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APPROVAL BY THE BOARD

The Board is required by the Water Services Act, No. 108 of 1997 and Public Finance Management Act,
No. 1 of 1999, to maintain adequate accounting records and is responsible for the content and integrity of
the annual financial statements of Rand Water and its subsidiaries, and related financial information

included in this report.

The unreviewed condensed consolidated interim financial statements for the six months ended 31
December 2018 have been prepared in accordance with the recognition and measurement requirements
of International Financial Reporting Standards (IFRS), the presentation and disclosure requirements of
International Accounting Standards (IAS) 34 Interim financial reporting.

The Board is responsible for a system of internal control, that constitutes control procedures put in place
by Rand Water Management to ensure efficient and effective operation of business activities for the

attainment of set goals and objectives.

The accounting policies and methods of computation used in the preparation of these consolidated interim
financial statements are consistent in all material respects with those applied in the prior year, with the
exception of the adoption of IFRS 15: Revenue from contracts with customers and IFRS 9: Financial
instruments, which has had an impact on the recognition and measurement of Revenue and the related

accounts receivable balances.

The unreviewed condensed consolidated interim financial statements which appear on pages 14 to 44 have
been approved for release to Rand Water's stakeholders by the Board at its meeting held on 28 March
2019 and signed on its behalf by:

Doon o

AV
A@Ha%@g’ Mr Sipho Abednego Mosai
Chairperson of Rand Water Acting Chief Executive
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CHIEF FINANCIAL OFFICERS’ FOREWORD

1. Introduction

Rand Water continues to produce good results under difficult economic conditions.

Cash generated from operations is greater than December 2017 by R693 million. Revenue growth of 17%
(tariff 12% and volumes 5%), cost synergies, lower raw water turbitidies, energy efficiencies, staggered
recruitment of operational staff and the continued deployment of cost saving initiatives have resulted in a

gross profit margin of 37.4% in December 2018.

The higher bad debt provision of R1 058 million (2017: R510 million) has restricted the year on year increase

in net income to R110 million (6%).

2. Corporate business plan and shareholders compact

Rand Water takes pride in the provision of bulk potable water to the economic hub of South Africa.

In August 2018, Bushbuckridge Local Municipality (“BLM”) furnished Rand Water with a notice of intention
to terminate the Bulk Water Supply Agreement and their intention in taking over the provision of bulk water.
In order to ensure a seamless transition process, both Rand Water and BLM met several times through

established work streams. The agreed upon date of exit was 31 January 2019.

On 28 January 2019, BLM informed Rand Water of the meeting with the Premier of Mpumalanga. BLM
gave an overview of issues pertaining the transfer of bulk water function to the municipality due to

grievances laid by Provincial NEHAWU.

It was resolved that the target date of 31 January 2019 on the takeover of the bulk water function be
postponed until all stakeholders, including but not limited to Department of Water and Sanitation (DWS)
and Mpumalanga Provincial Government represented by Corporative Governance and Traditional Affairs
(CoGTA), are consulted and agree on all matters pertaining to the takeover, this matter is still ongoing and
the impact is being assessed.

At initial recognition of the Bushbuckridge segment a take on net asset of R10.5 million was recognised as
reflected in the statement of changes in equity as a transfer of function. A current assessment of this

segment reflected that it is worth approximately R8.5 million.
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2. Corporate business plan and shareholders compact continued

The segment will be disclosed as a discontinued operation in terms of IFRS 5: Non-current assets held for
sale (Discontinued operations) subject to the Department of Water and Sanitation through the Minister
confirming the Rand Water exit. It is however Rand Water’s intention to ensure that all amounts owed by
the Municipality are recovered prior to the exit.
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Overall performance against corporate KPI

As at 30 June 2018 Rand water had 40 indicators and met its target on 30 indicators, missing its target on 8 indicators; and 2 indicators that were

not measurable for the year then ended. Included below are the 8 indicators that were missed at year end and the progress made for the six months

period:

Performance objective | Strategic objective Outcome/lImpact Key performance | Annual Performance result as
indicator target at 31 December 2018
Improve key financial | Maintain financial health | Improved viability and | Net income  margin @ >=1.0% )
] o o o Not yet achieved - 0.7
ratios & sustainability sustainability (secondary activities) 2.1)
Increased access to | Achieve operational | Contribution to national @ Actual CAPEX spend on
services integrity and use best fit | objectives of extending expansion related )
] ) >=15% Not applicable (2.2)
technology services projects as a percentage
of budget
Capital expenditure | Achieve operational | Infrastructure available to | Overall projects )
] ) i ] o Not yet achieved 27%
programme integrity and use best fit | meet demands expenditure  within R | >=95%

technology

target

(2.3)
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Overall performance against corporate KPI

Performance objective | Strategic objective

Outcome/Impact

Key performance

indicator

Performance result as
at 31 December 2018

Engagement in | Achieve growth Growth in turnover from | Percentage increase in )
o Not yet achieved 3.8%
secondary activities secondary (other | total turnover >= 6% (2.4)
activities) '
Implementation of | Positively engage | New Ministerial directives | Progress against
ministerial directives stakeholder base issued are implemented | implementation plan >= 95% Not applicable (2.5)
on time
Training and skills | Achieve a high | Skills and  capacity | - Bursaries employees % Not yet achieved 82
>=
development performance culture building (2.6)
Jobs created Achieve a high | Temporary (indirect) Total number of 4750
>=
performance culture temporary (indirect) Not achieved (2.7)
Social Responsibility | Positively engage @ Good corporate | Percentage spent on )
o . i i Not yet achieved 61%
Initiatives stakeholder base citizenship Corporate Social | >= 95% 2.8)
Investment '
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Performance information explanations

2.1. Net profit margin (secondary activity)
The business units responsible for secondary activities did not have enough projects to support their

overhead structures. This arose as a result of the decision by DWS to curtail the number of projects
allocated to water boards. Rand Water was also affected by municipalities that are struggling to pay for

projects. These conditions led to Rand Water curtailing secondary activities.

2.2. Actual CAPEX spend on expansion related projects as % of budget
Rand Water recognizes the need for water and sanitation services beyond its current mandate. The projects

that Rand Water intended to implement require approval by both National Treasury and DWS. These
approvals are still outstanding from DWS. This indicator measures the actual capital expenditure on such
expansion related projects as a percentage of budgeted expenditure. For the year under review, Rand
Water has yet to allocate any capital expenditure to expansion projects. Rand Water’s experience is that
growth projects can be directed by the Minister can be ad hoc and/or can arise during the year. The target

is currently 15% of budgeted capital expenditure for that project that will arise during the year.
2.3. Overall project expenditure within R target

The target has not been met due to compliance challenges that have resulted in the delayed appointment
for critical projects. The business has embarked on multiple strategies to address these challenges which
include continuous engagement with National Treasury, as well as capacitating Supply Chain Management
that will assist in issuing new projects to the market and developing internal capacity on the Construction

Crew.
2.4. Percentage Increase in total turnover

The KPI was not met due to the fact that the number of projects that are being executed by the secondary
activity division had been curtailed. This arose as a result of a decision by DWS to reduce the number of
projects allocated to water boards, and Rand Water curtailing those municipalities that are battling with

repayments on projects.

