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Top Energy Consumer Trust
Trustees' report
31 March 2017

Trustees' report

The Trustees present the annual report of the Top Energy Consumer Trust, incorporating the financial statements
and the auditor's report, for the year ended 31 March 2017.

The Board of Trustees of the Top Energy Consumer Trust authorised the financial statements presented on pages
8 to 59 for issue on 27 June 2017.

For and on behalf of the Board.

onhe Sharp Steven James
Trustee Secretary
27 June 2017
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TRUSTEES’ REVIEW

IN RELATION TO THE YEAR ENDED 31 MARCH 2017

The Top Energy Group has had another very successful profit year. Profitability
exceeded the targets trustees and directors agreed at the beginning of the financial
year. Service levels are below those agreed but the result is still well under the target
level set by the Regulator. In recent years, the Statement of Corporate Intent (SCT)
agreed between the trustees and directors has been expanded to include reporting on
health and safety matters. While the Group reported 3 lost time injuries, as opposed
to the target of 2, the average time lost per injury is less, indicating that the injuries
that were experienced were less severe than might have been expected.

The Far North often suffers from weather events which are the tail end of tropical
cyclones from the north and north west. This year was no exception, with three events
spread throughout the year. These resulted in the Company exceeding the number of
minutes that an average consumer was without power. The target was set at 350
minutes but, in The end, this proved too tough for the Company. A result of 401
minutes was recorded, but this was still below the leve! of 435 minutes set by the
Commerce Commission.

While we have no control over the performance of the national grid, any loss of supply
impacts on all the power consumers of the Far North. This year, supply was lost for
about 8 hours when insulators on a Transpower owned tower south of Kaikohe were shot
out. It is hard to understand why individuals do this sort of thing, when the result is
the loss of power to more than 60,000 people, throughout the District, resulting in
economic loss and inconvenience to all. This event was followed by another event
further south, involving an out of control fire and Transpower was required to turn the
power supply off for safety reasons.

Consumers have asked why, when these situations arise, can not Ngawha maintain
supply, for some of the people at least. Our questioning of the Company has confirmed
that there are complex safety and control reasons why this can not occur, at this time
at least. However, if the nexf stage of Ngawha is completed, it is expected that this
will become a possibility.

As we have reported before, health and safety is a very important issue for both
trustees and for the directors of the Company. It is pleasing to hear that the
directors are confident that these matters are well under control. Trustees do note
with interest, however, the changes in the electricity industry, where the previously
wide spread technique of live line maintenance has been closely reviewed and is now
largely rejected for most maintenance situations. The impact of this change will be
either an increase in cost fo carry out the work or an increase in the loss of supply
minutes consumers experience, and possibly both.



Financial performance of the Trust

The Trust's income is generally from interest received on funds held and a dividend
from the Company.

Interest rates during the year have continued to decline, in line with international
trends. The result is a reduction in interest earned to $43,000, 25% below the
previous year's level.

The dividend received from the Company is calculated to cover the operating costs of
the trust and this year we received an increased amount of $165,000.

The major cost incurred this year by the Trust related to the Ownership Review, which
we are required by the Trust's Deed to carry out every 5 years. This review cost
$55,000 to complete. The result of the review was to confirm that over 95% of
submitters supported continued ownership of the shares in Top Energy Ltd by the
Trust. The next highest rated proposal was to distribute 100% of the shares to
consumers and this had support of 3.5%.

In addition, costs relating to the calling of nominations for new trusfees and the costs
of completing that process, fotalling $7,000, were incurred this year. This process
occurs every other year.

Financial and Service Performance of Top Energy Group

An excellent financial result was produced for the Top Energy Group. Reported
EBITDAF was up 4.3% to $34.1m and lower depreciation and interest costs, together
with a gain on the value of derivatives held, produced a profit after tax of $12.0m.
This is an increase over the profit after tax of $1.7m reported last year.

Non-Network activities generally of the Group did not fare as well as hoped, although
the generation business produced an excellent result. The Contracting Division result
was depressed, reflecting much lower trading activity in the Pacific Islands and a
reducing level of capital works by the Network. These issues resulted ina
restructuring of the resources in the Contracting Division, with a small number of staff
losing their jobs at year end.

