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These financial statements have been prepared by the Water Authority of the Cayman Islands in
accordance with the provisions of the Public Management and Finance Law, (2005 Revision). The
financial statements comply with generally accepted accounting practice as defined in International
Public Sector Accounting Standards and International Financial Reporting Standards.

We accept responsibility for the accuracy and integrity of the financial information in these
financial statements and their compliance with the Public Management and Finance Law, (2005
Revision).

To the best ofmy knowledge the statements are:
(a) complete and reliable;
(b). fairly reflect the financial position as at 30 June 2006 and performance for the financial year

ended 30 June 2006; and
(c) comply with generally accepted accounting practice.

,#~,
Mfffdfir!:Jr:d Walter, JP

Chairman
Water Authority ofthe Cayman Islands

Date: J1 3.at) I 9.007

~~Gender~
Director
Water Authority of the Cayman Islands

Date: 17 :SlLf)· 9-00'7
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CURRENT ASSETS NOTES 2006 2005
Cash on Hand $ 2,300 $ 2,200
Cash at Bank 1,472,820 2,733,333
Total Cash and Cash Equivalents 1,475,120 2,735,533
Accounts Receivable 3 2,718,412 2,180,389
Inventory 4 653,425 636,334
Prepaid Expenses 912,556 75,455
Total Current Assets 5,759,513 5,627,711

CURRENT LIABILITIES
Accounts Payable 1,072,425 1,456,324
Government Contribution Payable 8 375,000
Loans Payable 976 93,408
Past Service Pension Liability 9 148,463 148,463
Contract Retention Payable 3,412 636,875
Customer Deposits 880,357 798,627
Customer Deposits on Construction Contract 23,327
Current Maturities on Long Term Liabilities 6 2,169,557 1,573,018
Total Current Liabilities 4,275,190 5,105,042

:NET CURRENT ASSETS 1,484,323 522,669

FIXED ASSETS
Land - Freehold 3,319,599 3,319,599
Buildings 2,382,340 2,437,103
Water Supply System 24,959,220 23,772,758
Sewerage System 20,259,029 20,796,404
Other Assets 1,669,137 925,798
Construction in Progress 2,185,397 287,278
Total Fixed Assets 5 54,774,722 51,538,940

TOTAL 1'I"'ET ASSETS 56,259,045 52,061,609
LONG TERM LIABILITIES 6 (15,835,265) (16,571,809)
NET ASSETS 40,423,780 35,489,800

EQUITY REPRESENTED BY:
Contributed Capital 7 1,085,223 1,085,223
Retained Earnings 39,338,557 34,404,577
Total Equity $ 40,423,780 $ 35,489,800

e Board on the J1- of :SUn. 2007

rI
The accompanying notes form an integral part of these financial statements
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INCOME
Gross Operating Revenue
Less: Operating Expenses
Gross Operating Surplus for the Year
Sundry Income
Operating Surplus for Year

2006
$ 20,366,248
(13,263,634)

7,102,614
1,081,143
8,183,757

2005
$ 17,419,108
(10,689,241)

6,729,867
821,721

7,551,588

OTHER REVEl\ruE / (EXPENSES)
Administrative Expenses
Hurricane Revenue / (Expenses) (net of interim 12
settlement)
Past Service Pension Liability 9

Net Income for Year

Retained Earnings at the Beginning of the Year

Retained Earnings Before Contribution to
Government
Contribution to Government
Retained Earnings at End of Year

8

(3,805,159) (3,263,272)
605,382 (1,230,250)

(148,463)
4,983,980 2,909,603

34,404,577 31,644,974

39,388,557 34,554,577
(50,000) (150,000)

$ 39,338,557 $ 34,404,577

The accompanying notes form an integral part of these fmancial statements
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OPERATING REVENUE
Water Sales
Sewerage Fees
Connection and Miscellaneous Fees
Septage Disposal
Agency Work
Total Operating Revenue

