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Independent Auditors' Report

To the management and the shareholder of Khramhesi 2 JSC.

We have audited the accompanying financial statements of Khramhesi 2 JSC (the “Company"),
which comprise the statement of financial position as at 31 December 2014, the statement of
comprehensive income, statement of the changes in equity and the statement of cash flows for
the year then ended, and a summary of significant accounting policies and other explanatory
information.

Management's responsibility for the financial statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with International Financial Reporting Standards, and for such internal
control as management determines is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error.

Auditors'’ responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with International Standards on Auditing. Those standards
require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditors’
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity's preparation of the financial statements 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 entity’'s internal control. An audit
also includes evaluating the appropriateness of accounting policies used and the reasonableness
of accounting estimates made by management, as well as evaluating the overall presentation of
the financial statements.

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

Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial
position of the Company as at 31 December 2014, and its financial performance and cash flows
for the year ended in accordance with international Financial Reporting Standards.

Emphasis of matter

We draw your attention to Note 19 to financial statements, which discloses a significant
concentration of the Company's transactions with related parties. Our opinion is not gualified in
respect of this matter.

¥ @-earjr'q Lt

30 January 2015



Khramhesi 2 JSC
Statement of comprehensive income

for the year ended 31 December 2014

in thousands of Georgian Lari

Note 2014 2013

Revenue from sale of electricity 29,417 10,340
Depreciation 8 (7,745) (7,787)
Wages and other employee benefits (1,474) (1,440)
Property tax (990) (1,041)
Professional services (275) (180)
Insurance (380) (363)
Repairs and maintenance expenses (423) (328)
Regulation fee (148) (108)
Loss on revaluation of property, plant and equipment 8 (7,079) =
Other operating expenses (503) (428)
Operating income/(loss) 10,400 (1,335)
Finance cost 6 (4,239) (4,421)
Finance income 6 732 2,684
Income/(loss) before income tax 6,893 (3,072)
Income tax(charge)/benefit 7 (994) 1,478
Net income/(loss) for the year 5,899 (1,594)
Other comprehensive income
Items that will not be reclassified to profit or loss in

subsequent periods (net of tax):
Revaluation of property, plant and equipment 7,8 7,346 -
Total comprehensive income/(loss) for the year,

net of tax 13,245 (1,594)

These financial statements were approved by management on 30 January 2015 and were signed

'\.

\

aR?

=

on its behalf by:
Devi Kandelaki \ S\ SN o Eléna M idze
General Director Ak PLY | Financial/Djrector,

The accompanying notes on pages 6-31 are an integral part of these financial statements.



Khramhesi 2 JSC

Statement of financial position

as at 31 December 2014

in thousands of Georgian Lari

Assets

Non-current assets

Property, plant and equipment
intangible assets

tnvestment in an associate
Prepayments for non-current assets

Total non-current assets

Current asseis
Inventories

VAT receivable

Trade receivables
Prepayments

Cash and cash equivalents

Total current assets
Total assets
Equity and liabilities

Equity

Issued capital
Revaluation reserve
Retained earnings

Total equity

Non-current Habilities
Loans and borrowings
Deferred tax liabilities

Total non-current liahilities

Current liahilities
Loans and borrowings

Taxes payable, other than income tax

Current income tax liability
Trade and other payables

Total current liabilities
Total liabilities
Totat equity and liabilities

31 December

31 December

Note 2014 2013
8 97,536 101,870
3 1
9 - 2
- 1,487
97,539 103,360
10 634 685
700 280
11 3,815 1,053
167 72
12 9 761 1,680
15,127 3,770
112,666 107,130
13 2,625 2,525
13 7,226 -
59,616 57,803
69,367 60,328
14 15,241 17,010
7 14,7589 15,822
30,000 32,832
14 5,016 9,304
2 133
3,448 -
15 4833 4,433
13,299 13,870
43,289 45,802
112,666 107,130

The accompanying notes on pages 6-31 are an integral part of these financial statements.



Khramhesi 2 JSC
Statement of changes in equity

for the year ended 31 December 2014

in thousands of Georgian Lari

Revaluation
reserve for
property,
Issued plant and Retained
capital equipment earnings Total
Batance at 31 December 2012 2,625 - 59,397 61,922
Total comprehensive loss for the year - - {1,584) {1,594)
Balance at 31 December 2013 2,525 - 57,803 60,328
Net income for the year - - 5,888 5,889
Other comprehensive income for the year - 7,346 - 7,346
Total comprehensive income for the year 7,346 5,898 13,245
Depreciation of revaluation reserve, net of tax - (120) 120 -
Dividends (Note 13) - - (4,208) {4,206)
Balance at 31 December 2014 2,525 7,226 59,616 69,367

The accompanying notes on pages 6-31 are an integral part of these financial statements.



Khramhesi 2 JSC
Statement of cash flows

for the year ended 31 December 2014

in thousands of Georgian Lari

Note 2014 2013

Operating activities
Income/(loss) before income tax 6,893 {3,072)
Non-cash adjustments to reconcile income/(foss)

before tax to net cash fiows;

Depreciation 8 7.745 7.787
Amortization 1 3
Write-off of other payables - {11}
Loss / (Gain) on disposal of property, plant and equipment (28) 24
Loss on revaluation of property, plant and eguipment 8 7.079 -
Net foreign exchange gain on investing and financing

activities (828) (2,842)
Finance costs 6 4239 4,421
Finance income 6 (204) (72)
Dividends received 9 {8) -
Working capital adjustments: 24,889 6,238
Change in inventories 1 (94)
Change in trade receivables {2,762) 423
Change in prepayments {99) 33
Change in VAT receivabie (420) 277
Change in trade and other payables 400 173
Change In taxes payable, other than on income tax {131) 53

21,882 7,143

interest paid {4,670} {1,827}
Net cash flows from operating activities 17,012 5,219
Investing activities
Payments for property, plant and equipment (371) {1,738
Sales of property, plant and equipment 31 "
Interest received 204 72
Dividends received 8 10 -
Net cash flows used in investing activities {126) {1,667}
Financing activities
Dividends paid 13 {4,206) -
Repayment of loans and borrowings {4,778) (4,283)
MNet cash flows used in financing activities {8,984) {4,283)
Net increasef/{decrease) in cash and cash eguivalents 7,802 (734)
Cash and cash equivalents at the beginning

of the period 12 1,680 2,421
Net foreign exchange difference on cash and cash

eguivalents 179 {7}
Cash and cash equivalents at the end of the period 12 9,761 1,680

The accompanying notes on pages 6-31 are an integral part of these financial statements.



