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ACCOUNTING PRINCIPLES 2019

Al Investments & Resources significant Accounting Principles Adopted for the Al
Investments Group

These accounting principals have been adopted in the preparation of the financial
statements of the Company including the financial reports to 30 June 2019 are set out
below. These principles are applied to all accounts and reports of the Company released
after 30 June 2019, unless otherwise stated. These Principles replace the 2016 Company
Accounting Standards and are hereafter referred to as the Al Investments & Resources
Accounting Principles 2019.

New or amended Accounting Standards and Interpretations adopted

The Company has adopted all of the new, revised or amending Accounting Standards and
Interpretations issued by the Australian Accounting Standards Board ('AASB') that are mandatory for
the current reporting period to 30 June 2019.

Any new, revised or amending Accounting Standards or Interpretations that are not yet mandatory
have not been early adopted.

The following Accounting Standards and Interpretations are most relevant to the Company:

AASB 9 Financial Instruments

The Company has adopted AASB 9 from 1 July 2018, using the modified retrospective approach. The
standard introduced new classification and measurement models for financial assets. A financial asset
shall be measured at amortised cost if it is held within a business model whose objective is to hold
assets in order to collect contractual cash flows which arise on specified dates and that are solely
principal and interest. A debt investment shall be measured at fair value through other comprehensive
income if it is held within a business model whose objective is to both hold assets in order to collect
contractual cash flows which arise on specified dates that are solely principal and interest as well as
selling the asset on the basis of its fair value. All other financial assets are classified and measured at
fair value through profit or loss unless the Company makes an irrevocable election on initial
recognition to present gains and losses on equity instruments (that are not held-for-trading or
contingent consideration recognised in a business combination) in other comprehensive income
('OClI'). Despite these requirements, a financial asset may be irrevocably designated as measured at
fair value through profit or loss to reduce the effect of, or eliminate, an accounting mismatch. For
financial liabilities designated at fair value through profit or loss, the standard requires the portion of
the change in fair value that relates to the Company’s own credit risk to be presented in OCI (unless it
would create an accounting mismatch). New simpler hedge accounting requirements are intended to
more closely align the accounting treatment with the risk management activities of the Company. New
impairment requirements use an 'expected credit loss' ('"ECL') model to recognise an allowance.
Impairment is measured using a 12-month ECL method unless the credit risk on a financial instrument
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has increased significantly since initial recognition in which case the lifetime ECL method is adopted.
For receivables, a simplified approach to measuring expected credit losses using a lifetime expected
loss allowance is available.

AASB 15 Revenue from Contracts with Customers

The Company has adopted AASB 15 from 1 July 2018, using the modified retrospective approach. The
standard provides a single comprehensive model for revenue recognition. The core principle of the
standard is that the Company shall recognise revenue to depict the transfer of promised goods or
services to customers at an amount that reflects the consideration to which the Company expects to
be entitled in exchange for those goods or services. The standard introduced a new contract-based
revenue recognition model with a measurement approach that is based on an allocation of the
transaction price. This is described further in the accounting policies below. Credit risk is presented
separately as an expense rather than adjusted against revenue. Contracts with customers are
presented in the Company’s statement of financial position as a contract liability, a contract asset, or
a receivable, depending on the relationship between the Company’s performance and the customer's
payment. Customer acquisition costs and costs to fulfil a contract can, subject to certain criteria, be
capitalised as an asset and amortised over the contract period.

Basis of preparation

The Company’s general purpose financial statements will be prepared in accordance with Australian
Accounting Standards and Interpretations issued by the Australian Accounting Standards Board
('AASB') and the Corporations Act 2001, as appropriate for for-profit oriented entities. The Company’s
financial statements will also comply with International Financial Reporting Standards as issued by the
International Accounting Standards Board ('IASB'). Material accounting policies adopted in the
preparation of the Company’s financial statements are presented below and have been consistently
applied unless stated otherwise. Except for cash flow information, the financial statements will be
prepared on an accrual basis.

Historical cost convention

The financial statements will be prepared under the historical cost convention, except for financial
assets at fair value through profit or loss.