SUNDRY INCOME
Royalties
Other
Statutory Licencing Fees
Total Sundry Income

TOTAL REVENUE

2006
$ 17,071,449

2,793,920
360,912
113,991
25,976

20,366,248

998,624
72,128
10,391

1,081,143

$ 21,447,391

2005
$ 14,316,022

2,672,312
321,639
108,919

216
17,419,108

710,689
84,109
26,923

821,721

$ 18,240,829

The accompanying notes fonn an integral part of these fmancial statements
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TOTAL OPERATING Al\'D ADMlNISTRATIVE EXPENSES

OPERATING EXPENSES
Water Purchases
Depreciation Expense
Salaries
Wages
Electricity
Repairs and Maintenance
Loan Interest
Supplies
Miscellaneous
Land Lease Expense
Total Operating Expenses

ADMlNISTRATIVE EXPENSES
Salaries
StaffTraining and Benefits
Insurance
Miscellaneous
Telephone and Utilities
Depreciation Expense
Licenses and Dues
Office and Lab Supplies
Repairs and Maintenance
Loan Interest
Audit Fees
Bad Debt Expense
Legal Fees
Office Rental
Total Administrative Expenses

NOTES

5

10

5

2006 2005
$ 5,694,446 $ 4,695,588

1,897,716 1,708,355
1,624,394 1,433,832
1,138,750 900,292

707,516 474,440
693,267 558,898
690,033 466,663
533,801 382,220
271,376 56,618

12,335 12,335
13,263,634 10,689,241

1,328,408 1,338,646
964,104 922,207
559,920 242,496
258,190 163,124
231,967 185,851
136,350 139,425
78,390 58,668
77,091 54,616
52,164 24,625
45,917 31,479
33,000 40,186
25,000 56,000

9,926 2,346
4,732 3,603

3,805,159 3,263,272

$ 17,068,793 $ 13,952,513

The accompanying notes form an integral part of these fmancia1 statements
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For the Year Ended 30th June 2006
(Stated in Cayman Islands Dollars)

CASH FLOW FROM OPERATING ACTIVITIES
Net Income for Year
Adjustments to Reconcile Net Income to Net Cash Provided by:
Operating Activities

Depreciation
Gain on Sale ofFixed Assets
Interest Expense

Net Change in Working Capital
Interest Paid
Accounts Receivable
Inventory
Prepaid Expense
Accounts Payable
Contract Retention Payable
Past Service Pension Liability
Customer Deposits
Customer Deposits on Construction Contracts

Net Cash Provided by Operating Activities

CASH FLOW FROM INVESTING ACTIVITIES
Cost ofFixed Assets Purchased
Proceeds from Sale ofFixed Assets
Construction in Progress

Net Cash Used by Investing Activities

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds ofLong Term debt
Repayment of Long Term Debt
Loans Payable
Contribution to Government

Net Cash Used by Financing Activities

Net (Decrease)/Increase in Cash and Cash Equivalents During the Year
Cash and Cash Equivalents at the Beginning of the Year
Cash and Cash Equivalents at End of Year

The accompanying notes form an integral part of these fmancial statement
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2006 2005
$ 4,983,980 $ 2,909,603

2,034,066 1,847,780
18,798

735,950 498,142
7,753,996 5,274,323

(736,444) (498,143)
(538,023) (204,677)

(17,091) (196,267)
(837,101) 20,966
(383,899) 99,072
(633,463) (542,824)

148,463
81,730 23,727

(23,327)
4,666,378 4,124,640

(3,371,729) (15,678,830)
6,274

(1,898,119) 13,322,761
(5,269,848) (2,349,795)

1,400,425 1,662,698
(1,540,430) . (2,900,644)

(91,938) (228,689)
(425,000)
(656,943) (1,466,635)

(1,260,413) 308,210
2,735,533 2,427,323

$ 1,475,120 $ 2,735,533
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1. Establishment and Principal Activity
The Water Authority is a statutory body, wholly owned by the government of the Cayman Islands, established
on 1st January 1990 under the Water Authority Law (Law 18 of 1982), as amended.

The Water Authority is principally engaged in the management of water supply and sanitation affairs of the
Cayman Islands including the provision of public water supplies, sewerage systems and the management,
development and protection of water resources.

