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Annual Report of the I\/Iembers of the Corporation

The Board of Directors take pleasure in presenting their Annual Report including the Financial Statements of
the Corporation for the year snded 30 June 2018.

Activities

During the year the Group continued to provide services to the Cook Islands community on behalf of the
Government, including the operations of the ports and airports on the islands of Aitutaki and Rarotonga, the
elsctricity supply to Aitutaki and Rarctonga, and the operations of the Bank of Cook Islands.

The Corporation managed all Government land and buildings throughout the Cook Islands including
commercial properties, residential properties, Government Ministries, Government Funded Agencies, public
schools and public hospitals.

Objectives

The Corporation was established by an Act of Parliament, the Cook Islands Investment Corporation Act (1998},
The Act provides for the control and management of Government Assets and undertakings. Specific
objectives of the Corporation are outlined in the Act, and include:

Efficient Management of Assets
This involves the management of Government lands and buildings, and the statutory management of
subsidiaries and state owned enterprises.

Privatisation

The Act ensures that the Corporation does not compete in trading activities where the private sector is willing
and able to carry out those activities, unless in the opinion of the Board it is in the public interest that the
Corporatton becomes involved to ensure that a particular trading activity is provided on a refiable, sustainable
and equitable basis. -

To be socially Responsible
This objective of the Corporation provides a balance between the maximisation of profits, and the recognition
of the Government's social responsibility in the performance of the Corporation’s functions.

Results
Group Parant

30 June

In thousands of New Zealand Dollars 2017

Surplus/(Deficit) after tax

Total assets 345,222

Owners' equity 206,369

STATUTORY CORPORATIONS

Airport Authority

The Airport Autherity is governed under the Airports and Airport Authorities Act (1968-1969). The Authority is
responsible for the management of the international airport on Rarctonga and the domestic airport on Aitutaki.

The Authority has total assets of $74,745,000 and equity of $70,942,000 at 30 June 2018. [t made a tax paid
profit of $1,073,000 this year.
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Bank of the Cook Islands Holdings Corporation

The Bank of the Cock Islands Holdings Corporation was established in November 2003, under the Bank of the
Cook Islands Act 2003, following the cormnmittee review under the Minister of Bank of the Cook Islands to
ensure the agencies charter remained in line with the Government's commitrment to financial reform.

The Bank of the Cook Islands Hoeldings Corporation has total assets of $116,237,000 and equity of
$18,531,000 at 30 June 2018. It made a tax paid surplus of $1,216,000 this year.

Cook fsfands Government Property Corporation

The Corporation was established by the Cook Islands Government Property Corporation Act (1969) to manage
Government assets with its governing body being the Ministers of the Governmant. The major assets owned
by Cook Islands Government Property Corporation are Government land and buildings, and equity
investrments.

The Corporation generated rental revenues on its buildings portfolio. These revenues are transferred to Cook
Islands Investment Corporation in accordance with Section 31 {2) of the Cook Islands Investment Corporation
Act {1998). All administration and management expenses relating to assets owned by the Corporation are
incurred by Cook Islands Investment Corporation.

The Corporation’s other major revenue item is the 2018 dividend from Cook Islands Telecommunication
Holdings Limited of $2,558,000.

The Corporation has total assets of $61,069,000 and equity of $60,494,000 at 30 June 2018. It made a profit of
$2,146,000 this year. The Corporation is tax exempt.

Ports Authority

The management of the commercial ports at Avatiy, Rarotonga and Arutanga, Aitutaki rests with the Ports
Authority, under the Ports Authority Act {1994-1995).

The Authority has total assets of $36,471,000 and equity of $14,582,000 at 30 June 2018. It made a loss of
$336,000 feor this year.

Cook Islands Broadcasting Corporation

The Cook Islands Broadcasting Corporation is governed by the Broadcasting Corporation Act {1989). With the
functions of providing radio and television service privatised, Cook Islands Broadcasiing Corporation became
an asset manager.

Cook Islands Breadcasting Corporation has nil total assets and nil equity at 30 June 2018. It did not trade
during the year.

Te Aponga Uira O Tumu-te-Varovaro

Te Aponga Uira generates and distributes electricity to Rarotonga in accordance with its mandate under the Te
Aponga Uira O tumu-te-Varovaro Act {1991).

Te Aponga has total assets of $60,251,000 and equity of $57,5633,000 at 30 June 2018. It made a tax paid
surplus of $5,224,000 this year.

COMPANIES

Cook Islands Property Corporation (NZ) Limited

Cook Islands Praperty Cerporation (NZ) Limited is incorporated under the New Zealand Companies Act (1993).
The Company owns the Consulate premises in Wellington.

Cook Islands Property Corporation (NZ} Limited has total assets of $724,000 and equity of $71,000 at 30 June
2018. It made a tax paid surplus of $71,000 this year.

Suwarrow Development Corporation Limited
Suwarrow Development Corporation Limited was set up to act as a manager / licensor for industry in
Suwarrow. The Company is dormant.
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Cook Islands Telecommunication Holdings Limited

Cook Islands Government Property Carporation is the owner of all shares in Cook Islands Telecommunication
Holdings Limited. That entity is a holding company for Government's 40% interest in Telecom Cook Islands
Limited. Control of Cook Islands Telecommunication Holdings Limited rests with the governing bedy of Cook
Islands Government Property Corporation.

Cook Islands Telecommunication Holdings Limited has total assets of $11,529,000 and equity of $11,402,000 at
30 June 2018. It made a tax paid surplus before dividends payable of $3,822,000 this year.

Banana Court Company Limited

The Company manages the Banana Court commercial retail complex in Avarua.

The Banana Court Company Limited has total assets of $250,000 and equity of $227,000 at 30 June 2018. It made
a tax paid surplus of $26,000 for this year.

To Tatou Vai Limited

The principal activity of To Tatou Vai Limited is to ensure the availability of an adequate supply of
drinkable water and to establish and manage the treatment, collection and disposal of sewage on the
Island of Rarotonga

To Tatou Vai Limited has total assets of $84,000 and equity of $70,000 at 30 June 2018. It made a tax
paid loss of $30,000 for this year.

Aitutaki Power Supply Limited

The Company generates and distributes electricity on the outer island of Aitutaki,

Aitutaki Power Supply Limited has total assets of $3,959,000 and equity of $3,840,000 at 30 June
2018. It made a tax paid loss of $3,000 for this year.

Avaroa Cables Limited

The principal activity of Avaroa Cables Limited is management of telecommunication networks and
services.

Avaroa Cables Limited has total assets of $1,000 and equity of $1,000 at 30 June 2018. The Company
was non-trading during the year.

Accounting Policies
Accounting policies are applied according to generally accepted accounting practice as applied in International
Public Sector Accounting Standards (IPSAS).

Remuneration of CIIC Directors

Mr Michael Henry received fees of $29,000 as Chairman of Directors and $25,000 as a member of the
Infrastructure Committee during the year. Mr Malcolm Sword received $19,000 as a Director and $15,000 as a
member of the Infrastructure Committee. Ms Caren Rangi received $36,500 for her role as a Director of the Cook
Islands Investment Corporation.

Appointment of Auditors
In compliance with Section 17 of the Cook Islands Investment Corporation Act 1998, KPMG were
reappointed as auditor for the 2019 fin

For and on behalf of the

Dipéctor y i

Date Date
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naependent Auditor's Repor

To the shareholder of Cook Islands Investment Corporation

Report on the audit of the Corporation and Group financial statements

Qualified opinion
In our opinion, the ac pan We have audited the accompanying Corporation and
Group financial S Group fin statements which comprise

— the Corporation and Group statement of financial

t fairly in all materi

s and Group's finar

| perform C
d on that date; and

2ctor Accounting

\’/ Basis for qualified opinion

We conducted our audit in accordance with International Standards on Auditing (New Zealand) (‘ISAs (NZ)'). We
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our unmodified
opinion on the Corporation and Group cash flows and qualified opinion on the Corporation and Group financial
position and comprehensive revenue and expenses for the year ending 30 June 2018.

Ownership, completeness and valuation of property, plant and equipment

The Group's property, plant and equipment, is carried at $178,455,000 on the Statement of Financial Position as at
30 June 2018. We were unable to obtain sufficient appropriate audit evidence about the carrying amount of the
property, plant and equipment as at 30 June 2018 due to loss of historical accounting records. Refer to Note 14 for
further details. Consequently, we were unable to determine whether any adjustments to the amounts shown in the
Group financial statements for property, plant and equipment and depreciation were necessary.

Our audit opinion on the Corporation and Group financial statements for the year ended 30 June 2017 was also
meodified in respect of this matter.

Completeness and existence of inventory

Included within inventory in the Group financial statements is $238,490 relating to inventory held by Aitutaki Power
Supply Ltd. We were unable to obtain sufficient appropriate audit evidence about the carrying amount of this
inventory as at 30 June 2018 due to loss of historical accounting records. Refer to Note 13 for further details.
Consequently, we were unable to determine whether any adjustments to the amounts shown in the Corporation and
Group financial statements for inventory were necessary.

Our audit opinion on the Corporation and Group financial statements for the year ended 30 June 2017 was not
modified in respect of this matter as Aitutaki Power Supply Ltd was only established on 1 July 2017.

Future lease commitments

The Corporation and Group's operating lease expense and lease commitments are recorded in the Statement of
Comprehensive Revenue and Expenses, and notes to the Corporation and Group financial statements as at 30 June
2018. We have obtained sufficient appropriate audit evidence about the carrying amount of the lease provision and
lease commitments as at 30 June 2018.




However, we were unable to obtain sufficient appropriate audit evidence about the carrying amount of the lease
provision and lease commitments as at 30 June 2017 due to a loss of historical accounting records. Refer to Note 24
for further details. Consequently, we were unable to determine whether any adjustments to the lease provision and
lease commitments at 30 June 2017 were necessary.

Auditor Independence

We are independent of the Corporation and Group in accordance with Professional and Ethical Standard 1 (Revised)
Code of Ethics for Assurance Practitioners issued by the New Zealand Auditing and Assurance Standards Board and
the International Ethics Standards Board for Accountants’ Code of Ethics for Professional Accountants (‘(IESBA
Code’), and we have fulfilled our other ethical responsibilities in accordance with these requirements and the IESBA
Code.

Our responsibilities under ISAs (NZ) are further described in the auditor's responsibilities for the audit of the
Corporation and Group financial statements section of our report.

Our firm has also provided other services to the Corporation and Group in relation to taxation and general accounting
services relating to IFRS and IPSAS transition. Subject to certain restrictions, partners and employees of our firm
may also deal with the Corporation and Group on normal terms within the ordinary course of trading activities of the
business of the company. These matters have not impaired our independence as auditor of the company. The firm
has no other relationship with, or interest in, the Corporation and Group.

i —— Other information

The Directors, on behalf of the Corporation and Group, are responsible for the other information included in the
entity’s Annual Report. Our opinion on the Corporation and Group financial statements does not cover any other
information and we do not express any form of assurance conclusion thereon.

In connection with our audit of the Corporation and Group financial statements our responsibility is to read the other
information and, in doing so, consider whether the other information is materially inconsistent with the Corporation
and Group financial statements or our knowledge obtained in the audit or otherwise appears materially misstated. If,
based on the work we have performed, we conclude that there is a material misstatement of this other information,
we are required to report that fact. We have nothing to report in this regard.

1—;':'_ Use of this independent auditor’s report

This independent auditor’s report is made solely to the shareholder as a body. Our audit work has been undertaken
so that we might state to the shareholder those matters we are required to state to them in the independent
auditor’s report and for no other purpose. To the fullest extent permitted by law, we do not accept or assume
responsibility to anyone other than the shareholder as a body for our audit work, this independent auditor’s report, or
any of the opinions we have formed.

nResponsibilities of the Directors for the Corporation and Group financial
statements
The Directors, on behalf of the Corporation and Group, are responsible for:

— the preparation and fair presentation of the Corporation and Group financial statements in accordance with
IPSAS;

— implementing necessary internal control to enable the preparation of a Corporation and Group set of financial
statements that is fairly presented and free from material misstatement, whether due to fraud or error: and

— assessing the ability to continue as a going concern. This includes disclosing, as applicable, matters related to
going concern and using the going concern basis of accounting unless they either intend to liquidate or to cease
operations, or have no realistic alternative but to do so.