2.5. New Ministerial directives issued are implemented on time. Progress against implementation

plan

Rand Water has yet to receive and accept a Ministerial Directive for the year under review. This is measured
annually. This is an activity in support of the shareholder and not Rand Water’s primary business. Secondly,

Rand Water relies heavily on the performance of counterparties, in this case DWS. The willingness, timing,
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2.5. New Ministerial directives issued are implemented on time. Progress against implementation

plan continued

disbursement of funds, and project implementation plans may not be SMART enough to make this KPI
measurable. Given the continuous and robust interaction with the Office of the AG, Rand Water will discuss
this KPI with DWS for direction and guidance.

2.6. Skills and capacity building (Bursaries employees)
Rand Water is required to develop and train employees annually through training planned in the workforce

skills plan. The training for learnerships and graduate programmes were attained. The target for bursaries

was not met due to efforts to align with organizational objectives with training in appropriate areas.

2.7. Total number of Temporary (indirect)
The compliance challenges that have resulted in the delayed appointment of critical projects also had a

negative impact on the temporal jobs created. The business is working on addressing these challenges.

We should see improvements towards the end of the financial year.

2.8. Percentage spent on Corporate Social Investment
Performance target was not met, as projects implementation for the year has just started. This is not Rand

Water’'s primary business. Secondly, Rand Water relies heavily on the performance of counterparties, in
this case DWS, provincial and local governments, and municipalities. The willingness, timing, disbursement
of funds, and project implementation plans may not be SMART enough to make this KPI measurable. Given
the continuous and robust interaction with the Office of the AG, Rand Water will discuss this KPI with DWS

for direction and guidance.

3. New Accounting Standards Adopted

The group adopted IFRS 15: Revenue from Contracts with Customers and IFRS 9: Financial Instruments
on 1 July 2018. The contracts that are within the scope of the new revenue standard include revenue from
sale of potable water, non-potable water, meter rentals and secondary activities. Income derived from all
of these products are presented in revenue. The impact of the changes has not been significant from the
recognition measurement and subsequent treatment of the preceding standards and has been disclosed in
note 2 of the accounting policies. The entity has made progress into finalising the adoption of IFRS 15 and
9, management anticipates that there may be changes as at 30 June 2019. These changes will mainly
impact the model adopted in calculating the impairment of financial instruments and there is envisaged

change to the classification of the same.
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4. Operational Performance

Dec’2018 Dec’2017 June 2018
Unreviewed Reviewed Audited
Volume sold (including consumption accrued 4,703 4,483 4,508

at 31 Dec) (Average mgl/day)
Number of employees at end of period 3,435 3,412 3,411

In any given year, volumes are expected to grow in the region of 2% from prior year. However, the water
sales volumes grew by 5% when compared to December 2017, due to water restrictions imposed by the
Minister during the drought experienced in 2017. Water sales volumes have increased by 4.3% from 30
June 2018 to December 2018.

There is a slight increase (0.7%) in headcount due to the filling of critical vacancies which were previously

curtailed by the moratorium on filling of vacancies.

5. Business Performance

Dec’2018 Dec’2017 June 2018
Unreviewed Reviewed Audited

Net income margin 24.2 26.7 23.4
Average cost of capital % 9.93 9.93 9.93
Debt-equity ratio Times 0.21 0.25 0.23
Return on assets % 135 14.3 11.4
Assets turnover ratio Times 1.43 1.57 1.65
Current ratio Times 14 21 1.47

Net income margin has declined marginally by 2.5% and return on assets by 0.8% from December 2017 to
December 2018. This is mostly due to increased energy costs which included peak hour pumping at higher
unit cost rates and an increased provision for bad debt. The increase in accumulated reserves resulted in

a decrease in the debt equity ratio from 0.25 to 0.21.

The current ratio increased by 45.6% with the increase in cash generated from operations and a marginal

increase in accounts receivable.
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6. Financial Performance

Dec’2018 Dec’2017 June 2018
Unreviewed Reviewed Audited

Revenue R'm 7,920 6,754 13,453
Net income for the year R'm 1,916 1,806 3,148
Property, plant and equipment R'm 21,778 20,316 21,302
Capital expenditure R'm 576 818 2,103
Interest bearing borrowings R'm 4,391 4,413 4,393
Potable water bulk tariff (sales) R/kl 9.35 8.33 8.33
Accumulated reserves R'm 20,333 17,294 18,635

The approved tariff increase of 12.2% in 2018 and a 5.0% increase in volumes sold, has improved revenues
by 17.2% from December 2017. The cost of sales has increased by 13% with direct labour increases of

7%, energy increase of 11% and a decline in chemical costs of 7%.

The filling of vacancies that was deferred, internal efficiencies and the lower raw water turbidity have
contributed to savings in the operating costs. The bad debt provision and reduced secondary activity have
however, increased other operating expenses. The net result is an increase in net income to R1.9 billion

(December 2017: R1.8 billion). Accumulated reserves has increased by 17.5% from December 2017.

Capital expenditure including borrowing costs has declined by 29.6% to R576m (December 2017: R818m).
The slowdown of the supply chain management process, relating to revised contracting strategies and
adherence to new National Treasury compliance regulations has resulted in the decrease in spending. This

has resulted in a marginal increase of 7.2% in property, plant and equipment.

Rand Water has a Domestic Medium Term Note Programme (DMTN) headroom of ZAR10 billion of which
ZARA4 4 billion has been utilised to date.

7. Prospects

Rand Water (RW) continually revises its forecasts and long term plans. Forecasts and Corporate
Performance Monitoring are usually undertaken quarterly. Management reporting is also required for Audit
Committee and Board information on a quarterly basis, however, management reporting and performance
evaluations are a monthly occurrence. This enables the business to take corrective action prior to the

11
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7. Prospects continued

guarter and year end. Furthermore, the corporate performance management has been cascaded to the

lower levels of management that can directly influence the outcome thereof.

Actual financial results and operational performance are closely monitored against pre-agreed targets,
usually derived from the annual budgets and historical data. In certain instances, non-critical expenditure
may be deferred to ensure that we remain effective and efficient. RW also reviews cost synergies and other
methodologies to contain costs, such as treating its raw water utilising poly instead of lime, ensuring that
most of its pumping is done at off-peak periods, closely monitoring its water losses and adopting a

staggered approach in the filling of vacancies.