As at 30 June 2006, the Water Authority had 103 employees (30 June 2005: 98 employees). The Water
Authority is located at 13 G Red Gate Road, P.O. Box 1104, KY1-1102, George TOViIfi, Grand Cayman,
Cayman Islands.

2. Significant Accounting Policies

These fInancial statements have been prepared in accordance with International Financial Reporting Standards
(IFRS) issued by the International Accounting Standards Committee (lASC), and interpretations issued by the
Standing Interpretations Committee of the lASC. The significant accounting policies adopted by the Water
Authority in these fInancial statements are as follows:

(a) Basis ojpreparation

The fInancial statements of the Water Authority are presented in Cayman Island dollars and are prepared
on the accrual basis under the historical cost convention.

(b) Fixed Assets

(i) Property plant and equipment are stated at acquisition cost less accumulated depreciation.
Construction work in progress is stated at cost, which includes all expenditures related directly to
specifIc projects and an allocation of fIxed and variable overheads incurred in the contract activities.
The Water Authority does not capitalize interest as part of the construction cost of fIxed assets.

(ii) Depreciation is charged to the income statement on a straight-line basis over the estimated useful lives
of items of property, plant and equipment, and other assets that are accounted for separately.

Freehold Land is not depreciated. The estimated useful lives of the other fIxed assets are as follows:

Buildings
Water and Sewerage Systems
Other Assets

50 Years
15 - 50 Years
5 - 10 Years
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Water Authority of the Cayman Islands
Notes to the Financial Statements

For the Year Ended 30th June 2006
(Stated in Cayman Island Dollars)

2. Significant Accounting Policies (continued)

(c) Foreign currency translation
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Assets and liabilities denominated in currencies other than Cayman Islands Dollars are translated at
exchange rates in effect at the balance sheet date. Revenue and expense transactions denominated in
currencies other than Cayman Islands Dollars are translated at exchange rates ruling at the date of those
transactions. Gains and losses arising on translation are included in the Statement of Net Income and
Retained Earnings.

(d) Allowance  for bad debts

Management of the Water Authority establishes an allowance for bad debts based on estimates of accounts
receivable balances that are uncollectible. The allowance is expensed and an equal amount is set-up as a
provision for bad debts, which is netted off against gross accounts receivable balances.

Management determines the extent of the allowance based on its knowledge of individual debtors' past
performance.

(e) Inventory and Allowance  for Obsolete Inventory

Inventory consists of consumable spares and water. Consumable spares are accounted for on the first-in,
first-opt basis, and is stated at the lower of cost and net realizable value. Water is calculated as the cost of
water plus chemicals multiplied by the volume of water. Management of the Water Authority establishes
an allowance for obsolescence of inventory items when it determines that those items are no longer usable
in the Water Authority's operations. The allowance is expensed and an equal amount is set-up as a
provision for obsolete inventory, which is netted-off against gross inventory balances. The allowance is
equal to the book value of inventory that management considers no longer usable.

(f) Interest Expense

All interest and other costs incurred in connection with borrowings are expensed as incurred as part of
Loan Interest. The interest expense of loan payments· is recognised in the income statement using the
effective interest rate and or straight line method as appropriate.

(g) Cash & cash equivalents

Cash and cash equivalents are considered as cash held on demand and frxed deposits with an original
maturity of three months or less.

(h) Revenue recognition

The Water Authority bills its customers monthly for water consumed, sewerage and other services.
Revenue derived from such sources is taken to income on a bill rendered basis. As in previous years no
account has been taken of unread water consumption, sewerage and other services at the end of the
financial year.
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For the Year Ended 30th June 2006
(Stated in Cayman Island Dollars)

2. Significant Accounting Policies (continned)

(i) Employees benefits
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Members enrolled in the Public Service Pensions Plan prior to 0I January 2000 are governed by Section
28 to 45 (Defmed Benefits) of the Public Service Pensions Law, 1999. A board decision was made in July
1998 that all new employees of the Authority at that date would be enrolled in a local approved defined
contribution pension plan (British Caymanian Pension).

