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Azura Power West Africa Limited
Annual Repert
31 Decamber 2017

Directors’ report
For the year ended 51 December 2017

The Directors present their report on the affairs of Azura Power West Africa Limited, together with the financial
statements and auditor’s repart for the year ended 31 December 2017,

Principal Activity and Business Review
Azura Power West Africa Limited (“the Company” or “APWAL™) was incorporated in Nigeria on 14 October 2010 as
a limited liability company to generate power in Nigeria.

On 4 January 2016, the Company commenced the construction of the Azura-Edo Independent Power Plant (IPP)
project upon achieving financial close on 28 December 2013, Construction of the power plant is being executed under
a fully wrapped, turnkey, engineering, procurement, and canstruction ("EPC") contract (signed on 29 April 2014) by a
consortium comprized of Siemens AG, Siemens Nigeria Limited and Julius Berger Nigeria Ple. The Azura-Edo IPP is
located in Edo State and will comprise 3 gas powered turbines with heavy-duty E-class Open Cyele Gas Turbines
(OCGTs). Siemens will also be performing the long-term maintenance service under a Long-term maintenance,
Agreement,

The Contractor mobilised 1o site on 4 January 2016 and the period of construction is estimated ta he completed 31
May 2018. Upon commercial oparations at the end of the consttuction period, the Company will sell power under a
20-year Power Purchase Agreement (PPA) to the Nigerian Bulk Electricity Trading PLC (“NBET™). The PPA vas
signed on 22 Aprll 2013 (subsequently amended on | December 2014 and 25 November 2015).

The Company will source gas from nearby fields through a long-term Gas Sales Purchase Agreement (GSPA) signed
on 14 April 2014 {subsequently amended on 1 December 2014 and 24 November 2015) with Seplat Petroleum
Development Company PLC (Seplat), an indigenous independent oll and gas company and Nigerian Petroleum
Development Company (NPDC). Seplat is the operator of the Oben Gas Plant located about 30km from the Project
site. The gas will be trangported by the Nigerian Gas Company {NGC) under a gas transportation agreement signed on
22 July 2014 (subsequently amended on 28 September 2015).

On 20 December 2017, the Company fired Us first turbine as part of the testing required for the plant to be
commissioned, During this test period, the Company successfully sold power to the grid (See Note 21({b} to these
financial statements),

The Company inourred a loss before tax of M12.18 billion for the year ended 31 December 2017 (2016 : 3
billion), The loss comprises mainly of interest expense on loans not attributable to construction of the [PP and costs
incurred on [ender fees, protessional fees, training and development, as well as insurance premium on the Company's
various insurance policies.

Funding Arrangements

The Azura-Edo IPP funding structure is comprised of bath equity and debt. The debt holders comprise fifteen (15)
international and local lending institutions as well as shareholders. During the year under review, the Company drew
down, in six disbursements, a total amount of ®36.39 billion ($114.58 million) from Senior Loans, and ¥5.53 billion
($17.38 million) from its Locat Loan Facility. These exclude the amount of $65m in Mezzanine Laans that were fully
drawn down at financial close in the 2015. The amounts drawn down during the year were primacly used Lo pay for
project costs congisting of EPC contractor milestone payments, finaneing costs. lender fees, professional fees, and
operating costs,
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Based on the project plan, the Directors expect the Company ta commence generation of power by 31 May 2018

Gperating Results
The following is 8 summary of the Company’s operating results:

Revenue

l.055 before taxation
Taxation
Loss after taxation

Neo dividend has been recommended by the Directors (2016:Nil).

Directors and their Interests
The Directors who served duting the year were as follows:

Name of Director Nationality
David Ladipo - Managing Director Nigerian
Philip Ihenacho Nigerian
Sundeep Bahanda- Chairman British
Opuiye Oforiockuma Nigerian
Olusola Lawson Nigerian
Sean MacDonald British
Crispin Holliday British
Adrlan Mucalov British
Alan Muir British

2017 2016

=000 MO00
(12,177.671) (4.802,418)
5,276,392 -
(6,901,279) (4,802,418)

Date (Resigned)/Appointed

{13 February 2017)

1 March 2017

The directors do not have any interest required to be dizclosed under Section 275 of the Companies and Allied Malters

Act, Cap C.20, Laws of the Federation of Nigeria, 2004,

For the purpose of Section 277 of the Companies and Allied Matters Act, Cap C.20, Laws of the Federation of Nigeria,
2004, none of the Directors has notified the Company of any declarable interests in the contracts with the Company

except as disclosed in Note 24 to the financial statements.
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Directors’ report (cont'd)
Material Agreements
The Company has entered into the following material agreements:

| Gas Sales and Purchase Agreement (G5PA}

The Company entered into an agreement with Seplal Petroleum Development Company Ple (Seplat) and Nigerian
Petrolenm Development Company Ltd {(NPDC) on 14 April 2014 (subsequently amended on 1 December 2014
and 24 November 2015) for the supply of gas from nearby fields. The tenure of the GEPA iz fifteen (15) years
commeneing from the date Seplat starts gag deliveries to the Company, with an option for a five year renewal
after the initial tenor. The GSPA contains take of pay minimum quantities of gas off-take. The Company has an
obligation to provide a $55 million irrevocable letter of credit (L.C) as a security for its payment obligations
which has been provided. See Note 11 to these financial statements for further information about the LC. The gas
will be transported to the power plant under the Gas Transportation Agreement (GTA) signed on 22 July 2014
with the Nigetian Gas Company Limited.

2 Engineering, Procurement aned Construction (EPC) Contract
Construction of the Power Plant will be executed under a fully wrapped, turnkey, enginecring, procurement and
consiruction ("EPC") contract by a consodium comprising Stemens AG, Siemens Nigeria Limited and Julivs
Berger Nigeria Pie. The EPC contract was signed on 30 April 2014 and subsequently amended on 15 December
2014 and 19 November 2015. ‘The EPC contract is active and activities are ongoing.

3 Power Purchase Agreement (PPA)

The Company entered into a 20-year Power Purchase Agreement (PPA) with the Nigerian Bulk Electricity
Trading Ple (NBET) in April 2013 (as subsequently amended on 1 December 2014 and 25 November 2(13) to
sell electric power (capacity and energy) generated from its planned Power Plant in Edo Statc at an agréed upon
pricing model and contract capacity. This agreement underlies the Company's revenue stream as il contains the
terms upon which the Company's sole customer (NBET) will buy and pay for the electric energy generated from
the plant after construction. It is fundamental to the project finance structure of the Company, since, without it,
the Company could not have secured the requisite financing to construct the Plant. NBET is wholly owned by the
Federal Governmenl of Nigeria (FGN) and was established as part of the ongoing Nigeria power sector reforms.

NBET's obligation to pay the Compary is supported by the Federal Government with underlying support which
has heen provided by the World Bank in the form of a Partial Risk Guarantee (PRG) and liquidity support.
Multilateral [nvestment Guarantee Agency {MIGA) is also providing termination support to both debt and equity
investors.

4 Pui Call Option Agreement (PCOA)
The Put Call Option Agreement (PCOA) was executed on 22 October 2014 with the Company, Azura-Edo
Limited, the Federal Government of Nigeria (“FGN"), and Nigerian Bulk Electricity Trading Ple (“NBET").
Should the PPA ever have to be tarminated, the PCOA sets out the terms and conditions undetr which the FON
and/or NBET will have a right or an obligation (ot both) to purchase the shares or the assets of the Company from
its owners {Azura-Edo Limited); and in each case, the price that must be paid therefore.
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5

Common Terms Agreement and Loan Financing Agreements

The Common Terms Agreement (CTA) was executed on 27 November 2014 and provides a common framework
of understanding for the lender consortivm. The CTA was amended and restated on 9 December 2013
principally to align the contractual timelines surrounding disbursements, interest payments and principal
repayments with the realities in view of the unforeseen delay 1o financial close.

The lender consortium comprises CDC Group Ple; DEG - Deutsche [nvestitions — Und
Entwicklungsgesellschafi Mbh; ICF Debt Fool LLP; International Finance Corporation; Nedetlandse
Financierings-Maatschappij Voor Ontwikkelingslanden N.V _; Société De Promotion et de Participation pour la
Coapération Ecun‘omique 5.A.; Swedfund [nternational AB; Overseas Private Investment Carporation; The
Emerging Africa Infragtructure Fund Ltd; Firstrand Bank Limited (Acting through its Rand Merchant Bank
Division); Siemens Bank GMBH; The Standard Bank of South Africa Limited; Standard Chartered Bank; and
First City Monument Bank Limited.