The Group's investment in the Ngawha generator was revalued at year end, resulting in
a net $19.6m increase in its carrying value. This increase recognises the extension of
the resource consents held in relation to Ngawha by another 35 years. The Company
has continued fo prepare itself for the expected expansion of generation at Ngawha.
The Company is keeping trustees well informed as to the stages of final resource



consenting, investigation of expected construction costs and the expected profitability
of the new plant.

Communications

The trustees met 10 times during the course of the year under review, to manage the
business of the Trust. In addition, we met with the directors of the Company, as part
of our role as shareholder, for the Annual General Meeting and again as part of the
Ownership Review process. The trustees also meet with the Chairman of Directors and
the Chief Executive to receive regular briefings on the Company's performance and
industry issues.

The Chairs of the Trust and the Company meet regularly fo discuss issues as they arise
and to ensure there are "no surprises”.

As noted last year, we are in discussion with the Board in relation to the expected
request by the Company for approval of a Major Transaction, for the expansion of the
geothermal generator at Ngawha by a further 25MW.

Statement of Corporate Intent (SCI)

The SCI is hegotiated with the directors of the Company, on an annual basis. At the
Company Annual General Meeting in June 2016, trustees agreed performance level
targets for the year ending 31 March 2017. The following summarises the actual
performance achieved by the Group, measured against those targets,

Actual Target Actual
2017 2017 2016
Net Profit After Tax, as a
percentage of average
shareholders funds for:
*The Group 7.4% 7.2% 6.7%
*The Network Business 8.4% 7.7% 6.4%
*The balance of the Group 4.9% 6.3% 75%
The average length of high
voltage outages (including 401 350 462
planned) per customer
excluding Transpower
outages (minutes/pa)

A new SCI has been negotiated with the directors and a copy of this new Statement is
available on the Company's website.



Trust Guidelines

The Trust has adopted guidelines to govern the right of beneficiaries to have access to
certain information. Those guidelines also set out the procedure to be adopted if a
request for information is declined by the Trust. During the year ended 31 March
2017, no requests were made to the Trust for information to which the provisions
apply. Therefore, no costs have been incurred in meeting such requests, nor has there
been any requirement for the Trust to have any decision reviewed and consequently, no
costs have been incurred in relation to this possibility either.

Appointment of Directors

The trustees, acting as shareholder, are responsible for appointing the directors of
Top Energy. In conjunction with the Chairman of Directors, the frustees assess the
requirements of the Company and the performance of individual directors, to
determine what appointments will be made.

At the Company's AGM in June 2016, Murray Bain was appointed as Chairman of the
Top Energy Board. Richard Krogh, James Parsons and Simon Young were re-appointed
to the Board at that same meeting.

Appointment of Trustees

Three trustees retired by rotation at the end of March 2017. A number of
hominations were received, including the three retiring trustees. The Independent
Consultant interviewed the nominees and shortlisted those which he believed fo be the
most appropriate to be considered by the Selection Panel. The Selection Panel
subsequently notified the Trust that Ann Court, Yvonne Sharp and Hugh Ammundsen
were appointed for a 4 year period.

The next publicly notified nomination process will commence late in 2018, fo fill the
positions of the two longest serving trustees.

The Industiry and the future.

There are a number of significant issues confronting the electricity industry generally
and Top Energy, in particular.

In last year's report, we referred to the Electricity Authority's programme to review
the allocation of Transpower charges between all those parties connected to the
national grid. This review has progressed during the year but shortly after financial
year end, the analysis upon which their proposal was based was shown fo be materially
flawed. The detail of the proposed allocation has been withdrawn but there is no
suggestion that their intention to reallocate Transpower's revenue requirement has



ceased. Trustees are working with Top Energy’s directors and management to minimise
the impact of what may be a significant price increase.

The impact of new technologies on demand for the Company's services has been a
subject of extensive debate in recent years. There is considerable uncertainty about
what changes will occur but not all are negative. Solar installations continue to be
connected to the distribution system. Battery technology is advancing rapidly and can
be expected to change the way power is stored and moved across the distribution
system. The rapid deployment of electric vehicles will also create opportunities and
challenges for the Company. Top Energy, along with the rest of the electricity
industry, continues to develop pricing structures designed to respond to these changes.

