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Australian Gas Networks UK Limited
Strategic Report
31 December 2016

Strategic Report
The Directors present their Strategic: Report on Australian Gas Networks UK Limited and its subsidiaries (hereafter .
referred to as the “Group ") for the financial year ended 31 December 2016. .

Principal activities

Australian Gas Networks UK Limited controls, through its subsidiaries (refer note 25), the Australian Gas Networks
Holdings Pty Limited Group ("AGN Group”), which operates in Australia.

The principal activity of Australian Gas Networks UK Limited is that ofa holding company.

During the year the principal activities of the AGN Group consisted of:

(a) Provision of natural gas haulage services to retailers and industrial customers through the transmlssmn pipelines
and distribution networks it owns and manages; and

(b) Development of the business through expansion of the existing networks.

" Financial and operational review

The AGN Group’s natural gas distribution networks and transmission pipelines operate as regulated and unregulated
monopolies in key population areas in South Australia, Victoria, Queensland, New South Wales and the Northern
Territory. The AGN Group generates its revenue by delivering natural gas through its networks to over 1.2 million
domestic, commercial and industrial customers.

The AGN Group's revenue which is generated mainly from retailers for delivering natural gas to thelr customers, was
$578.2 million for the year ended 31 December 2016 (2015: $606.4 million).

Gas distribution volumes were 101.3 PJ (2015: 106.7 PJ) in total, and volumes from domestlc and smaller customers were
52.2 PJ (2015: 53.5 PJ). The Group earns the majority of its revenues from domestic (<10 TJ) customers.

Total operating costs were $151.0 million (2015 $147.1 mllllon) and net finance costs were $116.4 million (2015:
$122.1 million).

For the year ended 31 December 2016, profit after tax was $157.2 million (2015:.$177.3 million).

Cash flows from operating activities were $347.8 million (2015: $338.6 million). Capital expenditure paid in the current
year was $235.2 million (2015: $280.8 million). A large proportion of the capex program focussed on the replacement
of aging cast iron and steel gas mains (2016: $93.1 million, 2015: $124.4 million). During the year 334 km (2015:
401 km) of mains were replaced and around 24,100 (2015: 23,500) new customers were added to the networks.
Caplta| expenditure associated with these new connections was $73 5 million (2015: $70 6 million).

Outlook

2017 is expected to produce further strong financial performance. Whilst there will be a full-year impact of lower
tariffs in South Australia and Queensland (half year impact in 2016), sol|d profit and cash flow are expected through
tight management of operating and borrowing costs. -

The capital expenditure program in 2017 will again be focussed on capacity enhancements, mains replacement and
several major projects which will connect new areas to thé network as well as increasing supply to high demand areas.
Customer connections are expected to be around 24,000.

- Environmental regulation

A Voluntary Risk Assessment has been prepared and submitted to the Victorian Env:ronmental Protection Authority
("EPA”) in respect of the site owned by the AGN Group at Sale, in Victoria, Australia, that was formerly used for the
manufacture of town gas.

Under Victorian law, the ultimate liability for remediation costs potentially lies with the original polluter. During the
year the EPA issued a clean-up notice requiring Australian Gas Networks Limited to provide a Site Management Plan,
Risk Management Plan and a Clean-Up Plan for their approval. The contamination is believed to have occurred when
the site was owned and operated as a coal gas plant by two other parties. Whilst it is possible that these remediation
costs will either be assumed by the other parties, or alternatively recovered from them, the matter is yet to be
determined. Accordingly, the estimated liability for remediation of the site is recorded in the financial statements at
31 December 2016 (refer note 16).

On behalf of the Board

/V%d/é/

MJ Horsley
Director

25 April 2017.



Australian Gas Networks UK Limited -

Directors’ Report
For the year ended 31 December 2016

Directors’ Report

" The'Directors present their report on the audited consolidated entity consisting of Australian Gas Networks UK Limited
and its subsidiaries for the financial year ended 31 December 2016. The financial statements are presented in Australlan
dollars unless otherwise stated.

Australian Gas Networks UK Limited is a company incorporated and resident in the United Kingdom. Its principal
registered office is 3 More London Riverside, London SE1 2AQ.

" The financial statements set out on pages 7 to 40. were approved by the Board of Directors and signed on its behalf
by MJ-Horsley on 25 April 2017.

Directors

‘The following persons were Dlrectors of Austrahan Gas Networks UK Limited during the financial year covered by, and .
up to the date of this report:

Andrew John Hunter

Mark Horsley : )

Li Tzar Kuoi, Victor o -
Kam Hing Lam ' ' '

Chan Loi Shun, Dominic

Tsai Chao Chung, Charles

Signiﬁcant qhanges in the state of _affail'é

No changes have occurred during the year which significantly ct{ange the state of affairs of the Company or the Group.

Financial instruments and principal risks

For information relating to financial risk management obJectwes and policies and the Group’s exposure to market risk,
* credit risk and liquidity risk, refer note 2. .

Dividends — Australian Gas Networks UK Limited

Australian Gas Networks UK Limited and its subsidiary, Australian Gas Networks UK 2 Limited, pald dividends of
A$175,080,229 during the year (2015: A$219,951,612).

Key Performance Indicators
For mformatlon relating to key performance indicators, refer to Financial and operatlonal review in the Strateglc Report.

Directors’ insurance and indemnities ‘ -
As permitted by the Articles of Association, the directors have the benefit of an indemnity which is a qualifying third
party indemnity provision as defined by Section 234 of the Companies Act 20006. The indemnity was in force
throughout the last financial year and is currently in force. The Company also purchased and maintained throughout
the financial year Directors’ and Officers’ I|ab|||ty insurance in respect of itself and its directors.

Independent Auditors

Each of the persons who is a Director of the Company at the date of approval of this annual report confirms that:

e 'So far as the Director is aware, there is no relevant audit’ mformatlon of which the Company’s Auditors are
unaware; and

e The Director has taken all the steps that they ought to have taken asa Dlrector in order to make themselves
aware of any relevant audlt information and to establish that the Company’s Auditors are aware of that
information.

This confirmation is given. and should be.interpreted in accordance with the provisions of s418 of the Companies Act
2006.
Non-audit serv:ces

Details of the amounts paid or payable to the AGN Group’s auditors (PricewaterhouseCoopers LLP) for audlt and non-
audit services provided during the year are set out in note 24.



Australian Gas Networks UK Limitedl .
Directors’ Report
" For the year ended 31 December 2016

Outlook ) '
An indication of likely future developments in the Group’s business can be found in the Strategic Report on page 1.

. Greenhouse gas emissions

The AGN Group is required to report emissions to a national regulator in Australia (Clean Energy Regulator) annually
on a July-June basis. The last report prepared was for the year ending.30 June 2016. As the Group’s business does -
not involve the material combustion of any fuel,-its emissions essentially relate to fugitive emissions associated with
' the operation of its gas distribution networks.

Em|55|ons for the year ended 30 June 2016 were 559,934 tonnes of CO2 equwalent (CO2e) (2015: 461,486 tonnes of
CO2e) with the increase being predominantly due to a 20% increase in the carbon factor for methane emissions which
is prescribed in regulations. The emissions resulting from the purchase of electricity for the AGN Group’s own use was
196 tonnes of CO2e (2015: 184 tonnes of CO2e).

The methodology used to calculate emissions is set out in government regulation, and is based on a formula that
allocates an annual emissions factor to each component of the network. The emissions are expressed as a ratio of
tonnes of CO2e per. kilometre. The ratio for the year ending 30 June 2016 was 22.5 tonnes CO2e/km (2015: 18.7
‘tonnes CO2e/km). ‘ .

On behalf of the Board

MJ Horsley - T

Director . . . v ‘ -

25 April 2017 _



Australian Gas Networks UK Limited
Statement of Directors’ Responsibilities
31 December 2016

The Directors are responsible for preparing the Annual Report and the financial statements in accordance with
applicable law and regulations.

Company law requires the Directors to prepare financial statements for each financial year. Under that law the Directors
have prepared the group and parent company financial statements in accordance with International Financial Reporting
Standards (IFRSs) as adopted by the European Union. Under company law the Directors must not approve the financial
statements unless they are satisfied that they give a true and fair view of the state.of affairs of the group and the

.company and of the profit or loss of the group for that period. In preparing these financial statements, the Directors
are required to:

e select suitable accounting policies and then apply them consistently;
¢ - make judgements and accounting estimates that are reasonable and prudent;
» state whether applicable IFRSs as adopted by the European Union have been followed, subject to any
" material departures disclosed and explained in the financial statements; ' )
» prepare the financial statements on the going concern basis uniess it is inappropriate to presume that the
~company and the group will continue in busmess

The Directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
company’s transactions and disclose with réasonable accuracy at any time the financial position of the company and -
the group and enable them to ensure that the financial statements comply with the Companies Act 2006. They are
also responsible for safeguarding the assets of the company and the group and hence for taking reasonable steps for
the prevention and detection of fraud and other irregularities.

On behalf of the Board

Sl o

M)J Horsley
_Director

25 April 2017



Australian Gas Networks UK Limited
Independent auditors’ report
31 December 2016

Independent auditors’ report to the members of
Australlan Gas N etworks UK Limited

Report on the ﬁnancial statements

Our opinion
In our opinion:

Australian Gas Networks UK Limited’s group financial statements and company financial statements (the
“financial statements”) give a true and fair view of the state of the group’s and of the company’s affairs as at
31 December 2016 and of the group’s profit and the group’s and the company s cash flows for the year then
ended;

the group financial statements have been properly prepared in accordance with International Financial
Reporting Standards (“IFRSs”) as adopted by the European Union;

the company financial statements have been properly prepared in accordance with IFRSs as adopted by the
European Union and as applied in accordance with the provisions of the Companies Act 2006; and

the financial statements have been prepared in accordance with the requirements of the Compames Act
2006. '

What we, have audited -

The financial statements, included within the Annual Report and Financial Statements (the “Annual Report”),
comprise:

the group and- company balance sheets as at 31 December 2016'

the consolidated income statement and consolidated statement of comprehenswe income for the year then
‘ended; .

"~ the group and company cash flow statements for the year then ended;
the group and company statements of changes in equity for the year then ended; and

the notes to the financial statements, which includé a summary of 51gmﬁcant accounting pohmes and other
explanatory information.

The financial reporting framework that has been applied in the preparation of the financial statements is IFRSs as
adopted by the European Union, and applicable law and, as regards the company financial statements, as applied in
accordance with the provisions of the Companies Act 2006.

In applying the financial reporting framework, the directors have made/a number of subJectlve Judgements for
example in respect of significant accounting estimates. In making such estimates, they have made assuinptions and
considered future events. .

Opinion on other matter prescribed by the Companies Act 2006

In our opinion, the information given in the Strategic Report and the Directors’ Report for the financial year for
which the financial statements are prepared is consistent with the financial statements. :

Other matters on which we are required to report by exception

Adequacy of accounting records and information and explanations received
Under the Compames Act 2006 we are required to report to you if, in our opinion:
we have not recelved all the 1nformat10n and explanatlons we require for our audlt or

adequate accounting records have not been kept by the company, or returns adequate for our audit have not
been received from branches not visited by us; or . . .

‘the company financial statements are not in agreement with the accounting records and returns.

We have no exceptions to report arising from this responsibilityA



Australian Gas Networks UK Limited
: Independent auditors’ report
31 December 2016

Independent auditors’ report to the members of
Australian Gas Networks UK Limited (continued)

Directors’ remuneration

Under the Companies Act 2006 we are required to report to you if, in our opiniori, certain disclosures of directors’
remuneration specified by law are not made. We have no exceptions to report arising from this responsibility.

Responsibilities for the financial statements and the audit

Our responsibilities and those of the directors

As explained more fully in the Statement of Directors' Responsibilities set out on page 4, the directors are responsible
for the preparation of the financial statements and for being satisfied that they give a true and fair view.

Our responsibility is to audit and express an opinion on the financial statements in accordance with apphcable law
and International Standards on Auditing (UK and Ireland) (“ISAs (UK & Ireland)”). Those standards require us to
comply with the Auditing Practices Board’s Ethical Standards for Auditors.

