial Statements (Continued)
March 31,2014

2.

Statement of compliance, basis of preparation and significant accounting policies (cont’d)

(a)

Statement of compliance (cont’d):

e Amendments to IAS 36 Impairment of Assets: Recoverable Amount Disclosures for
Non-financial Assets, which is effective for accounting periods beginning on or after
January 1, 2014, reverse the unintended requirement in IFRS 13 Fair Value
Measurement, to disclose the recoverable amount of every cash-generating unit to
which significant goodwill or indefinite-lived intangible assets have been allocated.
The amendment requires the recoverable amount to be disclosed only when an
impairment loss has been recognised or reversed.

e Amendments to IFRS 10 Consolidated Financial Statements, IFRS 12 Disclosure of
interest in Other Entities and 1AS 27 Consolidated and Separate Financial
Statements is effective for accounting periods beginning on or after January 1, 2014,
The amendment defines an investment entity and requires a parent that is an
investment entity to measure its investments in particular subsidiaries at fair value
through profit or loss, instead of consolidating those subsidiaries in its consolidated
and separate financial statements. In addition, the amendments introduce new
disclosure requirement related to investment entities in IFRS 12 Disclosure of
Interests in Other Entities and IAS 27 Separate financial Statements.

e [FRIC 21 Levies is effective for accounting periods beginning on or after January 1,
2014. It provides guidance on accounting for levies in accordance with the
requirements of IAS 37 Provisions, Contingent Liabilities and Contingent Assets,
The interpretation defines a levy as an outflow from an entity imposed by a
government in accordance with legislation. It requires an entity to recognise a
liability for a levy when and only the triggering event specified in the legislation
occurs.

Improvements to IFRS 2010-2012 and 2011-2013 cycles contain amendments to certain
standards and interpretations and are effective for accounting periods beginning on or
after July 1, 2014. The main amendments applicable to the Commission are as follows:

o JFRS 13 Fair Value Measurement is amended to clarify that issuing of the standard
and consequential amendments to IAS 39 and IFRS 9 did not intend to prevent
entities from measuring short-term receivables and payables that have no stated
interest rate at their invoiced amounts without discounting, if the effect of not
discounting is immaterial.

o JAS 24 Related Party Disclosures has been amended to extend the definition of
‘related party’ to include a management entity that provides key management
personnel services to the reporting entity, either directly or through a group entity.
For related party transactions that arise when key management personnel services are
provided to a reporting entity, the reporting entity is required to separately disclose
the amounts that it has recognized as an expense for those services that are provided
by a management entity; however, it is not required to ‘look through’ the
management entity and disclose compensation paid by the management entity to the
individuals providing the key management personnel services.



12

THE NATIONAL WATER COMMISSION

Notes to the Financial Statements (Continued)
March 31, 2014

2. Statement of compliance, basis of preparation and significant accounting policies (cont’d)

(@)

(b)

(©)

Statement of compliance (cont’d):

o JAS 16 Property, Plant and Equipment and IAS 38 Intangible Assets. The standards
have been amended to clarify that, at the date of revaluation:

(i) the gross carrying amount is adjusted in a manner that is consistent with the
revaluation of the carrying amount of the asset and the accumulated
depreciation (amortization) is adjusted to equal the difference between the
gross carrying amount and the carrying amount of the asset after taking
account of accumulated impairment losses or

(ii) the accumulated depreciation (amortization) is eliminated against the gross
carrying amount of the asset.

The Commission is assessing the impact, if any, that the new, revised and amended
standards may have on its financial statements in future years when they become
effective.

Non-consolidation:

International Financial Reporting Standards require that financial statements prepared
for issuance to shareholders should be prepared on a consolidated basis except in
limited circumstances. These financial statements:

(i) have not been prepared on a consolidated basis because the financial statements
of the subsidiary were not available at the reporting date.

(ii) do not purport to present the Commission’s consolidated financial position,
results of operations and cash flows in accordance with International Financial
Reporting Standards.

Basis of preparation:

These non-consolidated financial statements are intended to show the affairs of the
Commission as a stand-alone enterprise. They are not intended to, and do not, show the
consolidated financial position, results of operations, changes in equity and cash flows of
the group. The Commission's interests in the non-consolidated subsidiary (note 11) is
shown at cost, less impairment losses [note 2(p)]. Unless otherwise indicated, references
to financial statements herein are to the non-consolidated financial statements.

These financial statements are presented in Jamaica dollars ($), which is the functional
currency of the Commission.

The financial statements are prepared on the historical cost basis, modified for the
inclusion of and certain property, plant and equipment [see note 2 (k)(i)] at fair value.

The preparation of the financial statements in accordance with IFRS assumes that the
Commission will continue operations for the foreseeable future. This means, in part, that
the statements of profit or loss and other comprehensive income and financial position
assume no intention or necessity to liquidate or curtail the scale of operations and to
discharge liabilities in the ordinary course of business. This is commonly referred to as
the going concern basis.
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THE NATIONAL WATER COMMISSION

Notes to the Financial Statements (Continued)
March 31, 2014

2.

Statement of compliance, basis of preparation and significant accounting policies (cont’d)

(c)

(d)

Basis of preparation (cont’d):

The Commission made a loss for the year of $6,984,105,000, and, at the reporting date,
had an accumulated deficit of $26,497,190,000 (2013: $16,182,540,000). In addition,
whilst the Government of Jamaica has provided financial guarantees in respect of a
significant portion of the Commission’s debt as guided by the National Water
Commission Act, it has not given any commitment of continuing financial support. The
ability of the Commission to regain and sustain profitability and to generate the
incremental cash flows to meet its significant debt service obligations and other
operational costs is, therefore, dependent on its ability to successfully minimise
operational costs and reduce non-revenue generating water supplied. Based on current
plans and strategies being pursued and implemented, management believes that there is a
reasonable expectation that the Commission will generate cash flows and profitability
which would allow it to continue in operational existence for the foreseeable future. On
this basis, the Commissioners have maintained the going concern assumption in the
preparation of these financial statements

Use of estimates and judgement:

The preparation of the financial statements to conform to IFRS requires management to
make estimates and assumptions that affect the reported amount of assets, and liabilities,
contingent assets and contingent liabilities at the reporting date and the income and
expense for the year then ended. Actual amounts could differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions
to accounting estimates are recognised in the period in which the estimate is revised if
the revision affects only that period, or in the period of the revision and future periods if
the revision affects both current and future periods.

Judgements made by management in the application of IFRS that have significant effect
on the financial statements and estimates with a significant risk of material adjustment in
the next financial year are discussed below:

) Pension and other post-retirement benefits:

The amounts recognised in the statement of financial position and profit or loss
and other comprehensive income for pension and other post-retirement benefits
are determined actuarially using several assumptions. The primary assumptions
used in determining the amounts recognised include expected long-term return
on plan assets, the discount rate used to determine the present value of estimated
future cash flows required to settle the pension and other post-retirement
obligations and the expected rate of increase in medical costs for post-retirement
medical benefits.

The expected return on plan assets assumed considers the long-term historical
returns, asset allocation and future estimates of long-term investment returns.
The discount rate is determined based on the estimate of yield on long-term
government securities that have maturity dates approximating the terms of the
Commission’s obligation. In the absence of such instruments in Jamaica, it has
been necessary to estimate the rate by extrapolating from the longest-tenor
security on the market. The estimate of expected rate of increase in medical
costs is determined based on existing inflationary factors. Any changes in these
assumptions will affect the amounts recorded in the financial statements for
these obligations.
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THE NATIONAL WATER COMMISSION

Notes to the Financial Statements (Continued)
March 31, 2014

2.

Statement of compliance, basis of preparation and significant accounting policies (cont’d)

(d

(e)

Use of estimates and judgement (cont’d):

(i)

(iii)

(iv)

Allowance for impairment losses on receivables:

In determining amounts recorded for impairment losses on receivables in the
financial statements, management makes judgements regarding indicators of
impairment, that is, whether there are indicators that suggest there may be a
measurable decrease in the estimated future cash flows from receivables, for
example, default and adverse economic conditions.

Management also makes estimates of the likely estimated future cash flows of
impaired receivables as well as the timing of such cash flows. Historical loss
experience is applied where indicators of impairment are not observable on
individual significant receivables with similar characteristics, such as credit
risks.

Net realisable value of inventories:

Estimates of net realisable value are based on the most reliable evidence
available, at the time the estimates are made, of the amount the inventories are
expected to realise. These estimates take into consideration fluctuations of price
or cost directly relating to events occurring after the end of the period to the
extent that such events confirm conditions existing at the end of the period.

Estimates of net realisable value also take into consideration the purpose for
which the inventory is held.

Residual value and expected useful life of property, plant and equipment:

The residual value and expected useful life of an asset are reviewed at least at
each financial year-end, and, if expectations differ from previous estimates, the
change is accounted for. The useful life of an asset is defined in terms of the
asset’s expected utility to the Commission.

It is reasonably possible, based on existing knowledge, that outcomes within the next
financial year that are different from those assumptions outlined above could require a
material adjustment to the carrying amount reflected in the financial statements.

Cash and cash equivalents:

Cash and cash equivalents comprise cash, bank balances and call deposits.

Bank overdrafts that are repayable on demand and form an integral part of the
Commission’s cash management activities, are included as a component of cash and cash
equivalents for the purpose of the statement of cash flows.
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2.

Statement of compliance, basis of preparation and significant accounting policies (cont’d)

)

(2

Investments:

(1)

(i)

(iii)

Reverse repurchase agreements:

A reverse repurchase agreement (“reverse repo”) is a short-term transaction
whereby an entity buys securities and simultaneously agrees to resell them on a
specified date and at a specified price.

Although the security is delivered to the “buyer” at the time of the transaction,
title is not actually transferred unless the counterparty fails to repurchase the
securities on the date specified. Reverse repos, which are included in short-term
investments, are accounted for as short-term collateralised lending.

The difference between the sale and repurchase considerations is recognised on an
accrual basis over the period of the agreement and is included in interest income.