Khramhesi 2 JSC
Notes to the financial statements

for the year ended 31 December 2014

in thousands of Georgian Lari

1. Corporate information

Khramhesi 2 JSC (the "Company”) is a joint stock company incorporated and domiciled in Georgia.
The Company's registered office is Khrami, Dmanisi region.

The Company’s principal activity is the generation of electricity. The Company’s primary operating
asset is a hydro-power plant located in the Dmanisi region, Georgia (HPP Khrami 2). Generated
electricity is sold in Georgia, The Company's main customer is Telasi JSC, an entity under
common control.

The Company has an active license for the generation of electricity from HPP Khrami 2 until
24 December 2024,

As at 31 December 2014 and 2013, 100% of the Company's shares are owned by Gardabani
Holding B.V. {the “Parent”). The ultimate parent of the Company is QJSC Inter RAO UES
(the “Ultimate Parent”), which is controlled by the Russian Federation.

As discussed in Note 19, most of the Company’s operating and financing activities are with entities
under common control.
2. Basis of preparation

The financial statements of the Company have been prepared in accordance with
International Financial Reporting Standards (IFRS) as issued by the International Accounting
Standards Board (IASB).

The financial statements have been prepared on the historical cost basis except for property, plant
and equipment that have been measured using revaluation model.

The financial statements are presented in thousands of Georgian Lari (GEL) and all values are
rounded to the nearest thousand, unless otherwise indicated.
3.  Summary of significant accounting policies

Significant accounting policies have been consistently applied to the financial statements. Newly
issued standards had no significant impact on the Company's financial statements.

(a) Foreign currency

GEL is the Company’s functional currency, since it is a currency of a primary economic
environment where it operates.

Transactions in foreign currency are initially recorded by the Company at the functional currency
rates prevailing at the date of the transaction.

Monetary assets and liabilities denominated in foreign currencies are retranslated at the functional
currency spot rate of exchange ruling at the reporting date.

All differences are taken to the statement of comprehensive income.

Non-monetary items that are measured in terms of historical cost in a foreign currency are
translated using the exchange rates as the dates of the initial transactions.



Khramhesi 2 JSC

Notes to the financial statements (coniinued)

3. Summary of significant accounting policies {continued)
{b} Investmentin an associate

An associate is an entity over which the Company has significant influence. Significant influence is
the power to participate in the financial and operating policy decisions of the investee, but is not
control over those policies.

The Company’s investments in its associate are accounted for using the equity method.

Under the equity method, the investment in an associate is initially recognised at cost. The carrying
amount of the investment is adjusted to recognise changes in the Company’s share of net assets
of the associate since the acquisition date. Goodwill relating to the associate is included in the
carrying amount of the investment and is neither amortised nor individually tested for impairment.

The financial statements of the associate are prepared for the same reporting period as the
Company using the same accounting policies.

(¢} Current versus non-current classification

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

> Expected to be realised or intended to sold or consumed in normat operating cycle

> Held primarily for the purpose of trading

> Expected to be realised within twelve months after the reporting period, or

> Cash or cash equivalent unless restricted from being exchanged or used to settie a liability
for at least twelve months after the reporting period

All other assets are classified as non-current.

A liability is current when:

> t is expected to be settled in normal operating cycle
> It is held primarily for the purpose of trading
» It is due fo be settled within twelve months after the reporting period, or

> There is n¢ uncenditional right to defer the settlement of the liability for at teast twelve
months after the reporting period

The Company classifies all other liabilities as non-current.
Deferred tax assets and liabilities are classified as non-current assets and fiabilities.
{(d} Financial instruments

A financial instrument is any contract that gives rise to a financial asset of one entity and a financial
tiability or equity instrument of another entity.



Khramhesi 2 JSC

Notes to the financial statements (continued)

3. Summary of significant accounting policies (continued)
{d) Financial instruments (continued)

(i)  Financial assets

initial recognition and subsequent measurement

Financial assets are classified, at initial recognition, as financial assets at fair value through profit
or loss, loans and receivables, held-to-maturity investments, available-for-sale financial assets, or
as derivatives designated as hedging instruments in an effective hedge, as appropriate. All
financial assets are recognized initially at fair value plus, in the case of financial assets not
recorded at fair value through profit or less, transaction costs that are attributable to the acquisition
of the financial asset.

Purchases or sales of financial assets that require delivery of assets within a time frame
established by regulation or convention in the market place (regular way trades) are recognised on
the trade date, i.e., the date that the Company commits to purchase or sell the asset.

All financial assets that the Company owns at 31 December 2014 and 2013 are classified as loans
and receivables and include: trade receivables and cash and cash equivalents.

Subseguent measurement
The subsequent measurement depends on the classification of financial asset.

This category is the most relevant to the Company. Loans 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 measured at amortised cost using the
effective interest rate (EIR) method, less impairment. Amortised cost is calculated by taking into
account any discount or premium on acquisition and fees or costs that are an integral part of the
EIR. The EIR amortisation is included in finance income in the statement of profit or loss. The
losses arising from impairment are recoghised in the statement of profit or loss in finance costs for
loans and in cost of sales or other operating expenses for receivables.