(j) Financial Instruments

(i) Classification

A financial asset is classified as any asset that is cash, a contractual right to receive cash or another
financial asset, exchange financial instruments under conditions that are potentially favourable or an
equity instrument of another enterprise. Financial assets comprise of cash and cash equivalents and
accounts receivables.

A fmancialliability is any liability that is a contractual obligation to deliver cash or another fmancial
instrument or to exchange financial instruments with another enterprise under conditions that are
potentially unfavourable. Financial liabilities comprise long and short term debt.

(ii) Recognition

The Authority recognises fmancial assets and fmancial liabilities on the date it becomes party to the
contractual provisions of the instrument. From this date, any gains and losses arising from changes in
fair value of the assets or liabilities are recognised in the statements of income.

(iii) Derecognition

A financial asset is derecognised when the Water Authority realises the rights to the benefits specified
in the contract or loses control over any right that comprise that asset. A financial liability is
derecognised when it is extinguished, that is when the obligation is discharged, cancelled, or expires.

(iv) Measurement

Financial instruments are measured initially at cost which is the fair value of the consideration given
or received. Subsequent to initial recognition all fmancial assets are measured at their estimated fair
value.

Financial liabilities are subsequently measured at amortised cost, being the amount at which the
liability was initially recognised less any principal repayments plus any amortisation (accrued
interest) of the difference between that initial amount and the maturity amount.



Water Authority AnnualReport 2006

Water Authority of the Cayman Islands
Notes to the Financial Statements

For the Year Ended 30th June 2006
(Stated in Cayman Island Dollars)

Page 13

3. Accounts Receivable
2006 2005

Trade Receivables $ 2,993,044 $ 2,510,435
Non Trade Receivables 230,442 150,028
Provision for Bad Debts (505,074) (480,074)

$ 2,718,412 $ 2,180,389

4. Inventory

2006 2005

Water Supply and Sewerage Materials $ 607,607 $ 595,987
Water Inventory 46,870 41,399
Provision for Obsolete Inventory (1,052) (1,052)

$ 653,425 $ 636,334

5. Fixed Assets

Freehold Construction
Cost Land Buildings Water Supply Sewerage Other Assets In Progress Total

At 30 June 2005 3,319,599 2,738,211 31,966,508 25,673,693 3,942,857 287,278 67,928,146

Additions 755,108 32,485 1,047,795 3,472,772 5,308,160

Disposals

Transfers between fixed assets 1,426,611 148,042 (1,574,653)

At 30 June 2006 3,319,599 2,738,211 34,148,227 25,854,220 4,990,652 2,185,397 73,236,306

Accumulated Depreciation

At 30 June 2005 301,108 8,193,750 4,877,289 3,017,059 16,389,206

Charge for Year 54,763 995,257 717,902 266,144 2,034,066

Disposals

Capitalized during construction 38,312 38,312

At 30 June 2006 355,871 9,189,007 5,595,191 3,321,515 18,461,584

Net Book Value

At 30 June 2005 $ 3,319,599 $ 2,437,103 $ 23,772,758 $ 20,796,404 $ 925,798 $ 287,278 $ 51,538,940

At 30 June 2006 $ 3,319,599 $ 2,382,340 $ 24,959,220 $ 20,259,029 $ 1,669,137 $ 2,185,397 $ 54,774,722
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Notes to the Financial Statements

For the Year Ended 30th June 2006
(Stated in Cayman Island Dollars)

5. Fixed Assets (continued)

a) Construction in Progress
Construction-in-Progress relates to expenses incurred in connection with the following:
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1. Two 2 million US gallon water storage tanks
2. West Bay Beach Pump Rehabilitation - Managed Contract
3. North Side Water Works Site Preparation
4. Esterley Tibbetts - Managed Contract
5. Extension to existing Administration Building
6. North Side water supply extension
7. Construction ofBooster Station at Shamrock Road
8 Modifications to WWTP store room
9. Meter Testing Room
10. Cayman Brac Reverse Osmosis Plant
11. West Bay Sliplining Project
12. Sewer in Crystal Harbour
13 Frank Sound Estates - Managed Contract
14. Red Gate Site - Water Storage Tanks