This report, mcludmg the opinions, has been prepared for and only for the company’s members as a body in
accordance with Chapter 3 of Part 16 of the Companies Act 2006.and for no other purpose. We do not, in glvmg these
opinions, accept or assume responsibility for any other purpose or to any other person to whom this report is shown

~ or into whose hands it may come save where expressly agreed by our prior consent in writing.

What an audit of financial statements mvolves

We conducted our audit in accordance with ISAs (UK & Ireland). An auth involves obtammg evidence about the
amounts and disclosures in the financial statements sufficient to give reasonable assurance that the financial
statements are free from material misstatement, whether caused by fraud or error. This includes an assessment of:

-whether the accounting policies are appropriate to the group’s and the company’s circumstances and have
been consistently applied and adequately disclosed;

the reasonableness of significant accounting estimates made by the directors; and
the overall presentation of the financial statements.

We primarily focus our work in these areas by assessing the directors’ judgeménts against available evidence, forming
our own judgements, and evaluating the disclosures in the financial statements.

We test and examine information, using sampling and other ailditing techniques, to the extent we consider necessary .
to provide a reasonable basis for us to draw conclusions. We obtain audit evidence through testing the effectiveness of
controls, substantive procedures or a combination of both

In addition, we read all the financial and non—ﬁnanaal information in the Annual Report to 1dent1fy material
inconsistencies with the audited financial statements and to identify any information that is apparently materially
incorrect based on, or materially inconsistent with, the knowledge acquired by us in the course of performing the
audit. If we become aware of any apparent material misstatements or inconsistencies we consider the implications for
our report.

Andy Ward (Senior Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
Leeds

26 April 2017



Australian Gas Networks UK Limited
Consolidated Income Statement
For the year ended 31 December 2016

2016 2015

Notes C$mill. . : $mill.
Revenue from continuing operations . : )
Network services o ’ 578.2 . + 606.4
Total revenue and income excluding finance income 578.2 606.4
Network operating costs . ' (122.5) . (126.9)
Gas purchases . : ] : : (11.7) (11.9)
~ Corporate development, property and administration costs S (16.8) (8.3)
‘Total operating costs : _ ) (151.0) (147.1)
Depreciation and impairment ‘ 4 (85.4) (83.3)
Profit before finance costs and tax o . 341.8 376.0
Finance income - : . 0.4 ' - 0.6
Finance costs . : (116.8) ) (122.7)
Net finance costs ' : 4 (116.4) . (122.1) .
Profit before income tax expense ' - 2254 ‘ ‘ 253.9
Income tax expense ' 5 . (68.2) (76.6)
Profit after tax - A - 157.2 177.3
Profit for the financial year is attributable to. .
Owners of Australian Gas Networks UK Limited . ' 129.7 - 1463
Non-controlling interest - 27.5 31.0
. 157.2 : - 177.3

The Consolidated Income Statement should be read in conjunct/on' with the accompanying notes. .°
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Australian Gas Networks UK Limited
Consolidated Statement of Comprehensive Income
For the year ended 31 December 2016

.2016 ' 2015
$mill. ' - $mill.
Profit after tax for the financial year R - 1572 1773
Other comprehensive income‘
Items that may be reclassified subsequently to profit and loss C .
Changes in the fair value of cash flow hedges : 19.9 3.5
Income tax expense relating to changes in the fair value of cash : ’
flow hedges . . . (6.0) (1.0)
Other comprehensiife income for the financial year : 13.9 : 2.5
' Total comprehensive income for the financial year 3 171.1 179.8
Profit for the financial year is attributable to: .
Owners of Australian Gas Networks UK Limited ) 129.7 146.3
Non-controlling interest : : ' : 27.5 31.0
157.2 ‘ 177.3
Total comprehensive income for the financial year is attributable
to: . ’ ) .
Owners of Australian Gas Networks UK Limited : ' 141.2 148.3
Non-controlling interest ' » _ 29.9 31.5
: 1711 179.8

~ The Consolidated Statement of Comprehensive Income should be read in conjunction with ‘the accbmpany;ing,nates.



ASSETS

Current assets

Cash and cash-equivalents
Receivables

Other assets

Total current assets

Non-current assets
Receivables

Property, plant and equipment
Intangible assets

Investments

Deferred tax assets

Derivative financial instruments

Total non-current assets
Total assets:

LIABILITIES

Current liabilities

Payables

Borrowings

Provisions

Derivative financial mstruments
Other liabilities

Total current liabilities

Non-current liabilities
Borrowings

Provisions -
Derivative financial |nstruments
Deferred tax liabilities

Total non-current liabilities

Total liabilities
Net Asseis

EQUITY
Contributed equuty
Reserves -
Accumulated losses

Total Equity attributable to owners of
Australian Gas Networks UK Limited

Non-controlling interest
Total Equity

Notes

O N O

14
15
16

17

15
16

18

19

20

Ahstralian Gas Networks UK i.imited

‘Company number 09053205

Balance Sheets
As at 31 December 2016 ‘

Group Company Group Company
2016 2016 2015 2015
$mill. $mill. $mill. $mill.
3.9 - 56 -
- 46.8 - 55.7 -
4.7 - 41 -
55.4 - 65.4 -
6.7. - - -
3,698.5. - 3,549.8 -
1,302.8 - 1,302.8 -

- 1,957.8 - 1,957.8
304.0 - 290.4 -
5,312.0 1,957.8 5,143.0 1,957.8
5,367.4 1,957.8 '5,208.4 1,957.8
51.2 - 50.9 -
19.5 - 96.2 : -

59 - 2.5 T
16.3 - 10.3 .-
54.0 - 25.1 -

146.9 - 185.0 -
2,759.1 - ~2,601.4 -

8.7 - 12.8 -

- - 6.7 -
83.2 - 9.0 -

2,851.0 - 2,649.9 -
2,997.9 - 2,8349 -
2,369.5 1,957.8 2373.5 1,957.8
1,957.8 1,957.8 . 1,957.8 1,957.8
* 16.0 - 45 -
(17.9) - (3.1) -
1,955.9 1,957.8 1,959.2 1,957.8
" 413.6 - 414.3 -
2,369.5 1,957.8 2,373.5 1,957.8

The Consolidated and Company Balance Sheets should be read in bonjuncﬁon with the accompanying notes.

The Company ha.% elected to take the exe}npt/on under section 408 of the Companies Act 2006 not to present the
parent Company profit and loss account The profit of the parent Company for the year was $137.0 million (2015:

$1 72.5 million).

The financial statements on pages 7to 40 were approved by the Board of Directors and signed on its behalf by:

M) Horsley
Director
25 April 2017

iy



Group

Balance at 1 January 2015
Profit for the financial year

Other comprehensive income
for the financial year

Transactions with owners in
their capacity as owners
Dividend

Pl

Balance at 31 December 2015
Profit for the financial year

Other comprehensive income
for the financial year

Transactions with owners in
their capacity as owners
Dividends (note 22)

Balance at 31 December 2016

Company

Balance at 1 January 2015
Profit for the financial year

Other compréhensive income
for the financial year

Transactions with owners in
their capacity as owners '
Dividends

Balancé at 31 December 2015
Profit-for the financial year

Other comprehensive income
for the financial year

_ Transactions with owners in
their capacity as owners
Dividends (note 22)

Balance at 31 December 2016

The Consolidated and Company Statements of Changes in Equity should be read in

notes.

Australian Gas Networks UK Limited
Statements of Changes in Equity
For the year ended 31 December 2016

Attributable to the owners of
Australian Gas Networks UK Limited

Retained
Earnings/ Non-
Contributed Accumulated. ‘controlling .
Equity Reserves losses Total Interests Total Equity
$mill. $mill. $mill. $mill. $mill. $mill.
1,957.8 2.5 32.1 1,992.4. 4213 2,413.7
- - 146.3 146.3 31.0 177.3
- 2.0 - 2.0 0.5 2.5
- - (181.5) (181.5) (38.5) (220.0)
1,957.8 4.5 (3.1) 1,959.2 414.3 - 2,373.5
- - 129.7 129.7 27.5 157.2
- 11.5 - 11.5 2.4 ‘13.9
- - (144.5) (144.5) (30.6) (175.1)
1,957.8 16.0 (17.9) 1,955.9 413.6 2,369.5
Attributable to the owners of
Australian Gas Networks UK Limited
] } } Non- ,
Contributed Retained controlling Total Equity
Equity - Reserves Earnings - Total Interests
$mill. » smill. $mill. $mill. $mill. $mill.
1,957.8 - - 1,957.8 - 1,957.8
- - 1725 . 1725 - 172.5
- - ' (172.5) (172.5) - (172.5) -
1,957.8 - - 1,957.8 - 1,957.8
- - 137.0 137.0 - 137.0
- - (137.0) - (137.0) - (137.0)
1,957.8. - - 1,957.8° - 1,957.8

10
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Notes
Cash flows from operating
activities
Receipts from customers (inclusive of
goods and services tax)
Payments to suppliers and employees
(inclusive of goods and services tax)
Finance income received
Finance costs paid
Net cash inflow/(outflow) from
operating activities 21
Cash flows from investing
activities
Acquisition of subsidiary (net of cash
acquired) 6

Payments for remediation of land
Payments for property, plant and
equipment

Net cash outflow from investing
activities

Cash flows from financing

activities

Proceeds from borrowings

Repayment of borrowings

Borrowings from related parties

Dividends received

Dividends paid 22
Debt and capital raising costs

Net cash (outflow)/inflow from
financing activities

Net decrease in cash and cash
equivalents

Cash and cash equivalents at the
beginning of the financial year

Cash and cash equivalents at the
end of the financial year 6

Australian Gas Networks UK Limited
Cash Flow Statements
For the year ended 31 December 2016

Group Company Group Company
2016 2016 2015 2015
$mill. smill. $smill. $mill.
667.1 - 670.2 -
(200.9). - (207.3) (0.1)
466.2 - 462.9 (0.1)
- 0.4 - 0.7 -
(118.8) - (125.0) -
347.8 - 338.6 - (0.1)
(4.2) - (6.6) -
(0.2) - (0.1) -
(235.2) - (280.8) -
(239.6) - (287.5) -
409.5 - 555.7 -
(336.9) - (390.2) -
(6.7) - - -
- 142.7 - 172.6
(175.1) (142.7) (220.0) (172.5)
(0.7) - (2.4) -
(109.9) - (56.9) 0.1
(.7 - (5.8) -
5.6 - 114 -
3.9 - 5.6 -

The Consolidated and Company Cash Flow Statements should be read in conjunction with the accompanying notes.
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Australian Gas Networks UK Limited
Notes to the Financial Statements
31 December 2016

1 Summary of significant accounting policies

"The principal accounting policies adopted in the preparation of these consolidated financial statements are set out
below and have been consistently adopted throughout the year. The financial statements are for the consolidated
entity consisting of Australian Gas Networks UK Limited and its subsidiaries (“the Group”). The financial statements
are presented in Australian doliars unless otherwise stated. The Australian dollar to UK pound exchange rate at 31
December 2016 was A$0.5892. Australian Gas Networks UK Limited is a public company incorporated and domiciled-
in the United Kingdom. .

(a) Basis of preparation

The consolidated and Company.financial statements of Australian Gas Networks UK Limited have been prepared in
accordance with International Financial Reporting Standards (IFRS) and IFRS Interpretations Committee (IFRS IC)
interpretations as adopted by the European Union and the Companies Act 2006 applicable to companies reporting
under IFRS. While the consolidated and Company financial statements have been prepared under the.historical cost
convention, certain financial assets and liabilities (including derivative instruments) are recorded at fair value through
the.income statement and cash flow hedge reserve.

Going concern

The Group meets its day-to-day working capital requwements through its bank facilities. The Group had current
liabilities in. excess of current assets at 31 December 2016 amounting to $91.5 million. This shortfall largely relates
to: $19.5 million of borrowings due for repayment before 31 December 2017; derivative financial instruments of $16.3
million due to expire before December 2017, which will be replaced with new derivative instruments at expiry. in
accordance with the Group’s hedging policy; and $29.1 million of other income for which the recognition of revenue
has been deferred beyond 31 December 2016.

The deficiency is more than covered by unused credit faC|I|t|es on hand at 31 December 2016 of $430.5 mlllron The
Group continues to adopt the going concern basis in preparing its consolidated financial statements. Further
information on the Group’s borrowings is given in note 15. .