Derecognition

A financiai asset {or, where applicable, a part of a financial asset or part of a group of similar
financial assets) is primarily derecognised (i.e. removed from the Company's statement of financial
positiocn) when:;

> The rights to receive cash flows from the asset have expired, or

» The Company has transferred its rights o receive cash flows from the asset or has assumed
an obligation to pay the received cash flows in full without material delay to a third party
under a ‘pass-through’ arrangement; and either (a} the Company has transferred
substantially all the risks and rewards of the asset, or (b) the Company has neither
transferred nor retained substantially all the risks and rewards of the asset, but has
transferred conirol of the asset.



Khramhesi 2 JSC

Notes to the financial statements (continued)

3. Summary of significant accounting policies (continued)
(d} Financial instruments (continued)
(i}  Financial assets (continued)

When the Company has transferred its rights to receive cash flows from an asset or has entered
into a pass-through arrangement, it evaluates if and to what extent it has retained the risks and
rewards of ownership. When it has neither transferred nor retained substantially ail of the risks and
rewards of the asset, nor transferred control of the asset, the Company continues to recognise the
transferred asset to the extent of the Company’s continuing involvement. In that case, the
Company also recognises an associated liability. The transferred asset and the associated liability
are measured on a basis that reflects the rights and obligations that the Company has retained

Impairment

The Company assesses, at each reporting date, whether there is objective evidence that a
financial asset or a group of financial assets is impaired. An impairment exists if one or more
events that has occurred since the initial recognition of the asset (an incurred ‘oss event'), has an
impact on the estimated future cash flows of the financial asset or the group of financial assets that
can be reliably estimated. Evidence of impairment may include indications that the debtors or a
group of debtors is experiencing significant financial difficulty, default or delinguency in interest or
principal payments, the probability that they will enter bankruptey or other financial recrganisation
and observable data indicating that there is @ measurable decrease in the estimated future cash
flows, such as changes in arrears or economic conditions that correlate with defaults.

The Company assesses each of its financial assets for impairment on individual basis.

The amount of impairment loss identified is measured as the difference between the assets
carrying amount and the present value of estimated future cash flows (excluding future expected
credit losses that have not yet been incurred}. The present value of the estimated future cash flows
is discounted at the financial assets original effective interest rate.

The carrying amount of the assets is reduced through the use of an allowance account and the
amount of the loss is recognised in the statement of comprehensive income. Interest income
continues to be accrued on the reduced carrying amount and is accrued using the rate of interest
used to discount the future cash flows for the purpose of measuring the impairment foss.

The interest income is recorded as part of finance income in the statement of comprehensive
income. Loans and receivables, together with the associated alfowance are written off when there
is no realistic prospect of future recovery and all collateral has been realised or has been
transferred to the Company. If, in a subsequent year, the amount of the estimated impairment loss
increases or decreases because of an event occurring after the impairment was recognised, the
previously recognised impairment loss is increased or reduced by adjusting the allowance account.
If a future write-off is later recovered, the recovery is credited to finance costs in the statement of
comprehensive income.



Khramhesi 2 JSC

Notes to the financial statements (continued)

3. Summary of significant accounting policies (continued)
(d} Financial instruments (continued)

(ii) Financial liabilities

{nitial recognition and measurement

Financial liabilities are classified, at initial recognition, as financial liabilities at fair vaiue through
profit or loss, loans and borrowings, payables, or as derivatives designated as hedging instruments
in an effective hedge, as appropriate.

All financial liabilities are recognised initially at fair value and, in the case of loans and borrowings
and payables, net of directly attributable transaction costs.

All financial liabilities of the Company at 31 December 2014 and 2013 are classified as loans and
borrowings and include: loans and borrowings and trade and other payables.

After initiai recognition, toans and borrowings are subsequently measured at amortised cost using
the EIR method. Gains and losses are recognised in profit or loss when the liabilities are
derecognised as well as through the EIR amortisation process,

Amortised cost is calculated by taking into account any discount or premiurn on acquisition and
fees or costs that are an integral part of the EIR. The EIR amortisation is included as finance costs
in the statement of profit or loss.

Derecognition

A financial liability is derecognised when the obligation under the tiability is discharged or
cancelled, or expires. When an existing financial liability is replaced by another from the same
lender on substantially different terms, or the terms of an existing liability are substantially modified,
such an exchange or modification is treated as the derecognition of the original liability and the
recognition of a new liability. The difference in the respective carrying amounts is recognised in the
statement of prafit or loss.

(iii} Offsetting of financial instrumentis

Financial assets and liabilities are offset and the net amount presented in the statement of financial
position when, and only when, the Company has a legal right to offset the amounts and intends
either to settle on a net basis or to realise the asset and settle the liability simultanecusly,

(iv)  Fair value of financial instruments

The Company measures financial instruments at fair value at each balance sheet date.

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 fair value
measurement is based on the presumption that the transaction to sell the asset or transfer the
liability takes place either:

> in the principal market for the asset or liability; or
. fn the absence of a principal market, in the most advantageous market for the asset or liability.

10



Khramhesi 2 JSC

Notes to the financial statements (continued)

3.  Summary of significant accounting policies (continued)
(d} Financial instruments (continued)
(iv} Fair value of financial instruments (continued)

The principal or the most advantageous market must be accessible to by the Company.

The fair value of an asset or a liability is measured using the assumptions that market participants
would use when pricing the asset or liability, assuming that market participants act in their
economic best interest.

A fair vaiue measurement of a non-financial asset takes into account a market participant's abiiity
to generate economic benefits by using the asset in its highest and best use or by selling it to
another market participant that wouid use the asset in its highest and best use.

The Company 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 observabie
inputs and minimising the use of unobservable inputs,

All assets and liabilities for which fair value is measured or disclosed 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 1 - Quoted (unadjusted) market prices in active markets for identical assets or
liabilities;

> Level 2 - Valuation techniques for which the lowest fevel input that is significant to the fair
value measurement is directly or indirectly obhservable;

> Level 3 ~ Valuation techniques for which the lowest level input that is significant to the fair
value measurement is unobservable.