6. Long Term Liabilities

2006
1,354,507

252,665
216,597
105,641
89,257
72,834
54,004
24,115
13,152
2,474

151

$ 2,185,397

2005

39,457

77,110

7,956

254

151
146,655
10,775
4,920

$287,278

LONG TERM LIABILITIES
(Interest Rate) Current 1-2 yrs 3-5 yrs 5+ yrs 2006 2005
a) First Caribbean International Bank

(Cayman) Limited
(i) Administration Building Loan

(6.0%) 100,906 201,812 302,718 208,896 814,332 917,511
(ii) Waste Water Treatment

Works Loan
LIBOR note # 107762
(6.14%) 500,000 500,000 500,000
LIBOR note # 10013845
(6.16%) 1,170,933 2,341,866 3,512,799 4,403,919 11,429,517 11,247,358

b) Caribbean Development Bank
Water Supply (6.0%) 149,866 149,866 304,804

c) Cayman Islands Government
(i) Grand Cayman (0%) 210,894 421,788 632,682 1,644,704 2,910,068 3,120,962
(ii) Cayman Brae (8.0%) 70,200 140,400 35,100 245,700 315,900

d) Ocean Conversion (Cayman) Ltd.
(i) Red Gate (5.0%) 121,335
(ii) North Sound (0%) 466,758 948,132 467,548 72,901 1,955,339 1,616,957

Total Long Term Liabilities: 18,004,822 18,144,827
Less Current Maturities: (2,169,557) (1,573,018)

$ 15,835,265 $ 16,571,809
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Water Authority of the Cayman Islands
Notes to the Financial Statements

For the Year Ended 30th June 2006
(Stated in Cayman Island Dollars)

6. Long Term Liabilities (continued)
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a) (i) On 17th August 1998 FirstCaribbean approved a credit facility of CI$ 1,600,000 for the new Water
Authority Administration Building at 13G Red Gate Road. The loan is provided at an interest rate of 1%
over London Interbank Offered Rate (LIBOR) repayable on a monthly basis of US$ 14,875 over a fifteen
year period that commenced on 14th October 1999. FirstCaribbean presently holds a Registered First
Charge over the property.

(ii) In September 2000, Government gave approval for the Water Authority to enter into the US$ 12.8
million loan agreement with FirstCaribbean for the financing of the Grand Cayman Wastewater
Treatment Works Project. The loan agreement was approved by FirstCaribbean under the terms and
conditions of the facility letter dated 15th September 1999 and was signed on 29th December 2000. In
September 2002 this loan agreement was increased by US$ 4.4 million to a total of  US$ 17.2 million. In
addition to the terms and conditions defmed in the facility letter dated 15th September 1999,
FirstCaribbean required a written confIrmation from the Cayman Islands Government that they will not
guarantee any future obligations of the Water Authority without their written consent. The government
shall also retain full legal and beneficial ownership of the whole issued share capital of the Water
Authority at all times and total of all dividends and other capital withdrawals shall not be made to the
detriment of the authority's full debt service obligations.

The loan is provided at an interest rate of 1% over London Interbank Offered Rate (LIBOR) and has a
Capital Repayment Holiday Period (CRHP) that represents the period beginning on the date of the
drawdown of the first advance and expiring on either the date of completion of construction of the Grand
Cayman Wastewater Treatment Works or 24 months after the date of the drawdown of the first advance
whichever is earlier. Loan repayments commenced in January 2004 and on the first business day of each
succeeding 36 months at an aggregate monthly amount of US$ 110,000 including principal and interest,
thereafter, on the first business day of each of the immediately succeeding 71 months, an aggregate of
US$ 250,000 per month including principal and interest. On the first business day of the immediately
succeeding month (being December 2012), an amount equal to the balance of the Loan then outstanding
together with all interest accrued thereon and all other sums due by the Borrower will be paid to the
Bank.