Critical accounting estimates

The preparation of the financial statements requires the use of certain critical accounting estimates.
It also requires management to exercise its judgement in the process of applying the Company’s
accounting policies. The areas involving a higher degree of judgement or complexity, or areas where
assumptions and estimates are significant to the financial statements, will be disclosed in the
company’s accounts.
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Principles of consolidation

The consolidated financial statements of the Company will incorporate the assets and liabilities of all
subsidiaries of Al Investments & Resources Limited (‘company' or 'parent entity') as at 30 June 2019
and the results of all subsidiaries for the year then ended. Al Investments & Resources Limited and
its subsidiaries together will be referred to in such financial statements as the 'consolidated entity'.
Subsidiaries are all those entities over which the consolidated entity has control. The consolidated
entity controls an entity when the consolidated entity is exposed to, or has rights to, variable returns
from its involvement with the entity and has the ability to affect those returns through its power to
direct the activities of the entity. Subsidiaries will be fully consolidated from the date on which control
is transferred to the consolidated entity. They are de-consolidated from the date that control ceases.

Intercompany transactions, balances and unrealised gains on transactions between entities in the
consolidated entity will be eliminated. Unrealised losses will also eliminated unless the transaction
provides evidence of the impairment of the asset transferred. Accounting policies of subsidiaries have
been changed where necessary to ensure consistency with the policies adopted by the consolidated
entity. The acquisition of subsidiaries is accounted for using the acquisition method of accounting. A
change in ownership interest, without the loss of control, will be accounted for as an equity
transaction, where the difference between the consideration transferred and the book value of the
share of the non-controlling interest acquired is recognised directly in equity attributable to the parent.
Where the consolidated entity loses control over a subsidiary, it will derecognise the assets including
goodwill, liabilities and non-controlling interest in the subsidiary together with any cumulative
translation differences recognised in equity. The consolidated entity will recognise the fair value of
the consideration received and the fair value of any investment retained together with any gain or
loss in profit or loss.

Foreign currency translation

The financial report will be presented in Australian dollars, which is Al Investments & Resources
Limited’s functional and presentation currency.

Foreign currency transactions

Foreign currency transactions will be translated into Australian dollars using the exchange rates
prevailing at the dates of the translations. Foreign exchange gains and losses resulting from the
settlement of such transactions and from the translation at financial year-end exchange rates of
monetary assets and liabilities denominated in foreign currencies will be recognised in profit or loss.

Foreign operations

The assets and liabilities of foreign operations will be translated into Australian dollars using the
exchange rates at the reporting date. The revenues and expenses of foreign operations will be
translated into Australian dollars using the average exchange rates, which approximate the rate at the
date of the transaction, for the period. All resulting foreign exchange differences will be recognised in

other comprehensive income.
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Revenue recognition

The Company will recognise revenue as follows:

Revenue from contracts with customers

Revenue will be recognised at an amount that reflects the consideration to which the Company is
expected to be entitled in exchange for transferring goods or services to a customer. For each contract
with a customer, the consolidated entity: identifies the contract with a customer; identifies the
performance obligations in the contract; determines the transaction price which takes into account
estimates of variable consideration and the time value of money; allocates the transaction price to
the separate performance obligations on the basis of the relative stand-alone selling price of each
distinct good or service to be delivered; and recognises revenue when or as each performance
obligation is satisfied in a manner that depicts the transfer to the customer of the goods or services
promised.

Variable consideration within the transaction price, if any, reflects concessions provided to the
customer such as discounts, rebates and refunds, any potential bonuses receivable from the customer
and any other contingent events. Such estimates are determined using either the 'expected value' or
'most likely amount' method. The measurement of variable consideration is subject to a constraining
principle whereby revenue will only be recognised to the extent that it is highly probable that a
significant reversal in the amount of cumulative revenue recognised will not occur. The measurement
constraint continues until the uncertainty associated with the variable consideration is subsequently
resolved. Amounts received that are subject to the constraining principle are recognised as a refund
liability.

Sale of goods

Revenue from the sale of goods will be recognised at the point in time when the customer obtains
control of the goods, which is generally at the point of sale or the time of delivery.

Rendering of services

Rendering of services revenue will be recognised as the service is provided as the Company has a right
to compensation equivalent to the value delivered to the customer.

Dividend revenue

Dividend revenue will be recognised when the right to receive a dividend has been established.

