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Approaching Our Financial Statements

The objective of financial statements is to communicate the Group’s financial
information to our stakeholders, especially shareholders, investors and lenders, for
making economic decisions. To achieve this objective, it is always our aim to present the
financial information of CLP as clearly and concisely as possible. This overview helps you
understand how information is organised and presented in our financial statements.
Hopefully, this will bring you a more insightful reading experience.

m Accounting Mini-series > w Essential Financial Statements —

We believe that understanding financial Financial statements start with summaries of the financial position,
statements is a right, not a privilege. To help performance and changes in resources of the Group. These

those unfamiliar with accounting terms read summaries are presented in three essential financial statements
our financial statements, we have developed an with different objectives as shown in the diagram. The relationships
Accounting Mini-series to explain topical and between these statements and the interactions with the Group’s
difficult accounting concepts in a way that is easier stakeholders are set out in our website.

to understand. A number of topics have been
discussed since 2007, the content of which can be

Statement of Statement of Profit Statement of
found in our website. Financial Position or Loss and Other Cash Flows
; Read our A snapshot taken Comprehensive Where the company
previous accounting ata pointin time, Lz gets its cash and how
mini-series —— of all the assets the Financial it spends it
company owns and performance
all the claims against measured by
those assets recording the flow

of resources over a
period of time

— m Significant Accounting Policies \
)
Financial statements are prepared in accordance Assets ‘ Income ‘ ‘ ‘
with Hong Kong Financial Reporting Standards

(HKFRS). You do not need to be familiar with all the
requirements of HKFRS because the accounting
policies which are significant and relevant to the
Group are disclosed in the financial statements.

The disclosures include specific principles and > Critical Accounting Estimates and Judgements —
procedures selected and applied by management
in preparing the financial statements, as well as

Management makes judgements and estimates in preparing the
. financial statements, some of which will have a significant effect on

the methods, measurement basis and procedures ) ) o e

) the reported results and financial position. HKAS 1 specifies that an
to account for the transactions. , : .

entity shall disclose (1) the key judgements that have the most
Look for flipping boxes significant effect on amounts recognised; and (2) the assumptions

and other sources of estimation uncertainty at period end that have
a significant risk of material adjustment to the carrying amounts of

assets or liabilities within the next financial year. You should pay
E Tips & Hints 4 attention to our disclosures under “critical accounting estimates
and judgements” which help you assess CLP’s financial position
Tips & Hints are our initiatives to facilitate you to and performance and understand the sensitivities to changes in
understand the content of a particular disclosure assumptions.
or complicated accounting concepts or terms.
NP Look for light blue boxes
)]_*'l Look for arrow boxes
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Accounting Mini-series

New Lease Accounting

Have you noticed
something new on our
balance sheet? A new

item named right-of-use
assets joined our financial
statements for the first
time. This is a product of
the new lease accounting
standard, HKFRS 16, which
introduces a new lease
definition, resulting in
significant changes in the
way lessees recognise both
the leased assets and the
associated liabilities on the
financial statements. For
lessors, accounting largely
remains the same. Let’s
dive into the details to
understand the main
impact of this new
standard.

‘ ‘ Effective on

1 January 2019, the
old lease accounting
standard HKAS 17 has
been replaced by the
new standard HKFRS
16 which brings a new
era to lease accounting,
including a new lease
definition and changes
to the lessee accounting

model. ’ ,
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Lessor or lessee?

Before going into the detail of the new lease accounting standard, let's refresh the
meaning of lessor and lessee. A lessor is the party who owns the asset and rents

it out. A lessee is the party who rents the asset from the lessor. It is important to
understand the identity of each party as the new lease accounting standard brings
an unequal impact to lessors and lessees. While it makes radical changes to the
current lessee accounting model, it retains the operating and finance lease models
for lessors.

The new standard also includes an updated definition of lease. Under the new
definition, contracts previously identified as leases may be scoped out and vice
versa for both lessors and lessees.

Impact on lessors and lessees

Lessors Lessees

New lease = Contracts may change their existing lease classifications
definition under the new definition
Lease = Noimpact = Fundamental changes
accounting = Retain the current = Adopt a single lessee accounting
model operating and finance model

lessor accounting = Alllessees are required to reflect

models a right-of-use asset and a lease

liability on their balance sheets

When is CLP a lessor or a lessee?

Usually, people may think of a lessee as a tenant or renter, while the lessor is the
landlord or owner. Obviously, CLP is a lessee when renting land and buildings for
its daily operations, however, could CLP be a lessor in its electricity generation
business?

With the capital-intensive nature of the power industry, CLP usually enters into

Power Purchase Agreements (PPA) to ensure offtakers purchase substantially
all the output produced by power plants. According to the new lease definition,
for these PPAs, CLP may act as a lessor that owns the power plants and “rent”
them out to the offtakers. Jhajjar's PPA is one example of CLP acting as an
operating lessor.




New lease definition

In the past, the process to identify a lease contract
(HK(IFRIC) - Interpretation 4) was hard to understand and
complicated to apply, resulting in contracts being qualified
as leases without properly reflecting their commercial
substance. The new standard presents a clearer lease

Identification of a lease contract
definition, which plays a key role in identifying lease

contracts. Is there an identified asset?  No »
Alease is now defined as a contract which provides ‘ Yes

a customer with the right to control the use of an Does the customer have the

asset. This definition is further substantiated if: right to obtain substantially

= there is an identified asset; and all of the economic benefits > Contract
0

from use of the identified is not
asset throughout the period (does not
of use? contain)

alease
* Yes

Does the customer have the

right to direct the use of the

identified asset throughout o »
the period of use?

= the contract conveys the right to control
the use of the identified asset for a period
of time in exchange for a consideration.

When assessing whether the customer has the
right to direct the use of the identified asset,

the party (the customer or the supplier) who has
the right to direct how and for what purpose the
identified asset will be used throughout the period
of use, is the key to reach a conclusion. ; Yes

Contract is (contains) a lease

New lease definition - impact on CLP

Itis usual for CLP to enter into offtake contracts whereby the customer purchases substantially all the output produced by a
power plant (‘economic’ element). Under the old guidance, if the price per unit of output was neither fixed nor equal to the
market price (‘price’ element), the contract would be classified as a lease.

The lease definition has now changed to focus on who can control the use of the underlying asset during the period of use.
The customer must also have the right to direct the use of the asset (‘power’ element), that is the right to change what type,
when, where and how much of the output is produced.

Following the change in definition, when assessing whether an offtake contract is a lease we now put greater focus on the
power element, to assess who (CLP or the customer) has the right to decide the amount (how much) of power supply, and
the timing (when) of generation and dispatch of that supply.