For assets and liabilities that are recognised in the financial statements on a recurring basis, the
Company determines whether transfers have occurred between Levels in the hierarchy by re
assessing categorisation (based on the lowest level input that is significant te the fair value
measurement as a whole) at the end of each reporting period.

For the purpose of fair value disclosures, the Company has determined classes of assets and
liabilities on the basis of the nature, characteristics and risks of the asset or fiability and the level of
the fair value hierarchy as explained above.

An analysis of fair values of financial instruments and further details as {o how they are measured
are provided in Note 16.

(e} Property, plant and equipment

(i} Recognition and measurement

Property, plant and equipment is measured at fair value less accumulated depreciation and
impairment loss recognised after the date of revaluation. Valuations are performed with sufficient
frequency to ensure that the fair value of a revalued asset does not differ materially from its
carrying amount,

11



Khramhesi 2 JSC

Notes to the financial statements (continued)

3. Summary of significant accounting policies (continued)

{e} Property, plant and equipment (continued)

(i}  Recognition and measurement (continued)

Cost includes expenditure that is directly attributable to the acquisition of the asset. The cost of
self-constructed assets includes the cost of materials and direct labour, any other costs directly
attributable to bringing the asset to a working condition for their intended use, the costs of
dismantling and removing the items and restoring the site on which they are located, and
borrowing costs on qualifying assets. Purchased software that is integral to the functionality of the
related equipment is capitalised as part of that equipment.

When paris of an item of property, plant and equipment have different useful lives, they are
accounted for as separate items {(major componenis) of property, piant and equipment.

Any revaluation surplus is recognised in other comprehensive income and accumulated in equity in
the revaluation reserve for property, plant and equipment, except to the extent that it reverses a
revaluation decrease of the same asset previously recognised as an expense, in which case the
increase is recognised as gain on revaluation. A revaliation deficit is recognised as an expense,
except to the extent that it offsets an existing surplus on the same asset recognised in the
revaluation reserve for property, plant and equipment.

An annual transfer from the asset revaluation reserve to retained earnings is made for the
difference between depreciation based on the revalued carrying amount of the asset and
depreciation based on the asset’s original cost. Additionally, accumulated depreciation as at the
revaluation date is eliminated against the gross carrying amount of the asset and the net amount is
restated to the revalued amount of the asset. Upon disposal, any revaluation reserve relating to the
particular asset being sold is transferred to retained earnings. Depreciation is calculated on a
straight-line basis over the estimated useful lives of the assets.

An item of property, plant and equipment and any significant part initially recognised is
derecognised upon disposal or when no future economic benefits are expected from its use of
disposal. Any gain or loss arising on derecognition of the asset {(calculated as difference between
the net disposal proceeds and the carrying amount of the asset) is included in the statement of
comprehensive income when the asset is derecognised.

(i) Subsequent costs

The cost of replacing part of an item of property, plant and equipment is recognised in the carrying
amount of the item if it is probable that the future economic benefits embodied within the part witt
flow to the Company and its cost can be measured reliably. The carrying amount of the replaced
part is derecognised. The costs of the day-to-day servicing of property, plant and equipment are
recognised in the siatement of comprehensive income as incurred.

(iii) Pepreciation

Depreciation is recognised in statement of comprehensive income on a straight-line basis over the
estimated useful lives of each part of an item of property, piant and equipment, since this most
closely refiects the expected pattern of consumption of the future economic benefits embodied in
the asset. Significant components of individual assets are assessed and if a compenent has a
useful life that is different from the remainder of that asset, that component is depreciated
separately. Land is not depreciated.

12



Khramhesi 2 JSC

Notes to the financial statements (continued)

3. Summary of significant accounting policies {continued)
{e} Property, plant and equipment (continued)
{iii} Depreciation (continued)

The estimated useful lives for the current and comparative periods are as follows:

Buildings and facilities up to 35 years
Piant and equipment 2-27 years
Vehicles 3-10 years
Other 2-5 years

Depreciation methods, useful lives and residual values are reviewed at each financial year end and
adjusted if appropriate.

(i Inventories

Inventories are measured at the lower of cost and net realisable value. The cost of inventories is
based on weighted average cost principle, and includes expenditure incurred in acquiring the
inventories, production or conversion costs and other costs incurred in bringing them to their
existing location and condition.

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

(g} 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 indication exists, or when annual impairment testing for an asset is required, the
Company estimates the asset's recoverabie amount. An asset's recoverable amount is the higher
of an asset’s or cash-generating unit’'s (CGU) fair value less costs of disposal and its value in use.
Recoverable amount is determinad 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. When the
carrying amount of an asset or CGU exceeds its recoverabie amount, the asset is considered
impaired and is written down to its recoverable amount.

in assessing value in use, the estimated future cash flows are discounted to their present valug
using a pre-tax discount rate that reflects current market assessments of the time value of money
and the risks specific to the asset. In determining fair value less costs of disposal, recent market
transactions are {aken into account. If no such transactions can be identified, an appropriate
valuation model is used. These calculations are correborated by valuation multiples, guoted share
prices for publicly iraded companies or other available fair value indicators,

The Company bases its impairment calculation on detailed budgets and forecast calculations,
which are prepared separately for each of the Company's CGUs to which the individual assets are
allocated. These budgets and forecast calculations generally cover a period of five years. For
longer periads, a long-term growth rate is calculated and applied to project future cash flows after
the fifth year.

13



Khramhesi 2 JSC

Notes to the financial statements (continued)

3. Summary of significant accounting policies (continued)
{g) Ilmpairment of non-financial assets {continued)

Impairment losses of continuing operations, including impairment on inventories, are recegnised in
the statement of profit or loss in expense categories consistent with the function of the impaired
asset, except for properties previously revalued with the revaluation taken to OCI. For such
properties, the impairment is recognised in OCI up to the amount of any previous revaluation.