Credit Risk Management
The predominant aim of the credit risk management within the Rand Water environment is to conserve

credit risk exposure. In June 2018, the debtor days was at 55 days and Rand Water observed a downward
trend to an average of 54 days between July 2018 to December 2018. This is as a result of the high risk
municipalities servicing their current debt and paying towards their old debt relative to their payment
arrangements. Municipalities further revealed robust administration on their cash flow management in as

far as making weekly payments and honouring arrangements.

Historically the entity experienced an abnormal default by four municipalities. This compelled Rand Water
to adopt an aggressive approach in debt collection within the ambit of the Legislation and the Credit Risk
Management policy. Further to this, Rand Water rigorously engaged with the municipalities, provincial and
national government departments, and National Treasury wherein the key thrust of these engagements has

been to increase efficiency in water resource usage by the municipalities.

Rand Water and BLM have signed a debt settlement agreement towards the historical and current debts
that were due to the disestablished Bushbuckridge Water Board and Rand Water from 1 April 2014
respectively. Rand Water managed to recover all pre-takeover debt that was not in dispute, as per the

settlement agreement signed between Rand Water and Bushbuckridge Local Municipality (“‘BLM)”.

Capital management
There’s been a slow start to the capital expenditure (CAPEX) program in the first half of the financial year.

This was largely due to a change in Rand Water’s contracting strategy and the adoption of new National
Treasury regulations; both of which, significantly hindered the procurement process. A concerted effort was
made by management and staff to address the backlog of tender awards. Additional committees/teams

were put in place to assist the tender award process; the fruits of which are beginning to show.

12
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7. Prospects continued

CAPEX plans have subsequently been revised with emphasis on addressing key projects that significantly
influence the successful implementation of the entire CAPEX program. Furthermore, in an effort to improve
cash flow efficiency, the revised CAPEX plan includes the assessment of all assets under construction, and
aims to bring about the most efficient and effective route to bring beneficial use of such assets. A revised

target of R2.5 billion has been set for this financial year.

Looking forward into the last 6 months remaining
This financial year has started off unfavourably, given our challenges with defaulting municipal payments

and the resulting provision for bad debt. However, higher revenues from tariff increases and marginally

higher volumes of water sold have helped improve net income.

Whilst, municipal debt remains a challenge, RW remains optimistic of achieving better results in the last 6
months remaining as current debt is serviced and payment arrangements are being honoured for
outstanding debt. Growth in volumes of water sold is expected to continue, albeit marginally, in comparison
to budget. Energy costs is expected to be in line with budget but lower expenditure is expected on
chemicals. Expectation is that the current rainfall patterns will have little impact on the turbidity of the raw
water and as RW continues re-negotiating its long term contracts, the market competitiveness will lead to
short term price benefits to the organisation. Labour costs will increase as vacancies are filled but this is
factored into the spending plan. The increase in the gross profit margin should be sufficient to cover

overheads and additional bad debt provision.

Conclusion
RW short term outlook remains positive but the longer term is highly dependent on the municipalities ability

to pay, Eskom energy tariffs, raw water turbidity levels and most importantly, RW obtaining tariffs to fully

cover all costs.

13



RAND WATER GROUP

CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE PERIOD ENDED 31 DECEMBER 2018

CONDENSED CONSOLIDATED STATEMENT OF FINANCIAL POSITION

31 December 31 December 30 June
2018 2017 2018

Figures in Rand thousand

Assets

Non-current assets 22 631 893 21180 135 22 168 216
Property, plant and equipment 4 21 777 889 20 315954 21 302 410
Intangible assets 381 217 391 762 392 537
Investments 5 453 367 463 464 456 522
Retirement benefit asset 7 18 586 7 926 15 630
Loans receivable 834 1029 1117
Current assets 5 368 894 3958 213 4 756 387
Inventories 331 162 394 394 485 398
Trade and other receivables 6 2411 218 2 339 425 2 481 293
Loans receivable 2 659 2819 2 964
Cash and cash equivalents 2 623 855 1221575 1786 732
Assets held for sale 1816 511 2 386
Total assets 28 002 603 25138 859 26 926 989
Equity and liabilities

Equity 20 532 708 17 463 500 18 822 458
Accumulated reserves 20 333 557 17 293 636 18 635 350
Reserves 199 151 169 864 187 108
Non-current liabilities 4 872 325 4 887 680 4 876 541
Interest bearing borrowings 4 391 382 4412 694 4 393 406
Deferred income 404 864 403 965 409 056
Provision for rehabilitation costs 76 079 71021 74 079
Current liabilities 2 597 570 2787 679 3227 990
Trade and other payables 8 2597 570 2787 679 3227990
Total equity and liabilities 28 002 603 25 138 859 26 926 989
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12 months
6 months ended | 6 months ended ended
31 December 31 December 30 June

2018 2017 2018
Revenue 9 7 920 054 6 753 844 13 452 813
Cost of sales (4 954 166) (4 303 382) (8 715 582)
Gross income 2 965 889 2 450 462 4737 231
Other operating income 9 925 13 366 33293
Staff costs (500 527) (441 316) (1 164 316)
Depreciation (55 374) (16 210) (65 127)
Amortisation (9 507) (7 886) (18 724)
Other operating expenses 10 (525 526) (202 317) (446 196)
Operating income 1 884 880 1796 099 3076 161
Finance income 144 611 88 371 218 240
Finance costs (113 116) (78 124) (146 339)
Net income for the period 1916 375 1806 346 3148 062
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CONDENSED CONSOLIDATED STATEMENT OF FINANCIAL COMPREHENSIVE INCOME

6 months 6 months 12 months
ended ended ended
31 December | 31 December 30 June

2018 2017 2018

Net income for the period 1916 375 1 806 346 3148 062

Other comprehensive gains/(losses):

Items that will not be reclassified to net

income:

Re-measurements on net defined benefit

liability/asset 12 577 - 21 613

Items that may be reclassified to net

income:

Fair Value through Comprehensive Income 5 (534) 7203 2834
Other comprehensive income/(loss) for

the period 12 043 7 203 24 447
Total comprehensive income 1928 417 1813 549 3172 509
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Figures in Rand thousand
Opening balance as at 1 July

Fair Value
through

Comprehe
nsive
Income

Re-
measurem
ents on
employee
benefit
obligation

Transfer
of
function

Total
reserves

Accumula
ted
reserves

Total
equity

2017 (29 179) 181 283 10 557 162 661 15487290 15649 949
Income for the year - - - - 1806346 1806 346
Total comprehensive income for the

six month period 7 203 - - 7 203 - 7 203
Total changes 7 203 - - 7203 1806346 1813549
Balance as at 31 December 2017 (21 976) 181 283 10 557 169864 17293636 17 463500
Restated balance as at 1 July