Elements to consider in lease identification Old definition  New definition

Economic element Does the customer obtain substantially all the benefits Consider Consider
from the use of the asset

Price element Whether the price per unit of output is neither fixed nor Consider Removed
equal to the current market price

Power element Who has the right to direct how and for what purpose Not consider Consider
the identified asset is used

This year, CLP adopted the new definition for the first time. We have assessed the existing offtake contracts based on the
economic and power elements mentioned above with no change of lease classification noted. Details about the first-time
adoption of the HKFRS 16 are set out in Note 3 to the Significant Accounting Policies of the Financial Statements.
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Accounting Mini-series

New lessee accounting model

Other than presenting a new lease definition, another change
is the introduction of a single accounting model for the
lessees.

Why the need for a change?

In the past, lessees distinguished between finance leases (on
balance sheet) and operating leases (off balance sheet) based
on the extent that risks and rewards were transferred to the
lessee. A finance lease was like buying an asset financed by
debt. Over the lease term, the lessee would recognise
depreciation on the asset and interest expenses on the
liability. In contrast, operating leases were effectively rental
agreements, where no asset or liability were recognised on
the balance sheet of the lessee, and periodic lease payments
were booked as rental expenses.

Before the introduction of HKFRS 16, credit rating agencies
used to adjust financial statements in order to “recognise”
operating leases on the balance sheet of the lessee,
simulating the purchase of the asset via debt issuance. The
balance sheet was adjusted to increase debt and fixed assets
in line with the value of the lease commitment. With the
intention to increase transparency and comparability, and
provide a more accurate view of a company’s contractual
liabilities, this new single lessee accounting model is now
introduced to supersede the old operating and finance lessee
models.

What are the changes?

In essence, a lease is an acquisition of a right to use an
underlying asset (right-of-use asset) with the purchase price
to be paid in instalments (lease liability). Therefore, under the
new accounting model, a lessee is required to record these
right-of-use asset and lease liability on its balance sheet. How
are these new balance sheet items measured?

‘ ‘ Previously unrecorded leased assets
and liabilities are now recognised. , ’

Right-of-use asset

The right-of-use asset is valued by reference to the
consideration to be paid by the lessee. At initial
recognition, the value of the right to use an underlying
asset equals the lease liability, adjusted for any
prepayments, lease incentives or other direct costs for
the lease. If there are no such prepayments, incentives or
other costs, the right-of-use asset and lease liability are
equal.
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Lease liability

At the commencement day, the value of the lease liability
is the present value of the future lease payments. The
discount rate is either an implicit rate given in the lease, or
the lessee’s incremental borrowing rate, if no rate is
included in the lease. Payments that vary according to
future indices or rates are calculated at the current index
or rate. Payments depending on other factors, such as
those linked with lessee’s performance, are not included in
the lease liability.

What are the impacts?

The overall effects to balance sheet, profit and loss and cash
flows brought by the new lessee accounting are illustrated in
the diagram below.

Lessee Accounting

Balance Right-of-use L liabilit
iabili

Sheet asset gase labiity

Income Depreciation Interest expense

Statement e.xpen.se on . .at effective
straight line basis interest rate

Cash Flow

Statement

The capitalisation of right-of-use assets and lease liabilities
may have a significant impact on the financial ratios of a
lessee. Total assets and total liabilities, net income, and key
financial ratios, such as debt to equity, debt to assets, return
on asset, and return on equity will be affected.

Lessee accounting model - impact on CLP

Lease contracts where CLP is the lessee are mainly on land
and buildings. In the past, outstanding lease payments
were not recognised on the balance sheet but disclosed as
operating lease commitment. On the adoption of the new
single lessee accounting model, CLP recognised its
previous operating leases on the balance sheet as

right-of-use assets together with an equal amount of
lease liabilities. However, due to the nature of CLP’s
business, the amount involved is relatively insignificant.
Accordingly, impacts on the financial ratios of CLP are also
immaterial. Detailed information can be found in Note 3 to
the Financial Statements.




Independent Auditor’s Report

_a

pwc

To the Members of CLP Holdings Limited
(incorporated in Hong Kong with limited liability)

Opinion
What we have audited

The consolidated financial statements of CLP Holdings Limited (the “Company”) and its subsidiaries (the “Group”) (“the Group
Financial Statements”) set out on pages 220 to 294, which comprise:

= the Consolidated Statement of Financial Position as at 31 December 2019;

= the Consolidated Statement of Profit or Loss for the year then ended;

= the Consolidated Statement of Profit or Loss and Other Comprehensive Income for the year then ended;

= the Consolidated Statement of Changes in Equity for the year then ended;

= the Consolidated Statement of Cash Flows for the year then ended; and

= the Significant Accounting Policies, Notes to the Financial Statements and Financial Risk Management.

Our opinion

In our opinion, the Group Financial Statements give a true and fair view of the consolidated financial position of the Group as at
31 December 2019, and of its consolidated financial performance and its consolidated cash flows for the year then ended in
accordance with Hong Kong Financial Reporting Standards ("HKFRSs”") issued by the Hong Kong Institute of Certified Public
Accountants ("HKICPA”) and have been properly prepared in compliance with the Hong Kong Companies Ordinance.

Basis for Opinion

We conducted our audit in accordance with Hong Kong Standards on Auditing (“HKSAs") issued by the HKICPA. Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for the Audit of the Group
Financial Statements section of our report.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Independence

We are independent of the Group in accordance with the HKICPA’s Code of Ethics for Professional Accountants (“the Code”),
and we have fulfilled our other ethical responsibilities in accordance with the Code.
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Independent Auditor’s Report

Key Audit Matters

Key Audit Matters are those matters that, in our professional judgement, were of most significance in our audit of the Group
Financial Statements of the current period. These matters were addressed in the context of our audit of the Group Financial
Statements as a whole, and in forming our opinion thereon, and we do not provide a separate opinion on these matters.

Key audit matters identified in our audit are summarised as follows:

= Unbilled retail revenue;

= Valuation of EnergyAustralia’s energy retail business;

= Fixed asset accounting and the calculation of the Scheme of Control permitted return;

= Recoverability of trade receivables;
= Asset retirement obligations (AROs); and

= Legal matters.

Key Audit Matter

How our audit addressed the Key Audit Matter

Unbilled retail revenue
Refer to note 3 to the Group Financial Statements

Retail electricity and gas revenues are recognised when
electricity and gas are supplied to and consumed by the
customers. Revenues are measured on the basis of periodic
cycle meter readings and include an estimated accrual for the
value of electricity and gas consumed from the meter
reading date to the end of the reporting period (unbilled
revenue). Unbilled retail revenue of the Group totalled
HKS3,459 million at 31 December 2019.

In CLP Power Hong Kong Limited (CLP Power Hong Kong),
unbilled retail revenue is calculated using estimates including
consumption quantity based on the electricity sent-out
adjusted by a loss factor, pattern of residential and
non-residential consumption, weather and certain other
factors.

