


Chairman’s Report

Introduction

While Tonga Power faced earning fluctuations as a result of the rising cost of landed fuel

and static consumer demand throughout the year, the company has delivered an above

budget tax paid profit for the year ended 30 June 2011.

The year has been a year of significant investment in the company’s distribution network to

reduce system losses and achieve the company’s primary objective of providing safe,

reliable and affordable electricity and maximising shareholder value.

Key major milestones for the company during the year included signing of the TOP$8m

Tonga Village Network Upgrade Project with the NZ Aid Programme, and finalising the 1.5

Mega Watt (MW) Popua Solar Farm Project funded by the NZ Aid Programme with Meridian

Energy Limited.

2010/2011 Review

A $3.6m investment in the distribution network to lower total system losses from 17.8% in

July 2010 to 13% by January 2012. If TPL fails to comply the company will incur financial

penalties from the Electricity Commission under the Concession Contract. The total system

loss (6 months moving averages) had decreased to 16.2% by 30 June 2011, with further

reductions planned for the remainder of the calendar year.

A meter replacement programme has formed an integral part of the system loss reduction

plan with a further 6,600 units being replaced on Tongatapu during year with the balance of

3,200 meters remaining from the 15,000 meter total. The business plan will focus

completing Tongatapu and the commencement of the outer islands during the forthcoming

year.

Coupled with the meter replacement programme was the installation of the totally integrated

“Orion” billing system, replacing the old UMS program. Despite initial teething problems the

new system has dramatically improved our accounting efficiency. Electronic hand held

meter reading wands will complete our accounting system upgrade.

Generation and distribution network data gathering was also addressed during the year, with

the installation of a “state of the art” SCADA data management system at the Popua Power

Station. This was complimented with electronic fuel monitoring at the countries’ four power

generation plants. The latter project was in response to the auditor’s recommendation to

minimise the possible loss of fuel through shrinkage.

The TOP $8m NZ Aid Programme funded Tonga Village Network Upgrade Programme

(TVNU) was signed in April 2011. This has lead to the appointment of a Project Manager

and Project Leader prior to the end of the financial year. This initial stage of the TVNU

project will be to upgrade the LV networks for 17 villages as part of a long term plan to

upgrade 100 villages throughout Tonga. This project will source its power poles from the

newly formed Tonga Forest Products Limited.



The original 1.5 MW Popua solar farm PPA project with the NZ Aid Programme, Meridian

Energy was converted to a 100% donor funded project during the year. Once completed

and fully operational, this project will have a significant long term impact on lowering fuel

tariff to the electricity consumers. Based on current irradiation data gathered at our Popua

site, the 1.5 MW solar farm will generate about 1,500,000 kWh pa, saving 450,000 litres pa

of imported diesel and will lower the fuel tariff by an estimated 4 seniti per kWh.

The Finance Sub-committee on embarked three successful cost reduction projects during

the year;

 A fuel hedging trial to smooth the effect of international diesel price variations.

 Request for Proposal (RFP) for distribution network materials.

 Fuel Supply Tender for the national supply of diesel fuel.

Financial Review

Our profit after tax increased to $3.7m, from revenue of $40.1m for the year ended 30 June

2011. The Board has declared a $1.0m dividend to be paid to the shareholder.

Significant investment in the company’s generation and infrastructure was made during the

year. The total capital investment was $7.0m, including $1.9m on generation improvements

and $3.6m on distribution network upgrades. A further $0.5m was invested to upgrade the

vehicle fleet to provide improved reliability and productivity gains. The balance of the

investment budget was on the Orion billing system and $0.2m supporting computerisation.

A further loan reduction of $3.0m was made during the year bringing the company’s total

term loans down to $9.96m.

The company’s Return on Total Equity (ROE) was increased to 8.78% from 7.47% from the

previous year bringing the total equity to $42.3m. The accumulated profit on total equity was

9.77%.

Our People

Health, safety and environment remains a primary focus for our staff with refresher First Aid

courses attended by 120 of our staff. National linesmen safety training was carried out

earlier in the year resulting in only one lost time injury for the fiscal period.

As part of strategy to grow our management team’s knowledge and improve individual

performance through our senior managers attending selected external courses.

Our Strategy

Tonga Power’s vision to provide safe, reliable and affordable electricity to our consumers

remains pivotal to the company’s core strategies.

The company is mindful of maintaining (N-1) generation security throughout the country

which is largely being achieved. The generation strategy is to replace two of its 1.4 MW



Caterpillar generators at Popua in 2013/14. To ensure the company selects the best

generator option to provide the most efficient diesel generation and meet multi on-grid

renewable energy supply, an extensive feasibility study has been implemented. This will

also ensure the Popua Solar Farm Project will efficiently compliment the operation.

The World Bank has undertaken to fund a multi on-grid renewable energy network study

during 2012 to provide a clear understanding of the business’s optimum balance between

traditional diesel generation and renewable energy to provide long term fuel tariff stability.

To further offset the landed cost of diesel fuel, viable alternative fuels including heavy fuel oil

(HFO) are being investigated. This will coincide with an independent petroleum supply chain

feasibility study currently being jointly undertaken with the Ports Authority.

Electronic management of our generation and network will continue to play an important part

in our strategic plan to optimise generation and distribution efficiency to lower the tariff and

maximise system reliability. This will also apply to the company’s meter reading and

accounting systems with a goal to “enter data once” to maximise financial data accuracy.

Demand side management (DSM) to provide better energy efficiency understanding for both

the company and our consumers to help lower electricity consumption in the future. Energy

efficient LED street lights form a major part of TPL’s strategy supported by the government

will dramatically lower the nation’s street light operating cost and provide greater street light

distribution in Tonga.

Conclusion

A strong balance sheet through investment in core assets and tightly controlled revenue

management has occurred during the financial year, placing Tonga Power in a strong

position to deliver its objectives in the future.

It’s been a milestone year for Tonga Power and I am proud to lead such a talented and

committed team, and would like to thank everyone in Tonga Power for working hard to help

focus the business in its fourth year of operation. I am excited about Tonga Power’s future

and I’m looking forward to working with all our stakeholders as we work to accomplish our

goals for the betterment of Tonga.

Carl Sanft

Chairman
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1 DIRECTORS

Mr. Carl Sanft
Mr. Richard Guttenbeil
Mr. Siaosi Koloamatangi joined on 13 June 2011
Mr. David Wright resigned on 1 June 2011
Lord Fred Sevele resigned on 16 May 2011
Mr. Warren Moyes resigned on 14 June 2011
Mr. S. Tsutomu Nakao II resigned on 14 June 2011

2 PRINCIPAL ACTIVITY

3 TRADING RESULTS

4 PROVISIONS

5 DIVIDENDS

6 CURRENT ASSETS

7 TRANSFERS TO/FROM RESERVES

8 BAD AND DOUBTFUL DEBTS

There were no material movements in provisions, other than provisions for leave, doubtful debts and taxes, where
applicable.