For assets excluging goodwill, an assessment is made at each reporting date to determine whether
there is an indication that previously recognised impairment losses no longer exist or have
decreased. If such indication exists, the Company estimates the asset's or CGU's recoverable
amount. A previously recognised impairment loss is reversed only if there has been a change in
the assumptions used to determine the asset’s recoverable amount since the last impairment loss
was recognised. The reversal is limited so that the carrying amount of the asset does not exceed
its recoverabie amount, nor exceed the carrying amount that would have been determined, net of
depreciation, had no impairment loss been recognised for the asset in prior years. Such reversal is
recognized in the statement of profit or [oss unless the asset is carried at a revalued amount, in
which case, the reversal is treated as a revaluation increase.

(h) Revenue

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the
Company and the revenue can be reliably measured, regardless of when the payment is being
made. Revenue is measured at the fair value of the consideration received or receivable, taking
into account contractually defined terms of payments and excluding taxes or duty.

Revenue from the sale of electricity is determined monthly based on the amount of electricity sold
to customers as determined by an act of receipt of electricity prepared by Georgian State
Electrosystem, the operator of the high voltage electricity network of Georgia, and agreed with the
main customers.

Sales tariffs for electricity within Georgia are regulated by the Georgian National Energy Regulating
Commission (GNERC). The sales tariff for electricity generated by the Company in 2013 and 2012
was set as GEL 0.035 per MW/hr. Beginning from 1 January 2014 sales tariff increased to

GEL 0.094 per MW/hr.

(i) Taxes

(i) Currentincome tax

Current income tax assets and liabilities for the current and prior periods are measured at the
amount expected to be recavered 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, by the
reporting date.,

14



Khramhesi 2 JSC

Notes to the financial statements (continued)

3. Summary of significant accounting policies {continued)
{i) Taxes (continued)
(i} Deferred tax

Deferred tax is provided using the liability method on temporary differences at the reporting date
between the tax bases of assets and liabilities and their carrying amounts for financial reporting
purposes.

Deferred tax liabilities are recognised for all taxable temporary differences, except:

> Where the deferred tax liability arises from the initial recognition of goodwill or of an asset or
liability in a transaction that is not a business combination and, at the time of the transaction,
affects neither the accounting profit nor taxable profit or loss.

> In respect of taxable temporary differences associated with investments in subsidiaries,
associates and interests in joint ventures, where the timing of the reversal of the temporary
differences can be controlled and it is probable that the temporary differences will not reverse
in the foreseeable future.

Deferred tax assets are recognised for all deductible temporary differences, carry forward of
unused tax credits and unused tax losses, to the extent that it is probable that taxable profit will be
available against which the deductible temporary differences, and the carry forward of unused tax
credits and unused tax losses can be utilised except:

> Where the deferred tax asset relating to the deductible tempeorary difference arises from the
initial recognition of an asset or liability in a transaction that is not a business combination and,
at the time of the transaction, affects neither the accounting profit nor taxable profit or loss.

In respect of deductible temporary differences associated with investments in subsidiaries,
associates and interests in joint ventures, deferred tax assets are recognised only to the extent that
it is probabie that the temporary differences will reverse in the foreseeable future and taxable profit
will be available against which the temporary differences can be utilized

Unrecognised deferred tax assets are reassessed at each reporting date and are recognised to the
extent that it has become probable that future taxable profits will allow the deferred tax asset to be
recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the
year when the asset is realized or the liability is settled, based on tax rates (and tax laws) that have
been enacted or substaniively enacted at the reporting date.

(iii} Value added tax

Revenues, expenses and assets are recognised net of the amount of value added tax, except:

> Where the value added tax incurred on a purchase of assets or services is not recoverable
from the taxation authority, in which case the value added tax is recognised as part of the
cost of acquisition of the asset or as part of the expense item as applicable.

> Receivables and payables that are stated with the amount of value added tax included.

The net amount of value added tax recoverable from, or payable to, the taxation authority is
included as part of VAT asset or liability in the statement of financial position.
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Khramhesi 2 JSC

Notes fo the financial statements (continued)

3.  Summary of significant accounting policies (continued)

(i) Cash and cash equivalents

Cash and short-term deposits in the statement of financial position comprise cash at banks and on
hand and short-ferm deposits with a maturity of three menths or less.

(k} Provisions

Provisions are recognised when the Company has a present obligation (legal or constructive) as a
result of a past evert, it is probable that an ouifiow of resources embodying economic benefits will
be reguired to settle the obligation and a reliable estimate can be made of the amount of the
obligation. When the Company expects some or all of a provision to be reimbursed, for example,
under an insurance contract, the reimbursement is recognized as a separate asset, but only when
the reimbursement is virtually certain. The expense relating to a provision is presented in the
statement of comprehensive income net of any reimbursement.

4, Use of estimates, judgments and assumptions

The preparation of the financial statements requires management to make judgments, estimates
and assumptions that affect the reported amounts of revenues, expenses, assets and liabilities at
the end of the reporting period. However, uncertainty about these assumptions and estimates
could result in outcomes that require a material adjustment to the carrying amount of the asset or
liability affected in future periods.

(a} Judgments

In the process of applying the Company’s accounting policies, management has made the
following judgments, which have the most significant effect on the amounts recognized in the
financial statements:

Frequency for fair valuation of property, plant and equipment

The Company elected revalued basis for accounting of its property, plant and equipment. IAS 16
property, plant and equipment requires a company tc make revaluaticns with sufficient reguiarity to
ensure that the carrying amount dees not differ materially from that which would be determined
using fair value at the end of the reporting period.

The last revaluation was done as at 31 October 2014 and reflected in the carrying value of the
property, plant and equipment as at 31 December 2014 (Note 8).

(b} 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 materiat adjusiment to the carrying 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 beyond the control of the Company. Such changes are
refiected in the assumpticns when they occur.
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Notes to the financial statements (continued)

4.  Use of estimates, judgments and assumptions {continued)
{b) Estimates and assumptions {continued)
Valuation of property, plant and equipment

The Company carries its property, plant and equipment at fair value, with changes in fair value
being recognised in other comprehensive income. The Company engaged an independent
valuation specialist to assess fair value as at 31 October 2014 for property, plant and equipment. A
valuation methodology based an a depreciated reptacement cost (DRC) method was used.