In EnergyAustralia Holdings Limited (EnergyAustralia) the
amount is calculated based on the electricity purchased and
applicable tariffs for the mass market customer segment, as
well as actual meter readings and contracted rates for
commercial and industrial customers. The amount is adjusted
for physical energy loss and other measurable factors.

This is a Key Audit Matter because the calculation of unbilled
retail revenue involves a high degree of estimation.
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Our procedures in relation to unbilled retail revenue
included:

= Obtaining an understanding of and testing the key controls
in place to determine the estimate of unbilled retail revenue
for both CLP Power Hong Kong and EnergyAustralia;

= Testing the volume of electricity sent-out by CLP Power
Hong Kong to supporting information;

= Testing the volume of electricity purchased by
EnergyAustralia from the wholesale electricity market
to the underlying Australian Energy Market Operator
invoices on a sample basis and reconciling the total
purchase volumes to revenue volumes; and

= Understanding the estimates made relating to volumes,
loss factors and tariffs used in determining the level of
unbilled retail revenue for both CLP Power Hong Kong
and EnergyAustralia and where relevant assessing their
reasonableness by comparing them against historical
trends and against the weighted average tariff for prices.

Based on the work performed, we found that the Group’s
unbilled retail revenue amount is supported by the available
evidence.



Key Audit Matter

How our audit addressed the Key Audit Matter

Valuation of EnergyAustralia’s energy retail business
Refer to notes 4 and 13 to the Group Financial Statements

During the first half of 2019, the Default Market Offer and the
Victorian Default Offer (collectively, the “default offers”) were
released in Australia which took effect from 1 July 2019. The
default offers serve as a price cap for electricity for those
previously paying the highest prices on contracts known as
“standing offers”. The default offers impact EnergyAustralia’s
gross margin by stipulating a new, lower standing offer.

At 30 June 2019 EnergyAustralia performed an assessment
of the recoverable amount of its energy retail business. The
recoverable amount did not support the carrying value of the
energy retail business as at 30 June 2019. As a result the
Group has recognised an impairment on the energy retail
goodwill of HK$6,381 million (A$1,176 million). The
recoverable amount of the energy retail business was
reassessed at 31 December 2019 and was determined to be
HK$10,930 million (A$2,006 million), using the same value in
use methodology as 30 June 2019 with updated assumptions.
There was minimal headroom above the carrying value at 31
December 2019.

This is a Key Audit Matter because inputs to the value in use
models require significant management judgement in
particular in determining the assumptions for annual retail
tariffs, customer account growth rate and discount rate.
Changes in these key assumptions would have a direct impact
on the valuation.

Our procedures in relation to management's assessment of
the carrying value of EnergyAustralia’s retail business at 30
June 2019 and 31 December 2019 and the impairment
charge recorded during the year included:

= Assessing the appropriateness of the valuation
methodology in the calculation of the recoverable amount
of the energy retail business;

= Reconciling input data to supporting evidence, such as
approved business plans;

= Considering the accuracy of the prior year forecasts
against past results;

= Challenging the reasonableness of the key assumptions
based on our knowledge of the business and the industry;

= Assessing the discount rates used with the involvement
of our in-house valuation experts;

= Verifying the integrity of formulae and mathematical
accuracy of management’s valuation models;

= Testing the mathematical accuracy of the calculation of
the impairment charge recognised in the profit and loss;

= Assessing the potential impact of reasonably possible
downside changes in the key assumptions including
possible future regulatory policy changes; and

= Reviewing the appropriateness of the Group’s disclosures.

Based on the work performed, we found the impairment
charge recorded during the year and the 31 December 2019
carrying value of the EnergyAustralia energy retail business
are supported by the available evidence and the key
assumptions have been appropriately disclosed in note 13 to
the Group Financial Statements.
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Independent Auditor’s Report

Key Audit Matter

How our audit addressed the Key Audit Matter

Fixed asset accounting and the calculation of the Scheme of
Control permitted return

Refer to notes 10 and 11 to the Group Financial Statements

Consolidated fixed assets and right-of-use assets were
HK$150 billion at 31 December 2019. This includes fixed
assets and leasehold land relating to CLP Power Hong Kong
and Castle Peak Power Company Limited (CAPCO) (together
the SoC Companies) (SoC fixed assets) which are the base
used in the calculation of the permitted return under the
Scheme of Control (SoC) Agreement.

The annual permitted return is 8% of the SoC Companies’
average net fixed assets. If the gross tariff revenue in a
period is less than or exceeds the total of the SoC operating
costs, permitted return and taxation charges, such deficiency
shall be deducted from, or such excess shall be added to, the
Tariff Stabilisation Fund (TSF). In any period, the amount of
deduction from or addition to the TSF is recognised as a
revenue adjustment to the extent that the return and charges
under the SoC are recognised in profit or loss.

This is a Key Audit Matter because of the significance of
the balance and its importance to the SoC Companies. The
accuracy of SoC fixed asset additions, disposals and
depreciation charges is important to ensure the SoC fixed
asset balance is appropriate and the permitted return is
calculated correctly.
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Our procedures in relation to the Group’s SoC fixed assets
and the calculation of the SoC permitted return included:

= Assessing the control environment and testing controls
over additions, disposals and depreciation charges;

= Testing the fixed asset additions in the year to supporting
evidence on a sample basis and assessing whether the
items have been appropriately capitalised;

= Assessing the estimated useful lives of the SoC fixed
assets for compliance with the SoC;

= Testing depreciation charges by performing depreciation
reasonableness tests for individual assets, on a sample
basis;

= Obtaining management’s reconciliation of fixed assets
from the opening balance at the beginning of the year to
the closing balance at the end of the year and reconciling
this to the general ledger and supporting records;

= Recalculating the SoC permitted return for the year; and
= Recalculating the SoC adjustment to revenue for the year.
Based on the work performed, we found that the Group's

SoC fixed asset accounting and the SoC permitted return
calculation are supported by the available evidence.



Key Audit Matter

How our audit addressed the Key Audit Matter

Recoverability of trade receivables
Refer to note 19 to the Group Financial Statements

CLP Power Hong Kong and EnergyAustralia have significant
retail businesses with many individual customers. The
offtakers for the Group’s other generation businesses are
mainly a small number of state grid operators. Provisions
are made for expected credit losses when the Group will not
collect all amounts due.

Expected credit losses in CLP Power Hong Kong are close to
zero as the trade receivables are mostly secured by cash
deposits or bank guarantees from customers and have no
recent history of default.

EnergyAustralia has trade receivables of HK$6,126 million
at 31 December 2019 against which provisions for expected
credit losses of HK$715 million are held. Management
estimated the level of expected losses, by assessing future
cash flows for each group of trade receivables including a
probability weighted amount determined by evaluating a
range of possible outcomes based on twelve month rolling
historical credit loss experience by customer segment,
geographical region, tenure and type of customer and
applying them to the receivables held at year end. The
impact of economic factors, both current and future, is
considered in assessing the likelihood of recovery from
customers.