The directors took reasonable steps before the company’s financial statements were made out to ascertain that the current
assets of the company was shown in the accounting records at a value equal to or below the value that would be expected
to be realised in the ordinary course of the business.

The directors declared a dividend of $1,000,000 for the year ended 30 June 2011 (2010: $1,000,000). This is consistent
with the company's long term value objective under its dividend policy to distribute funds to its shareholder.

At the date of this report, the directors are not aware of any circumstances which would render the values attributable to
the current assets in the financial statements misleading.

The directors recommend that no amounts be transferred to reserves in respect of the year ended 30 June 2011.

DIRECTORS’ REPORT

In accordance with a resolution of the Board of Directors, the directors herewith submit the statement of financial position of
the company as at 30 June 2011, and the related statements of comprehensive income, changes in equity and the cash flows
for the year ended on that date and report as follows:

The following were directors of the company at any time during the financial year and up to the date of this report:

The principal business activity of the company is to generate and supply electricity to the people of Tonga. The company
also undertakes certain electrical contracting work particularly for private customer service lines. Its registered office is
located at the corner of Taufa’ahau Road and Mate’alona Road, Nuku'alofa, Tonga.

The profit after income tax of the company for the financial year was $3,713,744 (2010: $2,881,877) after deduction of
income tax expense of $1,237,915 (2010: $1,524,510)

The directors took reasonable steps before the company’s financial statements were made out to ascertain that all known
bad debts were written off and adequate provision was made for doubtful debts. At the date of this report, the directors are
not aware of any circumstances which would render the amount written off for bad debts, or the amount of the provision for
doubtful debts, inadequate to any substantial extent.
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STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 30 JUNE 2011

2011 2010
Notes $ $

Revenue 6 40,124,291 36,321,524

Cost of sales 9 (27,254,796) (24,209,093)

Gross Profit 12,869,495 12,112,431

Selling and distribution expenses 9 (58,451) (47,797)
Administrative and other expenses 9 (8,006,238) (7,729,260)
Other income 7 568,892 215,404

Operating profit 5,373,698 4,550,778

Finance costs 8 (422,039) (144,391)

Profit / (loss) before income tax 4,951,659 4,406,387

Income tax (expense)/credit 11 (1,237,915) (1,524,510)

Profit / (loss) for the year from continuing operations 3,713,744 2,881,877

Other Comprehensive Income - -

Total Comprehensive Income for the year 3,713,744$ 2,881,877$

The above statement of comprehensive income should be read in conjunction with the accompanying notes.
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STATEMENT OF CHANGE IN EQUITY
FOR THE YEAR ENDED 30 JUNE 2011

Notes Share Capital Asset Revaluation

Reserve

Accumulated

Profits

Total Equity

$ $ $ $
Balance at 1 July 2009 32,783,595$ 4,626,328$ (726,984)$ 36,682,939$

Comprehensive Income
Profit / (loss) - - 2,881,877 2,881,877

Other comprehensive income
Gains on revaluation of distribution network equipment 23(a) - - - -
Depreciation transfer on revalued assets 23(a) - (132,181) 132,181 -

Total Comprehensive income - (132,181) 3,014,058 2,881,877

Transaction with owners
Dividend declared 23(b) - - (1,000,000) (1,000,000)

Total transaction with owners - - (1,000,000) (1,000,000)

Balance at 30 June 2010 32,783,595$ 4,494,147$ 1,287,074$ 38,564,816$

Additional Shares 1,000,000 1,000,000
Comprehensive Income

Profit / (loss) - - 3,713,744 3,713,744
Other comprehensive income -

Gains on revaluation of distribution network equipment - - - -
Depreciation transfer on revalued assets - (132,181) 132,181 -

Total Comprehensive income 1,000,000 (132,181) 3,845,925 4,713,744

Transaction with owners
Dividend declared - - (1,000,000) (1,000,000)

Total transaction with owners - - (1,000,000) (1,000,000)

Balance at 30 June 2011 33,783,595$ 4,361,966$ 4,132,999$ 42,278,560$

The above statement of changes in equity should be read in conjunction with the accompanying notes.
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FOR THE YEAR ENDED 30 JUNE 2011
2011 2010

Note $ $
Cash flows from operating activities
Receipts from customers 40,932,032 35,748,692
Payments to suppliers (31,623,176) (27,215,067)
Cash generated from operations 9,308,856 8,533,625
Income tax paid (587,687) -
Interest paid (794,320) (659,007)

Net cash generated from operating activities 7,926,849 7,874,618

Cash flows from investing activities
Short term investment 2,004,518 (1,004,518)
Proceeds from sale of property, plant equipment 20,407 14,362
Interest received 7,416 -
Purchase of intangible asset (435,025)
Purchase of property, plant and equipment (7,009,760) (5,326,031)

Net cash used in investing activities (5,412,444) (6,316,187)

Cash flows from financing activities
Proceeds from borrowings 3,855,141
Repayment of borrowings (7,578,955) (1,841,430)
Share Issue 1,000,000 -
Dividend Payment (1,000,000) -

Net cash used in financing activities (3,723,814) (1,841,430)

Net (decrease) / increase in cash held (1,209,409) (282,999)
Cash and cash equivalents at beginning of year 1,459,805$ 1,742,804
Cash and cash equivalents at end of year 12 250,396$ 1,459,805$

The above statement of cash flows should be read in conjunction with the accompanying notes.

STATEMENT OF CASH FLOWS
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2011

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES – continued
(b) Segment information

(c) Foreign currency translation

(i) Functional and presentation currency

(ii) Transactions and balances

(d) Property, plant and equipment

Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as

appropriate, only when it is probable that future economic benefits associated with the item will flow to the

company and the cost of the item can be measured reliably. The carrying amount of the replaced part is

derecognised. All other repairs and maintenance are charged to the he statement of comprehensive

income during the financial period in which they are incurred.

Land is not depreciated. Depreciation on other assets is calculated using the straight line basis so as to

allocate their cost or revalued amounts, net of their residual values, over their estimated useful lives.

Foreign currency transactions are translated into the functional currency using the exchange rates

prevailing at the date of the transactions. Foreign exchange gains and losses resulting from the

settlement of such transactions and from the translation at period-end exchange rates of monetary assets

and liabilities denominated in foreign currencies are recognised in the statement of comprehensive

income.

Items included in the financial statements are measured using the currency of the primary economic

environment in which the entity operates (‘the functional currency’). The financial statements are

presented in Tongan Pa’anga and denoted “$”, which is the company's functional and presentation

currency.

A business segment is a group of assets and operations engaged in providing products or services that

are subject to risks and returns that are different from those of other business segments. A geographical

segment is engaged in providing products or services within a particular economic environment that is

subject to risks and returns that are different from those of segments operating in other economic

environments.