2017 (29 179) 181 283 10 557 162 661 15487288 15649 949
Income for the year - - - - 3148062 3148 062
Total comprehensive income for the

twelve month period 2834 21613 - 24 447 - 24 447
Total changes 2834 21613 - 24 447 3148062 3172509
Balance as at 30 June 2018 (26 345) 202 896 10 557 187 108 18635350 18822 458
Opening balance as previously

reported 1 July 2018 (26 345) 202 896 10 557 187 108 18 635350 18 822 458
Adjustments

Change in accounting policy (refer

to note 11) - - - - (218 167) (218 167)
Restated balance as at 1 July

2018 (26 345) 202 896 10 557 187 108 18417 183 18 604 291
Balance as at 1 July 2018 (26 345) 202 896 10 557 187 108 18417 183 18604 291
Income for the year - - - - 1916375 1916375
Total comprehensive income for the

six month period (534) 12 577 - 12 043 - 12 043
Total changes (534) 12 577 - 12043 1916375 1928417
Balance at 31 December 2018 (26 879) 215 473 10 557 199 151 20333557 20532708
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CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS

6 months 6 months 12 months
ended ended ended
31 December 31 December 30 June

2018 2017 2018

Cash flows from operating activities

Cash receipts from customers 7 406 017 6426 236 13 044 899
Cash paid to suppliers and employees (Note 10) (6 145 505) (5807 971) (10263 122)
Cash generated from operations 1260512 618 265 2781777
Finance income 136 496 90991 202 184
Finance expense (230 373) (235 958) (436 892)
Net cash from operating activities 1166 635 473 298 2547 070

Cash flows from investing activities

Acquisitions of property, plant and equipment (329 119) (57 191) (1547 154)
Acquisitions of intangible assets (986) (438) (1 566)
Proceeds from disposal of property, plant and

equipment 5 2 6
Loans receivable repaid/(issued) 588 757 525
Net cash utilised in investing activities (329 512) (56 870) (1548 189)

Cash flows from financing activities

Interest bearing borrowings repaid - - (17 296)
Net cash from financing activities - - (17 296)
Net increase in cash and cash equivalents 837 123 416 428 981 584
Cash and cash equivalents at the beginning of

the period 1786732 805 147 805 147
Cash and cash equivalents at the end of the

period 2 623 855 1221575 1786 732
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NOTES TO THE CONDENSED INTERIM FINANCIAL STATEMENTS

1. Reporting entity

Rand Water is an organisation domiciled in South Africa and a Schedule 3B public entity in terms of the
Public Finance Management Act, Act No 1 of 1999 as amended. The condensed consolidated interim
financial statements of Rand Water for the six months ended 31 December 2018 comprise of Rand Water

and its subsidiaries (together referred to as the “Group”).

2. Accounting policies
Basis of accounting

The interim financial statements have been prepared in accordance with the historical cost convention,

except for certain financial instruments, which are measured at fair value.

The condensed consolidated interim financial statements are prepared in accordance with the International
Financial Reporting Standards, IAS 34: Interim Financial Reporting, the SAICA Financial Reporting Guides
as issued by the Accounting Practices Committee and Financial Pronouncements as issued by the
Financial Reporting Standards Council. The consolidated interim financial statements comply with the
requirements of the Water Services Act, No. 108 of 1997 (WSA), the Public Finance Management Act, No.
1 of 1999 (PFMA) and where applicable, the South African Companies Act No.71 of 2008.

The accounting policies applied in the preparation of these interim financial statements are in terms of
International Financial Reporting Standards (IFRS) and are consistent with those applied in the previous
consolidated annual financial statements. While this report in itself is not audited, the 30 June 2018
consolidated annual financial statements from which the results below have been derived were audited by
the Auditor General of South Africa (AGSA) who expressed an unmodified opinion thereon. That audit

report does not necessarily report on all of the information contained in this report.

In order to obtain a full understanding of the nature of the auditors' engagement and, more specifically, the
nature of the information that has been audited, this report should be read with the auditors' report and the
accompanying 2018 audited consolidated annual financial statements, both of which are available for

inspection at the company's website.
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2. Accounting policies continued

As at 1 July 2018, IFRS 9 Financial Instruments and IFRS 15 Revenue from Contracts with Customers
became effective for the Group. The Group has elected to apply the modified retrospective approach for

the adoption of both standards. The impact of these two standards are discussed below.
Impact of the adoption of IFRS 9 — Financial Instruments

The group adopted and the assessed impact of the adoption of IFRS 9 based on its position at 31 December
2018, which may be subject to changes arising from further detailed analyses or additional reasonable and

supportable information being made available to the group in the future has been reflected below:
Recognition and measurement

Overall the Group has assessed the impact of the adoption of IFRS 9 to be insignificant. Financial assets
and trade and other receivables are held to collect contractual cash flows and have contractual cash flows
that are solely payments of principal and interest. The group therefore has assessed that these will continue

to be measured at amortised cost under IFRS 9.

Investments in financial assets that are classified as available-for-sale investments are now measured at

fair value through other comprehensive income.
Financial liabilities

There has been no impact on the group’s accounting for financial liabilities as the new requirements only
affect those that are designated at fair value through profit or loss and the group’s financial liabilities are all

measured at amortised cost.
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2. Accounting policies continued

Financial instrument | Classification Classification Reason for classification
under IAS 39 under IFRS 9

Trade and other Loans Amortised cost It was assessed that these balances are
receivables, loans receivables — managed in terms of the IFRS 9 held-to-
receivable amortised costs collect business model and have met the

clearly held to collect contractual cash
flows criteria

Investments in long  Available for sale  Fair value through It was assessed that the financial asset

term government other business model whose objective is
bonds comprehensive achieved by both collecting contractual
income cash flows and selling financial assets.
Long-term interest Held-to-maturity ~ Amortised cost It was assessed that these balances are
bearing bonds — amortised cost managed in terms of the IFRS 9 held-to-

pay business model and have met the
clearly held to collect contractual cash

flows criteria

Impairment

IFRS 9 requires the group to record expected credit losses on all of its loans and trade receivables, either
on a 12-month or lifetime basis. The group has adopted the simplified approach and record lifetime
expected losses on those trade receivables where there is objective evidence that they do not contain a
financing component. The group has assessed the extent of this impact, and the application of the expected

credit loss model will result in earlier recognition of credit losses.
Loss allowances are measured on the following bases:

o lifetime ECLs result from possible default events over the entire expected life of a financial

instrument utilising the provision matrix approach and time value of money loss approach.
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2. Accounting policies continued
Criteria applied for assessment

