NCD Water and Sewerage Limited (Trading as EDA Ranu)

Notes to the Financial Statements
For the Year Ended 31 December 2019

2 Significant accounting policies (Continued)

(P

(q)

Provision and contingencies
Provisions are recognised when:

i. the Company has a present obligation (legal or constructive) as a result of a past event;
ii. itis probable that the Company will be required to settle the obligation; and
iii. a reliable estimate can be made of the amount of the obligation.

The amount recognised as a provision is the best estimate of the consideration required to settle the present
obligation at reporting date, taking into account the risks and uncertainties surrounding the obligation. Where a
provision is measured using the cash flows estimated to settle the present obligation, its carrying amount is the
present value of those cash flows.

When some or all of the economic benefits required to settle a provision are expected to be recovered from a
third party, the receivable is recognised as an asset if it is virtually certain that reimbursement will be received
and the amount of the receivable can be measured reliably.

Amounts are considered contingent liabilities when:

s a possible obligation that arises from past events and whose existence will be confirmed only by the
occurrence or non-occurrence of one or more uncertain future events not wholly within the control of the
Company; or

e apresent obligation that arises from past events but is not recognised because:

i. itis not probable that an outflow of resources embodying economic benefits will be required to settle
the obligation; or

ii. the amount of the obligation cannot be measured with sufficient reliability.
Amounts are considered contingent assets when:

Contingent assets are not recognised in the financial statements but disclosed in the notes to financial
statements when an inflow of economic benefits is probable.

Borrowings

Borrowings captions in the statement of financial position include:

e loans and advances measured at amortised cost, they are initially measured at fair value plus incremental
direct transaction costs, and subsequently at their amortised cost using the effective interest method: and
» lease receivables.

When the Company purchases a financial asset and simultaneously enters into an agreement to resell the
asset (or a substantially similar asset) at a fixed price on a future date, the consideration paid is accounted for
as a loan or advance, and the underlying asset is not recognised in the Company's financial statements.

Retained earnings

Retained earnings represents the cumulative balance of periodic net income or loss, dividend distribution, prior
period adjustments, effect of changes in accounting policy and other capital adjustments. When retained
earnings account has a debit balance, it is called "deficit", and presented as deduction from equity.
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23 Financial instruments (Continued)
Risk management framework (Continued)
(a) Credit risk (Continued)
The average credit period is 30 days. No interest is chargad on outstanding trade receivables.

The Company always measures the loss allowance for trade receivables at an amount equal to lifetime ECL.
The expected credit losses on trade receivables are estimated using a provision matrix by reference to past
default experience of the debtor and an analysis of the debtor's current financial position, adjusted for factors
that are specific to the debtors, general economic conditions of the industry in which the debtors operate and an
assessment of both the current as well as the forecast direction of conditions at the reporting date. There has

been no change in the estimation techniques or significant assumptions made during the current reporting
period,

The Company writes off a trade receivable when there is information indicating that the debtor is in severe
financial difficulty and there is no realistic prospect of recovery, e.g. when the debtor has been placed under
liquidation or has entered into bankruptey proceedings, or when the trade receivables are over two years past
due, whichever occurs earlier. None of the trade receivables that have been written off is subject to
enforcement activities.

Expected credit losses assessment for trade receivables as at 1 January 2019 and 31 December 2019

The Company uses an allowance matrix to measure ECLs of trade receivables from individual customers.
Losses are calculated using a roll rate method based on the probability of a receivable progressing through
successive stages of delinquency to write-off. The loss rates were calculated based on actual credit loss
experience over the past two years. These rates were multiplied by scalar factors to reflect differences between
esconomic conditions and the Company’s view of economic conditions over the expected lives of the
receivables. Scalar factors used are based on actual and forecasted GDP growth rate. The loss rates
calculated did not result in a material loss allowance for trade receivables.

The following table provides information regarding the maximum credit risk exposure of the Company arising
from the principal financial assets as at 31 December 2019 and 2018:

Neither past
2019 due nor :gts:nc:ugi:?;; Impaired Total
impaired PG”K PGK PGK
PGK
Cash and cash equivalents 26,352,002 - - 26,352,002
Trade receivables (gross) 3,399,346 16,255,943 66,111,700 85,766,988

29,751,348 16,255,943 66,111,700 112,118,990
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23 Financial instruments (Continued)

Risk management framework (Continued)

(b)

(a) Credit risk (Continued)

Neither past

Past due but .
PGK
Cash and cash equivalents 17,822,296 - - 17,822,296
Interest bearing deposits 1,408,536 - 4 1,408,536
Trade receivables (gross) 10,124,575 5,041,412 42,864,792 58,030,779

29,355,407 5,041,412 42,864,792 77,261,611

Cash and cash equivalents

The Company limits its exposure to credit risk by investing its cash and cash equivalents with reputable banks
and other institution.