In April 2003 FirstCaribbean International Bank and the Authority amended the Deed of Agreement
dated December 29, 2000 and agreed to syndicate l/3rd of the credit facility to Scotiabank (Cayman
Islands) Ltd. This agreement would allow FCIB and Scotiabank to hold a maximum loan balance of
US$ 11,466,667 and US$ 5,733,333 respectively. At 30 June 2006,75% (US$ 10,283,153) of the loan
balance was held with FCIB and 25% (US$ 3,391,790) with Scotiabank.

b) The Caribbean Development Bank (CDB) water supply loan is to be repaid over 15 years at variable
interest rates of 5.5% to 7.5%. Repayment commenced on the water supply loan in quarterly instalments
in March 1992. The principal repayments currently being made on this loan are approximately
US$ 46,250 each quarter, plus interest.

The CDB loan is in the name of the Cayman Islands Government and is lent to the Water Authority. The
Water Authority is responsible for all interest and principal repayments on this loan.
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(Stated in Cayman Island Dollars)

6. Long Term Liabilities (continued)

Page 16

c) (i) The Cayman Islands Government loaned the Authority CI$ 4,822,349 for the development of the
facilities in Grand Cayman. The loan is interest free and is being repaid in quarterly instalments of
CI$ 48,223 over a period of  twenty-five years which commenced on the 1st of April,1995. This loan was
increased in February 1997 by CI$ 450,000 in exchange for a 1.3-acre parcel of  land at Red Gate that was
sold to the Water Authority by the Cayman Islands Government for the purpose of constructing the
Administration Building. The increased portion of the loan was formalised on 27th December 2001. It is
interest free and is being repaid by an initial instalment of CI$ 90,000 and annual instalments thereafter
of CI$ 18,000 over a period of 20 years.

(ii) The Cayman Islands Government loaned the Authority CI$ 1,053,000 for the development of the
facilities in Cayman Brac. The loan attracts interest at a fixed rate of 8% per annum and is repayable in
quarterly instalments of CI$ 17,550 over a period of 15 years which commenced on the 1st of April1995.

d) The Water Authority contracted with Ocean Conversion (Cayman) Ltd. ("OCL") on the 17th of June 1997
to provide and operate a reverse osmosis seawater desalination plant at Lower Valley, Grand Cayman
under a lease purchase and operating agreement. The plant was completed in March 1998 and is financed
at a fixed interest rate of 5% per annum. Under the terms of the agreement, the Authority commenced
payments to OCL in April 1998, making monthly payments ofUS$ 17,325 and CI$ 6,998 for a duration
of seven years.

In 1999 the Lower Valley Reverse Osmosis Plant was expanded to a production capacity of 3,000 cubic
meters per day under contract with OCL. The cost of the expansion to the Water Authority was
CI$ 973,833, plus additional monthly operating fees. The expansion of the plant was completed in
March 1999 and is fmanced at a flXed interest rate of 5% per annum. Under the terms of the agreement,
the Authority commenced payments to OCL in March 1999, making monthly payments of US$ 33,028
and CI$ 7,676 for a duration of seven years.

On 26th October 2001 the Authority signed a contract with OCL to expand the Red Gate Reverse
Osmosis Plant to a production capacity of 3,000 cubic meters per day. The cost of the expansion to the
Authority was CI$ 2,612,006, plus additional monthly operating fees. The plant expansion was
completed in November of  2002. Under the terms of the agreement, the Authority commenced payments
to OCL in November of 2002, making monthly payments of US$ 21,750 and CI$ 12,917 for a duration of
seven years.

On the 1st of August 2005 the Authority signed a contract with OCL to expand the Lower Valley Reverse
Osmosis Plant to a production capacity of 4,000 cubic meters per day. The cost of the expansion to the
Authority was CI$ 749,174, plus additional monthly operating fees. The plant expansion was completed
in January of  2006. Under the terms of the agreement, the Authority commenced payments to OCL in
February of 2006, making monthly payments of US$ 9,591 and CI$ 2,572 for a duration of seven years.