The key assumptions used to determine the fair value of the property, plant and equipment-and
sensitivity analyses are provided in Note 8.

5.  Standards issued but not yet effective

The standards and interpretations that are issued, but not yet effective, up to the date of issuance
of the Company’s financial statements which may have impact on the Company’s financial
statements are disclosed below. The Company intends to adopt these standards when they
become effective. Management does not expect application of other new standards and
interpretations to have significant impact on financial statements.

IFRS 8 Financial Insfruments

in July 2014, the IASB issued the final version of IFRS 8 Financial Instruments which reflects all
phases of the financial instruments project and replaces 1AS 39 Financial Instruments: Recognition
and Measurement and all previous versions of IFRS 9. The standard introduces new requirements
for classification and measurement, impairment, and hedge accounting. IFRS 9 is effective for
annual periods beginning on or after 1 January 2018, with early application permitted.
Retrospective application is required, but comparative information is not compulsory, Early
application of previous versions of IFRS 9 (2009, 2010 and 2013) is permitted if the date of initial
application is before 1 February 2015. The adoption of IFRS 9 will have an effect on the
classification and measurement of the Company’s financial asssts, but no impact on the
classification and measurement of the Company’s financial liabilities.

IFRS 14 Regulatory Deferral Accounts

IFRS 14 is an optional standard that allows an entity, whose activities are subject to rate-
regulation, to continue applying most of its existing accounting policies for regulatory deferral
account balances upon its first-time adoption of IFRS. Entities that adopt IFRS 14 must present the
regulatory deferral accounts as separate line items on the statement of financial position and
present movements in these account balances as separate line items in the statement of profit or
loss and other comprehensive income. The standard requires disclosures on the nature of, and
risks associated with, the entity’s rate-regulation and the effects of that rate-reguiation on its
financial statements. IFRS 14 is effective for annuaf pericds beginning on or after 1 January 2016.
Since the Company is an existing [FRS preparer, this standard would not apply.

Annual improvements 2010-2012 Cycle

These improvements are effective from 1 July 2014 and are not expected to have a material
impact on the Company. They include:
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Notes to the financial statements (continued)

5.  Standards issued but not yet effective (continued)

IAS 16 Property, Plant and Equipment and IAS 38 Intangible Assets

The amendment is applied retrospectively and clarifies in IAS 16 and IAS 38 that the asset may be
revalued by reference to observable data on either the gross or the net carrying amount. In
addition, the accumulated depreciation or amortisation is the difference between the gross and
carrying amounts of the asset.

IAS 24 Related Party Disclosures

The amendment is applied retrospectively and clarifies that a management entity (an entity that
provides key management personnel services) is a related party subject to the related party
disclosures. In addition, an entity that uses a management entity is required to disclose the
expenses incurred for management services.

Annual improvements 2011-2013 Cycle

These improvements are effective from 1 July 2014 and are not expected to have a material
impact on the Company. They include:

IFRS 13 Fair Value Measurement
The amendment is applied prospectively and clarifies that the portfolio exception in IFRS 13 can be

applied not only to financiat assets and financial iabilities, but also to other contracts within the
scope of IFRS 9 (or IAS 39, as applicable).

IFRS 15 Revenue from Contracts with Customers

IFRS 15 was issued in May 2014 and establishes a new five-step model that will apply to revenue
arising from contracts with customers. Under IFRS 15 revenue is recognised at an amount that
reflects the consideration to which an entity expects to be entitled in exchange for transferring
goods or services to a customer. The principles in IFRS 15 provide a more structured approach to
measuring and recognising revenue.

The new revenue standard is applicable to all entities and will supersede all current revenue
recognition requirements under IFRS. Either a full or modified retrospective application is required
for annual periods beginning on or after 1 January 2017 with early adoption permitted. The
Company is currently assessing the impact of IFRS 15 and plans to adopt the new standard con the
required effective date.

Amendments to IAS 16 and IAS 38: Clarification of Acceptable Methods of Depreciation and
Amortisation

The amendments clarify the principle in 1AS 16 and IAS 38 that revenue reflects a pattern of
economic benefits that are generated from operating a business (of which the asset is part) rather
than the economic benefits that are consumed through use of the asset. As a result, a revenue-
based method cannot be used to depreciate property, plant and equipment and may only be used
in very limited circumstances to amortise intangible assets.

The amendments are effective prospectively for annual periods beginning on or after 1 January
2016, with early adoption permiited. These amendments are not expected to have any impact to
the Company given that the Company has not used a revenue-based method to depreciate its non-
current assets,
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Notes to the financial statements (continued)

6. Finance income and finance costs

Interest expense on financial liabilities measured at amortized cost
{Note 14)

Total finance costs

Interest income on bank deposits and current accounts (Note 12)
Net foreign exchange gain

Totat finance income

2014 2013
(4,239) (4,421)
{4,239) {4,421)
204 72
528 2612
732 2,684

Foreign exchange gains and losses are mainly caused by the revaluation of assets and liabilities of
the Company denominated in US Dollars (USD) and Japanese Yen (JPY). For more details on the

foreign currency risk please refer to Noie 16.

