














Powerco Executive Profiles

RICHARD KROGH NIGEL BARBOUR ELANGA EKANAYAKE

RICHARD KROGH

Mr Krogh is the Chief Executive of Powerco Limited and is an Executive Director on the Powerco Board.
Please refer to page 2 for Mr Krogh's biography.

NIGEL BARBOUR

Mr Barbour is General Manager Electricity and an Executive Director on the Powerco Board.
Please refer to page 3 for his biography.

ELANGA EKANAYAKE

Mr Ekanayake is Chief Financial Officer of Powerco Limited and an Executive Director of the Powerco Board.
Please refer to page 2 for his biography.
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BLANE EVANS-PARKER ‘ PAUL GOODEVE

BLANE EVANS-PARKER BSC(HONS), MBA INFORMATION SERVICES MANAGER

Mr Evans-Parker is responsible for the management of Powerco’s Information Technology, Telecommunications
and Business Programme Office. This includes managing the IT&T operation while also developing and
implementing a company-wide information management strategy.

Mr Evans-Parker studied Mathematical Sciences for his first degree and has worked in the United Kingdom for
several high-tech companies such as BNFL, the Ministry of Defence and Digital Equipment Co. He then completed
an MBA before emigrating to New Zealand in 1993.

In New Zealand, Mr Evans-Parker has worked for businesses, including Progressive Enterprises as Group
Development Manager and Fletcher Challenge as Director of Technology. During this time he has managed several
diverse business areas including IT, environment, health and safety, payroll, engineering, plant maintenance, shared
services and major projects.

Note: Following an internal restructure Mr Evans-Parker is on secondment as Powerco’s Acting General Manager
Gas. In his absence Marie Collins is Acting Information Services Manager.

PAUL GOODEVE
LLB, BCA, CA, BARRISTER AND SOLICITOR OF THE HIGH COURT OF NEW ZEALAND REGULATORY AND BUSINESS MANAGER

Mr Goodeve joined Powerco in 2004 and is the Regulatory and Business Manager. His portfolio includes electricity
and gas industry regulation, corporate affairs, risk management, legal compliance and legal services.

Prior to taking up the role of Regulatory and Business Manager Mr Goodeve was Powerco’s Pricing, Risk and
Regulatory Manager. His professional training is in law and commerce.
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Powerco Corporate Governance

CORPORATE GOVERNANCE POLICIES

The capitalised terms used in this section of the annual report have defined meanings that are explained at the end
of this section.

Following the successful takeover offer for Powerco made by BBI Networks (NZ) in late 2004, Powerco is now

a wholly owned subsidiary of BBl Networks (NZ) and a member of the Babcock & Brown Infrastructure Group.
Accordingly, Powerco follows the corporate governance policies, practices and procedures adopted by its ultimate
Parent Company, Babcock & Brown Infrastructure, including policies in relation to:

« Conflicts of interest;

»  Continuous disclosure;

- Related party transactions;

« Trading in Babcock & Brown Infrastructure stapled securities; and
» External auditors.

For complete details of Babcock & Brown Infrastructure’s corporate governance statement and of the compliance
of Babcock & Brown Infrastructure with the ASX Corporate Governance Council’s Principles of Good Corporate
Governance and Best Practice Recommendations, please refer to Babcock & Brown Infrastructure’s most recent
annual report (available from www.bbinfrastructure.com).

ROLE AND RESPONSIBILITY OF THE POWERCO BOARD

Following the 2004 takeover, the Board is now appointed directly by BBIL. The role of the Board is to govern the
Company within legal and ethical constraints and to supervise the management of the Company.

In carrying out its governance role, a key task of the Board is to drive the performance of the Company. It does this
through establishing Powerco’s objectives and the major strategies for achieving these objectives, while meeting
the key Babcock & Brown Infrastructure corporate governance policies, within which the business of the Company
is conducted (including, for example, systems and processes for monitoring performance, compliance, disclosure,
internal control and risk management).

POWERCO GLOSSARY

This section sets out the meanings of a number of capitalised terms used in this section of the annual report.

ASX means the Australian Stock Exchange Limited (ABN 98 008 624 691)

Babcock & Brown Infrastructure means: (a) BBIL; and (b) BBI Trust of which BBIS is the trustee and
licensed responsible entity

BBIL means Babcock & Brown Infrastructure Limited (ABN 61 100 364 234)
(formerly Prime Infrastructure Management Limited)

BBI Networks (N2Z) means BBl Networks (New Zealand) Limited (formerly Prime Infrastructure
Networks (New Zealand) Limited)

Board means the Board of Directors of Powerco
Company means Powerco Limited
Parent means BBl Networks (NZ) Limited

Powerco means Powerco Limited



Financial Statements

Powerco Limited
Statutory Information

Substantial Security Holders

The Company’s register of substantial security holders, prepared in accordance with section 25 of the Securities
Markets Act 1988 recorded the following information as at the date of this Annual Report:

Type of voting Number of voting
Name securities securities
BBI Networks (New Zealand) Limited Ordinary Shares 316,186,775

As at the date of this Annual Report, the total number of issued voting securities was 316,186,775 ordinary shares.

Equity Security Holder Information
As at 1 August 2008:

Percentage of issued
Name Ordinary shares ordinary shares

BBI Networks (New Zealand) Limited 316,186,775 100%

Directors’ Equity Securities
The Directors of Powerco Limited held no relevant interests in Equity Securities in the Company as at 30 June
2008.

Quoted Security Holder Spread
As at 1 August 2008:

Size of Holding Number of holders Holding quantity
ORDINARY SHARES

Over 100,000 1 316,186,775
Total 1 316,186,775
GUARANTEED BONDS (ISSUED 29 MARCH 2004)

5000 up to 100,000 1192 28,771,000
100,000 and over 193 221,229,000
Total 1385 250,000,000

SUBORDINATED BONDS (ISSUED 15 APRIL 2005)

5000 up to 100,000 1149 28,346,000
100,000 and over 123 71,654,000
Total 1272 100,000,000
GUARANTEED BONDS (ISSUED 28 SEPTEMBER 2005)

5000 up to 100,000 250 7,071,000
100,000 and over 68 172,929,000
Total 318 180,000,000
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Credit Rating
As at the date of this Annual Report, the Company has the following credit ratings:

Rating Agency Short term Long term
Standard & Poor's A-2 BBB (stable)
NZX Waivers

No waivers have been granted to the Company by New Zealand Exchange Limited in the 12 months prior to
31 July 2008.

Enforcement Action by NZX
No enforcement action has been taken by NZX during the 12 months ended 30 June 2008 under Listing Rule 5.4.2.

Companies Act 1993

In accordance with section 211(3) of the Companies Act 1993 (the Act), BBI Networks (New Zealand) Limited,
as the Company’s sole shareholder, has resolved that the Company’s annual report for the 12 months ended
30 June 2007 need not comply with sections 211(1)(a), 211(1)(e) to (j) and 211(2) of the Act and accordingly this
Annual Report does not state the particulars required by those sections.

This Annual Report is dated 22 September 2008 and is signed on behalf of the Board by:

’
Richard Krogh Nigel Barbour
Director Director
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Powerco Limited

Group Income Statement
For the year ended 30 June 2008

Notes

CONTINUING OPERATIONS
Revenue 1
Cost of sales

Gross profit

Other income 1
Other (losses)/gains 1
Operating expenses 2
Administration expenses 2
Other expenses 2
Earnings before interest and taxation

Finance costs 3
Operating surplus before taxation

Income tax expense 4

(Loss) / Profit for the period from continuing operations

DISCONTINUED OPERATION

Profit for the year from discontinued operations 6
(Loss) / Profit for the period

Attributed to:

Equity holders of Parent

Minority interest 9

The accompanying notes form part of these Financial Statements

Group Group Parent Parent
30 J!lﬁir [:g 30 J)l’;é:‘ (§(7) 30 J!(J?lir (t)g 30 JY:;Zr 33
NZ$000 NZ$000 NZ$000 NZ$000
366,948 351,438 351,030 343,645
(69,339) (73,881) (63,930) (68,067)
297,609 271,557 287,100 275,578
227 211 151 2,319
(14,209) 24,750 (14,209) 24,750
(40,445) (39,159) (40,445) (39,159)
(36,081) (29,723) (26,282) (24,358)
(86,711) (77,579) (80,170) (75,043)
120,390 156,057 126,145 164,087
(102,147) (86,259) (93,726) (83,733)
18,243 69,798 32,419 80,354
(24,740) (2,202) (29,532) (5,739)
(6,497) 67,596 2,887 74,615
(6,497) 67,596 2,887 74,615
(6,497) 67,596 2,887 74,615
(6,497) 67,596 2,887 74,615




Powerco Limited

Group Statement Of Changes In Equity

For the year ended 30 June 2008

Foreign
Share Retained Exchange Hedge
Capital Earnings Reserve Reserve Total
Notes NZ$000 NZ$000 NZ$000 NZ$000 NZ$000
GROUP
Balance as at 30 June 2006 570,300 (35,280) 4,807 (6,689) 533,138
Exchange differences arising on translation of
foreign operations 8 - - (5,587) - (5,587)
Cash flow hedges:
Gain taken to equity 8 - - - 14,817 14,817
Income tax on items taken directly to or
transferred from equity 4 - - - (4,326) (4,326)
Net income and expense recognised directly
in equity - - (5,587) 10,491 4,904
Cash flow hedges:
Transferred to profit or loss for the period - - - (1,709) (1,709)
Profit or loss for the period - 67,596 > s 67,596
Total recognised income and expense - 67,596 (5,587) 8,782 70,791
Dividends 10 = (69,356) = 2 (69,356)
Balance as at 30 June 2007 570,300 (37,040) (780) 2,093 534,573
Exchange differences arising on translation of
foreign operations 8 - - 9,113 > 9,113
Cash flow hedges:
Gain taken to equity 8 - - - (2,074) (2,074)
Income tax on items taken directly to or
transferred from equity 4 - - - 1,492 1,492
Net income and expense recognised directly
in equity - - 9,113 (582) 8,531
Cash flow hedges:
Transferred to profit or loss for the period - - - (2,587) (2,587)
Profit or loss for the period - (6,497) - - (6,497)
Total recognised income and expense - (6,497) 9,113 (3,169) (553)
Dividends 10 - (51,088) - - (51,088)
Balance as at 30 June 2008 570,300 (94,625) 8,333 (1,076) 482,932