OCL holds both the Lower Valley and North Sound buildings, plant and equipment comprising the
seawater desalination plant as collateral for the loans as described above.

e) Overdraft Facility CI$500,000
The Authority has arranged an overdraft facility at prime rate plus 0.5% interest per annum with First
Caribbean International Bank in the amount of CI$500,000. At 30 June 2006 $0 (2005:$0) of the
overdraft facility was being utilized.
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(Stated in Cayman Island Dollars)

7. Contributed Capital
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Contributed capital of $ 1,085,223 (2005: 1,085,223) represents funds received from private individuals to
fund capital work that was completed by the Water Authority. The relevant costs have been capitalised as
water and sewerage works (see Note 5).

8. Related Party Transactions

The Cayman Islands Government appoints the Chairman and Members to the Authority's Board of Directors.
The following transactions occurred during the year between the Authority and the Cayman Islands
Government.

1. The Authority made loan repayments to Government during the twelve month period of $ 436,031
(2005: $ 435,569).

2. The Authority recognized contributions to Government relating to the year ended 30 June 2006 of
$ 50,000 (2005: $ 150,000).

3. Government Contribution Payable $ nil (2005: $ 375,000).

During the year, the Water Authority provided at no charge to the Cayman Islands Government the availability
and use of water for fire fighting, free sewerage service to a number of indigent persons in the Watler's Road
area, supervision of water resources, administration of Plumbers Examination Board, consultative services for
development control, and water at a reduced Public Authority rate. The Authority also engages the services of
other government departments of the Cayman Islands Government. Such services are provided at current
prevailing market prices on an arm's length basis.

As detailed in Note 9 the Authority and its eligible employees paid contributions to the Public Service Pensions
Fund during the year.

9. Pensions

a) Public Service Pensions Plan

The Public Services Pension Plan is managed by Government through the Public Services Pension Board. The
Board is responsible for among other things, administering The Public Service Pensions Fund (the "Fund"),
communicating with plan participants and employers, prescribing contribution rates in accordance with the
latest actuarial valuation and recommending amendments to the Public Service Pensions Plan (the "Plan") as
needed.

In April 2003, the Pensions Fund management advised that it was agreed that the unfunded past service
liability would remain a central liability of the Government. Accordingly, as of that date, there was no
requirement for the Authority to recognize any unfunded past service liability in its financial statements. An
adjustment of $148,463 was made to the financial statements in 2002 to recognize the past service liability now
being the responsibility of Government and not the Authority.

In March 2005, the Financial Secretary of the Government of the Cayman Islands informed the Authority that
the decision to keep the unfunded past service liability a central liability of the Government has now been
reversed and the Authority is expected to recognize the unfunded past service liability as a liability on its
financial statements once the actuarial valuation is completed and the actual liability since 1990 (date of
establishment) is determined.



Water Authoritv Annual Report 2006

Water Authority of the Cayman Islands
Notes to the Financial Statements

For the Year Ended 30th June 2006
(Stated in Cayman Island Dollars)

Page 18

The most current figure that the Authority has of its potential unfunded past service liability is $148,463, which
was the balance outstanding as at 31st December 2001. This amount mayor may not reflect the unfunded past
service liability as at 30th June 2006. No further actuarial valuation has been completed since 1st January 2002
incorporating the new method of calculating the past service liability for the Authority as stated in the letter
from the Financial Secretary.

(i) A reconciliation of assets and liabilities recognised in the balance sheet:
Present value of the defined benefit obligations that are partly funded - $1,193,000
The fair value of the plan assets at the 1st January 1999 - 861,882

(ii) The amount included in the fair value of the plan assets: Nil
(iii) The reconciliation showing movement ofpast service liability during the period:

As per 1999 Financial Statements
Plus: Reconciliation of 1998 PSL Contribution
Plus: Understatement ofPSL advised in error by PSPB
Less: PSL contribution paid in the fiscal year 2000

Balance at 31st December 2001

58,937
61,211
87,252

(58,937)
$148,463

(iv) The total expenses recognised in the income statement:
Current service cost in the fiscal year 2005-06
PSL had no cost in the fiscal year 2001                                                                        0

(v) Return on plan assets:
(vi) Principal actuarial assumptions:

Discount Rate - 8%
Expected rate ofreturn on plan assets - 8%
Excepted rate of salary and pension increase - 3% and 2% respectively
Retirement age - 55 years

b) Other Pension Plan

$ 54,972

 
Not known

In accordance with the National Pensions Law of June 1998, all new employees who are not participants in the
Public Service Pensions Fund are enrolled in an approved local defined contribution pension plan (British
Caymanian Pension). During 2005-06 the Authority and its employees paid 5% and 5% respectively of salary
contributions. The current number of employees enrolled under the defined benefit plan with the Public
Service Pension Fund is 15 (2005: 16) and the total employees enrolled in the defined contribution plan with
British Caymanian Pension is 88 (2005: 82).

