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ALPINE ENERGY LIMITED

2018/21 STATEMENT OF CORPORATE INTENT

Alpine Energy Limited (the "Company") is an electricity distribution company. This
statement of corporate intent sets out the overall intentions and objectives for the
Company for the trading period of 1 April 2018 to 31 March 2019 and the two
succeeding financial years.

1. The Objectives of the Company

1.1 Mission
Empowering our Community...

Empowering our community has a number of contexts which are relevant to our
purpose, examples of which, not exhaustive, are shown below.

Empowering our community... :

By helping South Canterbury prosper, through safe, reliable, secure
infrastructure

Through the return and accrual of value in yield and investment for our
shareholders

By helping our businesses achieve better business outcomes

Through the enduring relationships and interactions we have, helping
make South Canterbury the place to live

By helping grow our future Olympians and community stars (scholarship
and sponsorship)

1.2 Our values
Our Values are:

Health and Safety Always
Lawful conduct

Respect, Integrity, and Honesty
Professional Excellence
Environmental Responsibility
Contribute to the Community
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1.3 Business Goals

Customers
To provide customers with the safe, efficient, economic and reliable
delivery of energy and services.

- Shareholders
To pursue business policies which will maximise the value of the
company in the medium and long term.

- Efficient Use of Resources
To promote energy efficiency and effective utilisation of resources
under our management.

- Human Resources
To be regarded as a fair and reasonable employer in our region and a
company for whom staff are proud to work.

- Public and Social Responsibility
To be a law abiding and responsible company.

- Diversity and Growth
To leverage capability, expertise, and know-how into new business
opportunities and evolving technologies.

1.4 Nature and scope of activities to be undertaken
The Company's business will primarily be that of quality energy delivery and
infrastructure asset ownership and management.

The Company, through its subsidiary companies, NETcon Limited and Infratec
Limited, are also involved in activities which support and develop the Business.

Consistent with its objectives the Company will pursue activities designed to ensure
the efficient utilisation of its capital assets and human resources.

Opportunities for investment in activities consistent with its Mission will be
investigated by the Company.

The Company will consult with its shareholders on any proposed investment which
has a value greater than 5% of the value of the total assets of the Company, as
disclosed in the statement of financial position published in the preceding annual
report of the Company.
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Regarding the above mentioned value, the Company will not proceed on any
projects other than the safe, efficient, reliable and cost effective sale and delivery of
energy (renewable and historical) and data (e.g. backhaul fibre), and will not
proceed without the approval of a majority of shareholders.

1.5 Proprietorship Ratio
The ratio of shareholders' funds to total assets will be maintained at not less than 50
percent.

Total assets will comprise all the recorded tangible assets of the Company at their
value as defined in the Company's statement of accounting policies.

Consolidated shareholders' funds of the Company will comprise the total issued
capital, the balance of undistributed profits and all revenue and capital reserves.

1.6 Accounting Policies

The Company's accounting policies will comply with the legal requirements of the
Companies Act 1993 and be consistent with generally accepted accounting
principles. Financial statements will conform to the Financial Reporting Standards as
required by the Financial Reporting Act 1993.

The Company’s electricity distribution network has been maintained to a sustainable
standard while being depreciated in the financial accounts.

Details of the current accounting policies and their application are contained in
Appendix A.

1.7 Financial Performance Targets

The Company has developed financial performance targets to be used to instigate
productivity improvements in each of the main business units and these will
comprise specific measurable standards monitored for each unit. The following
performance measures have been established for the Group. It should be noted the
reduction in revenue in 2020/21 is a reflection of the estimated impact of the next
five year reset period.
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2018/19 2019/20 2020721

(i) Ratio of Shareholders funds to total assets 0.52:1.00 0.57:1.00 0.59:1.00
(ii) Rate of return on shareholders funds: 14.54% 14.29% 11.85%
(iii) Net Tangible Assets per share $ 7.41 7.39 7.54
(iv) Earnings per share (cents per share) 54.08 57.69 51.46
(v) Ordinary Dividend per share (cents per share) 24.00 24.00 24.00
Financial Projections $M $M $M
Revenue 109.2 115.0 111.0
Operating Expenses 79.2 83.0 82.5
Operating Surplus Before Tax 30.0 32.2 28.5
Net Operating Surplus After Tax 22.3 23.8 21.3
Shareholder Funds 159.9 173.8 185.1
Current assets 21.7 24.6 23.3
Non-current Assets 278.5 280.8 288.2
Total Assets 306.2 305.3 311.5
Current Liabilities 17.8 16.4 16.5
Non-current liabilities 128.4 115.1 109.9
Total Liabilities 146.3 1314 126.4
Net assets 159.9 173.8 185.1
Customer Capital Contributions 2.0 2.0 2.0
Capital Expenditure 25.3 14.6 19.4
- Asset Management Plan (Network) 15.0 12.3 18.0
- Other 10.3 2.3 1.4
Interest Cover - Parent (not to be less than 3.0 times) 7.88 8.76 8.32
Interest Cover - Group 8.47 9.44 9.10