-Revision of acquisition accounting )

Final review of accounting for-the acquisition of the Australian Gas Networks Group identified an ad]ustment to the'
calculation of deferred tax balances. Using guidance provided in IFRS 3 Business Combinations, the business
combination accounting has been revised in accordance with IAS 8 Accounting Policies, Changes in Accounting
Estimates and Errors. This resulted in a revision of intangibles and deferred tax asset by $10.8 million at 31 December
2016. The comparative balance sheet for 2015 has also been revised. There was no change to the comparative
income statement for this rewsnon

Critical accounting estimates

The preparation of financial statements in conformity with International Financial Reporting Standards requnres the use
of certain critical accounting estimates. It also requires management to exercise its judgement in the process of
applying the Group’s accounting policies. The areas involving a higher degree of judgement or complexnty, or areas
where assumptlons and estimates are significant to the financial statements are disclosed in note 3.

(b) New accounting standards and interpretations

New and amended standards adopted by the Group

None of the new standards and amendments to standards that are mandatory for the first time for the fi nancial year
beglnmng 1 January 2016 affected any disclosures or any. of the amounts recognised in the current penod or any prior
period and are not likely to affect future periods.

New standards not yet adopted by the Grpup '

Certain new Accounting Standards and Interpretations have been published that are not mandatory for 31 December
2016 reporting penods The Group’s assessment of the impact of these new Standards and Interpretatlons is set out
below. '

(i) IFRS 9 Financial Instruments

IFRS 9 Financial Instrumehts ‘addresses the classification, measurement and derecognition of financial assets and
flnancial liabilities. Since December 2013 it also sets out new rules for hedge accouinting. The Standard is not applicable
until 1 January 2018, but is available for early adoption.

The Standard only permits the accounting for financial assets to be at either amortised cost or fair value, and for the
recognition of fair value gains and losses to be in the income statement, or in other comprehensive income if they
relate to equity investments that are not held for trading. The new requirements for financial liabilities only affect the
accounting for financial liabilities that are designated at fair value through the income statement. The application of
the new Standard is not expected to have a material impact on the accounting for, or disclosures in relation to, financial
assets and financial liabilities. .

12



Australian Gas Networks UK Limited
Notes to the Financial Statements
31 December 2016

(continued)

1 Summary of significant accounting polices (continued)
(b) New accounting standards and interpretations (continued)
) IFRS 9 Financial Instruments (continued)

The new hedging rules align hedge accounting more closely with the Group’s risk management practices. As a general
rule it may be easier to apply hedge accounting going forward. The new Standard also introduces expanded disclosure-
requirements and changes in presentation. The Group has determined not to early adopt the new Standard. In order
to apply the new hedging rules, the Group would have to adopt IFRS 9 and the consequential amendments to IFRS 7
and IFRS 9 in their entirety. .

(ii) IFRS 15 Revenue from Contracts with Customers

IFRS 15 Revenue from Contracts with Customners was released in May 2014 and deals with revenue recognition and
. establishes principles for reporting useful information to users of financial statements about the nature, amount, timing
and uncertainty of revenue and cash flows arising from an entity’s contracts with customers. Revenue is recognised
when a customer obtains control of a good or service and thus has the ability to direct the use and obtain the benefits
from the good or service. The standard replaces IAS 18 Revenue and IAS 11 Construction Contracts and related
interpretations. The standard is effective for annual. periods begmnlng on or after 1 January 2018 and earlier application
is permitted subject to EU endorsement.

- The Group has performed an assessment of the new. standard, and has d‘etermined that the recognition of revenue
under the new standard is in line with the Group’s curfent practices. Therefore the standard is not expected to have
a material impact on the Group. The Group will apply the new standard from 1 January 2018.

(i) IFRS 16 Le_’ases

IFRS 16 Leases was released in January 2016. The standard provides a model for the identification of lease
arrangements and their treatment in the financial statements of both lessees and lessors. The Group has assessed the
impact of this standard and determined that it is not expected to have a material impact on its financial reporting. The
new standard applies for reportlng periods beginning on or after 1 January 2019.

There are no other IFRSs or IFRIC mterpretatlons that are not yet effective that would be expected to have.a matenal
impact on the Group.

(c) Principles'ofconsolidation

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. Subsidiaries are fully consolidated from the date on which control
is transferred to the Group. They are deconsolidated from the date that control ceases.

The consolidated financial statements incorporate the activities and affairs of Australian Gas Networks UK Limited and
its controlled entities (the “Group”): .

Australian Gas Networks UK 2 Limited, Company Number 09178242

Australian Gas Networks Holdings Pty Ltd (incorporated in Australia ACN 169818026)
Australian Gas Networks Investments Pty Ltd (incorporated in Australia ACN 169818035)
Cheung Kong Infrastructure Holdings (Malaysian) Limited (incorporated in Malaysia)
Australian Gas Networks Limited (incorporated in Australia ACN 078551685)

Australian Gas Networks (SA Holdings 1) Limited (incorporated in Australia ACN 008181066)
Australian Gas Networks (SA) Limited (incorporated in Australia ACN 008139204)

Australian Gas Networks (QLD) Limited (incorporated in Australia ACN 009760883)

Australian Gas Networks (Vic Holdings 1) Pty Ltd (incorporated in Australia ACN 085882337)
Australian Gas Networks (Vic Holdings 2} Limited (incorporated in Australia ACN 085882364)
Australian Gas Networks (Vic 3) Pty Ltd (incorporated in Australia ACN 085882373)

Australian Gas Networks (Vic) Pty Ltd (incorporated in Australia ACN 085899001)

Australian Gas Networks (Albury) Pty Ltd (incorporated in Australia ACN 000001249)
Australian Gas Networks (NSW Holdings 1) Pty Ltd (incorporated in Australia ACN 108315957)
Australian Gas Networks (NSW Holdings 2) Pty Ltd (incorporated in Australia ACN 108316249)
Australian Gas Networks (NSW Holdings 3) Pty Ltd (incorporated in Australia ACN 108316007)
Australian Gas Networks (NSW) Pty Ltd (incorporated in Australia ACN 083199839)

The effects of transactions between the entities within the Australian Gas Networks UK Limited Group are eliminated
on consolidation. Non-controlling interests in the results and equity of subsidiaries are shown separately in the
consolidated income statement, statement of comprehensive income, statement of changes in equity and balance
sheet respectively.
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Australian Gas Networks UK Limited
Notes to the Financial Statements
31 December 2016

" (continued)

1 Summary of significant accounting polices (confinued)
(d) Foreign currency translation

Items included in the financial statements of each of the Group’s entities are measured using the currency of the
primary economic environment in which the entity operates (‘the functional currency’). The consolldated financial
statements are presented in Australian dollars, which is the Group’s functional currency.

Monetary assets and liabilities denominated in foreign currencies at the balance sheet date are translated to Australian
dollars at the foreign exchange rate ruling on that date. Foreign exchange differences arising on translatlon are
recognised in other comprehensive income.

(e) Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable. Service revenue represents revenue
earned from the provision of gas distribution haulage services and is recognised when the service is provided.

. Customer contributions are made in relation to various capital projects and ‘are recogmsed when work has been
substantially completed.

Interest revenue includes interest income on money invested and is recognised when the mterest is earned Dividends
are recognised as revenue when the right to receive payment is established.

(ff Government grants

Grants from the government are recognised at their fair value where there is a reasonable assurance that the grant
will be received and the Group will comply with ali attached conditions.

Government grants relating to costs to be incurred on particular projects are deferred and recognised in the income
statement over the period necessary to match them with the costs that they are intended to compensate.

Government grants relating to depreciable assets are recognised by reducing the carrying amount of the asset.
(g) Income tax ‘

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

_The current income tax charge is calculated on the basis of the tax laws enacted .or substantively enacted at the
balance sheet date in the countries where the Company and its subsidiaries operate and generate taxable income.

As the operations of the Group are based in Australia, the Group’s income tax expense or revenue for the period is the
tax payable on the current period’s taxable income (as calculated under Australian tax laws), based on the Australian
Federal income tax rate adjusted by changes in deferred tax assets and liabilities attributable to temporary differences
between the tax bases of assets and liabilities and their carrying amounts in the financial statements, and for unused
tax losses.

Deferred tax assets and liabilities are recognised for temporary differences at the tax rates expected to apply when

the assets are recovered or liabilities are settled, based on those tax rates which are enacted or substantively enacted.

The relevant tax rates are applied to the cumulative amounts of deductible and taxable temporary differences to

measure the deferred tax asset or liability. An exception is made for certain temporary differences arising from the

initial recognition of an asset, or a liability. No deferred tax asset, or liability is recognised in relation to these temporary

differences if they arose in a transaction, other than a business combination, that at the time of the transaction did
" not affect either accounting profit, or taxable profit or loss.

Deferred tax assets and deferred tax liabilities associated with indefinite life intangibles are measured on the basis that
these assets are not depreciated.

Deferred tax liabilities and assets are not recognised for temporary differences between the carrying amount and tax
bases of investments in controlled entities where the parent entity is able to control the timing of the reversal of the
temporary differences and it is probable that the differences will not reverse in the foreseeable future.

Deferred tax assets are recognised for deductible temporary differences and unused tax losses only if it is probable
that future taxable amounts will be available to utilise those temporary differences and losses.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to offset current tax assets and .
liabilities and when the deferred tax balances relate to the same taxation authority. Current tax assets and tax liabilities
are offset where the entity has a legally enforceable right to offset and intends either to settle on a net basis, or to
realise the asset and settle the |Iabl|lty simultaneously.

Australian Gas Networks Holdings Pty Ltd (the ultimate Australian parent) and its controlled entities have implemented
the tax consolidation legislation. As a consequence, these entities .are taxed as a single entity and the deferred tax
assets and liabilities of these entities are set off in the consolidated financial statements.

14



Australian Gas Networks UK Limited
Notes to the Financial Statements
' 31 December 2016
(continued)

1 Summary of significant accounting poIiCes (continued)
(h) Impairment of assets

Assets that have an indefinite useful life are not subject to amortisation or depreciation and are tested annually for
impairment or more frequently if events or changes in circumstances indicate that they might be impaired. Assets that
are subject to amortisation or depreciation are reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable. An impairment loss is recognised for the amount by which
the asset’s carrying amount exceeds its recoverable amount. The recoverable amount is the higher of an asset’s fair
value less costs to sell and value in use. For the purposes of assessing impairment, assets are grouped at the Iowest
levels for which there are separately identifiable cash flows (cash generating units).

(i) Cash and cash equivalents

Cash includes cash on hand, deposits held at call with banks and investments in money market instruments, net.of
bank overdrafts.

(/) Receivables -

Trade receivables are recognised initially at fair value and subsequently measured at amortised cost, less provision for
doubtful debts.

The Access Arrangement covering the South Australian network require the retailer to pay for gas ‘delivered within. 30
days of being invoiced and contractual arrangements for the Queensland network require the retailer to pay charges
10 business days after the date that the statement of charges is first sent.

The Access Arrangements covering the Victorian and New South Wales networks requnre distributors to charge retailers
and large industrial customers when the end user is billed.

Collectability of trade receivables is reviewed on an ongoing basis. Debts which are known to be uncollectable are
written off by reducing the carrying amount directly. A provision for impairment of trade receivables is used when
there is objective evidence that the Group will not be able to collect all amounts due.

A provision for doubtful debts is recorded based on historical evidence of credit recovery in relation to invoices raised
for miscellaneous items, such as costs to repair damage to the network caused by a third party. No provision has been
raised for impairment in relation to debtors associated with any of the Access Arrangements because no debts are
considered doubtful.

(k) - Derivatives

Derivatives are initially recognised at fair value on the date a derivative contract is entered into and are subsequently
remeasured to their fair value. The method of recognising the resulting gain or loss depends on whether the derivative
is designated as a hedging instrument, and if so, the nature of the item being hedged. The Group designates certain
derivatives as either: (i) hedges of the fair value of recognised liabilities (fair value hedge); or
(ii) hedges of highly probable forecast transactions (cash flow hedges).