Filteen (15} individual loan financing agraements between the Company and the abeve suite of lenders were also
execuled between 23-27 November 2014 and contain specific payment requirements and aceount funding
requirements that are customary for power project financing transactions of this nature. Lenders will be providing
£566.5 million and 224 billion of long-tenor senior and mezzanine financing for the project as follows:

= £501.5 million of offshore senior debt facilities, which includes a $55 million of a GSPA Letter of Credit
facility,

+ 565 million of offshore USD mezzanine debi facilities, which is funded by Developrment Finance Institutions
(DFIs).

= W24 billion of an Onshore Senior Debt Facility, provided through the Bank of [ndustry (BOI) Power and
Airline Intervention Fund {PAIF)) concessional window.

Maintenance Coniracts

The maintenancé contracts inelude the Operation and Maintenance Agreement signed on 5 May 2014 {as
amended), which appoints PIC Group to operate and maintain the power plant. The Long Term Maintenance
Contract (LTMC) was also executed on 24 July 2014 (as amended) between the Company, Siemens Nigeria
Limited and Siemens AG. The LTMC sets out the terms for long term maintenanee services eomprising parts,
repairs, and scheduled outages. These agreemenis became elfective on 31 December 2015,

Grid Connection and dncillary Services Agreements

On 24 June 2014, the Coimpany entered into two agreements with the Transmission Company of Nigeria (TCN)
Plc; Grid Connection Agreement which provides the terms and conditions for connection of the power plant
with the Transmission Metwork System of TCN and Ancillary Services Agreement that provides for additional
services.
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As part of the Company's corporate governance activities, the Company set up the Board Audit and Risk Commitiee
(BARC) on 13 May 2016. BARC is mainly responsible for the financial reporting matters of the Company, which
includes the review of the audited financial statements, review of the Company's budgets and recommendation of the
financial staterents to the Company's board of directors for appraval, among others.

Members of the BARC are as follows:

a. Opuiyo Oforiokuma

b. Sean MacDonald

Shareholding Structure

The sharcholding structure of the Company is as follows:
Ordinary Shares of M1 each

2017 % 2016 Y%

MNumber Numbgr
Azura-Edo Limited 3,777,564 975 3,777,564 97.5%
Edo State Government 06,860 2.5 06, 860 2.5
3,874,424 100 3,874,424 100

Azura-Edo Limited has charged all its shares in the Company in favor of the Company's external lenders until all
obligations to the lenders have been fully discharged.

Charitable Donationsg

During the year, the Company in pursuance of its corporate social responsibility, incurred expenses on capacity
building and enhancement of mobility of stake holders in the Nigerian power sector. Total amount spent was
£314,350 (R106.3 million) ((2016: §334,421 (W105.3 million). This was included in profit or loss as part of training
and professional development costs. See Note 5(a) in these financial statements. The Company did not make any
donation to any political association, or for any political purpose in the course of the year (2016: Nil).

Employment and Employees

(a) Employee Consultation and Training
The Cdmpany places considerable value on the involvement of its employees in major policy matters and keeps
them informed on tatters affecting them as employees and on various factors affecting the performance of the
Company. This is achieved through regular meetings with employees and consultations with their representatives.

(b} Dissemination of Information
In order to maintain shared perception of our poals, the Company is committed to communicating information to
employees in as fast and etfective a manner as possible. This is considered critical to the maintenance of team
spirit and high empioyee morale.



Aznra Power West Afifen Limited
Annual Report
1 December 2017

Directors’ report (cont'd)

(¢} Employment of Physically Challenged
The Comipany has no physically challenged persons in its employnment (2016:Nil). However, the Company’s
employment policy docs not digeriminate against any individual for reason of his/her infirmily as each
employment case is purely treated on merit,

(d) Ewmployce Heallh, Safety and Welfare
The Company places a high premium on the health, safety and wellare of its employees in their place of work, In
order to protect staff and other persons against risk to health and safety hazards arising out of or in connection
witl the Company’s planned construction activitics, the Company lias established an Environmental, Healih, and
Safety (EH&S) management system. The Company has also put in place various forms of insurance policics,
including workmen compensation insurance and life insuranee to adequately secure and proteet its employees.

Property, Plant and Equipment
Information relating to changes in property, plant and equipment is disclosed in Note 9 to these financial statements,

Events after the reporting date

See Note 29 (o these financial statements.

Independent Auditor

Messrs, KPMG Professional Services, having satisfied the relevant corporate governance rules on their tenure in office
have indicated their willingness to continue in office as auditors to the Company. In accordance witl Seetion 357 (2)
of the Companies and Allied Matters Act, Cap C.20, Laws of the Federation of Nigeria, 2004, therefore, the auditors
will be re-appointed at the next annual general meeting of the Cempany without any resolution being passed.

Lagos, Nigera ALSEC Namivees L. e,
27 March 2018 Cdmprup8etyenu$ecrotaries
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Statement of directors’ responsibilities in relation to the financial statements for the
year ended 31 December 2017

The diractors accept responsibility for the preparation of the annual financial statements that give a trus and fair
view in accordance with International Financial Repoting Standards and in the manner required by the Companies
and Allied Matters Act, Cap C.20, Laws of the Federation of Nigeria, 2004 and Financial Reporting Council of
Nigeria Act, 2011,

The directors further accept responsibility for maintaining adequate accounting records as required by the
Companies and Allied Matters Act, Cap C.20, Laws of the Federation of Nigeria, 2004 and for such internal
control as the directors determine is necessary to enable the preparation of financial statemants that are free from
material misstatement whether due to fraud or error.

The directors have made an assessment of the Company’s ahility to continue as a going concern and have no
reagon to believe the Company will not remain a going concern in the year ahead.

SIGNED ON BEHALF OF THE BOARD OF DIRECTORS BY:

T

Signatire Signature

Sundeep Bahanda David Ladipo.
FRC/I2014/I0DN/O0000007 525 FRCI2014/HODNIGOOCONI7 487
27 March 2018 27 March 2018

Date [ate












Statement of financial position
As at:

Note 31 December 2017 31 December 2016
#000 =000

ASSETS
Property, plant and equipment 9 164,259 680 931,258,270
Intangible assets 10 83,303 71,190
Trade and other receivablez 11 - 6,066,270
Prepayments 13 - 10,185,210
Deferred tax assets S(e) 6,068,952 -
Non-current assets 170,411,935 109,580,940
Trade and other receivables H 12,271,483 9,105,390
[nventory 12 9,234 -
Prepayments 13 9,244 509 605,745
Cagh and cash equivalents 14 7,889 448 32,994 360
Current assets 20414 674 42,705,495
Total assets 199,826,609 152,286 435
EQUITY
Share capital 15 3,874 3,874
Share premium 16 33,998 33,998
Retained earnings (10,758,955) (3,857,676)
Hedging reserve 17(a) {260,006) {1,114,701)
Translation reserve 17(b) (2,358.077) (784,320)
Total equity {13,339 166) (5,718,825)
LIARILITIES
Interest rate swaps 22(a) 1,188,191 1,786,680
Loans and borrowings 18ra) 187,836,747 122,956,971
Deferred income 10 11,612.282 7,731,360
Non=corrent liabilities 200,637,220 132,475,011
Loans and borrowings 18(a) 11,171,721 4,992,564
Provisions 20 08,773 218610
Trade and other payahles 21 1,258,061 20,319,075
Current Iiabilities 12,528,555 25,530,249
Total liabilities 213,165,775 158,005,260
Total equity and liabilities 199,826,609 152,286 435

Azura Powsr West Africa Limited

Annual Repart

31 December 2017

These finencial statements were approved by the Board of Directors on 27 March 2018 and signed on its behalf

by:

v Manaping Director
FRC/2014//I0DN/DGO00007487

... Director
FRC/2014/10DN/O0000007525

gg? e enemrrnninnerennonsdohief Finance Officer
FRC/2014/MULTL/O0000007486

The notes on pages 16 to 55 are an integral part of these financial statements.
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Statement of profit or loss and other comprehensive income
For the year ended 31 December
Notes 2017 2016
000 000
Other income 3b) 5.870 -
Administrative expenses Sca) (3,163,130) (1,567,383)
Operating loss (3,157,260) (1,567,883)
Finance income 1,894,942 2,819,320
Finance costs (10,915,353) {6,053,855)
Net finance costs ] {9.020411) (3,234,535)
Loss before income tax 7 (12,177,671) (4,802,418)
Income tax credit 8(a) 5,276,392 -
Loss for the year {6,901,279) (4.802,418)

Other comprehensive income
ltems that will not be reclassified to profit or loss

Foreign currency translation difference (1,573,757) {784,320)
Trems that are or may be reclussified subsequently to profit or loss:

Cash flow hedges- effective portion of changes in

fair valus 22 751,917 61,448
Tax on other comprehensive income 8(6) 102,778 -
Total other comprehensive income for the year, net of tax (719,062} (722,872)
Total comprehensive income for the year {7,620,341) {5,525,290)

The notes on pages 16 to 55 are on integral part of these financial statements.