Shareholder Funds to total assets (Parent ) to be 50% or
greater 52% 56% 58%

Shareholder Funds to total assets (Group) 52% 57% 59%
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1.8 Operating Performance Targets

The Company has developed annual operating performance targets to show how its
quality of service to customers and consumers is focused. Apart from the
consequences of extreme weather events, Alpine Energy seeks to be in the top
quartile of New Zealand line companies and its annual operating targets below are
based on these criteria.

(i) Electricity Line Losses < 6% per year

(ii) Average Interruption Duration (SAIDI) < 132.81 minutes of
interruption p.a. with a cap of 154.15

(iii) Average Interruption Frequency (SAIFI) < 1.2973 interruptions per
customer with a cap of 1.5071

1.9 Dividend Distribution Policy

The Company will, subject to a solvency certificate being signed by Directors,
distribute to its Shareholders in cash a total of 24.0 cents per share in 2018/19 and
the following two years. .

The Board of Directors of the Company will include within its report on the
operations of the Company (prepared after the end of each financial year) a
statement recommending the maximum amount of dividend (if any) payable by the
Company in respect of its equity securities.

Quarterly interim dividends of 20% of the annual forecasted dividend will be paid
out on 30 September, 31 December, and 31 March with a final dividend on 31 July
subject to completion of the Annual General Meeting.

1.10 Information to be provided to Shareholders
The Company will provide information which complies with all relevant statutes and
regulation. The following information will be available.

Half yearly reports will be delivered to the Company's shareholders within 2 months
after the end of each reporting period. These reports will comprise:
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(i)

a report from the directors covering the operations for the half year
period, including significant activities of the Company in regard to its
associate company investments; and

financial statements, including a statement of financial position and a
statement of profit and loss.

Annual reports will be delivered to the Company's shareholders within three months
of the end of each financial year and will comprise:

(i)

(i)

(i)

a report from the directors covering the operations for the year,
including significant activities of the Company in regard to its
associate company investments;

audited consolidated financial statements for the financial year in
respect of the Company and its subsidiaries (if any);

auditors' report on the financial statements and the performance
targets (together with other measures by which performance of the
Company has been judged in relation to the Company's objectives).

The Company's audited consolidated financial statements will comprise the

following:
* Income Statement
* Balance Sheet

Statement of cash flows
Statement of changes in equity

Details of all transactions entered into during the financial year by the
Company or any of its subsidiaries and certain other bodies

Such other statements as may be necessary to fairly reflect the
financial position of the Company and its subsidiaries (if any), the
resources available to it or them and the financial results of the
operations.

Draft statements of corporate intent will be delivered to the Company's
shareholders one month before the end of each financial year.

Shareholders may request further information or reports from the Directors, and
the Company shall supply this information to all Shareholders in such manner as
shall from time to time be agreed between the Company and Shareholders.
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1.11 Procedures for Acquisition of Interests in Other

Companies or Organisations
As a general policy, any proposed investment by the Company in other companies or
organisations will be required to meet the weighted average cost of capital (WACC)
of the investments being considered, which shall reflect the market cost of debt and
the market cost of equity.

All investment proposals will be considered by the Company's Board of Directors
and in respect of any acquisition which has a value greater than 5% of the value of
the total assets of the Company, as disclosed in the statement of financial position
published in the preceding annual report of the Company, recommendations will be
made for shareholders’ approval.

1.12 Transaction Details
The following information is disclosed in terms of Section 39(2) (i) of the Energy
Companies Act 1992:-

* Contractual arrangements with the District Councils include:-
* Development, installation and maintenance of community
lighting facilities.

* Road and Footpath Sealing: - re-sealing of cable trenches and
restoration of footpaths etc. after underground cabling and
new subdivisions.

* Negotiation of a contribution towards the overhead line to
underground conversion programme.

All transactions between the Company and its Shareholders will be conducted on a
commercial basis. Charges between the parties made for services provided as part
of the normal trading activities of the Company, are incorporated into the operating
costs and revenues of the Company.

1.13 Further Matters

The Company intends to investigate, consider and if appropriate, acquire interests in
electricity lines related activities to the extent that such opportunities become
available to the Company.

The maintenance and development of the total reticulation system of the Company
will be a prime responsibility for the Company and shall be charged for on a fair and
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reasonable basis while acknowledging that some cross subsidisation among
customers may occur.