The Group documents at the inception of the hedging transaction the relationship between hedging instruments and
hedged items, as well as its risk management objective and strategy for undertaking various hedge transactions. The
Group also documents its assessment, both at hedge inception and on an ongoing basis, of whether the derivatives
that are used in hedging transactions have been, and will continue to be, highly effective in offsetting changes in fair
values or cash flows of hedged items. '

The fair values of various derivative financial instruments used for hedging purposes are disclosed in note 8.
Movements in the hedging reserve in other comprehensive income are shown in note 20. The full fair value of a
hedging derivative is classified as a non-current asset or liability when the remaining maturity of the derivative is more
than 12 months; it is classified as a current asset or liability when the remaining maturity of the derivative is less than
12 months.

(i)  Fair value hedge )
Changes'in the fair value of derlvatlves that are designated and qualify as fair value hedges are recorded in the income -
statement, together with any changes in the fair value of the hedged asset or liability that are attributable to hedged
risk.
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"Australian Gas Networks UK Limited
Notes to the Financial Statements
31 December 2016

(continued)

1 Summary of significant accounting polices (continued)
(k) Derivatives (continued)

(i) Cash flow hedge .
The effective portion of changes in the fair value of derivatives that are designated and qualify as cash flow hedges
are recognised in equity in the hedging reserve. The gain or Ioss relating to the meffectlve portion is recognised
immediately in the income statement.

When a hedging instrument expires or is sold or terminated, or when a hedge no longer meets the criteria for hedge
accounting, any cumulative gain or loss existing in equity at that time remains in equity and is recognised when the
forecast transaction is ultimately recognised in the income statement. When a forecast transaction is no longer
expected to occur, the cumulative gain or loss-that was reported in equity is immediately transferred to the income
statement. :

(i) Derivatives that do not qualify for hedge accountihg :
Certain derivative instruments do not qualify for hedge accounting. Changes in the fair value of any derivative
instrument that does not qualify for hedge accounting are recognised immediately in the income statement.

() Property, plant and equipment

Property, plant and equipment is stated at cost less depreaatuon Cost includes expenditure directly attributable to the
acquisition of the items.

Land is not depreciated. Depreciation on other assets is calculated using the stralght line method to allocate their
cost, net of their residual values, over their estimated useful lives, as follows:

Category Useful life (years)
Buildings ' ' 40
- Furniture, fittings and computer equipment ) 3-10
Gas mains and inlets: . ‘
s Polyethylene ' 60-70
e Steel : } . + 100
e Castiron : : 120
o (as meters : 25
o Regulators : 50
¢ Gate stations 50
o Telemetry equipment ' 10

The assets’ residual values and useful lives are reviewed, and adjusted if apbropriate, at each balance sheet date.

An asset’s carrying amount is written down immediately- to its recoverable amount if its carrying amount is greater
than its estimated recoverable amount (note 1(h))

Gains and losses on disposals are determlned by companng proceeds with carrylng amount. These are included in the
income statement

" (m) Intangible assets

Intangible assets acquired in a business combination and recognised separately from goodwill are initially recorded at
their fair value at acquisition date. They are subsequently carried at cost less accumulated amortisation and
" accumulated impairment losses, on the basis that they are acquired separately. -

The disttibution licences held by the Group, in the opinion of the Directors have an indefinite life. Therefore no
amortisation charge has been included in the financial statements. An assessment of the recoverable amount of the
|ntang|bles is made annually to ensure they are not below the carrying amounts of the intangibles (refer note 11).

(n) Trade and other payables

Trade payables are obllgatlons to pay for goods or services that have been acquired in the ordinary course of business
from suppliers. Trade accounts payable, including accruals not yet billed, are recognised when the Group becomes
obliged to make future paymefts as a result of a purchase of assets or services. Trade accounts payable are generally
settled within 30 days. .

»
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Australian Gas Networks UK Limited
Notes to the Financial Statements
: . 31 December 2016
~ _ ' * (continued)

a

1 Summary of sngmflcant accountmg polices (contmued)
(o) Borrowings

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

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

" For borrowings designated in a fair value hedge, carrying value is equal to fair value less transaction costs (refer note
1(k) (7). ‘

(p) Borrowing costs

Borrowing costs include:

» interest and indexation on borrowings;
amortisation of debt establishment costs;
amortisation of fair value adjustments;
ancillary costs, including fees; and
ineffective derivatives.

(a) 'Provisions

Provisions are recognised when the Group has a present legal or constructive obligation as a re'sultof past events and
it is probable that an outflow of resources will be required to settle the obligation and the amount has been reliably
estimated. Prowsmns are not recognlsed for future operating losses.

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

Provisions are measured at the present value of management’s best estimate of the expenditure required to settle the
present obligation at the end of the reporting period. The discount rate used to determine the present value is a pre-.
tax rate that reflects current market assessments of the time value of money and the risks specific to the I|ab|I|ty The
increase in the provision due to the passage of time is recognised as interest expense.

(r) Employee benefits

(i) Wages and salaries, annual leave and sick leave o _

Liabilities for wages and salaries, including non-monetary benefits and annual leave expected to be settled within 12
months of the reporting date are recognised as current liabilities 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 No provision for sick leave .
has been included in the financial statements.

(ii) Long service leave

A liability for long service leave is recognised and is 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, experience of employee departures and periods of service. Expected future payments are
discounted using interest rates on Australian government guaranteed securities with terms to maturity that match, as
closely as possible, the estimated future cash outflows.

. The obligations are presented as eurrent liabilities in the balance sheet if the entity does not have an unconditional
right to defer settlement for at least 12 months after the reporting date, regardless of when the actual settlement is
expected to occur.

(iii) Other

The AGN Group had 21 employees at 31 December 2016 (2015: 20 employees).  The average number of employees
throughout the year was 21 (2015: 17). The employees consist of senior management and those involved in the
administration of the Group’s regulatory, commercial, finance and treasury functions. The parent entity, Australian
Gas Networks UK Limited, has no employees. The operational activities of the AGN Group are undertaken by APA
Networks and associated subcontractors. -
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Australian Gas Networks UK Limited

Notes to the Financial Statements -

31 December 2016
(continued)

1 Summary of significant accounting polices (continued)
(s) Contributed equity
Ordinary shares are classified as equity.

Incremental costs directly attributable to the issue of new shares are shown in equity as a deduction, net of tak, from
the proceeds: ’

(t) Dividends

Provision is made for the amount of any dividend declared, being appropriately authorised and no longer at the
discretion of the entity, on or before the end of the reporting period, but not distributed at the end of the reporting
period.

Dividends approved after the end of the reporting period, whether or not pald prior to srgnlng of the f‘ nancial
statements are not recognised as a liability and are disclosed in note 22.

(u) Goods and services tax (GST)

Revenues, expenses and assets are recognised net of the amount of associated GST, unless the GST incurred is not
recoverable from the Australian taxation authority. In this case it is recognlsed as part of the cost of acquisition of the
, asset or as part of the expense.

Receivables and payables ‘are stated inclusive of the amount of GST receivable or payable. The net amount of GST
recoverable from, or payable to the Australian taxation authorlty is included with other receivables or payables in the
balance sheet. .

Cash flows are presented on a gross basis. The GST ‘components of cash flows arising from investing or fi inancing
activities which are recoverable from, or payable to the Australian taxation authorlty, are presented as operating cash
flows.

(v) Environmental remediation expendlture '

Provisions for future environmental remediation are recognised where sites, whether owned, or prevrously owned and
subject to the relevant Australian state Environmental Protection Acts' liability provisions, are known to be
contaminated and it is probable that an outflow of economic benefits will be required to remediate the site. The
estimated future outflows are the best estimate of the expenditure required to remediate the sites. Future remediation
costs are reviewed annually and any changes are reflected in the present value of the land management costs provision
at the end of the reporting period, with a corresponding change in the cost of the associated asset, and/or the lncome
statement.

In some cases, it is possible that estimated remediation costs included in the financial statements may be recoverable
under relevant environmental laws from third parties. No allowances have been made for potential recovery.

(w) Leases

Leases in which a significant portion of the risks and rewards of ownership are not trensferred to the Group as lessee
are classified as operating leases (note 27). Payments made under operating leases (net of any incentives received
from the lessor) are charged to the income statement on a straight-line basis over the period of the lease.

(x) Business combinations

- The acquisition method of accounting is used to account for aII busmess combinations, regardless of whether equity
instruments or other assets are acquired. The consideration transferred for the ach|5|t|on of a subsidiary comprises
“the fair values-of the assets transferred and the liabilities incurred.

Acquisition-related costs are expensed as incurred. Identifiable assets acquired and liabilities and contingent liabilities
- assumed in a business combination are measured initially at their fair values at acquisition date.

The excess of the consideration transferred over the fair value of the net identifiable assets acquired is recorded as
goodwill. If those amounts are less than the fair value of the net identifiable assets of the subsidiary acquired and the
measurement of all amounts has been reviewed, the difference is recognised directly in the income statement as a
bargain purchase. :
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Australian Gas Networks UK Limited
Notes to the Financial Statements
31 December 2016

(continued)

2 Financial risk management

_ The Group's activities expose it to a variety of financial risks: market risk (including currency risk, fair value interest
rate risk, cash flow interest rate risk and price risk), credit risk, re-financing and liquidity risk. The AGN Group's
overall risk management program focuses on the unpredictability of financial markets and seeks to minimise
potential adverse effects on the financial performance of the Group. The Group uses derivative financial instruments
such as cross-currency and interest rate swaps to hedge certain risk exposures. Derivatives are exclusively used for
hedging purposes, that is, not as trading or other speculative instruments. The Group uses different methods to
" measure different types of risk to which it is exposed. These methods include cash flow forecasting analysis in the
case of interest rate liquidity and other price risks and ageing analysis for credit risk.

Risk management is carried out in accordance with policies approved by the Australian Gas Networks Limited Board
of Directors. The Group Treasurer, identifies, evaluates and hedges financial risks in close co-operation with the
Chief Financial Officer. The Board oversees overall risk management, including policies covering specific areas, such
as mitigating foreign exchange, interest rate and credit risks, use of derivative financial instruments and investing
excess liquidity. The Australian Gas Networks Limited Board formally reviews and approves the Treasury Policy and
Risk Management Policy annually.

Market risk

Foreign exchange risk

Foreign exchange transaction risk arises from the possibility that the Group’s cash flows could be adversely affected
by movements in exchange rates. The main sources of the Group’s foreign exchange transaction exposures are
interest and principal payments on US dollar denominated debt.

The AGN Group’s Treasury Policy requires all of the foreign exchange rate risk associated with non-Australian dollar
denominated debt to be hedged to minimise fluctuations in the cash flows of the business.

The Group’s exposure to foreign exchange risk at the reporting date was as follows:

2016 2015
US$mill. US$mill.
Borrowings 825.0 825.0

As all foreign exchange commitments are swapped to Australian dollars, the Group has no exposure to movements in
foreign exchange risk.

Price risk )
The Group is exposed to inflation ("CPI") price risk. This arises from the principal and/or interest payments on the
Capital Indexed Bonds (CIBs) held by the Group being escalated by changes in CPI.

The Group's eprsure to movements in the CPI through its $268 million CIBs (1% movement in CPI generates $2.7
million indexation expense) is partially offset by the annual resetting of haulage tariffs in line with the CPI, together
with the re-setting of the regulatory asset base at five-yearly intervals to reflect changes through the period in CPI.

Cash flow and fair value interest rate risk
As the Group has relatively minor interest-bearing assets, the Group’s income and operating cash flows are not
materially exposed to changes in market interest rates.

The Group's interest rate risk arises from borrowings. Borrowings issued at variable rates expose the Group to cash
flow interest rate risk. Borrowings issued at fixed rates expose the Group to fair value interest rate risk. At the year-
end, 31% of borrowings were at fixed rates.

The remainder of borrowings are at floating rates. AGN Group policy is to hedge between 80% and 100% of floating
rate borrowings using floating to fixed interest rate swaps.
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Australian Gas Networks UK Limited
Notes to the Financial Statements
31 December 2016

(continued)

2 = Financial risk management (continu'ed)

Cash flow and fair value interest rate risk (continued)
As at reporting date, the Group had the following variable rate borrowings and mterest rate swap contracts outstandlng
(excluding borrowmg costs): .