Statement of changes in equity

Balance at 1 Janvary 2017

Total comprehensive income:

Loss for the year
Other comprehensive
inGome

Total comprehensive
income for the year

Azura Power West Africa Limited

Transactions with owners of the Company

Contributions and
Distributions

Issuc of ardinary shares

Total trangactions with
ownoera of the Company

Balanee at 31 December 2017

Balanee at | January 2016

Total comprehensive income:

Loss for the year
Other comprehensive
incame

Total comprehensive
income for the year

Transactions with owners of the Company

Contributions and Disiributions

Tssue of ordinary shares

Total transactions with
owners of the Company

Balance at 31 December 2016

Annual Repart
31 December 2017
Share capital Share premium Retained Hedging  Translation Total
earnings reserve rescIrve equity
000 #000 #000 N000 #0000 MO0
3,874 33,998  (3,857,676) (1,114,701} (784,320) (5,718,825)
- - {6,901,279) - - (6,901,279)
- - - 854,695 (1,573,157 (719,062}
- - (6,901,279) 854,695 (1,573,757)  (7.620,341)
3874 33,098 (10,758,955) {260,006) (2,358,077) (13,339,166)
Share capitak Share premium Retained Hedging Translation Total
carnings reserve reserve equity
M0N0 000 OO #000 000 ¥000
3,874 33,998 244,742 (1,176,149} = (193,535)
- - (4,802,418) - - (4,802 418}
) ) ) 61,448  (784,320)  (722,872)
- - {4,802,418) 61,448 (784,320)  (5,525,200)
3,874 31598  (3,857,676) (1,114,701) (784,320} (3,718,815)

The notes on pages 16 o 55 are an imegral part of these financial siatements.

14



Statement of cash flows
For the year 31 December

Notes
Cash flows from operating activities
Loss for the year
Adjustments for;
- Net finance costs
- Write-off of property, plant and equipment 5
- Daferred tax credit 8
- Depreciation Na)
- Amortisation Sta)
Changes in:
- Trade and other receivables
- Prepayments
- Inventory
- Trade and other payables
Resettlement costs paid 20fa)
Out of court settlement paid
Net cash generated from/ (used in) operating activities
Cash flows from investing activities:
Acquisition of property, plant and equiprnent 9tc)
Acquisition of intangible assota 10
Net cash used In investing activities
Cash flows from financlnp activities:
Proceeds from loans and borrowings 15¢6)
Interest patd 18(b)
Transaction costs related to loans and borrowings 18¢b)
Net cash generated from financing activities
Net inereage in eash and cash equivalents
Cash and cash equivalents at 1 January
Effects of exchange rate flunctuation on cash held
Cash and eash equivalents at 31 December 14

The notes on pages 16 to 55 ore an integral part of these financial statemens.

Asnra Power West Africa Limited

Annual Report

31 December 2047

2017 2016
000 000
(6,901,279 (4,802,418)
9829516 1,398,486
3,819 .
(5,276,392) -
81,775 29,796
6,635 5,794
(2,255,926) (3,368,342)
4448 436 528,329
2,706,609 1,411,177
(8,273) -
(227,513) (1,420,006)
4,663,333 (2,848,842)
(133,326 (1,283,716)

- (13,795)
4,530,007 (4,146,353)
(53,723,680) (30,316,174)
(8,279 -
(53,731,95%) (30,316,174
41,917,759 48,838,600
(6,838,754) (1.875,224)
(4,211,695) (2,812,267)
10,867,310 44.151,109
(18,334,636) 9,688 582
32,994,360 14,392,996
(6,770,276) £.912,782
7,889,448 32,994,360
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Notes to the financial statements

1. Reporting entity
Azura Power West Africa Limited (“the Company”) was incorporated in Nigeria on 14 October 2010 as a
limited liability company to generate power in Nigeria. The Company is a subsidiary of Azura-Edo Limited, a
Company registered and domiciled in Mauritius,

The Company is domiciled in Nigeria. The Company's registered office is at St Nicholas House, 10 Floor,
Catholic Mission $treet, Lagos.

2, Basis for preparation

(a)

(b)

3

3

Basis of measurement and accounting

The financial statements of the Company havs been prepared in accordance with International Financial
Reporting Standards (IFRS) as issued by the International Accounting Standards Board (1ASB) and in
the manner required by the Companies and Allied Mattars Act, Cap C.20, Laws of the Federation of
Nigeria, 2004 and the Financial Reporting Council (FRC) of Nigeria Act, 2011,

They have been prepared on the historical cost basis except for certain items of financial instruments that
are measured at fair value (See Note 23(f} to these financial statements), These financial statements were
authorised for for issue by the Company's Board of Directors on "L7 March 2017.

Details of the Company's significant accounting policies are included in Note 4 and the methods used to
determine fair values for initial recognition and disclosure purposes are discussed further in Note 3Qii).

Funcilonal and presentation currency

As a result of the ruling by the Financial Reporting Council of Nigeria stating that the presentation
currency of entities operating in Nigeria is the Nigerian Naira, the Company has retained its presentation
curreney for its statutory financial statements as Nigerian Naira (). All financial information presented
in Naira have been rounded to the nearest thousand (M 000), exeept where otherwise indicated.

Translation to the presentation currency

The Company’s functional currency (US Dollar) is different from the presentation eurrency (Nigerian
Naira). The results and financial position of the Company are translated into the presentation currency as
follows:

assets and liabilities for each statement of financial position presented are translated at the closing rate at
the date of that statement of financial position;

income and expenses for each statement presenting profit or loss and other comprehensive income are
transiated at average exchange rates (unless this is not a reasonable approximation of the cumulative
effect of the rates prevailing on the transaction dates, in which case income and expenses are translated
at the dates of the transactions);

cash flows are translated at average exchanpe rate;

All resulting exchange differences are recognised as a separate component of equity through other
comprehensive income.

14
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Notes to the financial statements

3. Use of ¢stimntes and judgments
In preparing these financial statements, the directors have made judgments, estimates and assumptions that
affect the application of the Company's accounting policies and the reported amounts of assets, liabilities,
income and expenses. Actual results may differ from these estimates,

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions f{o estimates are
recognised prospectively.
{i) Judgements
Information about judgements made in applying accounting policies that have the most significant effects
on the amounts recognised in the financial statements is included in the following notes:
- Note 4(g)(iv) — Determination of borrowing costs eligible for capitalisation

(it) Asswmptions and estimation unceriainties
Information about assumptions and estimation uncertainties that have a significant risk of resulting in a
material adjustment in the year ending 31 December 2017 is included in the foilowing notes:

- Notes 20 and 27: Recognition and measurement of provisions and contingencies: Key assumptions
about the likelihood and magnitude of an outflow of resources.

- Notes 18(a) {i)(iii) and 18(c) : Loans and borrowings: Estimated commercial operations. date used to
estimate timing of repayment of the loans.

(iii) Measurement of fair values

A number of the Company’s accounting policies and disclosures require the measurement of fair value,

for both the financial and non-financial assets and liabilities.

The Company has an established control framework with respect. to the measurement of fair values. The

Chief Financial Officer (CFO) has overall responsibility for overseeing all significant fair value

measurements, including Level 3 fair values, and reports directly to the Board of Directors.

The Chief Financial Officer (CFOQ) regularly reviews gignificant unobservable inputs and valuation
adjustments. If third party information, such as broker quotes or pricing services, is used to measure fair
values, then the CFO assesses the evidence obtained from the third parties to support the conclusion that
such valuations meet the requirements of IFRS, including the level in the fair value hierarchy in which
such valuations should be classified. Significant valuation issues are reported to the Board of Directors.