Dividends received from associates and joint venture entities are accounted for in accordance with
the equity method of accounting.

Management fee income

Management fee income will be recognised over time as the services are rendered based on either a
fixed price or an hourly rate.

Interest

Interest revenue will be recognised as interest accrues using the effective interest method. This is a
method of calculating the amortised cost of a financial asset and allocating the interest income over
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the relevant period using the effective interest rate, which is the rate that exactly discounts estimated
future cash receipts through the expected life of the financial asset to the net carrying amount of the
financial asset.

Other revenue

Other revenue will be recognised when it is received or when the right to receive payment is
established.

Income tax

The income tax expense or benefit for the period is the tax payable on that period's taxable income
based on the applicable income tax rate for each jurisdiction, adjusted by the changes in deferred tax
assets and liabilities attributable to temporary differences, unused tax losses and the adjustment
recognised for prior periods, where applicable.

Deferred tax assets and liabilities will be recognised for temporary differences at the tax rates
expected to be applied when the assets are recovered or liabilities are settled, based on those tax
rates that are enacted or substantively enacted, except for:

e  When the deferred income tax asset or liability arises from the initial recognition of goodwill
or an asset or liability in a transaction that is not a business combination and that, at the time
of the transaction, affects neither the accounting nor taxable profits; or

o  When the taxable temporary difference is associated with interests in subsidiaries, associates
or joint ventures, and the timing of the reversal can be controlled and it is probable that the
temporary difference will not reverse in the foreseeable future.

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

The carrying amount of recognised and unrecognised deferred tax assets will be reviewed at each
reporting date. Deferred tax assets recognised are reduced to the extent that it is no longer probable
that future taxable profits will be available for the carrying amount to be recovered. Previously
unrecognised deferred tax assets will be recognised to the extent that it is probable that there are
future taxable profits available to recover the asset.

Deferred tax assets and liabilities will be offset only where there is a legally enforceable right to offset
current tax assets against current tax liabilities and deferred tax assets against deferred tax liabilities;
and they relate to the same taxable authority on either the same taxable entity or different taxable
entities which intend to settle simultaneously.



A Al Investments
& Resources Ltd

Current and non-current classification

Assets and liabilities will be presented in the statement of financial position based on current and non-
current classification. An asset will be classified as current when: it is either expected to be realised or
intended to be sold or consumed in the Company’s normal operating cycle; it is held primarily for the
purpose of trading; it is expected to be realised within 12 months after the reporting period; or the
asset is cash or cash equivalent unless restricted from being exchanged or used to settle a liability for
at least 12 months after the reporting period. All other assets are classified as non-current.

A liability will be classified as current when: it is either expected to be settled in the Company’s normal
operating cycle; it is held primarily for the purpose of trading; it is due to be settled within 12 months
after the reporting period; or there is no unconditional right to defer the settlement of the liability for
at least 12 months after the reporting period. All other liabilities are classified as non-current.

Deferred tax assets and liabilities will always classified as non-current.

Cash and cash equivalents

Cash and cash equivalents includes cash on hand, deposits held at call with financial institutions, other
short-term, highly liquid investments with original maturities of three months or less that are readily
convertible to known amounts of cash and which are subject to an insignificant risk of changes in value.

Trade and other receivables

Trade receivables will be initially recognised at fair value and subsequently measured at amortised
cost using the effective interest method, less any allowance for expected credit losses. Trade
receivables are generally due for settlement within 30 days.

The Company will apply the simplified approach to measuring expected credit losses, which uses a
lifetime expected loss allowance. To measure the expected credit losses, trade receivables have been
grouped based on days overdue.

Other receivables will be recognised at amortised cost, less any allowance for expected credit losses.

Inventories

Finished goods will be stated at the lower of cost and net realisable value on a 'first in first out' basis.
Cost comprises of purchase and delivery costs, net of rebates and discounts received or receivable.

Agricultural produce harvested from the Company’s biological assets shall be measured at its fair value
less costs to sell at the point of harvest.

Any fair value gains or losses will be recognised in the profit or loss.