Criteria applied for assessment of ECL
Financial

instrument measurement

at reporting

Trade and Not applicable  The group has The group has When the Lifetime
other elected to elected to measure financial asset is
receivables measure loss loss allowances at  more than 120

allowances at an amount equal days past due

an amount equal  to the lifetime
to the lifetime ECLs
ECLs

Credit risk rating groupings
The ECL calculation for customers whose credit risk profile and percentage defaults has been assessed is
reflected below:

As previously
reported Restated

Trade ECLs Book

Figures in Rand thousand
As at 01 July 2018

Municipalities 2 169 448 (191 462) 1977 986
Mines 41 175 (131) 41 044
Direct Consumers 28 256 (1 016) 27 240
Industries 3684 (16) 3 668
Recoverable projects 420 300 (25 542) 394 758
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2. Accounting policies continued

Financial

instrument

Investment When the When the When assessed When assessed  Lifetime
inlong term  counterparty  counterparty that the that the
government  credit rating is credit risk counterparty is  counterparty is
bonds equivalentto  rating is below unlikely to pay unlikely to pay its
the globally investment its obligations obligations
understood grade
definition of
investment
grade
Loans Where credit  When the When the When the Lifetime
receivable risk is financial asset financial asset financial asset is
and finance  assessed to is more than is more than 90  more than 90
lease be low 30 days days past due days past due
receivable past due

Criteria applied for assessment of ECL

ECL
measuremen
t at reporting

date

Impact of the adoption of IFRS 15 — Revenue from Contracts with Customers

Management has assessed the impact of IFRS 15 on the financial statements of the group and concluded
that the group does not sell products based on multiple-element arrangements and it does not sell product
on a provisional basis and as such the new standard is not expected to have a significant impact on the
timing or amount of the group’s revenue recognition. Although the group has identified the impact of

variability in price as a result of over and under billing, there was no impact at transitional date.
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2. Accounting policies continued
Recognition and measurement

Revenue is recognised at the point at which the meter measures and records the quantity of water that has
passed through the pipeline during a specified period, which is the point at which the customer obtains
control over the goods supplied. At the point of metering the recognition of revenue from sale of bulk water
to our customers is triggered. The amount of revenue recognised is measured based on the consideration

specified in a contract with a customer and excludes amounts collected on behalf of third parties.

The amount to be recognised is further influenced by the customer stratification using factors such as the
customer type and contribution, credit risk rating, defaulting status, legislative influences and the current

climate of the environment in which the customer operates.

The group’s principal revenue generating activities are as follows:
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2. Accounting policies continued

Revenue Activity Nature and timing of Significant Recognition criteria in terms of:
satisfaction of payment terms
performance
obligation
Sale of bulk water  The performance Majority Risks and rewards of ownership Revenue is recognised at the point
- potable water  obligation is settled customer’s pay for  occurs at the metering point, as itis @t which the meter measures and
- Non-potable when water is provided  their water at this point where the risk is records the quantity of water that
water to the customer which is  consumption transferred to the customer'’s. At has passed through the pipeline
at the point at which the  within 30 — 45 this point Rand Water ceases all during a specified period, which is
meter measures and days. continued association with the the point at which the customer
records the quantity of water that was distributed beyond ~ ©btains control over the goods
water that has passed metering point. supplied.
through the pipeline Rand Water assessed probability
dur!ng a specified Rand Water assessed probability as highly probable based on the
period. customer stratification by the

as highly probable based on the

customer stratification by the different classes and further by

different classes and further by assessing each customer's credit

. , . risk profile into the customer
assessing each customer’s credit

. - classes.
risk profile into the customer

classes.
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2. Accounting policies continued

Revenue Activity

Meter

Installation and

meter rentals

Secondary

Activities

Management
services
Implementing

agent

Nature and timing of
satisfaction of
performance obligation
The performance
obligation is settled when
a new meter is installed
for new customers to
initiate supply of bulk

water.

Monthly rentals are

charged after installation

The performance
obligation is fulfilled over
time, as the service is

rendered to the customer

Significant

payment terms

Recognition criteria in terms of:

New customers pay The revenue is recognised when

for new meters
within 7 days of the

contract signing

Majority of
customer’s pay
within 30 — 45
days.

Majority of
customer’s pay for
the services
rendered within 30
— 45 days

the meter is installed and the
supply of water to the customer

has begun.

Rand Water assessed the
probability to be high based on
the credit risk profile of the
customer and upon contract
signing.

Revenue is recognised over time
as the performance obligation is
fulfilled.

Revenue from secondary revenue
is assessed as probable based on
each customers’ risk profile and
payment trend over a period of

not less than 12 months.
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2. Accounting policies continued

Rand Water has applied IFRS 15 retrospectively to each prior reporting period presented in accordance

with IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors.
Significant judgements and sources of estimation uncertainty

The significant estimates, judgements and assumptions made by management in the preparation of the
condensed consolidated interim financial statements that affect the application of accounting policies and
the reported amounts of assets and liabilities, income and expenses, were the same as those applied to

the consolidated annual financial statements for the year ended 30 June 2018.

IFRS 9 Financial Instruments

Expected credit loss (ECL)

The ECL is calculated using the provision matrix approach and the time value of money loss approach.

Exposure is the total amount outstanding after deducting any collateral or guarantees held. Default rate

measures the likelihood that the amount outstanding is more likely to be 60 days past due.

The financial assets subject to IFRS 9 impairment are stratified using factors such as the customer type
and contribution, credit risk rating, defaulting status, legislative influences and the current climate of the

environment to which the customer operates.

The following details are applicable to the models used for the various financial asset balances:

Municipalities Each customer’s stratification of risk is informed
by the default rates, the payment trends and
dishonoured payment arrangements risk profile
which is assessed.

Mines, industries, retail and direct customers Based on the stratified risk, each customer is

allocated to specific risk based on type of

customer. The ECL is recognised based on the

stratified group profile.
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2. Accounting policies continued
The only material changes from prior year accounting estimates, judgements and assumptions pertain to:
IFRS 15 Revenue from contracts with customers

IFRS 15 requires that revenue be recognised if, at the time of sale, it is believed that the revenue is likely
to be recovered from the customer. The collectability criteria is met for contracts with customers, assessed
over a period of more than 12 months, unless objective evidence exists that reflected collectability as

uncertain.

Rand Water as a Schedule 3B Public Entity has access to different platforms as prescribed by the different
legislations that ensure that recovery is highly probable. Rand Water has stringent controls that are
exercised to curb late or non-payments which include, limitation and discontinuation of water supply and
interest on overdue accounts in line with Section 51(b)(i) of the PFMA. In addition, specifically to
Municipalities, Rand Water reports to National Treasury and the Department of Water and Sanitation,
participates in the Provincial Treasury Debt Committee to address defaulting customers and concurrently
aids in the recovery process. Further to this, the entity has a well-established Credit Management Policy

that firmly addresses credit risk management, bad debt management and bad debt recovery procedures.