CLP India Private Limited's (CLP India) renewable projects
have trade receivables of HKS805 million of which HK$704
million are past due at 31 December 2019. Management has
assessed the recoverability of past due amounts and
concluded no credit loss provision is required as there is

no recent history of default and continuous payments are
received.

As at 31 December 2019, the Group had total receivables

of HK$1,268 million relating to unpaid Renewable National
Subsidies in its Mainland China business. These amounts
were considered fully recoverable as continuous settlements

have been noted with no history of default and the subsidy is

funded by the Renewable Energy Development Fund set up
and administered by the Ministry of Finance.

This is a Key Audit Matter because of the magnitude of the
trade receivables balance and the significant judgement

applied in assessing the allowance for expected credit losses.

Our procedures in relation to trade receivables included:

= Testing controls over the billing and collection cycles in
CLP Power Hong Kong and EnergyAustralia;

= Testing the system calculated trade receivables ageing
analysis used to assess the recoverability of receivables in
CLP Power Hong Kong and EnergyAustralia;

= Assessing the appropriateness of the credit loss
provisioning methodology used by the Group;

= Assessing the estimates used to determine the expected
credit losses by considering cash collection performance
against historical trends;

= Reviewing the accuracy of management's judgements by
comparing historical provisions against actual write-offs;

= Reviewing minutes of the boards of directors’ meetings
relating to the recoverability of trade receivables;

= Discussing with management to understand the nature
and the judgement involved in estimating the expected
credit loss provision on trade receivables from the state
grid operators of CLP India's renewable projects and
corroborating with correspondence with the customers;
and

= Discussing with management to understand the nature
and the judgement involved in their determination that
there is no expected credit loss on unpaid Renewable
National Subsidies, assessing the regulatory eligibility
for the Group’s projects, reviewing the correspondence
for projects qualifying under the Renewable Energy
Development Fund during the year and considering
subsidies collected to-date.

Based on the work performed, we found that management'’s
assessments of the recoverability of trade receivables are
supported by the available evidence.
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Independent Auditor’s Report

Key Audit Matter

How our audit addressed the Key Audit Matter

Asset retirement obligations (AROs)
Refer to note 26 to the Group Financial Statements

Provisions are held for estimated remediation costs,
discounted to present value, where the Group has a legal or
constructive obligation for remediation and the likelihood
of an economic outflow is probable. Estimating the amount
and timing of the obligation requires significant judgement.
Management has assessed the Group's obligations for

each asset based on the local regulatory environment and
expected closure dates.

Management's key ARO judgements are as follows:

= The Group’s provision of HK$2,411 million mainly relates
to land remediation of generation assets in Australia. The
provisions are largely based on estimates by external
and internal experts that are discounted using internally
determined end of plant lives.

= CLP Power Hong Kong expects that its transmission and
distribution network will continue to be used for the
distribution of electricity supply to its customers and
considers it remote that the network will be removed from
the existing land sites. Therefore, AROs have not been
recognised for transmission and distribution assets.

= CAPCO will retire the coal-fired generation units at Castle
Peak A Station (CPA) between 2022 to 2025. Management
considers that the dismantling obligation for the CPA units
is covered by the asset decommissioning liability accrued
under the SoC as at 31 December 2019.

= While no provision for ARO for the other generation units
of CAPCO has been recognised, it is expected that should
such obligation be incurred, it will be met by the liability
accrued and the cost recovery mechanism under the SoC.

This is a Key Audit Matter because significant judgement
is required in determining whether an ARO exists, and
estimating the amount and timing of the obligation.

216  CLP Holdings 2019 Annual Report

Our procedures in relation to AROs included:

= Assessing the appropriateness of the Group'’s accounting
policy;

= Evaluating management’s judgement that it is remote
that the Hong Kong transmission and distribution network
would be removed from the existing land sites; it is
probable that the CPA units will be removed; and it is
possible but not probable that CAPCO’s other fossil-fuel
generation units may be removed at some pointin time in
the future;

= Assessing management's judgements as to whether a
contractual or constructive obligation exists based on the
respective power purchase agreements, lease agreements,
local laws and regulations, past practice;

= Assessing the independence, objectivity and competence
of management'’s experts involved in respect of the future
cost estimates for those assets where a provision has
been recognised; and

= Testing the appropriateness of management'’s estimates
of future costs, the timing and the discount rates where
management has concluded that a legal or constructive
obligation exists.

Based on the work performed, we found that the ARO
provisions are supported by the available evidence.



Key Audit Matter

How our audit addressed the Key Audit Matter

Legal matters
Refer to note 33 to the Group Financial Statements

The Group is exposed to the risk of litigation, regulatory
judgements and contractual disputes in the course of its
normal operations. Provisions are recognised when
management considers 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. Where management considers it is not probable
that an outflow of economic benefits will be required, or the
amount cannot be estimated reliably, the obligation is
disclosed as a contingent liability, unless the probability of
outflow of economic benefits is remote.

EnergyAustralia disposed of its entire interest in the lona
Gas Plant for a total consideration of A$1,780 million
(HK$9,991 million) in December 2015. On 19 May 2017,
EnergyAustralia received a Statement of Claim issued by
Lochard Energy (lona Operations Holding) Pty Ltd

(Lochard Energy), the purchaser of the lona Gas Plant, and
certain related entities (together “the plaintiff”),
commencing formal legal proceedings seeking A$967 million
(approximately HK$5,269 million) or alternatively A$780
million (approximately HK$4,250 million) in damages. The
claims allege that certain information regarding the technical
performance of the lona Gas Plant, and on which the plaintiff
claims to have relied to make its offer, were incomplete or
misleading. On 6 May 2019, an amended Statement of
Claim was issued by the plaintiff which introduced (as

a third alternative method of quantifying its damages) a
damages claim based on the cost to fix the alleged issues
with the plant as well as alleged associated losses and costs.
EnergyAustralia has rejected the claims and is defending
the legal proceedings. On the basis of currently available
information, the Directors’ view is that a material outflow of

economic benefits is unlikely and no provision has been made

in the Group Financial Statements.

This is a Key Audit Matter because significant management
judgement based on legal advice, where appropriate, is
required to assess whether the probability of a material
outflow of economic resources will occur and whether a
provision should be recognised.