The accompanying notes form part of these Financial Statements



Powerco Limited

Group Statement Of Changes In Equity

For the year ended 30 June 2008

Foreign
Share Retained Exchange Hedge
Capital Earnings Reserve Reserve Total
Notes NZ$000 NZ$000 NZ$000 NZ$000 NZ$000
PARENT
Balance as at 30 June 2006 570,300 (59,721) - (6,689) 503,890
Additions through business amalgamations - 10,570 - = 10,570
As restated 570,300 (49,151) - (6,689) 514,460
Cash flow hedges:

Gain taken to equity 8 - - - 14,817 14,817
Income tax on items taken directly to or
transferred from equity 4 - - - (4,326) (4,326)
Net income recognised directly in equity - - - 10,491 10,491
Cash flow hedges:

Transferred to profit or loss for the period - - - (1,709) (1,709)
Profit for the period - 74,615 - - 74,615
Total recognised income and expense - 74,615 - 8,782 83,397
Dividends 10 - (69,356) = = (69,356)
Balance as at 30 June 2007 570,300 (43,892) - 2,093 528,501
Cash flow hedges:

Gain taken to equity 8 - - - (2,074) (2,074)
Income tax on items taken directly to or
transferred from equity 4 - - - 1,492 1,492
Net income recognised directly in equity - - - (582) (582)
Cash flow hedges:

Transferred to profit or loss for the period - - - (2,586) (2,586)
Profit for the period - 2,887 - - 2,887
Total recognised income and expense - 2,887 - (3,168) (281)
Dividends 10 - (51,088) - - (51,088)
Balance as at 30 June 2008 570,300 (92,093) - (1,075) 477,132

The accompanying notes form part of these Financial Statements



Powerco Limited
Group Balance Sheet

As at 30 June 2008
Group Group Parent Parent
as at as at as at as at
30 June 08 30 June 07 30 June 08 30 June 07
Notes NZ$000 NZ$000 NZ$000 NZ$000
EQUITY
Issued capital 7 570,300 570,300 570,300 570,300
Reserves (87,368) (35,727) (93,168) (41,799)
Parent equity interest 482,932 534,573 477,132 528,501
NON-CURRENT LIABILITIES
Borrowings 12 1,276,606 975,116 1,117,733 862,661
Other financial liabilities 22 84,298 112,773 84,298 112,773
Deferred tax liability 4 156,908 128,869 156,908 128,869
Provisions 13 527 337 412 337
Other non-current liabilities 11 54,526 49,167 -
1,572,865 1,266,262 1,359,351 1,104,640
CURRENT LIABILITIES
Borrowings 12 49 208,544 49 208,544
Provisions 13 2,378 2,976 2,039 2,656
Trade and other payables 14 41,543 37,000 31,730 29,270
Inter-company accounts and inter-company loan 31 - - 18,291
Other current liabilities 15 3,206 3,134 1,687 1,828
Income tax payable - 2,393 -
47,176 254,047 53,796 242,298
Total Equity and Liabilities 2,102,973 2,054,882 1,890,279 1,875,439
NON-CURRENT ASSETS
Property, plant and equipment 17 1,996,647 1,950,829 1,743,347 1,734,729
Intangible assets 18 13,957 12,808 8,632 10,043
Other financial assets 22 18,052 39,767 18,052 39,767
Deferred tax asset 4 18,022 11,302 -
Investment in subsidiary 20 - - 86,315
2,046,678 2,014,706 1,856,346 1,784,539
CURRENT ASSETS
Inter-company accounts and inter-company loan 3 - - 55,503
Inventories 3,483 3,166 50 21
Trade and other receivables 21 34,666 34,272 29,379 32,497
Other financial assets 22 2,817 - 2,817 -
Other current assets 19 1,687 1,904 1,687 2,879
Income tax receivable 115 - - -
Cash and cash equivalents 16 13,527 834 - -
56,295 40,176 33,933 90,900
Total Assets 2,102,973 2,054,882 1,890,279 1,875,439

Nigel Barbour, Director Richard Krogh, Director
22 September 2008 22 September 2008

The accompanying notes form part of these Financial Statements



Powerco Limited

Group Cash Flow Statement
For the year ended 30 June 2008

Group Group Parent Parent
year to year to year to year to
30 June 08 30 June 07 30 June 08 30 June 07
Notes NZ$000 NZ$000 NZ$000 NZ$000
CASH FLOWS FROM OPERATING ACTIVITIES
Cash receipts from customers 383,598 383,439 370,558 362,765
Cash paid to suppliers and employees (160,077) (151,393) (141,232) (134,790)
223,521 232,046 229,326 227,975
Dividends received 7 7 7 7
Interest received 228 211 151 87
GST paid (18,256) (13,110) (19,222) (19,879)
Tasmanian Government contribution - 18,670
Income taxes paid (2,540) (3,451)
Interest paid (97,046) (86,796) (90,438) (84,971)
(117,607) (84,469) (109,502) (104,756)
Net cash provided by operating activities 105,914 147,577 119,824 123,219
CASH FLOWS FROM INVESTING ACTIVITIES
Loans advanced to subsidiaries = = (12,522) (20,895)
Proceeds from sale of property, plant and equipment 2 1,607 (8) 1,607
Purchase of property, plant and equipment (88,015) (140,776) (71,708) (68,111)
Capitalised interest paid 17 - (6,043)
Net cash used in investing activities (88,017) (145,212) (84,238) (87,399)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from borrowings 47,396 60,319 17,014 30,000
Dividend paid (51,088) (69,356) (51,088) (69,357)
Net cash used in financing activities (3,692) (9,037) (34,074) (39,357)
Net increase/(decrease) in cash and cash equivalents 14,205 (6,672) 1,512 (3,537)
Cash and cash equivalents at the beginning of the period (30,727) (24,055) (31,561) (28,024)
Reclassification of working capital advances facility 30,000 - 30,000
Cash and cash equivalents at the end of the period 13,478 (30,727) (49) (31,561)
Comprise the following:
Bank overdraft 16 (49) (1,561) (49) (1,561)
Working capital advances 16 - (30,000) - (30,000)
Cash and deposits 13,527 834
13,478 (30,727) (49) (31,561)

The accompanying notes form part of these Financial Statements



Powerco Limited
Reconciliation Of Group Profit For The Period To Net

Cash Flows From Operating Activities
For the year ended 30 June 2008

Group Group Parent Parent
year to year to year to year to
30 June 08 30 June 07 30 June 08 30 June 07
NZ$000 NZ$000 NZ$000 NZ$000
(Loss)/Profit after taxation (6,497) 67,596 2,887 74,615
ADD/(LESS) NON-CASH ITEMS
Depreciation and amortisation 73,176 68,637 66,642 65,537
Impairment of goodwill - ° > -
Loss on sale of assets 13,536 9,506 13,527 9,506
Non-cash component of finance costs 2,627 2,791 2,627 2,791
Unrealised loss/(gain) on derivatives 14,209 (24,750) 14,209 (24,750)
Non-cash items in relation to investing/financing activities (19,018) 3,072 (14,165) (11,968)
Decrease in current (receivable)/tax payable balances (2,508) (1,201) - -
Increase in deferred tax balances 21,319 4,559 28,039 9,501
CHANGES IN NET ASSET AND LIABILITIES
(Increase)/Decrease in assets
Trade and other receivables (395) 2,400 3,118 (3,661)
Inventories (317) 92 (29) 1
Other current assets 217 1,034 1,192 59
Increase/(Decrease) in liabilities
Trade and other payables 4,543 (245) 2,460 2,075
Current provisions (599) 719 (617) 711
Other current liabilities 72 (1,690) (141) (1,110)
Non-current provisions 190 (88) 75 (88)
Other non-current liabilities 5,359 15,145 - -
Net cash flow from operating activities 105,914 147,577 119,824 123,219

The accompanying notes form part of these Financial Statements
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Powerco Limited
Statement Of Accounting Policies For The Group
Financial Statements For The Year Ended 30 June 2008

General information

Powerco Limited (the Company) is a limited company incorporated in New Zealand. The addresses of its registered office and
principal place of business are disclosed in the directory of the annual report. The principal activities of the Company and its
subsidiaries are described in note 20.

These financial statements have been prepared to comply with the provisions of section 44 of the Energy Companies Act
1992, the New Zealand Companies Act 1993 and the Financial Reporting Act 1993. Powerco Limited is a profit-oriented entity.
The Financial Statements have been prepared in accordance with NZ GAAP. They comply with New Zealand equivalents to
International Financial Reporting Standards, and other applicable Financial Reporting Standards as appropriate for profit-
oriented entities.

The Financial Statements comply with International Financial Reporting Standards (‘IFRS’).

Basis of preparation

The Financial Statements have been prepared on the historical cost basis, except for certain borrowings and financial
instruments. Financial derivatives are carried at fair value and borrowings which have effective fair value hedges are carried at
amortised cost adjusted for the fair value of interest rate risk covered by the effective hedge. The principal accounting policies
adopted are set out below.

Critical accounting estimates and judgements
In the process of applying the Group’s accounting policies management have made no judgements that have had a significant
effect on the amounts recognised in the Financial Statements.

The key assumptions concerning the future and other key sources of estimation uncertainty at 30 June 2008, that have had a
significant risk of causing a material adjustment to the carrying amount of assets and liabilities are discussed below:

Useful lives of property, plant and equipment

The Group reviews the estimated useful lives of property, plant and equipment at the end of each annual reporting period. In this
financial year it was deemed that no change to the estimated useful lives was needed. The carrying value of property, plant and
equipment is disclosed in note 17 Property, Plant and Equipment.

Deferred tax asset (DTA)

The ultimate Parent of Powerco Limited, Babcock & Brown Infrastructure Limited (BBI) has announced that following a number
of un-solicited approaches it has commenced formal price discovery processes with respect to identifying partners to co-invest
in up to 50% of its core asset Powerco Limited. If 51% or more of the shares of BBI Networks (New Zealand) Ltd (Powerco’s
Parent) are sold the DTA of $19.2 million (disclosed in note 4 Taxation) would be lost.

Impairment of network assets

Determining whether the network assets are impaired requires an estimation of the value in use of the cash-generating units to
which the networks have been allocated. The value-in-use calculation requires the Directors to estimate the future cash flows
expected to arise from the cash-generating unit and a suitable discount rate in order to calculate present value.

The total carrying value of network assets is disclosed in note 17 Property, Plant and Equipment.