The total amount recognised as a pension expense for the 12 months ended 30th June 2006, inclusive of both
the Public Service Pensions Fund and British Caymanian, was $ 240,807 (2005: $ 224,331).

10. Leases

The Authority leases a parcel of land in Cayman Brac under an operating lease. Lease payments are currently
$1,027 per month and are subject to periodic review to reflect open market rental values. The lease was signed
in January 2000 and runs for a period of thirty years.
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Credit risk. Credit risk is ilie risk iliat one party to a transaction will fail to discharge an obligation and cause
ilie oilier party to incur a financial loss. Concentrations of credit risk relate to groups of customers or counter
parties iliat have similar economic or industry characteristics iliat cause ilieir ability to meet contractual
obligations to be similarly affected by changes in economic or oilier conditions

Financial assets that potentially subject ilie Auiliority to credit risk consist principally of, trade receivables, and
oilier receivables. Credit risk wiili respect to iliese receivables is limited because ilie Auiliority has a policy in
place iliat is monitored by management on a consistent basis to ensure ilie timely collection of receivables.
Accordingly, ilie Auiliority has no significant concentrations of credit risk.

Interest rate price risk. The Auiliority has loans with Government and a counterpart with fixed interest rates
ranging from 5% to 8%. Details of rates and maturities are presented in note 6.

Interest rate cash flow risk. The Auiliority also has loans wiili a local fmancial institution with a floating
interest rate iliat coincides with ilie market rate.

Fair values. The carrying amount of cash deposits, accounts receivable, oilier receivables and accounts
payables approximate ilieir fair value due to ilieir short-term maturities. Fair values are made at specific points
in time, based on market conditions and information about ilie fmancial instrument. These estimates are
subjective in nature and involve uncertainties and matters of significant judgement and ilierefore cannot be
determined with precision. Changes in assumptions, economic conditions and oilier factors could cause
significant changes in fair value estimates.

12. Hurricane Ivan

During ilie 2004/05 fiscal period ilie Cayman Islands suffered damage as a result of a strong category 4
Hurricane iliat passed over ilie island on ilie 11th and 12th of September 2004. The majority of ilie restoration
was complete during 2004/05 however ilie final insurance claim was not finalized until March 2006.

During ilie restoration period (14th of September 2004 - 1st March 2006) ilie Auiliority documented total
expenses of CIS 2,709,218 and togeilier wiili ilie consultants, Cunningham Lindsey (previously Cambridge
Horizon) agreed on adjustments of CIS 1,121,661 and received and fmalized an unrestricted settlement of
CIS 1,587,557 with British Caymanian Insurance. This settlement figure takes into consideration adjustments
of ilie deductible (CI$ 642,244), adjustments by British Caymanian Insurance ($47,872), extra expenses not
covered by insurance (CI$ 417,795) and an estimate received to restore the building at the Sewage Treatment
works (CI$ 13,750) that did not meet ilie deductible for ilie site.

The Authority received two unrestricted settlement payments of CIS 1,587,557 from British Caymanian in full
and final settlement ofilie property claim, one on ilie 9th ofNovember 2004 in ilie amount of CIS 660,000 and
one on ilie 31 st ofMarch 2006 in ilie amount of CI$ 927,557.

During ilie current fiscal period ilie Auiliority shows an income amount of CIS 605,383 (Expense in 2004/05:
CIS 1,230,250). This figure is reflective of an income amount of CIS 871,274 (CI$ 927,557 less Professional
Loss Management Fee ofCI$ 56,283) and related expenses ofCI$ 265,891.