Net realisable value is the estimated selling price in the ordinary course of business less the estimated
costs of completion and the estimated costs necessary to make the sale.
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Associates

Associates are entities over which the Company has significant influence but not control or joint
control. Investments in associates are accounted for using the equity method. Under the equity
method, the share of the profits or losses of the associate will be recognised in profit or loss and the
share of the movements in equity will be recognised in other comprehensive income. Investments in
associates are carried in the statement of financial position at cost plus post-acquisition changes in
the Company’s share of net assets of the associate. Goodwill relating to the associate will be included
in the carrying amount of the investment and is neither amortised nor individually tested for
impairment. Dividends received or receivable from associates reduce the carrying amount of the
investment. When the consolidated entity's share of losses in an associate equals or exceeds its
interest in the associate, including any unsecured long-term receivables, the Company will not
recognise further losses, unless it has incurred obligations or made payments on behalf of the
associate.

The Company discontinues the use of the equity method upon the loss of significant influence over
the associate and recognises any retained investment at its fair value. Any difference between the
associate's carrying amount, fair value of the retained investment and proceeds from disposal is
recognised in profit or loss.

Joint operations

A joint operation is a joint arrangement whereby the parties that have joint control of the arrangement
have rights to the assets, and obligations for the liabilities, relating to the arrangement. The Company
has and will continue to recognise its share of jointly held assets, liabilities, revenues and expenses of
joint operations. These have been incorporated in the financial statements under the appropriate
classifications.

Investments and other financial assets

Investments and other financial assets will be initially measured at fair value. Transaction costs are
included as part of the initial measurement, except for financial assets at fair value through profit or
loss. Such assets are subsequently measured at either amortised cost or fair value depending on their
classification. Classification is determined based on both the business model within which such assets
are held and the contractual cash flow characteristics of the financial asset unless, an accounting
mismatch is being avoided.

Financial assets are derecognised when the rights to receive cash flows have expired or have been
transferred and the consolidated entity has transferred substantially all the risks and rewards of
ownership. When there is no reasonable expectation of recovering part or all of a financial asset, its
carrying value will be written off.
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Financial assets at amortised cost

A financial asset is measured at amortised cost only if both of the following conditions are met:

(i) it is held within a business model whose objective is to hold assets in order to collect
contractual cash flows; and

(i) the contractual terms of the financial asset represent contractual cash flows that are
solely payments of principal and interest.

Impairment of financial assets

The Company will recognise a loss allowance for expected credit losses on financial assets which are
either measured at amortised cost or fair value through other comprehensive income. The
measurement of the loss allowance depends upon the Company’s assessment at the end of each
reporting period as to whether the financial instrument's credit risk has increased significantly since
initial recognition, based on reasonable and supportable information that is available, without undue
cost or effort to obtain.

Where there has not been a significant increase in exposure to credit risk since initial recognition, a
12-month expected credit loss allowance is estimated. This represents a portion of the asset's lifetime
expected credit losses that is attributable to a default event that is possible within the next 12 months.
Where a financial asset has become credit impaired or where it is determined that credit risk has
increased significantly, the loss allowance is based on the asset's lifetime expected credit losses. The
amount of expected credit loss recognised is measured on the basis of the probability weighted
present value of anticipated cash shortfalls over the life of the instrument discounted at the original
effective interest rate.

For financial assets measured at fair value through other comprehensive income, the loss allowance
will be recognised within other comprehensive income. In all other cases, the loss allowance is
recognised in profit or loss.

Property, plant and equipment

Plant and equipment will be stated at historical cost less accumulated depreciation and impairment.
Historical cost includes expenditure that is directly attributable to the acquisition of the items.

Depreciation is calculated on a straight-line basis to write off the net cost of each item of property,
plant and equipment over their expected useful lives as follows:

e Plant and equipment 13% - 40%
e Motor vehicles 17% - 25%

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

Motor vehicles and plant and equipment under lease are depreciated over the unexpired period of
the lease or the estimated useful life of the assets, whichever is shorter.
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An item of property, plant and equipment is derecognised upon disposal or when there is no future
economic benefit to the consolidated entity. Gains and losses between the carrying amount and the
disposal proceeds are taken to profit or loss.

Leases

The determination of whether an arrangement is or contains a lease is based on the substance of the
arrangement and requires an assessment of whether the fulfilment of the arrangement is dependent
on the use of a specific asset or assets and the arrangement conveys a right to use the asset.