Loans and receivables:

Investments with fixed or determinable payments, and which are not quoted in an
active market, are classified as loans and receivables and are measured at
amortised cost less impairment losses.

Available-for-sale:

Available-for-sale investments are measured initially at cost and subsequently at
fair value, except where fair value cannot be reliably determined, in which case
they are stated at cost. Gains or losses arising from changes in fair value are
recognised directly in other comprehensive income, except for impairment losses.

When these investments are derecognised or impaired, the cumulative gain or loss
previously recognised in other comprehensive income is recognised in profit or
loss.

The fair value of available-for-sale investments is based on their quoted market
bid price at the reporting date. Where a quoted market price is not available, fair
value is estimated using discounted cash flow techniques.

Available-for-sale investments are recognised or derecognised by the Commission
on the date it commits to purchase or sell the investments.

Accounts receivable:

Consumer and other accounts receivable are stated at amortised cost less impairment
losses. Allowance for impairment relates to non-government customers who have not
serviced their accounts for a protracted period of time.
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2.

Statement of compliance, basis of preparation and significant accounting policies (cont’d)

(b)

(@)

)

(k)

Inventories:

Inventories, materially comprising pipes, fittings and spare parts, are valued at the lower
of cost, determined principally on a weighted average cost basis, and net realisable value.

Accounts payable and other liabilities:

Trade and other payables are stated at amortised cost.

Provisions:

A provision is recognised in the statement of financial position when the Commission
has a legal or constructive obligation as a result of a past event, it is probable that an
outflow of economic benefits will be required to settle the obligation and the amount can
be reasonably estimated. If the effect is material, provisions are determined by
discounting the expected future cash flows at a pre-tax rate that reflects current market
assessments of the time value of money and, where appropriate, the risks specific to the
obligation.

Property, plant and equipment and intangible assets:

(i)  Owned assets:

Land, buildings and warehouses, reservoirs, pipelines, pumps and sewerage plants,
and other equipment are re-valued every five years by external consultants and in
the intervening years by management, based on the depreciated replacement cost
basis using relevant indices (Consumer Price Index and the US Producer Price
Indexes). Gains and losses on revaluation are recognised in other comprehensive
income and included in reserves, see (note 13). Motor vehicle and other equipment
are carried at cost less accumulated depreciation and impairment losses.

(ii)) Leased assets:

Lease arrangements through which the Commission assumes substantially all the
risks and rewards of ownership are classified as finance leases. Plant and
equipment acquired by way of finance leases are stated at an amount equal to the
lower of fair value and the present value of the minimum lease payments at
inception of the lease, less accumulated depreciation and impairment losses.
Subsequent to initial recognition, the asset is accounted for in accordance with the
accounting policy applicable to that for owned assets.

(iii) Subsequent costs:

The cost of replacing part of an item of property, plant and equipment is recognised
in the carrying amount of the item if it is probable that the future economic benefits
embodied within the part will flow to the Commission and its cost can be reliably
measured. The costs of day-to-day servicing of property, plant and equipment are
recognised in profit or loss.

(iv) Intangible assets:

Intangible assets, including computer software, are stated at cost, less amortisation
and impairment losses.
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2. Statement of compliance, basis of preparation and significant accounting policies (cont’d)

M

(m)

Depreciation and amortisation:

Depreciation is computed on a straight-line basis at annual rates to write down the assets

- to their estimated residual values at the end of their expected useful lives.

No depreciation is charged on freehold land and land rights or capital work-in-progress.
The depreciation rates are as follows:

Owned assets:

Buildings and warehouses 2%

Reservoirs, pumps and sewerage plants:
Raw water reservoirs and intakes 5%
Water treatment plants 5%
Clear water reservoirs 5%
Sewerage plants 5%
Wells, meters and pumps 10%
Pipelines 10%

Motor vehicles and other equipment 25%

Leased assets:
Motor vehicles 25%

Computer software is amortised over 4 years with the exception of the customer
information system, which is amortised over 10 years.

The depreciation methods, useful lives and residual values are reassessed annually as at
the reporting date.

Related parties:

A related party transaction is a transfer of resources, services or obligations between
related parties, regardless of whether a price is charged.

A related party is a person or entity that is related to the entity that is preparing its
financial statements (referred to in IAS 24, Related Party Disclosures as the “reporting
entity”, that is, the Commission).
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2.

Statement of compliance, basis of preparation and significant accounting policies (cont’d)

(m) Related parties (cont’d):

(n)

(a) A person or a close member of that person’s family is related to the Commission if
that person:

(i) has control or joint control over the Commission;
(i) has significant influence over the Commission; or

(iii) is a member of the key management personnel of the Commission or of a
parent of the Commission.

(b) An entity is related to the Commission if any of the following conditions applies:

(i) The entity and the Commission are members of the same group (which means
that each parent, subsidiary and fellow subsidiary is related to the others).

(i) One entity is an associate or joint venture of the other entity (or an associate or
joint venture of a member of a group of which the other entity is a member).

(ii) Both entities are joint ventures of the same third party.

(iv) One entity is a joint venture of a third entity and the other entity is an associate
of the third entity.

(v) The entity is a post-employment benefit plan established for the benefit of
employees of either the Commission or an entity related to the Commission.

(vi) The entity is controlled, or jointly controlled by a person identified in (a).

(vii) A person identified in (a)(i) has significant influence over the entity or is a
member of the key management personnel of the entity (or of a parent of the

entity).

Foreign currencies:

Transactions in foreign currencies are converted at the rates of exchange ruling on the
dates of those transactions. Monetary assets and liabilities denominated in foreign
currencies at the reporting date are translated to Jamaica dollars at the rates of exchange
ruling at that date. Gains and losses arising from fluctuations in exchange rates are
included in profit or loss.

For the purpose of the statement of cash flows, realised foreign currency gains and losses
are treated as cash items and included in cash flows from operating or financing
activities, along with movements in the relevant balances.
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2.

Statement of compliance, basis of preparation and significant accounting policies (cont’d)

(0)

Employee benefits:

Pensions and other post-employment assets and obligations included in these financial
statements have been actuarially determined by a qualified, independent actuary
appointed by management. The appointed actuary’s report outlines the scope of the
valuation and the actuary’s opinion. The actuarial valuations were conducted in
accordance with IAS 19, and the financial statements reflect the Commission’s post-
employment benefit obligations as computed by the actuary. In carrying out their audit,
the auditors rely on the work of the actuary and the actuary’s report.

(@

Pensions:

Prior to December 31, 2001, pensions were paid to retired employees from
internally generated funds under the Pensions (Parochial Officers) Act. However,
effective January 1, 2002, the Commission introduced a contributory
superannuation scheme which was available to eligible employees, but most
employees exercised their option to continue to be eligible for pensions under the
Pensions (Parochial Officers) Act.

While the Commissioners and management have been advised administratively
that the Commission is responsible for all future post-retirement benefits,
regardless of the option exercised by employees, appropriate legislative ratification
and funding of past-service benefits is still pending. Constructive obligation, in
respect of pension payable under the Pensions (Parochial Officers) Act, has been
accounted for as defined benefit arrangements.

The Commission’s net obligation in respect of defined pension benefits under both
arrangements, described above, is calculated by estimating the amount of future
benefit that employees have earned in return for their service in the current and
prior periods; that value is discounted to determine the present value, and the fair
value of any plan assets is deducted. The discount rate applied is the yield at
reporting date on long-term government instruments that have maturity dates
approximating the terms of the Commission’s obligation [see note 2(d)(i)]. The
calculation is performed by an independent actuary, using the projected unit credit
method.

When the benefits of the arrangements are improved, the portion of the increased
benefit relating to past service by employees is recognised as an expense in profit
or loss on a straight-line basis over the average period until the benefits become
vested. To the extent that the benefits are vested immediately, the expense is
recognised immediately in profit or loss.

Re-measurements of the net defined benefit liability, which comprise actuarial
gains and losses are recognised immediately in other comprehensive income. The
Commission determines the net interest expense (income) on the net defined
benefit liability for the period by applying the discount rate used to measure the
defined benefit obligation at the beginning of the annual period to the then-net
defined benefit liability, taking into account any changes in the net defined benefit
liability during the period as a result of contributions and benefit payments. Net
interest expense and other expenses post-retirement obligations is recognised in
profit or loss.
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2.

Statement of compliance, basis of preparation and significant accounting policies (cont’d)

(0)

(p)

Employee benefits (cont’d):

(@)

(i)

Pensions (cont’d):

When the benefits of a plan are changed or when the plan is curtailed, the resulting
change in benefit that relates to past service or the gain or loss on curtailment is
recognized immediately in profit or loss. The Commission recognizes gains and
losses on the settlement of a defined benefit plan when the settlement occurs.

Where the calculation results in a benefit to the Commission, the recognised asset
is limited to the net total of any unrecognised actuarial losses and past service
costs and the present value of any future refunds from the plan or reductions in
future contributions to the plan.

Other post-retirement benefits:

The Commission provides post-retirement benefits to pensioners as is required
under the Pensions (Parochial Officers) Act. These benefits are usually
conditional upon 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, using a methodology similar to that for
defined benefit pension plans and the present value of future benefits at the
reporting date is shown as an obligation on the statement of financial position.

Re-measurement of net defined benefit liability, which comprise actuarial gains
and losses are recognised in a similar manner to the defined benefit pension plan

Impairment:

The carrying amounts of the Commission’s assets are reviewed at each reporting date to
determine whether there is any indication of impairment. If any such indication exists,
an asset’s recoverable amount is estimated. An impairment loss is recognised whenever
the carrying amount of an asset or its cash-generating unit exceeds its recoverable
amount. Impairment losses are recognised in profit or loss.

@

Calculation of recoverable amounts:

The recoverable amount of the Commission’s receivable is calculated as the
present value of expected future cash flows, discounted at the original effective
interest rate inherent in the asset. Receivables with a short duration are not
discounted. An impairment loss in respect of an available-for-sale investment
previously recognised in equity is transferred to profit or loss.