In accordance with IAS 16, the company records all plant and equipment at depreciated historical costs

except for distribution network equipment which are measured using the depreciated replacement cost

method. Any accumulated depreciation at the date of revaluation is eliminated against the gross carrying

amount of the asset, and the net amount is restated to the revalued amount of the asset. Historical cost

includes expenditure that is directly attributable to the acquisition of the items.

For reporting purposes, the company considers itself to be operating in one business segment as its

predominant revenue source is from generation, supply and distribution of electricity to customers.

Revenue from other sources is not material for the purposes of segment reporting. In addition the

company operates in Tonga only being one geographical segment.

Increases in the carrying amount arising on revaluation of land and buildings are credited to other

comprehensive income and shown as asset revaluation reserves in shareholders’ equity. Decreases that

offset previous increases of the same asset are charged in other comprehensive income and debited

against asset revaluation reserves directly in equity; all other decreases are charged to the statement of

comprehensive income. Each year the difference between depreciation based on the revalued carrying

amount of the asset charged to the statement of comprehensive income, and depreciation based on the

asset’s original cost is transferred from ‘asset revaluation reserves’ to ‘retained earnings’.
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2011

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

(d) Property, plant and equipment (continued)

The principal annual rates in use are:

Class
Generation Equipment
Distribution Network Equipment
Office Computers & Equipment
Furniture & Fixtures
Tools & Equipment
Motor vehicles
Other Auxiliary Equipment
Land & Building

(e) Intangible assets

(f) Financial assets

(i) Financial assets at fair value through profit or loss

The company has derivative instruments which do qualify for hedge accounting (note 20).

The company classifies its financials assets in the following categories: at fair value through profit or loss,

available-for-sale, held-to-maturity and loans and receivables. The classification depends on the purpose

for which the financial assets were acquired. Management determines the classification of its financial

assets at initial recognition.

An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s carrying

amount is greater than its estimated recoverable amount (Note 2(i))

Financial assets at fair value through profit and loss are financial assets held for trading. A financial asset

is classified in this category if acquired principally for the purpose of selling in the short-term. Derivatives

are also categorised as held for trading unless they are designated as hedges. Assets in this category are

classified as current assets if expected to be settled within 12 months; otherwise, they are classified as

non-current.

3.33%

When revalued assets are sold, the amounts included in other reserves are transferred to retained

earnings.

11.55% to 29.97%

Gains or losses on the disposal of property plant and equipment are recognised in the statement of

comprehensive income.

Depreciation rate

10.25% to 25.31%
10.03% to 25.31%

20% to 33.33%
10%

3.33% to 33.33%
1.82% to 100%

Intangible asset relates to the cost of the computer software in respect of the billing system. Costs

associated with maintaining computer software programmes are recognised as an expense as incurred.

Development costs directly attributable to the design and testing of software are recognised as

intangible asset.

Computer software development costs recognised as assets are amortised over their estimated useful

lives, which do not exceed 10 years.
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2011

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

(f) Financial assets (continued)

(ii) Available for sale financial assets

(iii) Held-to-maturity financial assets

(iv) Loans and Receivables

The company does not engage in regular purchase and sale of financial assets.

(g) Offsetting financial instruments

(h) Impairment of financial assets

The company assesses at each balance sheet date whether there is objective evidence that a financial

asset or group of financial assets is impaired. A financial asset or group of financial assets is impaired

and impairment losses are incurred only if there is objective evidence of impairment as a result of one or

more events that have occurred after the initial recognition of the asset (a ‘loss event’) and that loss event

(or events) has an impact on the estimated future cash flows of the financial asset or group of financial

assets that can be reliably estimated.

For receivables category, the amount of the loss is measured as the difference between the asset’s

carrying amount and the present value of estimated future cash flows (excluding future credit losses that

have been incurred) discounted at the financial asset’s original effective interest rate. The carrying

amount of the asset is reduced and the amount of the loss is recognised in the statement of

comprehensive income.

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are

not quoted in an active market. They are included in current assets, except for maturities greater than 12

months after the statement of financial position date. These are classified as non-current assets. The

company’s loans and receivables comprise ‘trade and other receivables’ and ‘cash and cash equivalents’

in the statement of financial position.

Financial assets are derecognised when the rights to receive cash flows have expired or have been

transferred and the company has transferred substantially all risks and rewards of ownership.

The fair value of financial assets traded in active markets is based on quoted market prices at the

statement of financial position date. The quoted market price used for financial assets held by the

company is the current bid price. The fair value of financial assets that are not traded in active markets is

determined using valuation techniques.

Held to maturity investments are non-derivative financial assets with fixed and determinable payments

and maturities for which the company has the intention and ability to hold to maturity.

Available for sale financial assets are non-derivatives that are either designated in this category or not

classified in any of the other categories. They are included in non-current assets unless management

intends to dispose of the investment within 12 months of the statement of financial position date.

Financial assets and liabilities are offset and the net amount reported in the balance sheet when there is a

legally enforceable right to offset the recognised amounts and there is an intention to settle on a net basis

or realise the asset and settle the liability simultaneously.
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2011

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

(i) Impairment of non-financial assets

(j) Derivative financial instruments and hedging activities

(k) Leases

(l) Trade and other receivables

The effective portion of changes in the fair value of derivatives that are designated and qualify as cash

flow hedges is recognised in other comprehensive income. The gain or loss relating to the ineffective

portion is recognised immediately in the statement of comprehensive income within other income.

Changes in the fair value of derivatives 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 the hedged risk.

The fair values of various derivative instruments are disclosed in note 20. The full fair value of a hedging

derivative is classified as a non-current asset or liability when the remaining hedged item is more than 12

months and as a current asset or liability when the remaining maturity of the hedged item is less than 12

months. Trading derivatives are classified as current asset or liability.

The Company did not have any derivative financial instrument which qualifies for hedge accounting.

Assets that have an indefinite useful life, are not subject to amortisation and are tested annually for

impairment and whenever events or changes in circumstances indicate that the carrying amount may not

be recoverable. Assets that are subject to amortisation are reviewed for impairment whenever events or

changes in circumstances indicate that the carrying amount may not be recoverable. An impairment loss

is recognised for the amount by which the asset’s carrying amount exceeds its recoverable amount. The

recoverable amount is the higher of an asset’s fair value less costs to sell and the value in use. For the

purposes of assessing impairment, assets are grouped at the lowest levels for which there are separately

identifiable cash flows (cash-generating units).

Derivatives are initially recognised at fair value on the date derivative contracts are entered into and are

subsequently remeasured at their fair value. The method of recognising the resulting gain or loss

depends on whether the derivatives are designated as a hedging instrument, and if so, the nature of the

item being hedged.

Lease in which a significant portion of risks and rewards of ownership are retained by the lessor are

classified as operating leases. Payments made under operating leases (net of any incentives received

from the lessor) are charged to the statement of comprehensive income on a straight-line basis over the

period of the lease.