A distinction is made between finance leases, which effectively transfer from the lessor to the lessee
substantially all the risks and benefits incidental to the ownership of leased assets, and operating
leases, under which the lessor effectively retains substantially all such risks and benefits.

Finance leases are capitalised. A lease asset and liability are established at the fair value of the leased
assets, or if lower, the present value of minimum lease payments. Lease payments are allocated
between the principal component of the lease liability and the finance costs, so as to achieve a
constant rate of interest on the remaining balance of the liability.

Leased assets acquired under a finance lease are depreciated over the asset's useful life or over the
shorter of the asset's useful life and the lease term if there is no reasonable certainty that the
consolidated entity will obtain ownership at the end of the lease term.

Operating lease payments, net of any incentives received from the lessor, are charged to profit or loss
on a straight-line basis over the term of the lease.

Impairment of non-financial assets

Other non-financial assets are reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable. An impairment loss is recognised for the
amount by which the asset's carrying amount exceeds its recoverable amount.

Recoverable amount is the higher of an asset's fair value less costs of disposal and value-in-use. The
value-in-use is the present value of the estimated future cash flows relating to the asset using a pre-
tax discount rate specific to the asset or cash-generating unit to which the asset belongs. Assets that
do not have independent cash flows are grouped together to form a cash-generating unit.

Trade and other payables

These amounts represent liabilities for goods and services provided to the Company prior to the end
of the financial year and which are unpaid. Due to their short-term nature they are measured at
amortised cost and are not discounted. The amounts are unsecured and are usually paid within 30
days of recognition.
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Borrowings

Loans and borrowings are initially recognised at the fair value of the consideration received, net of
transaction costs. They are subsequently measured at amortised cost using the effective interest
method. Where there is an unconditional right to defer settlement of the liability for at least 12
months after the reporting date, the loans or borrowings are classified as non-current.

Finance costs

Finance costs attributable to qualifying assets are capitalised as part of the asset. All other finance
costs are expensed in the period in which they are incurred.

Employee benefits
Short-term employee benefits

Liabilities for wages and salaries, including non-monetary benefits, annual leave and long service leave
expected to be settled wholly within 12 months of the reporting date are measured at the amounts
expected to be paid when the liabilities are settled.

Other long-term employee benefits

The liability for annual leave and long service leave not expected to be settled within 12 months of
the reporting date are measured as the present value of expected future payments to be made in
respect of services provided by employees up to the reporting date using the projected unit credit
method. Consideration is given to expected future wage and salary levels, experience of employee
departures and periods of service. Expected future payments are discounted using market yields at
the reporting date on high quality corporate bonds with terms to maturity and currency that match,
as closely as possible, the estimated future cash outflows.

Defined contribution superannuation expense

Contributions to defined contribution superannuation plans are expensed in the period in which they
are incurred.

Fair value measurement

When an asset or liability, financial or non-financial, is measured at fair value for recognition or
disclosure purposes, the fair value is based on the price that would be received to sell an asset or paid
to transfer a liability in an orderly transaction between market participants at the measurement date;
and assumes that the transaction will take place either: in the principal market; or in the absence of a
principal market, in the most advantageous market.

Fair value is measured using the assumptions that market participants would use when pricing the
asset or liability, assuming they act in their economic best interests. For non-financial assets, the fair

value measurement is based on its highest and best use. Valuation techniques that are appropriate in
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the circumstances and for which sufficient data are available to measure fair value, are used,
maximising the use of relevant observable inputs and minimising the use of unobservable inputs.

Assets and liabilities measured at fair value are classified into three levels, using a fair value hierarchy
that reflects the significance of the inputs used in making the measurements. Classifications are
reviewed at each reporting date and transfers between levels are determined based on a
reassessment of the lowest level of input that is significant to the fair value measurement.

For recurring and non-recurring fair value measurements, external valuers may be used when internal
expertise is either not available or when the valuation is deemed to be significant. External valuers are
selected based on market knowledge and reputation. Where there is a significant change in fair value
of an asset or liability from one period to another, an analysis is undertaken, which includes a
verification of the major inputs applied in the latest valuation and a comparison, where applicable,
with external sources of data.