The Company will seek to collaborate with the wider lines industry in seeking to
improve consumer, community and workplace outcomes through developments
such as:

e Tariff reform
Technology recovery strategies
Disaster recovery strategies
Health and safety procedures
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APPENDIX A

STATEMENT OF ACCOUNTING POLICIES

2. GENERAL INFORMATION

Alpine Energy Limited (“the company”) and its subsidiaries and joint arrangements
(together, “the group”) own an electricity distribution network, and also undertake assets
management contracting services.

The Company is a limited liability company incorporated and domiciled in New Zealand. The
address of its registered office is 31 Meadows Road, Washdyke, Timaru until 31 March
2018. From 1 April 2018 the address of its registered office is 24 Elginshire Street,
Washdyke, Timaru.

3. SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies applied in the preparation of these consolidated financial
statements are set out below. These policies have been consistently applied to all the years
presented, unless otherwise stated.

3.1 Basis of preparation

The consolidated financial statements of the Group have been prepared in
accordance with Generally Accepted Accounting Practice in New Zealand (‘NZ
GAAP’). They comply with New Zealand equivalents to International Financial
Reporting Standards (‘NZ IFRS’) and other applicable Financial Reporting Standards,
as applicable for profit-oriented entities. The consolidated financial statements also
comply with International Financial Reporting Standards (‘IFRS’).

The consolidated financial statements have been prepared under the historical cost
convention, as modified by the revaluation of land and buildings, available-for-sale financial
assets, and financial assets and financial liabilities at fair value through profit or loss.

The preparation of financial statements in conformity with IFRS requires the use of certain
critical accounting estimates. It also requires management to exercise its judgement in the
process of applying the Group’s accounting policies. The areas involving a higher degree of
judgement or complexity, or areas where assumptions and estimates are significant to the
consolidated financial statements are disclosed in note 4.

Entities reporting

The consolidated financial statements for the 'Group' are for the economic entity
comprising Alpine Energy Limited, its subsidiaries and joint arrangements. The
Company and Group are designated as profit oriented entities for financial reporting
purposes.
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Statutory base

Alpine Energy Limited is a company registered under the Companies Act 1993 and Energy
Company under the Energy Companies Act 1992.The financial statements of the Group
have been prepared in accordance with the requirements of the Financial Reporting Act
2013, the Energy Companies Act 1992, and the Companies Act 1993. In accordance with the
Energy Companies Act 1992because group financial statements are prepared and presented
for Alpine Energy Limited and its subsidiaries, separate financial statements for Alpine
Energy Limited are no longer required to be prepared and presented.

3.1.1 Changes in accounting policies and disclosures

(a) New standards not yet adopted by the Group

The Group only adopts new accounting standards once they have been issued and are
effective.

A number of new standards and amendments to standards and interpretations are effective
for annual periods beginning after 1 April 2017, and have not been applied in preparing
these consolidated financial statements. None of these are expected to have a significant
effect on the consolidated financial statements of the Group, except the following set out
below:

NZIFRS 15: Revenue from contracts with customers (Effective date: periods beginning on or
after 1 January 2018)

NZ IFRS 15 addresses recognition of revenue from contracts with customers. It replaces the
current revenue recognition guidance in NZ IAS 18 Revenue and NZ IAS 11 Construction
Contracts and is applicable to all entities with revenue. It sets out a five step model for
revenue recognition to depict the transfer of promised goods or services to customers in an
amount that reflects the consideration to which the entity expects to be entitled in
exchange for those goods and services.

This standard may significantly impact the Group where long term or construction revenue
contracts are entered into.

NZ IFRS 9: Financial Instruments (Effective date: periods beginning on or after 1 January
2018)

NZ IFRS 9, ‘Financial instruments’, was issued in September 2014 as a complete version of
the standard. NZ IFRS 9 replaces the parts of NZ IAS 39 that relate to the classification and
measurement of financial instruments, hedge accounting and impairment. NZ IFRS 9
requires financial assets to be classified into two measurement categories: those measured
as at fair value and those measured at amortised cost. The determination is made at initial
recognition. The classification depends on the entity's business model for managing its
financial instruments and the contractual cash flow characteristics of the instrument. For
financial liabilities, the standard retains most of the NZ IAS 39 requirements. The main
change is that, in cases where the fair value option is taken for financial liabilities, the part
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of a fair value change due to an entity’s own credit risk is recorded in other comprehensive
income rather than the income statement, unless this creates an accounting mismatch. The
new hedge accounting model more closely aligns hedge accounting with risk management
activities undertaken by companies when hedging their financial and non-financial risks. NZ
IFRS 9 introduces a new expected credit loss model for calculating the impairment of
financial assets. This standard is effective for reporting periods beginning on or after 1
January 2018. The Group is yet to assess NZ IFRS 9’s full impact.