Collectability is reviewed on an ongoing basis and balances which are known to be uncollectible are

written-off. A provision is raised when doubt as to collection of a particular balance or classes of balances

exists.

All trade and other receivables are recognised at the amounts expected to be received on settlement.

Trade receivables are amounts due from customers for services performed in the ordinary course of

business. If collection is expected in one year or less (or in the normal operating cycle of the business if

longer), they are classified as current assets. If not, they are presented as non-current assets.
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2011

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES – continued

(m) Inventories

(n) Cash and cash equivalents

(o) Share capital

(p) Trade and other payables

(q) Borrowings

These amounts represent liabilities for goods and services provided to the company prior to the end of

the financial period which are unpaid. The amounts are unsecured and are usually paid within 30 days of

recognition.

Borrowings are recognised initially at fair value, net of transaction costs incurred. Borrowings are

subsequently carried at amortised cost; any difference between the proceeds (net of transaction costs)

and the redemption value is recognised in the statement of comprehensive income over the period of the

borrowings using the effective interest method.

Inventories are stated at the lower of cost and net realisable value. Cost is determined using the weighted

average method for fuel and First-in First-out (FIFO) for spare parts. Inventory cost includes expenditure

incurred in acquiring the stock and bringing to its existing condition and location.

In the statement of cash flows, cash and cash equivalents includes cash in hand and bank overdrafts. In

the balance sheet, Bank overdrafts are shown in current liabilities.

Ordinary shares are classified as equity and carried in the company’s financial statements at par value.

Borrowings are classified as current liabilities unless the company has an unconditional right to defer

settlement of the liability for at least 12 months after the statement of financial position date. The company

held borrowings in line with its capital risk management policy (note 3(e)).
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2011

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

(r) Current and deferred income tax

(s) Employee emoluments and benefits

(i) Wages, salaries and annual leave

(ii) Long service leave

During the year, the company did not have a long service leave scheme in place.

(t) Provisions

Deferred income tax assets are recognised to the extent that it is probable that future taxable profit will be

available against which the temporary differences can be utilised.

Liabilities for wages and salaries, including annual leave expected to be settled within 12 months of the

reporting date are recognised in other payables in respect of employees' services up to the reporting date

and are measured at the amounts expected to be paid when the liabilities are settled.

The liability for long service leave is recognised in the provision for employee benefits and measured as

the present value of expected future payments to be made in respect of services provided by employees

up to the reporting date. Consideration is given to expected future wage and salary levels, experience of

employee departures and periods of service.

Provisions are recognised when there is a present legal or constructive obligation as a result of past

events, it is probable that an outflow of resources will be required to settle the obligation and the amount

has been reliably estimated. Provisions are not recognised for future operating losses.

The current income tax charge is calculated on the basis of the tax laws enacted or substantively enacted

at the statement of financial position date. Management periodically evaluates positions taken in tax

returns with respect to situations in which applicable tax regulations is subject to interpretation and

establishes provisions where appropriate on the basis of amounts expected to be paid to the tax

authorities.
Deferred income tax is provided in full, using the liability method, on temporary differences arising

between the tax bases of assets and liabilities and their carrying amounts in the financial statements.

However, the deferred income tax is not accounted for if it arises from initial recognition of an asset or

liability in a transaction other than a business combination that at the time of the transaction affects

neither accounting nor taxable profit or loss. Deferred income tax is determined using tax rates (and laws)

that have been enacted or substantially enacted by the statement of financial position date and are

expected to apply when the related deferred income tax asset is realised or the deferred income tax

liability is settled.
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2011

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

(u) Dividends

(v) Revenue recognition

(i) Electricity Income

(ii) Provision of services
Revenue is generally recognised when services are rendered.

(iii) Interest income
Revenue is recognised when interest accrues to the net carrying amount of the financial assets held.

(v) Rental income
Rental income is recorded on an accrual basis.

(w) Comparative figures

Where necessary comparative figures have been changed to conform with changes in presentation in the

current year.

Provision is made for the amount of any dividend declared, determined by the directors on or before the

end of the financial year but not distributed at balance date.

Revenue comprises the fair value of the services rendered. The company recognises revenue when the

amount of revenue can be reliably measured, it is probable that future economic benefits will flow to the

entity and when specific criteria have been met for each of the company’s activities as described below.

The amount of revenue is not considered to be reliably measurable until all contingencies relating to the

sale have been resolved. Revenue is shown net of consumption tax.

Revenue from the supply of electricity is recognised on an accrual basis.
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2011

3 FINANCIAL RISK MANAGEMENT

(a) Market risk

(i) Foreign exchange

(ii) Political climate

(b) Credit risk

Credit limits were exceeded during the reporting period from existing customers for whom a number do

not have sufficient customer bonds in place. The company has revised its collection strategy and this has

resulted in the significant improvement of the accounts receivable position at the end of the financial

period. All new customers are now required to pay customer bonds.

Risk management is carried out by management of the company under policies approved by the Board of

Directors. Management identify and evaluate financial risks in close co-operation with the company’s

operating units. The Board provides direction for overall risk management covering specific areas, such

as mitigating foreign exchange, interest rate risk and credit risks, and investment of excess liquidity.

The entity’s activities expose it to a variety of financial risks: market risk (including currency risk, fair value

interest rate risk and price risk), credit risk, liquidity risk and cash flow interest rate risk. The entity’s

overall risk management program focuses on the unpredictability of financial markets and seeks to

minimise potential adverse effects on financial performance.

The entity has no significant concentrations of credit risk. The entity has policies in place to ensure that

sales electricity and services are made to customers with an appropriate credit history. But due to the

absence of a credit agency, the entity has policies that limit the amount of credit exposure to any one

customer or company of customers.

The company operates in Tonga and changes to governments and the policies they implement affect the

economic situation and ultimately the revenues of the company. To address this, the company reviews its

pricing and service ranges regularly and responds appropriately.

Foreign exchange risk arises from recognised assets and liabilities that are denominated in a currency

that is not the entity’s functional currency (refer note 2 (c)). The company is exposed to foreign exchange

risk arising from various currency exposures, primarily with respect to the New Zealand (NZD) and

American (USD) dollar. As a measure, prompt settlement of liabilities (and assets if necessary) is

exercised by management to minimise the exposure to foreign exchange losses. As an additional

measure, the company negotiates competitive rates with its bankers to minimise losses and maximise

gains when receipts and payments become due.

To determine the company's sensitivity to foreign exchange risk, an implied volatility in exchange rates is

calculated based on the maximum variation of month end spot rates from the average exchange rate in

the year.

At 30 June 2011, if the pa'anga had strengthened/weakened by 1% against the NZD with all other

variables held constant is expected to have minimal impact on the net profit and equity balances currently

reflected in the Company’s financial statements. Because of minimal asset and liability balances in

overseas currencies, there has been little sensitivity to movements in the NZD.