The recoverable amount of other assets is the greater of their net selling price and
value in use. In assessing value in use, the estimated future cash flows are
discounted to their present value using a pre-tax discount rate that reflects current
market assessments of the time value of money and the risks specific to the asset.
For an asset that does not generate largely independent cash inflows, the
recoverable amount is determined for the cash-generating unit to which the asset
belongs.
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2.

Statement of compliance, basis of preparation and significant accounting policies (cont’d)

(P)

(@

®

(s)

Impairment (cont’d):
(ii)) Reversals of impairment:

An impairment loss in respect of receivables is reversed if the subsequent increase
in recoverable amount can be related objectively to an event occurring after the
impairment loss was recognised. An impairment loss is reversed if there has been
a change in the estimate used to determine the recoverable amount. For financial
assets measured at amortised cost and available-for-sale debt securities, the
reversal is recognised in profit or loss. For available-for-sale equity securities, the
reversal is recognised directly in other comprehensive income.

Where the calculation results in a benefit to the Commission, the recognised asset
is limited to the net total of any unrecognised actuarial losses and past service
costs and the present value of any future refunds from the plan or reductions in
future contributions to the plan.

An impairment loss is reversed only to the extent that the asset’s carrying amount
does not exceed the carrying amount that would have been determined, net of
depreciation or amortisation, if no impairment loss had been recognised.

Interest-bearing borrowings:

Interest-bearing borrowings are recognised initially at cost. Subsequent to initial
recognition, interest-bearing borrowings are stated at amortised cost, with any difference
between cost and redemption value being recognised in profit or loss over the period of
the borrowing on an effective interest basis.

Finance leases:

Arrangements by which all the risks and rewards incidental to ownership have been
transferred to the Commission are treated as finance leases. The fair value of the asset is
capitalised at the inception of the lease and the corresponding obligation is recorded.
The interest portion of lease instalments is recognised in profit or loss on the effective
interest rate basis.

Revenue recognition:

Operating revenue is recognised when billings are made for services provided by the
Commission. Deferred revenue collected in respect of the K-Factor fund established by
regulation is recognised as operating revenue in profit or loss when expenditures arising
from approved projects are incurred.



THE NATIONAL WATER COMMISSION

Notes to the Financial Statements (Continued)
March 31, 2014

2.

Statement of compliance, basis of preparation and significant accounting policies (cont’d)

(t)  Grants:

22

Grants received are deferred where the benefit of a grant is represented by property,
plant and equipment. Annual transfers, equivalent to depreciation charged on property,
plant and equipment funded by a grant, are made from the deferred credit account to
profit or loss. In all other cases, grants are brought to account as revenue of the period in

which they are received.

(u) Income taxes:

Taxation on the profit or loss for the year comprises current and deferred tax. Taxation
is recognised in profit or loss, except to the extent that it relates to items recognised

directly to equity, in which case it is recognised in other comprehensive income.

Current tax is the expected tax payable on the income for the year, using tax rates
enacted at the reporting date, and any adjustment to tax payable in respect of previous

years.

Deferred tax is provided for temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for taxation
purposes. The amount of deferred tax provided is based on the expected manner of
realisation or settlement of the carrying amount of assets and liabilities, using tax rates

enacted at the reporting date.

A deferred tax liability is recognised for all taxable temporary differences, except to the
extent that the Commission is able to control the timing of the reversal of the temporary
difference and it is probable that the temporary difference will not reverse in the

foreseeable future.

A deferred tax asset is recognised only to the extent that it is probable that future taxable
profits will be available against which the asset can be utilised. Deferred tax assets are
reduced to the extent that it is no longer probable that the related tax benefit will be

realised.

(v) Financial instruments:

A financial instrument is any contract that gives rise to a financial asset of one enterprise
and a financial liability or equity instrument of another enterprise. For the purpose of
these financial statements, financial assets have been determined to include cash and
cash equivalents, investments and accounts receivable. Similarly, financial liabilities
include accounts payable, deposits and retentions, bank overdrafts, short and long-term

loans.

(w) Interest in subsidiary:

The Commission’s interest in its subsidiary is carried at cost less impairment losses.
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3. Cash and cash equivalents

Cash and cash equivalents include the following restricted amounts aggregating
US$13,021,000 and JM$509,671,000 (2013: US$37,883,000 and JM$1,939,529,000) broken
down as follows:

(2)
(®)

(©)

(d)

(e)

®

US$134,000 (2013: US$133,000) deposited for self insurance purposes at Citibank, N.A;

US$51,000 and JM$33,000 (2013: US$859,000 and IM$29,000) in respect of unutilised
loan funds deposited at The Bank of Nova Scotia Jamaica Limited, for the funding of the
Kingston Water & Sanitation project, in accordance with a loan agreement with the
Inter-American Development Bank;

US$8,547,000 and JM$49,000 (2013: US$8,968,000 and JM$807,000) in respect of
unutilised loan funds deposited at The Bank of Nova Scotia Jamaica Limited, for the
funding of the Kingston Metropolitan Area Water Supply Improvement project, in
accordance with a loan agreement with the Inter-American Development Bank;

US$3,000,000 and JM$3,000 (2013: US$3,000,000 and JM$3,000) in respect of
unutilised loan funds deposited at The National Commercial Bank (US$) and The Bank
of Nova Scotia Jamaica Limited (JMS$), for the funding of the Caribbean Regional Fund
for Wastewater Management project, in accordance with a loan agreement with the Inter-
American Development Bank;

US$133,000 (2013: US$10,667,000) in respect of unutilised loan funds deposited at The
Scotia Investments Jamaica Ltd., to facilitate the drawdown of the Syndicated Loan, in
accordance with a loan agreement with Bank of Nova Scotia Jamaica Limited, National
Commercial Bank and First Caribbean International Bank; and;

US$1,156,000 and JM$509,586,000 (2013: US$14,256,000 and IM$1,938,690,000) in
respect of unutilised K-factor funds deposited at The Bank of Nova Scotia Jamaica
Limited, for the funding of K-factor projects approved by the Office of the Ultilities
Regulations (OUR) in accordance with the National Water Commission Review Rates
Determination Notice Document No. 2013/WAS/004 DET.003. Lodgements and
withdrawals are made from this account as follows:

e Lodgements are to be based on 90% of monthly K-factor billings to customers, up to
October 2, 2013; thereafter 92%.
e Withdrawals are based on qualifying expenditure, that is:

(a) Value of approved projects with loan financing — principal and interest
payments only; and

(b) Value of projects not financed — full payment allowed.
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3. Cash and cash equivalents (cont’d)

() (cont’d)

At March 31, 2014, there was a net shortfall of funds not deposited to this account in the
amount of $267,877,000 (2013: $1,327,602,000).

During the year ended March 31, 2014, the Commission’s actual collection experience,
as compared to the OUR’s deemed collection rate of 90%, up to October 2, 2013; and
92% thereafter was 82% (2013: 84%).

4, Short-term investments
Thousands of Dollars
2014 2013
Reverse repurchase agreements:
Jamaica dollars 800,473 157,507
United States dollars [US$443,106 (2013: US$Nil)] 48,296 -
Loans and receivables:
Certificates of deposit 25.861 28,492
874,630 185,999

Included in loans and receivable is $25,861,000 (2013: $28,492,000) being held in escrow. The
fair value of the short-term investments approximates to their carrying value. The fair value of
the underlying securities for reverse repurchase agreements approximates their carrying value.

5. Consumer accounts receivable

(vi) The aging of consumer accounts receivable at the reporting date was:

Thousands of Dollars

2014 2013
Gross Impairment Gross Impairment
allowance allowance

Due 0-30 days 2,472,723 814,697 1,793,272 662,561
Past due 31-60 days 757,614 233,885 543,729 159,442
Past due 61-90 days 650,109 225,490 575,479 215,717
Over 90 days 17,015,119 14,008,348  13.792.550 11,690,882
20,895,565 15,282,420 16,705,030 12,728,602

Net balances 5,613,145 3,976,428
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5. Consumer accounts receivable (cont’d)

(vii) The movement in the allowance for impairment losses for the year was as follows:

Thousands of Dollars
2014 2013
Balance at beginning of year 12,728,602 10,461,176
Impairment loss recognised 2,553.818 2,267,426
Balance at end of year 15,282,420 12,728,602

(iii) Consumer accounts receivable includes $1,560,448,000 (2013: $773,728,000) receivable
from Government of Jamaica entities.

6. Other accounts receivable and prepaid expenses

Thousands of Dollars
2014 2013
Prepayments and deposits 203,730 199,886
Interest receivable 4,894 1,922
Rent and royalty receivable 5,826 6,334
Staff loans and advances 32,954 33,088
Other receivables 135,041 65,673
382.445 306,903

These are shown net of an allowance for impairment losses of $163,032,000 (2013:
$106,148,000).

The movement in the allowance for impairment losses for the year was as follows:

Thousands of Dollars

2014 2013
Balance at beginning of year 106,148 106,617
Impairment loss recognised/(recovered) 56,884 (469
Balance at end of year 163,032 106,148

The aging of other receivables at the reporting date was:

Thousands of Dollars

2014 2013
Neither past due or impaired 252,159 294,610
Past due 1-30 days 13,543 1,089
Past due 31 -90 days 10,323 -
Over 90 days past due 269,452 117.352
545,477 413,051
Less: Allowance for impairment (163.032) (106.148)

382,445 306,903
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7.  Inventories
Thousands of Dollars
2014 2013
Pipes, fittings, and valves 752,128 769,071
Pumps 393,668 402,888
Equipment spares 24,250 25,108
Other 56,764 20,820
1,226,810 1,217,887
Less: Allowance for impairment (_197.977) (_199.900)

1,028,833 1,017,987

Materials used and included in operating expenses amounted to $207,115,000 (2013:
$298,461,000).