ISRALG,

X L Auditor’s responsibilities for the audit of the Corporation and Group
financial statements

Our objective is:

— to obtain reasonable assurance about whether the Corporation and Group financial statements as a whole are
free from material misstatement, whether due to fraud or error; and

— toissue an independent auditor's report that includes our opinion.

Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with
ISAs (NZ) will always detect a material misstatement when it exists.

Misstatements can arise from fraud or error. They are considered material if, individually or in the aggregate, they
could reasonably be expected to influence the economic decisions of users taken on the basis of these Corporation
and Group financial statements.

As part of an audit in accordance with ISAs (NZ), the auditor exercises professional judgement and maintains
professional scepticism throughout the audit. The auditor also:

— ldentifies and assesses the risks of material misstatement of the consolidated financial statements, whether
due to fraud or error, designs and performs audit procedures responsive to those risks, and obtains audit
evidence that is sufficient and appropriate to provide a basis for the auditor's opinion. The risk of not detecting a
material misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

— Obtains an understanding of internal control relevant to the audit in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Group's internal control.

— Evaluates the appropriateness of accounting policies used and the reasonableness of accounting estimates and
related disclosures made by management.

— Concludes on the appropriateness of the use of the going concern basis of accounting by those charged with
governance and, based on the audit evidence obtained, whether a material uncertainty exists related to events
or conditions that may cast significant doubt on the Group's ability to continue as a going concern. If the auditor
concludes that a material uncertainty exists, the auditor is required to draw attention in the auditor's report to
the related disclosures in the consolidated financial statements or, if such disclosures are inadequate, to modify
the auditor’s opinion. The auditor’s conclusions are based on the audit evidence obtained up to the date of the
auditor’s report. However, future events or conditions may cause the Group to cease to continue as a going
concern.

— Evaluates the overall presentation, structure and content of the consolidated financial statements, including the
disclosures, and whether the consolidated financial statements represent the underlying transactions and events
in a manner that achieves fair presentation.

— Obtains sufficient appropriate audit evidence regarding the financial information of the entities or business
activities within the Group to express an opinion on the consolidated financial statements. The auditor is
responsible for the direction, supervision and performance of the Group audit. The auditor remains solely
responsible for the audit opinion.

The auditor communicates with those charged with governance regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in internal control that the
auditor identifies during the audit.

Kew
Rarotonga

17 July 2019
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Statement of Comprehensive Revenue and Expenses
For the year ended 30 June 2018

Group ' Parent

In thousands of New Zeafand Dollars ' Note

Revenue from exchange transactions
Alirport landing fees
Electricity services
Fees on banking portfolio assets
Interest on banking portfolio assets
Port services

Rental income

Total revenue from exchange'transactions

Other revenue

Aid funding

Crown appropriation 2(f)
Grant revenue

Dividends received : 2(i
Interest income

POBOC

Sundry income 5

Total other revenue

Total Revenue

The notes on pages 20 to 63 are an integral part of these financial statements
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Statement of Comprehensive Revenue and Expenses
For the year ended 30 June 2018

Group Parernit

In thousands of Newr Zealand Dollars Note

Expenditure
Personnel costs
Depreciation and amortisation 14,15,18
Directors fees and expenses
Increase [ (decrease) in provision for doubtful
debts
Finance costs
Legal and professional fees
Rental and operating lease cosis
Office communication
Repairs and maintenance
Insurance
Fuel
Other expenses
Total expenditure

Other gainsf{losses)
Gain / {loss) on disposal of assets
Unrealised foreign exchange (loss) / gain

Realised foreign exchange gain / {loss)
Revaluation gains
Share of profit of equity accounted investees

Impairment loss
Total other gainsf{losses)

Surplus / {deficit) before income tax

Incoms tax expense

Surplus / {deficit) for the year

Other comprehensive revenue and expenses
for the year, net of income tax

Total comprehensive revenue and expenses for the year

The notes on pages 20 to 63 are an integral part of these financial staterments
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Statement of Financial Position
As at 30 June 2018

In thousands of New Zealand Dollars Note
Assets

Current assets

Cash and cash equivalents 3
Term deposits 9
Trade receivables 10
Dividends raceivable 11
Inventories 13
Work in progress receivable g}

- Other receivables
Sundry debtors and prapayments
Related party receivables 1
Banking portfolio investments 12
Derivative financial instrument
Taxation receivable 18

Total current assets

Non current assets

Property, plant and equipment 14 163,635
Investment properties 18 5,499
Banking portfolio investments 12 7 65,249
Future income tax benefit 18 8
Deferred tax assets 18 1,064
Intangible assets 15 639
Investment in associate 20(a)

_Investment in subsidiaries 20(b)
Investment in shares 19
Term deposits 9

Total non-current assets

Total assets

Tha notes on pages 20 to 63 are an integral part of thaese financial statements
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Statement of Financial Position

As at 30 June 2018

In thousands of New Zealand Dollars

Equity

Capital contribution and retained sarnings

Group Parent

Note

Total Equity

Liabilities

Current liabilities

Trade and cther payables
Banking custorner deposits
Customer bonds

Bank loan

Ceferred revenue liability
Employee entitlements
Income In advance
Related party payables
Capital project liability
Dividends payable
Income tax payable

17
21

22

11
11(g)
11
18

Total current liabilities

Non current liahilities
Banking custornar deposits
Deferred taxation liability
Deferred revenue liakility
Employee entitlements
Bank loan

21
18

22

Total non current liabilities

Total liabilities

Total equity and liabilities

The notes on pages 20 to 63 are an integral part of these financial statements
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Statement of Changes in Equity
For the year ended 30 June 2018

Group
Capital Total equity

contributions &
In thousands of New Zealand Dollars retained earnings
Balance at 1 July 2018 198,591 198,591
Changes in net assets/eguity for 2017
Tax benefit on dividends paid 110 110
Surplus/{Deficit) for the year 8,671 8,671
Total recognised revenue and expenses for the year 8,781 8,781
Transactions with cwners of the Parent:
Equity injection by owners _ 111i) 1,334 1,334
Dividends (2,337) {2,337)
Total contributions by and distributions to owners of the
Parent (1,003) {(1,003)
Restated Balance at 30 June 2017 206,369 206,369

The notes on pages 20 to 63 are an integral part of these financial statements
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Statement of Changes in Equity
For the year ended 30 June 2018

Parent .
Capital Total equity
contributions &
In thousands of New Zealand Dollars retained earnings
Balance at 1 July 2016 230 830

Changes in net assets/equity for 2017

Surplus/(Deficit) for the year 458 458
Total recognised revenue and expenses for the year : 458 458

Transactions with owners of the Parent:

Dividends {439) (439)
Total contributions by and distributions to owners of the

Parent {439) (439)
Balance at 30 June 2017 849 849

The notes on pages 20 to 63 are an integral part of these financial statements
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Statement of Cashflows
For the year ended 30 June 2018

In thousands of New Zealand Dollars
Note

Cash flows from operating activities
Cash receipts from customers
Crown appropriation

PCBOC

Dividends received

interest received

Aid funding

Other funding

Net increase in client deposits

Bond deposits

Net investrnent in banking portfolio
Cash paid to suppliers and employess
Interest paid

Income tax paid

Net cash from operating activities

Cash flows from investing activities

Net acquisition/disposal of property, plant and equipment
Net acquisition/sale of Intangibles

Preceeds from / {acguistion of) term depoesits

Loans to related parties

Net cash from investing activities

Cash flows from financing activities
Repayment of bank loans

Proceeds from refated parties {85)
Equity introduced _
Dividends paid {1,250)

Net cash from financing activities

Net (decreasel/increase in cash and cash equivalents

Effect of exchange rate fluctuation

Cash and cash equivalents at the beginning of the year
Cash and cash equivalents at the end of the year

Made up of:
Bank balances and on-cell deposits
Total cash and cash equivalents

The notes on pages 20 to 63 ara an integral part of these financial statements
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Statement of Cashflows
For the year ended 30 June 2018

In thousands of New Zealand Dollars Group Parant

2017
Surplus for the year after tax 458
Depreciation & amoeriisation 35
Doubtful debts (2)
{Gains)/losses on asset disposal -
Foreign exchange losses/(gains) -
Net increase in future income tax benefit -
Net increase in deferred tax assets 2
Net increase in deferred tax liabilities -
Working capital adjustments
{Increase) / dacrease in receivables & prepayments (9)
Increase / (decreass) in payables & other accruals 552
{Increase} / decrease in work in prograss : {6,854}
(Increase) / decrease in bank loan portfolios (9,208) : -
(Increase) / decrease in inventeries {433) 3
{Increase) / decrease in related party receivables {259) {260)
{Increase) / decrease in project liabilities 6,705 6,705
Increase / (decrease) in deferred income liability 1 1 1,641 340} 1,641
Increase / (decrease) in income in advance 44 ] -
Increase / (decrease) in net tax payable 19 (471) : (200)
Increase / (decrease) in customer deposits : 17,989 : -
Increase / (decrease) in bank loan | -
Increase / (decrease) in related party payables -
{Increase)} / decrease in dividends receivables 1,014
Increase / (decrease) in dividend payables -
Increase / {decreass) in derivative liability -
(Increase) / decrease in Investment in Associate -
Net cash flows from operating activities 3,085

The notes on pages 20 to 63 are an Integral part of these financial staterments
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Notes to the financial statements
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Notes to the financial statements

Note

Note

Note

1 Reporting entity

Cook Islands Investment Corporation is domicifed in the Cook Islands and incorporated under the Cook
Islands Investrmant Act 1998. s financial statements comply with the Act.

Financial statements for Cook Islands Investment Corperation {the "Corporation"} and consolidated
financial staternents are presented. The consolidated financial statements comprise the Corporation
and its subsidiaries {the "Group") and the Group's interests in associates. The Corporation is an in-
substance subsidiary of the Cook Islands Government.

2  Basis of preparation

a)  Statement of compliance

The consolidated financial staternents of the Group have bsen prepared In accordance with and comply
with Internaticnal Public Sector Accounting Standards {PSAS) Some entities within the group apply
IFRS, NZIFRS and PBE standards in thasir individual financial staternents. The policiss adapted by the
Group are inling with IPSAS or where IPSAS does not have a reisvant standard, other authoritative
support has been used such as IFRS.

The accounting policies have been cansistently applied to all the vears presentad.

b}  Basis of measurement

- The financial staternents have been prepared on the historical cost basis modified for the revaluation of

certain assets.
The statement of cash flows is prepared using the dirsct method. The consolidated finangial
statements are prepared on an accrual basis,

¢t Functional and presentation currency

The consolidated financial statements are pressnted in New Zealand dollars, which is the functional and
reporting currency of the Group and all values ars rounded to the nearest thousand ($000) sxcept where
indicated othenwise.

3 Significant accounting policies
The accounting policies set out below have been applied consistently to all periods prasentad in these
financial statermants, and have been applisd consistently by Group entities.

21
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Notes to the financial statements (continued)

Note

3 Significant accounting policies {continued)

a)  Consolidation

Controlled entities

The controlled entities are all those entities (including special purpose entities) over which the
conirolling entity has the power 1o govern the financial and operating nolicies. Controlled entities are
fully consolidatad from the date en which control is transferred 1g the controlling entity. They are de-
consolidated from the date that control ceases. Inter-group transactions, balances and unrealized gains
and losses on transactions between members of the group are eliminated in full. The accounting
policies of the controlled sntities are consistent with the policies adepted by the controlling entity.

b} Investment in associates

Associates are those entities in which the Group has significant influence, but not control, over the
financial and operating policiss. Significant influsnce is presumed to exist when the Group holds
between 20% and 50% of the voting power of anather entity.