When measuring the fair value of an asset or a liability, the Company uses market observable data as far
as possible. Fair values are categerised into different levels in a fair value hierarchy based on the inputs
used in the valuation techniques as follows:

* Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities;
* Level 2; inputs other than quoted prices included in Level | that are observable for the asset or
liability, either directly (i.e. as prices) or indirectly (i.e. derived from prices),
» Level 3: inputs for the asset or liability that are not based on observable market data (unobservable
inputs},
If the inputs used to measure the fair value of an asset or a liebility might be categorised in different
levels of the fair value hierarchy, then the fair value measurement is categorised in its entirety in the
same level of the fair value hierarchy as the lowest level input that is significant to the entire
measurement.

The Company recognises transfers between levels of the fair value hierarchy at the end of the reporting
period during which the change has oceurred.

Further information about the assumptions made in measuring fair values is included in the following
* Note 23 (f)- Fair velues
17
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Notes to the financial statements
4. Significant accounting policies

The Company has consistently applied the following accounting policies to all years presented in these
financial statements.

(n) Finance income and flnance costs

(b)

(c)

The Company’s finance income and finance costs include:
» foreign currency gain or loss on financial assets and financial liabilities;

= interest expense on borrowings;
» unwinding of the discount on provisions and eontingent settlements.

Except borrowing costs that are directly attributable to the acquisition, construction or production of a
qualifying asset which are capitalised as part of the related assets, finance costs are recognised in profit
or loss using the effective interest method.

Farelgn currency gains and losses are reported on a net basis as either finance ineome or finance costs
depending on whether foreign currency movement are in a net gain or net loss position.

Foreign currency transactions

Transactions in foreign currencies are translated inte the US Daollar at the exchange rates at dates of the
transactions.

Monetary assets and liabilities denominated in foreign currencies are translated into the functional
currency at the exchange rate at the reporting date, Non-monetary assets and liabilities that are measured
at fair value in a foreign currency are translated into the functional currency at the exchange rate when
the fair value was determined. Non-monefary items that are measured based on historical cost in a
foreign currency are translated at the exchange rate at the date of the transaction. Foreign currency
differences are generally recognised in profit or loss except where they are regarded as an adjustment to
borrowing costs and as such capitalised as part of property, plant and equipment.

However, foreign currency differences arising from the translation of the following items are recognised
in other comprehensive income:

a financial liability designated as a hadge of the net investment in a foreign operation to the extent that
the hedge is effective; and

qualifying cash flow hedges to the extent that the hedges are effective.

When there is a change in the Company's functional currency, the Company applies the translation
procedures applicable to the new functional currency prospectively from the date of the chanpe. The
compatatives are translated into the new functional currency using the amounts determined under the
new functional currency as at the date of change. Therefore, all comparative information are translated at
the exchange rate as at that date.

Finanelal Instruments
The Company classifies non-derivative financial assats as loans and receivables and classifies non
derivative financial liabilities into the ather financial Habilities category.

(i) Non-derlvative financial assets and financial linbilities - recognition and derecognition

The Company initially recognises loans and receivables on the date that they are originated. All
other financial assets and liabilities are recognised initially on the trade date at which the Company
becomes a party to the contractual provisions of the instrument.
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(ii)

(iii

The Company derecognises a financial asset when the contractual rights to the cash flows from the
asset expire, or it transfers the rights to receive the contractual cash flows on the financial asset in a
trangaction in which substantially all the risks and rewards of ownership of the financial asset are
transferred, or it neither transfers nor retains substantially all of the risks and rewards of ownership
and does not retain control over the transferred asset. Any interest in such recognised financial
assets that is created or retained by the Company is recognised as a separate asset or liability,

The Company derecognises a financial liability when its contractual obligations are discharged or
cancelled or expire.

Financial assets and financial liebilities are offset and the net amount presented in the statement of
fimancial position when, and only when, the Company currently has & legally enforceable right to
offset the amounts and intends either to settle them on a net basis or to realise the asset and settle the
liability simultaneously.

Non-derivatlve financial assets- measurement

These assets are initially measured at fair value plus any directly attributable transaction costs,
Subsequent to initial recognition, they are measured at amortised cost using the effective interest
method,

Nen-derivative financial liabilities - menasurement

Non-derivative financial liabilities are initially recognised at fair value less any directly attributable
transaction costs. Subsequent to initial recognition, these liabilities are measured at amortised cost
using the effective interest method. The Company has the following non-derivative financial
liabilities: loans and borrowings, trade and other payables.

Short term payables thdt do not attract interest are measured at original invoice amount where the
effect of discounting is not material.

Trade and other payables

Trade and other payables are obligations to pay for goods or services that have been acquired in the
ordinary course of business from suppliers, Trade and other payables are classified as current
liabilities if payment is due within one year or less, otherwise, they are presented as non current
liahilities,

Loans and borrowings

Loans and borrowings are initially recognised at fair value, net of transaction costs incurred, Loans
and borrowings are subsequently measured at amortised cost. Any difference between the proceeds
(net of transaction costs) and the redemption amount is recognisad in profit or loss 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 prabable that some or
all of the facility will be drawn down. Otherwise, the fee is deferred until the draw down occurs. To
the extent that there is no evidence that it is probable that some or all of the facility will be drawn
down, the fee is recognised in profit or loss in the period it became probable that some or all of the
facility will not be drawn down. Recurring and periodic service fees are not included as part of
transaction costs capitalised and are penerally recognised in profit or loss in the period they relate to.
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Loans and borowings are removed from the statement of financial position when the obligation
specified in the contract is discharged, cancelled or expired. The difference between the catrying
amount of a financial liability (other than those arising from shareholder transactions) that has been
extinguished or transferred to another party and the consideration paid, including any non-cash
assets transferred or liabilities assumed, is recognised in profit or loss as other income or finance
costs. Gains or losses on extinguishment or transfer of a financial liability arising from shareholder
transaction are accounted for directly in equity.

Loans and 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 reporting period.

(iv) Derlvative financial instruments and hedge accounting
The Company holds derivative financial instruments to hedge its interest rate risk exposures.
Derivatives are initially measured at fair value. Subsequent to initial recognition, derivatives are
measured at fair value, and changes therein are generally recognised in profit or loss.
The Company designates certain derivatives as hedging instruments to hedge the variability in cash
flows associated with highly probable forecast transactions arising from changes in interest rates and
certain derivatives.
At inception of designated hedging relationships, the Company documents the risk management
objective and strategy for undertaking the hedge. The Company also documents the economic
relationship between the hedged item and the hedging instrument, inciuding whether the changes in
cash flows of the hedged item and hedging instrument ara expecied to offset each other.

Cash flow hedges

When a derivative is designated as a cash flow hedging instrument, the effective portion of changes
in the fair value of the derivative is recognised in OCI and aceumulated in the hedging reserve. Any
ineffactive portion of changes in the fair value of the derivative is recognised immediately in profit
or loss.

The amount accumulated in equity is retained in OCI and reclassified to profit or loss in the same
period or periods during which the hedged forecast cash flows affect profit or loss or the hedged
itern affects profit or loss,

If the forecast transaction is no longer expected to oecur, the hedge no longer meets the criteria for
hedge accounting, the hedging instrument expires or is sold, terminated or exercised, or the
designation is revoked, then hedge accounting is discontinued prospectively. If the forecast
trangaction ig no longer expected to occur, then the amount accumulated in equity is reclassified to
profit or loss.

(d) Share capital
The Company has only one class of shares, ordinary shares. Ordinary shares are classified as equity.
When new shares are issued, they are recorded in share capital at their par value. The excess of the issue
price is recorded in the share premium reserve.

Incremental costs directly attributable to the issue of ordinary shares, net of any tax effects, are
recognised as a deduction from equity. Incoms tax relating to transaction costs of an equity transaction is.
accounted for in accordance with IAS 12,
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(e) Impairment

()

(i1)

Non-derivative financial assets
Financial assets not classified as fair value through profit or loss are assessed at each reporting date
to determine whether there is objective evidence of impairment.

Objective evidence that financial assets are impaired includes:

default or delinquency by a debtor,

the restructuring of a loan or advance by the Company on terms that the Company would not
consider otherwise;

indications that a debtor or issuer will enter bankruptcy;

adverse changes in the payment status of borrowers or issuers:

the disappearance of an active market for a security; or

observable data indicating that there is measurable decrease in expected cash flows from a group of
financial assets.