Where there is objective evidence that collectability is uncertain the entity recognises revenue on a cash

basis. Any risk of collectability will also be reflected in the ECL recognised in terms of IFRS 9.

Classific

ation Classificatio

under n under
Financial instrument IAS 39 IFRS 9 Reason for classification
Trade and other Loans Amortised It was assessed that these balances are
receivables, loans receivable cost managed in terms of the IFRS 9 held-to-collect
receivable and s - business model and have met the clearly held to
finance lease amortised collect contractual cash flows criteria
receivable costs
Investments in long  Available  Fair value It was assessed that the financial asset business
term government for sale through other model whose objective is achieved by both
bonds comprehensi  collecting contractual cash flows and selling

ve income financial assets.
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2. Accounting policies continued

Classific
Classificat ation

Financial ion under under
instrument IAS 39 IFRS 9 Reason for classification
Long-term Held-to- Amortised It was assessed that these balances are managed in terms
interest maturity — cost of the IFRS 9 held-to-pay business model and have met the
bearing amortised clearly held to collect contractual cash flows criteria
bonds cost

3. Capital commitments

With reference to the board approval report, the organisation has identified both internal and external
challenges impacting business operations. Newly introduced regulatory changes in procurement have
created an increase in capital commitments and negatively impacted on the turnaround time in converting
these commitments into actual capital assets. More than R1 858 million worth of capital commitments have
been contracted for, but not yet provided. Relevant stakeholders have been engaged to catch up on the

delivery of the capex programme.

The Group incurred capital expenditure to the value of R445 million (2017: R695 million) during the six
months ended 31 December 2018 as part of its capital investment programme, which excludes borrowing
costs of R131 million (2017: R156 million) that were capitalised during the period at an effective interest
rate of 9.93%.

4. Property, plant and equipment

During the six months’ period property, plant and equipment increased by R607 million to R 21,778 million.
Included in this balance is an approximated value of R140 million that relates to assets that are fully

depreciated and in use, and assets that are not in use, that are awaiting disposal or scrapping.

The entity identified and assessed an error on the critical spares which had been carried at weighted

average cost, instead of at historical cost. An assessment of the impact of this valuation method resulted
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4. Property, plant and equipment continued

in an immaterial difference between the carrying amount and the correct value at cost of R2.5 million. This

correction has been included in the current year’s profit and loss amounts.

During the year ended 30 June 2018 the entity transferred R4.3 billion from individual classes of property,
plant and equipment into assets under construction. Following the reclassification, Rand Water began a
process of assessing whether the assets amounting to R9.6 billion has reached beneficial use. As at 31
December 2018, a provisional impairment amounting to R17.9 million of pipelines that had been damaged
by fire or vandalised at various warehouses was recognised. This assessment is still pending to ascertain

the full impact of the impairment.

It has further been identified that accumulated depreciation had been understated on assets that were not
in use as the assets were on shut-down and depreciation had been suspended. As at year end the impact
of this understatement was determined to be immaterial, with a further assessment on the entire population
of property, plant and equipment to be finalised. The analysis was performed from the 2009 financial year
and has thus far been assessed to approximate R24 million to date. An adjustment to this effect will be
finalised and included at 30 June 2019.

5. Investments

The fair value of available-for-sale financial assets is based on quoted market prices on the Johannesburg

Stock Exchange at the reporting date without any deduction for transaction costs.

6. Trade and other receivables

Trade and other receivables decreased by 2.8% from R2 481 million in June 2018 to R2 411 million in
December 2018, primarily as a result of an increase in the impairment of receivables. The provision for bad
debts increased significantly by 45% to R1 059 million (2018: R 730 million) as a result of non-payments
by defaulting municipalities, and the adoption of IFRS 9, that has resulted in a net increase in the provision

for bad debts due to the inclusion of ECL’s into the impairment calculation.

Rand Water has implemented specific measures within the credit management policy to ensure that
payment is enforced on these defaulting Municipalities. These stringent controls have been exercised to

curb the late or non-payments which include, limitation and discontinuation of water supply, interest on
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6. Trade and other receivables continued

overdue accounts in line with Section 51(b)(i) of the PFMA, monthly reports to National Treasury and the
Department of Water and Sanitation and participation in the Provincial Treasury Debt Committee to address

defaulting customers and concurrently aid in the recovery process.

Interest on defaulting Municipalities accounts has significantly increased to R42.6 million for the six months

under review as compared to the interest as at 30 June 2018 of R31.4 million.

The Group’s security deposits remained at around R27.8 million since 30 June 2018.

7. Retirement benefit asset and liability

The retirement benefit obligation consists of an obligation that Rand Water has to continue to fund a portion
of employees’ contributions to the Rand Water Medical Scheme after retirement. The liability is actuarially

calculated each year in accordance with the stated accounting policy.

During the 2016 financial year, the Rand Water Group annuity policy was concluded with an insurer to
administer the company’s Post-Retirement Medical Aid obligation, where the insurer would pay all policy
benefits to the Rand Water Medical Scheme. On the 14 December 2015 Rand Water paid a premium of
R335 million, which represented the valuation of the plan asset.

Actuarial Valuation

Actuarial projection was conducted on the plan assets and the present value of the defined benefit liability
as at 31 December 2018 by independent actuaries. The projected credit unit method was used to value the

present value of the defined liability, and related current service costs.
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7. Retirement benefit asset and liability continued

Movements in the present value of the defined benefit liability and asset in the current period were as

follows:

Figures in Rand thousand

31 December

2018

Defined benefit liability as at 1 July 2018 (337 915)
Interest cost (16 017)
Current service costs (4 232)
Benefits paid 7 861
Actuarial gain 6116
Defined benefit liability as at 31 December 2018 (344 187)
Defined benefit asset as at 1 July 2018 353 545
Management fees (99)
Interest received 10 783
Benefits paid 6 461
Actuarial gain (7 917)
Defined benefit asset as at 31 December 2018 362 773
Net-retirement benefit asset 18 586

8. Trade and other payables

Trade and other payables have decreased by 19.53% from R3,2 million at 30 June 2018 to R2,6 million as
at 31 December 2018. The decrease was driven mainly by the settlement of provisions raised at year end,

in the new financial year. A majority of provisions raised in the 6 months under review were settled by 31

December 2018.

9. Revenue

The increase in water sales revenue was mainly driven by potable bulk water tariff increases of 12.2%,
which is negotiated annually and was effective on 1 July 2018.
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9. Other operating expenses

Other operating expenses increased significantly by 17.8% R525 million at 31 December 2018 (2017: R446
million). The provision for doubtful debts has increased significantly to R1059 million for the period driven
mainly by the continued failure to pay on time or non-payments by Municipalities. The general decrease in
other operating expenses is mainly driven by cost savings strategies in line with the directive from National

Treasury.