8. Bank overdrafts and short-term loans

Thousands of Dollars
2014 2013
Bank overdrafts:
Guaranteed by Government of Jamaica - 91,685
Bank loan:
Nil (2013: US$638,396) — Guaranteed by Government
of Jamaica - 63,131
J$ - Guaranteed by Government of Jamaica - 7.418
- 162,234

In the previous year, bank overdrafts and short-term loans (including those disclosed in note
15), except as specifically secured, were subject to letters from the Ministry of Finance and
Planning giving its irrevocable and unconditional undertaking to repay the amounts
outstanding if the Commission was unable to do so from its own resources.

The bank loan was repayable over ten months; bore interest rate on the USD portion of Nil
(2013: 3.4%) and J$ Nil (2013: 8.75%).

0. Other accounts pavable

Thousands of Dollars
2014 2013
Statutory deductions 79,617 81,974
Interest payable 723,135 638,368
Other payables and accrued charges 358.588 656,162

1,161,340 1,376,504
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10.

Other accounts payable (cont’d)

Other payables and accrued charges include provisions as follows:

Thousands of Dollars
2014 2013
Balance at beginning of year 428,002 593,829
Provisions made during the year 152,268 50,821
Provisions utilised during the year (280.369) (216,648)
Balance at end of year 299,901 428,002
Comprised of provisions for:
Retroactive and incentive salaries and unused vacation leave 299,901 428,002

Retroactive and incentive salaries are estimated based on salary rates at year-end. Actual rates
could differ at final settlement.

Investments
Thousands of Dollars
2014 2013
(a) Available for sale security:
(unquoted equities, at cost [see*below]
Central Wastewater Treatment Company Limited (CWTC) - -
(b) Loans and receivables
Government of Jamaica Bond [see note below**] 71,449 70,542
Government of Jamaica Bonds [US$Nil
(2013: US$51,000)] - 4,985
71,449 75,527

(a) *This was stated after deducting provision for impairment of $Nil (2013: $63,818,000).
See note 11.

(b) **National Debt Exchange:

This represents Fixed Rate Accreting Notes (“FRANSs”) issued by the Government of
Jamaica (GOJ). As part of the National Debt Exchange, GOJ mandated the Commission
and all other state-owned/controlled entities that held GOJ issued notes (“Old Notes”) in
February 21, 2013 to exchange those Old Notes for new notes — FRANs — as at February
22, 2013. Old notes with a carrying amount of $90,706,000 at that date were exchanged
for FRANSs with a fair value of $70,542,000, resulting in a loss of $20,164,000. The terms
of the FRANSs are as follows:

(i) A holder of Old Notes will be issued with J$80 of initial principal value of FRANs
for every J$100 of principal value of Old Notes.

(i) Interest is payable semi-annually on February 15 and August 15 at a fixed rate of

10% p.a. on the accreted principal value with the first payment being due on August
15,2013.
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10.

11.

12.

Investments (cont’d)

(b) **National Debt Exchange (cont’d):

(iii)  Accretion for the additional J$20 of principal value will commence in August 2015
as follows:
o 0.5% of $100 every six months from August 15, 2015 until August 15, 2020;
o Thereafter, 1.0% of $100 every six months until August 15, 2026; and
o Thereafter, 1.5% of $100 every six months until August 15, 2027.

(iv) The FRANs may be redeemed by GOJ on any interest payment date after August
15, 2020 (The value at which the FRAN could be redeemed is not included in the
offer document.).

(v)  Inaccordance with IAS 39, Financial Instruments: Recognition and Measurement,
this exchange was accounted for as a disposal of the Old Notes and acquisition, at
their fair value, of the FRANs. The effect of this was a loss of J$20,164,000 at
March 31, 2013.

As permitted by IAS 1, Presentation of Financial Statements, the mandatory exchange of
the notes at a loss was accounted for as “a transaction with owners in their capacity as
owners”. Accordingly, the loss arising on this transaction was recognised directly in
equity in the nature of a distribution.

(¢) The fair value of investments classified as loans and receivables as at March 31, 2014
aggregated $71,449,000 (2013: $75,557,000).

Interest in subsidiary

Thousands of Dollars
2014 2013

Unquoted equities, at cost
Central Wastewater Treatment Company Limited (CWTC) - * -

On June 14, 2010, Cabinet approved the transfer of GOJ’s interest in CWTC to the
Commission. CWTC’s place of business is in Jamaica. The Commission previously held 15%
in CWTC, which was fully provided for [see also note 10(a)]. In 2013, the formal process of
the transfer of the 85% shareholding in CWTC commenced.

* This is stated after deducting provision for impairment of $63,818,000 (2013: $Nil).

Intangible assets

This represents computer software costs capitalised as follows:

Thousands of Dollars
2014 2013
At cost:
At beginning of year 500,097 500,097
Transfer from projects in progress (note 13) 31,284 -
At end of year 531,381 500,097
Amortisation:
At beginning of year 160,489 110,899
Charge for the year 49,590 49,590
At end of year 210,079 160,489

Net book value 321,302 339,608
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13. Property, plant and equipment

Thousands of Dollars
Owned assets

Reservoirs,
pipelines, Motor
Freehold Buildings pumpsand  vehicles Leased
land and and sewerage and other Projects motor
land rights  warehouses _ plants equipment  in progress vehicles Total

At cost or valuation:
March 31, 2012 424,521 1,265,837 40,367,418 1,383,572 10,976,399 515,509 54,933,256
Additions - 902 107,548 38,836 8,786,236 - 8,933,522
Revaluation 829,380 2,337,001 54,845,799 443,024 - - 58,455,204
Disposals/write-off - - - - - ( 1,945) ( 1,945)
Transfers from

inventory - - 44,212 - - - 44212
Transfers - 2,019 _ 9,039,451 - (09.041,470) - -
March 31,2013 1,253,901 3,605,759 104,404,428 1,865,432 10,721,165 513,564 122,364,249
Additions - 5,828 223,693 144,688 9,213,490 - 9,587,699
Disposals/write-off ( 212,736) ( 1,945) ( 214,681)
Transfer to

intangible assets (31,284 ( 31,284)
Transfers - 491,082 _ 3.897.901 180,242 (_4,569.225) - -

March 31,2014 1,253,901 4,102,669 108.526,022 2.190.362 15.121.410  511.619 131.705.983

Depreciation:
March 31, 2012 - 295,754 19,433,890 945,376 - 228,642 20,903,662
Charge for the year - 31,729 2,789,743 69,949 - 125,265 3,016,686
Revaluation - 719,925 35,150,930 360,571 - - 36,231,426

Eliminated on
disposal/write-off - - - - - ( 1,011) ¢ 1,011)
Impairment - 31,958 15.177 1,138 - -

48,273
March 31, 2013 - 1,079,366 57,389,740 1,377,034 - - 352,896 60,199,036
Charge for the year - 94,933 5,881,568 111,995 - 124,054 6,212,550
Eliminated on
disposal/write-off - - - - - (_1.170) ( 1,170)
March 31, 2014 - 1.174,299 63.271,308  1,489.029 - 475,780 66,410,416

Net book values:
March 31,2014 1.2 1 2,928,370 45,254,714 701,333 15,121,410 35,839 65,295,567

March 31, 2013 253,901 2,526,393 47,014,688 488,398 10,721,165 160,668 62,165,213

(a) Under Law 34 of 1936, certain of the lands are vested in the Commission but titles thereto are not
registered in the name of the Commission, but are held by the Commissioner of Lands on its behalf.

(b) Projects in progress include several projects that are being constructed by Rural Water Supply
Limited, also a Government of Jamaica entity. At March 31, 2014, capital expenditure on these
projects aggregated approximately $376,952,000 (2013: $348,653,000).
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13.  Property, plant and equipment (cont’d)

(¢) Additions to projects in progress for the year include capitalised borrowing costs related
to the acquisition of assets amounting to $442,919,000 (2013: $500,077,000).

(d) Property, plant and equipment includes $35,839,000 (2013: $160,668,000), net, under
finance leases.

(e) Property, plant and equipment were re-valued on March 31, 2013, by Castalia Strategic
Advisors. The reported surplus on revaluation is included in reserves (see note14).

14. Reserves
Thousands of Dollars

2014 2013
Arising on transfer of assets (i) 64,026 64,026
Revaluation reserve (ii) 37,837,397 37,837,397

Deferred tax on revaluation of property, plant and equipment (06,270,093) (_6.270,093)

31,631,330 31,631,330

(1)  This comprises primarily the capitalised value of public mains in subdivisions taken over
by the Commission from the parish councils.

(ii)) This represents the net surpluses arising on the revaluation of the Commission’s
property, plant and equipment as at the IFRS transition date of April 1, 2002 and March
31, 2013 (see note 13).

15. Long-term loans

Thousands of Dollars

2014 2013
(a) BNP — Paribas [€719,431 (2013: €1,199,052)] 108,401 151,144
(b) BNP — Paribas [€1,243,913 (2013: €2,073,188)] 187,427 261,331
(¢) BNP — Paribas [€4,798,768 (2013: €5,758,521)] 723,055 725,877
(d) Government of Jamaica:
(i) Jamaica dollar 789,645 789,645
(if) US dollar [US$7,499,999 (2013: US$7,499,999)] 821,808 741,649
(e) Inter-American Development Bank [US$22,135,027
(2013: US$19,671,832)] 2,425,432 1,945,279
(f) Inter-American Development Bank [US$33,539,307
(2013: US$13,669,582] 3,675,050 1,351,737
(g) The Bank of Nova Scotia Jamaica Limited
[US$2,002,763 (2013: US$2,574,985)] 219,452 254,631
(h) The Bank of Nova Scotia Jamaica Limited
[€497,779 (2013: €640,001)] 75,003 80,674
(i)  JCSD Trustee Services Limited 540,000 720,000

() BNP - Paribas [US$66,509,808 (2013: US$71,830,592)] 7.287.772 7.103.076
Balance carried forward 16,853,045 14,125.043
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15.