New Zealand gas network

There is a pending decision from the Commerce Commission regarding the control of gas distribution services in relation to
the New Zealand network (refer to note 29 Contingent Liabilities and Commitments) which may have a significant impact on
the carrying value of the New Zealand gas network. The carrying value of gas assets has been disclosed in note 27 Segmental
Reporting under “Gas lines” segment.

Tasmanian gas network

Powerco Australia Group is currently constructing a gas network in Tasmania. The impairment calculation undertaken is based
on the Directors' best estimate of the future connections and usage. Any significant deviation from the assumptions used in
the model may affect the carrying value of these assets. The assets are disclosed in note 27 Segmental Reporting under “Gas
reticulation contracting and retailing” segment.



Significant accounting policies

A. BASIS OF CONSOLIDATION

The Group Financial Statements incorporate the Financial Statements of the Company and its subsidiaries (listed in note
20), which have been consolidated using the purchase method. All significant inter-company transactions and balances are
eliminated on consolidation. Investments in subsidiaries are stated at cost in the Parent Company.

Accounting policies of subsidiaries are consistent with the policies of the Group and if that is not possible due to jurisdictional
differences the policies are adjusted on consolidation for the Group Financial Statements.

On acquisition, fair values reflecting conditions at the date of acquisition are attributed to the identifiable separate assets and
liabilities acquired. Where the fair value of the consideration paid exceeds the fair value of the identifiable separate assets
and liabilities acquired, the difference is recognised as goodwill.

Goodwill arising on the acquisition of a subsidiary represents the excess of the cost of acquisition over the Group’s interest
in the net fair value of the identifiable assets, liabilities and contingent liabilities of the subsidiary recognised at the date of
acquisition. Goodwill is initially recognised as an asset at cost and is subsequently measured at cost less any accumulated
impairment losses.

For the purpose of impairment testing, goodwill is allocated to each of the Group’s cash-generating units expected to benefit
from the synergies of the combination. Cash-generating units to which goodwill has been allocated are tested for impairment
annually, or more frequently when there is an indication that the unit may be impaired. If the recoverable amount of the
cash-generating unit is less than the carrying amount of the unit, the impairment loss is allocated first to reduce the carrying
amount of any goodwill allocated to the unit and then to the other assets of the unit pro-rata on the basis of the carrying
amount of each asset in the unit. An impairment loss recognised for goodwill is not reversed in a subsequent period.

B. BORROWING COSTS

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, which are assets that
necessarily take a substantial period of time to get ready for their intended use or sale, are added to the cost of those assets
until such time as the assets are substantially ready for their intended use or sale.

All other borrowing costs are recognised in the Income Statement in the period in which they are incurred.

C. CASH AND CASH EQUIVALENTS

Cash and cash equivalents comprise cash in hand; cash in banks and investments in overnight money market instruments.
Bank overdrafts are shown within borrowings in current liabilities in the Balance Sheet.

Unclaimed monies held on behalf of bondholders have not been included in cash and deposits.

D. DERIVATIVE FINANCIAL INSTRUMENTS

Financial derivatives are initially recognised in the Balance Sheet at fair value on the date a derivative contract is entered
into and are subsequently measured at their fair value on each Balance Sheet date, though the method of recognising the
resulting gains and losses is dependent on whether hedge accounting is applied. When derivative contracts are entered into,
the group designates them as either:

*  Hedges of the fair value of recognised assets or liabilities (fair value hedge); or

*  Hedges of forecast transactions or firm commitments (cash flow hedge), which hedge exposures to variability in cash
flows; or

*  Hedges of net investments in foreign entities; or
*  Other derivative financial instruments not meeting hedge accounting criteria.

The fair values of financial derivatives are determined by reference to the market quoted rates input into valuation models for
interest and currency swaps, forwards and options. Changes in fair value of derivatives are recognised:

*  For fair value hedges that are highly effective, the movements are recorded in the Income Statement alongside any
changes in the fair value of the hedged items;

*  For cash flow hedges that are determined to be highly effective to the extent the hedges are effective, the movements
are recognised in equity with the ineffective portion recognised in the Income Statement; and for those that are
ineffective the movements are recognised in the Income Statement;



*  For hedges of net investments in foreign entities that are highly effective, the effective portion of the movements is
recorded in equity (currency translation reserve) and the ineffective portion is recognised in the Income Statement.

¢ All other movements in the fair value of derivative financial instruments are recorded in the Income Statement.

Cash flow hedges

The effective portion of changes in the fair value of derivatives that are designated and qualify as cash flow hedges are
deferred in equity. The gain or loss relating to the ineffective portion is recognised immediately in profit or loss in the “other
gains and losses” line in the Income Statement. Amounts deferred in equity are recycled in profit or loss in the periods
when the hedged item is recognised in profit or loss. However, when the forecast transaction that is hedged results in

the recognition of a non-financial asset or a non-financial liability, the gains and losses previously deferred in equity are
transferred from equity and included in the initial measurement of the cost of the asset or liability.

Hedge accounting is discontinued prospectively when the hedging instrument expires or is sold, terminated or exercised,

or no longer qualifies for hedge accounting. At that point in time, if the forecast transaction is still expected to occur, any
cumulative gain or loss on the hedging instrument is recognised in equity until the forecasted transaction occurs. If a hedged
transaction is no longer expected to occur, the net cumulative gain or loss recognised in equity is transferred to the Income
Statement for the period.

Fair value hedges

Hedge accounting is discontinued when the hedge instrument expires or is sold, terminated or no longer qualifies for hedge
accounting. The adjustments to the carrying amount of the hedge item arising from the hedged risk is amortised to the
Income Statement from that date.

DIVIDEND DISTRIBUTION

Dividend distribution to the Group’s shareholders is recognised as a liability in the Financial Statements in the period in
which the shareholders' right to receive payment has been established.

EMPLOYEE ENTITLEMENTS

Provision is made for benefits accruing to employees in respect of wages and salaries, annual leave, long-service leave and
sick leave when it is probable that settlement will be required and they are capable of being measured reliably.

Provisions made in respect of employee benefits expected to be settled within 12 months, are measured at their nominal
values using the remuneration rate expected to apply at the time of settlement.

Provisions made in respect of employee benefits that are not expected to be settled within 12 months are measured as the
present value of the estimated future cash outflows to be made by the Group in respect of services provided by employees
up to reporting date.

Defined superannuation plans
For defined contribution superannuation plans, the Group recognises and expenses the obligation during the period they arise.

There are a small number of employees who are part of a state-defined benefit superannuation plan. The Group has no legal
or constructive obligation to pay future benefits that are guaranteed by the Crown. As a result the plans are accounted for as
a defined contribution plan.

. FINANCIAL ASSETS

Financial assets are recognised and derecognised on trade date where purchase or sale of an investment is under a
contract whose terms require delivery of the investment within the timeframe established by the market concerned. They are
initially measured at fair value plus transaction costs, except for those financial assets classified as at fair value through profit
or loss, which are initially measured at fair value.

Subsequent to initial recognition, investments in subsidiaries are measured at cost in accordance with NZ IAS-27. Other
financial assets are classified into one of four categories: financial assets at fair value through profit or loss; held to maturity
investments; available for sale financial assets; or loans and receivables. At balance date the Group had the following
classes of financial assets:

Financial assets at fair value through profit or loss

Other financial assets relate to outstanding derivatives at year end. All derivative assets are measured at fair value through
profit or loss, except for derivatives that are designated and effective cash flow hedges. Effective cash flow hedges are
measured at fair value with the movement on these assets recorded directly in the hedging reserve in the Statement of
Changes in Equity. Refer to (D) for the accounting policy on derivative financial instruments.



Loans and receivables
Cash and cash equivalents and trade and other receivables are recorded at amortised cost using the effective interest rate
method, less impairment.

FINANCIAL LIABILITIES
Financial liabilities are recognised when the entity becomes party to the contractual provisions of the instrument.

The Group derecognises financial liabilities when and only when the Group’s obligations are discharged, cancelled or expire.
Financial liabilities are classified as either financial liabilities at fair value through profit or loss or other financial liabilities.

Financial liabilities at fair value through profit or loss

Other financial liabilities relate to outstanding derivatives at year end. All derivative liabilities are measured at fair value
through profit or loss. Effective cash flow hedges are measured at fair value with the movement on these liabilities recorded
directly in the hedging reserve in the Statement of Changes in Equity. Refer to (D) for the accounting policy on derivative
financial instruments.

Other financial liabilities

Trade and other payables and other current liabilities that are financial instruments (unclaimed monies) and borrowings
are initially measured at fair value, net of transaction costs. They are subsequently measured at amortised cost using the
effective interest method, with interest expense recognised on an effective interest basis.

FOREIGN CURRENCY

Foreign currency transactions

All foreign currency transactions during the financial year are brought to account using the exchange rate in effect at the
date of the transaction. Foreign currency monetary items at reporting date are translated at the exchange rate existing
at reporting date. Non-monetary assets and liabilities carried at fair value that are denominated in foreign currencies are
translated at the rates prevailing at the date when the fair value was determined.

Exchange differences are recognised in the Income Statement in the period in which they arise except that:

*  Exchange differences that relate to assets under construction for future productive use are included in the cost of those
assets where they are regarded as an adjustment to interest costs on foreign currency borrowings;

* Exchange differences on transactions entered into in order to hedge certain foreign currency risks;

* Exchange differences on monetary items receivable from or payable to a foreign operation for which settlement is
neither planned nor likely to occur, which form part of the net investment in a foreign operation, are recognised in the
foreign currency translation reserve and recognised in the Income Statement on disposal of the net investment.

Foreign operations

Assets and liabilities of foreign operations are translated at the closing rate. Revenue and expense items are translated at
a weighted average of exchange rates over the period, as a surrogate for the spot rates at transaction dates. Exchange
differences arising from translation are taken to the foreign currency translation reserve and recognised in the Statement of
Changes in Equity. The foreign operations are trading operations by wholly owned subsidiaries.

GOVERNMENT GRANT

Government grants received are initially recognised as deferred income in the Balance Sheet. The deferred income is
recognised in the Income Statement on a systematic basis over the useful life of the asset to which the funding relates, in
accordance with the policy outlined in (P).

IMPAIRMENT

Intangible assets that have indefinite useful lives are not subject to amortisation and are assessed for impairment at each
reporting date. If the estimated recoverable amount of an asset is less than its carrying amount, the asset is written down to
its estimated recoverable amount and an impairment loss is recognised in the Income Statement.

A cash-generating unit is the smallest group of assets for which there are separately identified cash flows.

At each reporting date, the Group reviews the carrying amounts of its tangible and intangible assets to determine whether
there is any indication that those assets have suffered an impairment loss. If any such indication exists, the recoverable
amount of the asset is estimated to determine the extent of the impairment loss (if any). Where the asset does not generate



cash flows that are independent from other assets, the Group estimates the recoverable amount of the cash-generating unit
to which the asset belongs.

Goodwill, intangible assets with indefinite useful lives and intangible assets not yet available for use are tested for
impairment annually and whenever there is an indication that the asset may be impaired. An impairment of goodwill is not
subsequently reversed.

Recoverable amount is the higher of fair value less costs to sell and the value in use. In assessing value in use, the
estimated future cash flows are 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 specific to the asset for which the estimates of future cash flows have
not been adjusted.

If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than its carrying amount, the carrying
amount of the asset (cash-generating unit) is reduced to its recoverable amount. An impairment loss is recognised in the
Income Statement immediately, unless the relevant asset is carried at fair value, in which case the impairment loss is treated
as a revaluation decrease.

Where an impairment loss subsequently reverses, the carrying amount of the asset (cash-generating unit) is increased

to the revised estimate of its recoverable amount, but only to the extent that the increased carrying amount does not
exceed the carrying amount that would have been determined had no impairment loss been recognised for the asset
(cash-generating unit) in prior years. A reversal of an impairment loss is recognised in the Income Statement immediately,
unless the relevant asset is carried at fair value, in which case the reversal of the impairment loss is treated as a revaluation
increase.

INTANGIBLE ASSETS

Intangible assets are composed of computer software, and incentive payment assets. Intangible assets are stated at cost
less accumulated amortisation and impairment losses.

Amortisation
Amortisation of intangibles is calculated on a diminishing value basis for computer software and residential incentive
payments, and a straight-line basis for commercial incentive payments, over their useful lives.

Amortisation rates based on remaining useful life, for major classes of asset are:

Computer software 4 t0 65 years
Incentive payments 4 t0 40 years
. INVENTORY

Inventories are valued at the lower of cost and net realisable value. The only type of inventory the Group has is
consumables.

LEASES

Operating lease payments, where the lessors effectively retain substantially all the risks and rewards of ownership of the
leased items, are included in the determination of profit before taxation in equal instalments over the lease term, except
where another systematic basis is more representative of the time pattern in which economic benefits from the leased asset
are consumed.

PROPERTY, PLANT AND EQUIPMENT

All items of property, plant and equipment are initially recognised at cost in the Balance Sheet. Cost includes the value of
consideration exchanged, or fair value in the case of donated or subsidised assets, and those costs directly attributable to
bringing the item to working condition for its intended use.

Land and buildings are revalued from time to time for insurance purposes only. Valuations are obtained from an independent
registered valuer. Any impairment is recognised for accounting purposes in the Income Statement.

The gain or loss on the disposal or retirement of an item of property, plant and equipment is determined as the difference
between the sales proceeds and the carrying amount of the asset and is recognised in profit or loss.



Depreciation of property, plant and equipment
Depreciation is calculated on a straight-line basis for network systems and on diminishing value for all other assets, to write
off the cost of the assets (other than land) over the useful lives of the assets.

Depreciation rates based on remaining useful life, for major classes of asset are:

Land Not depreciated

Buildings 50 years

Plant and Equipment 510 10 years

Network Systems 10 to 65 years
REVENUE RECOGNITION

Revenue is recognised at the fair value of sales of goods and services, net of GST, rebates, discounts and capital
contributions.

Revenue is recognised as follows:

(@) Rendering of services
Revenue from services is recognised in the accounting period in which the services are rendered based upon usage or
volume throughput during that period.

(b) Contracting revenue
Represents revenue earned from contracting services and is recognised on percentage of completion basis.

(c) Contributions for subdivisions
Contributions received from customers and grants towards the costs of reticulating new subdivisions and contributions
received in constructing uneconomic lines are recognised as revenue. Any identified impairment losses in respect of
uneconomic lines are recognised in the Income Statement and the asset component is written down to its fair value.

(d) Tasmanian grant revenue
Government grants received are initially recognised as deferred income. Revenue is recognised by calculating a set
percentage of the depreciation charge of the capitalised project costs. The depreciation charge is used as a basis of
revenue recognition because the purpose of the funding was to compensate for the cost of purchasing the asset.

. SEGMENT REPORTING

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 segments.

A geographical segment is engaged in providing products or services in a particular economic environment where the risks
and returns are different from those of segments operating in other economic environments.

The Group’s primary reporting format is business segments and its secondary format is geographical.
Inter-segment sales are priced by charging a pre-determined mark-up on costs.
Where expenses, assets and liabilities have been unable to be split between the electricity and gas segments, an allocation

has been used based on the size and value of the assets and the percentage of revenue generated by each segment.

SHARE CAPITAL
Ordinary shares are classified as equity.

Costs directly attributable to the issue of new shares are shown in equity as a deduction from the proceeds.

CASH FLOW STATEMENT

The Cash Flow Statement is prepared inclusive of GST. For the purposes of the Cash Flow Statement, cash and cash equivalents
includes cash on hand, cash in banks and investments in money market instruments, net of outstanding bank overdrafts.

Operating activities include all transactions and other events that are not investing or financing activities.

Investing activities are those activities relating to the acquisition and disposal of current and non-current investments and
any other non-current assets.



Financing activities are those activities relating to changes in the equity and debt capital structure of the Company and
Group and those activities relating to the cost of servicing the Company’s and the Group’s equity capital.

TAXATION

The amount recognised for current tax is based on the net profit for the period as adjusted for non-assessable and non-
deductible items. It is calculated using tax rates that have been enacted or substantively enacted by the reporting date.

Deferred income tax is provided, using the Balance Sheet liability method, on all temporary differences at the Balance Sheet
date between the tax base of the assets and liabilities and their carrying amounts in the Financial Statements.

The following temporary differences are not provided for: goodwill; the initial recognition of assets or liabilities that affect
neither accounting nor taxable profit; and the temporary differences relating to investments in subsidiaries where the Group
is able to control the reversal of the temporary differences and it is probable that the temporary differences will not reverse in
the foreseeable future.

The carrying amount of deferred income tax assets is reviewed at each Balance Sheet date and reduced to the extent that it
is no longer probable that sufficient taxable profit will be available to allow all or part of the deferred income tax to be utilised.

Deferred income tax assets and liabilities are measured at tax rates that are expected to apply to the year when the asset
is realised or the liability is settled, based on tax rates (and tax laws) that have been enacted or substantively enacted at
Balance Sheet date.

The measurement of deferred tax liabilities and assets reflects the tax consequences that would follow the manner in which
the Group expects, at the reporting date, to recover or settle the carrying amount of its assets and liabilities.

Deferred tax assets and liabilities are offset when they relate to income taxes levied by the same taxation authority and the
Company/Group entity intends to settle its current tax assets and liabilities on a net basis.

Current and deferred tax is recognised as an expense or income in the Income Statement, except when it relates to items
credited or debited directly to equity, in which case the deferred tax or current tax is also recognised directly in equity,

or where it arises from the initial accounting for a business combination, in which case it is taken into account in the
determination of goodwill or excess.

. TERM DEBT

All'loans and borrowings are initially recognised at cost, being the fair value of the consideration received net of issue costs
associated with the borrowing. Subsequent to initial recognition, loans and borrowings are carried at the amortised cost.
Borrowing costs are recognised as an expense when incurred, except to the extent that they are capitalised in accordance
with (B) above.

All'interest bearing loans and borrowings are measured at the amortised cost using the effective interest rate method which
allocates the cost through the expected life of the borrowing. The amortised cost is calculated taking account of issue costs,
and any discounts or premiums on draw-down.

After initial recognition for those interest-bearing loans and borrowings where fair value hedge accounting is applied, the
loan balance is adjusted for the change in the hedged risk only. The Group policy is to hedge the interest/foreign currency
risk associated with term debt with financial instruments on matched terms.

Borrowings are classified as current liabilities (either advances and deposits or current portion of term debt) unless the
Group has an unconditional right to defer settlement of the liability for at least 12 months after the Balance Sheet date.

TRADE AND OTHER PAYABLES

Trade payables and other accounts payable are recognised when the Group becomes obliged to make future payments
resulting from the purchase of goods and services. Subsequent to initial recognition, trade payables and other accounts payable
are recorded at the amortised cost. Given the nature of these liabilities the amortised cost equals their notional principal.



Changes in accounting policies
There have been no changes in accounting policies during the year.

Standards, Amendments and Interpretations issued but not yet effective
At the date of authorisation of the Financial Statements, a number of Standards and Interpretations were in issue but not yet effective.

Initial application of the following Standards will not affect any of the amounts recognised in the Financial Statements, but will
change the disclosures presently made in relation to the Group’s and the Company’s Financial Statements:

Effective for annual Expected to be

reporting periods initially applied in

beginning on or the financial year

Standard after ending
NZ IAS-1 ‘Presentation of Financial Statements’ — Revised Standard 1 January 2009 30 June 2010
NZ IFRS-8 ‘Operating Segments’ 1 January 2009 30 June 2010

Initial application of the following Standards and Interpretations is not expected to have any material impact on the
Financial Statements of the Group and the Company:

Effective for annual Expected to be

reporting periods initially applied in

beginning on or the financial year

Standard/Interpretation after ending

NZ IAS-23 ‘Borrowing Costs’ — Revised Standard 1 January 2009 30 June 2010

NZ IFRS-3 ‘Business Combinations' - Revised Standard 1 July 2009 30 June 2010

NZ |AS-27 ‘Consolidated and Separate Financial Statements’ — Revised Standard 1 July 2009 30 June 2010

NZ |AS-32 ‘Financial Instruments: Presentation’ and NZ IAS-1 ‘Presentation of

Financial Statements’ —Puttable Financial Instruments and Obligations Arising on

Liquidation — Revised Amendments 1 January 2009 30 June 2010

Improvements to New Zealand Equivalents to International Financial Reporting

Standards 2008 Various 30 June 2010

Other standards/interpretations that are not included above are not relevant to the Company and the Group.

* The effective date and transitional provisions vary by Standard. Most of the improvements are effective for annual periods beginning on or after 1 January 2009,
with earlier adoption permitted, and they are to be applied retrospectively.



Powerco Limited
Notes To And Forming Part Of The Group Financial

Statements
For the year ended 30 June 2008

1. INCOME
Group Group Parent Parent
Ndnedd  WAnel?  W0dmed  0dneor
NZ$000 NZ$000 NZ$000 NZ$000
REVENUE
Continuing operations
Revenue from the rendering of services

Transmission services revenue 365,386 350,640 348,744 341,847
Dividends received 7 7 7 7
Other revenue

Tasmanian Government contribution 1,555 791 -

Management service fee revenue - - 2,279 1,791
Total revenue from continuing operations 366,948 351,438 351,030 343,645
INVESTMENT REVENUE
Continuing operations
Interest on bank deposits 227 211 151 87
Interest on inter-company loan - - : 2,232

227 211 151 2,319
OTHER (LOSSES)/GAINS
Continuing operations
Change in fair value of financial assets and liabilities
classified as held for trading (14,209) 24,750 (14,209) 24,750
(14,209) 24,750 (14,209) 24,750
2. PROFIT FORTHE PERIOD
Group Group Parent Parent
Ndnets  Wdne0?  dne0s  30dune0r
NZ$000 NZ$000 NZ$000 NZ$000
Depreciation (note 17)

buildings 377 400 377 400

plant and equipment 3,601 4,793 3,224 4,318

network systems 67,177 60,539 61,238 58,141
Amortisation of intangible assets 2,020 2,905 1,802 2,678
Loss /(Gain) on sale of property, plant and equipment 13,536 9,506 13,5627 9,506
Compensation from third parties for damaged
property, plant and equipment 1,122 1,008 1,122 1,008
Employee benefits 19,682 14,560 17,057 13,101
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3. FINANCE COSTS

Group Group Parent Parent

year to year to year to year to

30 June 08 30 June 07 30 June 08 30 June 07

NZ$000 NZ$000 NZ$000 NZ$000

Interest on bank overdrafts 4,209 73 4,837 73

Interest on senior debt 87,026 75,081 77,168 72,555

Interest on subordinated debt 7,462 7,514 7,462 7,514
Interest on inter-company loan - - 809

Other finance costs 3,450 3,591 3,450 3,591

Total finance costs 102,147 86,259 93,726 83,733

Interest on senior debt includes $2.506 million (2007: $1.09 million) transferred from the hedging reserves.

4. TAXATION
Group Group Parent Parent
year to year to year to year to
30 June 08 30 June 07 30 June 08 30 June 07
NZ$000 NZ$000 NZ$000 NZ$000
Income tax recognised in the Income Statement
Tax expense/(benefit) comprises:
Current tax (benefit)/expense (3,846) 5,687 (3,976) 3,188
Adjustments recognised in the current year in relation
to the current tax of prior years 4,907 (2,967) 4,907 (2,967)
Deferred tax expense on temporary differences 28,946 19,899 28,228 25,983
Deferred tax benefit on tax losses (5,245) (7,423) 665 (7,471)
Adjustments recognised in the current year in relation
to the deferred tax of prior years 997 264 997 264
Effect of changes in tax rates and laws (1,289) (13,258) (1,289) (13,258)
Total tax expense 24,470 2,202 29,532 5,739
Attributable to:
Continuing operations 24,470 2,202 29,532 5,739
Discontinued operations - - -
24,470 2,202 29,532 5,739

The total charge for the period can be reconciled to the accounting profit as follows:

Group Group Parent Parent
year to year to year to year to

30 June 08 30 June 07 30 June 08 30 June 07
NZ$000 NZ$000 NZ$000 NZ$000

Profit before tax:
Continuing operations 18,243 69,798 32,419 80,354

Discontinued operations - - 8

18,243 69,798 32,419 80,354
Tax at the New Zealand income tax rate of 33% 6,020 23,033 10,699 26,517
Tax effect of revenue that is not deductible in
determining taxable profit 13,779 (4,563) 14,218 (4,817)
Effect of different tax rates of subsidiaries operating in
other jurisdictions 326 (307) -
Effect on deferred tax balances due to the change in
income tax rate from 33% to 30% (effective 1 April 2008) (1,289) (13,258) (1,289) (13,258)
18,836 4,905 23,628 8,442
Over-provision of income tax in previous year 5,904 (2,703) 5,904 (2,703)

24,740 2,202 29,532 5,739




The tax rate used in the above reconciliation is the corporate tax rate of 33% payable by New Zealand corporate entities on
taxable profits under New Zealand tax law. The corporate tax rate in New Zealand change from 33% to 30% was effective
from 1 April 2008. This revised rate has not impacted the current tax payable for the current year but next year the current
tax will be calculated on the corporate tax rate of 30%. However, the impact of the change in tax rate has been taken into
account in the measurement of deferred taxes at the end of the reporting period.

Income tax - resolution of IRD tax dispute risk

There is currently an Inland Revenue Department (IRD) investigation into Powerco’s allocation of the purchase price
between non-depreciable and the tangible depreciable assets of the Central Power (CP) and former Powerco amalgamation
in 2000. The IRD was also challenging the AGL NZ Energy Limited (AGL) acquisition in 2001 and the United Networks
Limited (UNL) acquisition in 2002. The IRD queried Powerco’s use of the market value of assets as the basis for calculating
depreciation and the goodwill allocated to the transactions.

The IRD issued two Notices of Proposed Adjustment which proposed disallowing depreciation calculated using the market
value of the former Powerco and CP assets acquired by what is now Powerco Limited through the CP amalgamation. The
Notices of Proposed Adjustment related to the 2002 income tax year onwards (the 2001 income tax year is statute-barred).

Since November 2007 Powerco and its advisors have been in discussions with the IRD which have resulted in Powerco
reaching an agreement with the IRD on both the CP and former Powerco networks and the AGL/UNL acquisitions. This
agreement has now been formalised by way of a written "Agreed Settlement" between Powerco Limited and the IRD.

This agreement reflects an amount attributed to goodwill of $50 million (with a commensurate reduction in tax depreciable
assets) for the CP and former Powerco networks as at 1 September 2000. The written-down value of this goodwill amount as
at 30 June 2008 was $24.478 million. Subject to the outcome of discussions with the IRD on the tax treatment of customer
contributions there will be no immediate cash tax payment, no use of money interest and no shortfall penalties. The impact
of the amount attributed to the tax-depreciable assets being reduced by $50 million is a reduction of future tax depreciation
entitlements. The IRD has advised that it will not be pursing an adjustment in respect of the UNL and AGL acquisitions. This
agreement with the IRD has been recognised in the Financial Statements as at 30 June 2008 and an amount of $8.483
million has been debited to the Income Statement tax expense account to adjust for the tax effect of the embedded goodwill
amount in the tax depreciable assets.

In addition to this agreement Powerco has two small outstanding issues to resolve with the IRD. These are the depreciation
claimed on the zone substations and the tax treatment of customer contributions in the 2002 to 2005 income tax years.

Income tax recognised directly in equity

Group Group Parent Parent
year to year to year to year to
30 June 08 30 June 07 30 June 08 30 June 07
NZ$000 NZ$000 NZ$000 NZ$000
Deferred tax
Revaluation of financial instruments treated as cash
flow hedges (1,492) 4,326 (1,492) 4,326
(1,492) 4,326 (1,492) 4,326
Deferred tax balances
Group Group Parent Parent
30 June 08 30 June 07 30 June 08 30 June 07
NZ$000 NZ$000 NZ$000 NZ$000
Deferred tax assets comprise:
Tax losses 6,262 352 -
Temporary differences 11,760 10,950 -
18,022 11,302 -
Deferred tax liabilities comprise:
Tax losses (12,942) (14,604) (12,942) (14,604)
Temporary differences 169,850 143,473 169,850 143,473

156,908 128,869 156,908 128,869




Deferred tax - temporary differences

GROUP - 2008
Opening Charged to Charged to Exchange Changes in Closing
balance income equity differences tax rate balance
NZ$000 NZ$000 NZ$000 NZ$000 NZ$000 NZ$000
Gross deferred tax liabilities
Property, plant and equipment 133,469 34,911 223 (859) 167,744
Cash flow hedges 11,689 (4,735) (1,492) (497) 4,965
Other 2,640 (596) 426 2,470
147,798 29,580 (1,492) 649 (1,356) 175,179
Set-off of deferred tax balances (5,329)
Net deferred tax liabilities - temporary differences 169,850
Gross deferred tax assets
Provisions 32 77 5 114
Unamortised government grants 14,427 (440) 2,055 16,042
Other 816 17 933
15,275 (363) - 2,177 - 17,089
Set-off of deferred tax balances (5,329)
Net deferred tax assets - temporary differences 11,760
GROUP - 2007
Opening Charged to Charged to Exchange Changes in Closing
balance income equity differences tax rate balance
NZ$000 NZ$000 NZ$000 NZ$000 NZ$000 NZ$000
Gross deferred tax liabilities
Property, plant and equipment 125,936 20,788 (64) (13,191) 133,469
Cash flow hedges (804) 8,167 4,326 11,689
Other 3,678 (696) (275) (67) 2,640
128,810 28,259 4,326 (339) (13,258) 147,798
Set-off of deferred tax balances (4,325)
Net deferred tax liabilities - temporary differences 143,473
Gross deferred tax assets
Provisions 134 (93) (9) 32
Unamortised government grants 7,311 8,117 (1,001) 14,427
Other 823 72 (79) 816
8,268 8,096 - (1,089) - 15,275
Set-off of deferred tax balances (4,325)
Net deferred tax assets - temporary differences 10,950



Deferred tax - temporary differences

PARENT - 2008

Opening Charged to Charged to Exchange Changes in Closing
balance income equity differences tax rate balance
NZ$000 NZ$000 NZ$000 NZ$000 NZ$000 NZ$000

Gross deferred tax liabilities
Property, plant and equipment 131,915 34,101 - - (859) 165,157
Cash flow hedges 11,689 (4,735) (1,492) = (497) 4,965
Other (131) (141) = = = (272)

143,473 29,225 (1,492)

(1,356) 169,850

Gross deferred tax assets
Provisions

Unamortised government grants
Other

PARENT - 2007

Opening Charged to Charged to Exchange Changes in Closing
balance income equity differences tax rate balance
NZ$000 NZ$000 NZ$000 NZ$000 NZ$000 NZ$000
Gross deferred tax liabilities
Property, plant and equipment 125,936 19,170 - - (13,191) 131,915
Cash flow hedges (804) 8,167 4,326 - - 11,689
Other 1,026 (1,090) - - (67) (131)
126,158 26,247 4,326 - (13,258) 143,473
Gross deferred tax assets
Provisions
Unamortised government grants
Other
5. IMPUTATIONS CREDIT ACCOUNT
Group Group Parent Parent
30 June 08 30 June 07 30 June 08 30 June 07
NZ$000 NZ$000 NZ$000 NZ$000
Opening balance 4121 584 58 54
Imputation credits attached to dividends received
during the period 2 2 2 2
Income tax payments made during the period 2,855 3,533 -
Resident witholding tax on interest received 5 53 5 53
Imputation credits forfeited on loss of shareholder
continuity - (51) = (51)
Closing balance 6,983 4,121 65 58
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Imputation credits available directly and indirectly to shareholders of the Parent Company, through:

30 June 08 30 June 07

NZ$000 NZ$000

Parent Company 65 58
Subsidaries 6,918 4,063
6,983 4121

DISCONTINUED ACTIVITIES
There were no discontinued activities in either the current financial year or the previous financial year.

SHARE CAPITAL
Total number of ordinary shares authorised, issued and fully paid at 30 June 2008 was 316,186,775 (2007: 316,186,775).

Each ordinary share in the Company confers on the holder:

(a) the right to one vote on a poll at a meeting of the Company on any resolution;

(b) the right to an equal share in the distributions approved by the Board of Directors;
(c) the right to an equal share in the distribution of the surplus assets of the Company.

The shares are at no par value.

RESERVES

Foreign exchange reserve

Exchange differences relating to the translation from Australian dollars, being the functional currency of the Group's
Australian subsidiaries, into New Zealand dollars are brought to account by entries made directly to the foreign currency
translation reserve.

Hedge reserve

The hedge reserve represents hedging gains and losses recognised on the effective portion of cash flow hedges. The
cumulative deferred gain or loss on the hedge is recognised in the Income Statement when the hedged transaction impacts
on the Income Statement, or is included as a basis adjustment to the non-financial hedged item, consistent with the
applicable accounting policy.

MINORITY INTEREST
There were no minority interests in either the current financial year or the previous financial year.

. DIVIDENDS
Group Group Parent Parent
30 June 08 30 June 07 30 June 08 30 June 07
NZ$000 NZ$000 NZ$000 NZ$000
Dividends paid on ordinary shares 51,088 69,356 51,088 69,356
Cents per share 16.2 21.9 16.2 21.9
. OTHER NON-CURRENT LIABILITIES
Group Group Parent Parent
30 June 08 30 June 07 30 June 08 30 June 07
NZ$000 NZ$000 NZ$000 NZ$000
Deferred government grant 54,526 49,167 -

A proportion of the deferred government grant is recognised as revenue in the Income Statement each month. This amount
is determined by calculating a set percentage of the depreciation charge of the capitalised project costs. The income is being
recognised over 40 years.

Further details regarding this government grant is given in note 29.



12. BORROWINGS

Group Group Parent Parent
30 June 08 30 June 07 30 June 08 30 June 07
NZ$000 NZ$000 NZ$000 NZ$000
NON-CURRENT LIABILITIES AT AMORTISED COST
Subordinated bonds 96,546 94,219 96,546 94,219
Guaranteed bonds 410,081 400,388 410,081 400,388
US dollar private placement notes 227,110 207,554 227,110 207,554
Commercial bank debt 363,873 272,455 205,000 160,000
Commercial paper facility and bank debt drawn down
under the standby facility as part of the commercial
paper programme 148,996 - 148,996
Working capital advances facility (note 16) 30,000 - 30,000
1,276,606 975,116 1,117,733 862,661
CURRENT LIABILITIES AT AMORTISED COST
Bank overdraft (note 16) 49 1,561 49 1,561
Working capital advances facility (note 16) - 30,000 o 30,000
Commercial paper facility - 146,983 : 146,983
Commercial bank debt - 30,000 - 30,000
49 208,544 49 208,544
a) Subordinated bonds
Naneds  umedy  W0unedd  30dneor
NZ$000 NZ$000 NZ$000 NZ$000
Subordinated bonds 100,000 100,000 100,000 100,000
Adjustment for the fair value of the interest rate risk (2,160) (3,764) (2,160) (3,764)
97,840 96,236 97,840 96,236
Deferred funding costs (1,294) (2,017) (1,294) (2,017)
Carrying value of subordinated bonds 96,546 94,219 96,546 94,219

The subordinated bonds were issued on 15 April 2005 and are unsecured, subordinated debt obligations of Powerco
Limited. They have a tenure of five years and have an interest rate of 7.64% p.a. fixed until expiry on 15 April 2010.

b) Guaranteed bonds

Group Group Parent Parent
30 June 08 30 June 07 30 June 08 30 June 07
NZ$000 NZ$000 NZ$000 NZ$000
7 year guaranteed bonds 100,000 100,000 100,000 100,000
Adjustment for the fair value of the interest rate risk (3,901) (6,697) (3,901) (6,697)
Deferred funding cost (1,344) (1,835) (1,344) (1,835)
9 year guaranteed bonds 100,000 100,000 100,000 100,000
Adjustment for the fair value of the interest rate risk (5,258) (8,389) (5,258) (8,389)
Deferred funding cost (1,808) (2,190) (1,808) (2,190)
11 year guaranteed bonds 50,000 50,000 50,000 50,000
Adjustment for the fair value of the interest rate risk (3,205) (4,798) (3,205) (4,798)
Deferred funding cost (1,066) (1,219) (1,066) (1,219)
7 year guaranteed bonds 130,000 130,000 130,000 130,000
Deferred funding cost (2,242) (2,771) (2,242) (2,771)
12 year guaranteed bonds 50,000 50,000 50,000 50,000
Deferred funding cost (1,095) (1,213) (1,095) (1,213)

Carrying value of guaranteed bonds 410,081 400,888 410,081 400,888




$250 million of guaranteed bonds were issued on 29 March 2004 as unsecured debt obligations of Powerco Limited.
The scheduled payments by Powerco Limited of interest and principal are guaranteed on an unsecured basis by US-
based XL Capital Assurance Inc (XLCA), a specialist financial guaranty organisation. The bonds expire on 29 March
2011 (7 year bonds), 29 March 2013 (9 year bonds) and 29 June 2015 (11 year bonds).

Interest on the bonds is fixed until maturity at the following rates:

* 7 year guaranteed bonds 6.22%
* 9 year guaranteed bonds 6.39%
* 11 year guaranteed bonds 6.53%

On 28 September 2005 a $180 million issue of guaranteed bonds took place, as secured unsubordinated obligations of
Powerco Limited. The scheduled payments of interest and principal payable by Powerco Limited were again guaranteed
on an unsecured basis by XLCA. The bonds expire on 28 September 2012 (7 year bonds) and 28 September 2017 (12
year bonds). The interest rates on the bonds is fixed until maturity.

* 7 year guaranteed bonds 6.59%

* 12 year guaranteed bonds 6.74%

Under the trust documents constituting the guaranteed bonds, Powerco Limited has covenanted to ensure that, if XLCA
defaults on its obligations under the financial guaranty, Powerco Limited will procure sufficient number of its subsidiaries
to guarantee its obligations under the guaranteed bonds by signing a subsidiary guarantee so that at all times the total
tangible assets of the Company and all guaranteeing subsidiaries exceeds 85% of the total tangible assets of the Group.
As at 30 June 2008, no subsidiary guarantee had been executed.

The guaranteed bonds are secured against the network assets of Powerco Limited through the Security Trust Deed.

¢) US dollar private placement

Group Group Parent Parent
30 June 08 30 June 07 30 June 08 30 June 07
NZ$000 NZ$000 NZ$000 NZ$000
11 year US dollar private placement notes 94,165 94,165 94,165 94,165
Adjustment for fair value of the interest rate and
currency risk (21,081) (27,026) (21,081) (27,026)
Deferred funding costs (513) (594) (513) (594)
12 year US dollar private placement notes 90,802 90,802 90,802 90,802
Adjustment for fair value of the interest rate and
currency risk (20,195) (26,157) (20,195) (26,157)
Deferred funding costs (525) (596) (525) (596)
13 year US dollar private placement notes 109,299 109,299 109,299 109,299
Adjustment for fair value of the interest rate and
currency risk (24,179) (31,597) (24,179) (31,597)
Deferred funding costs (663) (742) (663) (742)
Carrying value of the US dollar
private placement 227,110 207,554 227,110 207,554

The US dollar private placement note issue took place on 25 November 2003 to private US investors. The US dollar
private placement notes are debt obligations of Powerco Limited. The coupon payments are semi-annual and the note
issue expires 25 November 2014 (11 year), 25 November 2015 (12 year), and 25 November 2016 (13 year). The notes
are secured against the network assets of Powerco Limited through the Security Trust Deed.

Interest on the notes is fixed until maturity at the following rates:
* 11 year US dollar private placement notes 5.47%
* 12 year US dollar private placement notes 5.57%
* 13 year US dollar private placement notes 5.67%



d) Commercial paper facility and bank debt drawn down under the standby facility as part of the commercial
paper programme
Powerco Limited has established a commercial paper facility to enable the company to borrow money from the capital
market. The programme is supported by a cash advance facility of $200 million with a syndicate of banks made up of
Commonwealth Bank of Australia, Westpac Banking Corporation and ANZ National Bank. This facility expires in August
2009. The facility has the benefit of the Security Trust Deed dated 10 March 2005 as a Senior Secured Debtor Facility
and, as such, the principal is secured against the network assets of Powerco Limited. At 30 June 2008 a sum of $45
million, which includes an interest portion of $1.004 million of 90-day bills at a weighted average interest rate of 9.15%,
with varying maturity dates, had been drawn down under the commercial paper programme (2007: $150 million was
drawn down under the commercial paper programme which included an interest portion of $3.017 million at a weighted
average interest rate of 8.15%). An amount of $105 million has been drawn on the standby facility at 30 June 2008, at a
weighted average rate of 8.91% (2007: 9.17%). As at year end the carrying value approximates the fair value.

e) Commercial bank debt
A $160 million Term Loan Facility agreed and drawn in August 2004, expiring August 2009, which was used to refinance
the remaining tranche of the Asset Purchase Facility used to fund the acquisition by Powerco Limited of United
Networks Limited (UNL) assets. The Term Loan Facility is jointly provided through Commonwealth Bank of Australia,
Westpac Banking Corporation and ANZ National Bank, each with an equal share. The interest rate on the $160
million Term Loan Facility is currently 9.43%. The Term Loan Facility has the benefit of the Security Trust Deed, for the
purposes of which it is designated as a Senior Secured Debt Facility and thus secured against the network assets of
Powerco Limited. As at 30 June 2008 a sum of $160 million had been drawn (2007: $160 million drawn with an interest
rate of 8.71%).

During the period Powerco Tasmania, a wholly-owned subsidiary of Powerco Limited, refinanced its AU$130 million
revolving cash facility into a AU$90 million term loan facility and a AU$40 million cash advance facility with Westpac
Banking Corporation, expiring in August 2012 and August 2010 respectively. As at 30 June 2008 Powerco Tasmania
had drawings of NZ$113.5 million (AU$90 million) on the term loan facility at an interest rate of 8.095%, and drawings
of NZ$45.4 million (AU$36 million) at a average rate of 8.05%. As at 30 June 2007 the previous facility was drawn to
NZ$112.5 million (AU$102 million).

During the period Powerco Limited increased the revolving cash advances tranche of the existing $230 million Standby
Cash Advances Facility from NZ$30 million to NZ$60 million. The purpose of this facility is the short-term funding of
development capital expenditure and the facility will be drawn down and repaid as funding is required. This additional
amount of the facility is jointly provided by Westpac Banking Corporation, ANZ National Bank and Commonwealth Bank
of Australia and is due to expire on 3 August 2009. As at 30 June 2008 NZ$45 million was drawn on the facility at a
weighted average interest rate of was 9.06% (2007: NZ$30 million drawn at a rate of 8.59%).

As at the reporting date the carrying value approximates the fair value as interest rates are reset each quarter.

f) Covenants
Powerco Limited has covenanted with all counterparties to ensure certain financial criteria are met throughout the term
of the debt agreements. There have been no covenant breaches to date.

13. PROVISIONS

Group Group Parent Parent
30 June 08 30 June 07 30 June 08 30 June 07
NZ$000 NZ$000 NZ$000 NZ$000

Non-current liabilities:
Employee entitlements 527 337 412 337
Total non-current liabilities 527 337 412 337

Current liabilities:

Employee entitlements 2,378 2,186 2,039 1,866
Disconnection of gas ICPs > 790 @ 790
Total current liabilities 2,378 2,976 2,039 2,656

The provision for employee entitlements relates to employee benefits such as accrued wages, bonuses, accrued holiday pay
and long-service leave. The provision is affected by a number of estimates, including the expected employment period of
employees and the timing of employees utilising the benefits. The majority of the provision is expected to be realised within
the next two years.



Movements in provisions

Disconnections

of gas ICP's Total
NZ$000 NZ$000
As at 30 June 2006 -
Arising during the year 790 790
Utilised amounts -
As at 30 June 2007 790 790
Arising during the year -
Unused amounts reversed during the period 790 790
As at 30 June 2008 = c
14. TRADE AND OTHER PAYABLES
Group Group Parent Parent
30 June 08 30 June 07 30 June 08 30 June 07
NZ$000 NZ$000 NZ$000 NZ$000
Trade payables and accruals 31,141 27,644 23,142 19,914
Interest payable 9,906 7,431 8,092 7,431
Related party payable 496 1,925 496 1,925
41,543 37,000 31,730 29,270

Trade payables and accruals principally comprise amounts outstanding for trade purchases and ongoing costs.

The Directors consider that the carrying amount of trade payables approximates their fair value.

15. OTHER CURRENT LIABILITIES

Group Group Parent Parent
30 June 08 30 June 07 30 June 08 30 June 07
NZ$000 NZ$000 NZ$000 NZ$000

Deferred government grant 1,519 1,306 -
Unclaimed monies (note 19) 1,687 1,828 1,687 1,828
3,206 3,134 1,687 1,828

A proportion of revenue in advance is recognised as revenue in the Income Statement each month. This amount is
determined by calculating a set percentage of the depreciation charge of the capitalised project costs. The income is being
recognised over 40 years. Further details of this government grant are given in note 29.

Unclaimed monies are funds held on behalf of shareholders who cannot currently be located. The corresponding asset for
these funds has been shown in note 19.

16. OVERDRAFT AND WORKING CAPITAL ADVANCES FACILITY

Powerco Limited operates a wholesale capital advance facility with Commonwealth Bank of Australia for up to $30 million. As
at 30 June 2008, the full $30 million was drawn down on the facility (2007: funds drawn of $30 million). The facility is based
on a revolving credit arrangement and, as such, does not have set repayment dates. The facility is due to expire on 22 March
2011. The facility has the benefit of the Security Trust Deed, as a Senior Secured Debt Facility. This facility had interest rates
ranging from 8.15% to 8.50%.

At 30 June 2008 Powerco Limited's operating bank account was overdrawn to the extent of $.05 million (2007: $1.561
million). The overdraft interest rate on this facility at that date was 10.5%.

As at 30 June 2008, Powerco Tasmania, a wholly-owned subsidiary of Powerco Limited, had cash and deposits of $13.53
million (AU$10.73 million ). In the comparative period, there were cash and deposits of $0.834 million (AU$0.757 million)).
The interest rates ranged from 3.9% to 7.9%.

There is no right of set-off between any of the facilities.



17. PROPERTY PLANT AND EQUIPMENT

Land and Plant and Network Work in
buildings equipment systems progress Total
NZ$000 NZ$000 NZ$000 NZ$000 NZ$000

GROUP
Gross carrying value
Balance at 30 June 2006 11,063 30,039 2,037,779 106,529 2,185,410
Transfers 294 (6,956) 230,675 (224,013)
Additions 21 291 1,753 139,429 141,494
Disposals (805) (59) (12,386) (2,221) (15,471)
Net foreign currency exchange differences (16) (273) (52,765) 34,083 (18,971)
Balance at 30 June 2007 10,557 23,042 2,205,056 53,807 2,292,462
Transfers - 788 81,080 (81,868)
Additions 23 714 1,492 96,760 98,989
Disposals - (40) (16,962) - (17,002)
Net foreign currency exchange differences 24 409 31,989 519 32,941
Balance at 30 June 2008 10,604 24913 2,302,655 69,218 2,407,390
Accumulated depreciation
Balance at 30 June 2006 1,735 14,716 262,129 - 278,580
Transfers - (3,336) 3,336
Disposals (55) (13) (2,083) = (2,151)
Depreciation expense 400 4,793 60,539 - 65,732
Net foreign currency exchange differences - (97) (431) - (528)
Balance at 30 June 2007 2,080 16,063 323,490 - 341,633
Transfers
Disposals - (23) (3,444) - (3,467)
Depreciation expense 377 3,601 67,178 - 71,156
Net foreign currency exchange differences - 203 1,218 - 1,421
Balance at 30 June 2008 2,457 19,844 388,442 - 410,743
Net book value at 30 June 2007 8,477 6,979 1,881,566 53,807 1,950,829
Net book value at 30 June 2008 8,147 5,069 1,914,213 69,218 1,996,647

Aggregate depreciation allocated during the year is recognised as an expense and disclosed in note 2 to the Financial
Statements.

There are no restrictions in titles relating to property, plant and equipment or items pledged as security for liabilities.

The annual review of property, plant and equipment showed that there was no impairment during the current financial year
end. Refer to the accounting policies under critical accounting estimates and judgement "Useful lives of property, plant and
equipment" for more information.



Land and Plant and Network Work in
buildings equipment systems progress Total
NZ$000 NZ$000 NZ$000 NZ$000 NZ$000
PARENT
Gross carrying value
Balance at 30 June 2006 10,898 777 1,930,536 40,600 1,982,811
Additions Through Business Amalgamations 26,459 448 286 27,193
Transfers 294 (6,955) 69,145 (62,484)
Additions (3) 1,753 71,059 72,809
Disposals (805) (59) (12,387) (13,251)
Balance at 30 June 2007 10,387 20,219 1,989,495 49,461 2,069,562
Transfers 788 67,815 (68,603)
Additions 23 646 1,491 84,816 86,976
Disposals (4) (16,962) (16,966)
Balance at 30 June 2008 10,410 21,649 2,041,839 65,674 2,139,572
Accumulated depreciation
Balance at 30 June 2006 1,735 599 258,679 261,013
Additions Through Business Amalgamations 13,277 (166) 13,111
Transfers (3,336) 3,336
Disposals (55) (13) (2,082) (2,150)
Depreciation expense 400 4,318 58,141 62,859
Balance at 30 June 2007 2,080 14,845 317,908 334,833
Transfers
Disposals (3) (3,444) (3,447)
Depreciation expense 377 3,224 61,238 64,839
Balance at 30 June 2008 2,457 18,066 375,702 396,225
Net book value at 30 June 2007 8,307 5374 1,671,587 49,461 1,734,729
Net book value at 30 June 2008 7,953 3,583 1,666,137 65,674 1,743,347
Capitalised borrowing costs
Group Group Parent Parent
30 June 08 30 June 07 30 June 08 30 June 07
NZ$000 NZ$000 NZ$000 NZ$000
Borrowing costs capitalised during the financial year - 6,043 -
Weighted average capitalisation rate on funds
borrowed generally - 6.49% -




18. OTHER INTANGIBLE ASSETS AT COST

Incentive Incentive
Sofiyore. [0 Comorgki| roujcntil Total
NZ$000 NZ$000 NZ$000 NZ$000
GROUP
Gross carrying value
Balance at 30 June 2006 14,010 = = 14,010
Additions 1,291 2,940 166 4,397
Net foreign currency exchange differences = (116) (7) (123)
Balance at 30 June 2007 15,301 2,824 159 18,284
Additions 391 2,118 102 2,611
Net foreign currency exchange differences - 575 31 606
Balance at 30 June 2008 15,692 5,517 292 21,501
Accumulated amortisation
Balance at 30 June 2006 2,580 ° = 2,580
Amortisation during the period 2,678 149 78 2,905
Net foreign currency exchange differences - (6) (3) (9)
Balance at 30 June 2007 5,258 143 75 5,476
Amortisation during the period 1,803 138 79 2,020
Net foreign currency exchange differences - 31 17 48
Balance at 30 June 2008 7,061 312 171 7,544
Net book value at 30 June 2007 10,043 2,681 84 12,808
Net book value at 30 June 2008 8,631 5,205 121 13,957
Software Total
NZ$000 NZ$000
PARENT
Gross carrying value
Balance at 30 June 2006 14,010 14,010
Additions 1,291 1,291
Net foreign currency exchange differences -
Balance at 30 June 2007 15,301 15,301
Additions 391 391
Net foreign currency exchange differences o
Balance at 30 June 2008 15,692 15,692
Accumulated depreciation
Balance at 30 June 2006 2,580 2,580
Amortisation during the period 2,678 2,678
Net foreign currency exchange differences 2
Balance at 30 June 2007 5,258 5,258
Amortisation during the period 1,802 1,802
Net foreign currency exchange differences o
Balance at 30 June 2008 7,060 7,060
Net book value at 30 June 2007 10,043 10,043
Net book value at 30 June 2008 8,632 8,632
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19. OTHER CURRENT ASSETS

Group Group Parent Parent

30 June 08 30 June 07 30 June 08 30 June 07

NZ$000 NZ$000 NZ$000 NZ$000

Unclaimed monies 1,687 1,828 1,687 1,828
Related party receivables - 76 : 1,051
1,687 1,904 1,687 2,879

Unclaimed monies are funds held on behalf of shareholders and bondholders who cannot currently be located. The liability
for these funds has been shown at note 15.

20. INVESTMENT IN SUBSIDIARIES

Powerco Limited's principal activity is electricity and gas line distribution and the company has invested in the following
significant subsidiaries:

Ownership interest

and voting rights
Balance

Subsidiary companies Principal activity Location Date  30June 08 30 June 07
Powerco Holdings Limited (NZ) Non-trading New Zealand 30 June 100 100
Powerco Australia Group Pty Limited ~ Non-trading Australia 30 June 100 100
Powerco Tasmania Pty Limited Gas reticulation and

distribution Australia 30 June 100 100
Powerco Energy Services Pty Limited  Electrical/Gas field

services and contracting  Australia 30 June 100 100
Option One Pty Limited Gas retailing Australia 30 June 100 100
Powerline Limited Non-trading New Zealand 30 June 100 100

The following entity was amalgamated into Powerco Limited on 20 April 2007:

Powerco Network Provision of
Management Limited management services New Zealand

The Parent entity of the group is Powerco Limited. The ultimate Parent of the Group is Babcock & Brown Infrastructure
Limited (BBIL).

Group Financial Statements are presented in New Zealand dollars. The amount of dividends paid from Powerco Limited to
BBI Networks (NZ) Limited is not restricted, as long as certain covenants are satisfied as detailed in the Security Trust Deed.

During the current financial year Powerco Australia Group Limited (PAG) sold Powerco Energy Services Pty Limited (PES)
to Powerco Holdings Limited (NZ) (PHL). During the year Powerco Limited increased its investment in PHL by $86.3 million.
The increase was satisfied by the sale of the inter-company loan held with PAG totalling $53.9 million to PHL, cash paid of
$12.5 million and an increase in the inter-company loan payable to PHL of $19.9 million.

As at balance date, Powerco Energy Services Pty Limited was still in the process of being liquidated.

21. TRADE AND OTHER RECEIVABLES

Group Group Parent Parent

30 June 08 30 June 07 30 June 08 30 June 07

NZ$000 NZ$000 NZ$000 NZ$000

Trade receivables 7,521 6,484 3,884 1,402
Provision for doubtful debts (200) (2,277) (200) (200)
Unbilled sales 23,941 28,117 23,941 28,117
Related party receivable 1,758 = @ 1,791
Prepayments 418 584 418 584
Goods and Service Tax (GST) receivable 1,228 1,364 1,336 803

34,666 34,272 29,379 32,497




22.

Debtor ageing

Group Group Parent Parent

30 June 08 30 June 07 30 June 08 30 June 07

NZ$000 NZ$000 NZ$000 NZ$000

Not past due 28,044 28,613 25,220 28,541
Past due 0 - 30 days 1,374 780 196 209
Past due 30 - 60 days 1,092 404 450 480
Past due 60 - 90 days 30 62 22 23
Past due 90 - 120 days 95 75 52 56
Past due 120+ days 2,385 2,390 1,685 1,801
33,020 32,324 27,625 31,110

Movement in allowance for doubtful/impaired trade receivables debt

Group Group Parent Parent

30 June 08 30 June 07 30 June 08 30 June 07

NZ$000 NZ$000 NZ$000 NZ$000

Balance at the beginning of the year (2,277) (2,490) (200) (200)
Amounts written off 2,077 - -
Foreign exchange movement - 213 -

Closing balance (200) (2,277) (200) (200)

The average credit or settlement terms for New Zealand is 7-30 days depending on the client and what is written in the

use of settlement term agreement. For Australia the average credit or settlement terms are 30 days. The terms of credit for
overdue accounts and the process of irrecoverable trade receivables is clearly stated in the use of settlement agreements.
In the case of overdue accounts, a charge of use of money interest plus two percentage points can be charged. At year end
there were no overdue accounts being charged interest. The overdue accounts relate to third party damages. Currently there
is no collateral held for any overdue accounts. The Group undertakes transactions only with creditworthy counterparties

and conducts active ongoing credit evaluation on the financial condition of customers and other trade receivables in order to
minimise credit risk.

The related party receivable is unsecured and currently no interest is payable. The amount is payable on demand.

The doubtful debt write off relates to Powerco Energy Services Australia, which is in the process of being liquidated.
The written off amount is AU$1.884 million.

OTHER FINANCIAL ASSETS AND LIABILITIES

a) Powerco Limited enters into New Zealand dollar floating to fixed interest rate swap agreements to reduce the impact of
changes in floating interest rates on its borrowings and thus reduce variability in cash flows. Fixed to floating instruments
are entered into in order to hedge the changes in fair value of fixed rate New Zealand dollar debt. Powerco Limited also
utilises cross currency interest swaps to hedge against the variations in interest costs and fair value of the US dollar
private placement debt.

Derivative instruments are initially recognised at fair value on the contract date and subsequently measured at their fair
value on the Balance Sheet. The method of recognising the resulting gain or loss depends on whether the derivative

is designated as a hedging instrument, and if so, the nature of the item being hedged. The Group designates certain
derivatives as either (i) hedges of highly probable forecast transactions (cash flow hedges), or (ii) hedges of the fair
value of recognised assets or liabilities or a firm commitment (fair value hedges).

At the inception of the hedge transaction, the Group documents the relationship between hedging instruments

and hedged items, as well as its risk management objective and hedging strategy. The Group also documents its
assessment, both at hedge inception and on an ongoing basis, of whether the derivatives used in hedging transactions
are highly effective in offsetting changes in fair values or cash flows of hedged items.

(i) Cash flow hedges
The effective portion of changes in the fair value of derivatives that are designated and qualify as cash flow hedges
are recognised in equity. The gain or loss relating to the ineffective portion is recognised immediately in the Income
Statement. Amounts accumulated in equity are transferred to the Income Statement in the same period in which the
hedged item affects the Income Statement.



(i)

(iif)

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

Fair value hedges
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 risk.

Derivatives that do not qualify for hedge accounting

Certain derivative instruments are undertaken as hedges of economic exposures but do not qualify for hedge
accounting. Changes in the fair value of any derivative instruments that do not qualify for hedge accounting are
recognised immediately in the Income Statement.

The fair value of financial derivatives and fixed rate debt are determined by reference to the market quoted rates input
into valuation models.

Al derivative instruments are carried on the Balance Sheet at their fair values. Movements in the hedging reserve are
shown in the Statement of Changes in Equity.

The Group holds the following financial instruments: (see notes below)

Group and Parent Group and Parent
30 June 08 30 June 07 30 June 08 30 June 07
NZ$000 NZ$000 NZ$000 NZ$000
Fair value hedges
1 - Interest rate swaps 350,000 350,000 (14,524) (23,647)
2 - US cross currency swaps 294,266 294,266 (65,455) (84,780)
Cash flow hedges
3 - Interest rate swaps 300,000 265,000 5,568 10,251
Derivatives not in hedge relationships
4 - Interest rate swaps 60,000 60,000 2,021 3,531
5 - Interest rate swaps 340,000 515,000 3,783 9,184
6 - Interest rate swaps 575,000 475,000 7,211 13,002
7 - Interest rate swaps 80,000 80,000 (2,492) (4,346)
8 - Interest rate swaps 80,000 80,000 2,034 3,799
9 - Interest rate swaps 215,000 - (1,575) -
2,294,266 2,119,266 (63,429) (73,006)

1. Interest rate swaps
The Group receives New Zealand fixed interest rates and pays New Zealand dollar floating interest rates. These qualify
for hedge accounting as fair value hedges and are entered into on terms matched to the underlying obligation.

2. US cross currency interest rate swaps

The Group receives US dollar fixed interest and pays New Zealand dollar floating interest. The hedge is both a fair value
hedge and hedges the movements in currency that would affect interest payments and final repayment at maturity.
These were entered into at terms to match the underlying obligation.

3. Interest rate swaps

The Group receives New Zealand dollar floating-interest rates and pays New Zealand dollar fixed interest. The hedge
is to fix the variable floating obligations efficiently, as per the Hedge Policy and the Treasury Policy and is on matched
terms. These are cash flow hedges.

4. Interest rate swaps

The Group receives New Zealand dollar floating interest rates and pays New Zealand dollar fixed interest. The hedge
is to fix the variable floating obligations efficiently, as per the hedge policy and the treasury policy, and is on matched
terms but not hedge accounted.



5. Interest rate swaps

To swap back fixed New Zealand dollar debt converted to floating back to fixed debt. The swap is used to match the
interest rate profile in accordance with the Board strategy and is on matched terms. Hedge accounting is not applied to
these swaps.

6. Interest rate swaps

To convert New Zealand dollar floating debt from 2 above to New Zealand dollar fixed debt. The swap is used to modify
the debt profile in accordance with the Board strategy and is on matched terms. Hedge accounting is not applied to
these swaps.

7. Interest rate swaps

To unwind floating to fixed swaps that existed when the hedging policy was changed. These are to offset previous
interest rate swaps and match the terms of those including termination date and rolls. Hedge accounting is not applied
to these swaps.

8. Interest rate swaps
Historical floating to fixed swaps which are offset by 7 above on matched term and roll basis. Hedge accounting is not
applied to these swaps.

9. Interest rate swaps
To unwind portions of cash flow hedges. These hedges offset portions of swaps shown in 3, 4 and 5 above and are not
hedge accoun