Issued capital

Ordinary shares are classified as equity.

Incremental costs directly attributable to the issue of new shares or options will be shown in equity as
a deduction, net of tax, from the proceeds.

Business combinations

The acquisition method of accounting is used to account for business combinations regardless of
whether equity instruments or other assets are acquired.

The consideration transferred is the sum of the acquisition-date fair values of the assets transferred,
equity instruments issued or liabilities incurred by the acquirer to former owners of the acquiree and
the amount of any non-controlling interest in the acquiree. For each business combination, the non-
controlling interest in the acquiree is measured at either fair value or at the proportionate share of
the acquiree's identifiable net assets. All acquisition costs are expensed as incurred to profit or loss.

On the acquisition of a business, the Company assesses the financial assets acquired and liabilities
assumed for appropriate classification and designation in accordance with the contractual terms,
economic conditions, the consolidated entity's operating or accounting policies and other pertinent
conditions in existence at the acquisition-date.

Where the business combination is achieved in stages, the Company remeasures its previously held
equity interest in the acquiree at the acquisition-date fair value and the difference between the fair
value and the previous carrying amount is recognised in profit or loss.

Contingent consideration to be transferred by the acquirer is recognised at the acquisition-date fair
value. Subsequent changes in the fair value of the contingent consideration classified as an asset or

11
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liability is recognised in profit or loss. Contingent consideration classified as equity is not remeasured
and its subsequent settlement is accounted for within equity.

The difference between the acquisition-date fair value of assets acquired, liabilities assumed and any
non-controlling interest in the acquiree and the fair value of the consideration transferred and the fair
value of any pre-existing investment in the acquiree is recognised as goodwill. If the consideration
transferred and the pre-existing fair value is less than the fair value of the identifiable net assets
acquired, being a bargain purchase to the acquirer, the difference is recognised as a gain directly in
profit or loss by the acquirer on the acquisition-date, but only after a reassessment of the
identification and measurement of the net assets acquired, the non-controlling interest in the
acquiree, if any, the consideration transferred and the acquirer's previously held equity interest in the
acquirer.

Business combinations are initially accounted for on a provisional basis. The acquirer retrospectively
adjusts the provisional amounts recognised and also recognises additional assets or liabilities during
the measurement period, based on new information obtained about the facts and circumstances that
existed at the acquisition-date. The measurement period ends on either the earlier of

e 12 months from the date of the acquisition or

e when the acquirer receives all the information possible to determine fair value. Earnings per
share Basic earnings per share Basic earnings per share is calculated by dividing the profit
attributable to the owners of Al Investments & Resources Limited, excluding any costs of
servicing equity other than ordinary shares, by the weighted average number of ordinary
shares outstanding during the financial year, adjusted for bonus elements in ordinary shares
issued during the financial year.

Diluted earnings per share

Diluted earnings per share adjusts the figures used in the determination of basic earnings per share to
take into account the after income tax effect of interest and other financing costs associated with
dilutive potential ordinary shares and the weighted average number of shares assumed to have been
issued for no consideration in relation to dilutive potential ordinary shares.

Goods and Services Tax ('GST') and other similar taxes

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

Receivables and payables are stated inclusive of the amount of GST receivable or payable. The net
amount of GST recoverable from, or payable to, the tax authority is included in other receivables or
other payables in the statement of financial position.

12
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Cash flows are presented on a gross basis. The GST components of cash flows arising from investing
or financing activities which are recoverable from, or payable to the tax authority, are presented as
operating cash flows.

Commitments and contingencies are disclosed net of the amount of GST recoverable from, or payable
to, the tax authority.

New Accounting Standards and Interpretations not yet mandatory or early adopted

Australian Accounting Standards and Interpretations that have recently been issued or amended but
are not yet mandatory, have not been early adopted by the Company for the annual reporting period
ended 30 June 2019. The Company’s assessment of the impact of these new or amended Accounting
Standards and Interpretations, most relevant to the consolidated entity, are set out below.

AASB 16 Leases

This standard is applicable to annual reporting periods beginning on or after 1 January 2019. The
standard replaces AASB 117 'Leases' and for lessees will eliminate the classifications of operating
leases and finance leases. Subject to exceptions, a 'right-of-use' asset will be capitalised in the
statement of financial position, measured as the present value of the unavoidable future lease
payments to be made over the lease term.