The most exciting and challenging project in front of the Top Energy Group, at the
moment, is the continued development of the Ngawha generation expansion project.
The desigh and construction costs are being finalised now and the trustees will be
working with the directors to consider a request for a Major Transaction approval.
Provided that the proposal is acceptable, both as to fihancial returns and management
of risks which relate to the project, it is expected that the Major Transaction approval
will be completed and contracts let by the end of the 2017 calendar year. It is hoped
that the new plant will be commissioned in 2020/21.

Yvonne Sharp
Chair



Top Energy Consumer Trust
Statement of comprehensive income
For the year ended 31 March 2017

Statement of comprehensive income
For the year ended 31 March 2017

Consolidated Parent
2017 2016 2017 2016
Notes $'000 $'000 $'000 $'000
Operating revenue 4 67,003 62,062 208 173
Operating expenses 5 {33,148) {29.586) {200) (172)
Earnings before interest, tax, depreciation,
amortisation and fair value movements of
financial assets (EBITDAF) 33,854 32,466 8 1
Depreciation and amortisation 5 (15,423) (15,827) - -
Finance costs {8.470) {9,154} - -
Eamings before tax and fair value
movements of financial assets (EBTF) 9,961 7,485 8 1
Fair value gains (losses) on financial assets 6 6,410 (5,557) - -
Profit before income tax 16,371 1,828 8 1
Income tax (expense) / benefit 7 {4,5386) 134 - -
Profit from continuing operations 11,835 2,062 8 1
(Loss) from discontinued operations 8 - {478} - -
Profit for the year 11,835 1,586 8 1
Other comprehensive income
items that will not be reclassified to profit
or loss:
Gain on revaluation of generation plant 15 26,474 - - -
Reversal of revaluation surplus on disposal of
revalued assets 15 (1,849} - - -
Income tax refating to revaluation of non-
current assets 7 (6,895) - - -
17.730 - - -
Items that may be reclassified subsequently
to profit or loss:
Changes in fair value of available for sale
financial assets 19 15 47 - -
15 47 - -
Other comprehensive income for the year,
net of tax 17,745 47 - -
Total comprehensive income for the year 29,580 1,633 8 1
Profit is attributable to:
Beneficiaries of the Top Energy Consumer 11.835 1,586
Trust
11.835 1.586
Total comprehensive income for the year is
attributable to:
Beneficiaries of the Top Energy Consumer 29.580 1.633
Trust
29.580 1,633

The above sfatement of comprehensive income should be read in conjunction with the accompanying notes.
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Statement of financial position
As at 31 March 2017

ASSETS

Current assets

Cash and cash equivalents
Trade and other receivables
Inventories

Current tax benefit

Intangible assets

Derivative financial instruments
Total current assets

Non-current assets

Property, plant and equiprnent
Investment properties

Intangible assets

Biological assets
Available-for-sale financial assets
Derivative financial instruments
Investments in subsidiaries

Total non-current assets

Total assets

LIABILITIES

Current liabilities

Trade and other payables
[nterest bearing liabilities
Current tax liabilities

Derivative financial instruments
Provisions

Total current liabilities

Non-current liabilities
Interest bearing liabilities
Derivative financial instruments
Deferred tax liabilities

Total non-current liabilities

Total liabilities
Net assets

BENEFICIARIES' EQUITY
Settfors' capital

Reserves

Retained earnings

Total beneficiaries’ equity

Notes

10
11
12

14

27

28

Top Energy Consumer Trust
Statement of financial position
As at 31 March 2017

Consolidated Parent
2017 2016 2017 2016
3000 $'000 $'000 $'000
85 151 2 117
7,579 7,404 1,578 1,470
38 426 - -
101 211 - -
158 800 - -
1,529 - - -
9.430 8,992 1,580 1,587
384,954 359,956 - -
380 462 - -
9,770 6,579 - -
1,138 546 . -
718 597 - -
363 - - -
- - 25,267 25,267
397,324 368,140 25,267 25 267
406, 814 377.132 26.847 26,854
9,018 7,847 957 972
- 122 - -
686 340 - -
404 3,267 - -
478 456 - -
10,586 12,032 957 972
143,760 149,610 - -
9,356 11,006 - -
50.241 41,293 - -
203,457 201,909 - -
214,043 213,941 957 72
192,771 163,191 25,890 25.882
67,212 49,467 - -
125,559 113,724 25,890 25,882
192.771 163,191 25.880 25,882