2016 - 2015
Weighted Weighted
. . . average average
N - interest . ‘ interest
' rate Balance rate Balance
% - $mill. %. . $mill.
Interest bearing debt (at variable rates) 33 1,723.6 3.7 1,650.9
Interest rate swaps - 3.1 ._(1,635.0) 45 (1,500.0)
Net exposure to cash flow interest rate risk ' 88.6 - 150.9

The Group manages its cash flow interest rate risk by using floating to fixed interest rate swaps. They have the
economic effect of converting borrowings from floating rates to fixed rates. Generally, the Group raises long-term
borrowings at floating rates and swaps them into fixed rates that match the rates used in the relevant regulatory
determination for a term matched to the relevant regulatory period. Under the interest rate swaps, the Group agrees
with other parties to exchange, at specified intervals (mainly quarterly), the difference between the contracted fixed
rates and floating rate interest amounts calculated by reference to the agreed notional principal amounts.

Based upon the balance of gross debt at 31 December, if interest rates changed by +/-1%, with all other variables
held constant and taking account of the hedging in place at 31 December, the estimated impact on after-tax profit
(excluding credit value adjustments) and equity is set out below.

2016. ' .2015

- $mill. © $mill
Impact on after-tax profit: . : : :
Interest rates + 1% o - (0.6) (L)
Interest rates - 1% A . 0.6 11
Impact on equity: ‘ 4
Interest rates + 1% o : ' . ' 12.6 16.0
Interest rates - 1% ‘ (13.6) : (16.5)

Credit r|sk

Credit risk is'managed on.a Group basis. Credit risk arises from cash and- cash equivalents, derivative financial
instruments and deposits with banks and financial institutions, as well as credit exposures to customers.

Derivative counterparties and cash transactions are limited to high credit quality financial institutions. The AGN Group
has policies that limit the amount of credit exposure to any one financial institution. Counterparty limits for investment
and hedging transactions are measured by reference to transaction limits set by the Board in relation to the counter
parties’ external credit ratings. Refer to note 8 for further details in relation to credit risk associated with derivatives.

At balance date there were no significant concentrations of credit .risk within the Group. The maximum exposure to
- credit risk is represented by the carrying amount of financial assets of the Group which have been recognised on the
balance sheet, including trade receivables. Refer to note 7 for further details of credit risk in relation to receivables.

Liquidity risk

Prudent liquidity risk management implies maintaining sufficient cash and an adequate amount of available committed
credit facilities. Associated with this is the planning for unforeseen events which may curtail cash flows and put
~ pressure  on liquidity. At the end of the financial year the Group held cash of
$3.9 million (2015: $1.4 million) (excluding $4.2 million of compulsory acquisition funds, all of which were distributed

during the current financial year), and had unused credit facilities on hand of $430.5 million that are readily available
for managing liquidity risk. :

The .Group manages liquidity risk by continuously momtonng forecast and actual cash flows. The Group aims at
maintaining flexibility in funding by keeping committed credit lines available with a variety of counterpartles Refer to
note 15 for further details on the Group's approach to I|qU|d|ty risk management.
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2 FlnanCIaI risk management (contlnued)

Maturities of fi nanC/a/ liabilities

Australian Gas Networks UK Limited
Notes to the Financial Statements
31 December 2016

(continued)

The Group’s policy is to arrange refinancing at least six months prior to maturity and limit annual repayments to 15%
of the debt portfolio, subject to conditions in financial mark'ets enabling these targets to be met.

The table below presents the Group’s financial liabilities and net settled derivative financial instruments into relevant
maturity groupings based on the remaining period at the reporting date to the contractual maturity date. The amounts
disclosed in the table are the contractual undiscounted cash flows (including principal and interest obligations).

At 31 December 2016
Trade payables

Medium Term Notes
Capital Indexed Bonds
Bank loans .
US Private Placement Notes
Interest rate swaps

At 31 December 2015
Trade payables
Medium Term Notes
Capital Indexed Bonds .
Bank loans

US Private Placement Notes -
" Interest rate swaps

Capital management:

Between Between
- Less than l1and5 5and 15 Over

1 year years years 15 years Total
$mill. $mill. $mill. $mill. $mill.
51.2 - - - 51.2
28.7 . 439.2 - 649.3 - 1,117.2
8.3 35.1 367.0 - 410.4
169.8 - \ - - 169.8
49.5 - 412.9 963.9 170.0 1,596.3
20.2 11.7 6.9 - 38.8
327.7 898.9 1,987.1 170.0 3,383.7
A50.9 - - - 50.9
32.1 128.2 1,017.5 - 1,177.8
8.2 34.7 381.1 - " 4240
97.4 - - - 97.4
54.8 330.9 1,134.0 178.0 1,697.7
21.7 11.8 - - - 33.5
265.1. 505.6 2,532.6 178.0 3,481.3

The Group’s objectives when managing capital are to safeguard its ability to continue as a going concern, so that it
can continue to provide returns for shareholders and to maintain an optimal capital structure.

The Group monltors capital on the basis. of the debt to Regulatory Asset Basis (RAB) geanng ratio. Net debt is

calculated as total borrowings less cash and cash equivalents.

The Group's Debt to RAB gearing ratio at 31 December was as foIIows: -

“Total borrowings (note 15)

Add back unamortised debt costs/acquisition fair value of borrowmgs
Add back hedges impact on borrowings :

" Total borrowings
Less cash and cash equivalents (note 6)

Net debt

Regulated asset base

Debt to RAB Ratio .

2016

2015

$mill. © $mill.
2,778.6 - 2,697.6

(18.8) T (21.9)
(278.0) (269.6)
2,481.8 2,406.1
~ (3.9 (1.4)
2,477.9 2,404.7
3,351.7 3,235.9
- 73.9% 74.3%

The AGN Group has a financial covenant for its borrowing facilities which Ilmlts debt to. being no.more than 100% of

the RAB.
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(continued)

2 Financial risk management (continued)
Fair value estimation

The table below analyses the financial instruments carrled at fair value by valuation method. The different levels have
been defined as follows:

(a) Quoted prices (unadjusted) in active markets for identical assets or liabilities (level 1).

(b) Inputs other than quoted prices included within level 1 that are observable for the asset or liability, either dlrectly
(as prices) or indirectly (derived from prices) (level 2). ’

(c) Inputs for the asset or liability that are not based on observable market data (unobservable inputs) (IeveI 3).

The following table presents the carrying amount of the Group’s assets and liabilities that are measured and recognised ‘
at fair value at 31 December:

Level 1 - Level 2. tevel 3 Total

: $mill. - $mill. $mill. “$mill.
At 31 December 2016 '
Assets
Derivatives used for hedging : - 304.0 - 304.0
Total assets ‘ - 304.0 - 304.0
Liabilities ’
.Borrowmgs — US Private Placement Notes ) : - 1,456.1 . - 1,456.1
Derivatives used for hedging ‘ - 16.3 - , 16.3
Total liabilities ’ . - 1,472.4 ' - 1,472.4
At 31 December 2015
Assets . : A
Derivatives used for hedging . ’ .- 290.4 - 290.4
- Total assets ' : o _ - 290.4 - 290.4
“Liabilities ,
Borrowings — US Private Placement Notes - 1,455.1 - 1,455.1
Derivatives used for hedging - : ~ 37.0 - 37.0
Total liabilities : - 1,492.1 - 1,492.1

The fair value of financial liabilities that are not traded in an active market is determined using valuation techniques.
The fair.value of interest rate and cross currency swaps is calculated as the present value of the éstimated future cash
flows and the discount rate used is adjusted for counterparty or own credit rlsk These instruments are categorised as
level 2.

The carrying value of trade recelvables and payables is a reasonable approximation of thelr fair values due to their
short-term nature.

The Group has no instruments categorised at level 1 or 3.

3 Critical accounting estimates

The AGN Group makes estimates and assumptions concerning the future. Estimates and judgements are periodically
evaluated and are based on historical experience and other factors, including expectations of future events that may
have a financial impact on the entity and that are believed to be reasonably prospective under the circumstances.

The key estimates and assumptions are discussed below.

Estimated impairment of intangibles

The Group tests whether intangible assets have suffered any impairment in accordance with the accountlng policy
stated in notes 1(h). The recoverable amounts have been determined based on fair value analysis. These calculations
require the use of assumptions Refer to note 11 for details of these assumptions.

Useful lives of property, plant and equipment

AGN Management advises the AGN Board in respect to the estimated useful lives and related deprec1at|on charges for
the Group’s property, plant and equipment. These estimates are based on the concept that the effective lives should
truly reflect the profile of the loss of economic benefits to the Group. Refer to note 1(l) for details of the estimated
useful lives used by the Group.
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(continued)
4 Expenses
: 2016 2015
Group . _ : : $mill. $mill.
Profit before income tax includes the following expenses:
Depreciation .
Depreciation on buildings i . : 0.2 0.2
Depreciation on plant and equipment ' ) 85.2 80.8
Impairment cost adjustment — contaminated land | : - 2.3
‘ 85.4 83.3
Other charges against assets . . o
Bad and doubtful debts — trade debtors - , .- 0.1
Net Finance costs
Finance income
Interest income , ' 04 0.6
0.4 0.6
Finance costs ] 4 .
Interest and indexation ‘ ) 1118 113.3
Ineffective derivatives - ' A 3.1 7.7
Fees on financing facilities o 1.7 1.7 .
Foreign currency translation expense : 0.2 -
. : .116.8 122.7
116.4 122.1
Emp/oyee benefits expense .
. Salaries and wages A o 5.7 44
Other ' : . 0.2 0.2
: ) 5.9 4.6
5 Income tax expense _
‘ v : 2016 2015
- Group : ' ' $mill. . - $mill.
i Income tax expense
Current tax . : - 1.7
Deferred tax : ’ 68.2 . 74.9
‘ ’ 68.2 76.6
Attributable to: ' . :
Profit from: continuing operations . - 68.2: 76.6
" Deferred income tax expense included in income tax expense comprises: _
Increase in deferred tax assets (note 13) o : (0.5) (2.3)
Increase in deferred tax liabilities (note 18) . ‘ : _ 68.7 77.2
' ' 74.9
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(continued)
5 Income tax expense (continued)
o : . 2016 2015
Group : . $mill. - $mill.
Numerical reconcnllatlon of income tax expense to prima facie tax payable
Profit from contlnumg operations before income tax expense . 2254 - 253.9
Tax at the Australian tax rate of 30% ’ 67.6 76.2
Tax effect of amounts which are not dedud/b/e/(taxab/e) in calculating taxable income: )
Provision for amendment to tax legislation ) - 1.7
Non-deductible/(taxable) items 0.5 (1.4)
Other : _ , 0.1 0.1
" Total income tax expense . ' ’ 68.2 76.6
Amounts recognised directly in equity '
Aggregate current and deferred tax arising in the reporting year and not fecogn/'sed in
net profit or loss but directly debited or credited to equity . -
Net deferred tax — debited directly to equity : o . 6.0 - 1.0
6 Cash and cash equivalents A
' v Group ° Company Group - Company
2016 2016 2015 2015
$mill. smill, - $mill. smill.
Cash at bank-— interest bearing A 39 - : . 5.6 -
' 3.9 . - . 5.6 -

Cash on hand at December 2015 includes $4.2 million of compulsory acquusntlon funds held. These final compulsory
acquisition funds were distributed during the current financial year.

7 Receivables _ _
Group Company Group . Company

S . : 2016 2016 ~ 2015 - 2015
- . $mill. $mill. $mill. $mill.
"Current . : ’ .
Trade receivables o 46.9 - 51.2 -
Other receivables - - - 4.6 -
Provision for impairment of receivables (0.1) - (0.1) -
46.8 - 55.7 -
Non-Current )

Receivables from related entities : 6.7 ) - ‘ - ' -
6.7 - - -

24



Australian Gas Networks UK Limited
Notes to the Financial Statements
31 December 2016

(continued)

7 -Receivables (continued)
Impalre& trade receivables

An amount of $28,490 was recognised in the income statement in respect of bad debts written off during the financial
year ending 31 December 2016 (2015: $62,364).