NZ IFRS 16: Leases (Effective date: periods beginning on or after 1 January 2019)

NZ IFRS 16, ‘Leases’, replaces the current guidance in NZ IAS 17. Under NZ IFRS 16, a
contract is, or contains, a lease if the contract conveys the right to control the use of an
identified asset for a period of time in exchange for consideration. Under NZ IAS 17, a

lessee was required to make a distinction between a finance lease (on balance sheet) and
an operating lease (off balance sheet). NZ IFRS 16 now requires a lessee to recognise a lease
liability reflecting future lease payments and a ‘right-of-use asset’ for virtually all lease
contracts. Included is an optional exemption for certain short-term leases and leases of low-
value assets; however, this exemption can only be applied by lessees.

For lessors, the accounting for leases under NZ IFRS 16 is almost the same as NZ IAS 17.
However, because the guidance on the definition of a lease has been updated (as well as
the guidance on the combination and separation of contracts), lessors will also be affected
by the new standard.

The standard is effective for accounting periods beginning on or after 1 January 2019. Early
adoption is permitted but only in conjunction with NZ IFRS 15, ‘Revenue from Contracts
with Customers.

The Group intends to adopt NZ IFRS 16 on its effective date and has yet to assess its full
impact.

3.2 Consolidation

(a) Subsidiaries

Subsidiaries are all entities (including structured entities) over which the Group has control.
The Group controls an entity when the Group is exposed to, or has rights to, variable
returns from its involvement with the entity and has the ability to affect those returns
through its power over the entity. Subsidiaries are fully consolidated from the date on
which control is transferred to the Group. They are deconsolidated from the date that
control ceases.

The Group applies the purchase method to account for business combinations. The
consideration transferred for an acquisition of a subsidiary is measured as the fair value of
assets given, equity instruments issued, and liabilities incurred or assumed at the date of
exchange. ldentifiable assets acquired and liabilities and contingent liabilities assumed in a
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business combination are measured initially at their fair values at the acquisition date,
irrespective of the extent of any minority interest.

Acquisition-related costs are expensed as incurred.

The excess of the consideration transferred the amount of any non-controlling interest in
the acquiree and the acquisition-date fair value of any previous equity interest in the
acquiree over the fair value of the identifiable net assets acquired is recorded as goodwill. If
the total consideration transferred and non-controlling interest is less than the fair value of
the net assets of the subsidiary acquired in the case of a bargain purchase, the difference is
recognised directly in the income statement.

Inter-company transactions, balances and unrealised gains on transactions between group
companies are eliminated. Unrealised losses are also eliminated.

Accounting policies of subsidiaries have been changed where necessary to ensure
consistency with the policies adopted by the Group.

(b) Joint Arrangements

The Group has applied NZ IFRS 11 to all joint arrangements as of 1 April 2013. Under NZ
IFRS 11 investments in joint arrangements are classified as either joint operations or joint
ventures depending on the contractual rights and obligations of each investor. Alpine
Energy Limited has assessed the nature of its two joint arrangements and determined them
to be joint ventures. Joint ventures are accounted for using the equity method.

Under the equity method of accounting, interests in joint venture are initially recognised at
cost and adjusted thereafter to recognise the Group’s share of the post-acquisition profits
or losses and movements in other comprehensive income. When the Group’s share of
losses in a joint venture equals or exceeds its interests in the joint ventures (which includes
any long-term interests that, in substance, form part of the Group’s net investment in the
joint ventures), the Group does not recognise further losses, unless it has incurred
obligations or made payments on behalf of the joint ventures.

Unrealised gains on transactions between the Group and its joint ventures are eliminated to
the extent of the group’s interest in the joint ventures. Unrealised losses are also
eliminated unless the transaction provides evidence of an impairment of the asset
transferred. Accounting policies of the joint ventures have been changed where necessary
to ensure consistency with the policies adopted by the Group. This has been applied from 1
April 2013.

3.3 Foreign currency translation

(a) Functional and presentation currency
Items included in the financial statements are measured using the currency of the primary
economic environment in which the entity operates (“the functional currency”). The
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consolidated financial statements are presented in New Zealand dollars, which is the
Group’s functional and presentation currency.

(b) Transactions and balances

Transactions in foreign currencies are translated into the functional currency using the
exchange rates at the dates of the transactions. Foreign exchange gains and losses resulting
from the settlement of such transactions and from the translation at year-end exchange
rates of monetary assets and liabilities denominated in foreign currencies are recognised in
the income statement, except when deferred in other comprehensive income as qualifying
cash flow hedges and qualifying net investment hedges. Foreign exchange gains and losses
that relate to borrowings and cash and cash equivalents are presented in the statement of
comprehensive income within ‘finance income or costs’. All other foreign exchange gains
and losses are presented within ‘Other (losses)/gains-net’.

3.4 Property, plant and equipment

Land and buildings are shown at fair value, based on valuations by external independent
valuers, less subsequent depreciation for buildings. Valuations are performed with
sufficient regularity to ensure that the fair value of a revalued asset does not differ
materially from its carrying amount. Any accumulated depreciation at the date of
revaluation is eliminated against the gross carrying amount of the asset, and the net
amount is restated to the revalued amount of the asset. All other property, plant and
equipment is stated at historical cost less depreciation. Historical cost includes expenditure
that is directly attributable to the acquisition of the items. Cost may also include transfers
from equity of any gains/losses on qualifying cash flow hedges of foreign currency
purchases of property, plant and equipment.

Subsequent costs are included in the asset’s carrying amount or recognised as a separate
asset, as appropriate, only when it is probable that future economic benefits associated
with the item will flow to the Group and the cost of the item can be measured reliably. The
carrying amount of the replaced part is derecognised. All other repairs and maintenance are
charged to the income statement during the financial period in which they are incurred.

Increases in the carrying amount arising on revaluation of land and buildings are credited to
other comprehensive income and shown as revaluation reserves in shareholders’ equity.
Decreases that offset previous increases of the same asset are charged in other
comprehensive income and debited against other reserves directly in equity; all other
decreases are charged to the income statement. Each year the difference between
depreciation based on the revalued carrying amount of the asset charged to the income
statement and depreciation based on the assets’ original cost is transferred from ‘other
reserves’ to ‘retained earnings’.

Land is not depreciated. Depreciation of property, plant and equipment is calculated using
the straight-line method to allocate their cost or revalued amounts to their residual values
over their estimated useful lives. The rates are as follows:

. Reticulation system 1.00%- 36.00%
. Meters and Relays 2.00% - 50.00%
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U Plant and Equipment 1.00%- 94.40%

The assets’ residual value and useful lives are reviewed, and adjusted if appropriate, at each
balance sheet date.
Capital work in progress is not depreciated until commissioned.

An asset’s carrying amount is written down immediately to its recoverable amount if the
asset’s carrying amount is greater than its estimated recoverable amount.

Gains and losses on disposals are determined by comparing proceeds with carrying amount
and are recognised within “Other (losses)/gains — net’ in the statement of comprehensive
income.

When revalued assets are sold, the amounts included in revaluation reserves are
transferred to retained earnings.

3.5 Intangible assets

(a) Computer software

Costs associated with maintaining computer software programmes are recognised as an
expense as incurred. Development costs that are directly attributable to the design and
testing of identifiable and unique software products controlled by the Group are recognised
as intangible assets when the following criteria are met:

e itis technically feasible to complete the software product so that it will be
available for use;

e management intends to complete the software product and use or sell it;

e there is an ability to use or sell the software product;

e it can be demonstrated how the software product will generate probable future
economic benefits;

e adequate technical, financial and other resources to complete the development
and to use or sell the software product are available; and

e the expenditure attributable to the software product during its development can
be reliably measured.

Directly attributable costs that are capitalised as part of the software product include the
software development employee costs and an appropriate portion of relevant overheads.

Other development expenditures that do not meet these criteria are recognised as an
expense as incurred. Development costs previously recognised as an expense are not

recognised as an asset in a subsequent period.

Computer software development costs recognised as assets have a finite useful life and are
amortised over their economic useful life of 2-5 years.

SCI1 2018-19 Final Copy) Page 14



(b) Easements

Assets sited on easements will normally be renewed at the end of their economic life in the
same location that they are currently housed. On this basis the easement itself has an
infinite life. Easements are recorded at cost and are tested annually for any sign of
impairment and whenever there is an indicator of impairment.

3.6 Impairment of non-financial assets

Intangible assets that have an indefinite useful life or intangible assets not ready to use are
not subject to amortisation and are tested annually for impairment. Assets that are subject
to amortisation are reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable. An impairment loss is recognised
for the amount by which the asset’s carrying amount exceeds its recoverable amount. The
recoverable amount is the higher of an asset’s fair value less costs of disposal and value in
use. For the purposes of assessing impairment, assets are grouped at the lowest levels for
which there are largely independent cash inflows (cash-generating units). Prior impairments
of non-financial assets (other than goodwill) are reviewed for possible reversal at each
reporting date.

3.7 Financial assets

3.7.1 Classification

The Group classifies its financial assets in the following categories: financial assets at fair
value through profit or loss, loans and receivables, held to maturity investments and
available for sale financial assets. The classification depends on the purpose for which the
financial assets were acquired. Management determines the classification of its financial
assets at the initial recognition and re-evaluates this designation at every reporting date.

(a) Financial assets at fair value through profit and loss

Financial assets at fair value through profit or loss are financial assets held for trading.
A financial asset is classified in this category if acquired principally for the purpose of
selling in the short term. Derivatives are also categorised as held for trading unless
they are designated as hedges. Assets in this category are classified as current assets if
expected to be settled within 12 months, otherwise they are classified as non-current.

(b) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market. They are included in current assets,
except for those with maturities greater than 12 months after the balance sheet date.
These are classified as non-current assets. The Group’s loans and receivables comprise
‘trade and other receivables’, ‘cash and cash equivalents’, and ‘other investments’ in the
balance sheet.

(c) Held to maturity investments
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Held to maturity investments are non-derivative financial assets with fixed or
determinable payments and fixed maturities that the Group’s management has the
positive intention and ability to hold to maturity.

(d) Available for sale financial assets

Available for sale financial assets are non-derivatives that are either designated in this
category or not classified in any of the other categories. They are included in non-current
assets unless the investment matures or management intends to dispose of it within 12
months of the balance sheet date.

3.7.2 Recognition and measurement

Regular purchases and sales of financial assets are recognised on the trade-date — the date
on which the Group commits to purchase or sells the asset. Investments are initially
recognised at fair value plus transaction costs for all financial assets not carried at fair value
through profit or loss. Financial assets carried at fair value through profit or loss are initially
recognised at fair value, and transaction costs are expensed in the statement of
comprehensive income. Financial assets are derecognised when the rights to receive cash
flows from the investments have expired or have been transferred and the Group has
transferred substantially all risks and rewards of ownership. Available-for-sale financial
assets and financial assets at fair value through profit and loss are subsequently carried at
fair value. Loans and receivables are subsequently carried at amortised cost using the
effective interest method.

Gains or losses arising from changes in the fair value of the “financial assets at fair value
through profit or loss” category are presented in the income statement within “other
(losses)/gains-net” in the period in which they arise. Dividend income from financial assets
at fair value through profit or loss is recognised in the income statement as part of other
income when the group’s right to receive payments is established.

3.8 Offsetting financial instruments

Financial assets and liabilities are offset and the net amount reported in the balance sheet
when there is a legally enforceable right to offset the recognised amounts and there is an
intention to settle on a net basis or realise the asset and settle the liability simultaneously.

3.9 Impairment of financial assets

(a) Assets carried at amortised cost

The Group assesses at the end of each reporting period whether there is objective evidence
that a financial asset or group of financial assets is impaired. A financial asset or a group of
financial assets is impaired and impairment losses are incurred only if there is objective
evidence of impairment as a result of one or more events that occurred after the initial
recognition of the asset (a ‘loss event’) and that loss event (or events) has an impact on the
estimated future cash flows of the financial asset or group of financial assets that can be
reliably estimated.
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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 where observable data indicate that there is a measurable decrease in the estimated
future cash flows, such as changes in arrears or economic conditions that correlate with
defaults.

For loans and receivables category, the amount of the loss is measured as the difference
between the asset’s carrying amount and the present value of estimated future cash flows
(excluding future credit losses that have not been incurred) discounted at the financial
asset’s original effective interest rate. The carrying amount of the asset is reduced and the
amount of the loss is recognised in the consolidated income statement. If a loan or held-to-
maturity investment has a variable interest rate, the discount rate for measuring any
impairment loss is the current effective interest rate determined under the contract. As a
practical expedient, the Group may measure impairment on the basis of an instrument’s
fair value using an observable market price.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease
can be related objectively to an event occurring after the impairment was recognised (such
as an improvement in the debtor’s credit rating), the reversal of the previously recognised
impairment loss is recognised in the consolidated income statement.

3.10 Inventories

Inventories are stated at the lower of weighted average cost or net realisable value. Net
realisable value is the estimated selling price in the ordinary course of business, less
applicable variable selling expenses. The cost of work in progress comprises design costs,
raw materials, direct labour, and other direct costs and related production overheads
(based on normal operating capacity).

3.11 Trade receivables

Trade receivables are amounts due from customers for merchandise sold or services
performed in the ordinary course of business. If collection is expected in one year or less (or
in the normal operating cycle of the business if longer), they are classifies as current assets.
If not, they are presented as non-current assets.