Our procedures on management's assessment of legal
matters included:

= Assessing the processes and entity level controls over
identifying and monitoring legal matters;

= Reviewing the Group’s significant legal matters and other
contractual claims;

= Discussing with management any material developments
and the latest status of the legal matters;

= Reviewing the minutes of boards of directors’ meetings in
respect of discussions relating to legal matters;

= Obtaining written confirmation from external legal counsel
on the status of the Lochard Energy legal claim;

= Reviewing written correspondence from both external and
internal legal counsel documenting the status of the legal
claims (where relevant);

= Considering management'’s assessment of those matters
that are not provided and/ or disclosed as the probability
of material outflow is considered to be not probable for
provisioning or remote for disclosure;

= Testing whether provisions held against legal claims are
appropriate; and

= Reviewing the appropriateness of the Group’s disclosures.

Based on the work performed, we found the provisions
recorded and disclosures made are supported by the
available evidence.
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Independent Auditor’s Report

Other Information

The directors of the Company are responsible for the other information. The other information comprises all of the information
included in the annual report other than the Group Financial Statements and our auditor’s report thereon.

Our opinion on the Group Financial Statements does not cover the other information and we do not express any form of
assurance conclusion thereon.

In connection with our audit of the Group Financial Statements, our responsibility is to read the other information and, in doing
so, consider whether the other information is materially inconsistent with the Group Financial Statements or our knowledge
obtained in the audit or otherwise appears to be materially misstated.

If, based on the work we have performed, we conclude that there is a material misstatement of this other information, we are
required to report that fact. We have nothing to report in this regard.

Responsibilities of Directors and the Audit & Risk Committee for the Group Financial Statements

The directors of the Company are responsible for the preparation of the Group Financial Statements that give a true and fair
view in accordance with HKFRSs issued by the HKICPA and the Hong Kong Companies Ordinance, and for such internal control
as the directors determine is necessary to enable the preparation of Group Financial Statements that are free from material
misstatement, whether due to fraud or error.

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

The Audit & Risk Committee is responsible for overseeing the Group’s financial reporting process on behalf of the Board of
Directors.

Auditor’s Responsibilities for the Audit of the Group Financial Statements

Our objectives are to obtain reasonable assurance about whether the Group Financial Statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion. We report our
opinion solely to you, as a body, in accordance with Section 405 of the Hong Kong Companies Ordinance and for no other
purpose. We do not assume responsibility towards or accept liability to any other person for the contents of this report.
Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with HKSAs will
always detect a material misstatement when it exists. Misstatements can arise from fraud or error and are considered material
if, individually or in the aggregate, they could reasonably be expected to influence the economic decisions of users taken on the
basis of these Group Financial Statements.

As part of an audit in accordance with HKSAs, we exercise professional judgement and maintain professional scepticism
throughout the audit. We also:

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

= Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Group’s internal control.

= Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and related
disclosures made by the directors.
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= Conclude on the appropriateness of the directors’ use of the going concern basis of accounting and, based on the audit
evidence obtained, whether a material uncertainty exists related to events or conditions that may cast significant doubt on
the Group’s ability to continue as a going concern. If we conclude that a material uncertainty exists, we are required to draw
attention in our auditor’s report to the related disclosures in the Group Financial Statements or, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on the audit evidence obtained up to the date of our auditor’s
report. However, future events or conditions may cause the Group to cease to continue as a going concern.

= Evaluate the overall presentation, structure and content of the Group Financial Statements, including the disclosures, and
whether the Group Financial Statements represent the underlying transactions and events in a manner that achieves fair
presentation.

= Obtain sufficient appropriate audit evidence regarding the financial information of the entities or business activities within
the Group to express an opinion on the Group Financial Statements. We are responsible for the direction, supervision and
performance of the group audit. We remain solely responsible for our audit opinion.

We communicate with the Audit & Risk Committee regarding, among other matters, the planned scope and timing of the audit
and significant audit findings, including any significant deficiencies in internal control that we identify during our audit.

We also provide the Audit & Risk Committee with a statement that we have complied with relevant ethical requirements
regarding independence, and to communicate with them all relationships and other matters that may reasonably be thought to
bear on our independence, and where applicable, related safeguards.

From the matters communicated with the Audit & Risk Committee, we determine those matters that were of most significance
in the audit of the Group Financial Statements of the current period and are therefore the key audit matters. We describe these
matters in our auditor’s report unless law or regulation precludes public disclosure about the matter or when, in extremely rare
circumstances, we determine that a matter should not be communicated in our report because the adverse consequences of
doing so would reasonably be expected to outweigh the public interest benefits of such communication.

The engagement partner on the audit resulting in this independent auditor’s report is Sean William Tuckfield.

PricewaterhouseCoopers

Certified Public Accountants
Hong Kong, 24 February 2020
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Consolidated Statement of Profit or Loss
for the year ended 31 December 2019

2019 2018
Note HK$M HK$M
BN B ., == = = |
Revenue 3 .....85689 ¢ 91,425
Expenses
Purchases of electricity, gas and distribution services (32,967) (34,214)
Staff expenses (4,535) (4,449)
Fuel and other operating expenses (26,039) (26,595)
Depreciation and amortisation (8,118) (8,005)
,,,,,, (71,659)  (73,263)
Other charge 4 (6,381) 7777777777777 -
Operating profit 5 7,649 18,162
Finance costs 6 (1,983) (2,049)
Finance income 6 162 192
Share of results, net of income tax
Joint ventures 14 885 518
Associates 15 1,828 1,818
Profit before income tax 8,541 18,641
Income tax expense 7 (2,787) (4,014)
Profit for the year 5,754 14,627
Earnings attributable to:
Shareholders 4,657 13,550
Perpetual capital securities holders 212 250
Other non-controlling interests 885 827
5,754 14,627
Earnings per share, basic and diluted 9 HKS1.84 HKS5.36

The notes and disclosures on pages 226 to 294 are an integral part of these consolidated financial statements.
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Consolidated Statement of Profit or Loss and

Other Comprehensive Income
for the year ended 31 December 2019

2019 2018
HK$M HKSM
Profit for theyear 5754 14,627
Other comprehensive income
Items that can be reclassified to profit or loss
Exchange differences on translation (936) (5,177)
Cash flow hedges 423 (284)
Costs of hedging 10 29
Share of other comprehensive income of joint ventures 1 1
,,,,,,,,, (502)  (5431)
Items that cannot be reclassified to profit or loss
Fair value changes on equity investments 31 (37)
Remeasurement losses on defined benefit plans (4) (8)
Share of other comprehensive income of an associate = 4
,,,,,,,,,,, 27 1)
Other comprehensive income for the year, netoftax | (5?5) 77777777 (75,74?727)7
Total comprehensive income for the year 5,279 9,155
Total comprehensive income attributable to:
Shareholders 4,263 8,035
Perpetual capital securities holders 212 250
Other non-controlling interests 804 870
5,279 9,155

}j:- This statement of profit or loss and other comprehensive income includes not only conventional profit for the year, but
also “other comprehensive income”. Further details of other comprehensive income attributable to shareholders are
presented in Note 28.