10. Restatement of prior period error

Following the restatement of the consolidated annual financial statements for the year ended 30 June 2018,
the Group has accordingly prepared the condensed consolidated interim financial statements as at 31
December 2018 to ensure compliance with the standard (IAS 7) on Statement of Cash Flows. As a result,

the 31 December comparatives have been restated accordingly.

Full details of the prior year adjustment are reflected on note 36: Restatements of prior period error of the

consolidated annual financial statements for the year ended 30 June 2018.

As previously
reported Prior year Restated as at

31 December 31 December
Figures in Rand thousand 2017 Adjustment 2017

Acquisition of property, plant and

equipment (694 651) 637 460 (57 191)
Working capital movement on accounts
payable (5170 517) (637 460) (5807 971)

11. Change in accounting policy

In line with the adoption of IFRS 15 and 9, the entity elected to apply the modified retrospective approach
and restated opening balances as at 01 July 2018. The impact of the new standard was as a result of the
inclusion of expected credit losses in the impairment calculation for the trade and other receivables. The

impact has been reflected below:
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As previously
reported Prior year Restated as at

Figures in Rand thousand 01 July 2018 01 July 2018

Impact to the statement of financial

position
Accumulated reserves 18 635 350 (218 167) 18417 183
Trade and other receivables 2481 293 (218 167) 2263126

12. Contingencies

The Groups contingent liabilities reduced to R1 027 million from R1 055 million in June 2018 primarily as a
result of two claims where the entity successfully defended and the claims were dropped by the service
provider. The contingent liability increased slightly due to a claim for damages that increased to R51.7
million (2018: R29.1 million) against Rand Water for additional work done, whereby the service provider

alleges that the original scope in the tender document was not clear.

No further material movements were noted on the contingent assets and liabilities. For the detailed
disclosure on contingent assets and liabilities refer to Rand Water's consolidated annual financial

statements for the year ended 30 June 2018.

34



ND WATER GROUP

INDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS

)R THE PERIOD ENDED 31 DECEMBER 2018

NOTES TO THE CONDENSED INTERIM FINANCIAL STATEMENTS

13. Financial assets by category

The fair value of assets and approximate carrying amounts are as follows:

| sl December | 31 December | 30une
Figures in Rand thousand m 2017 2018

Fair Value through other comprehensive income

- Investments in bonds 453 367 463 464 456 522
Financial assets at amortised cost

- Cash and cash equivalents 2 623 855 1221575 1786878
- Loans receivables 3494 3849 4081
- Trade and other receivables 2239431 1674275 2357494
Total 5320 147 3363163 4604975

14. Financial liability by category

The carrying amounts and fair values of liabilities are as follows:

31 December 31 December

Figures in Rand thousand
Financial Liabilities at amortised cost

2018

2017 2018

- Unsecured bond issues 4 391 382 4412 694 4 393 406
- Trade payables 2070916 2130541 3127 042
Total 6 462 297 6 543 235 7 520 448

15. Guarantees

At 31 December 2018, there have been no material movements in respect of guarantees given to third

parties.
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16. Related parties

Department of Water and Sanitation
The Group is 100% controlled by the government of South Africa represented by the Department of

Water and Sanitation. Below are the balances and transactions with the Department:

31 December | 31 December
Figures in Rand thousand 2018 2017 2018

Transactions with related parties

Sales of goods and services 373 495 386 200 544 412
Purchases of goods and services 2 370 156 2279950 4696626
Contributions received - - 692

Year-end balances arising from transactions

Allowances for doubtful debts 47 786 34 067 29 287
Receivables 339 552 286 541 245 625
Payables 1 058 000 924 758 1085 286
Deferred income 1751 1376 1750

Other Public entities
The Group is exempt from disclosing balances and transactions with other spheres of Government

therefore the disclosure includes only those entities that are within the same Ministerial control.

The following are transactions with public entities within the same Ministerial control:

31 December | 31 December
Figures in Rand thousand 2018 2017 2018

Transactions with related parties
Purchases of goods and services 77 402 70 797 150 758
Statutory liabilities 786 177 504 214 967 854

Year-end balances arising from transactions
Payables 15570 11221 60 497
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17. Segment Report

Management identified three specific segments which are organised partially by geographic area and

partially by the type of services rendered. The segments reported are in line with the principles applied at

year end and have been reported below:

Operating segment 31 December 2018

Figures in Rand Thousand 1

Income statement items

Primary

Activity

Segment
(RW)

Rand

Water

Mpumalan

Secondary
Activities

Total
Segments

Revenue from external customers 7,776,635 110,636 32,783 7,920,054
Segment cost of sales (4,868,051) (68,174) (17,940) (4,954,166)
Other segment Income 9,056 5 - 9,061
Segment depreciation and amortisation (63,443) (970) (454) (64,867)
Segment labour cost (437,863) (23,701) (29,296) (490,860)
Other segment expenses (483,568) (67,769) 12,742 (538,595)
Material non-cash items included in other

segment expenses and cost of sales

Provision for doubtful debts (278,275) (53,759) 3,306 (328,729)
Interest revenue attributable to segment 144,228 - - 144,228
Interest expense attributable to segment (113,116) - - (113,116)
Reportable segment income 1,963,879 (49,973) (2,165) 1,911,741
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17. Segment Report continued

Operating segment 31 December 2017

Primary

Activity
Segment(R

Rand
Water
Mpumalan

Secondary
Activities

Total

Segments

Figures in Rand Thousand I S S R

Income statement items

Revenue from external customers 6,600,394 106,940 46,510 6,753,844
Segment cost of sales (4,196,498) (86,850) (20,034) (4,303,382)
Other segment Income 6,960 - - 6,960
Segment impairment of assets - - - -
Segment depreciation and amortisation (23,052) (702) (330) (24,083)
Segment labour cost (374,265) (27,416) (31,123) (432,804)
Other segment expenses (237,273) 33,641 654 (202,978)
Material non-cash items included in other

segment expenses and cost of sales

Provision for doubtful debts (363,687) 28,145 (275,723) (611,265)
Interest revenue attributable to segment 87,821 - - 87,821
Interest expense attributable to segment (77,101) - - (77,101)
Reportable segment income 1,786,987 25,613 (4,323) 1,808,277
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17. Segment Report continued

Operating segment 30 June 2018

Primary

Activity
Segment

(RW)

Rand
Water
Mpumalan

Secondary
Activities

Total

Segments

Figures in Rand Thousand T T T

Income statement items

Revenue from external customers 13,134,888 219,420 98,505 13,452,813
Segment cost of sales (8,482,752) (186,594) (46,236) (8,715,582)
Other segment Income 22,649 - - 22,649
Segment impairment of assets - - - -
Segment depreciation and amortisation (80,948) (2,123) (753) (83,824)
Income from other segments - - -

Segment labour cost (1,037,290) (55,107) (54,839) (1,147,236)
Other segment expenses (488,365) 44,271 (519) (444,613)
Material non-cash items included in other

segment expenses and cost of sales

Provision for doubtful debts (273,432) 38,069 (25,542) (260,905)
Interest revenue attributable to segment 217,308 - - 217,308
Interest expense attributable to segment (146,338) - - (146,338)
Reportable segment income 3,139,152 19,867 (3,842) 3,155,177
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17. Segment Report continued

The segment reconciliations below reconcile total segment income and loss line to the Rand Water Group

results:

31 31
December December 30 June

Figure in Rand Thousand

Other segment income

2018 2017 2018

Total revenue for reportable segments 9061 6 960 22 649
Other segments revenue 864 6 406 10 644
Total 9 925 13 366 33293
Segment depreciation and amortisation

Total depreciation and amortisation for reportable

segments (64 867) (24 083) (64 867)
Other segment depreciation and amortisation costs (13) (13) (13)
Total (64 880) (24 096) (64 880)
Segment labour cost

Total labour for reportable segments (490 860) (432 804) (1147 236)
Other segment labour cost (9 667) (8 512) (17 080)
Total (500 527) (441 316) (1164 316)
Other segment expenses

Total other expenses for reportable segments (538 595) (202 978) (444 613)
Other segments expenses 13 067 661 (1583)
Total (525 527) (202 317) (446 196)
Net income

Total net income for reportable segments 1911 741 1808 277 3155 177
Other segment losses 4634 (1 930) (7 114)
Total 1916 374 1 806 346 3148 063

18. Subsequent Events

Rand Water reported as at 30 June 2018 that it had received confirmation from the Shareholder of the
intention of the Bushbuckridge Local Municipality to take over the bulk water provisions in their areas of
service. Although negotiations were under way to provide all necessary information for the finalisation of
this process, a decision in this regard is still pending and the process has been halted for an indefinite

period. There were no events after balance sheet date that was identified.
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19. Irregular, Fruitless and Wasteful Expenditure and Criminal conduct
Irregular expenditure

For the period under review, the Group recorded R1.2 million worth of irregular expenditure and R120
million pertaining to prior period confirmed irregular expenditure still being expended. The has been no
reported matters on fruitless and wasteful expenditure. No material cases of criminal conduct have been

recorded for the period.

R154 thousands out of the R1.2 million of the irregular expenditure has been condoned, that pertained to
the prior year matters identified in the current year. Investigations and processes are in progress to
condone and suspend payments in relation to prior period confirmed irregular expenditure. In addition, the
Group is still in the process of requesting and obtaining approvals for the condonation of the opening
balance of R138 million for irregular expenditure incurred in prior years. The has been no noted

movements in relation to Fruitless and Wasteful expenditure for the period under review.

Irregular expenditure: R121.2 million

Details of the current financial year movements are as follows:

Transgression of National Treasury Instruction Note 3 of 2016/17. (R154 thousand)

This matter relates to an instance of variation above the 15% limit for goods and services other than
construction, as per the National Treasury Instruction Note 3 of 2016/2017, that was identified in the prior

year. This pertained to a consulting contract in respect of the IFRS conversion project. The same matter
was condoned in the prior year.

Transgression of Supply Chain Policy (R1 million)

Non-compliance to the Supply Chain Policy was reported in the current year that pertains to the prior period.

This matter relates to the utilisation of a supplier outside of an approved contract.

Updated expenditure on previously disclosed Irregular Expenditure (R120 million)

The following amounts have been expended pertaining to previously noted irregular expenditure:
1. Tender closing date extended - closing date re-advertising (R112 million)

2. Variation order deviation (R8 million)
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19. Irregular, Fruitless and Wasteful Expenditure and Criminal conduct continued
Potential Irregular Expenditure pertaining to the period under review

No potential irregular expenditure was identified for the period under review.

Potential Irregular Expenditure pertaining to the prior period

The note below indicates potential irregular expenditure identified in the prior year including details on the
status to the current reporting period. The following matters were reported in the prior year as potential

irregular expenditure:
Potential Minor Works

Minor Works Contract (RW01155/14). This relates to awarding projects over the approved and budgeted

limits of the BAC and stipulated thresholds. The outcome of the investigation is still pending of this matter.
Potential quotations not being advertised on the e-Tender Publication Portal

Quotations not being advertised on the e-Tender Publication Portal as per National Treasury Instruction
number 1 of 2015/2016.

Potential Bid Splitting (Potential R2 million)

This matter is being investigated in order to determine the validity of possible bid splitting by approximately

4 suppliers. This matter is still being investigated further.
ISS System (Potential R6 million)

Quotations awarded through the ISS system could not be verified, due to first time system application. The

system was subsequently shut-down; however, investigation is required to validate the quotations awarded
SCM Practice Note 3 of 2003 - rate based (Potential R188m)

The Panel/Term Contract awarded to manufacturers to supply and deliver steel pipes are under
investigation and has been queried with National Treasury in terms of its validity and possible application

of the said Practice Note.

The contract was awarded through the normal tender process. Rand Water differs with the auditors on the

applicability of the National Treasury Practice Note 3 of 2003 to this transaction. The matter is being
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19. Irregular, Fruitless and Wasteful Expenditure and Criminal conduct continued

investigated and National Treasury interpretation of this transaction is being sought. An additional amount

of R112 million has been spent in relation to this matter in the period under review.

The reconciliation of the balance of the expenditure is as follows:

Figures in Rand thousand m 2018

The reconciliation of the balance of the expenditure is as follows:

Opening balance 138 161 22 167
Amounts condoned /recovered/cases closed (154) (1392)
Current year movements 120 168 18 800
Prior year matters identified in the current year 1200 98 587
Closing balance 259 375 138 161

The expenditure is included in the following line items:

Other expenditure 121 367 7221

Property, plant and equipment
- 110 165

121 367 117 386

Fruitless and wasteful expenditure: RO

No matters of fruitless and wasteful expenditure were reported, recovered or written off for the period under
review. The Group is still in the process of requesting recovery and obtaining approvals for the write-off for

the remaining balance of R13 million, for fruitless and wasteful expenditure incurred in prior years.

The reconciliation of the balance of the expenditure is as follows:
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19. Irregular, Fruitless and Wasteful Expenditure and Criminal conduct continued

Figures in Rand thousand

The reconciliation of the balance of the expenditure is as follows:

2018 2018

Opening balance 13 680 1874
Amounts condoned /recovered/cases closed - (58)
Current year movements - 11 864
Closing balance 13 680 13 680
The expenditure is included in the following line items:
Other expenditure

- 11 864
Property, plant and equipment

- (58)

- 11 806
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