Financial assets measured at amortised cost

The Company considers evidence of impairment for these assets at both an individual asset and
collective level. All individually significant assets are individually assessed for impairment. Those
found not to be impaired are then collectively assessed for any impairment that has been incurred
but not yet individually identified. Assets that are not individually significant are collectively

assessed for impairment. Collective assessment is carried out by grouping together assets with

similar risk characteristics. In assessing collective impairment, the Company uses historical

information on timing of recoveries and the amount of loss incurred, and makes an adjustment if
eurrent econornic and credit conditions are such that the actual losses are likely to be greater or less
than suggested by historical trends. An impairment loss is caleulated as the difference between an
asset’s carrying amount and the present value of the estimated future cash flows discounted at the
asset’s original effective interest rate. Losses are recognised in profit or loss and reflected in an
allowance account. When the Company considers that there are no realistic prospect of recovery of
the asset, the relevant amounts are written off. If the amount of impairment loss subsequently
decreases and the decrease can be related objectivaly to an event oceurring after the impairment was
recognised, then the previously recognised impairment loss is reversed through profit or logs,

Non-financial assets

At gach reporting date, the Company reviews the carrying amounts of its non-financial assets (other
than deferred tex assets) to determine whether there is any indication of impairment. If any of such
indications exist, then the asset’s recovarable amount is estimated.

For impairment testing, assets are grouped together into the smaliest group of assets that generates
cash inflows from continuing use that are largely independent of the cash inflows of other assets or
Cash Generating Units (CGL).

The recoverable amount of an asset or CGU i3 the greater of its value in use and its fair value less
costs to sell. Value in use is based on the estimated future cash flows, discounted to their present
value using a pre-tax discount rate that reflects current market assessments of the time value of
money and the risks speeific to the asset or CGL,

An impairment loss is recognised if the carrying amount of an asset or CGU exceeds its estimated
tecoverable amount.
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Impairment losses are recognised in profit or logs. An impairment loss is reversed only to the extent
that the asset's carrying amount does not exceed the carrying amount that would have been
determined, net of depreciation or amortisation, if no impairment loss had been recognised.

(f) Taxation
Income tax expense comprises current tax- company incotne tax and tertiary education tax, and deferred
tax. Current and deferred tax is recognised in profit or loss except to the extent that it relates to items
trecopnised directly in aquity or in other comprehensive income. Tertiary education tax is assessed at 2%
of assessable profit.

(i) Carrent tax
Current tax comprises the expected tax payable or receivable on the taxable income ot loss for the year
and any adjustment to the tax payable or receivable in respect of previous years. The amount of current
tax payable or recsivable ig the best estimate of the tax amount expected to be paid or recaived that
reflects uncertainty related to income taxes, if any. It is measured using tax rates anacted or substantively
enacted at the reporting date. Current tax assets and liabilities are offget only if certain criteria are met.

(ii) Deferred tax
Deferred tax is recognised in respect of temporary differences between the carrying amounts of assets
and liabilities for financial reporting purposes and the amounts used for taxation purposes.

Deferred tax is not recognised for temporary differences on the initial recognition of assets or liabilities
in a transaction that i not a business combination and that affects neither accounting nor taxable profit
or [oss.

Deferred tax assets are recognised for unused tax losses, unused tax eredits and deductible temporary
differences to the extent that it is probable that future taxable profits will be available against which they
can be used. Future taxable profits are determined based on the reversal of relevant taxable temporary
differences. If the amount of taxable temporary differences is insufficient to recognise a deferred tax
asset in full, then future taxable profits, adjusted for reversals of existing temporary differences, are
considered, based on the business plans of the Company. Deferrad tax assets are reviewed at each
reporting date and are reduced to the extent that it is no longer probable that the related tax benefit will
be realised; such reductions are reversed when the probability of future taxable profits improves.

Unrecognised deferred tax assets are reassessed at each reporting date and recognised to the extent that it
has become probable that future taxable profits will be available against which they can be used.

Deferred tax is measured at the tax rates that are expected to be applied to temporary differences when
they reverse, using tax rates enacted or substantively enacted at the reporting date.

The measurement of deferred tax reflects the tax eonsequences that would follow from the manner in
which the Company expects, at the reporting date, to recover or settle the camying amount of it assets
and liabilities.

Deferrad tax agsets and liabilities are offset only if certain criteria are met.
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(g} Property, plant and equipment
(i} Recagnition and measurement

Items of property, plant and equipment are measured at cost, which includes capitalised borrowing costs,
less accumulated depreciation and accumulated impairment losses.

If significant parts of an item of property or equipment have different useful lives, then they are
accounted for as separate items (major components) of property, plant and equipment.
Any gain or loss on disposal of an item of property, plant and equipment is recognised in profit or loss.

(ii} Subsequent expenditure

Subsequent expenditure is capitalised only when it is probable that the future economic benefits of the
expenditure will flow to the Company.

(iii) Depreciation

(iv)

Depreciation is calculated to write off the cost of items of property, plant and equipment lesg their
estimated residual values using the straight-line method over their estimated useful lives, and is genetally
recognised in profit or loss, unless the amount is included in the carrying amount of another asset,

Leased assets are depreciated over the shorter of the lease term and their useful lives unless it is
reasonably cerfain that the Company will obtain ownership by the end of the lease term. Land is not
depreciated.

The estimated useful lives of property, plant and equipment are as follows:

Type of Asset Basis

Motor vehicles - 4 years
Furniture and fittings - 4 years
Computer equipment - 3 years
Office equipment - 4 years
Plant and machinery - 4 years

Depreciation methods, useful lives and residual values are reviewed at each reporting date and adjusted
if appropriate.

Property, plant and equipment under construction is not depreciated. The attributable cost of each asset
is transferred to the relevant asset category immediately the asset is available for use and depreciated
accordingly.

Capitalisation of borrowing costs

Borrowing costs from specific and general borrowings as well as foreign exchange differences on foreign
currency borrowings that are regarded as an adjustment to interest costs and are attributable to the
construction of qualifying assets are capitalised as part of the cost of the qualifying assets over the period
of construction, until the asset is substantially ready for its intanded use, to the extent that there are
qualifying assets and borrowing costs have been incurred.

(h) Intangible assets
Intangible assets that are acquired by the Company and have finite useful lives are measured at cost less
accumulated amortisation and accumulated impairment losses.

The Company’s intangible assets with finite useful lives comprise power generation licence cost and software,
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Subsequent expenditivre
Subsequent expenditure is capitalised only when it increases the future economic benefits embodied in the
specific intangible asset to which it relates. All other expenditure is recognised in profit or loss as incurred.

)

Amortlsation of intangible assets

Amortisation is calculated aver the cost of the asset, or other amount substituted for cost, less its residual
value. Amortisation is recognised in profit or loss on a straight-linie basis over the estimated useful lives of
intangible assets from the date that they are available for use. The estimated useful lives for acquired power
generation licence and software are 15 years and 4 years respectively. Amortisation of the licence will
commence on the power generation date till the date of expiry of the licence.

Leases

()

(i)

(ii)

Determining whether qn arrangement containg a lease

At inception of an arrangement, the Company determines whether such an arrangement is or contains a
lease.

At inception or on reassessment of the arrangement, the Company separates payments and other
consideration required by such an arrangement into those for the lease and those for ather elements on
the basis of their relative fair values. If the Company concludes for a finance lease that it is impracticable
to separate the payments reliably, then an asset and a liability are recognised at an amount equal to the
fair value of the underlying asset. Subsequently the liability is reduced as payments are made and an
imputed finance cost on the liability is recognised using the Company’s incremental borrowing rate.

Leased assets

Leases of property, plant and equipment that transfer to the Company substantially all of the risks and
rewards of ownership are classified as finance leages. The leased assets are measured initially at an
amount equal to the lower of their fair value and the present value of the minimum lease payments.
Subsequent to initial recognition, the assets are accounted for in accordance with the accounting policy
applicable to that asset.

Assets held under other leases are clagsified ag operating leases and are not recognised in the Company’s
statement of financial position.

Leased payments

Payments made under operating leases are recognised in profit or loss on a straight-line basis over the
term of the lease. Lease incentives received are recognised as an integral part of the total lease expense,
over the term of the lease.

Minimum lease payments made under finance leases are apportioned between the finance expense and
the reduction of the outstanding liability.