The notes and disclosures on pages 226 to 294 are an integral part of these consolidated financial statements.
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Consolidated Statement of Financial Position
as at 31 December 2019

2019 2018

Note HKSM HKSM
' =HE SOl $I S N

Non-current assets

Fixed assets 10 143,615 141,309
Leasehold land and land use rights under operating leases 10 - 5,432
Right-of-use assets 11 6,050 -
Investment property 12 1,121 1,204
Goodwill and other intangible assets 13 20,111 26,910
Interests in and loans to joint ventures 14 9,999 9,674
Interests in associates 15 8,708 7,746
Deferred tax assets 24 524 835
Derivative financial instruments 16 1,389 1,000
Other non-current assets 17 1,280 904
192,797 195,014
Current assets
Inventories - stores and fuel 2,510 2,840
Renewable energy certificates 996 847
Property under development 18 2,973 2,971
Trade and other receivables 19 12,986 15,917
Derivative financial instruments 16 1,035 799
Short-term deposits and restricted cash 20 445 4,761
Cash and cash equivalents 20 7,881 7,365
28,826 35,500
Current liabilities
Customers’ deposits 19(a) (5,679) (5,476)
Fuel clause account 21 (1,131) (901)
Trade payables and other liabilities 22 (17,586) (19,061)
Income tax payable (1,522) (1,399)
Bank loans and other borrowings 23 (13,551) (13,535)
Derivative financial instruments 16 (993) (1,262)
(40,462) (41,634)
Net current liabilities (11,636) (6,134)
Total assets less current liabilities 181,161 188,880
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2019 2018

Note HK$SM HKSM
B B B 2. = £ = |
Financed by:
Equity
Share capital 27 23,243 23,243
Reserves 28 82,212 85,810
Shareholders’ funds 105,455 109,053
Perpetual capital securities 29 3,887 5,791
Other non-controlling interests 29 9,987 10,088
119329 124932
Non-current liabilities
Bank loans and other borrowings 23 38,798 41,763
Deferred tax liabilities 24 15,117 14,650
Derivative financial instruments 16 1,305 1,547
Scheme of Control (SoC) reserve accounts 25 1,500 998
Asset decommissioning liabilities and retirement obligations 26 3,513 3,558
Other non-current liabilities 1,599 1,432
....61832 ¢ 63,948
Equity and non-current liabilities 181,161 188,880
}]I:- The Company's statement of financial position is presented in Note 34. I

Lyt Morattes /4

William Mocatta Richard Lancaster Geert Peeters

Vice Chairman Chief Executive Officer Chief Financial Officer
Hong Kong, 24 February 2020

The notes and disclosures on pages 226 to 294 are an integral part of these consolidated financial statements.
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Consolidated Statement of Changes in Equity
for the year ended 31 December 2019

Attributable to Sharehold
ributable to Shareholders Perpetual Other Non-

Share Capital controlling Total
Capital  Reserves Total Securities Interests Equity
HKSM HK$SM HK$SM HK$M HK$SM HK$M
BN B B = = ___________ = |
Balance at 1 January 2018 23,243 85,627 108,870 5,791 7,019 121,680
Profit for the year - 13,550 13,550 250 827 14,627
Other comprehensive income for the year - (5,515) (5,515) - 43 (5,472)
Transfer to fixed assets - (45) (45) - (19) (64)
Dividends paid
2017 fourth interim - (2,880) (2,880) - - (2,880)
2018 first to third interim - (4,623) (4,623) - - (4,623)
Distributions to perpetual capital securities
holders - - - (250) - (250)
Dividends paid to other non-controlling interests - - - - (970) (970)
Change in ownership interests in a subsidiary - (304) (304) - 3,188 2,884
Balance at 31 December 2018 23,243 85,810 109,053 5,791 10,088 124,932
Balance at 1 January 2019 23,243 85,810 109,053 5,791 10,088 124,932
Profit for the year - 4,657 4,657 212 885 5,754
Other comprehensive income for the year - (394) (394) - (81) (475)
Transfer to fixed assets - 1 1 - - 1
Dividends paid
2018 fourth interim - (3,007) (3,007) - - (3,007)
2019 first to third interim - (4,775) (4,775) - - (4,775)
Acquisition of non-controlling interests - 10 10 - (96) (86)
Distributions to perpetual capital securities
holders - - - (212) - (212)
Dividends paid to other non-controlling interests - - - - (809) (809)
Reclassification to other borrowings (Note 29) - (90) (90) (5,791) - (5,881)
Issue of perpetual capital securities (Note 29) - - - 3,887 - 3,887
Balance at 31 December 2019 23,243 82,212 105,455 3,887 9,987 119,329

The notes and disclosures on pages 226 to 294 are an integral part of these consolidated financial statements.
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Consolidated Statement of Cash Flows

for the year ended 31 December 2019

2018

HKSM

Operating activities
Net cash inflow from operations
Interest received
Income tax paid

Net cash inflow from operating activities

Investing activities
Capital expenditure
Capitalised interest and other finance costs paid
Proceeds from disposal of fixed assets
Additions of other intangible assets
Acquisitions of subsidiaries
Proceeds from disposal of an equity investment
Increase in other financial assets
(Investments in and advances to)/ repayment of
advances from joint ventures
Proceeds from partial disposal of interestin a
joint venture
Investment in an associate
Dividends received from
Joint ventures
Associates
Equity investments
Decrease/(increase) in bank deposits with
maturities of more than three months

Net cash outflow from investing activities
Net cash inflow before financing activities

Financing activities

Proceeds from long-term borrowings

Repayment of long-term borrowings

Redemption of perpetual capital securities

(Decrease)/increase in short-term borrowings

Interest and other finance costs paid

Settlement of derivative financial instruments

Payment of principal portion of lease liabilities

Decrease in advances from other non-controlling
interests

Issue of perpetual capital securities

Distributions paid to perpetual capital securities
holders

Dividends paid to shareholders

Dividends paid to other non-controlling interests

Payment for acquisition of non-controlling
interests

Proceeds from disposal of interest in a subsidiary
without loss of control

Net cash outflow from financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of year
Effect of exchange rate changes

Cash and cash equivalents at end of year

2019
Note HK$M HK$M HK$M
30(A) 23,502 26,584
165 186
(2,322) (2,819)
21,345
(10,448) (10,327)
(307) (262)
45 97
(775) (565)
(130) (1,203)
- 958
(121) (85)
(70) 59
44 -
(352) (9)
453 524
1,653 930
13 13
4,171 (1,389)
(5,824)
15,521
30(B)
6,410 3,906
(8,796) (6,660)
(5,874) -
(968) 300
(1,771) (1,890)
(50) 130
(126) -
(178) (1
3,887 -
(250) (250)
(7,782) (7,503)
(809) (970)
(86) -
1,449 1,433
(14,944)
577
7,365
(61)
20 7,881

The notes and disclosures on pages 226 to 294 are an integral part of these consolidated financial statements.