At 30 June 2011, if the pa'anga had strengthened/weakened by 1% against the USD with all other

variables held constant is expected to have minimal impact on the net profit and equity balances currently

reflected in the Company’s financial statements. Because of minimal asset and liability balances in

overseas currencies, there has been little sensitivity to movements in the USD.
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3 FINANCIAL RISK MANAGEMENT - continued

(c) Liquidity risk

Less than Between 1
1 year and 2 years

As at 30 June 2011:
Borrowings 2,457,663 1,824,765

Trade and other payables 4,171,574 -

As at 30 June 2010:
Borrowings 3,499,406 4,354,690

Trade and other payables 4,939,666 -

(d) Cash flow and fair value interest rate risk

(e) Capital risk management

The gearing ratio of the company as at 30 June 2011 is as follows:

2011 2010
Total borrowings (note 19) 9,955,670 13,679,484
Less: cash and cash
equivalents (note 12) (250,396) (1,459,805)
Net debt 9,705,274 12,219,679

Total equity 42,278,560 38,564,816

Total capital 51,983,834 50,784,495

Gearing Ratio 18.67% 24.06%

The table below analyses the company’s external financial liabilities into relevant maturity groupings

based on the remaining period at statement of financial position date to the contractual maturity date.

The company’s objectives when obtaining and managing capital are to safeguard the company’s ability to

continue as a going concern and provide shareholders with a consistent level of returns.

The company monitors capital on the basis of the gearing ratio. This ratio is calculated as net debt divided

by total capital. Net debt is calculated as total borrowings (including ‘current and non-current borrowings’

as shown in the statement of financial position) less cash and cash equivalents. Total capital is calculated

as ‘equity’ as shown in the statement of financial position plus net debt.

The company has significant interest-bearing assets and borrowings, its income and operating cash flows

are substantially dependent of changes in market interest rates.

Prudent liquidity risk management implies maintaining sufficient cash, marketable securities, and the

availability of funding through an adequate amount of committed credit facilities. Due to the dynamic

nature of the underlying business of the company, management aims at maintaining flexibility in funding

by keeping committed credit lines available.
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4 CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

(i) Income taxes

(iii) Depreciation

The provisions are aligned once the final outcome is known at balance date.

Appropriate alignment will be taken up subsequently.

(ii) Provisions - legal, doubtful debts, obsolescence and employee benefits

Provisions are measured at the value management best estimates an expenditure to be incurred at, to

settle a present obligation at balance date. Market situations are often used to estimate provisions.

Changes in market situations will create a difference between provisions with the recorded figures. Whilst

the fact remains that uncertain issues such as legal, warranty and bad debts exist, management as a

benchmark makes adequate provisions based on past record and the foreseeable future.

In applying its accounting policies, the company is not aware of any significant risk of material adjustment

to the carrying amount of assets and liabilities that may change within the next financial year.

Estimates and judgements are continually evaluated and are based on historical experience and other

factors, including expectations of future events believed to be reasonable under the circumstances.

The company makes estimates and assumptions concerning the future. The resulting accounting

estimates will, by definition, seldom equal the related actual results. The estimates and assumptions that

have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities

within the next financial year are discussed below.

The company is subjected to income taxes in one jurisdiction. Since judgement is required based on the

information available at balance date, differences are expected to arise when the applicable tax

authorities issue their assessment of the company’s tax affairs. Such differences will impact the income

tax expense and deferred tax provisions in the period in which they were made.

(a) Critical accounting estimates and assumptions

(b) Critical judgements in applying the entity’s accounting policy

On acquiring an asset, management determines the most reasonable length of time it expects the

company to maintain that asset with reference to characteristics of similar assets or classes of assets

held by the company presently or in the past. In the absence of local industry, benchmarking is done by

comparing age of the assets to standard life of similar assets in New Zealand taking into account local

climatic and environmental conditions.

At the end of the financial period, management assesses the carrying value of assets to determine

whether they are impaired. Appropriate revisions to the policies are made, if necessary, or any significant

impairment losses are accounted for in the financial statements as a corrective measure. Appropriate

disclosure would normally follow.
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5 SEGMENT INFORMATION

(a) Primary reporting - geographical segments

Tongatapu Vava’u Ha’apai ‘Eua Total
$ $ $ $ $

Revenue from external customers 34,496,462 3,733,609 1,108,534 785,686 40,124,291
Other Income 555,636 6,086 3,898 3,272 568,892
Inter-segment revenue - - - - -

Total segment revenue 35,052,098$ 3,739,695$ 1,112,432$ 788,958$ 40,693,183$

Profit/(loss) from ordinary activities
before income tax 4,846,673 377,164 (93,447) (178,731) 4,951,659

Income tax (expense)/credit (1,211,668) (94,291) 23,362 44,682 (1,237,915)

Net profit/(loss) 3,635,005$ 282,873$ (70,085)$ (134,049)$ 3,713,744$

Segment assets 48,288,044 8,128,036 2,119,460 2,342,489 60,878,029

Total assets 48,288,044$ 8,128,036$ 2,119,460$ 2,342,489$ 60,878,029$

Provision for income tax 422,260
Deferred income tax liabilities 2,679,374
Segment liabilities 15,451,803 31,125 6,681 8,226 15,497,835

Total liabilities 15,451,803$ 31,125$ 6,681$ 8,226$ 18,599,469$

Other information - unallocated
Acquisition of property, plant and equipment
Depreciation and amortisation of property, plant and equipment

(b) Secondary reporting – business segments

The geographical segments identified in the primary reporting disclosures are Tongatapu, Vava’u, Ha’apai and ‘Eua

There is no secondary reporting as the company operates predominantly in one business segment, namely, the supply of electricity to customers.
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6 REVENUE
2011 2010

$ $

Regulated Revenue
Fuel 21,743,595 18,418,987
Non-fuel 16,995,814 16,511,613

38,739,409 34,930,600
Fees 445,420 396,810
Customer reconnections/disconnections 198,504 276,650
Upgrade and repairs 740,958 717,464

40,124,291$ 36,321,524$

7 OTHER INCOME

Non-Regulated Revenue

Rental 35,000 67,995
Other 151,625 147,409
Ineffectiveness on derivative financial instruments 382,267 -

568,892$ 215,404$

8 FINANCE COSTS

Interest income 7,416 35,815
Total finance income 7,416 35,815

Interest expense - borrowing fees and charges (794,320) (785,563)
Net foreign exchange gain/(loss) on financing
activities (note 22) 364,865 605,357
Total finance cost (429,455) (180,206)

Net finance income/(cost) (422,039)$ (144,391)$

Finance income and costs are earned/(borne) at market rates.
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2011 2010
9 PROFIT BEFORE INCOME TAX $ $

Profit before income tax has been determined
after charging as expenses: 4,951,659 4,406,387

Auto fuel 252,748 184,900
Auto repair & maintenance 206,790 133,126
Duties and fees 35,257 144,659
Freight expense 105,466 123,626
Fuel cost 21,396,644 17,689,029
Maintenance costs 687,980 2,251,501
Salaries & wages 2,231,550 2,198,649
Supplies & consumables 206,113 149,419