Investments in associates and jointly controlled entities are accounted for using the equity method and
are recognised initially at cost. The cost of the investment includes transaction costs.

The consolidated financial statements include the Group's share of the surplus or deficit, after
adjustments to aligh the accounting policies with thase of the Group, from the date that significant
influence or joint gontrol commences until the date that significant influence or joint control ceases.

When the Group's share of losses exceeds its inierest in an equity accounted investee, the carrying
amount of the investment, including any long-term investments that form part thereof, is reduced to
zsro, and the recognition of further losses is discontinued except to the extent that the Group hes an

.obligation or has made payments on behalf of the investee.

¢}  Revenue recognition

Goods and services

Revenue comprises the amounts received and receivable for goods and services supplied to custorners
in the ordinary course of business. Revenug is stated exclusive of Value Added Tax. Revenue from the
sale of goods in the course of ordinary activities is measured at the fair valus of the consideration
recalved or recsivable, net of returns, trade discounts and volume rebatss. Revenue is recognised when
persuasive evidance exists that the significant risks and rewards of ownership have been transferrad to
the customer, recovary of the consideration is probable, and the revenus and associated costs can be
estimated and measured relisbly. If it is probable that discounts will be granted and the amount can be
measured reliably, then the discount is recognised as a reduction of revenus as the sales are
recognised.

interest income

Interest income is accrued using the effective interest rate method. The effective interest rate discounts
estimated future cash receipts through the expected life of the financial asset to that asset's net
carrying amount. The method applies this yield to the principal outstanding to deterrnine interest income
gach period.

Fee and commission

Fees and cornmission income and expanse that are integral to the effactive interest rate of a financial
asset or financlal iiability ars included in the measurement of the effactive interest. For exarnple, loan
establishment fees, together with related diract costs, ere defarred and recognised as an adjustment to
the effective intarest rate on a loan once drawn.

*Fees and commissions that relate to the execution of a significant act are recognised when the

significant act has been completed.
Fees charged for providing ongeing services (for example, maintaining and administering existing
facilities) are recognised as income over the period the service is provided.

Dormant account fees are charged on accounts which have been dormant greater than two years at a
rate of fifteen dollars per quarter.

Rental income
Renrtal income from investment property is recognised in the Staterment of Comprehensive Revenue
and Expenses on a straight-line basis over the term of the leasa.
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Notes to the financial statements {continued)

Note

3 Significant accounting policies {continued)

¢)  Revenue recognition (continued)

Government grants and funding

Revenusas from non-axchange transactions with Government and other agencies is recognised when
the Group obtains centrol of the transferred assets {cash, goods, services, or property), and:

- It is probable that the economic benefits or service potential related tc the asset will flow to the Group
and can be measurad reliably; and

- Tha transfer is free from conditions that require the asset to be refunded or returnaed to the
Government if the conditions are not fulfiiled.

Revenue from government grants and funding is measured at the fair value of the assets (cash, goods,
services or property) transferred over to the Group at the time of transfer.

To the extent that there is a condition attached that would give rise 1o a liability to repay the grant
amount or to return the granted asset, a deferred revenue liability is recognised instead of the revenue.
Revenue is then recognisad instead only once the Group has satisfied these conditions.

Crown approprigtion

Crown Appropriation revenue is provided by the Cook Islands Government through the Budget
Estimates and approved by the Appropriation Bill. Revenue is intended to be spent within the same
financial year. Revenue received but not spent at balance date is recorded as deferred revenue liability in
the Statement of Financial Position.

Aid funding

Aid Funding revenus relates to funding received from aid donors for specified projects. Funding received
in advance is recorded as deferred revenue liability and recognised as revenue when allowable costs arg
incurred and any conditions are met. YWhere aliowable cosis have been incurred but funding not

received, the Corporation recognises a receivable up to the amount of approved funding.

Concessionary Loans

When the Group receives a loan at an interest rate that is lower than market terrms (concessionary loan),
the differance between the loan proceeds and the falr value of the loan {calculated using markat terms)
is recognised as ravenue if there are no conditions attached to the loan. To the extent that there are
conditions attached to the loan that would result in early repayment of the loan if these conditions are
satisfied, a deferred revenue liability for the amount of the difference between the loan proceeds and
the fair value of the loan is recognised. Revenue is then recognised as the Group satisfies its conditions.

Insurance proceeds
Proceeds from insurance claims are recognised as revenue when claims have heen assessed and
approved. This revenug is measured at the fair value of the amount received or raceivable,

d) Expense recogniticn
Expenses are recognised In surplus or deficit on an accrual basis.
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Notes to the financial statements (continued)

Note

3 Significant accounting policies {confinued}

dl Expense recognition (continued)

Salaries & wages

Salaries & wages are recognised on an accrual basis and include employer contributions for the
govemment supsrannuation scheme.

“Interest expense

Interest expense on financial liabilities measurad at amortised cost is recognised in the Statement of
Comprehensive Revenue & Expenses as it accrues using the effective interest method.

Lease payments

Leases entered into by the Group as lesses are operating Jeases, and the operating leass payments are
recognised as an expense in the Statement of Comprehensive Revenues & Expensas on a straight-line
basis over the lease term.

ge) Taxes

Tax expense comprises current and deferred tax. Current tax and deferred tax is recognised in surplus
or deficit except to the extent that it reletes to a business combination, or items recognised directly in
gquity or in changes in net assets/equity.

Current tax is the expected tax payable or recelvable on the taxable sumplus or deficit for the year, using
tax rates snacted or substantively enacted at the reporting date, and any adjustment to tax payable in
respect of previous years.

A tax benefit is recognised in equity for dividends paid by Cock Islands tax paying entities to another
Cook Islands tax payer.
Deferred tax Is racoghised in respect of tempaorary differences between the carrying armounts of asseis
and liabilities for financial reportiing purposes and the amounts used for taxation purposes. Deferred tax
is hot recognised for:

temporary diffarances on the initial recognition of assets or liabilities in a transaction that is not
a business combination and that affects neithar accounting nor taxable surplus or deficits; and

temporary differences related to investrents in subsidiaries and jeintly controlled entities to
tha extent that it is probable that they will not reverse in the foreseesable future.

‘Deferred tax is measured at the tax rates that are expected to be applied to ternporary differences when

they reverss, using tax rates enacted or substantively enacted at the reporting date.

In determining the amount of current and deferred tax the Group takes inte account the impact of
uncertzain tax positions and whether additional taxes and interest may be due. The Group believes that
its accruals Tor tax liabilities are adequate for all open tax years based on its assessment of many
factors, including interpretations of tax law and prior experience. This assessment relies on estimates
and assumptions and may involve a series of judgements about future events. New information may
become available that causes the Group to change its judgement regarding the adequacy of existing tax
liabilities; such changes to tax liabilities will impact tax expense in the period that such a determination is
rnade.

Defarred tax assets and liabilities are offset if there is a legally enferceable right 1o offset current tax
liabilities and assets, and they relate 1o income taxes levied by the same tax authority an the same
taxable entity, or on different tax entities, but they intend to settle current tax liabilities and assets on a
net basis or their tax assets and liabilities will be realised simultaneously.

A deferred tax asset is recognised for unused tax losses, tax credits and deductible temporary
differencas, to the extent that it is probable that future taxable profits will be available against which
they can be utilised. Deferred tax assets are reviewed at each reporting date and are reduced to the
axtent that it is no longer probable that the related tax benefit will be realised.
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Cook Islands Investrment Corporaticn
Annual report for the year ended 30 June 2018

Notes to the financial statements (continued)

MNote

3 Significant accounting policies {continued)

NON FINANCIAL ASSETS

f} Investment Property

Investmant property is property held either to earn rental income or for capital appreciation er for both,
but not for sale in the ordinary course of business, use in the production or supply of goods or services
or for administrative purposes. Investment property is measured at cost on initial recognition and
subsequently at cost less accurmulated deprsciation,

Residential buildings held for the primary purpose of providing low income housing have been classified
as property, plant, and equipment.

"Cost includes expenditure that is directly attributahle to the agquisition of the investment property. The

cost of self-constructed investment property includes the cost of materials and direct labour, any ather
cosis directly attributabls to bringing the investment property to a working condition for their Intended
use and capitalised borrowing costs.

Any gain or loss on disposal of an investrent property {calculated as the difference betwsen the net
proceeds from disposal and the carrying amount of the item) is recognised in the Statemant of
Comprehensive Revenue and Expensss.

g} Property, plant and equipment
All property, plant and equipment is held at cost. Cost of buildings has been detarminad from historical
cost or desmed cost based on previous valuations performed as follows:

i Buildings transferred to the Group by the Cock Islands Government are included at their deemed
cost, being the valuation initially recorded in the 1996/7 statutory accounts of the Government of
the Cook Islands less accumulated depreciation. Other assets donated by the Cook Islands
Governmant {Lltimata parent) or transferred from Ministries of the Cook Islands Government are
recognisaed at desmed cost being the value nominated by the Ministry of Finance and Economic
Managemeant for the Cook Islands or relevant Ministry and are recognised directly in equity as a
contribution from ownar.

i For all gther items of property, plant and equipment the cost is the value of the consideration
given to acquire the assets and the value of ather directly attributable costs which have been
incurred in bringing the assets to the location and condition necessary for their intended service.

Cost includes expenditure that is directly attributable to the acquisition of the asset. The cost of
self-constructed assets includes the following:
the cost of materials and diract labour;

any other costs directly attributable to bringing the asseis to a werking condition for their
intended use;

whan the group has an obligation to remove the asset or restore the site, an estimate of the
costs of disrmantling and remeoving the iterns and restoring the site on which they sre Iocated; and

capitalised borrowing costs.

Depreciation

Depreciation is charged on a straight line basis so as to write off the cost of the fixed assets to their
expected residual value over their estimated useful lives. Freehold land is not depreciated. The
estirated useful lives are as follows:

Leased land and leasehold improvements term of the lease
Buildings 550 years
Furniture and fittings 4-10 years
Plant and equipment 5-20 years
Motor vehicles 3-10 years
Rescue fire vehicles 3-20 years
Office equipment 2-10 years
Marine equipment 5 years
Wharf structure 40 years
Wharf fixtures 5-20 years
Runways B-85 years
Electricity distribution network 5-20 years
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Notes to the financial statements (continued)

Note

3 Significant accounting policies (continued)

NON FINANCIAL ASSETS {(continued}

gl  Property, plant and equipment (continued}

Leased assets are depreciated over the shorter of the lease term and their useful lives unlass it is
reasonably certain that tha Group will obtain ownership by the end of the lease tarm.

An asset's carrying amount is written down immediately to its recoverable amount, or recoverable
service amount, if the asset's carrying arnount is greater than its estimated recoverable amount or
recoverable service amount.

The Group derecognises items of property, plant and equipment andfor any significant part of an asset
upen disposal or when no future economic benefits or service potential is expected from its continuing
use. Any gain or loss arising on deracognition of the asset (calculated as the differance between the
net disposal proceeds and the carrying amount of the asset} is included in the surplus or deficit when
the asset is derecognised.

When an asset is acquired in a non-exchange transaction for nif or nominal consideration it is initially
rmeasured at fair value. For new assgts, fair value is usually determined by reference to the retail price of
the same or similar assets at the time the asset was received. For used assets, fair valus is usually
determined by refarence to market inflation for assets of a similar type condition and age. VWhen parts of
an item of property, plant and equipment have diffarent useful lives, they are accounted for as separate
iterns (major compenents) of property, plant and squipment.

Any gain or loss on disposal of an itern of property, plant and equipment {calculated as the difference
hetwesn the net proceeds from disposal and the carrying amount of the item) is recognised in surplus
or deficit.