23,951

(11,259)

12,692

(11,505)

1,187
6,529
(351)

7,365
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Significant Accounting Policies

The significant accounting policies are included in the corresponding notes to the financial statements or set out below.

1.

226

Basis of Preparation

The Company, CLP Holdings Limited, and its subsidiaries are collectively referred to as the Group in the consolidated
financial statements.

The consolidated financial statements have been prepared in accordance with Hong Kong Financial Reporting Standards
(HKFRS) issued by the Hong Kong Institute of Certified Public Accountants (HKICPA) and requirements of the Hong Kong
Companies Ordinance (Cap. 622). They have been prepared under the historical cost convention, as modified by the
revaluation of certain financial assets and financial liabilities (including derivative financial instruments) and investment
property which are carried at fair value.

The preparation of the consolidated financial statements in conformity with HKFRS requires the use of certain critical
accounting estimates. It also requires management to exercise their 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 especially significant to the consolidated financial statements, are disclosed in relevant notes to the
financial statements.

Changes in Accounting Policies
(A) New HKFRS effective from 1 January 2019

The following new standard, interpretation, amendments and improvements to standards, which are relevant to the
Group, are first effective from 1 January 2019.

= Annual Improvements to HKFRSs 2015 - 2017 Cycle

= Amendments to HKFRS 9 Prepayment Features with Negative Compensation

= Amendments to HKAS 19 Plan Amendment, Curtailment or Settlement

= Amendments to HKAS 28 Long-term Interests in Associates and Joint Ventures
= HK(IFRIC) - Int 23 Uncertainty over Income Tax Treatments

= HKFRS 16 Leases

Except for HKFRS 16 described in Note 3 below, the adoption of these interpretation and amendments to standards
does not have any significant impact on the results and the financial position of the Group.

(B) New HKFRS effective after 2019

The Group early adopted the amendments to HKFRS 3 Definition of a business as at 1 January 2019. The amendments
to HKFRS 3 clarify the definition of a business, with the objective of assisting entities to determine whether an
acquisition is of a business or of a group of assets. This distinction is important because an acquirer recognises
goodwill only when acquiring a business. A business must include, a minimum, an input and a substantive process
that together have the ability to contribute to the creation of outputs. To facilitate the assessment of whether an
acquired set of activities and assets does not satisfy the definition of a business, an optional concentration test is
added. If substantially all of the fair value of the gross assets acquired is concentrated in a single identifiable asset (or
a group of similar identifiable assets), the concentration test is met and the set of activities and assets is determined
not to be a business and no further assessment is needed. The amendment is effective for acquisitions that occur on
or after the first annual reporting period beginning on 1 January 2020 with earlier application permitted.

The amendment is particularly relevant to acquisitions carried out by the Group as the fair value of the gross assets
acquired often concentrate in a single group of similar identifiable assets. Therefore, the Group early adopted the
amendment on 1 January 2019. Transactions satisfying the concentration test are accounted for as asset acquisitions
rather than business combinations. As a result, acquisition costs are capitalised as part of the assets acquired, rather
than being expensed as in the case with a business combination, and no goodwill is recognised.
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2. Changes in Accounting Policies (continued)
(B) New HKFRS effective after 2019 (continued)

Except for the amendment to HKFRS 3 as described above, the Group has not adopted the following amendments to
standards for the year ended 31 December 2019, which may be relevant to the Group, have been issued and are
effective after 2019.

= The Conceptual Framework for Financial Reporting 2018
= Amendments to HKAS 1 and HKAS 8 Definition of Material
= Amendments to HKFRS 9, HKAS 39 and HKFRS 7 Interest Rate Benchmark Reform

= Amendments to HKFRS 10 and HKAS 28 Sale or Contribution of Assets between an Investor and its Associate or
Joint Venture

Adoption of The Conceptual Framework for Financial Reporting 2018 and other amendments are not expected to
have significant impact on the results and the financial position of the Group. The Group decided not to early adopt
themin 2019.

3. Adoption of HKFRS 16

The Group has adopted HKFRS 16 from 1 January 2019. HKFRS 16 establishes new accounting requirements on leases
which lead to the recognition of lease transactions in lessees’ financial statements. HKFRS 16 focuses on whether an
arrangement contains a lease or a service agreement and introduces a substantial change to lessee accounting. The
previous distinction between operating and finance leases is eliminated for lessee. A right-of-use asset (representing
the right to use the leased asset for the lease term) and a lease liability (representing the obligation to pay rentals) are
recognised for all leases. The lessor accounting largely remains unchanged.

In accordance with the transition provisions of HKFRS 16, the Group has adopted the modified retrospective application
for existing leases at 1 January 2019 with certain transition reliefs and under which comparative figures are not restated.

For leases previously classified as operating leases, the Group has elected to measure the right-of-use assets at the
amounts equal to the lease liabilities adjusted by any prepaid or accrued lease payments. For those leases previously
classified as finance leases, the right-of-use assets and lease liabilities are measured at the date of initial application at
the same amounts as under HKAS 17 immediately before the date of initial application. Accordingly, no adjustments were
recognised to the opening balance of retained profits at the date of initial application.

The Group reassessed all lease contracts as well as contracts which did not satisfy the definition of a lease under the
previous accounting standard (HKAS 17) at 1 January 2019. The Capacity Purchase Contract entered into by Hong Kong
Pumped Storage Development Company, Limited which was previously classified as an operating lease when applying
HKAS 17 does not meet the definition of a lease under HKFRS 16. All other existing lease contracts (which mainly relate
to leases for land and buildings) retain their lease classification.

There were no contracts that were not classified as a lease under HKAS 17 which satisfy the definition of a lease under
HKFRS 16. The Group identified that an existing water treatment service contract in Australia meets the definition of a
lease. This asset is currently under construction and will be accounted for in accordance with HKFRS 16 upon its
commercial operation in 2020.
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Significant Accounting Policies

228

Adoption of HKFRS 16 (continued)

The Group applied the following practical expedients on transition to HKFRS 16 for those leases which were previously
classified as operating leases under HKAS 17.

= Applied a single discount rate to a portfolio of leases with reasonably similar characteristics

= Applied the recognition exemption for leases for which the lease term ends within 12 months of the date of initial
application

= Applied the recognition exemption for leases of low value assets
= Excluded the initial direct costs from the measurement of the right-of-use assets

= Used hindsight in determining lease term if the contract contained an option to extend or terminate the lease

Upon the adoption of HKFRS 16, the Group reclassified assets under finance leases (mainly leasehold land) from fixed
assets, and leasehold land and land use rights under operating leases to right-of-use assets for presentation purpose.