Third party costs 975,027 592,105

Selling and distribution expenses
Media annoucements 58,451 47,798

Administrative and other expenses
Auditor's remuneration - audit services 45,000 45,000
Bad debt expense 99,077 48,720
Bank charges 72,873 57,075
Depreciation of property,
plant & equipment 4,342,532 4,362,427
Amortisation expense of ORION billing software 21,122 -
Electricity Commission fees 480,000 480,000
Insurance 574,921 477,460
Legal and professional fees 560,062 171,748
Loss on disposal of property, plant & equipment 354,503 161,730
Loss on natural disasters - 464,805
Recruitment Costs - 72,609
Repairs and maintenance 103,408 48,319
Salaries and wages 596,638 603,426

10 EMPLOYEE EMOLUMENTS

Key management personnel (note 26(c)) 1,173,007 1,207,225
Staff 1,655,181 1,658,772

2,828,188 2,865,997$

Number of employees 128 135
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11 INCOME TAX
2011 2010

$ $
The current period’s income tax expense is made of:
Current tax Expense (benefit) 1,237,915 1,524,510
Income tax overprovided in prior periods - -

1,237,915$ 1,524,510$

Net profit/(loss) before income tax 4,951,659 - 4,406,387

Prima facie income tax expense/( credit ) at 25% on
operating profit/(loss) 1,237,915 1,101,597
Tax effect of non-allowable deductions - 802,895
Tax losses recognised - (193,772)
Prior year adjustments - (186,210)

Income tax expense (credit) 1,237,915$ 1,524,510$

12 CASH AND CASH EQUIVALENTS

This comprises:
Cash at bank 308,263 1,454,405
Cash on hand 5,400 5,400

313,663$ 1,459,805$

Cash and cash equivalents include the following for the purposes of the statements of cash flows:

Cash and cash equivalents 313,663 1,459,805$
Bank Overdraft (63,267) -

250,396 1,459,805

The prima facie income tax expense/(credit) on operating profit/(loss) before income tax is reconciled to the
income tax expense/(credit) in the statement of comprehensive income as follows:

Financing facilities available to the company at the end of the financial period consists of an overdraft facility
of $3 million at 0.50% per month for unused line fee. This facility was partially used at balance date.
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13 TRADE AND OTHER RECEIVABLES 2011 2010
$ $

Trade debtors 1,492,250 1,157,659
Provision for doubtful debts (85,361) (75,812)

1,406,889 1,081,847
Other debtors and prepayments 164,270 273,441
Accrued income 2,894,211 2,714,880
Other current assets 365,283 970,161

4,830,653$ 5,040,329$

Accounts with arrears 7 days
Accounts without arrears 30 days

Trade receivables 1,406,889$ 1,081,847$

30 - 60 days 190,929 60,148
60 - 90 days 24,052 31,591
Over 90 days overdue - 90,784

214,981$ 182,523$

Opening balance 75,812$ 93,883
Increase in provisions 9,549 -
Provision write backs - (18,071)

Closing balance 85,361$ 75,812$

As of 30 June 2010, trade receivables of $ 214,981 (2010: $ 182,523) were past due but not impaired.
These relate to a number of independent customers for whom there is no recent history of default. The
ageing analysis of these trade receivables is as follows;

As of 30 June 2011, trade receivables of $ 85,361 (2010: $ 75,812) were impaired and provided for. The
amount of provision was $ 85,361 as of 30 June 2010 (2010: $ 75,812). The individually impaired
receivables mainly relate to independent customers which are in unexpectedly difficult economic situations.

Movement in the provision for impairment of receivables were as follows:

The other receivables and prepayments are not impaired and the company does not hold any collateral as
security.

As of 30 June 2011, trade receivables of $ 979,207 (2010: $ 899,324) were fully performing.

Trade receivables are non-interest bearing and are generally on the following terms:

The fair values of trade receivables are as follows:
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14 INVENTORIES 2011 2010
$ $

Fuel 513,650 501,850
Spares 493,651 298,271

1,007,301$ 800,121$

Inventories has been valued in accordance with note 2(m)

15 HELD-TO-MATURITY FINANCIAL ASSETS

Term Deposits
ANZ Banking Corporation - 1,004,518
Westpac Bank of Tonga - 1,000,000

-$ 2,004,518$

16 INTANGIBLE ASSETS Software Total

- -
395,411 395,411
39,614 39,614

Subtotal 435,025 435,025

(21,122) (21,122)
413,903 413,903

Cost 435,025 435,025
(21,122) (21,122)
413,903 413,903

At balance date, no term deposit was held with the Westpac Bank of Tonga (2010: 2%) nor with the ANZ
Bank (2010: 2.25%).

Year Ended 30 June 2011

Net Book Amount

Closing net book amount

Amortisation Charge

Opening net book amount
Additions
Reclass from Property, Plant & Equipment WIP

At 1 July 2011

Accumulated Amortisation
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17 PROPERTY, PLANT AND EQUIPMENT

Generation Distribution Computers Furniture Tools & Motor Land & Capital Total
Equipment Network & & Equipment Vehicle Building Work in

Equipment Fixtures progress
$ $ $ $ $ $ $ $ $

At 1 July 2009
Cost or valuation 16,136,088 32,858,074 146,835 50,280 138,517 392,708 4,739,863 95,974 54,558,339
Accumulated depreciation (1,093,130) (2,556,980) (25,102) (6,239) (20,709) (60,014) (86,899) - (3,849,073)
Net Book Amount 15,042,958 30,301,094 121,733 44,041 117,808 332,694 4,652,964 95,974 50,709,266

Year Ended 30 June 2010
Opening net book amount 15,042,958 30,301,094 121,733 44,041 117,808 332,694 4,652,964 95,974 50,709,266
Additions 424,671 1,952,146 87,064 13,221 145,695 638,415 80,944 1,983,875 5,326,031

Transfers from Capital works in progress 2,015,245 - - - - - 6,850 (2,022,095) -
Disposals (84,512) - - - - (28,585) (96,000) - (209,097)
Depreciation expense (1,200,726) (2,963,240) (41,311) (8,295) (46,956) (135,960) (99,113) - (4,495,601)
Closing net book amount 16,197,636 29,290,000 167,486 48,967 216,547 806,564 4,545,645 57,754 51,330,599

At 30 June 2010
Cost or valuation 18,457,439 34,810,219 233,899 63,501 284,235 976,636 4,731,657 57,754 59,615,340
Accumulated depreciation (2,259,803) (5,520,219) (66,413) (14,534) (67,688) (170,072) (186,012) - (8,284,741)
Net Book Amount 16,197,636 29,290,000 167,486 48,967 216,547 806,564 4,545,645 57,754 51,330,599