Movements in the provision for impairment of receivables are as follows:

-Group . . Company - Group ‘ ~ Company
2016 2016 2015 2015
$ ' $ : $ $
Balance at the beginning of the financial year 50,000 : - 50,000 -
Balance at the end of the financial year ' 50,000 . - 50,000 -

Past due but not impaired

As of 31 December, trade receivables of $0.3 million (2015: $O 6 million) were past due but not |mpa|red The ageing
of these trade receivables is as follows:

Group Company . Group . Company
2016 2016 2015 2015
$mill. - $mill. $mill. $mill.
31 to 60 days ‘ o " 0.2 - 0.1 -
61 to 90 days . - ; - , 04 -
Over 90 days ' 0.1 . - _ 0.1 -
0.3 - - 0.6 -

Of the $0.3 million of debtors over 30 days at 31 December 2016, $0 2 million has now been collected
Slgnlf' cant terms and conditions

Haulage revenue receivable from retailers in respect of the South Australian and Northern Territory networks consists
of billed revenue related to gas deliveries and is due within 30 days of billing date. Haulage revenue receivable from
retailers in respect of .the Queensland networks consists of billed revenue related to gas deliveries and is due within
10 business days of statement date. Haulage revenue receivable from the Victorian and New South Wales retailers
consists of billed revenue due within 14 days and unbilled revenue which has been estimated and is expected to be
billed over the following two to three months.

Interest is receivable from the major banks that hold dep05|ts at call for Group ent|t|es and is generally settled within
a few days after the end of the month.

Credit risk

The Group's customers using the South Australian and Northern Territory networks are required to pay for gas delivered
within 30 days and customers using the Queensland network are required to pay charges 10 business days after of
being invoiced. Credit risk is centred on the large retailers.

Under the National Energy Customer Framework (NECF) retailers in South Australia are required to provide bank
guarantees in accordance with a pre-defined formula. No retailer in South Australia is required to provide a bank
guarantee to Australian Gas Networks Holdings Pty Ltd at 31 December 2016. There were no bank guarantees in place
at 31 December 2015.

One retailer in the Northern Territory is required to.prepay an estimate of two months haulage services in advance.
As at 31 December 2016 the prepayment totalled $71,086 (2015 $73,000).

Retailers using the Victorian and New South Wales networks pay in arrears for haulage services, and credit risk is
centred on the large retailers. The Group has exercised its right under the various haulage revenue contracts with
Victorian retailers to demand bank guarantees from certain retailers who do not possess investment grade credit
ratings. At 31 December 2016 there were six bank guarantees in place with an aggregate value of $7.8 million (2015:
-seven with an aggregate value of $6.5 million). In addition a parent guarantee is.in place for one retailer, with the
parent prowdlng credit support for the performance of this retailer.

Interest is receivable from major banks and no significant credit risk is perceived in relation to this amount.
Refer to note 2 for more information on the financial risk management policy of the AGN Group.
Fair value ‘

Due to the short-term nature of these receivables, their carrying value is assumed to approximate their fair value.
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8 Derivative financial instruments
Group . Company Group Company
2016 2016 2015 2015
$mill. - - $mill. $mill. $mill.
Non-current assets ) . : )
Interest-rate swaps — cash flow hedges - 9.2 - . - -
Cross currency swap contracts — fair value and
cash flow hedges : , 294.8 - 2904 -
304.0 - "~ 2904 -
Current liabilities
Interest rate swaps — cash flow hedges 16.3 - 10.3 -
Non-current liabilities ' _ '
Interest rate swaps — cash flow hedges - - . 26.7 - .
16.3 - 37.0" -
Net derivative assets 287.7 - - 253.4 -

" Instruments used by the Group - - ‘ .

'The Group is party to dérivative financial instruments in the normal course of business in order to hedge exposure to
fluctuations in interest and foreign exchange rates in accordance w1th the AGN Group's financial risk management
policies.

Interest rate swap contracts — cash flow hedges

The Group has entered into interest rate swap contracts that entitle it to receive interest at floating rates on notional
principal amounts and oblige it-to pay interest at fixed rates on the same amounts. Under the interest rate swaps, the
Group agrees with other parties to exchange, at specified intervals, the difference between fixed rate and floating rate
interest amounts calculated by reference to the agreed notional principal amounts.

The tables below include all swaps in place at the end of the financial year. .
At 31 December, the notional principal amounts and periods of expiry of the interest rate swao contracts are as follows:

Group Company Group Company

2016 ~ 2016 2015 2015
$mill. $mill. $mill. $mill. -
Less than 1 year ~ 985.0 - 600.0 -
1-2 years ‘ o _ 85.0 - ’ 900.0 -
2-5 years _ 255.0 - . - ' -
Greater than five years ‘ ' 310.0 - - -
1,635.0 - 15000 - -

The gain or loss from re-measuring the hedging instruments at fair value is deferred in equity in the hedging reserve,
to the extent that the hedge is effective, and re-classified to the income statement when the hedged interest expense
.is recognised. The ineffective portion is recognised in'the.incorne statement immediately. In the year ended 31.

December 2016, a $2.5 million loss was recognised in the income statement (2015: $nil). '

At baIance date these hedging contracts were recorded as net llabllltles with a fair value of $7.1 million (2015 liabilities
with a fair value of $37.0 million).

~
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8 Derivative financial instruments (contmued)
Instruments used by the Group (continued)

Cross currency swaps — fair value and cash flow hedges ’
The Group has entered into cross currency swap contracts in order to swap the US dollar debt principal and interest
repayments from US doliar fixed coupon to Australian doIIar floating rates.

At 31 December, the notlonal principal amounts and periods of expiry of the cross currency swap contracts are as
follows: .

Group - Company Group Company

2016 2016 2015 2015

$mill. $mill. - $mill. . $mill.
1 -2 years . 121.7 - _ - -
2 - 3 years : - Co- 121.7 _—
4 -5 years : 107.5 - . - -
. Greater than 5 years o 724.9 ) .- 832.4 -
' 954.1 - . 954.1 . -

The gain or loss from re-measuring hedging instruments used in fair value hedges to fair value is recorded in the
income statement. To the extent these hedges are effective, offsetting entries are recorded against the underlying
debt instruments. Ineffective portions result in a net impact to the income statement. In the year ended
31 December 2016 the ineffettive portion resulted in a loss of $0.6 million (2015: $7.7 million loss). At the balance
sheet date these contracts were assets with a fair value of $294.8 million (2015: assets with a fair value of $290.4

" million). Fair value hedge movements offset against the hedged item were credits of $8.4 million.

Credit risk

Credit risk arises from the potentia! failure of _counterpérties to meet their dbligations under the respective contracts
at maturity. This arises with amounts receivable from unrealised gains on derivative financial instruments.

The Group undertakes all of its transactions in foreign exchange and interest rate contracts with “A”.rated financial
institutions. Management has established limits such that, at any time, no more than $500 million of notional principal
amounts are with any single counterparty. The carrying amount of derivative assets recorded in the financial
statements represents the Group’s maxrmum exposure to credit risk as of 31 December 2016 in relation to those
assets.

Falr values

The fair value of interest rate and cross currency swaps is calculated as the present value of the estlmated future cash
flows using discount rates adjusted for own credit risk.

Interest rate risk exposures

Réfer_ to nete 2 for the Group’s exposure to interest rate risk on interest rate swaps.

9 Other assets

Group Company - Group Company
2016 2016 2015 A 2015
. $mill. $mill. . $mill. $mill.
Current . _ S
GST receivable 29 ’ - -, 2.8 -
Prepayments ’ _ 1.8 - 1.3 -
’ ' 4.7 - 41 -
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10 Property, plant and equipment
. Freehold Freehold . Plant and
Group - : land - buildings equipment Total
' : “$mill. $mill. : $mill. $mill.
Year ended 31 December 2015 . . ' .
Opening net book amount . _ 7.2 . 4.3 3,393.1 3,404.6
Finalisation of acquisition fair values . ) (0.5) - (57.1) ~ (57.6)
Additions - - 283.8 - 283.8
Depreciation charge - (0.2) - (80.8) (81.0)
Ciosing nét book amount * . 6.7 °* . 41 3,539.0 . 3,549.8
At 31 December 2015 o :
Cost . 6.7 4.4 3,647.0 3,658.1
Accumulated depreciation - (0.3) (108.0) (108.3) .
“ Net book amount . o . 6.7 4.1 3,539.0 3,549.8
Year ended 31 December 2016 _ | : A
Opening net book amount : 6.7 4.1 3,539.0 © 3,549.8
'Addition_s . - 0.1 o 234.0 234.1
Depreciation charge . o - (0.2) . (85.2) (85.4)
Closing net book amount 6.7 40  3,687.8 3,698.5
At 31 December 2016 ' . : _ -
Cost - " 6.7 4.5 3,881.0 . 3,892.2
Accumulated deprecaatlon - (0 5) (193.2) (193.7)
Net book amount ' 6.7 4.0 3,687.8 3,698.5

Valuation of land and buildings

As part of the accounting for the acquisition of the Australian Gas Networks Limited Group, an independent valuation
of land and buildings was undertaken during the 2014 reporting period by registered valuers. In accordance with IFRS
3 Business Combinations, land and buildings were recognised at a cost equal to fair value on acqunsntson date.. The .
- market valuations of these properties therefore approxnmate their carrying values.

The valuation of the properties did not take into account any potential remediation costs. A land management cost
provision of $8.7 million (2015: $8.7 million) has-been included in the financial statements at 31 December 2016 in
relation to freehold land.

- The Australian Gas Networks Limited Directors have deaded to continue to carry land and bunldmgs at cost less
depreciation.

Non current assets pledged as security

Refer to note 15 for information on non-current assets pledged as security by the Group.
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‘11 Intangible assets

Group

Year ended 31 December 2015
Opening net book amount

Finalisation of acquisition fair values

- Closing net book amount

At 31 December 2015
Cost

Net book amount

Year ended 31 December 2016
Opening net book amount

Closing net book amount

At 31 December 2016
Cost .

Net book amount

Impairment tests for intangible assets

Australian Gas Networks UK Limited

Notes to the Financial Statements

31 December 2016

(continued)

Network Distribution
maps licence Total
. $mill. “$mill. $mill.
- 1,246.5 1,246.5
85.7 (29.4) 56.3
85.7 1,217.1 1,302.8
85.7 1,217.1- 1,302.8
85.7 1,217.1 1,302.8
85.7 1,217.1 1,302.8
85.7 1,217.1 1,302.8
85.7 1,217.1 1,302.8
85.7 1,217.1 1,302.8

Intangible assets comprisé distribution licences on acquisition of the Australian Gas Networks Limited Group. The

recoverable amount of the cash-generating units (CGU) is based on fair value analysis.

The fair value calculations use cash flow projections based on current and expected regulatory outcomes for gas
distributors. The assumptions applied have been determined with reference to historic information, current
performance and expected changes in operations taking into account pertinent information. - °

Final review of accounting for the acquisition of the Australian Gas Networks Group Limited: identified an adjustment
to the calculation of deferred tax balances. Using guidance provided in IFRS 3 Business Combinations, the business
combination accounting has been revised in accordance with IAS 8 Accounting Policies, Changes in Accounting
Estimates and Errors. This resulted in a revision of intangibles and deferred tax asset by $10.8 million at 31 December
2016. The comparative balance sheet for 2015 has also been revised. There was no. change to the comparative

income statement for this revision.

12 Investments

Shares in subsidiaries
Year ended 31 December 201 5

Closing net book amount

Year ended 31 December 2016
Closing net book amount

29

Group
$mill.

- Company
$mill.

1,957.8

1,957.8

1,957.8

1,957.8




13 Deferred tax assets

The- balance comprises temporary dlfferences .

* attributable to:

Accrued expenses
Provision for employee benefits .
Deferred equity costs
Deferred revenue :
Provision for land management costs
Other provisions
_ Derivatives/fair value borrowmgs adjustment
Deferred costs .
Other
~ Tax losses

- Set-off of deferred tax liabilities pursuant to set-off
provisions (note 18)

Net deferred tax assets .

Movements:

Balance at the beginning of the financial year
Acquisition of business

Credited to the income statement (note 5)
Debited to equity

Balance at the end of the financial year.