The exceptions relate to short-term leases of 12 months or less and leases of low-value assets (such
as personal computers and small office furniture) where an accounting policy choice exists whereby
either a 'right-of-use' asset is recognised or lease payments are expensed to profit or loss as incurred.

A liability corresponding to the capitalised lease will also be recognised, adjusted for lease
prepayments, lease incentives received, initial direct costs incurred and an estimate of any future
restoration, removal or dismantling costs.

Straight-line operating lease expense recognition will be replaced with a depreciation charge for the
leased asset (included in operating costs) and an interest expense on the recognised lease liability
(included in finance costs). In the earlier periods of the lease, the expenses associated with the lease
under AASB 16 will be higher when compared to lease expenses under AASB 117. However EBITDA
(Earnings Before Interest, Tax, Depreciation and Amortisation) results will be improved as the
operating expense is replaced by interest expense and depreciation in profit or loss under AASB 16.

For classification within the statement of cash flows, the lease payments will be separated into both

a principal (financing activities) and interest (either operating or financing activities) component.

For lessor accounting, the standard does not substantially change how a lessor accounts for leases.
The consolidated entity will adopt this standard from 1 July 2019 but the impact of its adoption is yet
to be assessed by the Company.

13
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New Conceptual Framework for Financial Reporting

A revised Conceptual Framework for Financial Reporting has been issued by the AASB and is applicable
for annual reporting periods beginning on or after 1 January 2020. This release impacts for-profit
private sector entities that have public accountability that are required by legislation to comply with
Australian Accounting Standards and other for-profit entities that voluntarily elect to apply the
Conceptual Framework. Phase 2 of the framework is yet to be released which will impact for-profit
private sector entities. The application of new definition and recognition criteria as well as new
guidance on measurement will result in amendments to several accounting standards.

The issue of AASB 2019-1 Amendments to Australian Accounting Standards — References to the
Conceptual Framework, also applicable from 1 January 2020, includes such amendments. Where the
consolidated entity has relied on the conceptual framework in determining its accounting policies for
transactions, events or conditions that are not otherwise dealt with under Australian Accounting
Standards, the consolidated entity may need to revisit such policies. The Company will apply the
revised conceptual framework from 1 July 2020 and is yet to assess its impact.

Critical accounting judgements, estimates and assumptions

The preparation of the financial statements requires management to make judgements, estimates
and assumptions that affect the reported amounts in the financial statements. Management
continually evaluates its judgements and estimates in relation to assets, liabilities, contingent liabilities,
revenue and expenses. Management bases its judgements, estimates and assumptions on historical
experience and on other various factors, including expectations of future events, management
believes to be reasonable under the circumstances. The resulting accounting judgements and
estimates will seldom equal the related actual results. The judgements, estimates and assumptions
that have a significant risk of causing a material adjustment to the carrying amounts of assets and
liabilities (refer to the respective notes) within the next financial year are discussed below.

Estimation of useful lives of assets

The Company determines the estimated useful lives and related depreciation and amortisation
charges for its property, plant and equipment and finite life intangible assets. The useful lives could
change significantly as a result of technical innovations or some other event. The depreciation and
amortisation charge will increase where the useful lives are less than previously estimated lives, or
technically obsolete or nonstrategic assets that have been abandoned or sold will be written off or
written down.

Impairment of property, plant and equipment

The Company assesses impairment of property, plant and equipment at each reporting date by
evaluating conditions specific to the Company and to the particular asset that may lead to impairment.
If an impairment trigger exists, the recoverable amount of the asset is determined. This involves fair
value less costs of disposal or value-in-use calculations, which incorporate a number of key estimates
and assumptions.

14
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Income tax

The Company is subject to income taxes in the jurisdictions in which it operates. Significant judgement
is required in determining the provision for income tax. There are many transactions and calculations
undertaken during the ordinary course of business for which the ultimate tax determination is
uncertain.

The Company recognises liabilities for anticipated tax audit issues based on the Company’s current
understanding of the tax law. Where the final tax outcome of these matters is different from the
carrying amounts, such differences will impact the current and deferred tax provisions in the period
in which such determination is made.