Year Ended 30 June 2011
Opening net book amount 16,197,636 29,290,000 167,486 48,967 216,547 806,564 4,545,645 57,754 51,330,599
Additions 1,912,144 3,638,382 190,974 20,532 226,814 503,709 463,466 93,354 7,049,375
Reclassifcation to Intangible Asset - - - - - - - (39,614) (39,614)
Disposals (367,500) - - - - (7,410) - - (374,910)
Depreciation expense (1,426,442) (2,348,640) (79,702) (11,652) (80,495) (290,792) (104,809) - (4,342,532)
Closing net book amount 16,315,838 30,579,742 278,758 57,847 362,866 1,012,071 4,904,302 111,494 53,622,918

At 30 June 2011
Cost or valuation 19,907,582 38,448,602 424,873 84,033 511,036 1,449,120 5,195,121 111,494 66,131,861
Accumulated depreciation (3,591,744) (7,868,860) (146,115) (26,186) (148,170) (437,049) (290,819) (12,508,943)
Net Book Amount 16,315,838 30,579,742 278,758 57,847 362,866 1,012,071 4,904,302 111,494 53,622,918

(b) The depreciation and amortisation policy is set out in Note 2(d).

(a) Reconciliations of the carrying amounts of each class of property, plant and equipment at the beginning and end of the current financial year are set out below:
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18 TRADE AND OTHER PAYABLES 2011 2010
$ $

Trade creditors 2,965,135 3,997,862
Other creditors and accruals 1,206,439 941,804

4,171,574$ 4,939,666$

19 BORROWINGS

Current 2,459,980 3,499,406
Non-current 7,495,690 10,180,078

Total 9,955,670$ 13,679,484$

2011 2010
$ $

Less than 1 year 2,457,663 3,499,406
1 – 2 years 1,824,765 4,354,690
2 – 5 years 5,341,922 5,825,388
Over 5 years 331,320 -

9,955,670 13,679,484

20

(i) Commodity Swap transactions to purchase fuel
(ii) Fixed Forward exchange selling contracts to buy USD

These agreements do not qualify for hedge accounting.

The fair value of these instruments are summarised below:
2011 2010

$ $
Assets
Commodity swap transactions contract 689,591 -
Liabilities
Fixed forward exchange selling contracts (307,324) -
Total 382,267 -
Fair value are accounted for in accordance with the policy in note 2(j)

During the year the Company had entered into multiple agreements with its Bankers to hedge their

exposure to different risks e.g Foreign exchange risk, commodity risk. Any loss or gains on these

agreements are taken to the income statements. The agreements entered into are in the form of:

The notional principle amounts of the outstanding forward foreign exchange contracts at 30 June
2011 were $4,129,495 (2010: nil).

The notional principle amounts of the outstanding commodity swap transactions contracts at 30 June
2011 were US$ 2,133,504 (2010: nil).

The accounting policy adopted is set out in note 2(j).

DERIVATIVE FINANCIAL INSTRUMENTS

Borrowings from Westpac Bank of Tonga of $9,955,670 (2010:$13,679,484 ) are at an interest rate
of 6.75% and is secured via an equitable mortgage over assets and undertakings of the company
and debt and interest guarantee by the Government of Tonga.

The exposure of the company’s borrowings to interest rate changes and the contractual repricing
dates at the statement of financial position dates are as follows;
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21 DEFERRED INCOME TAX 2011 2010
$ $

Deferred tax assets:
-Deferred tax asset to be recovered
in more than 12 months 128,317 257,257
-Deferred tax asset to be recovered
within 12 months - -

128,317 257,257
Deferred tax liabilities:
-Deferred tax asset to be recovered
in more than 12 months (2,807,691) (1,934,766)

-Deferred tax asset to be recovered
within 12 months - (186,210)

(2,807,691) (2,120,976)

Deferred tax liabilities (net) (2,679,374)$ (1,863,719)$

The gross movement on the deferred
income tax account is as follows:
Beginning of financial period (1,863,719) 926,393
Income tax expense / (benefit) (1,237,915) 1,524,510
Additions and other movements 422,260 (587,184)

At the end of financial period (2,679,374)$ (1,863,719)$

Deferred income tax is accounted for in accordance with the accounting policy outlined in note 2(r).

22 NET FOREIGN EXCHANGE GAIN/(LOSS)

The exchange differences included in the statement of comprehensive income under cost of sales are as follows:

Gains
Realised 411,444 439,322
Unrealised - 166,035

(Losses)
Realised (14,932) -
Unrealised (31,647) -

Net foreign exchange gain/(loss) (Note 8) 364,865$ 605,357$
=============== ===============

Unrealised losses or gains on foreign currency transactions result in accordance with the accounting
policy outlined in note 2(c) (ii).
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23 CONTRIBUTED EQUITY
2011 2010

$ $
Issued and paid-up capital

33,783,595$ 32,783,595$

24 DIVIDENDS PER SHARE

Dividends per share 970$ 1,000$

25 RESERVES AND RETAINED PROFITS

(a) Revaluation Surplus

Opening balance 4,494,147 4,626,328
Revaluation of distribution network equipment -
Depreciation of distribution network equipment (132,181) (132,181)

Closing balance 4,361,966$ 4,494,147$

(b) Accumulated Profits/(Losses)

Opening balance 1,287,074 (726,984)
Gain / (Loss) for the period 3,713,744 2,881,877
Transfer from Revaluation Reserve 132,181 132,181
Dividends Declared (1,000,000) (1,000,000)

Closing balance 4,132,999$ 1,287,074$

NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

The company’s capital (authorised and issued) increased by the issuance of 31 ordinary shares
during the year or $ 32,258 per share.

Ordinary shares of 1,031 (2010:1,000) at $32,767.79 per
share

Dividends were declared by the Board for the financial year ended 30 June 2011 of $1 million (2010:
$1 million).

No interim dividend was paid out during the year. The directors declared a dividend of $1,000,000 for
the year ended 30 June 2011 (2010: $1,000,000). The dividends are accounted for in accordance
with policy note 2(u).
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26 RELATED PARTIES

Transactions of directors and director related entities

Directors

Mr. Carl Sanft
Mr. Richard Guttenbeil
Mr. Siaosi Koloamatangi joined on 13 June 2011

Lord Fred Sevele resigned on 16 May 2011
Mr. Warren Moyes resigned on 14 June 2011
Mr. S. Tsutomu Nakao II resigned on 14 June 2011

(a) Sales of electricity

(b) Purchases of services

2011 2010
$ $

Services
Advertising 29,803 47,798
Duties and Fees 958,157 144,869
Electricity Commission Fees 480,000 480,000
Telephone and Water 117,981 151,632
Licences 30,135 17,420
Postages - 69
Consultant Fees 52,122 139,748

1,668,198$ 981,536$

Persons who were directors of the company at any time during the financial period were as follows:

All services provided by Government Ministries and State Owned Enterprises to the company during
the financial period totalled $1,668,198 (2010:$981,536)

These transactions were on normal commercial terms and conditions no more favourable than those
which would have been adopted if the dealing was made at arm’s length with another party under the
same circumstances.

