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Strategic report

The Directors present their strategic report for the year ended 31 March 2019.

Principal activities -

SmartestEnergy’s strategy continues to be to grow our asset light, vertically integrated
electricity company using the UK's wholesale electricity market to procure and sell our
electricity volumes: this is opposed to procuring our power from a portfolio of owned,
generation plants as a traditional vertically integrated electricity company does.

Within this model, our main activity continues to be the B2B provision of route to market
services whereby. we provide electricity purchase agreements to customers in the UK's
independent and renewable, generation sector and electricity supply contracts to large,
business consumers. This busnness has grown since its inception in 2008 'ro become one of
the largest suppliers in the UK.

As G prowder of power purchase agreements to generators, SmartestEnergy agrees to

purchase the power (as well as the renewable benefits and any benefits that might be

associated with being distribution connected) generated by our customers. In this niche

market, we have established a unique service proposition as the UK's leading expert in

the provision of route to market services for small to medium sized, distribution connected

and largely renewable generators. With industry leading levels of customer satisfaction,
this business is now one of the UK's largest aggregator of power from renewable and

distribution connected generators.

The Company's supply business continues to support our strategy to become one of the
UK's largest independent suppliers providing strong synergies to our generation business
activities. With its focus on supplying large, commercial customers with a bespoke supply,
SmartestEnergy's supply business has established a unique service proposition as a
provider of a non-premium priced, largely renewable energy with industry leading levels
of customer service. Most recently (Dec'19), SmartestEnergy has completed the 100%
share acquisition of Dual Energy Direct Limited and this acquisition will now extend
SmartestEnergy’s supply business into the small business supply markets segment with a
standardised and highly automated product offering. With this new platform expected
to be earnings accreditive in 2020, SmartestEnergy's supply business is well positioned to
continue to grow successfully and is an essential element of our asset light, vertically
integrated strategy. : :

Business review

The Company's core activities have performed strongly this year and this has been
achieved from an increase in the supply and generation customer bases and volumes.
This enabled a gross profit of £47,961,627 {2018: £40,715,584) on a turnover of £590,014,757
(2018: £438,176,306) with a resultant profit oﬂer tax for the year ending 31 March 2019 of
£13,431,459 (2018: £14,459, 955)

2019 2018 Change

o £000 £000 %

Gross profit ‘ ‘ 47,962 - 40,716 17.8%

Profit after tax , ) 13,432 14,460 -7.3%
Return on capital employed (ROCE) ‘ 24.66% 23.68% 42% .

Return on assets (ROA) : 295%  3.88% -24.0%
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Business review (con’nnued)

With the above success, the Company was able to pay a total dividend of £9, 188 000 to
our shareholders: an interim dividend of £9,188,000 and no final dividend in respect of the
financial year 2018/19 (2017/18: £9,726,273) and the Directors of the Company continue
to believe the Company is well positioned to maintain its contfinued dividend pay-out.
policy and a significant investment programme from cashflow.

Principal risks and uncertainties

The Company hedges its commodity price exposure in the wholesale electricity forward
market through the over-the-counter derivatives market and commodity exchanges.
With this dependency on an external traded market (rather than an internal position
generated through vertical integration), the Company’'s business model is at risk from any
regulatory change that might endanger that ability to trade in ||QUId markets. The
Company has |mplemented a regular review of these risks.

Sales risk

Sales risk emerges from the Company's inability to renew annual sales agreements with
existing generation business customers and supply business customers. Sales risk is
monitored usin'g a suite of sales related performance indicators that are reported to the
monthly Executive Committee. A Pricing Group oversees the Company's price
competitiveness in accordance with the  Company's Pricing Policy. The Company
monitors customer satisfaction via a suite of third party provided customer satisfaction
surveys that externally benchmark the Company's performance. .

Volume risk

The Company transacts with a number of generators and supply customers on the basis
of their forecast gross volume, which is the volume the customer expects to generate or
consume including adjustment for losses during transmission and distribution. Ahead of
delivery these volumes are not known with certainty, given that the generators may
generate more or less and consumers demand more or less than these forecasted and
hedged volumes. Therefore, whilst the Company can fix the unit price at which it buys or
sells with a customer, the realised gain or loss from managing this position is only known |
once the final metered volumes are determined upon physical settlement and the
gain/loss of any difference between the hedged and delivered volumes is known.

As a result, the Company could be at risk of being unable to manage the under/over
delivery of power and renewable volumes between its offtake business customers and
business customers. A failure to successfully manage this risk could lead to imbalance
costs in the physically settled electricity and renewable energy markets and a market
price risk created by the difference between the hedged and delivered portfolio
positions.

The Company manages this risk in manner akin to an insurer by charging its offtake
customers a risk premium in the form of a per unit fee for taking on the uncertainty
produced by each transaction. In addition, the Company is able to smooth or offset the
incremental impact any one customer can have on the Company's cost base, by
managing these volumes on a portfolio basis across all the customer volumes delivered.
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Principal risks and uncertainties (continued)

Brexit risk

SmartestEnergy is a UK focused business with UK suppliers and customers. Consequently,
the Company has little or no exposure to the risks associated with BREXIT. The Company’s
regulatory risk function continually review and monitor the impact of all regulatory
change and BREXIT associated industry change in order to apprise the Executive
Committee of impending risk and to advise of any necessary operohonol changes that
might arise from such UK or BREXIT induced regulatory change.

With the Company's UK focused business model largely unaffected by any overseas
trading activities, the Comp’ony’s core businesses are expected to be largely unaffected,
but as a precaution against a ‘no deal' outcome, the Company has taken the fo|Iowmg_
precautions:

o the regular review of all trading posiﬁ'ons with European counterparties post
possible exit dates from the current EU trading agreements with these to be
reviewed against a now possible December 2020 exit date;

» thereview of the bad debt provision to ensure the Company is protected against

‘ony increase in customer defaults that might foliow an economlcolly dlsruphve
‘no deal’ exit; and

o the regular review.of the Company's funding facilities to ensure the Company is
able to support all its wholesale market hedging and trading ogreements in the
event of any Brexit induced electncnty price volatility.

Other risk

The Company’s daily operations are also subject to credit risk, market risk and liquidity risk '
that the Company takes in the course of its daily activities. A review of each is included
in Note 21 to the financial statements. 4

On behalf of the Board

. Digitally signed by ‘ Digitally signedby
. RO be rt \ RObert Groves . % wJakafumi Shigemura

Date:2019.12.27

/
Groves ?5‘3‘232‘29 o 025330z
Robert Groves Takafumi Shigemura |
Chief Executive Officer cmd Director Chief Operating Officer and Director
27 December 2019 27 December 2019
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Directors’ report

Registered No. 3994598
The directors present their report for the year ended 31 March 2019.

Directors
The directors and officers who served during the year were as follows:

R. Groves

H. Sawada

S-Harada

D. Cockshott (appointed 1 April 2018}

T. Shigemura (appointed 1 April 2018)

T. Hirano (resigned 1 April 2019)

N. Ito (resigned 1 April 2019)

R. Noyama (resigned 3 September 2019)

Future developments

Looking to the future, the continued repositioning of the Company as a one stop service
provider for all route to market needs that a flexible generator and business consumer
might have continues and the Company is well positioned to benefit from the disruption
expected from new technologies and the growmg impact of intermittent, renewable
genero'non

Financial risk management

The Company finances its activities with a comblnotlon of third party working-capital
facilities, cash and deposits. Other financial assets and liabilities, such as trade debtors
and trade creditors, arise directly from the Company's operating activities. The Company
also enters into derivative transactions, including energy forwards and energy futures to.
manage the price and volume risks arising from the Company’s operations.

Financial instruments give rise to credit, commodity -price, volume and liquidity risks.
Details on how these risks arise is set out in Note 20, as are the objectives, policies and
processes for their management and the methods used to measure each risk..

The Company hedges its electricity and gas price exposure in the wholesale electricity
and gas forward markets using over-the-counter and exchange traded derivatives such
as forwards and futures contracts.

Events since the balance sheet date

In July 19, the Compony acquired 100% of two newly mcorporcfed entities based in
Australia, SmartestEnergy Australia PTY and SmartestEnergy Australia Financial Services,
for a total consideration of £561 (AUD$ 1,000) each. The acquisitions allow the Smartest
Group to enter the CommerCIGI and Industrial market in Australia and continue its recent
global expansion.

Most recently (Dec'19), the Company completed the 100% share acquisition of Dual
Energy Direct Limited at an acquisition cost of £20.8m. This was funded by a 5 year loan
facility and with a payback period of 5 years, this acquisition is not expected to materially
impact the Company’s existing or future funding arrangements.
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Events since the balance sheet date {continued)

© On 1 April 2019 Mr Naoki Ito and Mr Tomohiko Hirano resigned as directors of the

company. Mr Masgo Imazato and Mr Mutsumi Ishizuki were appointed as new directors
with immediate effect. On 3 September 2019 Mr Ryuichi Noyama resigned as a director
of the company. Mr Tatsuya Ozono was oppomfed as a new director with immediate
effect. - .