The above staternent of financial position should be read in conjunction with the accompanying notes.
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Statement of changes in equity
For the year ended 31 March 2017

Consolidated

Balance at 1 April 2016

Comprehensive income

Profit for the year

Gain on revaluation of generation plant
Reversal of revaluation surplus on disposal of
revalued assets

Fair value gain on available-for-sale financial
assets, net of tax

Income fax refating to components of other
comprehensive income

Total comprehensive income

Balance as at 31 March 2017

Balance as at 1 April 2015

Comprehensive income
Profit for the year

Fair value gain (loss) on available-for-sale financial

assets, net of tax
Depreciation on revalued assets transferred to
retained earnings

Total comprehensive income

Balance as at 31 March 2016

Parent

Balance at 1 April 20186

Comprehensive income
Profit for the year

Total comprehensive income

Balance as at 31 March 2017

Balance at 1 April 2015

Comprehensive income
Profit for the year

Total comprehensive income

Balance as at 31 March 2016

Notes

15
15

19

19

28

Top Energy Consumer Trust

Statement of changes in equity
For the year ended 31 March 2017

Settlors’ Retained .
capital Reserves earnings Total equity
$'000 $'0e0 $'000 $'000
- 49,467 113,724 163,191
- - 11,835 11,835
- 26,474 - 26,474
- (1,848} - {1,849)
- 15 - 15
- (6,895} - {6.895)
- 17,745 11,835 29.580
- 67,212 125,558 192,771
- 51,908 109,650 161,558
. - 1,586 1,586
- 47 - 47
- (2,488} 2,488 -
- (2,441) 4.074 1,633
- 49 467 113.724 163,191
Setthrs' Retained Total equity
capital earnings
$'000 $'000 $'000
- 25,882 25,882
- 8 8
- 8 8
- 25890 25880
- 25,881 25,881
- 1 1
- 1 1
- 25882 25882

The above statement of changes in equity should be read in conjunction with the accompanying notes.
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Cash flow statement
For the year ended 31 March 2017

Notes

Cash flows from operating activities
Receipts from customers
Payments to suppliers and employees

Interest received

Interest paid

Income taxes paid

Net cash inflow / {outflow) from operating
activities 37

Cash flows from investing activities
Payments for property, plant and equipment
Proceeds from saie of property, plant and
equipment

Disposals of biclogical assets

Purchases of investment properties
Purchases of available-for-sale financial assets
Purchases of Emission Trading Scheme units
Dividends received

Repayment {increase) of loans to related
parties

Net cash inflow / {outfiow) from investing
activities

Cash flows from financing activities
{Repayments of) proceeds from borrowings
Payment of unclaimed dividend

Net cash inflow / (outflow) from financing
activities

Net increase (decrease) in cash halances
Cash at bank and on hand at the beginning of
the financial year

Cash and cash equivalents at end of year 9

Top Energy Consumer Trust
Cash flow statement
For the year ended 31 March 2017

Consolidated Parent

2017 2016 2017 2016
$'000 $'000 $'000 $'000
66,628 64,543 - -
{30,418) (35,369) (215) (146)
36,210 29,174 (215) {146}
3 i7 43 58
{8,470) (9,140} - -
{1,926) {1,848) - -
25,817 18.203 (172) (88)
(19,963) (25,4686) - -
43 2,564 “ -

116 - - -

- (87) - -

(107) (118) - -

- (1,878) - -

- - 165 115

- - {108} 86

{19.911}) (24.985) 57 201
(5,850} 6,835 - -
- (1) - (1
{5.850) 5,834 - {1)
56 52 {115) 112

29 (23) 117 5

85 29 2 117

The above cash flow statement should be read in conjunction with the accompanying notes.
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Top Energy Consumer Trust
Notes to the financial statements
For the year ended 31 March 2017

1 General information

The Top Energy Consumer Trust (the Trust) was established under the terms of a trust deed dated 23 April 1983. The
Trust was previously called the Bay of Islands Electric Power Trust. The name was changed on 10 July 2002 to the Top

. Energy Consumer Trust. The Trust holds the entire share capitat of Top Energy Ltd on behalf of the power consumers
within the network area served by Top Energy Lid.