All electricity sales to Government Ministries and State Owned Enterprises amounted to $7,913,437
(2010:$6,959,746). These transactions were made on normal commercial terms and conditions no
more favourable than those which would have been adopted if the dealing was made at arm's length
with another party in the same circumstances.

During the financial period, directors were paid fees and emoluments amounting to $121,929
(2010:$115,918). Local directors were paid $71,929 (2010:$65,425) and overseas directors were
paid $50,000 (2010:$50,493).

Mr. David Wright resigned on 1 June 2011
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26 RELATED PARTIES - continued

(c) Key management compensation

Key management personnel compensation package 2011 2010
$ $

Emoluments 1,173,007 1,207,225

(d) Financial period-end balances arising from sale and purchases of goods and services

Receivables from related parties
- Government Ministries and State Owned Enterprises 298,646 269,050

Payables to related parties
- Government Ministries and State Owned Enterprises 12,142 -

27 CONTINGENT ASSET

Details and estimates of maximum amounts of contingent assets are as follows:

Debt recovery claim - 3,235

The company has no further contingent assets other than those disclosed above.

28 CONTINGENT LIABILITIES

At year end 30 June 2011 there were no contingent liabilities that the company was aware of
(2010:$50,000).

Key management personnel are those persons having authority and responsibility for planning,
directing, and controlling the activities of the entity, directly or indirectly, including any director
(whether executive or otherwise) of that entity.

During the year the executives identified as key management personnel, with the greatest authority
and responsibility for planning, directing and controlling the activities of the company included the
Chief Executive Officer, Manager Network Planning & Design Distribution, Manager Distribution
Network, Power Station Manager, Power Station Superintendent/Outer Islands Manager,
Administration Manager, and Finance Manager.

As at year end there was no debt recovery claim by the company (2010:$ 3,235)

The receivables from related party arise from the supply of electricity and are due one month after

date of Billing. The receivables are unsecured and bear no interest.

Payables to the related parties arise mainly from purchase transactions and are due one month after

the date of purchase. The payables bear no interest.
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29 COMMITMENTS FOR EXPENDITURE

(a) Operating leases

(i)

(ii)

(iii)

(iv)

(v)

(vi)

(vii)

(viii)

(ix)

On 24 July 2008, the company took over a lease agreement from Tonga Electric Power Board with
the Government of Tonga to lease land with corresponding lease number 2277A at Neiafu, Vava'u.
The term of the lease agreement is for a period of 3 years ending on 9 April 2013. Under the
agreement, rent is payable at the rate of $680 per annum.

On 24 July 2008, the company took over a lease agreement from Shoreline with Hon. Fakafanua to
lease land with corresponding lease number 24318 at 'Anana, Tongatapu. The term of the lease
agreement is for a period of 50 years ending on 11 March 2018. Under the agreement, rent is
payable at the rate of $16,000 per annum.

On 24 July 2008, the company took over a lease agreement from Tonga Electric Power Board with
the Government of Tonga to lease land with corresponding lease number 3504 at Kolofo'ou,
Tongatapu. The term of the lease agreement is for a period of 50 years ending on 31 December
2028. Under the agreement, rent is payable at the rate of $1,620 per annum.

On 24 July 2008, the company took over a lease agreement from Tonga Electric Power Board with
the Government of Tonga to lease land with corresponding lease number 4004 near the Court House
at Kolofo'ou, Tongatapu. The term of the lease agreement is for a period of 20 years ending on 23
November 2032. Under the agreement, rent is payable at the rate of $45 per annum.

On 24 July 2008, the company took over a lease agreement from Tonga Electric Power Board with
the Government of Tonga, specifically the Ministry of Labour, Commerce and Industries, to lease
land with corresponding lease number Book 1 Folio 156A 3239 at Ma'ufanga, Tongatapu. The term
of the lease agreement is for a period of 50 years ending on 1 February 2022. Under the agreement,
rent is payable at the rate of $4,364.64 per annum.

On 24 July 2008, the company took over a lease agreement from Tonga Electric Power Board with
the Government of Tonga to lease land with corresponding lease number 3897 at Neiafu, Vava'u.
The term of the lease agreement is for a period of 40 years ending on 16 February 2022. Under the
agreement, rent is payable at the rate of $1,200 per annum.

On 24 July 2008, the company took over a lease agreement from Tonga Electric Power Board with
His Majesty, the King of Tonga to lease land with corresponding lease number 3558 at Pagai,
Ha'apai. The term of the lease agreement is for a period of 50 years ending on 20 February 2028.
Under the agreement, rent is payable at the rate of $650 per annum.

On 24 July 2008, the company took over a lease agreement from Tonga Electric Power Board with
Langafonua'a Fafine, to lease land with corresponding lease number Book 1 Folio 100 4711 at
Kolofo'ou, Tongatapu. The term of the lease agreement is for a period of 50 years ending on 31
August 2035. Under the agreement, rent is payable at the rate of $45 per annum.

On 24 July 2008, the company took over a lease agreement from Tonga Electric Power Board with
the Government of Tonga to lease land with corresponding lease number 7594 at Taumu'aloto,
Fualu, Vava'u. The term of the lease agreement is for a period of 50 years ending on 2 June 2058.
Under the agreement, rent is payable at the rate of $750 per annum.

The company has a number of operating lease agreements with varying terms and conditions as
follows:
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29 COMMITMENTS FOR EXPENDITURE - continued
(a) Operating leases - continued
(x)

(xi)

(xii)

2011 2010
$ $

Payable not later than 1 year 26,455 80,135
Payable not later than 1 year but not later than 5 years 105,819 130,673
Payable later than 5 years 176,301 162,077

308,575$ 372,885$

(b) Capital commitments

Total commitments for future lease rentals, which have not been provided for in the accounts are as
follows:

There were no capital commitments as of 30 June 2011 (2010: $268,294).

On 23 May 2011, the company entered into a lease agreement with the Government of Tonga to
lease land with coressponding lease number 8027 at Pangai, Ha'apai. The term of the lease
agreement is for a period of 50 years ending 22 May 2061. Under the agreement, rent is payable at
the rate of $1,000 per annum.

On 24 July 2008, the company took over a lease agreement from Tonga Electric Power Board with
His Majesty, the King of Tonga to lease land with corresponding lease number 3711 at the Power
Station, Ha'apai. The term of the lease agreement is for a period of 50 years ending on 22 June
2030. Under the agreement, rent is payable at the rate of $240 per annum.

On 24 July 2008, the company took over a lease agreement from Tonga Electric Power Board with
the Government of Tonga to lease land with corresponding lease number 4252 at the 'Ohonua, 'Eua.
The term of the lease agreement is for a period of 50 years ending on 23 January 2030. Under the
agreement, rent is payable at the rate of $540 per annum.

NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS


