)
Solomon

ANNUAL B ®¥icmen
REPORT

Solomon Islands Water Authority

2017




Our Vision

Safe water for a healthy nation

Our Mission

“To provide reliable and safe water supply and sewerage systems within our area of
operations in Solomon Islands, while working in partnership with the community to
plan, deliver and operate infrastructure in a manner that seeks to minimize the social
and environmental impacts of our activities.”

Our Values

Purposeful Everything we do is aimed at delivering a better service.
Challenging We strive for continuous improvements.

Customer Focused We aim to excel the expectations of our customers.

One Team We strive to work together as one team to achieve our
corporate objectives
Ethical We are open and honest about performance and meet our

commitments in a reasonable manner
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Chairman’s forward

It is my great pleasure to present the 2017 Annual Report for the Solomon Islands Water Authority
(SIWA), trading as Solomon Water

We have again had a very good year, with a number of major accomplishments including the
completion of the 30 Year Strategic Plan, 5 Year Action Plan and other works. The Plan provides
us with a very clear vision of the road map we need to undertake in-order to meet the ever-growing
demand placed on our services by our customers. By 2047 the population in Honiara will grow to
around 300,000 people and this means finding 8oML/d of water to meet this demand. Ideally
the plant needs to be operational before the 2023 Pacific Games.

We also need to improve the collection and disposal of wastewater into the environment which
has huge health and economic benefits. The cost of implementing the full plan is about $3 Bn.
which will require significant funding. We are negotiating with the government and various donor
agencies for possible funding. So far it has been very positive.

Besides this, Solomon Water has also embarked on another of its major projects, which is the
design of a new office complex and warehouse facility to be constructed at Matanikau. Design is
scheduled to be completed by mid May 2018, after which we will tender for the construction. This
building is strategically very important and will enable the centralisation of all operations into one
location, thus improving productivity and efficiency overall.

The construction of the new transmission main from Tasahe to East Kola and the 4 ML storage
tank at East Kola is due to be commissioned in early 2018. These 2 major projects funded by the
Australian Government through the Department of Foreign Affairs and Trade (DFAT) will
increase storage capacity and supply of water to the eastern parts of Honiara City

Our financial performance is a little lower than hoped due to matters out of our control. We have
also received a few qualifications in the audit, related mainly to the changeover to a new
information management system, and we will work hard to make sure these, and the audit

recommendations, are promptly resolved.

We did not receive any Community Service Obligation (CSO) from Government in 2017 and we
urge Government to support us more fully in future. We also continue to carry vacancies on the
Board of Directors, and whilst there is some positive progress with the new government, these
roles have not vet been filled. Given the co-operation of the new government we are sure this will
be quickly resolved so that the Board can function fully as mandated.

Despite all the challenges we will continue to strive to achieve our mission of providing reliable
and safe water and wastewater services now and in the years to come.

For my fellow board members and myself it is gratifying to see the ongoing progress Solomon
Water is making. I am proud of the 2017 results, although there is more to be achieved, and thank
the General Manager, his executive and staff for their dedication and commitment to delivering
the services its customers expect.

I look forward to the ongoing support of the Board, Executive Management and Staff in 2018 and
the years to c%e, I commend this report to you.

Phimé -
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General Manager’s Overview

I wish to thank the Board of Solomon Islands Water Authority for my re-appointment in late 2017
for a further 3 years. The trust they have in me to take the organisation forward is important for
the ongoing stability and confidence within the organisation and amongst our key stakeholders
and donor partners, particularly at this critical stage in our development.

2017 has, like previous years, brought many challenges but I am proud that we have finished the
year on a strong note. My executive and staff must be commended for their efforts and support.

Solomon Water has again delivered a good financial result and managed a heavy workload. It is
unfortunate that we have been unable to secure an unqualified audit, and we look forward to
resolving these matters and achieving one in 2018.

The completion of the 30 Year Strategic Plan 2017-2047, 5 Year Action Plan and Tariff Review
provide the direction for the future and have been invaluable in our negotiations with various
donor partners whom we hope will assist us to achieve the Plan. These discussions are well
advanced with the first tranche of funding due in early 2019. In the meantime we will have ADB
funded advisors and consultants working in 2018 to prepare designs and contracts for
construction of many works.

In 2017, a number of key milestones were achieved including introduction the MAQIG financial
system, upgrading of IT servers, introduction of tablets for field staff, commencement of design of
the new Matanikau office complex, upgrade of Auki water pipes, renovation of offices in Noro and
Tulagi, completion of phase 1 fencing of Tuvaruhu Depot, ongoing replacement of water pipelines
in Honiara, completion of the design of Auki new pump station and reservoirs and completion of a
chlorine treatment facility in Auki. We are also nearing the completion of the 6.5 km Tasahe to
East Kola transmission main and the 4ML storage tank at East Kola.

We continue to have issues associated with land management and again request government
support in securing permanent and unrestricted access to all our water supply infrastructure.

The “Cash Water” project has been slowed for a few reasons, and we hope to get Board signoff for
full implementation in mid 2018. This initiative will reduce costs and conflict with customers
especially in relation to disconnections of water for unpaid debts.

Tt has been a very busy and challenging year but with the ongoing support of the Chairman and the
board of directors, my executive senior managers and staff, we have been able to finish the year on

Ian Gooden

neral
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About Solomon Islands Water Authority

Who we are,

Solomon Water is a water and sewerage business supplying potable water and collecting
municipal effluent in the urban centres of Honiara. It also provides potable water services to
Auki, Noro and Tulagi.

Solomon Islands Water Authority is an enterprise wholly owned by the Solomon Islands
Government and uses the approved brand name Solomon Water for marketing and operational

purposes.

What we want to achieve
Our Vision is:

Safe water for a healthy nation
How we will get there

We aim to provide reliable and safe water supply and municipal effluent collection services, to be
profitable and sustainable, and to develop our business for the long-term benefit of Solomon
Islands. We will do this by

Working closely with customers and stakeholders
Delivering our services at reasonable cost

Developing our people

Investing in the right resources to provide a better service
Educating and informing the public

Continually improving how we do things

Being a good employer

. & &

Statutory Functions of Solomon Water

The statutory functions of Solomon Water are defined in Section 7 of the Solomon Islands Water
Authority Act, 1993 as follows:

a) to control, regulate, develop, manage, conserve and utilise urban water resources in the
best interests, of Solomon Islands;

b) to formulate national policies relating to the control and use of urban water resources;

¢) to ensure that the water supplied for consumption meets the prescribed water quality
standards;

d) to provide, construct, operate, manage and maintain, buildings, works, systems and
services for impounding, conserving and supplying water for domestic, industrial,
commercial and other purposes;

e) to provide, construct, operate, manage and maintain buildings, works, systems and
services for the conveyvance, treatment and disposal of sewage, disposal of trade
and industrial waste and other connected purposes;

f) and any other like function
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Corporate Governance

The Solomon Islands Water Authority was established under the SIWA Act 1992 and is
governed under the SOE Act 2007

Raole of the Board

The Board is responsible for policy formulation, oversight of the operations and general
administration of the affairs of Solomon Water as stipulated under SOE Act 20017, Section
6(4). The Board reports to the two Accountable Ministers responsible for SIWA - the Minister
of Finance and Treasury, and the Minister of Mines, Energy and Rural Electrification.

Board Composition

Appointment of Board Directors is as stipulated under State Owned Enterprises Regulations
2010. Current Solomon Water Board is made up of the following persons:

The board has advertised for, vetted, shortlisted and submitted applicants for new members to
the 2 Accountable Ministers, Minister of Finance and Treasury and Minister of Mines Energy
and Rural Electrification. Appointments for the 3 vacant positions are vet to be made. The
other 4 positions will be advertised and filled in 2018.

An audit sub-committee chaired by Ethel Frances supports good governance and review
reports and audits carried out by our Internal Auditor
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Organisational Structure

SIWA has 136 staff in four departments operating under the direction of the General Manager
as shown in the diagram below

Board of Directors

fan Gooden
Ganaral Manager

Finance and Administration Human Resource and Strategic Manager Opaeration Manager
Manager Communications Ray Andresen Scravin Tongl
Debbie Johnsen Manager
Joe Sangs
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Report on the Operations of Solomon Islands Water Authority

The SCO 2017 — 2010 identified 15 key strategic issues and challenges for Solomon Water
through to 2019 and beyond, and these are listed below with comments on progress to date:

Strategic Issue identified Annual Report Comments

Governance

Board member vacancies: There are currently 2 vacancies on the
Board. The first was advertised in early 2015 and a shortlist
submitted to the Accountable Ministers (AM's) in early 2015, In
early 2016 a second shortlist was submitted for 4 vacancies being
the one noted above plus 3 positions that expired in June 2014, To
date no response has been received from the AM's. A further 3
member positions expired in June 2015 and recruitment for these
roles has not yet commenced as the Board awaits response from the
AM's,

It is the Board's view that governance of Solomon Water is
potentially being compromised as there are only 5 current members
all of whom have expired terms of appointment. The Board believes
that the entire Board recruitment process should be started over,
with replacement of 4 directors, followed a few months later by the
remaining 3 in order to ensure continuity of good governance.

Advertisements for 4 positions
applications closed 31 August 2017.
22 Applicants applied.

From the 22 applicants, a shortlist of
14  qualified candidates was
submitted to the 2 AMs for their
consideration.

We look forward to progress on
these appointments in the new year.

External funding

The DFAT and JICA funded donor programs will both be complete by
June 2017 and negotiations with various donor agencies have
commenced. At the preparation of this SCO however there are no
confirmed funds for capital work or expatriate advisors after June
2017.

Solomon Islands Government provided Community Service
Obligation (CS0) funding was not received in 2015. The first
payment towards total funding of SBD 4.6m for 2016 has been
received and this SCO anticipates a similar level of funding for 2017.
The C50 funding is specific to supporting unsustainable provincial
operations. It should be noted that Solomon water supplies water
to areas of Guadalcanal province surrounding Honiara as well as
informal settlements within Honiara for which C50 is not provided.

DFAT provided further AUD 2.1 m
for the year to 30 June 2018,

Strategic Plan funding commitments
from various donors so far total
UsDeSsm.