Top Energy Ltd provides electricity line function, electrical construction and other services. Top Energy Lid and is
subsidiaries (the Top Energy Ltd Group) operate geothermal power stations and provide other goods and services to
customers principally in New Zealand.

Top Energy Ltd is a limited liability company, incorporated and domiciled in New Zealtand.

These financial statements were approved by the Trustees of the Trust on 27 June 2017.

2 Summary of significant accounting policies

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

(a) Basis of preparation

Statutory base

The Trust is required under the terms of its Trust Deed to prepare financial statements that accord with New Zealand
Generally Accepted Accounting Practice (NZ GAAP).

The financial statements of Top Energy Ltd and its subsidiaries, which have been consolidated into the Trust's group
financial siatements, have been prepared in accordance with the requirements of the Financial Reporting Act 2013, the
Companies Act 1993 and the Energy Companies Act 1992.

These financial statements have been prepared in accordance with NZ GAAP. They comply with New Zealand
equivalents to international Financial Reporting Standards (NZ IFRS), and other applicable New Zealand Financial
Reporting Standards, as appropriate for profit-oriented entities that fall within the Tier 1 for-profit category.

Entities reporting
The financial statements for the 'Parent’ are for the Top Energy Consumer Trust as a separate legal entity.

The consolidated financial statements for the 'Group’ are for the economic entity comprising the Top Energy Consumer
Trust and all its subsidiary companies.

The Parent and the Group are designated as profit-oriented entities as defined in External Reporting Board Standard A1:
Application of the Accounting Standards Framework.

Historic cost convention
These financial statements have been prepared under the historic cost convention, as modified by the following:

. the revaluation of financial assets and liabilities (including derivative instruments) and investment properties,
which are adjusted to fair value through profit or loss; and

. the revaluation of cerfain classes of property, plant and equipment and available-for-sale financial assets, which
are adjusted {o fair value through other comprehensive income.

Comparative figures

To ensure consistency with the current period, comparative figures have been restated where appropriate in accordance
with NZ IFRS requirements. There have been no material restatements in these financial statements in respect of the year
ended 31 March 2016.

Functional and presentation currency

ltems included in the financial statements of each Group entity's operations are measured using the currency of the
primary economic environment in which it operates (‘the functional currency'). These financial statements are presented in
New Zealand dollars, which is the parent entity's functional and presentation currency.

-12-



Top Energy Consumer Trust
Notes to the financial statements
For the year ended 31 March 2017
{continued)

2 Summary of significant accounting policies (continued)

(a) Basis of preparation (continued)

All financial information has been rounded to the nearest thousand dollars, unless otherwise stated.

{b) Accounting estimates and assumptions

The Group makes estimates and assumptions concerning the fulure. The resulting accounting estimates will, by definition,
seldom equal the related actual results. The estimates and assumptions that have a significant risk of causing a material
adjustment to the carrying amounts of assets and liabilities within the next financial year are described in the relevant
accounting policies or notes, as appropriate.

Estimates and judgements are continually evaluated and are based on historical experience and other factors, including
future events, the expected outcomes of which, are believed to be reasonable under the circumstances.

(c) Principles of consolidation

The consolidated financial statements incorporate the assets and liabilities of all subsidiaries of the Top Energy Consumer
Trust (the 'Trust’ or 'parent entity') as at 31 March 2017 and the results of all subsidiaries for the year then ended. Top
Energy L.td and its subsidiaries together are referred to in these financial statements as the Top Energy Group.

Subsidiaries are those entities over which the Trust has, because of its ownership of Top Energy Ltd, the power to govern
the financial and operating policies. The Group centrols 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 de-consolidated
from the date when control ceases.

The purchase method of accounting is used to account for the acquisition of subsidiaries by the Group. The cost of an
acquisition is measured as the fair value of the assets given, equity instruments issued and liabilities incurred or assumed
at the date of exchange. Costs directly attributable to the acquisition are expensed. Identifiable assets acquired and
liabilities and contingent liabilities assumed in a business combination are measured initially at their fair values at the
acquisition date, irrespective of the extent of any minority interest. The excess of the cost of acquisition over the fair value
of the Group's share of the identifiable net assets acquired is recorded as goodwill. If the cost of acquisition is less than
the fair value of the net assets of the subsidiary acquired, the difference is recognised directly in the profit or loss
component of the statement of comprehensive income.

inter-entily transactions, balances and unrealised gains and losses on transactions between group entities are eliminated
on consolidation. If applicable, amounts reported by subsidiaries are adjusted to ensure consistency with the Group's
accounting policies.

{d) Available for sale investments

Available-for-sale investments, comprising marketable equity securities, are initially recognised at fair value plus
transaction costs. After initial recognition, available-for-sale investments are carried at fair value.

All of the Group's available for sale investments are traded in active markets and accordingly, fair value is determined by
reference to Stock Exchange quoted bid prices.

Unrealised gains and losses arising from changes in fair value are recognised through other comprehensive income.
When securities classified as available-for-sale are sold or impaired, the cumulative gain or loss previously recognised in
equity is recognised in the profit or loss component of the statement of comprehensive income.

Avaijlable-for-sale investments are classified as non current assets, unless they are expected to be realised within twelve
months of the reporting date.
{e) Biological assets

The Group's biological assets comprise a quantity of trees, which are carried in the statement of financial position at fair
value less costs fo sell.

-13-



Top Energy Consumer Trust
Notes to the financial statements
For the year ended 31 March 2017
(continued)

2 Summary of significant accounting policies (continued)

(f) Borrowing costs

Borrowing costs incurred for the construction of any qualifying asset are capitalised during the period of time that is
required to complete and prepare the asset for its intended use or sale.

All other borrowing costs are recognised in the profit or loss component of the statement of comprehensive Income, in the
period in which they are incurred.
(g} Cash and cash equivalents

Cash and cash equivalents includes cash an hand, deposits held at call with financial institutions, and bank overdrafts.
These items are readily convertible with known amounts of cash and are subject to an insignificant risk of changes in
value.

Bank overdrafts are included within the total of interest bearing liabilities, in current liabilities, in the statement of financial
position.
(h) Contract work in progress

Contract work in progress is staled at the aggregate of contract costs incurred to date plus recognised profits less
recognised losses and progress billings. Cost includes all expenses directly related to specific contracts and an allocation
of general overhead expenses incurred by the relevant Group company's contracting operations.

(i} Derivatives

Derivatives are recognised initially at fair value on the date a derivative contract is entered into and are subsequently re-
measured to their fair value. The resulting gain or loss is recognised in profit or loss, as the Group has decided not to
apply hedge accounting.

(j) Distributions to beneficiaries

Provision is made for the amount of any distribution declared on or before the end of the financial year but not paid at
balance date.

Distributions {o the Trust's beneficlaries are recognised as a liabiiity in the Trust's and the Group's financial statements in
the accounting period in which the distribution is declared by the Trustees.

{k} Employee benefits

()  Wages and salaries and annual leave

Liabilities for wages and salaries, including non-monetary benefits and annual leave expecled to be settled within 12
months of the reporting date, are 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.

(i) Long service gratuity

The liability for retirement gratuity payments due to eligible long-serving employees is recognised in the provision for
employee benefils and measured as the present value of expected future payments to be made in respect of services
provided by employees up to the reporting date. Consideration is given to expected future wage and salary levels and
experience of employee departures. Expected future payments are discounted to present value using the rate on New
Zealand government bonds.

{ifi) Refirement benefit obligations

The Group makes contributions to defined contribution pension schemes on behalf of some employees. The Group's legal
or constructive obligation is limited to these contributions. Confributions are recognised as an expense when employees
have rendered service enfitling them to the contributions.

-14-



Top Energy Consumer Trust
Notes to the financial statements
For the year ended 31 March 2017
(confinued)

2 Summary of significant accounting policies (continued)

(I} Fair value estimation

The fair value of financial assets and financial liabilities must be estimated for recognition and measurement or for
disclosure purposes.

The fair value of financial instruments traded in active markets (such as publicly traded derivatives, and frading and
available-for-sale securities) is based on quoted market prices at the reporting date. The quoted market price used for
financial assets held by the Group is the current bid price; the appropriate quoted market price for financial liabilities is the
current ask price.