Australian Gas Networks UK Limited
Notes to the Financial Statements

31 December 2016

(continued)

Group Company Group - . Company
2016 2016 2015 2015
$mill. $mill. $mill. $mill.
1.9 - 1.0 -
0.3 - 0.2 -
" 0.2 - 0.3 -
8.7 - 2.1 -
2.7 - 26 . -
0.9 - 1.2 -
1.9 - - 10.1 ' -
29 - 35 . -

- - 1.1 -
141.8 - 144.7 , -
161.3 - 166.8 -
(161.3) - (166.8) - -
166.8 - 164.5 -
- - 1.0 . -
0.5 - 2.3 -
(6.0) - (1.0) - -
161.3 - 166.8 : -

- The accounting for the acquisition of the Austrahan Gas Networks Limited Group was finalised in the 2015 financial
year and has impacted the carrying amount of deferred tax assets and liabilities.

Final review of accounting for the acquisition of the Australian Gas Networks Limited Group identified an adjustment
to the calculation of deferred tax balances. Using guidance provided in IFRS 3 Business Combinations, the business -
combination accounting has been revised in accordance with IAS 8 Accounting Policies, Changes in Accounting
Estimates and Errors. This resulted in a revision of intangibles and deferred tax asset by $10.8 million at 31 December
* 2016. The comparative balance sheet for 2015 has also been revised. There was no change to the comparative

income statement for this revision.

14 Payables

_Trade payables

Group Company Group Company
. 2016 2016 2015 2015
$mill. $mill. $mill. $mill.
51.2 - 50.9 -
'51.2 -
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15 Borrowmgs

The Group owns gas dlstrlbutlon networks and transmission pipelines. Whilst the assets generally have very long lives,
the financing of these assets is undertaken using a range of instruments with varying terms, including capital markets
debt and bank loans, with maturities spread over the next 25 years to promote liquidity and minimise refinancing risk.

The loan portfolio is expected to be refinanced at regular intervals in the normal course of the Group’s operations.

Group Company .Group Company
2016 2016 2015 - 2015
o . $mill. smill. - $mill. $mill.
Current K .
Bank loans - B ’ 19.5 - 96.2 -
_ ‘ 19.5 - _96.2 -
Non-current . _ . \ ' _ : -
Bank loans : 149.0 - - : -
Capital Indexed Bonds T 253.2 - - 248.4 -
Medium Term Notes 900.8 . - - 897.9 ' -
US Private Placement Notes ' 1,456.1 : - . 1,455.1 -
, ' 2,759.1 - 2,601.4 _ -
Total ; . 2,778.6 - 2,697.6 -

Total sgcured liabilities

Total secured liabilities (current and non-current) are as follows:

Group Group Company Company
$mill. $mill. . $mill. ~ $mill.
Principal Book - Principal Book
outstanding value outstanding value
2016 - ' ’
Bank loans 169.5 168.5 - -
Capital Indexed Bonds 268.2 - 253.2 - -
Medium Term Notes 925.0 900.8 - -
US Private Placement Notes 1,119.1 -1,456.1 - -
) 2,481.8 2,778.6 - -
2015 ’
Bank loans " 96.9 96.2 - -
Capital Indexed Bonds 265.1 248.4 - -
Medium Term Notes 925.0 897.9 - -
US Private Placement Notes 1,119.1 1,455.1 - -
2,406.1 2 697.6 - -

Book value of debt differs from principal outstanding due to acquisition related fair value adJustments unamortised
borrowmg costs and adjustments for fair value of derivatives. : :
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15 Borrowings (contlnued)

Assets pledged as security _
The carrylng amounts of assets pledged as security for borrowings are:
Group Company Group Company
2016 ~ 2016 2015 2015
$mill. $mill. . $mill. -$mill.
Current - floating charge : - 4
" Cash and cash equivalents ) . 3.6 - 14 -
Receivables : . 44.0 .- . 49.6 -
Other assets . 4.7 - 4.1 ] -
' 52.3 - 55.1 -
Non-current — floating charge , l ‘ : . A
Property, plant and equipment 3,586.7 - 3,439.6 -
Intangibles : 1,280.6 - . 1,280.6 -
Derivative financial instruments 304.0 - 290.4 ) -
51713 - = 5,010.6 -
Assets not pledged as secdrity ~143.8 1,957.8 142.7 1,957.8
Total assets per balance sheet ' . 5,367.4 1,957.8 - 5,208.4 1,957.8

Significant terms and condltlons

The bank loans, Capital Indexed Bonds Medium Term Notes and US Private Placement Notes are secured by charges
over the respective networks owned by the Group.

The Australian Gas Networks Limited Group and its senior debt financiers are parties to a deed, known as the
Intercreditor Deed Poll, which sets out various events of default, representations, warranties and undertakings relating
to the provision of debt and hedging arrangements to the Group. The occurrence of an event of default (as defined
in the Intercreditor Deed Poll) gives Australian Gas Networks Limited’s financiers the right to require repayment of
debt and close out hedging arrangements, subJect to certain majority approval requirements. The acceleration of
debt, or close out of hedges, may give rise to “swap breakage”, “make-whole” and other costs being incurred.

Generally, events of default (as defined in the Intercreditor Deed Poll) concern adverse changes in Australian Gas

Networks Limited’s financial position or business, including the Interest Service Cover Ratio falling below 1.2:1 or the

ratio of Total Indebtedness to Regulatory Asset Value exceeding 1.05:1. A change in control (in accordance with the

relevant accounting standard) is also an event of default but only if a majority of financiers (more than 66.7%) declare -
the change in control “unacceptable”. This declaration can only be made 60 days or more after the change in control

occeurs. . : .

At 31 December 2016, the 'Group was in compliance with all covenants and undertakings.

Group funding and liability structure

_The Group's total interest bearing debt principal outétanding as at 31 December 2016 was $2,481.8 million comprising

a range of financial instruments with varying maturities issued under the AGN Group's treasury management program
with a view to diversifying-funding sources, increasing future refinancing options and lowering overall borrowmg costs.

The existing debt instruments mclude

Bank loans )
Bank loans are committed facilities for terms generally up to three years.

Capital Indexed Bonds
These bonds are due to mature in August 2025. The principal component is mdexed by the quarterly movement in the
CPI. . .
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15 Borrowings (continued)
Group funding and liability structure (continued)

Medium Term Notes

Medium Term Notes totalling $925.0 million (2015: $925.0 mllhon) are instruments issued under the Medium Term
Note Programme for varying terms and as at 31 December 2016 had terms to matunty of up to 10 years. They are
classified as current and non-current in accordance with these dates.

The Medium Term Note Programme is supported by undrawn committed bank facmtles of $430.5 million at
31 De¢ember 2016

US Private Placement Notes

Notes with a _principal value of A$1,119.1 million (2015: A$1,119.1 million) are issued in the United States of America
for terms endlng in 2018, 2021, 2022, 2023, 2027, 2030, 2033 and 2041. Included in these are $165 million in
Australian dollars while the remainder are in US dollars. There are cross currency swaps in place to swap both the
principal. and interest payments from the US dollar fixed coupon to Australian dollar floating rate for the term of the
respective note.

Financing arrangements

Access was available at the balance sheet date to the following lines of credlt

Group Company Group . Company
2016 - 2016 2015 - 2015
$mill. $mill. $mill. $mill.
- Bank loan facilities " . o
Total facilities 600.0 - 450.0 . -
Used at balance sheet date ) "~ 169.5 - 96.9 .-

Unused at balance sheet date : 430.5 . 353.1 - . -

Fair values

The fair value of current borrowings approximates thelr carrying amount since the interest payable on those borrowings
is either close to current market rates or the borrowings are of a short-term nature. The fair value of non-current
borrowings where it does not approximate carrying amount is based upon market prices where a market exists or by.
discounting the expected future cash flows by the current interest rates for liabilities with similar risk profiles. Carrying
amounts also include unamortised fair value adjustments arising from the business acquisition.

The carrying amounts and fair values of borrowings at the balance sheet date are:

Group - Company
Carrying Fair Carrying Fair
amount value ' amount value
$mill. : $mill. $mill. $mill.
2016 : . :
Non-traded financial //ab///t/es ) : : : -
Bank loans 1685 169.5 - -
US Private Placement Notes : : .1,456.1 1,397.1 = . - -
Traded financial liabilities v : . '
Capital Indexed Bonds 253.2 266.8 . - T -
Medium Term Notes _ 900.8 925.0 - ' -
' 2,778.6 2,758.4 ) - -
2015 '
" Non-traded financial //ab///t/es o
Bank loans 96.2 96.9 - . -
US Private Placement Notes _ 1,455.1 1,388.7 - -
Traded financial liabilities . .- B
Capital Indexed Bonds . 2484 - 266.2 , - -
Medium Term Notes _ 897.9 9250 - - -
2,697.6 2,676.8 - -

Risk exposures

Information about the Group's exposure to interest rate and foreign currency changes is provided in note 2.
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16 Provisions

Current
Employee benefits
Land management costs
Other provisions

Non-current
Employee benefits
Land management costs
Other provisions

Total

Land management costs

‘ Australian Gas Networks UK Limited

Notes to the Financial Statements
31 December 2016.

(continued)
Group Company - Group Company
2016 2016 2015 2015
$mill. - $mill, $mill. $mill.
0.8 - 06 -
0.3 - 0.2 -
4.8 - 1.7 -
5.9 - 2.5 . -
0.2 - 0.2 -
8.5 - 8.5 -
- - 4.1 -
8.7 - 12.8 -
14.6 -

-15.3 -

Provisions for future environmental remediation are recognised where there is a present obhgatron asa result of the
manufacture of gas from coal at various sites in the past, and it is probable that an outflow of economic benefits will
‘be required to settle the obligation. The estimated future obligations include the costs required to remediate the sites.

Movements in provisions -

Movement in provisions (current and non- current), other than employee and directors’ benefits, during the financial

year are set out below:

-Group

Balance at 1 January 2015
Additional provision recognised
- Amounts paid during the financial year

Balance at 31 December 2015 -

Additional provision recognised

Amounts paid during the financial year
- Balance at 31 December 2016

17 Other liabilities

Prepayments from energy retailers
Accrued costs
Interest accrued

" Other deferred income

Al

Offsetting financial assets and financial liabilities

Interest payable on interest rate swaps

Interest-receivable on interest rate swaps

Other interest accrued not offset
Interest accrued

Carbon . Land
Other permit management
provisions costs costs Total
- $mill. $mill. $mill. $mill.
- 27 65 . 92
- 5.8 - 23 8.1
- 2.7) 0.1 (2.8)
5.8 - 8.7 145
3.0 - 0.3 3.3
(4.0) - (0.2) (4.2)
4.8 - 8.8 ~13.6
Group ' Company‘ Group ‘Company
2016 - 2016 2015 2015
$mill. $mill. $mill, $mill.
0.1 - 0.1 -
10.3 - 6.9 -
14.5 - 11.5 -
29.1 - 6.6 . -
54.0 - 25.1 -
2.4 - 09 = . -
(1.7) - (0.6) -
13.8 - 11.2 -
14.5 - 115 -
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18 Deferred tax liabilities

The balance comprises temporary differences
attributable to:

Prepayments

Intangibles :

Excess of book value over tax value of property,
plant and equipment ‘

Set- off of deferred tax assets pursuant to set-off
.prowswns (note 13)

Net deferred tax liabilities

Movements:

Balance at the béginning of the year
Acquisition of subsidiary
Charged to the income statement (note 5)

Balance at the end of the year

Australian Gas Networks UK Limited
Notes to the Financial Statements
31 December 2016

(continued)
Group Company Group Company

2016 2016 2015 2015

$mill. - $mill. $mill. $mill,
0.1 - 0.2 -
25.7 = 25.7 -
218.7 - 149.9 -
2445 - 175.8. -
(161.3) - - (166.8) -
83.2 - 9.0 -
175.8 - 98.9 -
- - (0.3) -
68.7 - 77.2 -
244.5 - 175.8 -

The accountmg for the acquisition of the Australian Gas Networks lelted Group was finalised in the 2015 financial
year and has impacted the carrying amount of deferred tax assets and liabilities. .

19 Contributed equity | ’

Share capital and other equity components

2016

Securities

Ordinary shares
Issued and paid up capital

Movements in contributed equity
Date ' _ Details
31 December 2015 Closing 'balanee

31 December 2016  Closing balance

Ordinary shares

2016
$mill.