In the normal course of its business the Company incurs credit risk from customers. There are no significant
concentrations of credit risk. The Company has a credit policy to manage exposure to credit risk. As part of this
policy, limits on exposures have been set and are monitored on a regular basis.

The Company held cash at bank K26,352,002 (2018: K17,822,296). Cash at bank is held with banks which are
rated AA- and B based on S&P’s ratings.

Impairment on cash at bank has been measured on a 12-month expected loss basis and reflects the short
maturities of the exposures. The Company considers its cash at bank has a low credit risk based on external
credit ratings of the counterparties.

Liquidity risk

Liquidity risk is the risk that the Company will encounter difficulties in meeting the obligations associated with its

financial liabilities that are settled by delivering cash or another financial asset. The Company's approach to

managing liquidity risk is to ensure as far as possible that it will always have sufficient liquidity to meets its
obligations when due under normal and stressed conditions without incurring unacceptable losses or risking
damage to the Company's reputation.

The following are the contractual maturities of financial liabilities, including estimated interest payments and
excluding the impact of netting agreements:
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23 Financial instruments (Continued)

(b)

(c)

(d)

Liquidity risk (Continued)

The following table summarises the maturity profile of the Company's financial liabilities as at 31 December
2019 and 2018, based on the contractual undiscounted payments:

On demand 1-5 years Over 5 years Total
Other financial liabilities PGK PGK PGK PGK
2019
Trade and other payables 32,720,779 - - 32,720,779
On demand 1-5 years Over 5 years Total
Other financial liabilities PGK PGK PGK PGK
2018
Trade and other payables 29,318,713 - - 29,318,713

The following table shows the classification, carrying values and fair values of the Company's financial assets
and financial liabilities as at:

2019 2018
Carrying Carrying

value Fair value value Fair value

PGK PGK PGK PGK
Financial assets
Loans and receivable
Cash and cash equivalents 26,352,002 26,352,002 17,822,296 17,822,296
Interest bearing deposits - - 1,408,536 1,408,536
Trade receivables 85,766,988 85,766,988 58,030,779 58,030,779

112,118,990 112,118,990 77,261,611 77,261,611

Market risk

Market risk is the risk that changes in market prices, such as foreign exchange rates and interest rates will
affect the Company's income or the value of its holdings of financial instruments. The objective of market risk
management is to manage and control market risk exposures within acceptable parameters.

Operational risk

Operational risk is the risk of direct or indirect loss arising from a wide variety of causes associated with the
Company's processes, personnel, technology and infrastructure and from external factors other than credit,
market and liquidity risks such as those arising from legal and regulatory requirements and generally accepted
standards of corporate behaviour. Operational risks arise from all of the Company’s aperations. The Company's
objective is to manage operational risk so as to balance the avoidance of financial losses and damage to the
Company's reputation with overall cost effectiveness and to avoid control procedures that restrict initiative and
creativity.
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Capital management

The Directors' policy is to maintain a strong capital base so as to maintain investor, creditor and market confidence
and to sustain future development of the business. Capital consists of share capital and retained earnings. The
Directors manitors the return on capital as well as the level of dividends to ordinary Shareholders.

The Directors seek to maintain a balance between the higher returns that might be possible with higher levels of
borrowings and the advantages and security afforded by a sound capital position. There were no changes in the

Company's approach to capital management during the year. The Company is not subject to any externally-imposed
capital requirements,

Contingent liabilities

The Directors are not aware of any contingent liabilities at 31 December 2019 other than those already recognised in
the financial statements (2018: Nil).

Commitments
The Company has no capital commitments as at 31 December 2019 (2018: Nil).
Events after the financial reporting date

On the 11 March 2020, the World Health Organisation declared the Coronavirus (COVID-19) outbreak to be a
pandemic in recognition of its rapid spread across the globe, with over 150 countries now affected. Many governments
are taking increasingly stringent steps to help contain or delay the spread of the virus. Currently, there is a significant

increase in economic uncertainty which is, for example, evidenced by more volatile asset prices and currency
exchange rates.

For the Company’s 31 December 2019 financial statements, the Coronavirus outbreak and the related impacts are
considered non-adjusting events. Consequently, there is no impact on the recognition and measurement of assets and
liabilities. Due to the uncertainty of the outcome of the current events, the Company cannot reasonably estimate the
impact these events will have on the Company's financial position, results of operaticns or cash flows in the future,

Subsequent to year end, the National Parliament of Papua New Guinea repealed the governing National Capital
District Water and Sewerage Act 1986 through the National Water Supply and Sanitation (Amendment) Act 2020. The
Company ceased operations from 4 November 2020. As such, these financial statements have been prepared on a
basis other than going concern. Refer to Note 1(c) for further details.

Approval of financial statements

The date the financial statements were approved by the Board of Directors and authorised for issue is shown in the
directors' declaration.
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