The fair value of financial instruments that are not traded in an active market (for example, over-the-counter derivatives) is
determined using valuation techniques. The Group uses a variety of methods and makes assumptions that are based on
market conditions existing at each reporting date. Quoted market prices or deater quotes for similar insiruments are used
for long-term debt instruments held. Other techniques, such as estimated discounted cash flows, are used to determine
fair value for the remaining financial instruments. The fair value of interest-rate swaps and electricity Contract for
Differences are calculated as the present value of the estimated future cash flows. The fair value of forward exchange
contracts is determined using forward exchange market rates at the reporting date.

The nominal value less estimated credit adjustments of trade receivables and payables are assumed to approximate to
their fair values. The fair value of financial liabilities for disclosure purposes is estimated by discounting the future
contractual cash flows at the current market interest rate that is available to the Group for similar financial instruments.

{m) Foreign currency translation

Foreign currency fransactions are translated into the functional currency using the exchange rales prevailing 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 profit or loss component of the statement of comprehensive income.

{n) Goods and Services Tax (GST)

The statement of comprehensive income and itemns in the statement of financial position are stated net of GST, with the
exception of receivables and payables, which include GST invoiced,

(o) Impairment of non-financial assets

Assets are reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount may
not be recoverable. Intangible assets that have an indefinite useful life are not subject to amortisation and are tested
annually for impairment irrespective of whether any circumstances identifying a possible impairment have been identified.
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 to sell and value in use. For the purposes of
assessing impairment, assets are grouped at the lowest levels for which there are separately identifiable cash flows (cash
generating units).

(p) Income tax

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

The income tax expense or benefit for the period is the total of the current period's taxable income based on the national
income fax rate for each jurisdiction plus/minus any prior years' underfover provisions, plus/minus movements in the
deferred tax balance, except where the movement in deferred tax is attributable to a movement in reserves.

Deferred income tax is recognised, using the liability method, on temporary differences arising between the tax bases of
assets and liabilities and their carrying amounts in the financial statements. Deferred tax liabilities are not recognised if
they arise from the initial recognition of goodwill. Deferred income tax is determined using tax rates and laws that have

been enacted or substantively enacted by the reporting date.

Deferred tax assets are recognised for deductible temporary differences and unused tax losses only to the extent that it is
probable that future taxable amounts will be available to utilise those temporary differences and losses.
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Top Energy Consumer Trust
Notes to the financial statements
For the year ended 31 March 2017
{continued)

2 Summary of significant accounting policies (continued)

(p) Income tax {continued)

Deferred tax assets and liabilities are not offset within the Group as there is currently no legally enforceabile right to offset
current tax assets against current tax liabilities.

(q) Intangible assets

(i} Goodwill

Goodwill represents the excess of the cost of an acquisition over the fair value of the Group’s share of the net identifiable
assets of the acquired business or entity at the date of acquisition. Goodwill on acquisitions of businesses and
subsidiaries is included in intangible assets. Goodwill acquired in business combinations is not amortised. Instead, itis
tested for impairment annually, or more frequently if circumstances indicate that it might be impaired. Geoodwill is carried
at cost less accumulated impairment losses. Gains and losses on the disposal of an entity include the carrying amount of
goodwill relating to the entity disposed of.

For the purpose of impairment testing, goodwill acquired in a business combination is allocated to each of the Cash
Generating Units (CGUs), or groups of CGUs, that is expected to benefit from the synergies of the combination. Each unit
or group of units {o which the goodwill is allocated represents the lowest level within the entity at which the goodwill is
monitored for inlernal management purposes.

(ify  Computer software
Acquired computer software licences are capitalised on the basis of the costs incurred to acquire and bring to use the
specific software. These costs are amortised over their estimated useful lives (typically, three years).

(iii) Emission Trading Scheme assets
Carbon emission units are recognised at their initial cost less any accumulated impairment losses. For the purpose of
impairment testing, carbon emission units are allocated to the cash generating unit {o which they relate.

The carrying value of the units are allocated between current and non-current intangible assets. The basis of allocation is
that the carrying value of units that will be surrendered at 31 May immediately following the reporiing date {i.e. those
covered by the annual declaration to the previous 31 December) are {reated as current assets. The carrying value of all
other units is treated as a non-current intangible asset.