1,099,104,768 1,957.8

Number of
securities

1,099,104,768

1,099,104,768

2015
Securities

1,099,104,768

Issue
price

£1

£1

2015
$mill.

1,957.8

$mill.
T 19578

_ 1,957.8

Ordinary shares entitle the holder to participate in dividends and the proceeds on wmdmg up of the Company in_
pr0port|on to the number of, and amounts paid on, the shares held.
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20 Reserves and Retained earmngs/ (Accumulated losses)

Reserves

Hedging reserve — cash flow hedges

Movements:

Balance at the beginning of the year-
Fair value movements
Deferred tax-

Balance at the end of the year

Retained earnings/(Accumulated losses)

Movements in retained earnings were as follows:’

Balance at the beginning of the year
* Profit for the year
.Dividends paid

Balance at the end of the year

Nature and purpose of reserves

Hedging reserve — cash flow hedges

Australian Gas Networks UK Limited
Notes to the Financial Statements
31 December 2016

(continued_)
Group Company ' Group Company

2016 2016 2015 2015

$mill. $mill. $mill. $mill.
16.0 - 4.5 -
- 16.0 - 4.5 -
4.5 - 25 -
16.4 - 2.8 -
(4.9) - (0.8) -
16.0 - 4.5 -
(3.1) - - 32.1 -

129.7 137.0 . 146.3 - ¢ 1725

(144.5) (137.0) (181.5) (172.5)
(17.9) - (3.1) -

The hedging reserve is used to record gains or losses on a hedging instrument in cash flow hedges that are recognlsed

directly in equity, as described in note 1(k).

Foreign currency translation reserve

1

The foreign currency translation reserve in the parent Company is used to record gains or losses on the revaluation of
_the investment in subsidiary, that are recognised directly in equity, as described in note 1(d).

21 Cash mﬂow/ (outflow) from operating actlwtles

Profit after income tax

Depreciation

Amortisation

Indexation of Capital Indexed Bonds
Foreign currency translation expense

Items included as investing activities
Dividend income ' .

Change in operating assets and liabilities
Decrease/(increase) in-trade debtors

Increase in other operating assets

Increase in trade creditors and other liabilities

Increase in provision for deferred income tax -

"Net cash inflow/(outflow) from operating
activities .

Company ‘

Group Company Group

2016 2016 - 2015 2015 -

$mill. $mill. $mill. $mill.
157.2. 137.0 177.3 172.5
85.4 - 81.0 -
(11.4) - (16.0) -

3.1 - 3.8 -
0.2 - - -

- (137.0) - (172.6)
10.9 - (8.6) -
(0.5) - - -
34.7 . - 26.2 -
68.2 - 74.9 -

347.8 - 338.6 (0.1)
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Australian Gas Networks UK Limited
. Notes to the Financial Statements
31 December 2016

(continued)

22 Dividends
Ordinary shares ' ' .

Dividends of $0.16 per share, totalling $175,080,229 were paid to parent entities in the current year. -Dividends of
$0.20 per share, totalling $219,951,612 were paid to parent entities in the year ended 31 December 2015. Based on
forecasted performance for Financial Year 2017, and actual performance post year end, the directors believe suﬁ‘ cient
“profi ts will be generated to cover the accumulated losses.

23 Related party transactlons
Ultimate parent undertaking company and controllmg party

Australian Gas Networks UK lelted is ultlmately owned by a consortium of entities mcorporated in Hong Kong
comprising: .

"Shareholder - : : " Ownership interest
Cheung Kong Infrastructure Holdlngs lelted : : ' o 44.9704%
Power Assets Holdings Limited. . ) ’ ’ 27.5148%
CK Hutchison Holdings Limited = : 27.5148%

Australian Gas Networks UK Limited, incorporated in the United Kingdom, is the parent undertaking of largest and
smallest group for which consolidated financial statements are produced. The financial statements are held at the
registered office of the Company of the Company of 3 More London Riverside, London, SE1 2AQ. .

Subsidiaries _
Interests in subsidiaries are set out in note 25.

Key management personnel compensation

Group : . - 2016 2015
) : ' $ . $
Key management personnel compensation (AGN Group) . 3,659,649 3,224,607

Directors’ emoluments

The Directors of Australian Gas Networks UK Limited are not remunerated by the company or any other company o
within the Group for their quallfylng services as Directors of Australian Gas Networks UK Limited.

Loans to related partles

2016 2015

$ $
Balance at the beginning of the f nancial year . - 4 -
Loans advanced . . 6,642,000 -
Loans repaid ' S - . -

Balance at the end of the fi nanC|aI year 6,642,000 -

Terms and conditions ~ -

All transactions were made in accordance with executed commercial arrangements and/or on normal commercial terms
and conditions and at market rates. Outstanding balances are unsecured and are repayable in cash.
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Australian Gas Networks UK Limited -
Notes to the Financial Statements
31 December 2016
(continued)

-24- Remuneration of auditors

These Group financial statements are audited by PricewaterhouseCoopers LLP, United Kingdom. The cost of the audit
in relation to Australian Gas Networks UK Limited is borne by the immediate parent entities and is £13,500. The
operational companies in Australia are audited by PricewaterhouseCoopers, Australia. . The remuneration disclosed
below is in relation to the operatlonal companies.

During the year the following fees were paid, or payable, for services provided by the auditors of the AGN Group

Group - Company Group Company
2016 2016 - = 2015 2015
$ s $ $
PwC Australia . :
Audit and other assurance services
Audit and review of financial statements ‘ 235,620 . - 271,597 N -
Other assurance services i T .
Audit/review of regulatory financial information 50,490 ] - ‘ 48,450 . -
.Hedging/debt raising advice ’ 48,000 - 30,000 -
Accounting consultation on Business Acqwsmon - - 32,042 -
Audit of reported gas volumes 13,056 . - 21,250 To-
General advice o 5,000 - 5,000 . -
352,166 - 408,339 -
Taxation services 3 ’
Income tax return , ‘ 44,676 - B - -
Tax compliance and other services : 12,746 - 1,930 ) -
- 57,422 ) - 1,930 -
Total remuneration of PwC Australia ' , 409,588 - 410,269 . -

" It is the policy of the AGN Group to engage PricewaterhouseCoopers LLP (PwC) on assignments additional to their
statutory audit duties where PricewaterhouseCoopers’ LLP expertise and experience with the AGN Group are likely to
provide benefits. These assignments are ‘principally tax compliance, auditing of regulatory statements and assistance
with regulatory submissions. -
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25 Subsidiaries

Australién Gas Networks UK Limited .

Notes to the Financial Statements

31 December 2016

(continued)

The consolidated financial statements incorporate the assets, liabilities and results of the following subsidiaries in
accordance with the accounting policy described in note 1(c):

Equity holding
Class of Australian
Country of of . Gas Networks
Name of entity incorporation  shares Nature of business UK Limited
2016
%
i United
Australian Gas Networks UK 2 Limited Kingdom Ordinary Holding Company 82.54
Australian Gas Networks Holdings Pty Ltd (1) Australia Ordinary Holding Company -
Australian Gas Networks Investments Pty Ltd (2) Australia Ordinary Holding Company -
Cheung Kong Infrastructure (Malaysian) Limited (3) Malaysia Ordinary Holding Company -
. Gas distribution and
Australian Gas Networks Limited (4) Australia Ordinary provision of funds -
Australian Gas Networks (SA Holdings 1) Ltd (5) (6) Australia Ordinary Holding Company - -
Infrastructure
Australian Gas Networks (SA) Ltd (5) (7) Australia . Ordinary ownership -
’ ’ : Infrastructure .
Australian Gas Networks (QLD) Ltd (5) (8) Australia Ordinary ownership -
Australian Gas Networks (Vic Holdings 1) Pty Ltd (5) (9) Australia Ordinary Holding Company -
Australian Gas Networks (Vic Holdings 2) Ltd (5) (10) Australia Ordinary Holding Company -
Australian Gas Networks (Vic 3) Pty Ltd (5) (11) Australia Ordinary Provision of funds -
o . ) Gas distribution and
Australian Gas Networks (Vic) Pty Ltd (5) (12) Australia Ordinary _infrastructure ownership -
' ' Gas distribution and
Australian Gas Networks (Albury) Ltd (13) Australia Ordinary  infrastructure ownership -
Australian Gas Networks (NSW Holdings 1) Pty Ltd (14) Australia Ordinary Holding Company -
Australian Gas Networks (NSW Holdings 2) Pty Ltd (15) Australia Ordinary Holding Company -
Australian Gas Networks (NSW Holdings 3) Pty Ltd (16) Australia Ordinary Holding Company -
' ' i Gas distribution and
Australian Gas Networks (NSW) Pty Ltd (17) Australia Ordinary infrastructure ownership -

1)  Australian Gas Networks Holdings Pty Ltd is a subsidiary of Australian Gas Networks UK 2 Limited.

2)  Australian Gas Networks Investments Pty Ltd is a subsidiary of Australian Gas Networks Holdings Pty Ltd.

3) Cheung_ Kong In_frastructure (Malaysian) Limited is a subsidiary of Australian Gas Networks Investments Pty Ltd.
"4)  Australian Gas Networks Limited is a subsidiary of Australian Gas Networks Investments Pty Ltd and Cheung Kong

Infrastructure (Malaysian) Limited.

5) These subsidiaries have been granted relief from the necessity to prepare financial reports in accordance ASIC Legislative
Instrument 2016/91 issued by the Australian Securities and Investments Commission. ’

'6)  Australian Gas Networks (SA Holdings 1) Ltd is a subsidiary of Australian Gas Networks Limited.

7)  Australian Gas Networks (SA) Ltd is a subsidiary of Australian Gas Networks (SA Holdings 1) Ltd.

8) Austfalian Gas Networks (QLD) Ltd is a subsidiary of Australian Gas Networks Limited.

9). Australian Gas Networks (Vic Holdings 1) Pty Ltd is a subsidiary of Australian Gas Networks Limited.
10) - Australian Gas Networks (Vic‘Holdingle) Ltd is a subsidiary of Australian Gas Networks (Vic Holdings 1) Pty Ltd.

1 1) Australian Gas Networks (Vic 3) Pty'Ltd is a subsidiary of Australian Gas Networks (Vic Holdings 2) Ltd.

12) Australian Gas Networks (Vic) Pty Ltd is a subsidiary of Australian Gas Networks (Vic 3) Pty Ltd.

13) Australian Gas Networks (Albury) Ltd is a subsidiary of Australian Gas Networks (Vic) Pty Ltd.

14) Australian Gas Networks (NSW Holdings 1) Pty Ltd is a subsidiary of Australian Gas Networks Limited:
15) Australlan Gas Networks (NSW Holdings 2) Pty Ltd is a subsidiary of Australian Gas Networks (NSW Holdings 1) Pty Ltd.
16) Australian Gas Networks (NSW Holdings 3) Pty Ltd is a subsidiary of Australian Gas Networks (NSW Holdings 2) Pty Ltd.
17) Australian Gas Networks (NSW) Pty Ltd is a subsidiary of Australian Gas Networks (NSW Holdings 3) Pty Ltd.

The registered address of Australian Gas Networks UK 2 Limited is 3 More London Riverside, London, UK. The registered
address of all the other entities is 400 King William St, Adelaide, Australia.
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Australian Gas Networks UK Limited
Notes to the Financial Statements

31 December 2016

(continued)

26 Events occurring after the balance sheet daté ,

There have been no significant events that have occurred after the balance sheet date.

A27 Commitments

Operating leases _
The Group has non-cancellable operating leases for office space and warehouses expiring within five to eleven years.
The leases have varying terms, escalation clauses and renewal rights. The warehouses are sublet to APA Networks as
its works depot, also under non-cancellable operating leases.

2016 2015
Group “$mill. $mill.
Commitments for minimum lease payments in relation to nan-cance//ab/e operating
leases are payable as follows:

“Within one year . 1.0 1.0
Later than one year but not later than five years ' 31 3.9
Later than five years 1.0 1.2

' ' 5.1 6.1

Other expenditure commitments as at 31 December 2016 are contracted by the Group’s 'operator (APA Networks).

40