Dlsabled employees

The Company gives full cohsiderofion when shortlisting and interviewing to include all
disabled applicants when they meet the minimum requirements for the job.

The Company ensures that staff with protected characteristics (under the: Equoli}y Act .
2010) has equal opportunities for training, career development and promotion. Staff will
be suppon‘ed on a case by case basis by their line manager and Human Resources.

Where existing employees become disabled, the company will support wherever
practicable, continuous employment in the same or an alternative position. . Training and
equipment will be provided if appropriate and reasonable under the Equality Act to
achieve this aim.

Employee involvement

The Company operates a framework for employee information and consultation which
complies with the requirements of the Information and Consultation of Employees
Regulations 2005. During the year, the policy of providing employees with datq, including
information relating to the economic and financial factors affecting the performance of
the company, has been continued through the quarterly -business reviews (QBR).
Employees are encouraged to present their suggestions, questions and views on the
Company's performance. Regular meetings are held between local management and
employees to allow a free flow of information and ideas. Employees participate directly
in the success of the business through the appraisal system, whereby group strategic
objectives are cascaded down to each individual employee, as appropriate to their job
role, and which are also shared on the Company's intranet site. ’

The Company embraces the standards in people management outlined by the investors
In People organisation with Employee Engagement a Board Reporting Scorecard KPL.
With this focus, the Company in 2018 met The Investors In People Gold accreditation
standard.

Dlrectors Ilablllhes

The Company has granted an indemnity to lfs directors and offucers against liability in
respect of proceedings brought by third parties, . subject to the conditions set out in
section 234 of the Companies Act 2006. Such qualifying third party indemnity provision
remains in force as at the date of approving the Directors’ report.
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Directors’ report

Going concern

SmartestEnergy’s business activities are set out in the principal activities and review of the
business. The notes to the financial statements also include the Company-’s policies with -
respect to the management of the principal risks facing the Company. SmartestEnergy
meets its day to day working capital requirements through several committed and -
uncommitted loan facilities.

In accordance with the Marubeni Group policy from April 2014 the Company joined the
Cash Management System of Marubeni Finance Europe (“MAFE"), a Marubeni Group
company. MAFE made available a committed loan facility to the Company of up to £100
million, with an option to increase this up to £160 million. to the end of June 2021.

The Company also has access to up to £50 million of uncommitted facilities arranged with
. Sumitomo Mitsui Trust, Tokyo Mitsubishi UFJ and Mizuho.

These facilities are regularly reviewed and stress tested to ensure the Company is a
funded These financial resources, together with the Company’s long-term agreements
with its customers and suppliers, mean the Directors believe that the Company is well
placed to manage its business risk in case of an unexpected downturn or an immediate
-requirement to access these facilities. Otherwise, these facilities are not expected to be
utilised in the next 12 months.

After making enquiries the Directors have a reasonable expectation that the Company
has adequate resources to continue in operational existence for the foreseeable future
and for at least 12 months from the signing of the financial statements. Accordingly, they
continue to adopt the going concern basis in preparing the financial statements.

Environment .

The Cémpony is committed to pufsuing sound environmental policies in all aspects of its
business, and seeks to encourage and promote good environmental practice amongst
its employees and within the communities in which it operates. .

Directors’ statement as to disclosure of information to auditors

The directors who were members of the board at the time of approving the directors'
report are listed on page 1. Having made enquiries of fellow directors and of the
Company’s auditors, each of these directors confirms that:

¢ to the best of each director’'s knowledge and belief, there is no information (that
is, information needed by the Company’s auditors in connection with preparing
their report) of which the Company’s auditors are unaware; and

e each director has taken all the steps a director might reasonably be expected to
have taken to be aware of relevant audit information and to establish that the
Company's auditors are aware of that information. -
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Auditors
Ernst & Young LLP have expressed their willingness to continue in office as auditors. .

In accordance with section 485 of the Companies Act 2006, a resolution to reappoint
Ernst & Young LLP as auditors will be put to the members at the Annual General Meeting.

t

Information in strategic report

Information on principal activities, business review, dividends and- principal risks &
uncertainties of the Company not shown in the directors’ report is instead disclosed in the
strategic report. ’ .

On behdlf of the Board

{ Digitally signed by . . Digitally signed b
i . Digitally signed by
RO be rt ’\Robert Groves S % ‘\Takafumi.Shigemura

-Date: 2019.12.27 _Date:.2019.12.27

Groves ./ 1334002 09:54722 7
Robert Groves Takafumi Shigemura
Chief Executive Officer and Director Chief Operating Officer and Director

27 December 2019 ‘ 27 December 2019
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Statement of Directors’ responsibilities

The directors are-responsible for preparing the Directors' Report and the financial
statements in accordance with applicable law and regulations.

Company law requires the directors to prepare financial statements for each financial
year. Under that law the directors have elected to prepare the financial statements in
accordance with United Kingdom Generally Accepted Accounting Practice (United
Kingdom Accounting Standards and applicable law) including FRS 101 “Reduced

* Disclosure Framework”. Under company law the directors must not approve the financial
statements unless they are satisfied that they give a true and fair view of the state of affairs
of the company and the profit or loss of the company for that period.

In preparing these financial statements, the directors are required to:

select suitable accounting policies and then apply them consistently;
* make judgments and accounting estimates that are reasonable and prudent;
) . state whether applicable UK Accounting Standards have been followed, subject
\ to any material departures disclosed and explained in the financial statements;
e prepare the financial statements on the going concern basis unless it is
inappropriate to presume that the company will continue in business.

The directors are responsible for keeping adequate accounting records that are sufficient
to show and explain the Company's transactions and disclose with reasonable accuracy
at any time the financial position of the Company and-enable them to ensure that the
financial statements comply with the Companies Act 2006. They are also responsible for
. safeguarding the assets of the Company and hence for taking reasonable steps for the
~ -prevention and detection of fraud and other irregularities.
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To the members of SmartestEnergy Limited

INDEPENDENT AUDITOR'S REPORT TO THE MEMBERS OF SMARTESTENERGY LIMITED
Opinion

We have:audited the financial statements of SmartestEnergy Liniited for the year ended
31 March 2019 which comprise Statement of Comprehensive Income, the Statement of
Financial Position, and Statements of Changes in Equity and the related notes 110 23,
including a summary of significant accounting policies. The financial reporting
framework that has been applied in their preparation is applicable law and United
Kingdom Accounting Standards, including FRS 101 "Reduced Disclosure Frcmework
(United Kingdom Generally Accepted Accounting Practice).

" In our opinion the financial statements:

. give a true and fair view of the company'’s offclrs as at 31 Morch 2018 and of
its profit for the year then ended;

. have been properly prepared in accordance with United Kingdom Generally
Accepted Accounting Practice; and

. have been prepared in occordonce with the requirements of the Companies

’ Act 2006.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK)
(ISAs (UK}) and applicable law. Our responsibilities under those standards are further
described in the Auditor’s responsibilities for the audit of the financial statements section
of our report below. We are independent of the company in accordance with the
ethical requirements that are relevant to our audit of the financial statements in the UK,
including the FRC’s Ethical Standard, and we have fulfiled our other ethical :
responsibilities in accordance with these requirements. '

We believe that the audit evidence we hove obtained is sufftcnent and appropriate to
provide a basis for our opinion. .

Conclusions relating to going concern

We have nothing to report in respect of the following moﬁers in relohon to which the
[ISAs (UK) require us to report to you where:

. the directors’ use of the going concern basis of cccourmng in the prepcrohon
of the financial statements is not appropriate; or-
. the directors have not disclosed in the financial statements any identified

material uncertainties that may cast significant doubt about the company's
ability to continue to adopt the going concern basis of accounting fora .-
period of at least twelve months from the date when the flnoncnol statements
are ou’rhonsed forissue.

Other information

The other information comprises the information included in the annual report, other
than the financial statements and our auditor's repor1 thereon. The directors are
responsible for the other mformo’non

Our opinion on the financial statements does not cover the other information and,
except to'the extent otherwise explicitly stated in this report, we do not express any form-
of assurance conclusion thereon.

10



Independent auditors’ report
To the members of SmartestEnergy Limited

Other information (con'nnued)

4 In connection with our audit of the financial statements, our responsibility is to read the
other information and, in doing so, consider whether the other information is materiaily
inconsistent with the financial statements or our knowledge obtained in the audit or
otherwise appears to be materially misstated. If we identify such material inconsistencies
or apparent material misstatements, we are required to determine whether there is a
material misstatement in the financial statements or a material misstatement of the
other information. If, based on the work we have performed, we conclude that there is
a material misstatement of the other information, we are required to report that fact. -

We have nothing to report in this regard.

Opihions on other matters prescribed by the Companies Act 2006
In our opinion, based on the work undertaken in the course of the audit:

the information given in the strategic report and the directors' report for the
financial year for which the financial statements are prepared is consistent
with the financial statements; and-

the strategic report and directors’ report have been prepored in accordance
with applicable legal requirements.

Mah‘etﬁ on which we are required to report by exception

In the light of the knowledge and understanding of the company and its environment
obtained in the course of the audit, we have not identified material misstatements in
the strategic report or directors’ report.

We have nothing to report in respect of the foIIowing' matters in relation to which the
Companies Act 2006 requires us to report to you if, in our opinion: .

adequate oécounﬁng records have not been kept or returns adequate for -
our audit have not been received from branches not visited by us; or

-the financial statements are not in agreement with the accounting records

and returns; or

certain disclosures of directors’ remuneration specified by law are not made;
or

we have not recelved all the information and explanations we require for our
audit.

Responsibilities of dlrectors

As explained more fully in the directors’ respon5|bnlmes sfofemenf set out on page 9., the
directors are responsible for the preparation of the financial statements and for being -
satisfied that they give a true and fair view, and for such internal control as the directors
“determine is necessary to enable the preparation of financial statements that are free
from material misstatement, whether due to fraud or error.

In preparing the financial statements, the directors are responsible for assessing the
company's ability to continue as a going concern, disclosing, as applicable, matters
related to going concern and using the going concern basis of accounting unless the
directors either intend to liquidate the compcny or to cease operations, or have no
realistic olternotlve but to do so.

11



Independent auditors’ report | |

To the members of SmaﬂestEnergy Limited

Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial
statements.as a whole are free from material misstatement, whether due to fraud or
error, and to issue an 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 (UK) will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and 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 financial statements. '
A further description of our responsibilities for the audit of the financial statements is
located on the Financial Reporting Council’s website at

https://www frc.org.uk/auditorsresponsibilities. This description forms part of our quditor’s
report. '

Use of our report

This report is made solely to the company's members, as a body, in accordance with
Chapter 3 of Part 16 of the Companies Act 2006. Our audit work has been undertakehn
so that we might state to the company’s members those matters we are required to
state to them in an 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
company and the company's members as a body, for our audit work, for this report, or
for the opinions we have formed

. S
L a

Alistair Denton

for and on behalf of Emst & Young LLP, Statutory Auditor
London

27 December 2019

12



SmartestEnergy Limited

Statement of Cbmp’rehensive Income

for the year ended 31 March 2019

Registered No. 3994598

Revenue
Cost of sales

Gross Profit

Administrative expenses

Operating Profit

Interest income
Interest expense

Profit before faxation

Income taxes

* Profit for the financial year

Other comprehensive income/ . -

Total comprehensive income

Notes

2019 2018
£000 £000
590,015 438,176
(542,053) (397.460)
47,962 40,716
(31,378) (25.839)
16,584 14,877
312 135°
(289) (148)
16,607 1 4,864
(3.175) (404)
13,432 14,460
13,432 14,460

‘The occompohying notes form an integral part of the financial statements.

13
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I 2

Statement of Financial Position
as at 31 March 2019
Registered No. 3994598

2019 2018
Notes £000 ~ £000

Non-current assets : )

Property, plant and equipment - 8 1,395 824
intangible assets 9 9.969 6,339 -
Non-current derivative financial assets ] 13 20,912 9,425
Deferred tax asset . . -7 - 17
Investments in subsidiaries 10 6 -

32,282 16,605

Current assets A

Trade and other receivables 12 238,193 . 187,802
Income tax receivable . ' 7 - 3,139
Other current assets ’ 11 - 164,940 141,266
Current derivative financial assets - 13 70,091 47,179

"~ Cash and cash equivalents 13 7.087 1,792

480,311 381,178

Total assefs - 512,593 397,783
Equity ‘

. Share capital 17 - 6,667 6,667
Share premium : 2,600 2,600
Retained earnings 60,258 55,881

69,525 65,148
. Non-current liabilities
Non-current derivative financial liabilities ' 13 13,395 © 5,703
‘ Non-current provisions : 16 288 279
13,683 5,982
Current liabilities
Trade and other payables 14 195,706 142,700
Income tax payable . 7 1,569 -

- Current derivative financial liabilities : 13 56,912 38,311
Other current liabilities , 15 174,929 145,421
Provisions for liabilities . 16 117 221
Deferred tax liability . 7 152 -

429,385 326,653
Total liabilities and equity ' 512,593 397.783

The accompanying notes form an integral part of the financial statements.

14
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Statement of Changes in Equity

as at 31 March 2019

At 1 April 2017

Profit for the financial year
"Other comprehensive income

Total comprehensive income for the year
Dividend paid

At 31 March 2018
At 1 April 2018

Adoption of IFRS 15 —retfrospective
restotemenf *

Restated balance at 1 April 2018

Profit for the financial year
Other comprehensive income

Total comprehensive income for the year
Dividend paid

At 31 March 2019

-* Adoption of IFRS 15 - In the year ending 31st March 2019, the Company adopted IFRS 15 and’

Retained

~ Share Share

. capital  premium  earnings Total
Notes £000 £000 £000 £000
6,667 2,600 51,147 60,414

- - 14,460 14,460

, - - 14,460 14,460 -

17 - - (9.726) (9,726)
6,667 2600 55881 65.148

6,667 2,600 55,881 65,148

- - 133 133

6,667 2,600 56,014 65,281

- - 13,432 13,432

_ - 13,432 13,432

17 - ) - (9.188) (9.188)
6,667 2,600 60,258 69,525

chose to apply the modified retrospective approach with the cumulative effect being applied as
an adjustment to opening retained earnings of £132,743. This was as a result of IFRS 15 requirement
to recognise variable consideration (ROC recycle) at fair value when the performance obligations

under the contract are met.

The financial statements were approved and authorised by the board of directors on 27 December

2019, and were signed on its behalf by:

{ Digitally signed by -
_ RO be rt . ‘Q\Robert Groves

/_Date: 2019.12.27

Groves /133277

Robert Groves
Chief Executive Officer and Director
27 December 2019

e

r

. Digitally signed by -
)&Takafumi Shigemura

' _Date:2019.12.27
09:55:05Z

Takafumi Shigemura

Chief Operating Officer and Director

" 27 December 2019

b
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.

Notes to the financial statements
as at 31 March 2019 '

SmartestEnergy Limited (‘the Company’) is a vertically integrated electricity company
using the UK's wholesale electricity market to procure .and sell electricity volumes.

The Company is a limited liability company, wiih.liob‘ility limited by shares. It is-
incorporated and domiciled in UK. The address of its registered office is 2nd Floor,
Dashwood House, 69 Old Broad Street, London EC2M 1QS, UK.

1. Accounting policies

" Basis of preparation

In its financial statements for the year ending 31 March 2019, the Company has applied
FRS 101 accounting framework as issued by the Financial Reporting Council. These are
the separate financial statements of the Company and the Company has made use of
the exemption from preparing consolidated accounts as cllowed under porogroph 4{q)
of IFRS 10 ‘Consolidated Financial Statements’.

The Company has taken advantage of the following disclosure exemptions under FRS
101: .

- the requirement in paragraph 38 Of IAS 1 ‘Presenfoﬁon of Financial Statements’ to
prepare comparative information in respect of: '
- paragraph 73(e) of IAS 16 'Property, Plant and Equipment’;
- paragraph 118(e} of 1AS 38 ‘Intangible Assets’;
- the requirements of paragraphs 10{d} of IAS 1 ‘Presentation of Financial Statements’;
- the requirements of IAS 7 ‘Statement of Cash Flows';
- the requirements of paragraphs 30 and 31 of IAS 8 ‘Accounting Policies, Changes in
Accounting Estimates and Errors’; ‘ '
- the requirements of paragraph 17 of IAS 24 'Rélated Party Disclosures'; and
- the requirements in IAS 24 ‘Related Party Disclosures’ to disclose related party
~ transactions entered into between two or more members of a group, provided that
any subsidiary which is a party to the transaction is wholly owned by such a member.

The Company has not made use of disclosure exemptions for IFRS 7 ‘Financial instruments:

" Disclosures’ and IFRS 13 ‘Fair Value Measurement’. Financial institutions are not entitled to
claim these disclosure exemptions. Management has not concluded whether the
Company should be viewed similar to a financial institution as defined in FRS 101. Since
these disclosures were viewed by management as very relevant for the Company and
its stakeholders most of these disclosures have been presented.

The financial statements are prepared on a going concern basis and under the historical
cost convention, except for derivative financial instruments that have been measured at
fair value.

SmartestEnergy's business activities are set out in the principal activities and review of the
business. The notes to the financial statements also include the Company's policies with
respect to the management of the principal risks facing the Company. SmartestEnergy
meets its day to day working capital requirements through several ‘committed and
uncommitted loan facilities. :

In accordance with the Marubeni Group policy from April 2014 the Company joined the
Cash Management System of Marubeni Finance Europe (“"MAFE"}, a Marubeni Group
company. MAFE made available a commifted loan facility to the Company of up to £100
million, with an option to increase this up to £160 miillion. to the end of June 2021.

16
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Notes to the financial statements
as at 31 March 2019

Accounting policies (continued)

The Company also has dccess fo up to £50 million of uncommitted facilities dnonged with
Sumitomo Mitsui Trust, Tokyo Mitsubishi UFJ and Mizuho.

These facilities are regulary reviewed and stress tested to ensure the Company is a
funded These financial resources, together with the Company's long-term agreements
with its customers and suppliers, mean the Directors believe that the Company is well
placed to manage its business risk in case of an unexpected downturn or an immediate
requirement to access these facilities. Otherwise, these facilities are not expected to be
utilised in the next 12 months.

After making enquiries the Directors have a reasonable expectation that the Company
has adequate resources to continue in operational existence for the foreseeable future
and for at least 12 months from the signing of the financial statements. Accordingly, they
continue to adopt the going concern basis in preparing the financial statements.

Changes in accounfmg policy and disclosures

The accounting policies adopted are consistent with those of the previous financial
year, except for the following new IFRSs, which applied from 1 April 2018:

IFRS 9 Financial Instruments

IFRS 9 replaces IAS 39 Financial Instruments: Recognition and Measurement. The
Company applied IFRS ¢ prospectively, with an initial application date of 1 April 2018.
The Company has not restated the comparative information, which continues to be
reported under IAS 39 as it was concluded that any impact was not material.

The Company continued rheosuring at fair value (FVTPL) all financial assets and liabilities
previously held at fair value under IAS 39.

The adoption of IFRS 9 has changed the Company’s accounting for impairment losses

" for financial assets by replacing IAS 39's incumred loss approach with a forward-looking
expected credit loss (ECL) approach. Refer to Note 21 on credit risk of trade receivables
to understand how the Company manages and measures credit quality of its trade
receivables and other receivables.

IFRS 15 Revenue from Contracts with Customers

IFRS-15 supersedes IAS 18 Revenue and all related interpretations and it applies to all
revenue arising from contracts with customers. The Company chose to adopt using the
modified retrospective approach from 1 April 2018. Refer to the footnote in the
Statement of Changes in Equity for the impact on the opening Retained Earnings.

Signif' cant accounting judgements, estimates and assumptions

The preparation of the Company's financial statements requires management to make
judgements, estimates and assumptions that affect the reported amounts of revenues,
expenses, assets and liabilities, and the accompanying disclosures. Uncertainty about
these assumptions and estimates could result in outcomes that require a material
adjustment to the carrying amount of assets or liabilities affected in future periods.
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1. Accounting policies {continued)

Judgements

In the process of applying the Company's accounting policies, mohogemenf has made .
the following judgements which have the most significant effect on the amounts
récognised in the financial statements:

Commodity contracts in scope of IFRS 9

The Company routinely enters into generation contracts, retail and wholéesale contracts,
including contracts for physical delivery of gas and electricity, which are not stacked
against each other. .

Wholesale contracts are for proprietary energy 'frdding purpose and hence clearly in
scope of IFRS 9. '

Management has assessed that generation and retail contracts are also to be viewed as
net settled {and therefore in scope of IFRS 9) since the criteria of ‘taking delivery and sale
within short period’ or ‘practise of net settlement’ were met for similar contracts.

Accordingly all of the Company's electricity purchase and sales .contracts are
accounted for as derivatives (forwards with energy as underlying).

Significance of unobservable valuation inputs in the fair value determination

When determining whether day one gains should be recognised immediately in profit or
“loss or deferred, management assesses whether unobseryable inputs were significant to
the initial fair value measurement. When its contribution is viewed as sngnmconf then the.
entire day one gain of the contract is deferred.

Presentation of realised denvof/ve gains/losses in profit or loss

Monogemenf note that FRS 101 has limited guidance (IAS 1.35) and mdus'rry practise
under FRS 101 varies on how realised derivative gains/losses for commodity contracts are
presented in profit or loss, e.g. on a gross or net basis.

Management is of the view that derivative commodity contracts should be presented on -
a gross basis under IFRS if these were physically settled and were not held for trading.

It was assessed that the Company does not meet these criteria and accordingly such
redlised derivative gains/losses are presented net, unless these relate to realised
separately identifiable sales positions which have a corresponding separately identifiable
non-derivative purchase cost, where they are then reported gross.

Estimates and assumptions

The key assumptions concerning the future and other key sources of  estimation
uncertainty at the reporting date, that have a significant risk of causing a material
adjustment to the camrying amounts of assets and liabilities within the next financial year,
are described below. The Company based its assumptions and estimates on parameters
available when the financial statements were prepared. Existing circumstances and
assumptions about future developments, however, may change due to market changes

- or circumstances arising that are beyond the control of the Company. Such chonges are
reflected in the assumptions when they occur.
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1. Accounﬁng policies (continued)

Fair value determination of derivative commodity contracts

The Company's valuation of energy derivatives is based on valuation techniques (see
Note 13 for details). Particulary judgemental assumptions include:

- inputs to fair value non-observable (e.g. not based on or derived from observable
markets) contract components of its forward contracts
- determination of credit valuation adjustments on derivatives

Other

Uncertainty on other balance sheet items (incl. accrued income, accruals, renewable

obligation), is mitigated by the long period between balance sheet date and the date

when the financial statements are autherised for issue. Relevant information obtained by

the Company subsequent to balance sheet date, if material, is adjusted in amounts

recognised in the financial statements.as far as these provide evndence of conditions that
" existed at balance sheet date.

However, in respect of certain accruals, there is an Industry reconciliation process of
power purchase costs which can typically take 14 months from the date of supply to be
finalised due to the processes that the energy market has to complete in order to finalise
generation and consumption data for any one particular month. Therefore there is an
element of power purchase costs that needs to be eshmofed based on a combination
of in-house and industry data that'is available.

Equipment

Equipment is stated at cost less accumulated depreciation and/or accumulated
. impairment losses, if any. Useful lives are re-assessed annually and if necessc:ry changes
are accounted for prospectively.

The carrying values of tangible fixed assets are reviewed for impairment when ev'enfs or
changes in circumstances indicate the carrying value may not be recoverable.

Depreciation is provided on a sfrcught line basis over its expected vuseful life and is as

follows
Office equipment 3years
IT hardware ) 3-4 years

Fixtures & fittings » "~ Over the lease term up to 10 years

Intangible assets -

Intangible assets consist of software cpplicotibns, licences and IT software projects
under development. Projects under development are in the work in progress stage and
are thus not yet amortised.

Intonguble assets are cop:tchsed and stated at cost (whether purchased or-internally
generated), amortised over the useful economic life and assessed for impairment
whenever there is an indication that the intangible asset may be impaired.
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1. Accounting policies (éonﬁnued)

Capitalisation begins when expenditures for the asset are being incurred and activities
that are necessary to prepare the asset for use are in progress. Capitalisation ceases
when substantially all the activities that are necessary to prepare the asset for use are
complete.

Amortisation commences at the point of commercial deployment when the asset is
capable of operating in a manner intended by management. Intangible assets are -
amortised on a straight line basis. Useful lives are re-assessed annually and if necessory
changes are accounted for prospectively.

IT software that does not form integral part of hardware is classified as an intangible asset.
Such intangible assets are amortised on a straight line basis over 3-5 years.

Impairment of non-financial assets

The Company assesses at each reporting date whether there is an indication that an -
asset may be impaired. If any such indication exists, the Company makes an estimate of
the asset's recoverable amount in order to determine the extent of the impairment loss.
An asset’s recoverable amount is the higher of an asset's fair value less costs to sell and
its value in use and is determined for an individual asset, unless the asset does not
generate cash inflows that are largely independent of those from other assets or groups
of assets. Where the carrying amount of an asset exceeds its recoverable amount, the
asset is considered impaired and is written down to its recoverable amount.

For assets where an impairment loss subsequently reverses, the carrying amount of the
asset is increased to the revised estimate of its recoverable amount, not to exceed the .
camying amount that would have been.determined, net of depreciation/amortisation,
had no impairment losses been recognised for the asset in prior years.

Financial instruments

Non-derivative financial gssets

The Company's non-derivative financial assets are solely ‘loans and receivables’.

These assets are initially recognised on the date when they are originated and measured
at fair value plus any directly attributable transaction costs. Subsequent to initial
recognition, they are measured at amortised cost using the effective mterest method less
impairment.

Impairment provision is made when there is objective evidence that the Company will
not be able to recover balances in full. Balances are written off when the probability of
recovery is assessed as being remote.

Non-derivative financial liabilities

. Non-derivcﬁve financial liabilities are initially recognised at fair value less any directly
attributable transaction costs. Subsequent to initial recognition, these liabilities are
measured at amortised cost using the effective interest method.

Offsetting .

Financial assets and financial liabilities are offset and the net amount reported on the
statement of financial position if, and only if, there is a currently enforceable legal right to
offset the recognised amounts and there is an intention to settle on a net basis, or to
redlise The assets and settle the ligbilities simuitaneously.
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1. Accounting policies (continued)

Commaodity contracts within the scope of IFRS 9 '

A contract to buy or sell a non-financial item is not in scope of IFRS 9, unless it can be net
settled, including the following ways:

aj} Tdking delivery and sale within short period, or
b) Practise of net settlement, or

¢} Underlying readily convertible to cash, or

d) Terms of contract allow net settlement.

If criteria c) or d) is met, and the contract is not a written option, fhe contract is also not
in scope of IFRS 9 if it is entered into for own use purpose.

A commodity contract that is outside the scope of IFRS 9 will not be recognised in the
financial statements until delivery.

A commodity contract within IFRS 9's scope is treated as a derivative and is accounted
for at fair value through profit or loss.

Derivative financial instruments

All derivatives are initially recognised at fair value on the date on which the derivative is
entered into and are subsequently re-measured to fair value at each reporting date.

Initial recognition as well as subsequent changes in assets and liabilities from these
activities (resulting primarily from newly originated transactions and the impact of price
movements) is generally recognised in profit or loss - subject to doy one goms policy
below.

Derivatives are carried as assets when the fair value is positive and as Ii‘obilities when the
_fair value is negative. :

- Day-one gains

The best evidence of the fair value of a financial instrument on initial récogniﬁon is
normally the transaction prlce

However if the Company determines that the fair value on initial recognmon differs from
the transaction price, the difference is recognised as a gain (or loss} in profit or loss only if
the fair value is based on a quoted price in an active market for an identical asset or
liability (i.e. a Level 1 input) or based on a valuation technique that uses only data from
observable markets (i.e. a Level 2 input). Otherwise, the entire difference is defered and
recognised as a gain {or loss) in profit or loss only to the extent that it arises from a change
in a factor (including time) that market participants would take into account when
pricing the asset or liability. Any deferred gain is a separate item, not part of the derivative
- fair value but presented within the camrying amount of the derivative asset/liability.

Fair value measurement

The Company measures financial instruments such as derivatives, at fair value at each
balance sheet date. v

- Fair value is the price that would be received to sell an asset or paid to transfer a liability
in an orderly transaction between market participants at the measurement date.

The Compdny uses valuation techniques that are appropriate in the circumstances and
for which sufficient data are available to measure fair value, maximising the use of
relevant observcble.inpufs‘ and minimising the use of unobservable inputs.”
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Accounting policies (continued) . N

All assets and liabilities for which fair value is measured in the financial statements are
categorised within the'fair value hierarchy, described as follows, based on the lowest
level input that is significant to the fair value measurement as a whole:

- Level I — Quoted (unadjusted) market prices in cc’nve morkets for identical assets or
liabilities

- lLevel 2— Valuation techniques for Wthh the lowes’r levelinput that is sugmflcont to the
fair value measurement is directly or indirectly observable

- Level3— Valuation techniques for which the lowest level mput that is significant to the
fair value measurement is unobservable

For contracts that are not collateralised, the Compony also takes into account the
counterparties credit risks (for derivative assets) or the Company’s own non-performance
risk (for derivative liabilities) and includes a credit valuation adjustment or debit valuation
adjustment, as appropriate, by assessing the maximum credit exposure and taking into-
~account market-based inputs concerning probabilities of default and 1oss given default.

Renewable energy cerlificates
The Company measures purchased renewable energy certificates similar to inventory.

These certificates are measured at cost 'upon acquisition, and subsequenﬂy measured
on a first in, first out basis at the lower of cost and net realisable value.

The net redlisable is based on estimated selling price less any further costs expecfed to
be incurred on disposal.

Current income tax

Current tax liabilities for the current period are measured at the amount expected to be
recovered from or paid to the taxation authorities. The tax rates and tax laws used to
compute the amount are those that are enacted or substantively enacted at the
reporting date.

Deferred tax

Deferred taxation is recognised in respect of all temporary differences arising between
the tax bases of assets cnd liabilities and their camying amounts in the financial
statements.

Deferred tax is determined using tax rates (cnd laws) that have -been enacted or
substantively enacted by the balance sheet date and are expected to apply when the
related deferred tax asset is realised or the defemred tax liability is settled.

‘Deferred tax assets are recognised only to the extent that it is probable that future taxable
profit will be available against which the temporary differences can be utilised.

Provisions

Provisions are recognised when the Company has a present obligation (legal or
constructive) as a result of a past event, it is probable that an outflow of resources -
embodying economic benefits will be required to settle the obligation and a reliable
estimate can be made of the amount of the obligation. :

22



SmartestEnergy Limited

-

Notes to the financial statements
as at 31 March 2019

~

1. Accounting policies (continueld)

For a contract that is onerous, the present obligation under the contract is recognised
and measured as a provision. A contract is enerous if the unavoidable costs of meeting
the obligations under the contract exceed the economic benefits expected to be
received under it. This policy does not apply to derivative financial instruments that are
within the scope of IFRS 9 Financial Instruments: Recognition and Measurement.

Renewable obligation

A liability for the renewables obligation is recognised based orn the level of electricity
supplied to customers, and is calculated in accordance with percentages set by the UK
Government and the renewable obligation certificate buyout price for that period.

Employee benefits - Profit-sharing and bonus plans

The Compﬂony' recognises the expected cost of profit-sharing and bonus payment when
the Company has a present legal or constructive obligation to make such payment as a
result of past events and a reliable estimate of the obligation can be made.

Revenue
Revenue under IFRS 15

Revenue is recognised w.hen' (or as) the Company satisfies the performance obligations
in terms of the contract.

The Company has concluded that under IFRS 15 it is the principal in all of its revenue
arrangements since it is the primary obligor in all the revenue amangements, has pricing
latitude, and is also exposed to inventory and credit risks. )

Energy supply: revenue is recognised on the basis of energy supplied during the year. .
Revenue for energy supply activities includes an assessment of energy supplied to
customers between the date of the last meter reading and the year end (unread}.
Unread gas and electricity is estimated using historical consumption patterns, taking into
account the industry reconciliation process for total gas and total electricity usage by
supplier, and.is included in accrued income within trade and other receivables.

Power generation: revenue is recognised on the basis of power supplied during the '
period. '

Renewable energy certificates: revenue is recognised when the performance
obligation per the contract is satisfied. For processing ROC sales, where the transaction
price includes variable consideration in the form of recycle, the recycle is estimated at
the point when the performance obligation is met and is then subsequently fair valued
until the date of the final recycle announcement.

Revenue under IFRS 9

Energy supply, power generation and energy (wholesale) trading contracts falling in
scope of IFRS 9 are accounted for as follows: Both unredlised (fair value changes) gains
. andlosses on open financial and physical energy contract positions and realised (settled)
gains and losses on liquidated positions are included on a net basis within revenue.
However, if readlised sepdrately identifiable sales components relate to separately
identifiable purchase costs which are non-derivative, then such are reported gross.
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1. Accounting policies (continued)

Foreign currencies

The Compdny‘s financial statements are presented in Pound Sterling (£), which is also the
Company’s functional currency. .

Cash dividend distribution to members

The Company recognises a liability to make cash distributions to members when the
distribution is authorised and the distribution is no longer at the discretion of the Company.
As per the UK company law, a distribution is authorised when it is approved by the
members. A corresponding amount is recognised directly in equity.

Cash and cash equivalents

Cash comprises cash on hand and demand deposits. Cash equivalents are short-term,
highly liquid investments that are readily convertible to known amounts of cash and
“which are subject to an insignificant risk of changes in value. Cash received for collateral
purpose is assessed whether attached restrictions preclude it to meet these criteria - if
that is the case, then such cash balances are shown within trade collateral asset.

Investments in subsidiaries

Investments in subsidiaries are held at cost less accumulated impairment losses.
Investments in subsidiaries are tested for impairment on an annual basis at the end of
each reporting period. The Company does not recognise subsidiary’s net income under
the cost method until the right to receive dividend payment is established.

Current versus non-current classification

The Company presents assets and liabilities in the statement of financial position based
on current/non-current classification. An asset is current when it is either:

. - Expected to be realised or intended to be sold or consumed in the normal operating
. cycle ‘ ' :
- Held primarily for the purpose of trading
- Expected to be realised within 12 months after the reporting period
- Cash or cash equivalent unless restricted from being exchanged or used to settle a
liability for at least 12 months after the reporting period

All other assets are classified as non-current.

A liability is current when either:

- ltis expected to be settled in the normal operating cycle

- ltis held primarily for the purpose of trading

- Itis due to be settled within 12 months after the reporting period

- There is no unconditional right to defer the settlement of the liability for at least 12
months after the reporting period

The Company classifies all other liabilities as non-current.
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2. Revenue

2019 2018

£000 £000 -
" Revenue under IFRS 15 —sale of goods {presented gross) 104,559 29,873
Revenue under IFRS 9 - (presented gross —realised) ’ 483,410 413,814
Revenue under IFRS 9 - (presented net —realised and unrealised) 2,046 (5.511)

"590,015 438,176

The Company's revenue is represented by two classes of business, generation and retail
supply: however such disclosure has not been quantified as in the opinion of the directors
its disclosure would be seriously prejudicial to the interests of the Company.

The Company'’s business operations are carried out wholly within the United Kingdom.

Electricity purchase and sale contracts in the Company’s business fall within the scope of.
IFRS 9 and are accounted at fair value through profit or loss — these are reported net within
revenue, unless their realised separately identifiable sales components relate to
separately identifiable purchase cost which are non-derivative, then such are reported
gross. IFRS 9 revenue also represents the Company's net gain/(loss) on financial
instruments at fair value through profit or loss (realised and Unrealised).

3. Expense by nature

Operating profit stated after charging the following items:

2019 2018

£000 £000
Commodity purchase costs - 542,053 397,460
Depreciation on property, plant and equipment (note 8) 850 485
Amortisation of intangible assets (note 9) . 339 . 730
Auditors' remuneration:
Audit of the financial statements . 330 300
Staff costs (note 5) 19.995 14,205
Operating lease expense : 767 704

Other 9.096 9,415

573,430 423,299
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4. Directors’ remuneration

2019 2018
- £000 £000
Aggregdte emoluments in respect of qualifying services 1,146 - 1,064

- The aggregate emoluments of the highest paid director were £ 318,942 (2018: £339,123).

In 2017/18 a Long Term-Incentive Plan (LTIP} was introduced running from April 2017 to
March 2020. Under the LTIP eligible payments accrue each year on the basis of certain
business and individual performance targets being met. For the year ending 31 March
2019, it was determined that the targets would not be met by March 2020.

Details of pension-related payments and loans are disclosed in Note .5 and Note 11,
respectively.

5. Staff costs

2019 2018

£000 £000

Wages and salaries ‘ - ‘ : 17,069 11,949
Social security costs , 1,804 - 1,356
Pension costs (defined confnbuhon scheme) 1,122 900
19,995 14,205

The Company has established a Stakeholder Personal Pension Plan and makes defined
contributions on behalf of eligible employees to their own stakeholder funds within the -
scheme. There were no outstanding contributions payable to the pension scheme as at
31 March 2019 (2018: Nil). There was a pen5|on cccrucl of £Nil at the year-end (2018

Nil}.

There are two directors porﬂopchng in the pension scheme. The total contribution for all
directors was £34,454 (2018: £ 23,392}, of which £20,643 (2018: £ 15.351) related to the
highest paid director.

The.average number of employees dunng the year was as follows:

No. - No
Management - : » A 13 18 .
Front Office 41 42
Middle Office S : A 32 . 14
Back Office . 213 164

299 238
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§. Interestincome and interest expense

- Interest and similar income

2019 2018
£000 £000
Bank interest . o ' 10 1
Other interest income , 302 . 134
312 135
Interest and similar expenses
: ‘ 2019 2018
£000 £000
Letter of credit charges — group companies ' 89 140
Other finance charges ' 200 - 8
289 . 148
7. Income tax
(a) Analysis of tax in the year
2019 2018
. £000 £000
Current tax
UK corporation tax payable at 19% (2018: 19%) © 3,037 1.967
Adjustments in respect of prior periods - (1.991)
Total current tax : 3,037 (24)
Deferred tax : :
Current year : ' 168 - 231
Adjustments in respect of prior periods o . (30) 197
. Effect of changes in tax rates - -
Total deferred tax ' , . o 138 428
Tax on profit on ordinary activities o 3,175 ' 404
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Income tax (continued)

(b) Factors affecting tax expense for the year

The tax assessed on the profit on ordinary activities for the period is different from 1he

standard rate of corporation tax in the UK of 19% (2018: 19%).
The differences are reconciled below:

Profit on ordinary activities before tax

Profit on ordinary activities multiplied by standard rate
of corporation tax in the UK of 19% (2018: 19%)

Effects of;

Expenses not deductible for tax purposes :
Research & development expenditure credit claims
Adjustment in respect of prior periods

Impact of rate change

Effects of group relief/other reliefs

Total tax charge

(c) Deferred tox

The deferred tax includedin the s’rotemeni of financial posmon is as follows:

Decelerated capital allowances
Other timing differences

Total deferred tax (liability) /asset

. Deferred tax asset at 1 April
Profit and loss account
Adjustments in respect of prior years

Deferred tax (liability) /asset at 31 March

2019 2018

£000 £000 -
16,607 14,864
3,155 2,824
38 63
- (202)
- (1.795)
{(18) (29)
- (457)

3.175 404
2019 2018
£000 £000
(177) 2)
25 9
(152) 17
17 444
(168) (231)
(1) (197)
(152) 17

" The Finance Act 2016 was substantively enacted on é September 2016 and reduced the
main rate of UK corporation tax to 17% from 1 April 2020. This change was substantively
enactéd as at 31 March 2019 and therefore the defered tax balances have been valued

at 17% as at 31 March 2019.
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- 7. Income Tax (continued)

Deferred T'ox is recognised on assets at the rate at which the assets are expected to
reverse. Thisis based on the substantively enacted rate at the balance sheet date, which
for this periodis 17%.’

8. Property, plant and equipment

Office Fixtures

equipment & fittings Hardware Total
£000 £000 - £000 £000

Cost: .- . )
At 1 April 2018 ’ 515 888 3522 4925
Additions : ' 67 446 908 1421
- At 31 March 2019 582 1,332 4,430 6,346

Depreciation: o

At 1 April 2018 : 477 707 2917 . 4,101
Charge for year ' 34 267 549 850
At 31 March 2019 511 974 3,466 - 4,951
Net book value: : i : o '
At 31 March 2018 C .38 181 605 824
, Afél March 2019 o .7 360 964 1,395
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9. Intangible assets

Séffwcre workin . Total .
Progress _ .
£000 £000 £000

Cost: .
At 1 April 2018 . ' 10,042 . 4,406 14,448
Additions 153 3.816 3.969
Transfers 879 (879) -
At 31 March 2019 ‘ ‘ 11,074 7.343 . 18,417
Amortisation and impoirmént:
At ] April 2018 . : . 8,109 - 8,109
Amortisation charge for year 339 - - 339
At 31 March 2019 ‘ 8,448 - 8,448
Net book value: _
At 31 March 2018 : ' 1,933 4,406 - 6,339
At 31 March 2019 2,626 7,343 9,969

10. Investments in subsidiaries
"On 31 Jcnuory 2019, the Company incorporated and acquired 100% of the share capital

in SmartestEnergy US Holding Inc., a US based corporation. The Company paid total
~ consideration of £5,723 for 7,500 shares.

11. Other current assets

2019 2018

- £000 . £000

Renewable energy certificates _ ‘ 154,853 136,839
Prepayments 3,273 3,472
Advance payments - 221 318
Other ) 6,593 637
164,940 141,266

Renewable energy certificates comprise of Renewable Obligation Certificates (ROCs),
Renewable Energy Guarantees of Origin (REGOs) and Guarantees.of Origin (GoOs).
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11. Other current assets (continued)

The Company provides Season Ticket and Cycle to Work loans to its staff and directors,
the amount receivable. from these parties was £42,442 (2017: £42,029), these loans have
been included under Other. During 2018/19 no payments were made to ony directors
(2017/18: Nil). ,

12. Trade and other receivables

2019 2018

£000 £000

Trade receivables v ' 57,030 35759
Accrued income ’ : 107,249 - 85018
o Loan due from parent company 52,726 46,907
v Loan due from subsidiary , 56 -
Trade collateral asset 21,132 20,118

238,193 187,802

Trade debtors have payments terms ranging 5-90 days.

Accrued income represents unbilled balances receivable for energy supphed to
customers during the year, wholesale energy trades, ROC processing fees and income
from industry related charges.

Trade collateral comprises of moheys plo'ced wii‘h trading counferbor’ries to cover the
Company's credit exposure as well as enabling the Company to access the troding
exchange.

Trade receivables are ‘stated ne’r of bod debt provision of £685,600 (2018: £636,749).
Within trade receivables are receivables of £10,186,680 which at 31 March 2019 were past
due but not impaired (2018: £4,111,368). As at 31 March, the ageing analysis of trade
receivables is as follows:

Past due but not impaired

Neither
past .
due nor . <30 31-60 61-90 91-120 >121
Total impaired days days days days days
o £000 £000 £000 £000 £000 £000 £000
2019 57,030 46,843 5,256 - 2,192 - 1,166 730" 843

2018 35,759 31,648 2,822 596 316 92 285 -

All other receivables within ‘Trade and other receivables’ are neither i'mpoired nor past
due.

Refer 1o Note 21 on credit risk of trade receivables to understand how the Company
manages and measures credit quadlity of its trade receivables and other receivables.
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~ 13. Financial instruments

The year-end position of the Company comprises the following classes of financial
assets and liabilities:

, 2019 2018
Financial assets _ £000 . £000
Financial assets at cost
Cash and cash equivalents , : : .. 7,087 1,792

Trade and other receivables (Note 12) o 238,193 187,802

245280 189,594

Financial assets at fair value (held for frading) ‘ . . .
Energy derivatives ' . 91,003 - 56,604

91,003 56,604

Total financial assets ‘ 336,283 246,198
. 2019 2018
Financial liabilities : : £000 - £000

Financial liabilities at amortised cost

Trade and other payables (Note 14) : 195,706 142,700

Financial liabilities at fair value (held for frading)
Energy derivatives . 70,307 44,014

70,307 44,014

Total financial liabilities . 266,013 186,714

Trade and other payables are due within 3 months and the carrying amount corresponds
to the contractual undiscounted payments.
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Financial instruments (continued)

5

Derivative financial instruments

Derivative financial assets and liabilities comprise of energy derivoﬁves, primarily in the
form of forward contracts, and have the following fair values and maturities:

Financial Assets

Financial Liabilities -

2019 2018 2019 2018
£000 £000 £000 £000

Fair values of energy derivative contracts which expire:
Within 3 months 26,8'63 - 16,409 20,781 12,496
In 3to 12 months ‘ 43,227 30,935 36,131 25,794
More than 1 year 20,912 9,260 . 13,395 5,724
. Total derivative financial instruments : 91,002 56,604 70,307 44,014

The energy derivative contracts are net settled derivatives for which the contractual
maturity is essential to understand the timing of the cash flows; accordingly, in respect of
liquidity risk, net cash flows disclosed in the above table are based on contractual
maturity. -

The total gross amount related to these energy derivative contracts consisted of:

Buy sell Buy =~ Sell
. A 2019 2019 2018 2018
R ‘ £000 £000 £000 . £000

'Energy derivatives . 1,454,494 1,436,470 1,109,758 1,089,753

7

‘ The Company presents its financial assets and financial liabilities gross on the statement

of financial position even where express written agreements exist between the parties to
a transaction that provide for their settliement on a net basis and this agreement .is
deemed legally enforceable, unless it is the practice and intention to settle net.

A net loss of £8,182,487 (2018: loss of £1,505,613) has arisen from recognising unrealised
held for trading derivative contracts at fair value through profit or loss, all of which is
included within revenue, in relation to energy derivatives. '
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13. Financial instruments (continued)

Financial instruments recorded at fair value

The following is a description of the determination of fair value for financial instruments
which are recorded at fair value using: valuation techniques. These incorporate the
Company's estimate of assumptions that @ market participant would make when valuing
the instruments. .

Energy Derivatives

The Company holds energy derivatives. The fair values of energy derivatives are
determined using valuation techniques based in part on observable market data and in
part on internal models. ‘ '

In the case of forwards, the Company uses a method of linear interpolation. This is done -
by using a mixture of data from the 'Argus Index’, extrapolating data from the APX spot
market and the correlation betweenthe gas and power prices, the 'spark spread’, as the
gas market is more heavily fraded. A half hourly curve is used to reflect this interpolation
at a more granular level. The prices used to value these transactions reflect the
Company's best estimate, considering various factors including closing commodity
exchange and over-the-counter quotations. Estimates of the volumes to be delivered by
generators are used when the volumes are not fixed contractually. In determining the fair
value of derivative positions, appropriate credit risk adjustments are made in accordance
with IFRS 13. ‘

The valudation of certain generation purchase forward contracts considers the suppliers
right to opt for a regulated price in relation to feed-in tariffs. The Company uses a Black-
Scholes option model by contract applied to a sequence of rolling 12 month underlying
positions. The inputs to that model are the contractual position by contract, the fixed FiT
export price by contract, the equivalent weighted market price, the respective interest
rate, and the implied volatility derived from a scaling of historical volatility and applied to
published gas options. The total option exposure is the aggregate of the individual
contractual option exposures. The FiT option has been unwound as at the end of the
- financial year ended 31 March 2019 as a result of exiting the scheme.

The fair-values of energy derivatives within the scope of IFRS 9 are discounted at an
average rate of 1.246% (2018: 0.997%) per annum.

Deferred day one gains

Where the fair value at initial recognition for energy derivatives differs from the transaction
price, a day-one gain or loss will arise. Whilst the entire contract is designated as a
derivative, only part of the contract value, i.e. the energy component of the contract
price is based on observable quoted market data, whereas other elements are based
on unobservable market data. If such unobservable data, other than pass-through cost,
materially contributes to the contract’s fair value, the day one gains of the entire contract.
is not recognised immediately in profit or loss but deferred and amortised to profit and
loss based on volumes purchased or delivered over the contractual period until such time
as observable market data becomes available (see note 1 for further detail).
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13. Financial insirurﬁenfs (conﬁhued)

The amount that has yet to be recognised in the profit and loss account relating to day
one gains is as follows: . :

2019 2018

L 4 £000 ‘ £000
Deferred day one gains at 1 April (net liability) 1,793 2,372
New deferred day one gains during the year 3,614 . 1,935
Amortised to profit and loss during the year o (2,239) (2,514)
Deferred day one gains at 31 March (net liability) 3,168 1,793

Deferminaﬁoh of fair value and fair value hierarchy

The following table shows an analysis of financial instruments recorded at fair value by
level of the fair value hierarchy:

At 31 March 2019

Level 2 Level 3 Total
£000 £000 £000
Financial assets , ) )
Energy derivatives a 76,719 14,284 91.003
4 76719 14284 91,003
Financial liabilities .
Energy derivatives 63,231 7.076 70,307
- - 63,231 7076 70,307
At 31 March 2018
Level 2 Llevel3 . Total
*£000 £000 £000
Financial assets ,
Energy derivatives - 52,267 4,338 56,604
52,267 = 4,338 56,604
Financial liabilities . ‘
Energy derivatives : © 37,784 6,230 44,014

37,784 6,230 44,014
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14. Trade and other payables

2019 . 2018
£000 £000
‘ -
Trade payables ' 18,833 9,625
- Accruals 169,153 116,906
Trade collateral liabilities 7.720 . 16,169

, o ' : L ' . .- 195706 - 142,700

Trade collateral is comprised of moneys and ROCs received from highér risk frcding
counterparties. '

15. Other current liabilities

20197 2018

£000 £000
Renewable obligation co . 148,044 125,010 .
Climate Change levy g 6,817 . 6,466
VAT ) A 19,827 . 10,900
Deferred Revenue ‘ ’ 4 234 3,045

Other , ’ 7 , -

174,929 145,421

16. Provisions , : \

Dilapidation Onerous

Restructuring . costs  contract Total
£000 £000. £000 £000
At 1 April 2018 . 7 200 293 500
Arising during the year < - 88 - 88
Utilised . ‘ (7)) - (176) (183)
Expected _ _ I
reimbursements '
At 31 March 2019 - - 288 117 405
-current - - 117 117

-non-current - 288 - 288
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17. Share capital, share premivum, dividends . <
: ' 2019 2018

£000 £000
Avuthorised share capital ) _
Ordinary shares of £1 each 14,000 14,000
Allotted and fully paid up share capital . ' .
Ordinary shares of £1 each . 6,667 6,667

-All shares rank pari passuin all respects.

The share premium account is the amount above the nominal volue received for shores
sold, less transaction costs.

In the year, the Company paid an interfm dividend. of £9,188,000 (2018: £9,726,273),

representing £1.38 (2018: £1.46) per shore and no final dividend (2018: Nil), in respecf of
the financial year 2018/19.

18. Lease commitments - the Company as lessee

Commitments under non-cancellable operating leases are as follows:

Office buildings

2019 2018
. £000° £000
Operating leases which expire:
- Within 1 year ) 734 940 . -
In two to five years ‘ 468 . 1,206
In over 5 years Lo -
1,202 2,146

19. Capital commitments

At 31 March 2019, amounts contracted for but not provided in the financial statements
for the development of IT software amounted to £1,217,922 (2018: £6,317,163).

37



20.

21,

Srhor’restnergy Limited

Notes to the financial statemenis
as at 31 March 2019

Monageménf of capital

The Company considers equity to be its capital. A minimum of 50% of the distﬁbutcble
profits of the preceding year are paid out to members on an annual basis in the form of
a dividend.

The Company is not subject to any externally imposed cdpitol requirements and there
have been no changes in capital structure strategy during the financial year.

The return on capital is measured as Return on Capital Employed (ROCE), measured as
profit before tax divided by equity and long-term loans; and, Return on Assets (ROA},

measured as profit before tax divided by total assets. At 31 March 2019 ROCE was 24.66%
(2018: 23.68%) and ROA was 2.95% (2018 3.88%). :

Financial risk- management

As a participant in the energy market, the Company is exposed to a variety of financial
risks including credit risk, liquidity risk and market risk. In order to manage these risks, the
Company has put in a place a risk management framework to facilitate an integrated
approach which links the Company’s appetite for risk to the detailed risk controls
employed at the operational level.

Certain risks and the respective management framework have been re-evaluated since

_the last financial sfofemenfs in light of the continued expansion and diversification of the

business.

Credit risk r

Credit risk is the risk that a counferpdr’ry will not meet its obligations under a financial
instrument or customer contract, leading to a financial loss. The Company manages the
following credit risks:

Offtake credit risk

in offtake, credit exposure arises from 1he delivered unpaid amount owed by offtake
customers for power delivered to them by the Company (import power}. The majority of
offtake customers are signed up to contracts that allow the Company to net cash
payments upon settlement. This netting, combined with the fact that the Company
purchases far more power than it delivers to these customers, means the Company'’s

offtake customers generally have a net exposure to the Company thereby mitigatingany .

credit risk. Offtake credit risk exposure can also arise from the forward fixing of power
prices which can result in a derivative financial asset position. In the event of an Offtake
customer credit default, the credit exposure on a derivative asset would be mmgofed by
the net exposure of the customer to the Company.
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21. Financial risk management (continued)

Credit risk (continued) -

Wholesale trading credit risk

In wholesale trading, the credit exposure is the delivered but unpaid amount for: Grid
Trade Master Agreement (GTMAY); Short Term Flat National Balancing Point (NBP} Trading
Terms and Conditions trades; and, the derivative financial assets for the forward position
of such trades. It is the market practice in Britain's wholesale electricity and gas markets
to settle the delivered but unpaid' ‘amount through netting on the 10th banking day and
the 20" calendar day of every month. The Company frades with international banks,
large utilities or ihdepender_\f suppliers and regularly reviews the credit worthiness of those
trading counterparties. For those where the credit worthiness is bélqw an acceptable
level, the Company puts in place margin facilities that allow it to make margin calis to
limit the Company's exposure. The Company therefore considers the credit risk

~ associated with the wholesale trading counterparties to be low.

Supply credit risk

In supply, credit exposure arises from the delivered unpond amount -owed by supply
customers for power supplied to them by the Company and the present value of any
“derivatives related to the forward fixing of power prices. The Company applies a credit
policy under which the Company will supply power to any supply customer who passed
the quantitative and qualitative credit assessment process.

Since the start of the supply business in Q2 2008, the supply customer base has risen
steadily and totalled 2,772 as at 31 March 2019 (2018: 2,296). During the financial year
0.01% of receivable balances as a percentage of supply business’ total turnover were
written off (2018: 0.14%). The Company has applied the same methodology of credit
assessment and scoring as used by Marubeni Corporation, supplemented with further
enhancements by the Company's own credit approval process and procedures so that
underlying credit risk is properly assessed before a contractual commitment is
undertaken.

The Company's policy for supply credit risk is to apply for credit insurance from a credit
insurance company {currently Atradius N.V.) for all supply sales opportunities and, if such
application is not accepted by the credit insurance company, the Company further

. assesses the credit worthiness of the customer to determine if the credit risk can be
mitigated by additional collateral.
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21. Financial Risk Management (continued)

“The credit quality of market counterparties, offtake and supply customers is analysed
usmg credit ratings published by Bureau Van Dijk (and S&P for large coun'rerporhes
outside UK and iIreland) and is as follows:

Rating Credit quality - . h 2019 2018
: £000.  £000

Secure : Minimai risk . 102,170 70,443
Stable - Low risk . ' 109,898 97,233
Normal Average risk 68,750 39,197
Caution Slightly greater than average nsk 9.769 . 10,924
High risk ' High risk . 4,35 2,664
Unrated Unrated 41,340 25,737
336,283 246,198

Unrated category relates to an oécumuldﬁon of balances from counterparties without
publicly available credit ratings. Such exposure historically generated insignificant bad
debts.

Overdll, the Compbny's low or well mitigated exposure to credit risk is further illustrated
by the fact that the Company has historically experienced very low levels of bad debits.

The risk is further mitigated by the Company such that where an express written
agreement exists, and this agreement is deemed legally enforceable, the Company
manages its credit exposures net by counterparty. Where such an agreement is not in
place, or where there is a debate as to the enforceability of the terms of the agreement
that is in place, the credit exposure is managed gross.

\

Liquidity risk

Liquidity risk arises from the general fundnng requuremen’rs of the Company and its
management of assets and liabilities. A maturity analysis of financial liabilities and
derivatives is in note 13. The Company uses a combination of third party working capital
facilities and cash to provide funding to support its business activities.

The Company's main funding needs during the cument year were met by loan facility
obtained from Marubeni Finance Europe. The Company drew £0m from this facility during
the year (2018: £0m) and had no drawings as at 31-March 2019 {2018: Nil).

Unutilised loan facilities from group and external sources of £100m (2018 £100m) were
available to the Company as at 31 March 2019.
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21. Financial Risk Management (continued)

Market risk

Market risk is the risk that the Company is unable to manage the price exposure in the
electricity, gas and renewable markets of its open positions. A failure to manage this risk
will then lead to gross margin loss on any such un-hedged positions. The risk is also arising
from the possibility that changes in interest rates will affect future cash flows or the fair
values of financial instruments.

The Company's market risk is managed as follows:
Commodity price risk

The Company is affected by commodity price volatility of its fair valued gas and
electricity derivative contracts.

The Company's commodity price risk is monitored through the application of a Risk
Management Committee approved Value at Risk (VaR) limit and daily loss limit.
Operational reports are made to management on a daily basis and reports confirming
compliance with the Company's Risk Policy to the monthly Risk Management Committee.
The Company uses VaR as the basis for monitoring and controlling its commodity price
risk. VaR is managed using the variance covariance model (VCV) on a 95% confidence
interval, 5 day holding period-

As with any modelled risk measure, there are certain limitations that arise from the
assumptions used in the VaR calculation; these include:

-« Risk factors which are not fully addressed by the VaR methodology. These are
addressed either by sensitivity or position limits or by stress testing scenarios;

- Changes in risk factors may not follow the assumed distribution. In particular, the
normal distribution assumption may underestimate the probability of large market
Moves; '

- Historical data may not be a good estimate of the potential changes to risk factors
observed in the future and any modlflcohons to that data may not be adequate;
and

- VaR based on 95% confidence level does not reflect potential losses beyond that .
percentile.

~ VaR should not be viewed as a guoronteé of the maximum daily loss that can be
experienced by the Company on its portfolio. Nor can the Company be certain that
losses will not exceed the VaR more frequently than five times in every one hundred days.

The Company accounts all of its generation and retail contracts at fair value and
economically hedges its commodity price exposure in the wholesale electricity forward
market through the over-the-counter derivatives market and commodity exchanges
and therefore does not consider the commodny price nsk on its net open derivative
position to be material
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22. Ultimate parent undertaking and cohirolling party

The immediate and ultimate parent company and controling party is Marubeni
Corporation, a company incorporated in Japan. The results of the Company are
consolidated in Marubeni Corporation’s financial statements. Copies of Marubeni
Corporation’s financial statements can be obtained from its head office at 4-2,
Ohtemachi 1-chome, Chiyoda-ku, Tokyo 1008088, Japan.

23. Post balance sheet events

On.30 July 2019, the Company acquired 100% of SmartestEnergy Australia PTY Ltd and
SmartestEnergy Australia Financial Services, two newly incorporated companies based
in Australia for a total consideration of £561 (AUD$ 1,000} each. The purpose for each
acquisition is for the Smartest Group to enter the Commercial and Industrial market in
Australia. SmartestEnergy Australia PTY Ltd will be a Licensed electricity retailer
operating across the National Electricity Market, whilst SmartestEnergy Australia
Financial Services will be an Australian Financial Services License entity providing
services to C&l business customers. As at the date of authorisation of these financial
statements, both entities had not commenced trading.

On 5 December 2019, the Company acquired 100% of Dual Energy Direct Limited for a
total consideration of £20.358m, a competitive electricity supplier to SME businesses. The
principal reason for the acquisition is to enable the Company to take their Ieading '
customer service to smaller businesses, laying the foundations for the transition to net-
zero. The Company has had a long-standing relationship with Dual Energy and has

been providing wholesale market access services for a number of years.
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