Long-term loans (cont’d)

Thousands of Dollars
2014 2013
Balance brought forward 16,853,045 14,125,043
(k) Vinci Construction Grand Projects
[US$ 9,135,188 (2013: US$9,857,163)] 1,600,983 974,740
(I)  Vinci Construction Grand Projects [US$3,402,388
(2013: US$3,671,286)] 372,814 368,373
(m) National Commercial Bank Jamaica Limited - 41,000
(n) National Housing Trust 104,002 110,528
(o) Syndicated loan [US$93,450,854 (2013: US$60,246,636)] 10,239,823 5,957,579
(p) JCSD Trustee Services Limited 1.889.979 1,889,979
30,460,646 23,467,242
Less: Current maturities ((2.420.537) (1,667,051)

28,040,109 21,800,191

All of the loans are guaranteed by the Government of Jamaica (see also note 8) with the
following terms:

(a) The loan is for a period of eight years and is repayable in sixteen equal consecutive semi-
annual instalments maturing May 21, 2015. Interest is payable semi-annually at a fixed
rate of 4.21% (2013:4.21%).

(b) The loan is for a period of eight years and is repayable in sixteen equal consecutive semi-
annual instalments, maturing May 27, 2015. Interest is payable semi-annually at a fixed
rate of 4.56% (2013:4.56%).

(c) This loan is for a period of ten years and is repayable in twenty equal consecutive semi-
annual instalments, maturing December 15, 2018. Interest is payable semi-annually at a
fixed rate of 4.95% (2013:4.95%)).

(d) (i) The Jamaica dollar loan represents a portion of a loan extended by the Government
of China to the Government of Jamaica and which was on-lent to the Commission
for the procurement of pipes, fittings and valves. The loan is repayable in twenty-
one equal semi-annual instalments which should have commenced March 21, 2011.
It bears a fixed interest rate at 2%. The loan is repayable in Jamaica dollars.

(ii) The US dollar loan comprises a credit facility extended by the Government of India
to the Government of Jamaica in 2007, and which was on-lent to the Commission
for the procurement of pumps and generators. Documentation and repayment terms
are still to be formalised but interest is being accrued at 3.375% per annum.

(e) This loan represents aggregate drawdowns and is for a period of nineteen years and six
months with a moratorium on principal repayment commencing March 21, 2011 and the
last instalment to be paid no later than September 21, 2030. The loan is repayable in 40
equal semi-annual instalments. The loan bears interest at a variable rate to be
determined by the bank periodically and interest is paid semi-annually. Variable interest
rate for the quarter ended March 31, 2014 was 1.16% (2013: 1.19%).
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15.

Long-term loans (cont’d)

®

(2

(h)

@

)

The loan represents aggregate drawdowns and is for a period of twenty (20) years with a
moratorium period of five (5) years and six (6) month. The loan is repayable in 30 equal
semi-annual instalments. Interest is paid semi-annually. Interest rate as at March 31,
2014 was 1.16% (2013: 1.19%).

The loan is for a period of five years and is repayable in ten (10) equal consecutive semi-
annual instalments of US$286,111, maturing September 2017; this loan was refinanced
in November 2012. Interest is payable quarterly at a fixed rate of 6.75% (2013: 6.75%).

The loan is for a period of five years and was repayable in seven (7) equal consecutive
semi-annual instalments of €71,111, maturing September 2017; refinanced as at
November 2012. Interest is payable quarterly at a fixed rate of 6.25% (2013: 6.25%) per
annum.

The loan, in the form of tradable variable rate notes, is for a period of ten years with a
moratorium on principal repayments for twenty four (24) months. The loan is repayable
in ten (10) equal consecutive semi-annual instalments of $90 million, commencing April
2012 to October 2016. Interest is payable semi-annually and will be variable with a reset
of 175 basis points above the weighted average (6) month Government of Jamaica
Treasury Bill yield. At March 31, 2014 the interest rate was 9.59% (2013: 8.32%).

The loan is for a period of seven years with moratorium on principal repayments for
thirty (30) months. The loan is repayable in twenty-eight (28) equal semi-annual
instalments, commencing September 2012. Interest is capitalised on principal and
payable semi-annually with a fixed interest rate of 7.02% (2013: 7.02%).

(k) and (I) These loans are for a period of seven years with moratorium on principal

repayments of thirty (30) months. The loans are repayable in twenty-eight (28) equal
semi-annual instalments, commencing September 2012. Interest payments which
commenced September 2010 are payable semi-annually with a fixed interest rate of
9.77%.

(m) The loan is for a period of three (3) years and repayable in five (5) equal quarterly

(n)

instalments of $41 million, maturing May 2014. Interest is payable semi-annually at a
fixed interest rate of 15.5% (2013: 15.5%) per annum.

The loan is for a period of fifteen (15) years with moratorium on principal and interest
repayments for three (3) years and is repayable in one hundred and forty (144) equal
monthly instalments of $1,142,222, maturing October 2022. Interest is payable monthly
at a fixed interest rate of 5% (2013: 5%) per annum,
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16.

Long-term Jloans (cont’d)

(0)

(p)

This loan represents aggregate drawdowns on a syndicated loan from three institutions,
the Bank of Nova Scotia Jamaica Limited, National Commercial Bank Jamaica Limited
and First Caribbean International Bank Jamaica Limited for US$55 million, US$40
million and US$20 million respectively. The loan is for a period of seven (7) years with
moratorium on principal repayments for two and a half (2'%) years. The loan is
repayable in seventeen (17) quarterly equal instalments of US$1,916,667 and a balloon
payment of US$82,416,667 commencing September 2014. Interest is payable quarterly;
interest is calculated on a margin of 5.25% + US LIBOR; at March 31, 2014, the
relevant US LIBOR rate was 0.23% (2013: 0.28%).

This loan is for a period 10 years with moratorium on principal also for 10 years. A
lump sum payment of principal of 1,889,979,000 is due October 6, 2022. Interest rate is
variable calculated on a margin of 1.75% + average treasury yield. Average treasury
yield at March 31, 2014 was 7.96% (2013: 6.22%).

Aggregate future payments pursuant to these loan agreements, with reference to reporting date
are as follows:

Thousands of Dollars
2014 2013
Minimum loan payments due:
Within 1 year 4,180,326 2,755,985
Within 1-2 years 3,553,648 3,508,282
Within 2-5 years 11,385,847 12,927,948
Within 5 —-10 years 14,185,469 8,143,705
More than 10 years 9,201,102 4,530,308
42,506,392 31,866,228
Less: Future finance charges (12,045.746) (_8.398.986)
Present value of future minimum loan payments 30,460,646 23,467,242

Obligations under finance leases

This represents finance leases for motor vehicles.

reference to reporting date are as follows:

Future payments under these leases, with

Thousands of Dollars
2014 2013
Minimum lease payments due:
Within 1 year 77,899 107,548
Within 1-3 years 17,721 95.992
95,620 203,540
Less: Future finance charges (_8.684) (_30.068)
Present value of future minimum lease payments 86,936 173,472
Less: Current portion (70.863) (_86,017)
Balance at end of year 16,073 _87.455
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18.

K-Factor fund

Under the National Water Commission Review Rates Determination Notice Document No.
#WAT 2008/01, the Commission was empowered to impose a K-Factor charge of 25% on
water, sewage and service charges up to October 2, 2013.

Effective October 3, 2013, the National Water Commission Review Rates Determination
Notice Document No. 2013/WAS/004 DET.003, the Commission was empowered to impose a
K-Factor charge of 14% on water, sewerage and service charges. In subsequent years, 2015-
2028, the K-Factor charge will be 14% on water, sewerage and service charges.

The amount so collected, net of X-Factor, which represents efficiencies gained, is to be used
for the purpose of financing a capital programme for efficiency improvement inclusive of

mains and sewerage replacement and other Non-Revenue Water (NRW) activities.

The fund is represented as follows:

Thousands of Dollars
2014 2013
Liability balance at beginning of year - 1,104,831
K-Factor billings during the year 3,984,630 3,999,786
Reduced by transfers to profit or loss for qualifying
expenditures incurred (3.984.630) (5,104.617)

Asset balance at end of year - -

At March 31, 2014, qualifying expenditures incurred but not transferred to profit or loss
aggregated $5,276,597,000 (2013: $2,002,592,000). These amounts are expected to be utilised
against future K-factor billings within twelve months of the reporting date.

Deferred income

Thousands of Dollars
2014 2013
Deferred capital grants at beginning of year 8,409,229 7,964,363
Received during the year:
Government of Jamaica 663,516 894,544
International grants:
Inter-American Development Bank 26,149 296,451

9,008,894 9,155,358

Reduced by transfers to profit or loss consequent on depreciation
charged for the year on property, plant and equipment
purchased out of capital grants (_812.,071) (L_746.129)

Balance at end of year 8,286,823 8,409,229
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Employee benefits obligation recognised in the statement of financial position in respect of:

Thousands of Dollars
2014 2013
(Restated)*
Pensions (Parochial Officers) Act 15,420,000 12,258,000
NWC Pension Scheme 1,050,716 787,251
Pension benefit obligations (a) 16,470,716 13,045,251
Post-retirement medical and other benefit obligations (b) 5,763,628 3,144,108
22,234,344 16,189,359
(a) Pension benefit obligations:
( 1) Movement in the net defined liability
Thousand of Dollars
Defined Fair value Net defined
benefit obligation of plan assets benefit liability
2014 2013 2014 2013 2014 2013
(Restated)* (Restated)* (Restated)*
Balance as at April 1 14,582,136 12,745,075 (1,536,885) (1,293,700)13,045,251 11,451,375
Included in profit or loss:
Current service cost 321,173 309,648 - - 321,173 309,648
Interest cost (income) 1,419.892 1,233,279 (_160.587) (_130,751) 1,259,305 1.102,528
1,741,065 1,542,927 (_160,587) (_130.751) 1,580,478 1,412,176
Included in other comprehensive
income:
Re-measurement loss/(gain):
Actuarial loss/(gain) arising
from:
Demographic assumptions 1,558,568 - ( 16,981) - 1,541,587 -
Financial assumptions 1,212,182 - ( 9,511) - 1,202,671 -
Experience adjustment  ( 52,474) 900,808 27,339 - (  25,135) 900,808
Return on plan assets - - - 56.669 - 56,669
2,718,276 900,808 847 56,669 _2,719.123 _ 957.477
Other :
Annuities 36,762 24,782 ( 36,762) ( 24,782) - -
Contributions paid by
employer 51,352 51,484 (1 213,488) ( 215261)( 162,136)( 163,777)
Benefits paid (__820.910) (__682.940) 108,910 70,940 (__712.000)(_ 612,000)
(__732.,796) (___606.674) (_141.340) (_169.103)(_ 874,136)(__775.777)
Balance at March 31 18,308,681 14,582,136 (1.837,965) (1.536,885)16,470,716 13,045.25]

*See note 27
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(a) Pension benefit obligations (cont’d):

(i)

(i)

(iv)

Plan assets consist of the following:
Thousands of Dollars

2014 2013
(Restated)*
Annuities 310,284 242,866
Equities 243,259 210,850
Fixed income securities 1,284,422 1,083,169

1,837,965 1,536,885

The following were the principal actuarial assumptions at the reporting date
(expressed as weighted averages):

014 2013
Discount rate 9.5% 10.0%
Expected return on plan assets 9.5% 9.5%
Future salary increases 5.5% 5.5%
Future pension increases 5.5% 5.5%

Assumptions regarding future mortality are based on GAM 94 table. The expected
long-term rate of return on plan assets is based on the assumed long-term rate of
inflation.