The finance expense is allocated to each period during the lease term so as to produce a constant periodic
rate of interest on the remaining balance of the liability.
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(i) Provisions and contingent llabilities
Previsions
Provisions are recognised when the Company has a present legal or conistructive 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 can
be reliably estimated. Provisions are not recognised for future operating losses,

Where there are a number of similar obligations, the likelihood that an outflow will be required in settlement
is determined by considering the class of obligations as a whole. A provision is recognised even if the
likelthood 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 liability. The increase in the pravision due to the passage of time is recognised as interest
expense,

Contingent Kabilitles

A contingent liability is a possible obligation that arises from past events and whose existence will be
confirmed only by the occurmence or non-occurrence of one or more uncertain future events not wholly within
the control of the Company, or a present obligation that arises from past events but is not recognised because
it is not probable that an gutflow of resources embodying economic benefits will be required to settle the
obligation; or the amount of the obligation cannot be measured with sufficient raliability.

Contingent liabilities are only disclosed and not recognised as liabilities in the statement of financial position.

If the likelihood of an outflow of resources is remote, the possible obligation is neither a provision nor a
contingent liability and no disclosure is made.

(k) Employee benefits
(i) Defined contribution plan
A defined contribution plan is a post-employment benefit plan {pension fund) under which the Company
pays fixed contributions into a separate entity. The Company has no legal or constructive abligations to
pay further contributions if the fund does not hold sufficient assets to pay ail employees the benefits
relating to employee service in the current and prior periods. Obligations for contributions. te defined
contribution plans are expensed as the related service is provided and recognised as personnel expenses
in profit or loss. Prepaid contributions are recognised as an asset to the extent that a cash refund or a
reduction in future payments is available.

In line with the provisions of the Pension Reform Act 2014, the Company has instituted a defined
contribution pension scheme for its employees. Staff contributions to the scheme are funded through
payroll deductions while the Company’s contribution is recognised in profit or loss as employee benefit
expense in the periods during which services are rendered by employees. Employees contribute 8% each
of their Basic salary, Transport and Housing Allowances to the Fund on a monthly basis. The Company’s
contribution is 10 % of each empioyee’s Basic salary, Transport and Houging Allowances,
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(i) Terminatlon benefits
Termination benefits are expensed at the earlier of when the Company can no longer withdraw the offer
of those benefits and when the Company recopnises costs for a restructuring. If benafits are not expected
to be wholly settled within 12 menths of the end of the reporting date, then they are discounted.

(iti) Short-term employee benefits
Short-term employee benefit obligations are expensed as the related service is provided.
A liability is recognised for the amount expected to be paid if the Company has a present legal or
eonstructive obligation to pay this amount as a result of past service provided by the employee, and the
obligation can be estimated reliably.

(1) Government grants
Gains on loans at an interest rate lower than the market rate (the difference between the fair value and face
value of the loans) is recognised as government grants. Government prants are initially recognised as deferred
income at fair value if there is reasonable assurance that they will be received and the Company will comply
with the conditions associated with the. grant, they are then recognised in profit or loss as other income on a
systematic basis over the useful life of the asset they relate to,

(m) Statement of cash flows
The statement of eash flows is prepared using the indirect method. Changes in statement of financial position
items that have not resulted in cash flows have been eliminated for the purpose of preparing the statement.
Finance cost paid, including interest paid relating to property, plant and equipment, is included in financing
activities while finance income received is included in investing activities.

(n) Inventory
Inventories are measured at the lower of cost and net realisable value, The cost of inventories includes
expenditure incurred in acquiring the inventories and other costs incurred in bringing them to their existing
location and condition and is based on;

Product type Cost bagiz

Naturg| gas Purchase cost on & weighted average basis

Net realizable value is the estimated selling price in the ordinary course of business, less the estimated costs of
eompletion and selling expenges.
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5 Expenses and other income

(a) Expenses by nature
Expenses by nature comprise: 2017 2016
000 ®'000
Bank charges 133,507 3,035
Transport and traval 161,927 161,672
Profesgional fees 68,889 37,797
Audit fees 40,000 40,004
Insurance** 2,027,357 908,781
Employee benefit expense (Note 7(b)(i)) 128,071 82,975
Depreciation (Note 9(a)) 81,775 29,796
Amortisation (Note 10) 6,635 5,794
Community and public relations 125475 72,007
Security expenses 08,625 24,002
Rent 29,263 14,070
Donations* 117,401 92,260
Write-off of property, plant and equipment 3,819 -
Repairs and maintenance 18,111 19,313
Telephone and internst 20,769 12,967
Training and professional development 28,320 3,198
Other tax expenses 2,205 -
Registration charges - 7,725
Office expenses 70,941 42,487
Total administrative expenses 3, l£3, 130 1,567,@_

*Included in current year donations is an amount of $165,567 (M59.36 million) (2016:$334,42] (W92.26
million)} spent on capacity building in the Nigerian power sector. Also, Included in donations is an amount of
$148,783 (}446.94 million) (2016:Nil) spent on purchase of two motor vehicles to enhance mobility of
stakeholders in the Nigerian power sector.

**Included in insurance is the guarantee premium for Partial Risk Guarantee (PRG) and Multilatera] Investment
Guarantee Agency (MIGA) of $6.32 million (N2.01 billion) (2016: $3.29 million (}4907.68 million)) paid on the
amounts drawn down as of the year end on the PRG and MIGA covererd loan facility.
(b) Other income

Other income represents proceads from insurance claim during the year (2016:Nil).

6 Net finance costy 2017 2016
Finance income H'000 000
Net foreign exchange gain {1,894,942) (2,819,320)

(1,894,942)  (2,819,320)

Finance costs 2017 2016
000 H'000

Interest expense 8,663,323 3,364,203
Other financing fees (Note 6(a)) 2,252,030 2,689 652
10,915,353 6,053,855

Net finance costs 9,020,411 3.234,53%
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{(a) Other financing fees represent costs incurred on commitment feas, monitoring fees, agency fees and other
lender related fees paid during the year as servicing fees for the Company's external loan facilities.

7 Loss before income tax
(a) (i) Loss before income tax is stated after charging/(crediting):

2017 2016
000 000
Depreciation of property, plant and equipment 81,775 29,796
Auditors' fees (Mote 7(a)(1i}) 40,000 40,004
Employee benefit expense (Note 7(b)(i)) 128,071 92,975
Foreign currency exchange gain (1,894,942 (2,819,320)
(i) Anditor's remuneration
2017 2016
®'000 000
Audit fees 40,000 40,004
Not-audit fees - -
40,000 40,004
(b) Directors and employees -
() the year comprise:
2017 2016
¥000 #®000
Salaries and allowances 117,857 84,698
Employer's pension contribution 10,214 8,277
128,071 92,975
(ii} The average number of full time persons emplayed by the Company during the year was as follows:
2017 2016
Number Number
Finance 4 4
Commercial 2 -
Legal & Compliance 1 1
Community Relations 4 4
Administration 11 14
22 23

]
{iii) Number of employees of the Company, other than Directors, whose duties were wholly or mainly
discharged in Migeria, received remuneration {excluding pension contributions) in the following ranges:

2017 2016

4 MNumber MNumber
0 - 1,000,000 - 9
1,000,001 - 3,000,000 10 4
3,000,001 - 5,000,000 4 4
5,000,001 - 7,000,000 2 1
7,000,001 - 9,000,000 2 3
9,000,001 - 11,000,000 2 !
Above 11,000,000 2 1
¥ 23

{iv) The directors of the Company did not receive any remuneration as Directors during the year (2016: Nil).
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Income taxes
Intome tax expense

]

(@

(b)

(c)

Amounts recognised in profit or loss

The Company eamned no revenue and was in a tax loss position based on computations using applicable tax
rules and after adjusting for certain items of expenditure and income, which are not deductible or
chargeable for tax purposes, In addition, the Company is not subject to minimum tax as maere than 25% of
its paid up capital is imported equity.