The table below explains the difference between operating lease commitments disclosed at 31 December 2018 by
applying HKAS 17 and lease liabilities recognised at 1 January 2019 by applying HKFRS 16:

HKSM
CE O e I I S
Operating lease commitments at 31 December 2018 2,337
Less:
Capacity Purchase Contract reassessed as service agreement (1,592)
Exemption for short term leases (5)
Leases committed but not yet commenced (556)
Operating lease liabilities before discounting at 31 December 2018 184
Effect of discounting at the incremental borrowing rate at 1 January 2019 * (6)
Operating lease liabilities recognised at 1 January 2019 178
Finance lease liabilities at 31 December 2018 79
Total lease liabilities at 1 January 2019 257

* The weighted average incremental borrowing rate was 3.1%.

The table below summarises the impact on the adoption of HKFRS 16:

At 1 January

2019
HKSM

CE O e I I S
Decrease in fixed assets (413)
Decrease in leasehold land and land use rights under operating leases (5,432)
Increase in right-of-use assets 6,000
Increase in trade payables and other liabilities 60
Increase in other non-current liabilities 95

For the year

ended
31 December
2019
HKSM

T e S B e E—
Decrease in fuel and other operating expenses (78)
Increase in depreciation and amortisation 97
Increase in finance costs 8
Decrease in income tax expense @)
Decrease in earnings attributable to shareholders (20)
HKS
Decrease in earnings per share, basic and diluted (0.01)

CLP Holdings 2019 Annual Report



4. Consolidation and Equity Accounting
(A) Basis of consolidation

The consolidated financial statements of the Group incorporate the financial statements of the Company and its
subsidiaries made up to 31 December and include the Group’s interests in joint ventures and associates on the basis
set out in (B) below.

Subsidiaries are all 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 to direct the activities of the entity.

The financial statements of subsidiaries acquired during the year are included in the consolidated financial
statements from the date on which control is transferred to the Group. They are de-consolidated from the date that
control ceases.

Intercompany transactions, balances and unrealised gains on transactions between Group entities are eliminated on
consolidation. Unrealised losses are also eliminated unless the transaction provides evidence of an impairment of the
asset transferred. Where necessary, to ensure consistency with the policies adopted by the Group, adjustments are
made to the financial statements of subsidiaries, joint ventures and associates.

(B) Joint ventures and associates

Ajoint venture is an arrangement in which the Group has joint control, whereby the Group has rights to the net
assets of the arrangement, rather than rights to its assets and obligations for its liabilities. Joint control is the
contractually agreed sharing of control of an arrangement, which exists only when decisions about the relevant
activities require unanimous consent of the parties sharing control.

An associate is an entity over which the Group has significant influence but not control nor joint control over the
financial and operating policies, generally accompanying a shareholding of between 20% and 50% of the voting
rights.

Investments in joint ventures / associates are accounted for using the equity method. They are initially recognised
at cost. Subsequent to initial recognition, the consolidated financial statements include the Group’s share of post-
acquisition profit or loss and other comprehensive income, until the date on which joint control or significant
influence ceases. Distributions received from an investee reduce the carrying amounts of the investments.

(C) Joint operations

A joint operation is an arrangement in which the Group has joint control (as explained in (B) above), whereby the
Group has rights to the assets and obligations for the liabilities, relating to the arrangement. When the Group
undertakes its activities under a joint operation, the Group as a joint operator recognises its direct right to, and its
share of jointly held assets, liabilities, revenues and expenses of the joint operation. They are incorporated in the
financial statements under appropriate headings.
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Significant Accounting Policies

4. Consolidation and Equity Accounting (continued)
(D) Change in ownership interests

Transactions with non-controlling interests that do not result in a loss of control are treated as transactions with
equity owners of the Group. A change in ownership interest results in an adjustment between the carrying amounts
of the controlling and non-controlling interests to reflect their relative interests in the subsidiary. Any difference
between the amount of the adjustment to non-controlling interests and any consideration paid or received, and the
reattribution of other comprehensive income to non-controlling interests are recognised in a separate reserve within
equity attributable to owners of the Group.

When the Group ceases to consolidate or equity account for an investment because of a loss of control, joint control
or significant influence, any retained interest in the entity is remeasured to its fair value, with the change in carrying
amount recognised in profit or loss. This fair value becomes the initial carrying amount for the purpose of subsequent
accounting for the retained interest as a joint venture, associate or financial asset. In addition, any amounts
previously recognised in other comprehensive income in respect of that entity are reclassified to profit or loss. Gains
or losses on disposals are recognised in profit or loss.

If the ownership interest in a joint venture or associate is reduced, it is possible that joint control or significant
influence is retained or a joint venture becomes an associate. As the Group continues to apply the equity method
under both cases, the retained interest is not remeasured. However, a proportionate share of the amounts previously
recognised in other comprehensive income of the investment is reclassified to profit or loss where appropriate.

}j:- A quick guide to the classification of equity investments:

Control = Subsidiary

Joint Control = Joint Venture/ Joint Operation
Significant Influence - Associate

Less than Significant Influence = Equity Investment

5. Impairment of Non-Financial Assets

Non-financial assets that have indefinite useful lives are not subject to amortisation. They are tested for impairment
whenever events or changes in circumstances indicate that the carrying amount may not be recoverable and, in any case,
at least annually. Non-financial 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.

For the purposes of assessing impairment, assets are grouped at the lowest levels for which there are separately
identifiable cash flows (cash generating units (CGUs)). Goodwill arising from a business combination is allocated to CGUs
that are expected to benefit from the synergies of the combination. An impairment loss is recognised for the amount by
which the carrying amount of an asset or a CGU exceeds its recoverable amount. The recoverable amount is the higher of
the fair value of an asset or a CGU less costs of disposal and its value in use.

An impairment loss recognised in prior years for an asset other than goodwill is reversed when there is a favourable
change in the estimates used to determine the recoverable amount of an asset. A reversal of the impairment loss is
limited to the asset’s carrying amount (net of accumulated amortisation or depreciation) that would have been
determined had no impairment loss been recognised in prior years.

6. Inventory

Inventory comprises stores and fuel and is stated at the lower of cost and net realisable value. Cost is calculated on a
weighted average basis. Net realisable value is determined on the basis of anticipated sales proceeds less estimated
selling expenses.
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Renewable Energy Products

Renewable energy and energy efficiency schemes operate through the creation, trade and surrender of energy products.
Renewable energy certificates are recognised upon the risks and rewards being transferred to the Group and are
measured at the lower of cost or net realisable value. Cost is calculated on a weighted average basis.

Employee Benefits
(A) Defined contribution obligations

The Group operates and/ or participates in a number of defined contribution plans. The assets of these plans are
held in separate trustee-administered funds. The pension plans are funded by payments from employees and by
participating companies of the Group, and provide benefits linked to contributions and investment returns on the
plans. The 