7. income taxes

The corporate income tax {charge)/benefit comprises:

Current income tax charge
Ceferred tax benefit relating to origination and reversat of
temporary differences

Total income tax {charge)/benefit

2014 2013
(3,453) -
2,459 1,478
(994) 1,478

Reconciliation between tax expense and the accounting profit multiplied by Georgia's domestic tax
rate for the year ended 31 December 2014 and 2013 is as follows:

Accounting income/{loss) before income tax

Income tax charge/{benefit) at applicable tax rate of 15%
Non-taxable income

Non-deductible expense

Change in allowance

tncome tax charge/(benefit}

Movement in deferred tax relates to the following:

2014 2013
6,893 (3,072)
1,034 (467)

(50} (14)
10 -

- (1,003)

994 {1,478)

Recognized in

other
31 December Recognized in comprehensive 31 December

2013 profit or loss income 2014
Property, plant and equipment {13,211) 1,892 (1,298) (12,615)
Loans and borrowings {2,803) 546 - (2,257)
[nventories 45 - - 45
Trade and other payables 47 21 ~ 68

{15,922} 2,459 {1,298) (14,758)
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Notes to the financial statements (continued)

7. Income taxes (continued)
Recognised
31 December  in profit or Expiry of 31 December
2012 loss an asset 2013
Property, plant and equipment (14,029) 818 - (13,211)
Loans and borrowings {3,678) 875 - (2,803)
inventory 47 (2) - 45
Trade and other payables 53 (6) - 47
Tax iosses carried forward 5,208 {1,210) {3,995) -
Allowance for tax losses carried forward {4,998) 1,003 3,995 -
(17,400} 1,478 - (15,922}
8. Property, piant and equipment
At 31 December 2014 property, plant and equipment consist of the following:
Building Plant
and and
Land facilities equipment Vehicles Other Total
Cost
at 31 December 2012 338 68,848 54,301 192 185 123,864
Additions - 688 568 122 32 1,410
Disposal (21) - (8) (7 (6) {42}
at 31 December 2013 317 659,536 54,861 307 211 125,232
Additions - 581 1,229 44 4 1,858
Disposals - — (13) {28) - (41)
Revaluation increase
recognized in QC| - 5,381 3,238 - 23 8,642
Revajuation decreage
recognized in income
statement (88) (1,947) (4,942) {79) (25) (7,0798)
Elimination of accumulated
depreciation at revaluation — (16,002) {13.414) (159} (125) (29,700)
at 31 December 2014 231 57,549 40,959 85 88 98,912
Accumulated depreciation
31 December 2012 - {8,312) (7,123} {84} {74} (15,593)
Depreciation for the year - {4,190} (3,507} (68} {32) {7,787}
Disposal - - 8 4 8 18
at 31 December 2013 - {12,502) (10,622} {138) {100) {23,362)
Disposals - - 3 28 - 1
Depreciation for the year — {4,250) (3,411) (56) (28) {7.745)
Elimination of accumulated
depreciation at revaluation — 16,002 13,414 159 125 29,700
at 31 December 2014 - {750) {616) {7) {3} (1,376)
Net book vatte
at 31 December 2013 317 57,034 44,239 169 111 101,870
at 31 December 2014 231 56,799 40,343 78 85 97,536
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Notes to the financial statements (continued)

8. Property, plant and equipment {continued)

On 31 October 2014 an independent appraiser, Deloitte & Touche, determined the fair value of the
Company’s property, plant and equipment. The appraiser is an industry specialist in valuing these
types of property, plant and equipment.

The majority of the Company's property, plant and eguipment is specialised in nature and is rarely
sold on the open market cther than as part of a continuing business. The market for similar
property, plant and equipment is not active in Georgia and does not provide evidence for using a
market-based approach for determining their fair value. Consequently, the fair value of property,
plant and equipment was primarily determined using a depreciated replacement cost basis of
valuation, except for land, which was appraised on the basis of recent market transactions.

Depreciated replacement cost method considers the cost to reproduce or o replace the property,
piant and equipment, adjusted for physical, functional or economical depreciation, and
obsolescence. The depreciated replacement cost was estimated based on internal sources and
anatlysis of the Georgian and International markets for similar property, plant and equipment.

In addition to the determination of the depreciated replacement cost, cash flow testing was
cenducted in order to assess the reasonableness of those values. The value based on the
depreciated replacement cost was lower, and accordingly the fair value of property, plant and
equipment was adjusted to the value determined by the depreciated replacement cost model.

Key assumptions used in depreciated replacement cost calculations

The key assumption used in determination of the depreciated replacement cost was the cost of
replacement of 1 mWT of hydro-electric power plant. The depreciated replacement cost is
calculated to be GEL 852 per 1 mWT.

Sensitivity to changes in assumptions

An increase of 1% in the depreciated replacement cost of 1 mWT of hydro-electric plant would
cause 1% increase in the fair value of the property, ptant and equipment.

g, Investment in an associate

31 December 31 December
2014 2013

Investment in LLC Khramhesi 3 - 2

fn November 2011 the Company together with JSC Khramhesi 1 and Inter RAO Holding B.V.
(Entities under common control} established LLC “Khramhesi 3.

Proportion of related shares is as follows: the Company — 24.5%, JSC Khramhesi 1 — 24.5% and
Inter RAO Holding B.V. — 51%,

On 7 February 2014, pariners of Khramhesi 3 held a meeting, where decision was drawn to
liquidate the company. Liquidation was officially registered on 10 September 2014.

As a result of the tiguidation, Khramhesi 2 JSC received back the investment (GEL 2) and
dividends (GEL 8), in cash, on 7 July 2014.

10. Inventories

31 Becember 31 December

20114 2013
Spare parts 610 622
Fetrochemicals 74 B3
684 685
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14. Trade receivables

31 December 31 December
2014 2013

Trade receivables due from related parties (Note 19) 3,815 1,053

Trade receivables are non-interest bearing and are generally on 30 day terms. Trade receivables
are neither past due nor impaired.

12. Cash and cash equivalents

31 December 31 December

2014 2013
Cash at bank 9,761 1,680
9,761 1,680

interest earned on cash and cash equivalents in 2014 amounted to GEL 204 (2013: GEL 72).

Cash at banks earn the annual interest based on agreed bank deposit rates (2-4 %).

13. Equity
{a} Issued capital

As at 31 December 2014 and 2013 the Company had 2,524,699 shares autherised and issued of
GEL 0.001 each. 100% of the shares are owned by Gardabani Holdings B.V as at 31 December
2014 and 31 December 2013.

(b) Dividends

In accordance with Georgian legistation, a company can declare dividends from its profits. The
Company’s retained earnings are mostly result of fixed assets revaluation during adoption of IFRS
on 1 January 2011, Georgian faw is silent on the Company’s right to distribute such reserves as
dividends.