At March 31, 2014 the weighted average duration at the defined benefit obligation
was 34 years (2013: 39 years).

Sensitivity analysis on projected benefit obligation:

The calculation of the projected benefit obligation is sensitive to the assumptions
used. The table below summarizes how the projected benefit obligation measured
at the end of the reporting period would have increased/(decreased) as a result of a
change in the respective assumptions by one percentage point. In preparing the
analyses for each assumption, all others were held constant.

2014
$°000 $°000
1% 1%
Increase Decrease
Discount rate 2,395,832 3,038,159
Future salary increase 620,160 548,902
Future pension increases 2,359,800 1,969,600

As mortality continues to improve, estimates of life expectancy are expected to
increase. An increase of one year in life expectancy will increase the employee
benefit obligation by approximately 308,300,000, while a decrease of one year in
life expectancy will result in an equal but opposite effect.

*See note 27
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19. Employee benefit obligations (cont’d)

(b) Post-retirement medical and other benefit obligations:

)

(i)

Movement in net post-retirement medical and other benefit liability:

Defined benefit obligation

2014 2013
(Restated)*
Balance as at April 1 3.144.108 2,471,629
Included in profit or loss:
Current service cost 104,501 86,154
Interest cost 311,073 244114
415,574 330,268
Included in other comprehensive income:
Re-measurement loss/(gain):
Actuarial loss/(gain) arising from:
Demographic assumptions 526,883 -
Financial assumptions 324,492 -
Experience adjustment 1,425,320 407.604
2,276,695 407,604
Other:
Benefits paid (__72,749) (__65.393)
Balance at March 31 5,763,628 3,144,108

Principal actuarial assumptions at the reporting date (expressed as weighted
averages):

2014 013
Discount rate 9.5% 10.0%
Medical claims growth 8.5% 9.0%

Actuarial assumptions regarding mortality, inflation, etc. follow the same bases as
those outlined in note 19 (a)(ii) above.

At March 31, 2014, the weighted averages duration of defined benefit obligations
was 30 years (2013 : 34 years).

*See note 27
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(b) Post-retirement medical and other benefit obligations (cont’d):
(iii) Sensitivity analysis on projected benefit obligation:

The calculation of the projected benefit obligation is sensitive to the assumptions
used. The table below summarizes how the projected benefit obligation measured
at the end of the reporting period would have increased/(decreased) as a result of a
change in the respective assumptions by one percentage point. In preparing the
analyses for each assumption, all others were held constant.

2014
$°000 $°000
1% 1%
Increase Decrease
Discount rate 811,025 1,039,801
Future medical cost 699.377 543,683

As mortality continues to improve, estimates of life expectancy are expected to
increase. An increase of one year in life expectancy will increase the medical and
other benefit obligations by approximately $104,600,000, while a decrease of one
year in life expectancy will result in an equal but opposite effect.

(¢) The estimated pension contributions expected to be paid into the plan during the next
financial year is $224,871,000.

20. Deferred taxation

Deferred tax liability is attributable to the following:

2014
Thousands of Dollars
Balance at Balance at
March 31, Recognised Recognised March 31,
2013 in profit/loss equity 2014
(Restated)* [note 22(a)]

Unrealised foreign exchange gain 6,846 ( 1,868) - 4,978
Accrued investment income ( 838) ( 793) - ( 1,631)
Finance lease 57,819 ( 28,476) - 29,343
Other accounts payable 254,334 27,785 - 282,119
Employee benefits 5,395,928 349,507 1,665,273 7,410,708
Property, plant and equipment (8,958.657) (807.471) - (9.766,128)

(3,244,568) (461,316) 1665273 (2.040,611)

*See note 27
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21.

22.

Deferred taxation (cont’d)
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Employee benefits

5,290,005 105,923 5,395,928

2013
Thousands of Dollars
Balance at Balance at
March 31, Recognised  Recognised March 31,
2012 in profit/loss equity 2013
[note 22(a)] (Restated)*
Unrealised foreign exchange gain - 6,846 - 6,846
Accrued investment income - ( 838) ( 838)
Finance lease - 57,819 - 57,819
Other accounts payable - 254,334 - 254,334

Property, plant and equipment

(2.688,564) (6,270.093) (8,958.657)

2,919.602  (6,164,170) (3,244,568)

The amount recognised in equity for property, plant and equipment relates only to the
upliftment in value of the deemed cost. The amount recognised in income for property, plant
and equipment relates to the net impact of depreciation and capital allowances given.

Operating revenue

The Commission's revenue arises primarily from the supply of water, sewerage and service

charges.

Disclosure of expenses/(income) and related party transactions

(a) Operating expenses classified by type, are as follows:

Thousands of Dollars

2014 2013

Salaries, wages and related cost 6,507,028 6,093,633
Repairs and maintenance 3,149,411 2,252,627
Administration 4,227,513 3,490,365
Electricity 6,487,201 5,965,447
Telephone 113,243 110,938
Fuel and lubricants 279,971 265,253
Purchases — water 329,060 291,767

21,093,427 18,470,030

*See note 27
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22. Disclosure of expenses/(income) and related party transactions (cont’d)

(b) Loss before taxation is stated after charging:

Thousands of Dollars
2014 2013
Commissioners’ emoluments - fees 2,084 1,799
Staff costs 6,507,028 6,093,633
Compensation for key management:
Short-term benefits 222,654 179,331
Post retirement benefits 38,052 39,544

(c) Significant transactions with government entities during the year were as follows:

Thousands of Dollars
2014 2013
Revenue:
Water and sewerage services (2,527,422) (2,173,194)
Expenses:
Purchases of water 268,996 226,549
Repairs and maintenance -  reinstatement of roads 11,384 4,380
- sewerage services 795,008 480,000
Trucking of water 55,831 17,970

23. Taxation

(a) Taxation is computed at 33'%% of the Commission’s results for the year, adjusted for tax
purposes, and comprises:

Thousands of Dollars
2014 2013
(Restated)*
Current tax expense:
Income tax 511,609 20,950
Withholding tax written off 55,357 -
566,966 20,950
Deferred taxation:
Origination and reversal of temporary
differences (note 20) 461,316 (2.919.602)

1,028,282  (2.898,652)

*See note 27
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(b) Reconciliation of tax expense:

41

Thousands of Dollars

2014 2013
(Restated)*
Loss before taxation (5,955,823) (1,745,583)
Computed "expected" tax credit@331/3% (1,985,274) ( 581,861)
Difference between loss for financial statements
and tax reporting purposes on:
Exempt income ( 270,690) ( 248,710)
Depreciation charge and capital allowances 2,198,517 238,908
Disallowed expenses/(income) and other items, net 1,030,927 (2,306,133)
Withholding tax written off 55,357 -
Gain on disposal of property, plant
and equipment ( 555) ( 856)
1,028,282 (2,898,652)
24. Contingent liabilities

(a) At March 31, 2014, the Commission was contingently liable in respect of various
lawsuits alleging damages aggregating approximately $404 million (2013: $448 million)
the outcome of which cannot be determined at this time. Consequently, these have not
been provided for in these financial statements.

(b) In March 1999, the Commission was assessed for interest and penalties aggregating $151
million on income tax payable for the year 1997. The Ministry of Finance and Planning
by letter dated October 29, 1999, granted approval for a full waiver of the outstanding
penalty as at March 31, 1999. Tax Administration Jamaica was informed of this
decision, however, the claim has not been formally discharged.

(¢) AtMarch 31, 2014, no provision has been made in the financial statements for employee
benefits and other post-retirement liabilities relating to two categories of employees who
have not made a claim for their pension and other post employment benefits.

(d) AtMarch 31, 2014, there were disputes in respect of amounts due to suppliers, for which

no provision has been made in the financial statements as follows:

Thousands of Dollars
2014 2013
Central Wastewater Treatment Company Limited 2,052,149 1,871,245
Other - 546,040
2,052,149 2,417,285

*See note 27
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26.

Commitments

(2)

(b)

(c)

Capital:

At March 31, 2014, there were capital commitments amounting to approximately $3,025
million (2013: $13,677 million) in relation to contracts for capital expenditure. No
provision has been made in these financial statements for the unexpended capital
commitments as at reporting date although appropriate funding has been approved.

Operating leases:

At March 31, 2014, the Commission had operating lease commitments aggregating
$70,524,000 (2013: $224,488,000) of which $48,624,000 (2013: $28,181,000) is due
within one year.

Loans:
At March 31, 2014, the Commission had an approved loan facility of €15,000,000 (2013:

€15,000,000), for which no draw down was made and, consequently, no liability has
been recognised in these financial statements.