Subsequent costs

Subseguent expenditure is capitalised only when it is probable that the future economic benefits
associated with the expenditure will flow to the Group. Ongeing repairs and maintenance is expensed
as incurred.

h}  Leases

Group as a lessee

Operating leases are those leases that do not transfer substantially all the risks and benefits relating to
ownership of the leased item to the group. Operating lease payments are recognised as an expense in
surplus or deficit on a straight-ling basis over the lease term.

The group does not hold any finance leases.

Group as a lessor

Leases in which the group does not transfer substantially all the risks and bensfits of ownership of an
asset are classified as operating leases. Initial direct costs that are incurred in determining an operating
lease are added to the carrying amount of the leased asset and recegnised over the lease term.

Rent received from an operating lease is recognised as revanua on a straigh#ine basis over the lease
term.

i) Intangible assets
Intangible assets include costs incurred in acquiring and building software and computer systems
(software}. Software is amortised using the straight-line method over its expected useful life.

At each reporting date, the intangible assets are reviewed for indicators of impairment if any such
indication exists, the recoverable amount of the assets are estimated and compared against the axisting
carry value. The recoverable amount is tha higher of an assets fair value less costs to sell and its value in
use. Where the existing carrying valug exceeads the recoverable amount, the difference is charged to the
Statement of Comprehensive Revenue & Expenses.

Costs incurred in pianning or evaluating softwara proposals, or in maintaining systems after
implementation are not capitalised.
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Notes to the financial statements {(continued)

Note 3 Significant accounting policies {continuad)
NON FINANCIAL ASSETS {continued)
il tmpairment of non-financial assets
At each reporting date, the group reviews the carrying amounts of its non-financial assets (other than
deferred tax assets) to determing whether there is any indication of impairment. If any such Indication
exists, then the assets recoverable arount is estimated.

The Group's assats that do not generate separate cash inflows are tested for impairment as part of
testing the overall group’s assets.

Impairmant losses are recognised in the Statement of Comprehensive Revenue and Expenses.

For assets an impairment loss is reversad only to the extent that the assets carrying amount does not
exceed the carrying amount that would have been determined, net of depreciation or amortization, if no
impairment loss had been recognised.

FINANCIAL ASSETS

The Group does not have any financial assets classified as financial assets at fair value through surplus
“or deficit, held-to-maturity investments or available-for-gale financial assets. Ths Group only holds
financial assets ciassified as loans and receivables.

Loans and receivables

Leans and receivables are non-derivative financial assets with fixed or determinable payments that are
not quoted in an active market. After initial measurement, such financial assets are subsequently
rmeasured at amortised cost using the effective interest methad, less impairment. Amortised cost is
calculaied by teking into account any discount or premium on acquisition and fees or costs that are an
integral part of the effective interest rate. Losses arising from impairment are recognised in the surplus
or deficit.

Recognition
Financial assets are measured initizlly at fair value plus, for an itern not at fair value through profit or
loss, transaction costs that are directly attributable o its acquisition or issue.

k)  Cash and cash equivalents
Cash and cash equivalents include cash holdings, foreign currency cash holdings, short term cash
investrents and are carried at amaortised cost in the Statement of Financial Position.

)} Loans

Within the Group, Bank of the Cook Islands {"the Bank"} issues loans. These are non-derivative financial
assets with fixed or detarminable payments that are not quoted in an active market and that the group
doss not intend to sell irmmediately or in the near term. They arise when the Bank provides meney to a
debtor with no intention of trading the lcans and advances. After initial recognition they are measured at
amortised cost using the effective intarest method less any impairment loss.

. Loans include direct finance provided to customars such as current accounts and term loans.

m} Term deposits
This comprises interest-heering deposits held with other banks and are measured at amortised cost in
the Statement of Financial Position.

n) Income tax receivable

This comprises income tax receivable as incoms tax payments made exceed the current tax due. This
will be settled by receipt of refund or used to meet future income tax payments and is measured at
amortised cost in the Staterent of Financial Position.
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Notes to the financial statements (continued)

Note

3  Significant accounting policies (continued)

FINANCIAL ASSETS {continued}

o) Derivative Financial Instruments

Derivative financial instruments are used to manage foreign exchange risk exposure arising from the
Group's end of period valuations of its Loan 2473 denominated in SOR (Special Drawing Rights - Unit of
account used by the International Monetary Fund and other international organizations. lts value is based
on a basket of key international currencies that currently consists of the euro, yen, pound sterling and
the US dollar).

The Group does not hold or issue derivative financial instruments for trading purposes. The Group has
not adopted hedge accounting.

Derivatives are initially recognised at fair value on the date a derivative contract is entered into and are
subsequently re-measured at their fair value at each balance date with the resulting gain or loss

The full fair value of a forward forsign exchange derivative is classified as current as the contract is due
for settlemsnt within 12 months of balance date.

The Group does not hold any derivative financial instruments at 30 June 2018 (2017: nil).

p!  Other receivables
Other receivables includes acerued interest on term deposits and welfare receivables but excludes

_prepayments These are carried at amortised cost in the Staternent of Financial Position.

Idantification and measurement of impairment

Financial assets are regularly reviewed for impairment. Credit impairment provisions are raised for
expostres that are known to be impaired. Exposures are impaired and impairrnent losses are recorded
if, and only if, there is ohjective evidence of impairment as a rasult of one or more loss events that
occurred after the initial recognition of the asset and prior to the reporting date, and that loss event, or
avents, has had an impact on the estimated future cash flows of tha individual loan or the collective
portfolic of loans that can be reliably estimated.

Objective evidence that financial assets are impaired includes:

-Significant financial difficulty of the borrower or issuer;

-default on payments by borrower;

-restructuring of a loan

-decline in economic conditions
Impairment is assessed for loans at an individual level.
The estimated individual impairment losses are measured as the difference between the asset’s
carrying amount and the estimated future cash flows discounted to their prasent value. As this discount
unwinds during the period between recognition of impairment and recovery of the cash flow, it is
recognised in interest income. The process of estimating the amount and timing of cash flows involves
considerable management judgemesnt. These judgements are reviswed regularly to reducs any
differences between loss estimates and actual loss experience.

The provision for loan impairmeant is deducted from Ioans in the Statement of Financial Position and the
maovement for the reporting period is reflected in the Statement of Comprehensive Revenue and
Expenses.

When a loan is uncollectible, either partially or in Tuil, it is written off against the related provision for loan

“impairment. Subsequent recoveries of amounits previously writien off are taken te the Staternent of

Comprehensive Revenue and Expenses.

Whera impairment lossas recognised in previous periods have subsequently decreased or no longer
exist, such impairment losses are reversed in the Staternent of Comprehensive Revenue and Expenses.
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Note 3 Significant accounting policies (continued}
FINANCIAL ASSETS {continued)
p)  Other receivables {continued)
Derecognition
The Group derecognises a financial asset when the contractual rights to the cash flows from the asset
expire, or it transfers the rights to receive the contractual cash flows in a transacticn ir which
substantially all the risks and rewards of cwnership of the financial asset are transferred. Any interest in
transferred financial assets that is created or retained by the Group is recognised as a separate assat or
liability.

FINANCIAL LIABILITIES

Recognition

Financial liabilities are measured initially at fair value plus, for an item not at fair value through surplus or
deficit, transaction costs that are directly attributable io its acquisition or issue.

Chassification & measurerment -

All financial liabilities are classified as other financial liabilities and are measured at arortised cost using
the effective interest rate and include: trade and other payables, banking custormer deposits, related
party payables, dividend payable, and income tax payable.

gl Employee benefits
“Long-term employee benefits

The Group's net obligation in respect of long-terrm employee benefits is the amount of future benefit
that employees have earned in return for their service in the current and prior periods. That benefit is
discounted to determine its present value. Remeasurements are recognised in the Statement of
Comprehensive Revenue and Expenses in the period in which they arise.

Shert-terrn employee benefits

Short-term employee benefits are expensed as the related service is provided. A liabifity is recognised
for the amount expected to be paid if the Group has a present legal or constructive obligation to pay this
amount as a result of past service provided by the ermployee and the abligation can be estimated
reliably.

r Provisions

The Group recognises provisions when there is a present legal or constructive obligation that can be
astimated reliably, and it is probable that an outflow of economic benefits will be required to setile the
abligation. The amount recognised s the best estirmate of the consideration required to settle the
present obligation at the raporting date, taking into account the risks and uncertainties surrounding the
abligation at the reporting date. Where a provision is measured using the cash flows estimated to settle
the present obligation, its carrying armount is the present value of those cash flows.

s} Dividends
Dividends or sirilar distributions are recognised only when the shareholder’s or the Group's right to
receive payments is established.

Derecognition

“Financial lisbilities are derecognised when the obligation specified in the contract is discharged cancelled
or expires.
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Notes to the financial statements (continued)

Note

3 Significant accounting policies {continued)

PRESENTATION

ty  Offsetting of income and expenses

Income and expensas are not offset unless required or permitted by an aceounting standard. This
generally arises in the following circumstances:

+ where gains and losses zarise from a Group of similar transactions such as forsign exchange gains
and lossas.

» where amounts are collected on behalf or third parties where the Group is, in substance, acting as
an agent only, or

e where costs are incurred on behalf of customers from whomn the Group is reimbursed.

uy  Offsetting of financial assets and liabilities

Assets and lishiliies are offset and the net amount reported in the Statement of Financial Position anly
where there is:

* acurrent enforceable legal right to offset the asset and liability, and

* an intention and ability to seitle on a net basis or 1o realise the asset and sattle the liability

v}  Statement of cash flows

For cash flow statement presentstion purposes, cash and cash equivalent includes cash on hand,
deposits held at call with other financial institutions, and other short terrn, highly liquid, investments that
are rsadily convertible to cash and which are subject to an insignificant risk of changes in value.

Certain cash flows have bean netted in order to provide more meaningful disclosure as many of the
cash flows are received and disbursed on behalf of customers and reflect the activities of the customer
rathar than those of the Group. These include customer loans and advancss, customer deposits, and

-related party balances.

w] Value added tax

Incorne, expenses and assets are recognised net of the amount of value added tax (VAT) except where
the amount of VAT incurred is not recoverable from the Revenue Managerment Division (RMD). In these
circumstances, the YAT is recognised as part of the cost of acquisition of the asset or as part of the
axpense.

Receivables and payables are stated with the amount of VAT included. The nst amcunt of VAT
recoverable from, or payable to the RMD is included as, other asssts or other liabiiities in the Statement
of Financial Position.

Cash flows are included in the Staternent of Cash Flow on a net basis. The VAT compenents of cash
flows arising from investing and financing activities, which are recoverable from, or payable to, the RMD
are classified as operating cash flows.

x)  Contingent liabilities
A contingent liability is a liability of sufficlent uncertainiy that it does not qualify for recognition as a
provisioh, but there is a possible okligation that is higher than remote.

y}  Related parties

The Group regards a related party as a perscn or an entity with thea ability to exert control individuaily or
jointly, or 1o exercise significant influence over the Group, or vice versa. Members of key management
are regarded as related parties and comprise the directors and senicr management of the Cook Islands
Investrnent Corporation and Group.
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Notes to the financial statements (continued)

Note 2  Significant accounting policies (continued}

CRITICAL ESTIMATES AND JUDGEMENTS USED IN APPLYING ACCOUNTING POLICIES

These Tinancial statements are prepared in accordance with IPSAS. However, there are a number of
_critical accounting treatmenis which include complex or subjective judgments and estimatas that may
affect the reported amounts of assets and.liabilities in the financial statements. Estimates and
judgements are continually evaluated and are based on historical experience and other facters, Including
expectations of future events that are believed to be reasonable under the circumstances.

An explanation of the judgements and estimates made by the Group in the process of applying its

accounting policies, that have the most significant effect on the amounts recognised in the financiat
staterments are set cut below.

Credit provisioning

The accounting policy relating to measuring the impairment of loans and advances requires the Bank to
assess impairment at least at each reporting date. The credit provisions raised represent management's
best estimate of the losses incurred in the loan porticlio at balance date based on their experienced
judgement.