Further funding from other
potential donors is being pursued,

Mo CS0 funding was provided by
Government for 2017,
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Strategic Issue identified

Annual Report Comments

Strategic

The single most pressing matter facing Solomaon Water is the rapid
and on-going growth in Honiara. The population is forecast to be
over 190 000 people by 2030 and we need to understand and begin
planning and funding for this urgently. Integration with Honiara City
Council and MID is essential. Solomon Water is well through the
preparation of a 30 year Strategic Plan and Tariff review which
should be finalised by April 2017.
stakeholders has occurred and the draft plan will be fully consulted
upon in early 2017,

Communication with key

A key component of the plan will be the urgent need for a major new
water source for Honiara to accommodate the growing population.

30 Year Strategic Plan and 5 Year
Action Plan completed 30 March
2017,

Tariff Review discussions with MoFT
started and will continue in 2018, A
significant increase in  Tariff is
required to assist in funding of

Strategic Plan projects.

MNew Lungga River Water Intake,
Water Treatment Plant and pipeline
to be completed before 2023 Pacific
Games is our single highest priority.

Talks on SW taking over the Gizo
water supply are progressing and
this is likely within the next 18
maonths, subject to donor assistance.

Operational and Technical

Connectivity and capacity of the water transmission system:
Although the performance of the network has been greatly
improved with the completion and hand-over of the JICA Grant Aid
project (Project for the Improvement of Water Supply Systems for
Honiara and Auki), there remain some significant weaknesses in the
system that prevent Solomon Water from utilising its increased
water resources in the most advantageous manner. A further
approximately 6.5 km of 250/300mm transmission mains are
required to provide flexibility in operation and facilitate the efficient
transmission of water to the eastern parts of Honiara from sources
in the west. The construction contract for this work has been
awarded in October 2016 and completion of the project is expected
in August 2017.

A new reservoir in East Kola is also required, but this cannot
progress, as donor funds for the project are not available. Solomon
water will continue to work to construct this reservoir as soon as
possible,

Reeves
2016,
transmission

awarded to
International in  October
Most of the 6.5km
mains completed, however the

Contract

contractor is well behind in delivery
of this wark.

Tender for construction of East Kola

reservoir  awarded to Reeves
International with the project
progressing.

Both projects are due for completion
in April 2018.
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Strategic Issue identified

Annual Report Comments

Condition and capacity of the small diameter distribution network:
It is estimated that 40 km of distribution pipes are in urgent need of
replacement due to their condition or
limited hydraulic capacity. A further 50km of the network may
require significant improvement. Until these problems are
investigated and solved, Solomon Water will not be able to
guarantee 100% water supply coverage in it areas of operation.
However, a targeted program of mains replacement and
improvement has been commenced and will continue on a

prioritised basis during 2017 and beyond as funding permits.

7 km of new pipeline in Honiara laid.
Programme on going.

Major pipe replacement project
underway in Auki, 80% complete,

Non-Revenue Water Losses — Non-revenue water is estimated to
represent about 60% of the volume of water produced. The main
losses are the result of physical leakage, direct unmetered
connections and illegal connections. A detailed strategy and plan for
NRW reduction has been formulated with assistance from JICA and
implemented and will continue during 2017 and beyond. It is
expected that the full program will take at least 5 years to complete.

MNRW remains at 60%. 11 DMAs
completed, 13 DMAs under
progress, 3 outstanding out of the 27
in Honiara. Work in Auki and Noro
yet to commence.

On-going maintenance and
monitoring of established DMAs
remains a critical challenge.

Increased revenue is partially due to
the success of NRW projects.

Municipal waste collection and disposal - The standard and extent
of Solomon Water's municipal sewerage system is limited and
under-capacity. The environmental impact of the discharge of raw
effluent to the sea and rivers is serious. Limited remedial
work has commenced but more detailed analysis of the issue is
intended through the Strategic Plan.

This issue needs urgent attention and has serious implications for
tourism, community health, and hygiene, especially as uncontrolled
informal settlements around Honiara increase and frequently use
the rivers and sea for washing, bathing and drinking.

Paint Cruz Pump Station has now
been upgraded and commissioned.
The Pump Station is now fully
fenced. KGVI Pump Station
installed, with building yet to be
refurbished.

30 Year Strategic and 5 Year Action
Plan
completed

for Wastewater is now

ready for

implementation once funding is

and

available.
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Strategic Issue identified

Financial

Annual Report Comments

Financial status — Solomon Water's financial position has improved
considerably in 2016, but remains volatile and will

Financial Position is generally stable
and Solomon Water now funds its 2
expatriate executive

reguire a few more years of sustained performance before it can be
relied upon to consider Solomon Water to be financially self-
sufficient. 3 key roles are presently funded by Australian DFAT,
without which the company would be making a substantial loss.
Funding for these roles beyond June 2017 is not currently available,

management role.

Water and Waste Tariff — Agreement on an economic tariff level and
structure that provides certainty in Solomon Water's financial status
is essential to the sustainability of a healthy water supply operator
able to meet the increasing demands of the future. A new tariff
model is being prepared as part of the Strategic Plan and
consultation with the AM's will occur in 2017, The Board anticipates
that an increased tariff may be required to enable Solomon Water
to begin to fund key staff and major capital works.

A full tariff review and development
of a new tariff model now complete.

SW is engaging with the Accountable
Ministers on the tariff review.

Collection of Debt - The legal system in Solomon Islands to support
the collection of debt is weak and does not provide the necessary
level of support to assist Solomon Water in improving its debt
situation. Significant progress has been made on the recovery of
debt and policies have been put in place to better manage this into
the future. A “cash water” system is currently being trialled, and if
successful it is expected to extend to full implementation,
particularly amongst domestic customers.

On-going improvement in  debt
collection and reduction in days
receivable,

Government debt — The level of debt owed by SIG for water services
provided to government organisations has improved but there
remains a recurrent challenge in persuading organisations to pay
their accounts on time. The Board's policy on disconnection for
unpaid accounts remains the only effective method of having long
standing accounts cleared.

Review by Government of the
legislation surrounding debt
collection would be appreciated.

Situation  generally  improving,
although a few ministries continue
to pgenerate challenging debt.
Disconnection policy is applied to all
overdue accounts regardless of

account holder.
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Strategic Issue identified

Water supply to disadvantaged communities — The burgeoning
increase in the population residing in informal settlements and the
continued and uncontrolled development of these settlements
imposes an increasing burden on Solomon Water, often through
water theft, We foresee a demand for provision of water services to
these communities despite the fact that Solomon Water cannot
legally service properties that do not possess formal leases, The
ability of these communities to pay for water services is also
doubtful. A policy must be agreed with government on how the
pravision of a basic, lifeline water supply can be provided with
government financial support through a new community service
obligation contract.

Annual Report Comments

MNo progress regarding agreement
with Government on lifeline water
supply to date. CS0 targeted at
provincial operations only, but
significant problem in Honiara. No
2017 CS0 received.

Pre-paid “cash water”
programme for domestic customers

trailed.

meters-

Full implementation likely to occur
in 2018,

Land access

Land disputes and resource utilisation on Customary Land — The
security of water resources and water supply continues to be
threatened on a regular basis by landowners (customary or
abstraction of
water or access to water infrastructure. A landmark court case in
2015 has clarified the issue and no compensation for flowing water

otherwise] claiming compensation for the

is payable, howewver the landowners concerned in that case remain
defiant and have caused considerable disruption to services and
legal intervention. The Board has written to the Minister of Lands,
Housing and Survey in September 2016 requesting urgent and
permanent action to resolve the many landowner issues and awaits
a response.

On-going major problem, with little
progress by SIG, particularly with
Kangulai Significant
problems with informal settlements

source.

inside water catchments areas in
Auki and Panatina emerging.

Stronger Government support s
essential to manage this issue, and it
is proposed that
acquisition of lands be undertaken.

compulsory

SIWA currently working closely with
Ministry of Lands on Auki and
Panatina Catchments.

Organisational Effectiveness

Organisational capacity - Weaknesses in the capacity of the
organisation to manage efficiently and effectively have been
reduced but some remain. The executive leadership of Solomon
water has stabilised and the current focus on rebuilding staff
relationships, organisational capacity and culture is well advanced.
Ongoing difficulties in securing guality and skilled staff, particularly
in engineering, accounting and project management roles remains a
concern,

Restructure of operations group
completed.

On-going difficulty securing certain
staff,
especially in the engineering and

experienced  professional

finance areas.
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T
Strategic Issue identified Annual Report Comments

Accommodation and Operational depot Facilities — Solomon
Waters Matanikau depot accommodation is old and decaying and
the administration team moved to new temporary premises during
2015 to alleviate overcrowding issues, Solomon Water was also
forced to relinguish its storage facilities on Ministry of Infrastructure
land to make way for the new roundabout proposed at Matanikau.

We lack even the basic facilities (e.g. stores, workshops and staff
welfare facilities) required by a modern water and wastewater
operator. The existing accommodation is now impairing the ability
Water to implement
improvements and deliver the expectations of our supporting

of Solomon proposed  performance
donors. In late 2014 an application to SIG for assistance from the
2015 516 development Budget was rejected.

Plans for redevelopment of the Matanikau site are progressing and
it is anticipated that a loan for this will be required in mid 2017.
Solomon Water can fund this through revenue and operational and
accommodation savings anticipated.

James Cubitt Architects from
Australia have been contracted to
carry out design of new Office

Complex and Warehouse Facility.

Once the design is completed,
request far proposals for
construction will be advertised.

Funding may include loan financing,
however alternative funding options
are being explored.
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Objectives, Proposed Actions and Performance Targets

The table on the following pages outlines the objectives, proposed actions and
performance targets that SIWA established in November 2016. The last column of the
table reports on progress throughout 2017.
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SOLOMON ISLANDS WATER AUTHORITY

FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017
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SOLOMON ISLANDS WATER AUTHORITY
DIRECTORS' REPORT

FOR THE YEAR ENDED 31 DECEMBER 2017

Directors’ Report
In accordance with a resolution of the Board of Directors, the Directors herewith submit the statement of financial

position of the Solomon Islands Water Authority ("the Authority") at 31 December 2017 the related statement of
comprehensive income, statement of changes in equity and the statement of cash flows for the year then ended on
that date and report as follows:

Directors

The names of the Directors in office at the date of this report are:
*  Mr Phil Bradford

*  Mr David Laurie

*  Mr Carson Korowa

*  Mr Trevor Palmer

*  Ms. Ethel Frances

State of affairs

In complying with the Solomon Islands Water Authority Act and the State Owned Enterprises Act of 2007 the
Directors hereby submit the financial statements of Authority consisting of the statement of financial position as at 31
December 2017 statement of comprehensive income, statement of changes in equity and statement of cash flows of
the Authority for the year then ended,

Principal Activities
The principal activity of the Authority during the year was the treatment and distribution of water in the Sclomon

Islands. There was no significant change in the nature of this activity during the financial year

Results
The operating profit for the year was SBD 7,336,197 (2016: SBD 25,271,5158).