Trade receivables are recognised initially at fair value and subsequently measured at
amortised cost using the effective interest method, less provision for impairment.

Collectability of trade receivables is reviewed on an ongoing basis. Debts which are known
to be uncollectible are written off. A provision for doubtful receivables is established when
there is objective evidence that the group will not be able to collect all amounts due
according to the original terms of receivables. The amount of the provision is the difference
between the asset’s carrying amount and the present value of estimated future cash flows,
discounted at the effective interest rate.
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3.12 Share capital
Ordinary shares are classified as equity. Incremental costs directly attributable to the issue
of new shares are shown in equity as a deduction, net of tax, from the proceeds.

3.13 Trade Payables

Trade payables are obligations to pay for goods or services that have been acquired in the
ordinary course of business from suppliers. Accounts payable are classified as current
liabilities if payment is due within one year or less (or in the normal operating cycle of the
business if longer). If not they are presented as non-current liabilities. The amounts are
unsecured and are usually paid within 30 days of recognition.

Trade payables are recognised at fair value.

3.14 Borrowings

Borrowings are initially recognised at fair value, net of transaction costs incurred.
Borrowings are subsequently carried at amortised cost; any difference between the
proceeds (net of transaction costs) and the redemption value is recognised in the income
statement over the period of the borrowings using the effective interest method.

Borrowings are classified as current liabilities unless the Group has an unconditional right to
defer settlement of the liability for at least 12 months after the balance sheet date.

Fees paid on the establishment of loan facilities are recognised as transaction costs of the
loan to the extent that it is probable that some or all of the facility will be drawn down. In
this case, the fee is deferred until the draw-down occurs. To the extent there is no evidence
that it is probable that some or all of the facility will be drawn down, the fee is capitalised
as a pre-payment for liquidity services and amortised over the period of the facility to which
it relates.

3.15 Borrowing costs

General and specific borrowing costs directly attributable to the acquisition, construction or
production of qualifying assets, which are assets that take a substantial period of time to
get ready for their intended use or sale, are added to the cost of those assets, until such
time as the assets are substantially ready for their intended use or sale.

Investment income earned on the temporary investment of specific borrowings pending
their expenditure on qualifying assets is deducted from the borrowing costs eligible for

capitalisation.

All other borrowing costs are recognised in profit or loss in the period in which they are
incurred.
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3.16 Current and deferred income tax

The tax expense for the period comprises current and deferred tax. Tax is recognized in the
income statement, except to the extent that it relates to items recognised in other
comprehensive income or directly in equity. In this case the tax is also recognised in other
comprehensive income or directly in equity, respectively.

The current income tax charge is calculated on the basis of the tax laws enacted or
substantively enacted at the balance sheet date in the countries where the Company and
its subsidiaries operate and generate taxable income. Management periodically evaluates
positions taken in tax returns with respect to situations in which applicable tax regulation is
subject to interpretation. It establishes provisions where appropriate on the basis of
amounts expected to be paid to the tax authorities.

Deferred income tax is recognised on temporary differences arising between the tax bases
of assets and liabilities and their carrying amounts in the consolidated financial statements.
However, deferred tax liabilities are not recognised if they arise from the initial recognition
of goodwill; deferred income tax is not accounted for if it arises from initial recognition of
an asset or liability in a transaction other than a business combination that at the time of
the transaction affects neither accounting nor taxable profit or loss. Deferred income tax is
determined using tax rates (and laws) that have been enacted or substantively enacted by
the balance sheet date and are expected to apply when the related deferred income tax
asset is realised or the deferred income tax liability is settled.

Deferred income tax assets are recognised only to the extent that it is probable that future
taxable profit will be available against which the temporary differences can be utilised.

Deferred income tax liabilities are provided on taxable temporary differences arising from
investments in subsidiaries, associates and joint arrangements, except for deferred income
tax liability where the timing of the reversal of the temporary difference is controlled by the
Group and it is probable that the temporary difference will not reverse in the foreseeable
future.

Deferred income tax assets are recognised on deductible temporary differences arising
from investments in subsidiaries, associated and joint arrangements only to the extent that
it is probable the temporary difference will reverse in the future and there is sufficient
taxable profit available against which the temporary difference can be utilised.

Deferred income tax assets and liabilities are offset when there is a legally enforceable right
to offset current tax assets against current tax liabilities and when the deferred income
taxes assets and liabilities relate to income taxes levied by the same taxation authority on
either the same taxable entity or different taxable entities where there is an intention to
settle the balances on a net basis.