(iv) Easements
Easements are perpetual rights over land owned by others. The Group obtains easements in order {o protect access ta its
network assets where these are sited on or pass over privately owned land.

Easements are deemed to have an indefinite usefut life as the Grants do not have a maturity date and the Group expects
to use and have benefit from each easement indefinitely. Therefore the Group does not amortise the cost of easements
acquired. The Group reviews the carrying value of easements annually for impairment, and writes down the carrying value
if any are found to be impaired.

(r) Interest bearing liabilities

Interest bearing liabilities are recognised initially at fair value, net of transaction costs incurred, and are subsequently
carried at amortised cost.

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

(s) Inventories

Raw materials and stores, work in progress and finished goods are stated at the lower of weighted average cost and net
realisable value. Cost comprises direct materials, direct labour and an appropriate proportion of variable and fixed
overhead expenditure, the latter being allocated on the basis of normal operating capacity. Net realisable value is the
estimated selling price in the ordinary course of business less the estimated costs of completion and the estimated cosis
necessary to make the sale.
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Top Energy Consumer Trust
Notes fo the financial statements
For the year ended 31 March 2017
(continued)

2 Summary of significant accounting policies {continued)

{t) Investment property

The Group has acquired a small number of investment properties which do not currently contribute to the Group's activities
and are let to third parties to defray costs.

Investment property is measured initially at cost, including transaction costs, Investment property is carried at fair value,
which is based on active market prices, adjusted, if necessary, for any difference in the nature, location or condition of the
specific asset. The Group obtains regutar open market valuations of the investment properties from suitably qualified
independent valuers. Changes in fair values are recorded in the statement of comprehensive income within profit or loss
as a constituent of fair value gains or losses on financial assets in the period in which they arise.

An investment property is derecognised on disposal or when the investment property is permanently withdrawn from use
and no future economic benefits are expacted from disposal. Any gain or loss on derecognition of the property is included
in profit or loss in the period in which the property is derecognised.

(u} Investments and other financial assets
Classification

The Group classifies its financial assets into the following categories: at fair value through profit or loss; loans and
receivables; and available for sale. The classification depends on the purpose for which the financial assets were
acquired. Management determines the classification of its financial assets at initial recognition.

() Financial assets af fair value through profit or 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 they are expected
to be settled within 12 months, otherwise they are classified as non-current.

(i)  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 maturities greater than 12 months after the end of the
reporting period. These are classified as non-current assets.

(i} 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 end of the reporting period.

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 sell 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 profit and loss component of 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 al fair value through profit or loss are subsequently carried at fair
value.

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 profit and loss component of the statement of comprehensive income 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 profit and loss component of the statement of comprehensive income as part of other income when the
Group's right to receive payments is established.

Changes in the fair value of monetary and non-monetary securities cltassified as available for sale are recognised in other
comprehensive income.
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Top Energy Consumer Trust
Notes to the financial statements
For the year ended 31 March 2017
(continued)

2 Summary of significant accounting policies (continued)

{u) Investments and other financial assets {continued)

When securities classified as available for sale are sold or impaired, the accumulated fair value adjustments recognised in
equity are included in the profit and loss component of the statement of comprehensive income as ‘gains and losses from
investment securities’.

Dividends on available-for-sale equity instruments are recognised in the profit and loss component of the statement of
comprehensive income as part of other income when the Group's right to receive payments is established.

Impairment of financial instruments
(i)  Assets carried at amorlised 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 aiter 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.

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 the 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 coniract. 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 refated objectively to an
evenl 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 profit or loss.

(i}  Assels classified as available for sale

The Group assesses at the end of each reporting period whether there is objective evidence that a financial asset or a
group of financial assets is impaired. In the case of equity investments classified as available for sale, a significant or
prolonged decline in the fair value of the security below its cost is also evidence that the assets are impaired. If any such
evidence exists for available-for-sale financial assets, the cumulative loss — measured as the difference between the
acquisition cost and the current fair value, less any impairment loss on that financial asset previously recognised in profit
or loss — is removed from equity and recognised in profit or loss,

{v) Leases

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 profit or loss component of the statement of comprehensive income on a straight-line basis over the period of the
lease.
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