Financial instruments

(a)

Financial risk management:

The Commission has exposure to the following risks from its use of financial
instruments:

o Creditrisk

e Liquidity risk

e  Market risk

e Operational risk

This note presents information about the Commission’s exposure to each of the above
risks arising in the ordinary course of the Commission’s business, the Commission’s
objectives, policies and processes for measuring and managing risk, and the
Commission’s management of capital.

The Commissioners oversee the Commission’s risk management framework. Key
management has responsibility for monitoring the Commission’s risk management
policies in their specified areas and report monthly to the Commissioners on their
activities.
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26.

Financial instruments (cont’d)

(2)

Financial risk management (cont’d):

The Commission’s risk management policies are established to identify and analyse the
risks faced by the Commission, to set appropriate risk limits and controls, and to monitor
risk and adherence to limits. Risk management policies and systems are reviewed
regularly to reflect changes in market conditions. The Commission, through training and
management standards and procedures, aims to develop a disciplined and constructive
control environment, in which all employees understand their roles and obligations.

The Commission’s risk management policies also include the functions of its internal
audit department which undertakes both regular and ad-hoc reviews of risk management
controls and procedures, the result of which are reported to the Commissioners.

)

Credit risk:

Credit risk is the risk of financial loss to the Commission if a customer or
counterparty to a financial instrument fails to meet its contractual obligations, and
arises principally from the Commission’s consumer accounts receivable, which is
stated net of an allowance for impairment.

As part of its management of credit risk, the Commission requires cash deposits
from certain consumers, which generally cover their significant credit risk.
Additionally, management has credit practices in place to minimise exposure to
credit risk, generally. This involves procedures for the prompt disconnection of
services, and recovery of, amounts owed by defaulting customers.

The maximum credit exposure is represented by the carrying amount of financial
assets on the statement of financial position.

Cash and cash equivalents and reverse repurchase agreements, short-term and
long-term investments:

The Commission limits its exposure to credit risk by investing only in liquid assets
with counterparties that have high credit ratings. Cash and cash equivalents and
reverse repurchase agreements, short-term and long-term investments are held with
reputable financial institutions. Therefore, management does not expect any
counterparty to fail to meet its obligations. Collateral is held for all reverse
repurchase agreements.
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26.

Financial instruments (cont’d)

(2)

Financial risk management (cont’d):

M

(ii)

Credit risk (cont’d):
Consumer accounts and other receivables

The Commission establishes an allowance for impairment losses that represents its
estimate of incurred losses in respect of consumer accounts receivable and other
receivables. The main component of this allowance is a specific loss component
that relates to individually significant exposures. Whilst the Commission has
preferential rights embodied in law in respect to the collection of its rates [see note
I(a)], the allowance for impairment is determined based on historical payment
statistics for similar financial assets and an assessment of the debtor’s ability to
settle debt.

There is concentration in respect of consumer accounts receivable with the
Government of Jamaica entities (see note 5), which at March 31, 2014, represented
7.5% (2013: 5%) of gross consumer accounts receivable.

There has been no change to the Commission’s exposure to credit risk or the
manner in which it measures and manages the risk.

Liquidity risk:

Liquidity risk also referred to as funding risk, is the risk that the Commission will
not meet its financial obligations as these fall due. Liquidity risk may result from
an inability to sell a financial asset quickly at, or close to, its fair value. Prudent
liquidity risk management implies maintaining sufficient cash and marketable
securities, and the availability of funding through an adequate amount of
committed credit facilities.

The Commission’s approach to managing liquidity is to ensure, as far as possible,
that it will always have sufficient liquidity to meet its liabilities when due, under
both normal and stressed conditions, without incurring unacceptable losses or
risking damage to its reputation.

The Commission’s material liabilities and significant receivables are guaranteed by
or are otherwise with the Government of Jamaica as counter-party.
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26. Financial instruments (cont’d)

(a)

Financial risk management (cont’d):
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(ii) Liquidity risk (cont’d):
An analysis of the contractual maturities of the Commission’s financial liabilities,
including interest payments and excluding the impact of netting agreements, is
presented below.
Thousands of Dollars
Contractual undiscounted cash flows
Total Less More
Carrying cash than 1-2 2-5 5-10 than
Amount outflow 1 year years years years 10 years
March 31, 2014:
Deposits and retentions 279,874 279,874 279,874 - - - -
Trade accounts payable 5,756,909 5,756,909 5,756,909 - - - -
Obligation under finance
leases 86,936 95,722 78,292 17,430 - - -
Other accounts payable 1,161,340 1,161,340 1,161,340 - - - -
Loans 30,460,646 42.506.392 4,180,326 3.553.648 11.385.847 14.185.469 9.201.102
Total financial liabilities 37,745,705 49,800,237 11,456,741 3,571,078 11,385,847 14.185.469 201,102
Thousands of Dollars
Contractual undiscounted cash flows
Total Less More
Carrying cash than 1-2 2-5 5-10 than
Amount outflow lyear  vears years years 10 years
March 31, 2013;
Bank overdrafts and loan 162,234 163,292 163,292 - - - -
Deposits and retentions 175,309 175,309 175,309 - - - -
Trade accounts payable 5,868,036 5,868,036 5,868,036 - - - -
Obligation under finance
leases 173,472 203,540 107,548 95,992 - - -
Other accounts payable 1,376,504 1,376,504 1,376,504 - - - -
Loans 23.467.242 31.866.228 2.755985 3,508.282 12.927.948 8.143.705 4,530.308
Total financial liabilities 31,222,797 39,652,909 10,446,674 04,274 12,927.948 8,143,705 4,530,308
(iii)) Market risk:

Market risk is the risk that changes in market prices, such as interest rates, foreign
exchange rates and equity prices will affect the value of the Commission’s assets,
the amount of its liabilities and/or the Commission’s income. Market risk arises in
the Commission due to fluctuations in the value of assets and liabilities.
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26.

Financial instruments (cont’d)

(a)

Financial risk management (cont’d):

(iii) Market risk (cont’d):

The objective of market risk management is to manage and control market risk
exposures within acceptable parameters, while optimising the return on risk. The
nature of the Commission’s exposures to market risks and its objectives, policies
and processes for managing these risks have not changed significantly over the
prior period. For each of the major components of market risk the Commission has
policies and procedures in place which detail how each risk is managed and
monitored. The management of each of these major components of market risk
and the exposure of the Commission at the reporting date to each major risk are
addressed below.

Derivative financial instruments are not used to reduce exposure to fluctuations in
interest and foreign exchange rates.

At March 31, 2014, the Commission had no significant exposure to market risk
relating to changes in equity prices.

o [nterest rate risk:

Interest rate risk is the risk that the value of or future cash flows from a
financial instrument will fluctuate due to changes in market interest rates.

The Commission contracts financial liabilities at fixed and floating interest
rates. These primarily relate to bank overdraft and loans subject to interest
rates fixed in advance, which may be varied by appropriate notice by the
lenders.

The maturity profiles and interest rates of the Commission’s long-term loans
are disclosed in note 15 and the details of bank overdrafts and short -term
loans in note 8.

Interest bearing financial assets relate to cash and cash equivalents and short-
term investments. These are materially contracted at fixed interest rates for the
duration of the term.
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26. Financial instruments (cont’d)

(a) Financial risk management (cont’d):

(iii) Market risk (cont’d):

Interest rate risk (cont’d):

At March 31, 2014, the interest profile of the Commission’s interest-bearing
financial instruments was:
Thousands of Dollars
Carrying amount

2014 2013
Fixed rate instruments:
Financial assets 2,873,842 6,193,439
Financial liabilities (10,868.554) (10.931.569)

(L1.994,712) (_4,738,130)

Thousands of Dollars
Carrying amount

2014 2013
Variable rate instruments:
Financial liabilities (19,592,092) (_12,697,908)

Fair value sensitivity analysis for fixed rate instruments:

The Commission does not account for any financial instrument at fair value,
therefore a change in interest rates at the reporting date would not affect the
carrying value of the Commission’s financial instruments.

Cash flow sensitivity analysis for variable rate instruments:

An increase of 250 basis points (2013:400) or a decrease of 100 basis points
(2013:100) in interest rates at the reporting date would have
increased/(decreased) reserves and surplus or loss by the amounts shown
below. This analysis assumes that all other variables, in particular foreign

currency rates, remain constant. The analysis is performed on the same basis
for 2013.

Thousands of Dollars
2014 2013
Effect on Effect on
profit or loss profit or loss
250bp 100bp 400bp 100bp
increase decrease increase decrease

Cash flow sensitivity (net) ~ 489,802 (195,921) 507916  (126,979)
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26. Financial instruments (cont’d)

(a) Financial risk management (cont’d):
(iii) Market risk (cont’d):
e [Foreign currency risk:

Foreign currency risk is the risk that the value of or future cash flows from a
financial instrument will fluctuate due to changes in foreign exchange rates.

The Commission incurs foreign currency risk primarily on purchases and
borrowings that are denominated in a currency other than the Jamaica dollar.
The currencies giving rise to significant foreign currency risk are the United
States dollar (US$) and Euro (€). The risk is partially mitigated by the effect
of exchange rate adjustments under the Commission’s tariff structure [(see
note 1(b)].

The Commission manages foreign exchange exposure by maintaining adequate
liquid resources in appropriate currencies and by managing the timing of
payments on foreign currency liabilities.