3.17 Employee benefits
Liabilities for wages and salaries, including non-monetary benefits, annual leave, and
accumulating sick leave expected to be settled within 12 months of the reporting date are
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recognised in other payables in respect of employees’ services up to the reporting date and
are measured at the amounts expected to be paid when the liabilities are settled. Liabilities
for non-accumulating sick leave are recognised when the leave is taken and measured at
the rates paid or payable. The liability for employee entitlements is carried at the present
value of the estimated future cash flows.

The group has no post-employment schemes.

3.18 Provisions

Provisions for legal claims, service warranties and rental obligations are recognised when
the group has a present legal or constructive obligation as a result of past events; it is
probable that an outflow of resources will be required to settle the obligation; and the
amount has been reliably estimated. Provisions are not recognised for future operating
losses.

Where there are a number of similar obligations, the likelihood that an outflow will be
required in settlement is determined by considering the class of obligations as a whole. A
provision is recognised even if the likelihood of an outflow with respect to any one item
included in the same class of obligations may be small.

Provisions are measured at the present value of the expenditures expected to be required
to settle the obligation using a pre-tax rate that reflects current market assessments of the
time value of money and the risks specific to the obligation.

3.19 Revenue recognition

Revenue is measured at the fair value of consideration received or receivable and
represents amounts receivable for goods supplied stated net of discounts, rebates and
goods and services tax. The Group recognises revenue when the amount of revenue can be
reliably measured; when it is probable that future economic benefits will flow to the entity;
and when specific criteria have been met for each of the group’s activities, as described
below.

(a) Network lines charges
Revenue comprises the amounts received and receivable for goods and services
supplied to customers in the ordinary course of business.

(b) Sales of goods

Sales of goods are recognised when a Group entity has delivered a product to the
customer. Retail sales are usually in cash or by bank transfer. The recorded revenue is
the gross amount of sale.

(c) Sales of services

Sales of services are recognised in the accounting period in which the services
are rendered, by reference to stage of completion of the specific transaction
and assessed on the basis of the actual service provided as a proportion of the
total services to be provided.
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(d) Construction contracting

Contract revenue and expenses related to individual construction contracts are
recognised as a percentage of completion of each contract on a monthly basis.

(e) Rental income
Rental income is recognised on an accruals basis in accordance with the substance of
the relevant agreements.

(f) Customer contributions

Contributions from customers in relation to the construction of new lines for the
network and donated assets are accounted for as income when the asset is connected
to the network.

3.20 Interest income

Interest income is recognised using the effective interest method. When a loan and
receivable is impaired, the Group reduces the carrying amount to its recoverable amount,
being the estimated future cash flow discounted at the original effective interest rate of the
instrument, and continues unwinding the discount as interest income. Interest income on
impaired loan and receivables is recognised using the original effective interest rate.

3.20.1 Dividend income
Dividend income is recognised when the right to receive payment is established.

3.20.2 Leases

(a) Group is the lessee
Leases in which a significant portion of the risks and rewards of ownership are
retained by the lessor are classified as operating leases. Payments made under
operating leases (net of any incentives received from the lessor) are charged to the
income statement on a straight-line basis over the period of the lease.

(b) Group is the lessor
Assets leased to third parties under operating leases are included in property, plant
and equipment in the balance sheet. They are depreciated over their expected
useful lives on a basis consistent with similar owned property, plant and equipment.
Rental income (net of any incentives given to lessees) is recognised on a straight-line
basis over the lease term.
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3.20.3 Dividend distribution

Dividend distribution to the Company’s shareholders is recognised as a liability in the
Group’s financial statements in the period in which the dividends are approved by the
Board.

3.20.4 Construction contracts

A construction contract is defined by IAS 11, ‘Construction contracts’, as a contract
specifically negotiated for the construction of an asset.

When the outcome of a construction contract can be estimated reliably and it is probable
that the contract will be profitable, contract revenue is recognised over the period of the
contract by reference to the stage of completion. Contract costs are recognised as expenses
by reference to stage of completion of the contract activity at the end of the reporting
period. When it is probable that total contract costs will exceed total contract revenue, the
expected loss is recognised as an expense immediately.

When the outcome of a construction contract cannot be estimated reliably, contract
revenue is recognised only to the extent of the contract costs incurred that are likely to be
recoverable.

The Group uses the ‘percentage-of-completion method’ to determine the appropriate
amount to recognise in a given period. The stage of completion is measured by reference to
the contract costs incurred up to the end of the reporting period as a percentage of total
estimated costs for each contract.

Contract work in progress is stated at cost less amounts invoiced to customers. Cost
includes all expenses directly related to specific contracts.

3.20.5 Goods and services tax (GST)

The statement of comprehensive income has been prepared so that all components are
stated exclusive of GST. All items in the balance sheet are stated net of GST, with the
exception of receivables and payables, which include GST invoiced.
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