2017 2016
»'000 w000
Current tax expense
Income tax - -
Tertiary education tax - -
Charge for the year - -
Deferred tax expense
Origination and reversal of temporary diffaretices (3,413,331) -
Recogrition of previously unrecognised tax losses (2,651,242) -
Recognition of previously unrecognised taxable difference 788,181 -
(5,276,392) -
Tax recognised in other comprehensive income includes defarred tax arising on:
2017 2016
¥'000 oo
Cashflow hedges (102,778) -
{102,778} -
Reconciliation of effective tax rotes
Yo 2017 %o 2016
®'000 000
Loss before income tax (12,177.671) (4,802,418)
Income tax using the statutory tax rate 30 (3,653,301) 30 (1,440,725)
Tertiary education tax at 2% 2 (2413,553) - -
Effect of:
Tax incentives - (318) -
Tax-exempt income - (636) -
Non deductible expenses (23 329,195 ) 104,697
Changes in estimates related to prior year {H 155,282 (2) 91,988
Recognition of previously unrecognised tax
losses 22 (2,651,242) - -
Recognition of previously unrecognised
taxable temporaty diffsrances (6) 788,181 - -
Movement in unrecognised deferred tax asset - - (26) 1,244,040
Total inecome tax expense in Income
statement 45 !5,276,392! - -
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Arara Power West Afrvica Limited
Annict! Report
31 December 2017

Notes to the financial statements
(b} Power plant under construction

(c)

(d)

2017 2016
000 000
Development costs* 12,735,135 12,735,135
Borrowing costs capitalised 26,313,038 12,015,045
Construction costs (including engineering, procurement and
construction (EPC) contract costs) 117,926,452 65,995,335
Net commissioning cost (Note 21(b)) 4,444,779

—_ 161,419,404 ~ 90,745,575
*Development costs are costs incurred on professional, consultaney, advisory and legal services in
connection with the design, development and procurement of the Company's power plant. The
Company commenced the construction of its power plant on 4 January 2016, hence, all development
activities ceased. As such, there ware no movements in this account during the year.
Reconciliation of additions to property, plant and equipment to statement of cash flows

2017 2016

000 000

Additions per movement in Note 9(a) 51,471,470 56,304,736
Construction costs not paid (619,535  (17.169,738)
Prior year construction costs paid during the year 17,169,738 -
Additions to capitalised borrowing costs (Note 18(h)) (14,297.993) (8,818.824)
Cash paid for additions during the year 33,723,680 30,316,174

Collateral on loan security

The Company has funding arrangements with fifteen (15) international and local lending institutions
for a total facility amounting to $566.5 million and 324 billion ($120.3 million) under the Common
Terms and Agreement. The Company has granted charge over its assets and claims as security for its
obligation under the agreement. This arrangement continues until all obligations to the these lenders
have been fully discharged by the Company. See Note 18(a)(ii).

10 Intangible assets Software under

Licence costs development Software Taotal
Cost MO0 #0000 =000 000
Balance at | January 2016 32,715 16,640 - 49,355
Additions - - - -
Reclasses - (16,640) 16,640 -
Translation Difference 18,945 - 9,505 28,450
Balance at 31 December 2016 __51.660 _ - 26,145 77,805
Balance at 1 January 2017 51,660 - 26,145 77,805
Additions - - 8,273 8,273
Reclagges - - - -
Translation Difference 7.211 - 4,985 12,196
Balance at 31 December 2017 58.871 - 39,403 98,274
— —— — —

Amortisation
Balance at | January 2017 - - 6,615 6,615
Charge for the year - - 6,635 6,635
Translation Difference - 1,721 1,721

Balance at 31 December 2017

= — 14,971 14,971

Carrying amounts

At 31 December 2016 5]!660 - 19,530 71,190
At 31 December 2017 582871 - 24,432 833303
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Azura Power West Africa Limited
Arnual Report
31 December 2017

Notes to the financial statements

(a) Licence costs represents costs incurred in obtaining a power generation licence from the Nigerian
Electricity Regulatory Commission (NERC) for on-grid electricity generation, The licence was originally
valid for 10 years (until November 2021). In 2012, the Company obtained an extension of the licence for
additional 5 years i.e. until November 2026. In accordance with the Company's policy, no amortization
was charged on the licence as the Company is yet to commence power generation. Amortisation will
commence on the power generation date till the date of expiry of the licence.

11 Trade and other recelvables

2017 2016
=000 w000
Trade receivables ( Note 21(b)) 37,517 -
Gas Sales and Purchase Agreement (GSPA) L/C (in favour of Seplat)* 6,914,231 10,512,810
Gas Transportation Agreement (GTA) L/C (in favour of Nigerian Gas
Company)** | 3,514,251 3,083,535
Power Purchase Agreement L/C (in favour of Nigerian Bulk Electricity
Trading Company Plo)** 1,795,000 1,575,000
Employee tecigvables 648 315
Due from related parties (Note 11(a)) 1,774 -
Sundry receivables 8,062

12,271 483 15,171,660

Current 12,271,483 9,105,390
Nen-current portion (GSPA L/C)* - 6,066,270
12,271,483 15,171,660

treeeeeeee——— 90—

{b) Amount due from related parties comprises;

2017 2016

000 000

Azura Power Holdings Limited (APHL) (Note 24(e)) 1,774 -
1:774 -

*Amount represents balance on an initial deposit of $55 million paid in 2015 to collateralise an irrevocable
letter of credit (LC) issued in favour of Seplat Petroleurn Development Company Ple (Seplat), the gas
supplier under the Gas Sales and Purchase Agreement (GSPA). The deposit would be released to the
Company over a period of 36 months, with the final release scheduled for November 2018, As such, none
of the amounts was classified as non-current as at year end.

** These amounts represent cash deposits used to collateralise irrevocable standby letters of credit (L/C)
issued in favour of the Nigerian Gas Company (NGC) and the Nigerian Bulk Electricity Trading Company
Ple (NBET). The letters of credit were issued by a Nigerian commercial bank and are renewable annually.
As such, the amounts have been classified as current.

Information about the Company’s exposure to credit and market risks, and impairment losses for other
receivables is included in Note 23(a).
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Azitra Power West Africa Limired
Annual Repert
31 December 2017

Notes to the financial statements

12

13

14

15

[nventory

Inventory relates to gas purchased under the Gas Sales and Purchase Agreement (GSPA) during the
Company’s first fire which was unutilised as at year end. Inventory consumed included as pan of the
power plant under construction amounted to $0.111 million (339.8 million) (2016: Nil).

Prepayments 2017 2016

000 ¥000
Rentals 14,001 24,570
Insurance 382,467 570,465
Transaction costs* 6,371,813 9,761,220
Registration charges 2,154 10,080
Advances to contractors 2,474,074 424,620

9,244,509 10,790,935

Current 9,244,509 605,745
Non-eurrent portion - 10,185,210
9,244 509 10,790,955

*These are prepaid commitment fees, facility fees, monitoring fees and upfront fees that relate to the
undisbursed loan facilities amounting to ¥73.16 billion ($203.79 million) (2016: ¥96.5 billion ($306.4
million)) at 31 December 2017. In the directors’ view, there is a reasonable assurance that the undisbursed
lean facilities will be fully drawndown by the Company within 12 months from the year end.

Cash and cash equivalents

2017 2016

=000 w000

Bank balances 7.886,350 32,993,415
Cash in hand 3,098 945

7,889,448 32,994,360

Included in the Company's cash and cash equivalents is an amount of $0.29 millien (#103.55 million) set
aside in a separate bank account for the purpose of paying compensation to the former occupants of the
land transferred to the Company by the Edo State Government. The Company cannot make payments from
this balance for any purpose other than payment of compensations. See Note 20 to these financial
statements.

Share capital

Share capital comprises: 2017 2016
w000 000

Autharised share capital;

10,000,000 ordinary shares of 1 each converted at ¥199.5/§1 ___ lo,o0 _—Eﬂ

Allotted and called-op share copital paid:

Ordinary shares of ¥1 each 3,874 3,874
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Agtra Power West Africa Limited
Annual Report
3! December 2017

Notes to the financial statements

16

17

Ordinary shares

All shares rank equally. The holders of ordinary shares are entitled to receive dividends as declared from
time to time and are entitled to one vote per share at meetings of the Company.

Azura-Edo Limited (the Company's parent) has charged all its shares in the Company in favor of the
Company's external lenders until all obligations to the lenders have been fully discharged (Note 18(a)(ii}).

The Company is restricted from paying dividends until certain conditions agreed in the Common Terms
Agreement (CTA) with the external lenders have been fully satisfied.

Share premium
Share premium reserve represents the excess paid by shareholders over the nominal value of the ordinary
share capital.

Nature and purpose of reserves

(a) Hedging reserve :
The hedging reserve comprises the effective portion of the cumulative net change in the fair value of
hedging instruments used in cash flow hedges pending subsequent recognition in profit or loss as the
hedged cash flows or items affect profit or loss.

{b) Translation reserve
Translation reserve comprises all foreign currency differences arising from the translation of the
financial statements prepared in the Company's functional currency (US Dollar) into these financial
staternems prepared in the Company's presentation currency (Nigerian Naira).