Remuneration
Principles used to determine the nature and amount of remuneration

The objective of the Company’s and company's executive reward framework is to ensure reward for
performance is competitive and appropriate for the results delivered. The framework aligns executive
reward with the achievement of strategic objectives and the creation of value for shareholders, and
conforms with the market best practice for delivery of reward.

The Board of Directors (‘'the Board') ensures that executive reward satisfies the following key criteria
for good reward governance practices:

e competitiveness and reasonableness
e acceptability to shareholders
e performance linkage / alignment of executive compensation

e transparency

The Board is responsible for determining and reviewing remuneration arrangements for its directors
and executives. The performance of the Company depends on the quality of its directors and
executives. The remuneration philosophy is to attract, motivate and retain high performance and high
quality personnel. The Board has structured an executive remuneration framework that is market
competitive and complementary to the reward strategy of the Company.

The reward framework is designed to align executive reward to shareholders' interests. The Board
have considered that it should seek to enhance shareholders' interests by:

e having economic profit as a core component of plan design
e focusing on sustained growth in shareholder wealth, consisting of dividends and growth in
share price, and delivering constant or increasing return on assets as well as focusing the
executives on key non-financial drivers of value
e attracting and retaining high calibre executives Additionally, the reward framework should
seek to enhance executives' interests by:
e rewarding capability and experience

o reflecting competitive reward for contribution to growth in shareholder wealth
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e providing a clear structure for earning rewards

In accordance with best practice corporate governance, the structure of non-executive director and
executive director remuneration is separate. Non-executive directors’ remuneration Fees and
payments to non-executive directors reflect the demands which are made on, and the responsibilities
of, the directors.

Non-executive directors' fees and payments are reviewed annually by the Board. The Board may seek
the advice of independent remuneration consultants to ensure non-executive directors' fees and
payments are appropriate and in line with the market (see 'use of remuneration consultants' section
below).

The chairman's fees are determined independently to the fees of other non-executive directors based
on comparative roles in the external market. The chairman is not present at any discussions relating
to determination of his own remuneration. Non-executive directors do not receive share options or
other incentives.

ASX listing rules require that the aggregate non-executive directors’ remuneration shall be determined
periodically by a general meeting. The most recent determination was at the Annual General Meeting
held on 25 November 2011, where the shareholders approved an aggregate remuneration of $90,867.

Executive remuneration

The Company aims to reward executives with a level and mix of remuneration based on their position
and responsibility, which is both fixed and variable. The executive remuneration and reward
framework has four components:

e base pay and non-monetary benefits
e short-term performance incentives
e share-based payments

e other remuneration such as superannuation and long service leave

The combination of these comprises the executive's total remuneration. Fixed remuneration,
consisting of base salary, superannuation and non-monetary benefits, are reviewed annually by the
Board, based on individual and business unit performance, the overall performance of the
consolidated entity and comparable market remunerations. Executives can receive their fixed
remuneration in the form of cash or other fringe benefits (for example motor vehicle benefits) where
it does not create any additional costs to the consolidated entity and adds additional value to the
executive.

The short-term incentives

The short-term incentives ('STI') program is designed to align the targets of the business units with the
targets of those executives in charge of meeting those targets. STl payments are granted to executives
based on specific annual targets and key performance indicators ('KPI') being achieved. KPI’s include
profit contribution, customer satisfaction, leadership contribution and product management. Long-
term incentives ('LTI") include long service leave and share-based payments. The shareholders
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approved a performance rights plan at the 2015 AGM. Performance rights are awarded to executives
over a period of up to three years based on long-term incentive measures, as well as continued
employment. The Company is proposing terminating the 2015 Plan at the 2019 AGM and instituting a
new plan subject to shareholder approval.

Long-term incentive measures
Long-term incentive measures include financial performance of the consolidated entity, increases in

shareholder value relative to the entire market and an increase in shareholder value relative to the
consolidated entity's direct competitors.

Consolidated entity performance and link to remuneration

Remuneration for certain individuals is directly linked to the performance of the consolidated entity.
Incentive payments are dependent on defined earnings before interest, tax, depreciation and
amortisation ('EBITDA') targets being met.
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