There is no general provision against leans due to the fact that histerically specific provisions provided
under FSC guidelines have over provided provisions materially equivalent to what the general provision
would be under the accounting standards.

The use of such judgements and reasonable estimates is considered by management to be an essential
part of the process and does not impact on reliability.

Management regularly reviews and adjusts the estimates and methodologies as improved analysis
becomes available. Changes in these assumptions and methodologies could have a direct impact on the
leval of provision and irnpairment charge recorded in the financial staternents.

Refer to Note 12 for details of credit impairment provisions.

OTHER JUDGEMENTS

Deferred tax assets

The Bank has judged, based on current and recent past performance and budgst/business plans in
place, that there will be sufficient taxable income in the future to utilise taxable differences that are
expacted to reverse in the foresseabla future and has therefors recognised a deferred tax asset. Refer
to Note 18.

Yield related fees
The Group has reviewed ail feas and has judged that loan establishment fees are integral to the vield of
the product. These fees have been included as part of the calculation of the effective interest rate.

Member's valuation of selected fixed assets

Certain fixed assets have been included in the Statement of Financial Position based on valuations
performed by the Members. This is due to difficulties experienced in obtaining information refating to
these assets. This treatment is a departure from IPSAS 17 Property, Plant, and Eguipment. The audit
report of these financial staterents is qualified in this regard. Refer to Note 14.

Note 4  New standards and interpretations not yet adopted

There are currently no IPSAS issued but not vet effective that would require disclosure under IPSAS 3
Accounting policies, changes in accounting estimates and errors.
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Note 5

Note 6

Note 7

Sundry Income

In thousands of New Zealand Dollars

Sundry revenus
Social responsibility cost recoveries

Other expenses

Advertising

Electricity

Fees paid to group auditor - audit services
Fees paid to group auditor - non audit services
Fees paid to other auditors - audit services
Motor vehicle expenses

Payment on behalf of Crown

Staff training expenses

Travel expenses

Inventory write offs

Other operating expanses

Total Other expenses

Group Parent
30 June 30 June

2017 2017

Non-audit services include financial statements compilation and tax compliance services.

Employee entitlements

Current
Accrued salaries and wages
Annuzl leave

Current employee entitlements

Non-current
Long service leave acerual

Non-current employee entitlements

Total employee entitlements
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NQtes to the financial statements (continued)

Note 8

Note 9

Note 10

Cash and cash equivalents
Group Parent

In thousands of New Zealand Dollars

Cash on hand
Cash at bank

Total cash and cash equivalents

Term Deposits

30 June
In thousands of New Zealand Dollars 2017
Less than 12 months 3,380
QOver 12 months -
Total term deposits 3,880
Short term deposits are made for varying periods, depending on the immediate cash requirements
of the Group and earn interest at the respective shert term deposit rate.
Receivables from exchange transactions

Group Parent
4 30 June

In thousands of New Zealand Dollars 2017
Current receivables 207

Less: impairment allowance (35)

Total receivables from exchange transactions

As at 30 June 2018, the ageing analysis of current exchange receivables is as follows:

Group
Neither past
due or
In thousands of New Zealand Dollars Total irmnpaired <30 days 30-60 days >60 days
As at 30 June 2017
Total recaivablas from exchange 3321 2878 279 26 138

transactions

In thousands of New Zealand Dollars
As at 30 June 2018

Total receivables from exchange
transactions

33




Cook Islands Investment Corporation
Annual report for the year ended 30 June 2018

Notes to the financial statements (continued)

Note 11

Related parties

Parent

3 30 June
/n thousands of New Zealand Doflars : 2017

Related party receivables

Government of the Cook Islands

Cook Island Property Corporation NZ

Ministry of Foreign Affairs And Immigration
Ministry of Finance and Economic Management
CIIC Seabed Rasources Limited

Total related party receivables

The balances are repayable on demand, are unsecured and do not bear interest.

GrOL}p

30 June
2017

30 June
In thousands of New Zealand Dollars

Dividends receivable

Te Apenga Uira O Tumu-te-Varovaro

Total dividends receivable

In accordance with the requiremeants of the Cook Islands Government Property Corporation Act 1969, the dividand
recaivable from Telecom Cook Islands Limited is paid directly to the ultimate shareholder, the Cook Islands
Government, and therefore the dividend cashflow does not flow through Cock Islands Investmenti Corporaticn.
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Notes to the financial statements {continued)

Note 11

Related parties (continued)

Group Parent

In thousands of New Zealand Dollars

Related party payables - Current

Government of the Cook Islands

Telecom Cook Islands

Ministry of Finance and Economic Managemeant
Banana Court Company Limited

Avaroa Cables Limited

Aitutaki Power Supply Limited

CIIC Seabed Resources Limited

Cook Islands Property Corporation {NZ) Limited

Cook Islands Government Property Corporation

Total related party payables - current

Group Parent
In thousands of New Zealand Dollars

Dividends payable

Government of the Cook Islands

Total dividends payable

The related party balances do not have fixed repayment terms, are unsecured and no interest is payabls.

Key Management Personnel

Key management personnel of the Corporation inciude the Board of Directors and the senior management team
being the Chief Executive Officer, General Manager (part year), Chief Financial Officer (part year), Property Manager,
SPU Team Leader, Land/Legal Manager and Corporate Relaticnship Manager-(part year).

30 June
2017
Total - Number of
remuneration persons
s {000's)
Board of Directors 125 3 115 3
Senior Managemeant 602 7 391 5
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Notes to the financial statements (continued)

Note 11

a)

Related parties (continued)

Material related party income and expenditure;

The Group entities undertake numercus transactions with other Government entities in the normal course of their
business. These transactions are not material, are conducted at commercial rates and have therefore not been
disclosed separately.

The Group provides electricity to various Government entities outside of the Group through its wholly owned
subsidiary, Te Aponga Uira O Tumu-te-Varovaro (Te Aponga). Entities within the Group paid $662,000 (2017
$660,000) to Te Aponga for electricity services which has been eliminated on consolidation.

The Group provides telecommunication services to various Government entities outside of the Group through its
associate, Telecom Cook Islands Limited. Entities within the group paid $579,000 (2017: $452,000) to Telecom
Cook lslands for telecommunication services.

Many of the properties owned by Cook Islands Government Property Corporation are tenanted by Ministries of the
Government of the Cook Islands. In general, rental income is not received for the use of these assets, as
Government Ministries are not appropriated for this cost.

The properties owned by Cook Islands Property Corporation {(NZ} Limited and tenanted by the Ministry of Foreign
Affairs and Immigration are also not generating revenue.

Government appropriation income was received by the Airport Authority of $2,048,000 (2017: $2,048,000) and also
by the parent entity of $5,702,000 (2017: $4,554,000)

Capital project liability relates to project funding received by‘CHC from Cook Islands Government and other funding
agencies for which the completed asset is to be returnad to Crown. The asset is recognised as Work in progress
receivable in the Statement of Financial Position up until completion when it is returned to Crown.

Cook Islands Government Properiy Corporation made a revenue transfer of $641,000 (2017: $520,000} to the
Corporation in accordance with Section 31 {2) of the Cook Islands investment Corporation Act 1998. The transier
has been recognised as revenue within the Statement of Comprehensive Revenue and Expenses of the Corporation.

Equity injections for the Group in 2018 was $17,005,000 (2017: $1,334,000) being asseis consisting of land,
completed buildings ana exiensions transferred to the Cook islands Government Property Corporation during the
year. The above equity injection includes assets transferred from the Government of the Cook Islands to Aitutaki
Power Supply Limited of $3,843,000.

The parent received dividends of $763,000 (2017: $548,000) from subsidiaries. The Group received a tax benefit of
$153,000 (2017: $110,000) in relation to dividends paid to the parent, Cock tslands Investment Corporation, a tax
paying entity.
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Notes to the financial statements (continued)

Note 12  Banking portfolio investments

The following is a summary of the loans portfolio by industry sector as at 30 June 2018

Group Due
within Qver
One Year One Year
2017 2017

In thousands of New Zealand D
Agriculture
Fishing
Pearls
Consumer
Business
Housing
Staff
Tourism

Hire purchase loans

LESS:

Provision for Doubtful loans

Provision for non-performing
interest

Deferred income

Net Portfolio as at 30 June

Split by:
Current
Non - current

All loans have been made at varying interest rates, terms and securities. Loans attract the following
interast rates:

Housing 5.4% 1o 16.5% (2017 5.4% to 15.49%)

Development (including Business) - 7.756% to 20.6% (2017; 7.75% 1o 20.5%)

Consumer - 10.5% to 16.50% (2017: 10.5% to 16.5%)

The following significant individual counter-party exposures existed at balance date:

Group 30 June 2017
In thousands of New Zealand
#
Percent of Equity Counter Loan Parcentage
Range Parties Balance of Bank's Equity
5-10% b 8,584 418.68%
+10% 2 5,785 32.81%
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Notes to the financial statements (continued)

Note 12  Banking portfclio investments {continued)

Provision for Losses on Banking Portfolio Investments

Group
30 Junes
In thousands of Nevr Zealand Dollars 2017
The total charge of provisions was made up as follows:
PROVISIONS FOR DOUBTFUL LOANS
Opening balance 3,043
Bad debts written out of provisions (27)
Allowance for hardship -
Provisions for doubtful loans 175
Balance at end 3,191
Net increasefidecrease) in provision for doubtful
loans 148
PROVISIONS FOR NON-PERFORMING INTEREST
Opening balance 1,793
Write off of non-performing loan interest (11)
Write back of non-performing loan interest (236)
Interest accrued on non-performing loans 704
Balance at end 2,250
Note 13 Inventories
Group Parent
30 June
in thousands of New Zealand Dollars 2017
Trading stock 2
Spare parts -
Fuels -
Cther -
Total inventories 2

Histerical Inventories
included in Aitutaki Power Supply Limited inventories is $238,490 for which the Group has been unable to
substantiate the carrying value due 1o the loss of historical accounting records.
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Cook Islands Investrent Corporation
Annual report for the year ended 30 June 2018

Notes to the financial statements (continued)

Note 14 Property, plant and equipment (continued)

In thousands of New Zealand Dollars

PARENT

ez:z :-:rzggt v]c\eﬂh?::?ers TOTAL
Cost
At 1 July 2016 236 135 371
Additions 7 3 10
Disposals - - -
Transfersfadjustments - - -
At 30 June 2017 243 138 381
Additions 31 58 89
Disposals - - -
Transfers/adjustments - - -
At 30 June 2018 274 196 470
Depreciation and
impairment
At 1 July 2016 (186) {102} {288)
Disposals - - -
Depreciation (21) {14) {35)
Impairment - - -
Transfersfadjustments - - -
A1 30 June 2017 (207) (116) (323)
Disposals - - -
Depreciation (21) (17) (38)
Impairment - - -
Trénsfers/adjustments - - -
At 30 June 2018 {228) {133) (361)
Net Book Values
At July 2016 50 33 23
At 30 June 2017 36 22 58
At 30 June 2018 46 63 109
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Cook Islands Investment Corporation
Annual regort for the year ended 30 June 2018

Notes to the financial statements (continued)

Note 14 Property, plant and equipment {continued)

Determination of Cost:

Buildings are measured at cost. Cost is based on historical costs or desmed cost based on previous valuations as
detailed below:

® Senial houses were valued at $1.8 million {(2017: $1.8miilion) by John McElhinney of Rarotonga, a registerad
valuer, in May 1999. The valuation includes buildings only and no attempt has been made to place a valuation on
the land. This May 1998 valuation is the deemed cost applied for these rental houses.

®* The Rardtonga Hospital Administration Block is measured at cost less accumulated depreciation.

® The Court House, Police Headquarters and Multi Sports Complex are recorded at the value nominated by the
Ministry of Finance and Economic Management for the Cock Islands being the cost of construction.