18 Loans and borrowings

(a) Loens and borrowings comprise loans as shown below:

2017 2016

=000 H000

Azura-Edo Limited (Note 18(a)(1)) 61,492,758 46,201,995
Foreign Loan (Senicr) { Note 18(a)(ii) 96,317,321 51,753,870
Foreign Loan (Mezzanine) (Note 18(a)(ii)) 20,098,628 22,003,380
Loca! Loan (PAIF) ( Note 18(a)(ii)) 10,842,310 7.095,690
Promissory Notes ( Note 18(a)(iii)) 1,257,451 894,600
199.0085468 M

Loans and borrowings are analysed into current and non-current liabilities based on the timing of
repayment obligation as follows:

2017 2016

#000 #0000

MNon-current liabilities 187,836,747 122,956,971
Current liabilities 11,171,721 4,992 564

199,008,468 127,949,535
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Azitra Power West Africe Limited
Annual Report
31 December 2017

Notes to the financial statements
(i) On 1 December 2014, the Company entered into a seven year shareholder [oan agreement with Azura-Edo Limited

{which extinguished the Development Cost Loan Agreement (DCLA) entered in 2013, as amended), with a facility
amount of $118.71 million,

On 20 December 20135, the seven (7) year term loan of $§118.71 million was extinguished and replaced by an eight
(8) year term loan facility of $129.73 million. Based on the new loan agresment, interest shall accrue on the entire
loan from date of the loan agreement up to the final repayment date. Interest is set at 20,02% from loan agreement
date to Commercial Operation Date (COD) and 15% from COD to final repayment date. In prior year, the
directors, based on information available estimated COD to be 31 December 2018 and have used this in calculating
the cash flows of the loan. During the year, the directors reassessed the Commereial Qperation Date (COD) to be
May 2018 based on the most recent project plan. A significant change in the COD materially affects the carrying
amount of the loan (See Note 18(c)). This loan ig subordinated in favour of loans from the external lenders (Wote
18(a)(ii)) and is unsecured. Total interest and principal repayments would be made at the end of the sighth
anniversary.

During the year, the total interest accrued on the loan amounted to $24.62 million {(347.83 billien) (2016: $25.5
million (%7.0 billion). There were no drawdowns on the loan during the year as the total facility amount was fully
drawndown in 2015,

(ii} On 9 December 2015, the Company entered into an amended and restated Common Terms Agreement (CTA)
between the Borrower (the Company), the DFI Lenders, Original IBRD Covered Lenders, the Original MIGA
Covered Lenders, the Original Local Lender (PAIF), the Mezzanine Lenders, the Global Mandated Lead Arranger
and Structuring Bank, the Joint Mandated Lead Armanger, the Co-Lead DFI Arrangers, the Local Loan Arranger,
the IBRD Facility Agent, the MIGA Facility Agent, the Local Facility Agent | the Intercreditor Agent and the
Hedging Banks. Under the Senior Loan Agreements, Mezzanine Loan Agreements and the Local Loan Agreement,
the amount committed by the various lenders are $501.5 million, $65 million and $150 million respectively. The
Company has granted charge over its assets and claims as security for its obligation under the CTA and this
arrangement continues until all obligations to these lenders have been fully discharged by the Company. Also,
Azura-Edo Limited has charged all its shares in the Company in favor of these external lenders until all obligations
to the lenders have heen fully discharged.

As at year end, total interest accrued in the current year amounted to $37.1 million 31181 billion (2016: $18.9
million). During the year, $131.7 million (841.9 billion) was drawn down on the loan (2016: $177.02
million(3}47.5)) and total amount of $13.2 million (M4.21 billion) was capitalised as transaction costs incurred on
these loans (2016: $10.2 million (342.8 billion)). As at year end, undisbursed loan facilities available to the
Company amounted to $156.41 million.

The PAIF loan wag initially recognised at fair value, being the present value of the expected future cagh flows
discounted at market-related interest rates, The difference between the fair value and face value of the loan
amounting to #5.5 billion (§17.1 million) has been recorded as a government grant (deferred income) (2015: ¥7.7
billion ($24.5 millien)) (Note 19). As at year end, undisbursed loan facilities available to the Company amounted
to N¥5.62 billion ($15.66 million).

(iii} On 23 December 2015, the Company issued a promissory note to Edo State Governmernt with a nominal value of

$3.33 million in aceordance with the subscription agreement with the Company.
The amounts owed pursuant to this promissory note are unsecured. Interest shall acerue on this promissory note at
20.02% from the date of the promissory note up to the Commercial Operation Date (COD) and 15% from COD to
final repayment date. In prior years, the directors have, based on information available estimated COD to be 31
December 2018 and have used this in calculating the cash flows of the lean. During the year, the directors
reassessed the Commercial Operation Date (COD) to be May 2018 based on the projset plan. A significant change

in the COD materially affects the earrying amount of the loan (See Note 18(c)).
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Total interest and principal repayments would be paid at the end of the eighth Anniversary.

Annnal Repart
3] December 2017

As at the year end, the carrying value of the promissory note was $3.5 million(¥1.3 billion) (2016: 32.8 million
(H2894.9]1 million)). Total interest accrued on the promissory note in the current year amounted to $0.7 million

(®210.8 tnillion) (2016: $0.6 million (3174.7 million)),

(b) The movement in loans during the year was as follows:

2017 2016
=000 #000
Balance at 1 January 127,949,535 45,036,647
Proceeds from loan drawn down during the year 41,917,759 48,838,600
Transaction costs on loans and borrowings (4,211,695) (2,812,267
Accrued interest 19,848,680 12,404,014
Interest paid (6.838,754) (1,875,224)
Fair value gain recognised as deferred income (Note 19} (2,482,915) (3,589,329)
Net foreign exchange difference (1,091,107 {3.184,046)
Translation Difference 23,916,965 33,131,140
Balance at 31 December 199,008,458 127!9495535

*Total borrowing costs arising from loans and borrowings capitalised as additions to plant under construction
during the year was $35.15 million (3414.30 billion) (2016:$31.96 million (8.2 billion)) (see note 9(c)).

() Change in estimate

During the year, the directors reassessed the Commercial Operation Date (COD) from 31 December 2018 to May
2018 based on the project plan. As a result, interest on the shareholder loan and promissory note would accrue at
20.02% from the date of the shareholder loan and promissory note respectively up to the Commercial Operation
Date (COD) while interest would accrue at 15% from COD to final repayment date. The effect of these changes

on actual and expected interest costs, included in 'borrowing costs’, was as follows:

2018 2019 2020

000 000 w000

Decrease in borrowing costs for shareholder loan (3.416,244) 538,859 (397,054)
Decrease in interest expense for promissory note (87,596) (11,808) (10,052}

Later
¥'000
{631,122)
(16,155)

Information about the Company's exposure to interest rate, foreign eurrency and liquidity risks is included in Note 23,

Deferred income

In 2015, the Company obtained a Naira denominated long term loan amounting to 7.9 billion ($33.4 million) from
the Bank of Industry (BOI) through a commercial bank in Nigeria and facilitated by the CBN PAIF concessional
window. The loan is to be repaid over a period of 10 years, [nterest will be payable on outstanding loan balances at the
rate of 7% per annum. The loan is secured on the independent power plant project of the Company and was obtained
exclusively to finance the Company's independent power plant project. During the year, additional drawdewns

amounting to N5.5 billion ($17.1 million) were obtained by the Company through this window.
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Notes to the financial statements
These loans were initially recognised at fair value, being the present value of the expected future cash flows discounted
&t the obtainable market-related interest rates on the drawdown dates ranging between 22% and 25%. The difference
between the fair value and face value of the loans has been recorded as a government grant (deferred income). See Note
18(b) to these financial statements. The grant would be amortized over the economic useful life of the plant when the
Company commences depreciation of the plant.

The movement in deferred income during the year is as follows:

2017 2016
®OOO =000
Balance as at 1 January 7,731,360 2,300,960
Additions (Note 18(b)) 2,482915 3,589,329
Translation Differences 1,398,007 1,841,071
Balance as at 31 December 11,612,282 7,731,360
26 Provisions
Provisions comprise:
2017 2016
H'000 M'000
Resettlement costs (Note 20(a)) 08,773 218,610
08,773 218,610

{a) Provisions of ¥98.77 million ($0.275 million) represents the Company's estimate of remaining costs that would be
incurred to resettle the outstanding occupants of the land transferred from the Edo State Government in order to
mak