Dividends
The Directors recommend that no dividends be declared for the financial year (2016 nil).

Reserves
The Directors acknowledge that no transfer be made to or from reserves

Bad and Doubtful Debts
Frior to the completion of the Authority's financial statements, the Directors took reasonable steps to ascertain that

action had been taken in relation to writing off of bad debts and the provision for doubtful debts. In the opinion of the
Directors, adequate provision has been made for doubtful debts.

As at the date of this report, the Directors are not aware of any circumstances, which would render the amount written

off for bad debts, or the provision for doubtful debts in the Authority inadequate to any substantial extent

MNon Current Assets
Prior to the completion of the financial statements of the Authority the Directors took reasonable steps to ascertain

whether any non current assets were unlikely to be realised in the ordinary course of business compared to their
values as shown in the accounting records of the Authority Where necessary these assets have been written down or
adequate provision has been made fo bring the values of such assets to an amount that they might be expected to
realise.

As at the date of this report, the Directors are not aware of any circumstances which would render the values
attributed to non current assets in the Authority's financial statements misleading,
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SOLOMON ISLANDS WATER AUTHORITY
DIRECTORS' REPORT - continued

FOR THE YEAR ENDED 31 DECEMBER 2017

Basis of Accounting
The Directors believe the basis of the preparation of the financial statements is appropriate and the Authority will be

able to continue in operation for at least twelve months from the date of this statement. Accordingly the Directors
believe the classification and carrying amounts of assets and liabilities as stated in these financial statements to be

appropriate.

Unusual Transactions
Apart from these matters and other matters specifically referred to in the financial statements, in the opinion of the

Directors, the results of the operations of the Authority during the financial year were not substantially affected by any
item, transaction or event of a material and unusual nature likely in the opinion of the Directors, to affect substantially
the results of the operations of the Authority in the current financial year other than those reflected in the financial
statements

Events Subsequent to Balance Date
Mo matters or circumstances have arisen since the end of the financial year which significantly affected or may

significantly affect the operations of the Authority the results of those operations, or the state of affairs of the
Authority in future financial years.

Other Circumstances

As at the date of this report:
a) no charge on the assets of the Authority has been given since the end of the financial year to secure the liabilities

of any other person;

b no contingent liabilities have arisen since the end of the financial year for which the Autharity could become liable;
and

) no contingent liabilities or other liabilities of the Autharity have become or are likely to become enforceable within
the period of twelve months after the end of the financial year which, in the opinion of the Directors, will or may
substantially affect the ability of the Authority to meet its obligations as and when they fall due.

As at the date of this report, the Directors are not aware of any circumstances that have arisen, not otherwise dealt
with in this report or the Authority's financial statements, which would make adherence to the existing method of
valuation of assets or liabilities of the Authority misleading or inappropriate.

Directors’ Benefits

Since the beginning of this financial year no Director has received or become entitied to receive a benefil other than
those included in the aggregate amount of emoluments received or due and receivable by Directors shown in the
financial statements or received as the fixed salary of a full-time employee of the Authority) by reascn of a contract
made by the Authority with the Director or with a firm of which he is a member or with a Authority in which he has a
substantial financial interest,

For and on behalf of the Board and in accordance with a resolution of the Directars,

et

Dated this day of March 2018.

Q) _Q\J

arnagn FEEESEASTSRIRIRE

Director Director
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SOLOMON ISLANDS WATER AUTHORITY
STATEMENT BY DIRECTORS

FOR THE YEAR ENDED 31 DECEMBER 2017

In the opinion of the Directors:

a) the accompanying income statement of the Authority is drawn up so as to give a true and fair view of the results
of the Authority for the year ended 31 December 2017

{b the accompanying statement of changes in equity is drawn up so as to give a true and fair view of the changes in
equity for the year ended 31 December 2017

¢) the accompanying statement of financial position of the Authority is drawn up so as to give a true and fair view of
the state of affairs of the Authority as at 31 December 2017

d) the accompanying statements of cash flows of the Authority is drawn up so to give a true and fair view of the cash
flows of the Authority for the year ended 31 Decemnber 2017

& at the date of this statement there are reasonable grounds to believe the Authority will be able to pay its debts as
and when they fall due; and

{f) all related party transactions have been adequately recorded in the books of the Authority

For and on behalf of the Board and in accordance with a resolution of the Directors

Dated this 28 day of March 2018.

Director Director
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Solomon Islands Office =
of the Auditor-General

INDEPENDENT AUDITOR'S REPORT
To the Board of the Solomon lslands Water Authority trading as Solomon Water
Report on the Audit of the Financial Statements

Qualified Opinion

I have in joint consultation with the Board of the Authority pursuant to the Solomon Islands Water Authority Act 1992
contracted Ernst & Young Fiji which is part of the EY International network to assist me to audit the accompanying
financial statemenis of Solomon Islands Water Authority (“the Autherity"), which comprise the statement of financial

position as at 31 December 2017, and the statement of comprehensive income, statement of changes in equity and statement

of cash flows for the vear then ended, and notes to the financial statements, including a summary of significant accounting
policies.

In my opinion, except for the possible effects of the matters described in the Basis for Qualified Opinion section of my
report, the accompanying financial statements give a true and fair view of the financial position of the Authority as at 31
December 2017, and of its financial performance and its cash [lows for the year then ended in accordance with International
Financial Reporting Standards (IFRS).

Basis for Qualified Opinion

The Authority changed legacy accounting and payroll software in August 2017 The data migration process was performed
by the new ERP staff based on data provided by the Authority The process of extraction from legacy system, import into
the new ERP and subsequent recongiliation and adjustments had not been documented in sufficient detail, which has resulted
in numerous errors and ongoing adjustments in the general ledger and subsidiary ledger This has further raised concemn
while reconciling the major areas of the accounting functionalities such as bank reconciliations, inventory reconciliations,
other assets and employee leave liabilities. As of the date of our report, management was still in the process of rectifying
the system deficiencies and correcting the errors with support of the new ERP staff. As a result of these matters, | was unable
to determine whether any adjustments might have been found necessary in respect of recorded or unrecorded inventories,
other assets, employee leave liabilities, reconciling bank transactions and the elements making up the statement of
comprehensive income, statement of changes in equity and statement of cash flows.

I conducted my audit in accordance with International Standards on Auditing (1SA). My responsibilities under those
standards are further described in the Auditor's Responsibilities for the Audit of the Financial Statements section of my
report. | am independent of the Authority in accordance with the Jnternational Ethics Standards Board for Accountant’s
Code of Ethics for Professional Accountants (IESBA Code) together with the ethical requirements that are relevant to my
audit of the financial statements in Solemon slands and | have fulfilled my other ethical responsibilities in accordance with
these requirements and the IESBA Code. | believe that the audit evidence | have obtained is sufficient and appropriate to
provide a basis for my qualified opinion.

Responsibilities of Management and Directors for the Financial Statements

Management and Directors are responsible for the preparation and fair presentation of the Financial Statements in accordance
with IFRS, and for such internal control as the management and Directors determine is necessary to enable the preparation
of the financial statements that are free from material misstatement, whether due to fraud or error

In preparing the financial statements, management and Directors are responsible for assessing the Authority’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the going concern basis
of accounting unless management and Directors either intend to liquidate the Authority or to cease operations, or have no
realistic alternative but to do so.

The management and Directors are responsible for overseeing the Authority’s financial reporting process.
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Auditor’s Responsibilities for the Audit of the Financial Statements

My objective is to obtain reasonable assurance about whether the Financial Statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditor’s report that includes my opinion. Reasonable assurance
is a high level of assurance, but is not guaranteed that an audit conducted in accordance with ISA will always detect a
material misstatement when it exists. Misstatements can arise from fraud or error and are considered material if, individually
or aggregate, they could reasonably be expected to influence the economic decisions of users taken on basis of the financial
slatements.

As part of an audit in accordance with I1SA, | exercise professional judgement and maintain professional scepticism
throughout the audit. 1 also:

o Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or error,
design and perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and
appropriate to provide a basis for my opinion. The risk of not detecting a material misstatement resulting from fraud
is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control.

s Obtain an understanding of internal control relevant to the audit 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
Authority’s internal control.

s  Evaluate the appropriateness of accounting policy used and the reasonableness of accounting estimates and related
disclosures made by management.

s Conclude on the appropriateness of the management’s and Directors” use of the going concern basis of accounting
and, based on the audit evidence obtained, whether a material uncertainty exists related to events or conditions that
may cast significant doubt on the Authority’s ability to continue as going concern. If | conclude that material
uncertainly exist, | am required to draw attention in my auditor’s report to the related disclosures in the financial
statements or, il such disclosures, are inadequate, 1o modify my opinion. My conclusion is based on the audit
evidence obtained up to the date of my auditor’s report.

s  Evaluate the averall presentation, structure and content of the financial statements, including the disclosures, and
whether the financial statement represent the underline transactions and events in a manner that achieves fair
presentation.

| communicate with the management and Directors regarding, among other matters, the planned scope and timing of the
audit and significant audit findings, including any significant deficiencies in internal control that | identified during my audit.

I also provide management and Directors with a statement that | have complied with relevant ethical requirements regarding
independence, and to communicate with them all relationships and other matters that may reasonably be thought to bear on
my independence, and where applicable, related safeguard.

Report on Other Legal and Regulatory Requirements
In accordance with the requirements of the Solomon Islands State Owned Enterprise Act 2007, in our opinion:
a)  proper books of account have been kept by the Authority, so far as it appears from my examination of those books, and
b the accompanying financial statements:

i) are in agreement with the books of account; and

ii) 1o the best of our information and according to the explanations given to me, give the information required by the

Solomon Islands State Owned Enterprise Act 2007 in the manner so required.
4

-
Peter Lokay Office of the Auditor General
Auditor — General Honiara, Solomon Islands

30 March 2018

SOLOMON ISLANDS WATER AUTHORITY ANNUAL REPORT 2017




SOLOMON ISLANDS WATER AUTHORITY
STATEMENT OF COMPREHENSIVE INCOME

FOR THE YEAR ENDED 31 DECEMBER 2017

Continuing operations
Operating income
Other income

Expenses

Corporate expenses
Depreciation and amortisation
Salaries and employee benefits
Impairment of financial assefs
Repairs and maintenance
Tools and uniforms

Utilities

Water treatment

Other expenses

Finance cosls
Net profit for the year

Other comprehensive income
Other comprehensive income

Total comprehensive income for the year

Notes

2.1
22

2.3

2.4

2.5

26

2017 2016

SBD SBD
88,815,469 91,874,650
11 739,611 20,520,328
100,555,080 112,394,978
16,187 158) (9,016,179)
10,987,832) 10,995,517)
(23,046,333) (20,078,728)
(2,941,664 (6,579,663)
(9,471 123) (7 782,085)
(761,896) 1,008,192)
(27,525,352) (28,959,547)
1 163,264) (884,804
(932,050) 1,613,548)
(93,016,672) (86,917,261
(202,211) (206,202)
7,336,197 25,271,515
7,336,197 25,271,515

The accompanying notes farm an integral part of the staterment of comprehensive income.
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SOLOMON ISLANDS WATER AUTHORITY

STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2017

MNotes
Contributed capital
Balance at the beginning of the year
Additional capital contribution
Balance at the end of the year 12

Asset revaluation reserve
Balance at the beginning of the year
Movement during the year

Balance at the end of the year

Retained earnings

Balance at the beginning of the year
Met comprehensive income for the year
Balance at the end of the year

Taotal Equity

2017 2016
SBD SEBD
Restated *
59,625,874 59,625,874
59,625 674 59,625,674
142,160 598 142,169,998
142,169,998 142,169,998
6,491,668 18,779,827)
7,336,197 25,271,515
13,827 885 6,491,688
215,623,757 208,287,560

* Certain amounts shown here do not correspond to the 2016 financial statements and reflect adjustments made

as detailed in notes 1.2{s and 17

The accompanying notes form an integral part of the statement of changes in equity
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SOLOMON ISLANDS WATER AUTHORITY
STATEMENT OF FINANCIAL POSITION

FOR THE YEAR ENDED 31 DECEMBER 2017

Assets

Current assets

Cash and cash equivalents
Trade and other receivables
Inventories

Prepayments and other assets
Receivable from related parties

Mon-current assets
Property plant and equipment
Intangibles

Total assets

Liabilities

Current liabilities

Trade and other payables
Employee benefits liability
Deferred revenue
Payable to related parties

Nen-current liabilities
Payable to related parties
Deferred revenue

Total liabilities

Total net assets

Equity

Capital contribution
Asset revaluation reserve
Retained earmings

Total equity

Total equity and liabilities

Motes

@ o oA W

14 (f)

10

1
14 e

14 e
11

12

2017 2016
SBD SBD
Restated *
63,816,465 70,961,828
16,013,022 17 004,490
8,302 851 10,533,597
1,889,708 3,088,000
2,794,598

92 906 644 101,587,915
291 197,282 271 744,705
207,307 19,208
291 404 569 271,763,913
384,311,213 373,351,828
15,427 198 12,268,192
1,887 723 2,299 081
18,287,041 32,057,220
2974 651 2,831,147
38 586,613 49 455 640
1 145,765 2022478
128,955 078 113,586,150
130,100,843 115,608,628
168 687 456 165,064,268
215,623,757 208,287 560
50 625,874 59625874
142,165,998 142,169,998
13,827,885 6,491,688
215,623,757 208,287 560
384,311,213 373,351,828

* Certain amounts shown here do not correspond to the 2016 financial statements and reflect adjustments made

as detailed in notes 1.2(s and 17

The accompanying notes form an infegral part of the statement of financial position

A / —

Director
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SOLOMON ISLANDS WATER AUTHORITY
STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED 31 DECEMEER 2017

2017 2016

MNote SBD SBD
Operating activities Restated *
Net profit 7,336,197 25,271,515
Adjustment to reconcile profit to net cash flows
MNon-cash:
Depreciation and amortisation of assets 10,987,832 10,996,517
Amortisation of deferred revenue (8,102,873) (6,940,510)
Gain on disposal of property plant and equipment (21,321
Amortisation of discount on interest free loan 217,037 217,037
Interest income 14,826) 10,835)
Movements in employee benefit liabiliies 411,358) (683,035)
Working capital adjustments:
MNon-cash;
Decrease/(increase in trade receivables 1788 304 (612 560)
Decreasel(increase in other receivables 1 198,292 (2,474,964
Deacreasel(increase in inventory 2140, 746 1,873,698)
Increase in trade and other creditors 3,159,006 2,108,341
Net cash flows from Operating Activities 14,700,428 23,897 807
Investing activities
Proceeds from sale of plant and equipment 125,000
Acquisition of plant and equipment (20,755,317) (5,821,670)
Purchase of intangible assets (265,228)
Interest received 10,835
MNet cash flows (used in) Investing Activities (20,895,545) {5,810,835)
Financing activities
Repayment of related party borrowings (950,245) {1,008,670)
Net cash flows (used in) Financing Activities (950,248) {1.008,870)
Met (decrease)/increase in cash held (7 145,363) 17,077 102
Cash at the beginning of the year 70,961,828 53,884 726
Cash at end of year K] 53,816,485 70,961,828

« Certain amounts shown here do not correspond to the 2016 financial statements and reflect adjustments made
as detailed in notes 1.2(s and 17

The accompanying notes form an integral part of the statement of cash flows,
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SOLOMON ISLANDS WATER AUTHORITY

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

1

11

Corporate Information

The financial statements of Solomon Islands Water Authority ("the Authorify") for the year ended 31 December
2017 were authorised for issue with a resolution of the Directors on me% of March, 2018. Sclomon Islands
Water Authority is a state owned enterprise established under the Solomon Islands Water Authority Act 1982,
The registered office and principal place is business is Mendana Awenue, Honiara, Sclomon Islands. The
principal activities of the Authority are described in Note 19, Information on other related party relationships of the
Authority is provided in Note 14,

Basis of preparation

The financial statements have been prepared on a historical cost basis, except for investment properties, land
and buildings classified as property plant and equipment, contingent consideration and non-cash distribution
liability that have been measured at fair value. The financial statements are presented in Solomon Island Dollars
and all values are rounded to the nearest dollar

The financial statements provide comparative information in respect of the previous period.

Statement of compliance
The financial statements of Sclomon Islands Water Authority have been prepared in accordance with

International Financial Reporting Standards (IFRS) as issued by the International Accounting Standards Board
(IASE).

1.2 Summary of significant accounting policies

a) Revenue recognition

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Authority
and the revenue can be reliably measured, regardless of when the payment is received. Revenue is
measured at the fair value of the consideration received or receivable, taking into account contractually
defined terms of payment and excluding taxes or duty The Authority has concluded that it is the principal in
all of its revenue arrangements since it is the primary obligor in all the revenue arrangements, has pricing
latitude, and is also exposed to credit risks. The specific recognition criteria described below must also be
met before revenue is recognised.

Revenue earnad from the provision of water services is measured at fair value of the consideration received
or receivable. Revenue is recognised when the service has been provided to the customer and consideration
is probable.

Interest income

For all financial instruments measured at amortised cost and interest-bearing financial assets classified as
avallable-for-sale, interest income is recorded using the effective interest rate (EIR). EIR is the rate that
exactly discounts the estimated future cash payments or receipts over the expected life of the financial
instrument or a shorter period, where appropriate, to the net carrying amount of the financial asset or liability
Interest income is included in finance income on the statement of profit or lass.

b) Government grants
Govemnment grants are recognised where these is reasonable assurance that the grant will be received and
all attached conditions will be complied with. When the grant relates to an expense item, it is recognised as
income on a systematic basis over the periods that the related costs, far which it is intended to compensate,
are expensed. When the grant relates to an asset, it is recognised as income in equal amounts over the
expected useful life of the related asset.

When the Authority received grants of non-monetary assets, the asset and the grant are recorded as nominal
amounts and released to profit and loss over the expected useful life in a pattern of consumption of the
benefit of the underlying asset.

11
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SOLOMON ISLANDS WATER AUTHORITY

MOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2017

1.2 Summary of significant accounting policies (continued)

<)

d)

Taxes
The Income and Revenue of the Authority is not subject to taxation under the Solomon Islands Water
Authority Act 1992,

Property, plant and equipment

Construction in progress, plant and equipment are stated at cost, net of accumulated depreciation and
accumulated impairment losses, if any Such cost includes the cost of replacing part of the plant and
equipment and borrowing costs for long-term construction projects if the recognition criteria are met. When
significant parts of plant and equipment are required to be replaced at intervals, the Authority depreciates
them separately based on their specific useful lives, Likewise, when a major inspection is performed, its cost
is recognised in the carrying amount of the plant and equipment as a replacement if the recognition criteria
are satisfied. All other repair and maintenance costs are recognised in profit or loss as incurred. The present
value of the expected cost for the decommissioning of an asset after its use is included in the cost of the
respective asset if the recognition criteria for a provision are met.

The impairment accounting policy for goodwill and intangible assets with indefinite lives similarly applies to
other nen-financial assets, including property plant and egquipment. Property plant and equipment
transferred from customers are initially measured at fair value at the date on which control is obtained.

A revaluation surplus is recorded in OCI and credited to the asset revaluation surplus in equity However lo
the extent that it reverses a revaluation deficit of the same asset previously recognised in profit or loss, the
increase is recognised in profit and loss. A revaluation deficit is recognised in the statement of profit or loss,
excepl to the extent that it offsets an existing surplus on the same assel recognised in the asset revaluation
surplus.

An annual transfer from the asset revaluation surplus to retained earnings is made for the difference between
depreciation based on the revalued carrying amount of the asset and depreciation based on the assels
original cost. Addiionally accumulated depreciation as at the revaluation date is eliminated against the gross
carrying amount of the asset and the net amount is restated to the revalued amount of the asset. Upon

disposal, any revaluation surplus relating to the particular asset being sold is transferred to relained earnings.

Depreciation is calculated using the diminishing balance method using rates as follows:

Land and buildings 5%
Water systems 3% 15%
Plant and equipment 3% 15%
Furniture & fittings 25%
Motor vehicles 40%

An itern of property plant and equipment and any significant part initially recognised is derecognised upon
disposal or when no future economic benefits are expected from its use or disposal. Any gain or loss arising
on derecognition of the asset calculated as the difference between the net disposal proceeds and the
carrying amounit of the asset) is included in the statement of profit or loss when the asset is derecognised.

The residual values, useful lives and methods of depreciation of property plant and equipment are reviewed
at each financial year end and adjusted prospectively if appropriate.
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SOLOMON ISLANDS WATER AUTHORITY

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2017

1.2 Summary of significant accounting policies (continued)

d) Property, plant and equipment

e)

Water systems and plant and equipment were revalued by Deloitte (Australia) in 2015, Due to the specialised
nature of the assets, the depreciated replacement cost approach was used to assess the fair value of the
majority of the water infrastructure assets and the market approach was used to value a small number of
maobile plant assets.

Intangible assets

Intangible assets acquired separately are measured on initial recognition at cost. The cost of intangible
assets acguired in a business combination is their fair value at the date of acquisifion. Following initial
recognition, intangible assets are carried at cost less any accumulated amortisation and accumulated
impairment losses. Internally generated intangibles, excluding capitalised development costs, are not
capitalised and the related expenditure is reflected in profit or loss in the period in which the expenditure is
incurred.

The useful lives of intangible assets are assessed as either finite or indefinite. Intangible assets with finite
lives are amortised over the useful economic life and assessed for impairment whenever there is an
indication that the intangible asset may be impaired. The amortisation period and the amortisation method for
an intangible asset with a finite useful life are reviewed at least at the end of each reporting period. Changes
in the expected useful life or the expected pattern of consumption of future economic benefits embodied in
the asset are considered to modify the amortisation period or method, as appropriate, and are treated as
changes in accounting estimates. The amortisation expense on intangible assets with finite lives is
recognised in the statement of profit or loss in the expense category that is consistent with the function of the
intangible assets.

Intangible assets with indefinite useful lives are not amortised, but are tested for impairment annually either
individually or at the cash-generating unit level. The assessment of indefinite life is reviewed annually to
determine whether the indefinite life continues to be supportable. If not, the change in useful life from
indefinite to finite is made on a prospective basis.

Gains or losses arising from derecognition of an intangible asset are measured as the difference between
the net disposal proceeds and the carrying amount of the asset and are recognised in the statement of profit
or loss when the asset is derecognised.

Leases

The determination of whether an arrangement is or contains) a lease is based on the substance of the
arrangement at the inception of the lease. The arrangement is, or contains, a lease if fulfilment of the
arrangement is dependent on the use of a specific asset or assets and the arrangement conveys a right to
use the asset or assets), even if that asset or those assets is not explicitly specified in an arrangement.

Authority as a lessee

A lease is classified at the inception date as a finance lease or an operating lease. A lease that transfers
substantially all the risks and rewards incidental to ownership to the Authority is classified as a finance lease.
Finance leases are capitalised at the commencement of the lease at the inception date fair value of the
leased property or if lower at the present value of the minimum lease payments. Lease payments are
apportioned between finance charges and reduction of the lease liability so as to achieve a constant rate of
interest on the remaining balance of the liabiity Finance charges are recognised in finance costs in the
staternent of profit or loss.
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SOLOMON ISLANDS WATER AUTHORITY
MOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMEER 2017

1.2 Summary of significant accounting policies (continued)

f)

g)

h)
U]

Leases (continued)

A leased assel is depreciated over the useful life of the asset. However if there is no reasonable certainty
that the Authority will obtain ownership by the end of the lease term, the asset is depreciated over the shorter
of the estimated useful life of the asset and the lease term.

An operating lease is a lease other than a finance lease. Operating lease payments are recognised as an
operating expense in the statement of profit or loss on a straight-line basis over the lease term.

Authority as a lessor

Leases in which the Authority does not transfer substantially all the risks and rewards of ownership of an
asset are classified as operating leases. Initial direct costs incurred in negotiating and arranging an operating
lease are added to the carrying amount of the leased asset and recognised over the lease term on the same
basis as rental income. Contingent rents are recognised as revenue in the period in which they are earned

Borrowing costs
Borrowing costs directly attributable to the acquisition, construction or production of an asset that necessarily

takes a substantial period of time to get ready for its intended use or sale are capitalised as part of the cost of
the asset. All other borrowing costs are expensed in the period in which they occur Borrowing costs consist

of interest and other costs that an entity incurs in connection with the borrowing of funds.

Financial instruments - initial recognition and subsequent measurement

Financial assets

Initial recognition and measurement

Financial assets are classified, at initial recognition, as financial assets at fair value through profit or loss,
loans and receivables, held-to-maturity investments, AFS financial assets, or as derivatives designated as
hedging instruments in an effective hedge, as appropriate. All financial assets are recognised initially at fair
value plus, in the case of financial assets not recorded at fair value through profit or loss, transaction costs
that are attributable to the acquisition of the financial asset Purchases or sales of financial assets that
require delivery of assets within a time frame established by regulation or convention in the market place
{reqular way trades are recognised on the trade date, i.e. the date that the Authority commits to purchase or
sell the asset.

The Authority's financial assets include cash and trade and other receivables.

Subsequent measurement
For purposes of subsequent measurement, financial assets are classified in four categories:

* Financial assets at fair value through profit or loss
*  Loans and receivables

*  Held-to-maturity investmeants

*  Available-for-sale (AFS) financial assets
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SOLOMON ISLANDS WATER AUTHORITY

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMEER 2017

1.2 Summary of significant accounting policies (continued)

h) Financial instruments - initial recognition and subsequent measurement (continued)

{i} Financial assets (continued)

Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss include financial assets held for trading and financial
assets designated upon initial recognition at fair value through profit or loss. Financial assets are classified as
held for trading if they are acquired for the purpose of selling or repurchasing in the near term. Derivalives,
including separated embedded derivatives, are also classified as held for trading unless they are designated
as effective hedging instruments as defined by IAS 39. The Authority has not designated any financial assets
at fair value through profit or loss. Financial assets at fair value through profit or loss are carried in the
statement of financial position at fair value with net changes in fair value presented as finance cosls
{negative net changes in fair value or finance income (positive net changes in fair value in the statement of
profit or loss.

Derivatives embedded in host contracts are accounted for as separate derivatives and recorded at fair value
if their economic characteristics and risks are not closely related to those of the host contracts and the host
confracts are not held for trading or designated at fair value though profit or loss. These embedded
derivatives are measured at fair value with changes in fair value recognised in profit or loss, Reassessment
only accurs if there is either a change in the terms of the contract that significantly modifies the cash flows
that would otherwise be required or a reclassification of a financial asset out of the fair value through profit or
loss category

Loans and receivables

This category is the most relevant to the Authority Loans and receivables are non-derivative financial assets
with fixed or determinable payments that are not quoted in an active market. After initial measurement, such
financial assets are subsequently measured at amortised cost using the EIR method, less impairment,
Amortised cost is calculated by taking into account any discount or premium on acquisition and fees or costs
that are an integral part of the EIR. The EIR amortisation is included in finance income in the statement of
profit or loss. The losses arising from impairment are recognised in the statement of profit or loss in finance
costs for loans and in cost of sales or other operating expenses for receivables. This category generally
applies to trade and other receivables. For more information on receivables, refer to Note 4.

Held-to-maturity investmeants

Mon-derivative financial assets with fixed or determinable payments and fixed maturities are classified as
held to maturity when the Authority has the positive intention and ability to hold them to maturity After initial
measurement, held to maturity investments are measured at amortised cost using the EIR, less impairment
Amortised cost is calculated by taking into account any discount or premium on acquisition and fees or costs
that are an integral part of the EIR. The EIR amortisation is included as finance income in the statement of
profit or loss. The losses arising from impairment are recognised in the statement of profit or loss as finance
costs. The Authority did not have any held-to-maturity investments during the years ended 31 December
2017 and 2016.

AFS financial assets include equity investments and debt securities. Equity investments classified as AFS
are those that are neither classified as held for trading nor designated at fair value through profit or loss. Debt
securities in this category are those that are intended to be held for an indefinite period of time and that may
be sold in response to needs for liquidity or in response to changes in market conditions.
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SOLOMON ISLANDS WATER AUTHORITY

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2017

1.2 Summary of significant accounting policies (continued)

h)
(i)

(i)

Financial instruments - initial recognition and subsequent measurement (continued)

Financial assets (continued)

Available-for-sale financial assets

After initial measurement, AFS financial assets are subsequently measured at fair value with unrealised
gains or losses recognised in OCI and credited to the AFS reserve until the investment is derecognised, at
which time, the cumulative gain or loss is recognised in other operating income, or the investment is
determined to be impaired, when the cumulative loss is reclassified from the AFS reserve to the statement of
profit or loss in finance costs. Interest eamed whilst holding AFS financial assets is reported as interest
income using the EIR method.

The Authority evaluates whether the ability and intention to sell its AFS financial assets in the near term is still
appropriate. When, in rare circumstances, the Authority is unable to trade these financial assets due to
inactive markets, the Authority may elect to reclassify these financial assets if management has the ability
and intention to hold the assets for the foresesable future or until maturity

Derecognition
A financial asset or where applicable, a part of a financial asset or part of a group of similar financial assets

is primarily derecognised (i.e. removed from the Authority’s statement of financial position) when:
* The rights to receive cash flows from the asset have expired: or

+ The Authority has transferred its rights to receive cash flows from the asset or has assumed an obligation
to pay the received cash flows in full without material delay to a third party under a ‘pass-through'
arrangement; and either (a) the Authority has transferred substantially all the risks and rewards of the
asset, or (b the Authority has neither transferred nor retained substantially all the risks and rewards of
the asset, but has transferred control of the asset.

When the Authority has transferred its rights to receive cash flows from an asset or has entered into a
passthrough arrangement, it evaluates if and to what extent, it has retained the risks and rewards of
ownership. When it has neither transferred nor retained substantially all of the risks and rewards of the asset,
nor transferred control of the asset, the Authority continues to recognise the transferred asset to the extent of
its continuing involvement. In that case, the Authority also recognises an associated liability The transferred
asset and the associated liability are measured on a basis that reflects the rights and obligations that the
Autharity has retained.

Impairment of financial assels
The Authority assesses, at each reporting date, whether there is objective evidence that a financial asset or a

group of financial assets is impaired. An impairment exists if one or more events that has occurred since the
initial recognition of the asset (an incurred ‘loss event’), has an impact on the estimated future cash flows of
the financial asset or the group of financial assets that can be reliably estimated. Evidence of impairment
may include indications that the debtors or a group of debtors is experiencing significant financial difficulty

default or delinquency in interest or principal payments, the probability that they will enter bankruptcy or other
financial reorganisation and observable data indicating that there is a measurable decrease in the estimated
future cash flows, such as changes in arrears or economic conditions that correlate with defaults.
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SOLOMON ISLANDS WATER AUTHORITY

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMEER 2017

1.2 Summary of significant accounting policies (continued)

h) Financial instruments - initial recognition and subsequent measurement (continued)

{ii) Impairment of financial assets (continued)

Continuing invalvement that takes the form of a guarantee over the transferred asset is measured at the
lower of the original carrying amount of the asset and the maximum amount of consideration that the
Authority could be required to repay

Financial assets carried at amortised cost
For financial assets carried at amortised cost, the Authority first assesses whether impairment exists

individually for financial assets that are individually significant, or collectively for financial assets that are not
individually significant. If the Authority determines that no objective evidence of impairment exists for an
individually assessed financial asset, whether significant or not, it includes the asset in a group of financial
assets with similar credit risk characteristics and collectively assesses them for impairment. Assets that are
individually assessed for impairment and for which an impairment loss is, or continues to be, recognised are
not included in a collective assessment of impairment.

The amount of any impairment loss identified is measured as the difference between the asset's carrying
amount and the present value of estimated future cash flows excluding future expected credit losses that
have not yet been incurred). The present value of the estimated future cash flows is discounted at the
financial asset's original EIR.

The carrying amount of the asset is reduced through the use of an allowance account and the loss is
recognised in the statement of profit or loss. Interest income {recorded as finance income in the statement of
profit or loss continues to be accrued on the reduced carrying amount using the rate of interest used to
discount the future cash flows for the purpose of measuring the impairment loss. Loans, together with the
associated allowance are written off when there is no realistic prospect of future recovery and all collateral
has been realised or has been transferred to the Authority If in a subsequent year the amount of the
estimated impairment loss increases or decreases because of an event occuming after the impairment was
recognised, the previously recognised impairment loss is increased or reduced by adjusting the allowance
account. If a write-off is later recovered, the recovery is credited to finance costs in the statement of profit or
loss.

(iii) Financial liabilities

Initial recognition and measurement
Financial liabilities are classified, at initial recognition, as financial liabilities at fair value through profit or loss,

loans and borrowings, payables, or as derivatives designated as hedging instruments in an effective hedge,
as appropriate. All financial liabilities are recognised initially at fair value and, in the case of loans and
borrowings and payables, net of directly attributable transaction costs. The Authority’s financial liabilities
include trade and other payables.

Subsequent measurement
The subsequent measurement of financial liabilities depends on their classification as follows:

Financial liabilities at fair value through profit or loss include financial liabilities held for trading and financial
liabilities designated upon initial recognition as at fair value through profit or loss.
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SOLOMON ISLANDS WATER AUTHORITY

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMEER 2017

1.2 Summary of significant accounting policies (continued)
(iii) Financial liahilities

Financial liabilities at fair value through profit or loss
Financial liabilities are classified as held for trading if they are incurred for the purpose of repurchasing in the

near term. This category also includes derivative financial instruments entered into by the Authority that are
not designated as hedging instruments in hedge relationships as defined by 1AS 38, Separated embedded
derivatives are also classified as held for trading unless they are designated as effective hedging

instruments. Gains or losses on liabilities held for trading are recognised in the statement of profit or loss.

Financial liabilities designated upon initial recognition at fair value through profit or loss are designated at the
initial date of recognition, and only if the criteria in |1AS 39 are satisfied. The Authority has not designated any
financial liability as at fair value through profit or loss

Loans and borrowings

After initial recognition, interest-bearing loans and borrowings are subsequently measured at amortised cost
using the EIR method, Gains and losses are recognised in profit or loss when the liabilities are derecognised
as well as through the EIR amortisation process,

Amortised cost is calculated by taking into account any discount or premium on acquisition and fees or costs
that are an integral part of the EIR. The EIR amortisation is included as finance costs in the statement of
profit or loss. This category generally applies to interest-bearing loans and borrowings.

Derecogniton

A financial liability is derecognised when the obligation under the liability is discharged or cancelled or
expires. When an existing financial liability is replaced by another from the same lender on substantially
different terms, or the terms of an existing liability are substantially modified, such an exchange or
medification is treated as the derecognition of the original liability and the recognition of a new liability The
difference in the respective carrying amounts is recognised in the statement of profit or loss

(iv) Offsetting of financial instruments

iv)

Financial assets and financial liabilities are offset and the net amount is reported in the statement of financial
position if there is a currently enforceable legal right to offset the recognised amounts and there is an
intention to settle on a net basis, to realise the assets and settle the liabilities simultaneously

Fair value of financial instruments
The fair value of financial instruments that are traded in active markets at each reporting date is determined

by reference to quoted market prices or dealer price quotations (bid price for long positions and ask price for
short positions), without any deduction for transaction costs.

For financial instruments not traded in an active market, the fair value is determined using appropriate
valuation techniques. Such techniques may include using recent arm's length market transactions; reference
to the current fair value of another instrument that is substantially the same; discounted cash flow analysis or
other valuation models.

An analysis of fair values of financial instruments and further details as to how they are measured are
provided in Note 16.
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SOLOMON ISLANDS WATER AUTHORITY

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2017

1.2 Summary of significant accounting policies (continued)

i) Inventories
Inventories are valued at the lower of cost and net realisable value.
Costs incurred in bringing each product to its present location and condition are accounted for as follows:

*  Raw materials: purchase cost on a first-inffirst-out basis;
» Finished goods and work in progress: cost of direct materials and labour and a proportion of

manufacturing overheads based on the normal operating capacity but excluding borrowing costs.

Initial cost of inventories includes the transfer of gains and losses on qualifying cash flow hedges, recognised
in QCI, in respect of the purchases of raw materials.

Met realisable value is the estimated selling price in the ordinary course of business, less estimated costs of
completion and the estimated costs necessary to make the sale.

jI Impairment of non financial assets
Further disclosures relating to impairment of non-financial assets are also provided in the following notes:
+ Disclosures for significant assumptions Mote 1.4
+  Property plant and equipment Mote 9

The Authority assesses, at each reporting date, whether there is an indication that an asset may be impaired.
If any indication exists, or when annual impairment testing for an asset is required, the Authority estimates
the assel’s recoverable amount. An assel’s recoverable amount is the higher of an assetl's or CGU's fair
value less costs of disposal and its value in use. The recoverable amount is determined for an individual
asset, unless the asset does not generate cash inflows that are largely independent of those from other
assets or Authority's of assets. When the carrying amount of an asset or CGU exceeds its recoverable
amount, the asset is considered impaired and is written down to its recoverable amount.

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 meney and the risks specific
to the asset In determining fair value less costs of disposal, recent market transactions are taken into
account, If no such transactions can be identified, an appropriate valuation model is used, These calculations
are corroborated by valuation multiples, quoted share prices for publicly traded companies or other available
fair value indicators.

The Authority bases its impairment calculation on detailed budgets and forecast calculations, which are
prepared separately for each of the Authority's CGUs to which the individual assets are allocated. These
budgets and forecast calculations generally cover a period of five years. A long-term growth rate is calculated
and applied to project future cash flows after the fifth year

Impairment losses of continuing operations are recognised in the statement of profit or loss in expense
categories consistent with the function of the impaired asset. except for properties previously revalued with
the revaluation taken to OCI. For such properties, the impairment is recognised in OCI up to the amount of
any previous revaluation,
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SOLOMON ISLANDS WATER AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMEER 2017

1.2 Summary of significant accounting policies (continued)

il Impairment of non financial assets

k)

m

—

For assets excluding goodwill, an assessment is made at each reporting date to determine whether there is
an indication that previously recognised impairment losses no longer exist or have decreased. If such
indication exists, the Authority estimates the asset's or CGU's recoverable amount. A previously recognised
impairment loss is reversed only if there has been a change in the assumplions used to determine the
asset's recoverable amount since the last impairment loss was recognised. The reversal is limited so that the
carrying amount of the asset does not exceed its recoverable amount, nor exceed the carrying amaount that
would have been determined, net of depreciation, had no impairment loss been recognised for the asset in
prior years, Such reversal is recognised in the statement of profit or loss unless the asset is carried at a
revalued amount, in which case, the reversal is treated as a revaluation increase.

Cash and cash equivalents

Cash and short-term deposits in the statement of financial position comprise cash at banks and on hand and
short-term deposits with a maturity of three months or less, which are subject to an insignificant risk of
changes in value. For the purpose of the statement of cash flows, cash and cash equivalents consist of cash
and short-term deposits as defined above.

Provisions
Provisions are recognised when the Authority has a present obligation (legal or constructive as a result of a

past event, it is probable that an outflow of resources embodying economic benefits will be required to settle
the abligation and a reliable estimate can be made of the amount of the obligation. When the Authority
expects some or all of a provision to be reimbursed, for example, under an insurance contract, the
reimbursement is recognised as a separate asset, but only when the reimbursement is virtually certain. The
expense relating to a provision is presented in the statemeant of profit or loss net of any reimbursement.

If the effect of the time value of money is material, provisions are discounted using a current pre-tax rate that
reflects, when appropriate, the risks specific to the liability When discounting is used, the increase in the
provision due to the passage of time is recognised as a finance cost.

Employee entitlements
Provisions are made for wages and salaries, incentive payments and annual leave estimated to be payable

to employees at balance date on the basis of statutory and contractual reguirements.

i} Defined contribution plans
A defined contribution plan is a post-employment plan under which an entity pays fixed contributions into a

separate entity and will have no legal or constructive obligation to pay further amounts. The Authority deducts
and pays 5 per cent of the employees gross salaries and contributes 7.5 per cent of employees gross
salaries to the Solomon |slands National Provident Fund. Obligations for contributions are recognised as
employee benefit expense in profit or loss in the period during which services are rendered by employees,

iy Short term benefits
Short-term employee benefit are measured on an undiscounted basis and are expensed in the profit or loss

as the related services is provided,
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SOLOMON ISLANDS WATER AUTHORITY

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMEER 2017

1.2 Summary of significant accounting policies (continued)

n)

o)

P}

q)

r

Trade and other payables
Liabilities for trade creditors and other amounts are carried at cost (inclusive of Consumption Tax where

applicable which is the fair value of the consideration to be paid in the future for goods and services received
whether or not billed to the Authority Amounts payable that have been denominated in foreign currencies

have been translated to local currency using the rates of exchange ruling at the end of the financial period

Comparative figures
Comparative figures have been amended where necessary for changes in presentation in the current period.

Segment information

A business segment is a group of assets and operations engaged in providing products or services that are
subject to risks and returns that are different from those of other business segments. A geographical
segment is engaged in providing products and services within a particular economic environment that are
subject to risks and returns that are different from those of segments operating in other economic
environment.

ia) Industry segment
The Autharity operates in the water services industry

(b Geographical segment
The Authority operates only in the Solomon Islands and is therefore one geographical area for reporting

purposes.

Foreign currencies

The Authority's financial statements are presented in Solomon dollars, which is also the Authority's functional
currency The Authority determines the functional currency and items included in the financial statements are
measured using that functional currency

Transactions in foreign currencies are initially recorded by the Authority at their respective functional currency
spot rates at the date the transaction first gualifies for recognition. Monetary assels and liabilities
denominated in foreign currencies are translated at the functional currency spot rates of exchange at the
reporting date. Differences arising on settlement or translation of monetary items are recognised in profit or
loss,

Non-monetary items that are measured in terms of historical cost in a foreign currency are translated using
the exchange rates at the dates of the initial transactions. Non-monetary items measured at fair value in a
foreign currency are translated using the exchange rates at the date when the fair value is determined. The
gain or loss arising on translation of non-monetary items measured at fair value is treated in line with the
recognition of the gain or loss on the change in fair value of the item (i.e. translation differences on items
whose fair value gain or loss is recognised in OCI or profit or loss are also recognised in OCI or profit or loss,
respectively).

Grants
An unconditional grant related to an asset is recognised in profit or loss as other income when the grant
becomes receivable.
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SOLOMON ISLANDS WATER AUTHORITY

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2017

1.2 Summary of significant accounting policies (continued)

r) Grants (continued)
Other grants are recognised initially as deferred income at fair value when there is reasonable assurance that

they will be received and the Authority will comply with the conditions associated with the grant and are then
recognised in profit or loss as other income on a systematic basis over the useful life of the asset, Grants
that compensate the Authority for expenses incurred are recognised in profit or loss as other income on a
systernatic basis in the same periods in which the expenses are recognised.

s) Changes in accounting policy and disclosures
IAS 8 Accounting Policies, Estimates and Errors
The general principle in 1AS 8 Accounting Policies, Estimates and Errors is that an entity shall correct a
material prior period errar retrospectively in the first financial staterments for issue after its discovery by
restating the comparative amounts for the prior period(s) presented in which the error occurred or if the error
occurred before the earliest prior period presented, restating the opening balances of assets, liabilities and
equity for the earliest prior period presented.

1.3 Changes in accounting policy and disclosures

Mew and amended standards and interpretations

The Authority applied for the first time certain standards and amendments, which are effective for annual period
beginning on or after 1 January 2017 The Authority has not early adopted any other standard, interpretation or
amendment that has been issued but is not yet effective.

The nature and the effect of these changes are disclosed below Although these new standards and amendments
are applied for the first time in 2017 they did not have a material impact on the annual financial statements of the
Authority The nature and the impact of each new standard or amendment is described below

*  Amendments to |AS 7 Statement of Cash Flows: Disclosure Initiative
The amendments require entities to provide disclosure of changes in their liabilities arising from financing

activities, including both changes arising from cash flows and non-cash changes such as foreign exchange
gains or losses).

*  Annual Improvements Cycle - 2014-2016
Amendments to IFRS 12 Disclosure of Interests in Other Entities: Clarification of the scope of

disclosure requirements in IFRS 12
The amendments clarify that the disclosure requirements in IFRS 12 apply to an entity's interest in a

subsidiary a joint venture or an associate or a portion of its interest in a joint venture or an associate that is
classified or included in a disposal group that is classified) as held for sale.

As at 31 December 2017 the Authority did not classify any its interest in Other entities and these
amendments did not affect the Authority's financial statements.

1.4 Significant accounting judgments, estimates and assumptions

The preparation of the Authority's financial statements requires management to make judgements, estimates and
assumplions that affect the reported amounts of revenues, expenses. assets and liabilities, and the
acAuthoritying disclosures, and the disclosure of contingent liabilities. Uncertainty about these assumptions and
estimates could result in cutcomes that require a material adjustment to the carrying amount of assets or
liabilities affected in future periods.

Judgements

In the process of applying the Authority's accounting policies, management has made the following judgements,
which have the most significant effect on the amounts recognised in the financial statements:
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SOLOMON ISLANDS WATER AUTHORITY

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2017

1.4 Significant accounting judgments, estimates and assumptions (continued)

Estimates and assumptions

The key assumptions concerning the future and other key sources of estimation uncertainty at the reporting date,
that have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within
the next financial year are also described in the individual notes of the related financial statement line items
below The Authority based its assumptions and estimates on parameters available when the financial staternents
were prepared, Existing circumstances and assumplions about future developments, however may change due
to market changes or circumstances arising that are beyond the control of the Authority Such changes are
reflected in the assumptions when they occur

1.5 Standards issued but not yet effective

The standards and interpretations that are issued, but not yet effective, up to the date of issuance of the
Authority's financial statements are disclosed below The Authority intends to adopt these standards, if applicable,
when they become effective,

IFRS 9 Financial Instruments

In July 2014, the |ASE issued the final version of IFRS 9 Financial Instruments that replaces IAS 39 Financial
Instruments: Recognition and Measurement and all previous versions of IFRS 9. IFRS 9 brings together all three
aspects of the accounting for financial instrurments project: classification and measurement, impairment and
hedge accounting. IFRS 9 is effective for annual periods beginning on or after 1 January 2018, with early
application permitted. Except for hedge accounting, retrospective application is required but providing
comparative information i not compulsory For hedge accounting, the requirements are generally applied
prospectively with some limited exceptions. The Authority plans to adopt the new standard on the required
effective date and will not restate comparative information,

IFRS 15 Revenue from Contracts with Customers

IFRS 15 was issued in May 2014, and amended in April 2016, and establishes a five-step model to account for
revenue arising from contracts with customers. Under IFRS 15, revenue is recognised at an amount that reflects
the consideration to which an entity expects to be entitled in exchange for transferring goods or services fo a

customer

The new revenue standard will supersede all current revenue recognition requirements under IFRS. Either a full
retrospective application or a modified retrospective application is required for annual periods beginning on or
after 1 January 2018, Early adoption is permitted. The Authority plans to adopt the new standard on the required
effective date using the full retrospective method.

IFRS 16 Leases
IFRS 16 was issued in January 2016 and it replaces IAS 17 Leases, IFRIC 4 Determining whether an

Arrangement contains a Lease, SIC-15 Operating Leases-Incentives and SIC-27 Evaluating the Substance of
Transactions Involving the Legal Form of a Lease. IFRS 16 sets out the principles for the recognition,
measurement, presentation and disclosure of leases and requires lessees to account for all leases under a single
on-balance sheet model similar to the accounting for finance leases under 1AS 17 The standard includes two
recognition exemptions for lessees — leases of 'low-value' assets e.g.. personal computers) and short-term
leases (i.e. leases with a lease term of 12 months or less). At the commencement date of a lease, a lessee will
recognise a liability to make lease payments (i.e. the lease liability) and an asset representing the right to use the
underlying asset during the lease term (i.e. the right-of-use asset). Lessees will be required to separalely
recognise the interest expense on the lease liability and the depreciation expense on the right-of-use asset.
23

SOLOMON ISLANDS WATER AUTHORITY ANNUAL REPORT 2017




SOLOMON ISLANDS WATER AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2017

1.5 Standards issued but not yet effective
IFRS 16 Leases (continued)

Lessees will be also required to remeasure the lease liability upon the occurrence of certain events eg. a
change in the lease term, a change in future lease payments resulting from a change in an index or rate used to
determine those payments). The lessee will generally recognise the amount of the remeasurement of the lease

liability as an adjustment to the right-of-use asset,

Lessor accounting under IFRS 16 is substantially unchanged from today's accounting under 1S 17 Lessors will
continue to classify all leases using the same classification principle as in 1AS 17 and distinguish between two

types of leases: operating and finance leases.

IFRS 16 also requires lessees and lessors to make more extensive disclosures than under 145 17

IFRS 16 is effective for annual periods beginning on or after 1 January 2019, Early application is permitted, but
not before an entity applies IFRS 15. A lessee can choose to apply the standard using either a full retrospective or
a modified retrospective approach. The standard's transition provisions permit certain reliefs,

2. Operating revenue and expenses
Included in revenue are:

2.1 Operating income
Water fees and charges
Standing charges
Disconnections/reconnection charges

2.2 Other income

Gain on sale of property plant and equipment

Miscellaneous income

Bad debts recovered

Solomon Islands Government  CS0 grant
Amaortisation of deferred revenue

Grants received from Government of Australia

SOLOMON ISLANDS WATER AUTHORITY ANNUAL REPORT 2017
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2017 2016
SED SBD
81,931,909 85,322,142
5.595179 5,004 BG4
1,288,381 1,547 644
88,815,469 91,874,650
21,321 25,705
3,028,541 3,961,289
586,876 672,165
4 636,000
8,102,873 8,040,517
2,284 652
11,739,611 20,520,328




SOLOMON ISLANDS WATER AUTHORITY

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMEER 2017

2. Operating revenue and expenses
Included in expenses are:

2.3 Corporate expenses
Advertising
Auditors' remuneration
Board allowances
Travel and transport
Printing, freight and stationery
Insurance
Lease rentals
Software training and computer consumables
Telephone
Other expenses

2.4 Salaries and employee benefits
Wages and salaries
Key management personnel
Superannuation
House rentals and allowances

2.5 Other expenses
Other expenses
Australian Government Department of Foreign Affairs and Trade

2.6 Finance (costs)/income
Amortisation of discount SIEA
Interest received

3. Cash and cash equivalents

2017 2016
SBD SBD
187,971 252113
420,224 247,075
42 400 41 160
748 496 415,142
1,221 180 1173,517
711,250 428,024
1179,402 1 149,337
2,027,351 1,274,439
1,083,011 917 742
8,555,863 3,116,630
16,187,158 9,016,179
SBD SBD
11,331,425 8,740,847
2,240,713 1,431,325
1,353,474 1,290,708
8,120,721 8,615,848
23,046,333 20,078,728
SBD SBD
522 620 321189
409,430 1,292 357
932,050 1,613,546
SBD SBD
(217,037} (217,037)
14,826 10,835
(202,211} (206,202)

Cash and cash equivalents consist of cash on hand, cash at bank and short term deposits. Cash and cash

equivalents included in the statements of cash flows comprise the following balance sheet amounts:

Cash at bank

Cash in hand

Term deposits

Cash at bank and on hand

4. Trade and other receivables
Trade receivables
Provision for impairment of receivables

SBD SBD
57,248,750 64,401 103
11,487 17,300
6,556,228 6,543,425
63,816,465 70,961,628

SEBD SED
34,914,532 38,795,885

(18,901,510) (21 791,395)

16,013,022 17,004,480

Trade and other receivables are non-interest bearing and are generally on a 30 90 day terms.
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SOLOMON ISLANDS WATER AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2017

. Trade and other receivables (continued) 2017 2016
At 31 December the ageing analysis of trade receivables for the Authority is as follows;
Neither past due Past due but not impaired
Total 80 90 days = 80 days
SBD SBD SED
2017 16,013,022 2227738 4118720
2016 17,004,490 2,601,268 3,275,792
Movements in the provigion for impairment of receivables were as follows:
SBD SBD
Opening balance (21 791,395) (25,803,584
Charge for the year (2,941 664 (6,579,663)
Utilised 5,831,549 10,591,852
(18,901,510) (21,791,385)
. Inventories SBD SBD
Stores and consumables 7,043,875 9,228,303
Goods in transit 1,348,976 1,305,294
8,392,851 10,533,597
. Prepayments and other assets SED SBD
Other debtors G697 624 2,304,620
Prepayments 1,192,084 783,380
1,888,708 3,088,000
Trade and other payables SBD SBD
Current
Trade payables 4,205,955 1,065,640
Other payables 1,802,502 2,737,903
Water deposits 9,418,741 8,474,649
15,427,158 12,268,192
Trade payables are non interest bearing and are normally settled on 30 day terms.
. Employee benefit liability SBD SBD
Employee entitlterments
Balance at the beginning of year 2,299,081 2,982,116
Met movement during the year (411,358) (6683,033)
Balance at the end of year 1.887.723 2,299,081
Represented by
Annual leave 915,064 915,064
Long service benefit 786,357 1197 715
Long service leave 186,302 186,302
1,887,723 2,299,081
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SOLOMON ISLANDS WATER AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMEER 2017

2017 2016
10. Intangible assets SBD SBD
Software costs:
At 1 January 187,580 187,580
Additions 265,228
At 31 December 452 BO8 187,580
Amortisation and impairment:
At 1 January 168,372 129,959
Amortisation for the period 77,129 38,413
At 31 December 245 501 168,372
Met book value: 207,307 19,208
11 Deferred revenue SBD SBD
Donor Funds Received for Capital Projects and Unspent
Australian Government Department of Foreign Affairs and Trade 10,194,168 23,116,711
10,194,168 23,116,711
Donor Funds Received for Capital Projects and Spent
Australian Government Department of Foreign Affairs and Trade 32,459,652 12,267 544
Japan International Cooperation Agency 101,524,729 107,008,821
Solomon Islands Government 3,073,570 3,250,194
137,057,951 122,526,659
The deferred income is shown on the statement of financial position as follows:
Current 18,297,041 32,057,220
MNon-current 128,955,078 113,586,150
147,252,119 145,643,370
12. Contributed capital SBD SBD
Contributed capital at the beginning of the year 59,625,874 59,625,874
Additional capital contribution during the year
Contributed capital at the end of the year 58,625,874 59,625,874

Capital represents Government's contribution on the establishment of Solomon Islands Water Authority

13. Commitments and contingent liabilities
(8] Contingent liabilities

SBD

SED

(i) In March 2011 14 former employees filed complaints before the Trade Disputes Panel ("Panel’). They
alleged they were unfairly dismissed from employment. The last hearing of this case was on 2nd September

2016, The matter was adjourned after a brief hearing to allow for final submission to be made.

(i) The Authority is a plaintiff in several litigations brought by creditors and employees. The Directors believe

these litigations will not have a material effect on the financial statements.

b Capital commitments

27

SOLOMON ISLANDS WATER AUTHORITY ANNUAL REPORT 2017




SOLOMON ISLANDS WATER AUTHORITY

MOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2017

2017 2016
13. Commitments and contingent liabilities (continued) SBD SBD
c} Operating leases commitments contracted for building rentals
Fulure operating lease rentals not provided for in the financial statements and payable:
Mot later than one year 970,181 830,500
Later than one year but not later than five years 166,100
970,161 996.600

14. Related party transactions
(a) Directors

(b

The names of persons who were directors of Solomen Islands Water Authority at any time during the
financial year are as follows:

*  Mr Phil Bradford

*  Mr David Laurie

*  Mr Carson Karowa

*  Mr Trevor Palmer

* Ms, Ethel Frances

Controlling Entities
The ulimate parent of the Authority is the Solomon Islands Government,

c) Compensation of key management personnel SBD SBD
Short term employee benefits 2,240,713 1,431,325
d} Transactions with related parties

Transactions with related parties during the year ended 31 December 2017 with approximate transaction
value are summarnsed as follows,

Directors SBD SBD

Directors remuneration and expenses 42 400 41,160
e Amount owed to related parties SED SBD

MNan-current

Solomon Islands Electricity Authority 1,145,765 2,022,478

Current

Solomon Islands Electricity Authority 2,974,651 2,831,147

The Debt Agreement with Solomon Islands Electricity Authority is an interest free loan over 8 years,
repayable in equal monthly instalments which commenced 1st January 2013, If default of payment occurs at
any time a default interest rate of interest, being the daily Business Index Rate published by the three main

banks in Honiara, will be applied to the period of default.

{f} Amount receivable from related parties SBD SED
Current
SIG  Ministry of Infrastructure Development 2,359,598
SIG  Ministry of Mines, Energy and Rural Electrification 435,000
2,794,598
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SOLOMON ISLANDS WATER AUTHORITY

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2017

15. Financial risk management objectives and policies

The principal financial liabilities comprise interest bearing borrowings and trade payables. The main purpose of
these financial liabilities is to raise finance for the Authority's operations. The Authority has various financial
assels such as trade receivables and cash, which arise directly from its operations.

The main risk arising from the Authority's financial statements are liquidity and credit risk. The Board of Directors
reviews and agrees policies for managing each of these risks which are summarised below

Liguidity risk

The Authority monitors its risk to a shortage of funds using a recurring liquidity planning tool. This tool considers
the maturity of both its financial investments and financial assets e.g. accounts receivables, other financial
assets and projected cash flows from operations.

The table below summarises the maturity profile of the Authority's financial liabilities at 31 December 2017 based
on contractual undiscounted payments.

Trade and Payable to
other payables related parties Total
31 December 2017 SBD SBD SBD
3 to 12 months 15,427 198 2,974 651 18,401 849
1 2years 837,500 937,500
= 2 years 208,265 208 265
15,427,198 4,120,416 19,547 614
Trade and Payable to
other payables  related party Total
31 December 2016 SED SBD SED
3 to 12 months 12,266,192 2022478 14,280,670
1 2vyears 837,500 937 500
= 2 years 1,593,647 1,803,647
12,268,192 4,853,625 17,121 817

Credit risk

Credit risk is the risk that a counterparty will not meet its cbligations under a financial instrument or customer
contract, leading to a financial loss. The Authority is exposed to credit risk from its operating activities (primarily
trade receivables and from financing activities, including deposits with banks and financial institutions, foreign
exchange transactions and other financial instruments.

Trade Receivables

Customer credit risk is managed subject to the Authority’s established policy procedures and control relating to
customer credit risk management. Quistanding customer receivables are regularly monitored and water services
disconnected where accounts are outstanding greater than 30 days.

An impairment analysis is performed at each reporting date collectively for all customer accounts. The calculation
is based on actual incurred historic data. The maximum exposure to credit risk at the reporting date is disclosed
in Mote 4, The Authority holds cash collateral of SBD 9,418,741 against the collective accounts. The Authority
evaluates the concentration of risk with respect to trade receivables as high.
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SOLOMON ISLANDS WATER AUTHORITY

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2017

16. Financial instruments
Set out below is a2 comparison by category of carrying amounts and fair values of all of the Authority’s financial
instrument that are camied on the financial statements.

Carrying amount Fair Value
2017 2016 2017 2016
Financial assels SBD SBD SBD SBD
Cash 63,816,465 70,961,828 63,816,465 70,961,828
Trade and other receivables 16,013,022 17,004 450 16,013,022 17,004,490
79,829 487 B7,966,318 79,829 487 87,966,318
Financial liabilities
Trade and other payables 15,427,198 12,268,192 15,427,198 12,268,192

The fair value of derivatives and borrowings has been calculated by discounting the expected future cash flows at
prevailing interest rates. The fair value of financial assets have been calculated using market interest rates.

17 Changes in accounting policies, estimates and errors
The following components have been re-stated in accordance with Note 1.2(s):

2017 2016 2016 2016
SBD SBD SBD SBD
Reported Reported Correction Restated
Statement of financial position
Current assets
Cash and cash equivalents 63,816 465 47,845,117 23,116,711 70,951,828
63,816 465 47,845,117 23,116,711 70,961,828
Current liabilities
Deferred revenue 18,297,041 8,940,509 23.1186,711 32,057,220
18,297,041 8,940,508 23.116,711 32,057,220
Maon-current liabilities
Deferred revenue 128,855,078 117,908 287 (4,323,137) 113,586,150
Statement of changes in equity
Retained earnings
Balance at the beginning of the year 6,491,688 (23,102 964) 4323137 (18,779,827)
Balance at the end of the year 13,827,885 2,168 551 4,323.137 6,491,688

Cash at bank as at 31 December 2016 was comected through an increase of SBD 23,116,711 and
simultaneously deferred revenue was corrected through a corresponding increase of SED 23,116,711 This
represents donor grants received, but unspent, as at the balance date which in prior years were not disclosed.
Additionally deferred revenue was corrected as at 31 December 2016 through a decrease of SBD 4,323,137
while retained earnings was also corrected through a corresponding increase of SBD 4,323,137 This represents
donor funded expenditure spent in prior years but incomrectly classified as either the Authority funded operating
expenditure or the Authority funded capital expenditure. Consequently the cash at bank, deferred revenue and
equity was restated in accordance with IAS 8 Accounting Policies, Estimates and Errors.
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SOLOMON ISLANDS WATER AUTHORITY

MOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMEER 2017

18. Subsequent events
Mo matters or circumstances have arisen since the end of the financial year which significantly affected or may

significantly affect the operations of the Authority the results of those operations, or the state of affairs of the
Autherity in future financial years.

19. Principal business activity
The principal activity of the Authority during the year was the treatment and distribution of water in the Solomon
Islands. There was no significant change in the nature of this activity during the financial year

a) Principal place of business
The principal places of business are located at Mendana Ave and Commonwealth Ave, Honiara, Solomon

Islands.

b Number of employees at the end of the period
Number of employees the authority employed at the reporting date was 136 (2016:135).
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