® All other Cook Islands Government Property Corporation buildings are stated at deemed cost being valuations
performed by members and initially recorded in the 1986/97 statutory accounts for the Government of the Cock
Islands less accumulated depreciation.

® The Mulgrave Street progerty in Wellington owned by Cook Islands Property Corporation {NZ) Limited was
valued by Darroch Limited in August 2010, for insurance purposss providing depreciated replacement cost of
$602,000. An earlier valuation by DTZ New Zealand in October 2008 placed a market value of $1,500,000 for
land and buildings in Mulgrave Sireet. This property is held at cost in the financial statements.

® The building owned by Bank of the Cook Islands Limited is valued at cost less accumulated depreciation. This
building was valued at $1,900,000 by Jones Lang LaSelle Hotels Limited in May 2014. The remaining term of
the BC| House lease is 9 years.

Leased Land

Cook Islands Government Property Corporation leased land is stated at deemed cost being the initial value
recorded in the 1996/27 statutory accounts for the Government of the Cook Islands less depreciation where
applicable.

Restrictions on Disposals
Fixed assets held by Cook Islands Government Property Corporation and its subsidiaries cannot be disposed of
without prior consent of Cabinet.

Ownership and completeness of assets

These assets disclosed in these financial staterments may not be a complete presentation of all assets falling
under the ownership and for control of the Corporation and Group. The assets prasentad are included on the
basis of the current understanding of the Members at the time the financial statements were prepared.

Transfer of assets from Ministries

These assets are recorded at the value nominated by the Ministry of Finance and Economic Managerment for the
Cook Islands or relevant Ministry basad on the cost of construction and are recognised directly in equity as a
contribution from owner.

Mermbers' valuation of selected fixed assets

As in prior years, certain historical fixed assets obtained by the Corporation have been included in the Statement
of Financial Position based on valuations performed by the Members or have been recorded in the financial
statements at nil value. This is due to the loss of historical accounting records.

This treatment is a departure from IPSAS 17 Property, plant and equipment which notas an appraisal of an asset
is normaily undertaken by a member of the valuation profession, whe holds a recognised and relevant
professional gualification. The audit report of these financial statements is qualified in this regard.
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Notes to the financial statements (continued)

Note 15 Intangible Assets

GROUP
In thousands of New Zealand Doflars
Carrying
Cost Arnount
At 1 July 2016 3,029
Additions i66
At 30 June 2017 3,195

Additions

Amortisation and impairment

At 1 July 2016 2,167
Amortisation for the year 389
At 30 June 2017 2,556

Amortisation for the year

Net book values
At 1 July 2016 862

Intangible assets include costs incurred in acquiring and building software and computer
systems (software). Software is amortised using the straight line method cver its expected
useful life.

Note 16 Investment property

Group 30 June
In thousands of New Zealand Dollars 2017
Opening balance 1 July 5,711

Additions / (Disposals) -
Depreciation (212)

Closing balance at 30 June 5,499

Investment property includes buildings and premises owned by the Airport Authority, Ports
Authority, and Cook Islands Property Corporation (NZ) Limitad for which rental income is
earned.
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Cook Islands Investment Corporaticn
Annual report for the year ended 30 June 2018

Notes to the financial statements (continued)

Note 17 Trade and other payables

30 June
2017

In thousands of New Zealand Dollars

Trade and other payables from exchange
transactions

Trade creditors

Interest accrual

Provisicns

Other payables and accruals
Total trade and other payables from exchange
transactions

Trade and other payables from non- exchange
transactions

Value added tax
Total trade and other payables from non-
exchange transactions

Total trade and other payables

Provisions

30 June
2017

In thousands of New Zealand Dollars

Opening land lease provision
Additional provision made in the pericd
Provisicn utlised in the period

Clesing land lease provision

Opening other provision
Additicnal provision made in the period
Closing other provision

Total Provision

Included in Provisions is land iease provision related to outstanding rent reviews and lease payrnents 1o
landowners that are expected to be settled within the next 12 months. The Group has estimated the
provision based on the current status of negotiations with landowners and other available infermation.
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Cook Islands Investment Corporation
Annual report for the year ended 30 June 2018

Notes to the financial statements (continued)

Note 18 Taxes

Group _ Parent

In thousands of New Zealand Dollars

Income tax receivable

Income tax receivable {payable) ¢/f 1 July
Reclassified from tax payable

Reclassified from future income tax benefit
Income tax on current year surplus

Income tax paid

Incorme tax benefit on dividends paid
Income tax receivable 30 June

Future income tax benefit

Future income tax benefit 1 July
Current year movement

Future income tax benefit 30 June

Deferred tax asset

Deferred tax asset ¢/f 1 July
Deferred tax on current year surpius
Deferred tax asset 30 June

income tax payable

Income tax payable ¢/f 1 July
Reclassified to tax receivable
Income tax on current year surplus
Income tax paid

Tax benefit on dividends paid

Tax penalties

Income tax payable 30 June

Deferred tax liability

Deferred tax liahility ¢ff 1 July
Deferred tax on current year surplus
Other adjustment

Deferred tax liability 30 June
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Cook Islands Investment Corporation
Annual report for the year ended 30 June 2018

Notes to the financial statements (continued)

Note 18 Taxes (continued)

Reconciliation of effective tax rate
Group Pgrent

s
5

In thousands of New Zealand Dollars 2017

Sumplus before taxation for the year 11,206
(Surplus)/deficit for tax exempt entities {1,323)
Equity accounted earnings from associate : {1,187)

Profit excluding tax 8,696

Prima facie taxation at 20%

Diffsrence for tax at other rates (NZ 30%)

Tax effect of non-assessable income

Tax effect of non-deductible expensses

Tax effect on prior period adjustments

Tax on dividend distributed to Government by tax exempt

Taxable income not recognisad in accounts
Application/recognition of tax losses

Income tax expense

Income tax expense is represented by:

Current
Deferred

Income tax losses carried forward:

Individual entities within the group have combined carried forward tax losses of $186,419 (2017: $174,638). These
tax losses are unable to be offset and can only be used by the individual companies. These are held off balance
shaet.

These tax losses hava no expiry date provided there is 40% continuity in cwnership and the taxation laws in
relation to thess do not change.

Within the group, Ceok Islands Government Property Corporation are exempt from taxation under the Income Tax
Act 1997,
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Notes to the financial statements {(continued)

Note

Note

19 Investment in shares
The reconciliation of non-current investmants is as follows:

Parent

Carrying

Fair Value
Amount

In thousands of New Zealand Dollars

Financial instruments at cost

Investment in Shares

Cpening balance at 1 July 2016
Addiiional investrments made
Investments sold

At 30 June 2017

Additional investments racde
Investments sold

Interest capitalised

At 30 June 2018

There have been no changas to investments in shares during the 2018 period.

Sharas held at year end relate to the Group's Investment in Asian Development Bank (ADB). The shares are held within the
Group by Cook Islands Government Froperty Corporation.

As at 31 December 2018, ADB had total equity of USDBD,984 miillion. CIGPC holds Cook Islands share being 0.003%. This
equates to USD1,529,520.

20 Investment in Asscciates
These financial statements include the financial statements of the Group and the controlled antities listed in the
following table:

Assoctatg entities are those in which the Corporation has a substantial shareholding and in whose commercial and
financial policy decisions it participates but does not have any controlling interest.

Telecom Cook Islands Limited is incorporated in the Cook Islands and provides telecormmunication services to the
Cook Islands. The Group's interest in Telecom Cock Islands Limited is held by Cook Islands Telecormmunication
Holdings Limited.

CHC Seabed Resources Limited was established during the 2018 period.

The principal activity of CIIC Seabed Resourcas Limited is the exploration, classification, exploitation, marketing and
selling of polymetallic nodules within the Cook Islands Exclusive Economic Zone and the Cook Islands assigned ares
within the Clarion Clipparton Zone.

The Company is 60% owned by the Cook Islands Investrnent Corporation and 50% by GSR-Cl Limited. The ultimate
Parent Company of GSR-CI Limited is Global Sea Mineral Resources NV, a Company incorporated and registered in
Belgium.

Ownership Total Assets Total Liabilities | Total Income Tota.I
Profitf{loss)
2017
Telacom Cool Istands Limited (12 months to
21/12/15) 40% 3.,211 9,644 26,939 8,317

CIIC Seabed Resources Limited (non-existent)
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Cook Islands Investment Corporation’
Annual report for the yaar ended 30 Juns 2018

Notes to the financial statements (continued)

Note 20 (a) Investment in Associates {continued)
Investment in associates - Group

2017

Total
Talacom Cook QG seabad
Resources

islands Limitad

In thousands of New Zealand Dollars

Lisnited
Equity accounted investee
Opening balance at 1 July 8,532 - 3,532
Investment &t cost - - .
Share of profit/lloss) 3,587 - 3,587
Dividend received (2,400) - (2,400}
Balance at 30 June 8,719 - 9,719

Note 20 (b) Investment in Subsidiaries

Aitutaki Power Supply Limited (APS) is a company registered in the Cook Islands. APS was incorporated on 30
June 2017.

The share capital ¢f the Company is $1,000 divided into 1,000 ordinary shares of §1 each.

The Company’s sharehelders are:

- Cook Islands Government Property Corporation — 929 shares

- Cook Islands Investment Corporation — 1 share

To Tatou Vai Limited {TTV) is & company registered in the Cook Islands. TTV was incorporated on the 25th of
August 2017,

Tha share capital of the Company is $100,000 divided into 100,000 ordinary shares of $1 sach.

The Company’s shareholders are:

- Cook Islands Government Property Corporation — 50,000 shares

- Cook Islands Investment Corporation — 50,000 shares

Avarfoa Cablas Limited (ACL) is a company registered in the Cook Islands. ACL was incorporated on the 24th of
March 2017.

The share capital of the Company is $1,000 divided into 1,000 ordinary sharss of $1 each.

The Company’s sharsholders are:

- Cook Islands Government Property Corporation — 500 shares

- Cook Islands Investment Corporation — 500 share

It has been dstermined that Cook Islands Investment Corporation, the Parent, has control over these entities —
APS, TTV, and ACL and as such have been consclidated directly into these Group financial statements.

Investment in Subsidiaries . Group Parent
: . i 30 June
2017
Aitutaki Power Supply Limited -
To Tatou Vai Limited B
Avarca Cables Limited -
Total Investment in Subsidiaries -
Note 21 Banking customer deposits - Group
2017
DL.je. Cver one
within
year
. one year
In thoussnds of New Zealand Dollars
Call deposits 34,432 34,432 -
Ciient terrn deposits 59,879 55,662 4,217
TOTAL 94,311 90,094 4,217

Includad in customer deposits are depasits from Cook Islands Governmant, Cook Islands Government Departments and other
antities ultimately owned by the Cook Islands Government totalling $40,997,000 (2017: $47,124,000).
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Notes to the financial statements (continued)

Note 22 Borrowings

In thousands of New Zealand Dollars

Current portion
Non current portion
Total borrowings

The Asian Developmeant Bank (ADB)} approved two loans {L2472-C0O0 and L2473-COQC} on 20 November 2008 for the
funding of the Avatiu Port Development Project. The ADB signed the loan agresments for these twe loans with the
Government of the Cook Islands on 5 May 2008 and the Government on4ent to the Ports Authority by way of a
subsidiary loan agreement signed on 31 July 2009. ADB further approved and signed a supplementary loan {L2739-
COO) 1o lpans L2472-CO0 and L2473-CO0 on 24 March 2011 and 30 December 2011 respectively with the
Government of the Cook Islands as additional funding of the Avatiu Port Davelopment Project. The Government on-
lent the funds to the Ports Authority by effect of the subsidiary Loan agreement signed on 31 July 2009.

The borrowings were drawn down through the Cook Islands Government. The interest rates for the three loans which
were offered to the Cook Islands Government are the same rates in the subsidiary loan agreement betwean
Government and the Perts Authority.

ADB L2472
This loan is for & period of 20 years plus a 5 year grace period with repayments commencing cn 15 May 2014. This
concessionary loan was fully drawn by May 2013, The full draw down was USD$8,419,792.

ADBL2473 :

The loan is fixed for a period of 24 years plus an 8 year grace period with equal repayments commencing on 15 May
2017. This concessicnary lcan was fully drawn by February 2014. The full draw down was SDR4,519,038. The
nominal interest rate for Loan 2473 is 1% per annum for the 8 year grace period and 1.5% thersafter.

The Authority is responsitile for any changes in the amounts payable arising due to exchange rate fluctuations.
Accerdingly, all exchange rate risks are carriad by the Authority. The borrowings are recorded in NZD at the exchange
rate at the date of the drawdown and are restated using the closing rate at balance date. Any changes in exchange
rate fluctuations are recorded in the Staternent of Revenue and Expense.

ADB L2739

Loan 2739 is supplementary to L2473 and L2472 for USD $4.7 million and is fixed for a period of 20 years plusa 5
year interest grace period with repayments commencing on 15 May 20186. The full draw down was US$4,428,273 by
May 2013 and a further NZ$32,425 was drawn on January 2014 after the loan was converted 1o NZD currency.

Loan 2472 and Loan 2739 was convertsd 1o NZD on 15 May 2013 with a fixed interest rate of 5.77% and an average
floating interest rate of 2.57% (2017: 2.78%) for the respective loans.,

L2472 L2473 L2739 Total
As at 1July 2017 9,378,229 8,224,398 5,142,069 22,742,656
Opening balance adjustment - - {40,342) {40,342}
Interest accrued during the year 536,790 118,085 135,174 790,049
Repayments - {778,048} (1,845,876 (236,872) (2,860,754)
Movernent in foreign exchangs - 687,303 - 687,303
As at 30 June 2018 9,134,973 7,183,910 5,000,029 21,318,912
Current Liability 264,758 381,208 115,278 771,284
Non-current Liability 8,870,175 6,792,702 4,884,751 20,547,628

During the year, a one off lump sum payment of $1,337,792 was made in September 2017 with respect to Loan
2473. This resulted in the maturity of the loan brought forward from 15 November 2040 t0 15 May 2037,
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Cook Islands Investment Corperation
Annusal report for the year ended 30 June 2018

Notes to the financial statements (continued)

Note 23 Financial Instruments - financial risk management
Exposure to currency, interest rate, liquidity and credit risk arises in the normal course of the Group's operations.
This note presants information about the Group’s exposure to each of the above risks, policies and processes for
measuring and managing risk, and the Group's management of capital. Further quentitative disclosures are
included throughout these financial statements.

Fair values
All financial asssts held by the group are classified as 'Loans and Receivables'. Due to the nature and term of the

financial assets that the Group holds, the fair value and carrying value of financial assets is not materially different.

Set out below are the carrying amounts by class of the Group's financial instruments

In thousands of New Zealand Doflars Carrying
amount

Financial assets Group Parent

30 June 2017

Cash and cash equivalents 24,520 791

Term deposits 43,612 3,880

Trade and other receivables 5,736 527

Banking porifelio investments 74,381 -

Taxation receivable 685 569

Dividends receivable - 319

Related party receivables 786 366

146,720 6,452

Financial assets

30.June 2018
Cash and cash equivalents
Term depoesits
Trade and other receivables
Banking portfolio investments
Taxatlon receivable
Dividends receivable
Related party receivables

In thousands of New Zealand Dollars Carrying
amount

Financial liabilities Group Parent

30 June 2017

Trade and other payables . 7,740 1,373

Employee entitlements 1,106 67

Banking customer deposits 94,311 -

Income tax payable 477 -

Related party payables 757 1,756

Bank loan 22,742 -

Dividends payable 255 255

127,388 3,451

Financial liabilities

30 June 2018
Trade and other payables
Employee entitlements
Banking customer deposits
Income tax payable
Related party payables
Bank loan
Dividends payzble
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Cook Islands Investment Corporation
Annual report for the year ended 3C June 2018

Notes to the financial statements (continued)

Note 23 Financial Instruments - financial risk management (continued)

Due to the nature and term of the financial liabilities that the group holds, the fair value and carrying value of
financial liabilities is not materially different.

The fair value of the financial assets and lisbilities are included at the amount at which the instrument could be
exchanged in a current transaction between willing parties, other than In a forced sale or Equidation. The following
methods and assumptions were used t¢ estimate the fair values:
* (Cash and short-term deposits, trade receivables, trade payables and othsr current liabilities approximate their carrying
amounts largely due 1o the shortterm maturities of these instruments.
® | ong-term fixed rate and variable rate receivables/horrowings are evaluated by the Group based on parameters such as
interest rates, specific country risk factors and individual creditworthiness of the customer and the risk characteristics of
the financed project. Based on this eveluation, allowances are taken to account for the incurred losses of these
raceivables and market related interest rates. As at 30 June 2018 and 2017 respectively, the carrying amounts of such
receivables, net of allowances are not materially different from their calculated fair values.

® The fair value of other financial liabilities is estimated by discounting future cashflows using rates currently available for
debt on similar terms, credit risk and remaining maturities.

Credit risk

Credit risk is the risk of financial loss to the Group if customers or counterparties to financial instruments fail to
meet their contractual obligations. The carrying amount of financial assats represents the maximum credit
exposure. The maximum exposure to credit risk as at 30 June was:

Group Parent

In thousands of Naw Zealand Dollars
Cash and cash equivalents

Term deposits

Trade and other receivables

Banking portfolio investmants
Taxation receivable

Dividends receivable

Related party receivables

Maximum exposure to credit risk

In the normal course of business, the Group incurs credit risk from trade debtors, cash and cash eguivalents and term
deposits held with other financial institutions and loans receivable from customers.

The Group establishes an allowanca for impairment that represents its estimate of anticipated losses in respect of
receivables.

Credit risk for the Group arises principally from the Bank of the Cook Islands Limited's loans to custormaers.
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Notes to the financial statements (continued)

Note 23 Financtal Instruments - financial risk management {continued)

(i)

Credit risk {continued)

Bank management monitor credit risk through credit policies and security ratic limits. All loans are reviewed annugally 1o
snsure that loans are still operating under loan contracted conditions. Anomaliss are reported to the Manager Credit who
will assign follow up tasks for the credit officers. Loan payment arrears are reviewed monthly to ensure client arrears are
addressed. The Bank holds monthly Credit Management Committee maetings to montior accounts, arrears and follow
ups. Loans that become a concarn are followed up by the Asset Managemsnt Unit and reported monthly to the Board of
Diractors. The exposure is monitorad on an on-going basis and monthy reports to Managsment and the Board of
Directors.

Analysis of Credit Quality
Maxirnum exposure to credit risk from bank lending activities within the group is set out helow:

Loans and advances Lending commitments
to customers and financial guarantees

In thousands of New Zsaland Dollars

Maximum exposure to credit risk
Carrying amount
Amount committed

At amortised cost

Total gross amount

Provision for doubtful loans
Provision for non-performing interest
Defsrred income

Net carrying amount

Off balance shest
Maximum exposure
Lending commitments:
Gross carrying amount
Total exposure

Loans with renegotiated terms
Gross carrying amount

Neither past due nor impaired
Gross carrying amount

Past due but not impaired {(days in arrears)

0-30
31-60
61-90
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Notes to the financial statements (continued)

Note 23 Financial Instruments - financial risk management {continued)
Credit risk (continued}
(i) Analysis of Credit Quality {continued}
Loans and advances

ustomers
/n thousands of New Zealand Dollars 2017
individually impaired
Gross carrying amount 5,809
Allowance for impairment
Individual (4,205)
Collective {1,236)
(5,441)

Impaired loans
The Group regards a loan as impaired in the following circumstances.

® There is objective evidence that a loss event has occurred singe initial recognition and the loss event has an impact on
future estimated cash flows from the asset.

® A retail loan is overdue for 90 days or more.

A loan that has been renegotiated due tc a deterioration in the borrower's condition is usually considered to be impaired
unless there is evidencs that the risk of not receiving contractual cash flows has reduced significantly and there are no
other indicators of impairment.

Provision is made for specific lcans where recovery is considered doubtful or they have becorne non-performing.
Provision is made in accordance with the Financial Supervisory Commission's prudentiat guidelines based on asset
classlfications being pass (0%), special mention (5%), substandard {20%), doubtful {50%) and loss (100%). All bad debts
are written off against specific provisions in the period in which thay become classified as irrecoverable.

Loans that are past due but not impaired

Loans and advances that are past due but not impaired are those for which contractual interest or principal payments are
past due but the bank belisves that impairment is not appropriate on the basis of the level of security or collateral
available and / or the stage of collztion of amounts owed te the bank.

Loans with renegotiated terms and the Bank's forbearance policy

Renegotiated loans are impaired assets for which the terms have been changed to grant the counterparty a concession
that would not otherwise have been available due to the counterparty's difficulty in complying with the original terms and
where the yigld on the asset following restructuring is still above the bark's cost of funds.

The Bank renegotiates loans to customers in financial difficulties {referred to as ‘forbearance activities’) to maximise
collection opportunities and miniminse the risk of default. Under the bank's forbaarance policy, loan forbearance is
granted on a selective basis If the debtor is currenily in default on its debt or if there is a high risk of default, there is
evidence that the debtor made all reasonable efforts to pay under the original contractual terms and the debtoer is
expected to be able 1o meet the revised terms.

The revised terms usually include extending the maturity, changing the timing of interest payments and amending the
terms of loan covenants. Both retail end corporate loans are subject to the forbearance policy. The bank's Compliance
Committee regularly reviews reports of forbearance activities.
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Note 23 Financial Instruments - financial risk management {continued)

(i)

(ii)

Credit risk {continued)
Analysis of Credit Quality {continued)

For the purposes of disclosures in these financial statements, 'loans with renegoatiated terms' are dafined as loans that
have baen restructured due 1o a deterioration in the borrower’s fingncial position for which the bank has made
congessicns by agreeing o terms and conditions that are more favourable for the borrower than the bank and provided

_initially and that it would not otherwise consider. A loan continues to be presented as part of loans with rensgotiated

tarms until maturity, ealier repayrment or until it is written off.

Irrespective of whether loans with renegotiated terms have been derecognised or not, they remain disclosed as impaired
and appropriately provisioned until there is sufficient evidence to demoenstrate a significant reduction in the risk of non-
payment of future cash flows and there are no other indicators of impairment.

Loan quality classification

The Group prepares financial statements in accordance with International Public Sector Accounting Standards (IPSAS).
The asset quality definitions under Financial Supervisory Commission (FSC) regulations differs fromn that under IPSAS e.g.
Under FSC guidelines when assessing the recoverability of a loan, the valuation of security held against loans cannot be
brought into consideration unless legal proceedings have been initiated. Under IPSAS the value of security held against a
loan can be considered whsther legal procesdings have been initiated or not. In addition a past due loan is one operating
outside its key terms for 30 days under FSC guidelines. Uinder IPSAS a past due loanis a loan for which the horrower has
failed to make a payment when contractually due i.e. as per the terms of loan agreerment.

Individual provisioning is calculated using FSC guidelines whers pass is 0 - 30 days in arrears, special mention is 30 1o 89
days in arrears. When a loan is 90 days in arrears it will be graded as substandard, doubtful or loss depending on the
clients situation and ihe bank's judgement based on credit criteriz and likeliness for recovery. Collateral value can only be
taken into consideration where legal action for recovery has been undertaken. The methodology and assumptions used
for estimating collectability are revised regularly to reduce any differances between loss estimates and actual loss
experience.

Under IPSAS a collective provision would be made to allow for potertial losses on loans not specifically provided. The
specific provision has been caloulated under FSC guidelines and is higher than the specific provision required under
IPSAS due to different treatment of security.

Under FSC provisioning methodology no general provision is permitted however the overstatement of the specific
provision is not materially different to the amount that would be required as a general provision under IPSAS.

Security

Sscurity is required in respect of most lending. There are various securities which the bank holds. These include but are
not limitad to mortgages over lease and cccupation rights, persenal and company guarantses and Instruments by Way of
Security.

Significant concentrations of credit risk

Concentrations of credit risk exist if a number of counterparties are engaged in similar activities and have similar
economic characteristics that would cause their ability to meet contractual obligations te be similarly affected by changes
in economic or other conditions.

The Group monitors cencentrations of credit risk by location, institution and sector.
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Note 23 Financial Instruments - financial risk management {continued)
Credit risk {continued}
(i}  Significant concentrations of credit risk (continued)

Group Parent
% 30June
2017

In thousands of New Zealand Dollars
Concentration by Location

New Zealand

Australia

Rarotonga

Rarotenga - lending

Outer islands - lending
148,548

Concentration by Counterparty
Credit rating

Australis New Zealand Bank AA-
Bank of South Pacific BBB-
Kiwi Bank A
Westpac Banking Corporaticn AA-
Capital Security Bank N/A
Coop Moneay NZ BBB-
National Australia Bank Group AA-
Bank of the Cock Islands N/A
Loans to customers N/A
Related parties N/A
Other N/A
Total o 148,548

Concentration by Sector
Banks

QOther institutions

Retail

Housing

Personal

Business

Related parties

Other

Total

Liquidity risk

Liquidity risk is the risk that the Group will encounter difficulty in meeting financial obligations &s and when they fall due.
The Group evaluates its liguidity requirements on an on-going basis. In general, the Group generates sufficient cash flows
from operating activities to meet its obligations arising from its financial liabilities. Within the Group the Ports and Airports
Authority have obtained externzal borrowings to fund major capital projects. The repayment of these borrowings is met
from operating cashflow.

Within the Group, liquidity risk is most prevalent in the banking operations.

The Bank of the Cook Islands Board sets the Bank's strategy for managing liquidity risk and has delegated responsibility
for oversight of the liguidity policy to the Assets and Liabilities Committee,

The Finance and Customer Service & Marketing departments review tha liquidity position on a daily basis and report any
exceptions and liquidity issuas to the Managing Director.
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Notes to the financial statements (continued)
Note 23 Financial Instruments - financial risk management {continued)

Liquidity risk {continued)

The Bank’s appreach to managing liquidity is to ensure that it will always have sufficient liquidity to meet liabilities as
they fall due under both normal and stressed conditions without unacceptable losses or damage to the Bank’s reputation.
The key elements of the Bank’s strategy are as follows:

® daily monitoring of cash levels held for client withdrawals,
® daily monitoring of cesh held in other financial institutions on call and on term deposit,

® \weekly liquidity reporting to management taking inte consideration incoming and outgoing cash flows and estimates
commitments for the week,

® moanthly discussions in the Assets and Liabilities Committee meeting and et Board level.

The maturity of individual financial assets and liabilities are detailed in the relevant notes.

Cash flow sensitivity analysis for variable rate instruments

A change of 100 basis points (bp) in interest rates at the reporting date would have increased (decrezsed) the profit or
loss by amounts shown below. This analysis assumes that ali other variables remain constant. The analysis is performed
on the same basis for 2017.

Group GROUP PARENT
In thousands of New Zealand Doflars

30 June
2017

Interest bearing Financial assets

Interest bearing Financial liabilities

Met exposure

100bp increase effect on profit
100bp decrease effect on profit

Currency risk

Foreign currency risk is the risk that the value of a financial instrurnent will fluctuate due to movements in exchange
rates. The Group doss not hold any material foreign currency assets cor liabilities and therefore there is rninirnal currency
risk.
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Financial Instruments - financial risk management {continued)

Note 23

Interest rate risk

Interest rate risk is the risk that the valus of a financial instrument will fluctuate due to changes in market interest rates.

loans, term depesits, cash and cash

terest rates:

mnn

| instrurnents are sensitive to changes
equivalents, and customer deposits. Loans to customars and Customer deposits are at floating interest rates which are

reviewed on a quarterly basis to ensure they are kept in line with market interest rate movements. An immaterial portion

inancia

The following f

of loans have @ fixed interest rate for the term of the loan. The cash on hand and short term cash deposits earn interest at

normal floating commercial rates.
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In thousands of New Zealand Dollars

Non
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ing

Amount

Carryi

Weighted average

ive

t

sensi

years

years

months

terest rate

n

Balance as at 30 June 2017

Financial Assets

172

1

1,172
23,343
43

N/A

Cash on hand

,348
056

23

7

92%

0
2

Cash at bank
Term Deposits

,556

i

7]

42

512
736
7
6

l

85%
/A
A
/A
9.42

736

5

i

5

N,
N,
N,

ivables

Trade and other sundry rece

6
5

8
3

7
6

8l
3!

Related party receivables

5

Taxation raceivable

4,381

7
139

74,381
149,720

%

Banking portfolio investments

,379

8

/556

785 1

1]

Total Financial Assets

Financial Liabilities

7,740

,740

7
1

94,

A
.

N/
NS
87
/
/
3.64%

Trade and other payables

,106

1

106
311

1

Employee eniitlements

4,187

,124

80

-

%
A

2

183

i

Banking customer depos

477
757

7
3

4
7

N
N

Income tax payable

5

7

A

Related party payables

17,600

,142

5

742
25

+

22

Bank loan

255
335
(1,956}

5

N/A

Dividends payakle

¥

10

,600

17,

4,187
(2,631)

95,266
44,519

388

127

Total Financial Liabilities

{17,600)

22,332
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Notes to the financial statements (continued)

Note 23 Financial Instruments - financial risk management {continued)

Interest Rate Repricing Schedule (continued]

Parent
In thousands of New Zealand Dollars
Weighted average Carrying 0to 12 1-5 >5 Non

Balance as at 30 June 2017 interest rate Amount months years years sensitive
Financial Assets

Cash and cash equivalents 0.73% 791 791 - - -
Term Deposits 3.76% 3,880 3,880 - - -
Trade and other sundry receivables N/A 527 - - - 527
Taxation receivable NfA 569 - - - 569
Dividends receivable NSA 319 - - - 319
Related party receivables N/A 366 - - - 366
Total Financial Assets 6,452 1,671 - - 1,781
Financial Liabilities

Trade and othar payables N/A 1,373 - - - 1,373
Employee entitlements N/A 67 - - - 67
Related party payables N/A 1,756 - - - 1,756
Cividends payable N/A 255 - - - 255
Total Financial Liabilities 3,451 - - - 3451
Interest Rate Gap 3,001 4,671 - - {1,670)

Capital management

The primary objective of managing the Group's capital is to ensure that there is sufficient cash available to support the
Group's funding requirements, including capital expenditure, to ensure that the Group remains financially sound. The
Group's capital includas Capital Contributions and Reserves.

Bank of the Cook Islands Limited’s policy is to maintain investor, creditor and market confidence and to sustain the future
development of the banking business.

The bank’s regulatory capital comprises two tiers:

Tier One Capital which includes issued and fully paid shares and retained earnings less intangible assets. This must be at
least 5% of Risk Weighted Assets

Tier Two Capital which includes all other capital.
Tier Two capital must be at least 10% of Risk weighted assets.

At balance date the bank had the following:

30 June
2017

% of Risk Weighted Assets
Tier-One Capital 16.68%
Total Capital 16.68%

The Bank complied with all externally imposed capital requirements.
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Notes to the financial statements (continued)

Note 24 Commitments and contingencies

Capital Commitments
The Group has no capital commitmenis as at balance date (2017: nil)

Operating lease rentals
The Group as lessee

Future minimum lease paymenits under non-cancellable operating leases:

Group Parent

In thousands of New Zealand Dollars 30 June

12017

Land and Buildings

Due within gne year

Pue within two to five years
Later than five years

Total operating lease expense commitments

Bank of the Cook Islands Limited .
The hank leases land on which BC| House stands under an operating lease. The original deed of lease runs for 60 years from 1968,

Cook Islands Government Property Corporation

The Carporation holds long term land leases. To ensure it's lease records, lease provision and sommitments are complete and accurate
as at 30 June 2018 the Corporation has undertaken a significant project updating their land lease records. In addition a number of land
lease claims have been settled and no new material unresolved issues have come to light. The Carporation has not reviewad the
balances as 21 30 June 2017 or prior periods and as such the lease provision and commitmments disclosed for 30 June 2017 may not be
complete.

The Group as lessor
Future minimum lease income under non-cancellable operating leases:

Group Parent

30-Jun
2017

In thousands of New Zealand Dollars

Buildings

Due within cne year

Due within one to two years
Due within two to five years
Total

The Group lets proparties under operating leases. Property rental income earned during the year was $823,000 (2017: $722,000}.
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Note 24 Commitments and contingencies {continued)

Other Commitments
The Group through Bank of the Cook Islands has committed to lending a number of loans in the future that have not yet been drawn
down. As at 30 June 2018 these undrawn loans total $4,484,415 (2017: $2,448,128).

Contingencies
The Group is currently awara of the contingent liabilities listed below. Various other contingent liabilities may exist having arisen over the
earlier period of the Corporation’s existence of which the Mermbers of the Corporation are not aware.

Uncalled Capital
Asian Development Bank — the Corporation has a further 88 uncalled shares. The shares have a par value of USD13,500 each.

There were no further contingent liabilitias as at balance date.
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Notes 1o the financial statements (continued)

Note 25 Segmental Reporting

The Group operates primarily in the property investment and management sactors. It also operates in the utllities sector,
consisting of ports and airport services, power supply and banking.

Industry Segments
In thousands of New Zeafand Doliars

Balance as at 30 June 2017

Trading Revenue 9,147 - 2,961 19,418 5,468 3,064 40,058
Crown Appropriation - - 4,554 - 2,048 - 6,602
Other Revenue 920 - 5,818 967 a0 231 8,997
Expenses {8,969} - {12,572) (14,913) {8,384) (3,602) {48,440}
Other Gains / {Losses} 2 3,587 - 157 (11) 254 3,989
Surplus / (Deficit) before tax 1,100 3,587 1,762 5,629 {819) {53) 11,206
Total Assets 113,494 8,924 59,685 54,729 71,270 37,120 345,222
Total Liabilities 96,188 188 13,575 4,128 1,365 23,409 138,853
Capital Expenditure 427 - 2,074 1,435 1,043 486 5,465

Note 26 Going Concern
Within the Group, the Bank of the Cook Islands manages it's fiquidity by ensuring there are sufficient cash reserves
maintained at all times to meet liquidity requirements likely to arise, taking into consideration historical trends. The Bank
has the right to redeem term deposits within 48 hours if required to meet client withdrawal requirements.

Thesa financial statements have been prepared on the going concern basis. The Carporation is ultimatety dependent on tha
support of the Government by Crown Appropriation. In addition, the liquidity of the Corporation is inherently dependeant on
the proceeds from the management and disposal of its assets, the value and potential returns of which are uncertain.
Despite this, there are no known matters that suggest the support of the Government will be withdrawn or that the
proceeds from the asset management and disposal will be insufficient to meet the requirements of the Corporation for the
foreseeable future. The Cool Islands Government has provided a letter of support stating that it will maintain ownership
and control of the group for the foreseeable future and will provide financial assisstance where necessary for the Group to
continue its operations.
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Notes to the financial statements (continued)

Note 27 Subsequent Events

Subseguent to balance date, one of Te Aponga Uira's generators suffered a severe mechanical failure which resulted in a permanent
retirament of the ganeratar engine. As at 30 June 2018, there was no evidence or indications that the engine was suffering any failura. As

such, no related impairment has been recognised in these Group finangial staternents. The net book value of the retired engine as at 30
June 2018 is $616,434.

Since year end, Cook Islands Investment Corporation have received dividends of $1,395,000 and paid dividends of $1,079,000 to the
Cook lslands Government.

There have been no other subsequent events after balance date which would materially afiect tha financial statements.
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