The table below shows the Commission’s foreign currency exposure at the
reporting date:

Thousands of currency equivalents

2014 2013
Us$ € I8 Uss$ € 18
Cash and cash
equivalents 14,875 - 1,620,668 37,890 - 3,710,815
Investments 443 - 48,296 51 - 5,009
Other accounts
receivable and
prepaid expenses 22 - 2,368 18 - 1,739
Trade accounts
payable ( 8,898) ( 5,383) ( 1,777,016) ( 18,408)( 2,900)( 2,185,829)
Other accounts
payable ( 4,372) ( 100) ( 494,134) ( 4,245)( 132)( 436,453)

Long-term loans  (237.675) (_7.260) (27.137.018) (189.076) (_9.671)(19.916.089)
Net exposure (235,605) (12,743) (27,736,836) (173,770)(12,703) (18.820,808)

Exchange rates in terms of Jamaica dollars were as follows:

Buying Selling Buying Selling
J$ equivalent J§ equivalent J§ equivalent J$ equivalent
of USS of US$ of Euro € of Euro €
At March 31, 2014: 108.99 109.57 149.94 150.68

At March 31, 2013: 97.94 98.89 125.06 126.05
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26. Financial instruments (cont’d)

(a) Financial risk management (cont’d):

(iii) Market risk (cont’d):

o Foreign currency risk (cont’d):

Sensitivity analysis:

Movement of J$ against
the United States dollar

15% (2013: 10%) weakening
1% (2013:1%) strengthening

Movement of J$ against
the Euro

15% (2013: 10%) weakening
1% (2013:1%) strengthening

(b) Capital risk management:
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Thousands of Dollars

Increase/(decrease) in loss
before taxation

2014 2013
(3,872,454) (1,718,351)
258,164 171,835

Thousands of Dollars
Increase/(decrease) in loss
before taxation

2014 2013
( 288,005) ( 160,112)
19,200 16,011

Capital risk is the risk that the Commission fails to comply with mandated regulatory
requirements, resulting in a breach of its regulatory framework, guiding legislation, with
possible adverse effects on its tariff structure. The Commission’s objectives when
managing capital, which is a broader concept than the ‘equity’ on the face of the

statement of financial position, are:

To comply with the operational requirements set by the regulators;

To safeguard the Commission’s ability to continue as a going concern;

To maintain creditor and market confidence; and

To maintain a strong capital base to support the development of its business.

There were no changes in the Commission’s approach to capital management during the

year.
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26.

Financial instruments (cont’d)

(c)

Fair value:

Fair value is the price that would be received to sell an asset or paid to transfer a liability
in an orderly transaction between market participants at the measurement date. Market
price is used to determine fair value where an active market exists as it is the best
evidence of the fair value of a financial instrument. The amounts reflected in the
financial statements for cash and cash equivalents, short-term investments, consumer
accounts receivable, other accounts receivable and prepaid expenses, investments, bank
overdrafts and loans and trade and other accounts payable are assumed to approximate to
their fair values. Long-term loans are stated at contracted settlement values, which are
considered to be broadly equivalent to fair value. Additionally, the cost of all monetary
assets and liabilities has been appropriately adjusted to reflect estimated losses on
realisation or discounts on settlement.

Determination of fair value and fair values hierarchy for long term instruments

IFRS 7 specifies a hierarchy of valuation techniques based on whether the inputs to those
valuation techniques are observable or unobservable. These two types of inputs have
created the following fair value hierarchy:

Level 1 — Quoted prices in active markets for identical assets or liabilities. This level
includes listed equity securities and debt instruments on exchanges

Level 2 — Inputs other than quoted prices included within Level 1 that are observable for
the asset or liability, either directly or indirectly.

Level 3 — Inputs for the asset or liability that are not based on observable market data
(unobservable inputs). This level includes equity investments and debt
instruments with significant unobservable components. This hierarchy requires
the use of observable market data when available.

The Commission consider relevant observable market rice in its valuation where
possible.

Investment that was classified as level 3 aggregating Nil (2013:$63,818,000) was fully
provided for.
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As indicated in note 2(a)(iii), effective April 1, 2013, the Board of Commissioners adopted IAS
19 Employee Benefits (2011). The change in accounting policy was applied retrospectively.

The effects of the adjustments are detailed below:

(a) Effect on the statement of financial position:
Employee
benefit Deferred tax Accumulated
obligations liabilities deficit
Balances as reported at 14,970,316 - (17,103,599)
March 31, 2012
Effect on other comprehensive
income for the year (_1,047.312) - 1,047,312
Restated balances as at
March 31, 2012 13,923,004 - (16,056,287)
Balances as reported at
March 31, 2013 15,770,590 3,384,158 (15,903,361)
Effect on other comprehensive
income for 2012 ( 1,047,312) - 1,047,312
Effect on other comprehensive
income for 2013 1,466.081 (_139.590) ((1,326.491)
Restated balances as at
March 31, 2013 16,189,359 3,244,568 (16,182,540)
(b) Effect on profit or loss for the year:
2013
$°000
Operating expenses (101,000)
Deferred tax 33.667
(L67,333)
(c)  Effect on other comprehensive income for the year ended March 31, 2013
2013
$°000
Actuarial losses recognised
in other comprehensive income (1,365,081)
Deferred tax on actuarial loss 105,923
(1,259,158)
(d) Other than restatement of comparatives there was no effect on the statement of cash

flows for the year ended March 31, 2013.
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Thousands of Dollars Thousands of Dollars
2014 2013
Water Sewerage Total Water Sewerage Total

OPERATING REVENUE

Water 13,153,570 - 13,153,570 11,846,833 - 11,846,833
Sewerage - 3,945,114 3,945,114 - 3,613,926 3,613,926
Service charge 2,166,292 647,074 2,813,366 1,844,617 550,990 2,395,607
Price adjustment mechanism 664,736 198,557 863,293 382,508 114,255 496,763
Bulk water 35,345 - 35,345 17,463 - 17,463
Bulk water shipping 1,507 - 1,507 3,741 - 3,741
New installations 113,883 - 113,883 78,977 - 78,977
Reconnections 280,375 - 280,375 144,633 - 144,633
K-Factor 3,068,165 916,465 3,984,630 3,930,555 1,174,062 5,104,617
X-Factor ( 1,042,877) ( 311,509) ( 1,354,386) ( 1,663,924) ( 497,016) ( 2,160,940)
Cesspool & other sewerage - 12,791 12,791 - 11,799 11,799

18,440,996 5,408,492 23,849.488 16,585,403 4,968,016 21,553,419

OPERATING EXPENSES
Salaries, wages and related

cost 5,051,099 1,455,929 6,507,028 4,750,117 1,343,516 6,093,633
Repairs and maintenance 1,945,388 1,204,023 3,149,411 1,473,426 779,201 2,252,627
Administration 3,283,994 943,519 4,227,513 2,688,720 801,645 3,490,365
Electricity 5,970,473 516,728 6,487,201 5,494,187 471,260 5,965,447
Telephone 87,200 26,043 113,243 85,422 25,516 110,938
Fuel and lubricants 223,033 56,938 279,971 210,829 54,424 265,253
Purchases — water 329.060 - 329.060 291,767 - 291,767

16,890,247 4,203,180 21,093,427 14.994.468 3.475.562 18,470,030
Operating profit 1,550,749 1,205,312 _2,756.,061 1,590,935 1,492,454 3,083,389
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I

Thousands of Dollars Thousands of Dollars
2014 2013
Water Sewerage Total Water Sewerage Total
SALARIES, WAGES
AND RELATED COST

Salaries and wages 2,146,621 604,472 2,751,093 2,202,397 595,768 2,798,165
Allowances — housing 126,966 38,363 165,329 99,186 30,221 129,407
Allowances — motor vehicle 282,109 83,470 365,579 309,511 92,135 401,646
Allowances — uniform 76,947 21,077 98,024 72,004 19,721 91,725
Allowances — other 534,208 153,654 687,862 476,111 137,510 613,621
Pensions 1,379,456 411,926 1,791,382 1,151,695 344,011 1,495,706
Gratuity paid 95,463 28,514 123,977 58,199 17,384 75,583
Insurance (group) 192,804 52,872 245,676 178,544 49,030 227,574
Travelling and transportation 4,837 1,395 6,232 5,033 1,426 6,459
Statutory contributions 211,688 60,186 271,874 197.437 56,310 _ 253,747

5,051,099 1455929 6,507,028 4,750,117 1,343,516 6,093,633
REPAIRS AND MAINTENANCE
General repairs (pipes) 286,040 26,237 312,277 200,290 13,832 214,122
Materials and supplies 269,855 922,305 1,192,160 241,703 566,724 808,427
Motor vehicles 153,509 33,827 187,336 139,432 31,657 171,089
Plant and equipment 562,215 96,993 659,208 347,144 60,809 407,953
Building 155,533 55,322 210,855 143,327 52,516 195,843
Chemicals 214,988 8,935 223,923 166,817 7,509 174,326
Equipment rental 200,501 40,169 240,670 156,521 24,087 180,608
Reinstatement of roads 87,479 18,816 106,295 63,791 17,841 81,632
Office furniture and

equipment 9,567 2,884 12,451 9,060 2,719 11,779

Claims and contingencies 5,701 (___1.465) 4,236 5.341 1,507 6,848

1,945388 1,204,023 3,149,411 1,473,426 779,201 2,252,627
ADMINISTRATION
Bad debt 2,188,538 653,719 2,842.257 1,746,868 521,791 2,268,659
Rent, rates and taxes 137,656 41,123 178,779 116,683 34,039 150,722
Security services 138,142 43,337 181,479 157,552 45,393 202,945
Insurance charges 283,036 84,543 367,579 239,857 71,645 311,502
Computer services 62,575 18,691 81,266 57,885 17,277 75,162
Printing and stationery 37,571 11,348 48,919 28,461 8,527 36,988
Consultancy fees 164,210 10,643 174,853 43,373 12,186 55,559
Postage and cables 130,007 38,830 168,837 111,277 33,239 144,516
Overseas travel 1,212 344 1,556 2,305 663 2,968
Audit and accounting fees 11,458 3,422 14,880 17,073 5,100 22,173
Staff welfare 71,778 19,191 90,969 54,812 16,486 71,298
Legal expenses 820 245 1,065 1,930 576 2,506
Advertising 18,312 5,470 23,782 12,676 3,786 16,462
Miscellaneous expenses 38.679 12,613 51,292 97.968 30,937 128.905

3,283994 943,519 4,227,513 2.688.720 801,645 3,490,365
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