On 18 September 2014 the Company declared dividends in amount of GEL 4,206. The dividends
were paid in full on 30 December 2014, The Company had not declared dividends in 2013.

14, Loans and borrowings
31 December 31 December

2014 2013
Non-current
Loans from Ministry of Finance 15,241 17,010
15,241 17,010
Current
Current portion of lpans from Ministry of Finance 4041 4632
Loan from Mikvari Energy LLC {Note 19) - 3,800
Loan from related party — principal (Note 19) 233 217
Loan from related party — interest {Note 19) 742 655
5,018 8,304
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14. Loans and borrowings (continued)
Terms and conditions of outstanding loans were as follows:

31 Decemberd1 December

Interest rate  Currency Maturity 2014 2013
Loan from related party™ 16.6% usnh On demand 975 872
31 December

Loan from Mtkvari Energy LLC™ 18% UsD 2014 - 3,800
Loans from Ministry of Finance:
Ministry of Finance of Georgia

(JICA loan)™ 2.3% JeY 1 June 2024 15,395 17,207
Ministry of Finance of Georgia® 3.5% GEL 1 June 2024 3,887 4,124
Ministry of Finance of Georgia 0.6%

(Restructured)® monthly GEL 1 May 2014 ~ 311

20,257 26,314

(a) lLoan from reiated party

On 27 January 2000, Inter RAQO Management B.V, an entity under common control acting as the
managing company issued an unsecured loan to the Company. The loan has no stated maturity,
accordingly the Company accounts for the entire balance as payabie on demand. Interest on the
loan is set by amendments signed between the Company and Inter RAO Management B.V. Based
on the latest amendment signed cn 1 January 2008, the interest rate has been set at 16.8%

per annum.

In 2014 interest expense on the loan amounted to GEL 37 (2013: GEL 37).

(b} Loan from Mtkvari Energy LLC

On 1 September 2009 the Company (the "Borrower”) borrowed USD 2,212 thousand (GEL 2,154}
from Mikvari Energy LLC (the “L.ender”), an entity under common control. The contractual interest

rate is 18% and the toan had maturity on 31 December 2014. Based on contractual terms, bath the
principal and the interest are payable at the loan maturity date.

The loan was fully repaid on 2 December 2014.

In 2014 interest expense on the loan from Mitkvari Energy LLC amounted to GEL 494
(2013: GEL 343).
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14. Loans and borrowings {continued)
{c) Loans from the Ministry of Finance

Loans from the Ministry of Finance comprise the loans which were transferred to the Company
together with the rehabilitated HPP Khrami 2.

(i) Loan from the Ministry of Finance (JICA)

The loan from JICA was disbursed to the Government of Georgia in relation to the rehabilitation of
the HPP Khrami 2. The Government of Georgia, in its turn, transferred amounts received under the
facilities, together with an obligation to repay them, to the Company. The lender has not legally
released the Government of Geargia from the primary responsibility for the repayment of the loans,
accordingly the Government of Georgia acted as a principal in this transaction and accordingly
current loans payable by the Company are towards the Ministry of Finance of Georgia. According
to the loan agreement dated 10 December 2008 the total ioan amount was defined to be

JPY 2,954 862 thousand which is repayable by semi-annual equal instaliments commencing

1 July 2009 and ending on 1 June 2024 with an interest rate of 2.3% per annum.

(fi} Loan from the Ministry of Finance

In addition to the aforementioned loan, the Ministry of finance issued an additional loan to the
Company for the same purposes.

According to the loan agreement dated 10 December 2008 the total loan amount was defined to be
GEL 10,788 which is repayable by semi-annuatl instalments commencing 1 July 2009 and ending
on 1 June 2024 with an interest rate of 3.5% per annum.

(iii) Loan from the Ministry of Finance (restructured)

On 13 January 2009 GEL 2,074 of the {oan from the Ministry of Finance of Georgia was
restructured. The outstanding unpaid interest and the principal on the lean from the Ministry of
Finance were designated as a new loan. Under the provisions of the new agreement, the
restructured amount is repayable to the Ministry of Finance of Georgia by quarterly instaiments
commencing 1 May 2011 and ending on 1 May 2014 with an interest rate of 6% per annum.

All three loans from the Ministry of Finance are on preferential terms. Upon initial recognition the
loans were discounted using a market rate of interest of 18%. The resulting difference upon
discounting was recognized as part of retained earnings in the first IFRS statement of financial
position as 1 January 2011.

in 2014 interest expense on the loans from Ministry of Finance amounted to GEL 3,708
(2013: GEL 4,041).
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15. Trade and other payables

31 Becember 31 December

2014 2013
Management fee payable to a related party (Note 19) 4,114 3,833
Technical fee payable to a related party (Note 19) 352 328
Trade payables to suppliers 157 107
Other payables 210 165
4,833 4,433

Terms and conditions of the above financial liabilities:
> Trade payables are non-interest bearing and are normally seitled on 30-day terms;

» Payables to a related party originated form transactions prior to 2011, they are overdue but
not paid since the related party does not request repayment;

> Trade and other payables are mainly denominated in USD.

18. Financial instruments and risk management
Overview

The Company's principal financial liabilities comprise loans and borrowings and trade and other
payables. The main purpose of these financial liabilities is to finance the Company's capital and
operating expenditures. The Company has trade receivables and cash on current accounts that
arrive directly from its operations.

The Company is exposed to credit risk, liquidity risk and market risk.

The Company is part of a large group controlled by the Ultimate Parent. Most of the financial risks
are overseen and controfied on the level of the Ultimate Parent. Most of financial assets and
liabilities of the Company are with entities under common control, Financial risk management
cbjective of the Company’s management is to safeguard Company's day-to-day operations, raise
sufficient cash from operations to finance operating and on-going capital expenditures and service
obligations to third parties.

{a} Creditrisk

Credit risk is the risk that counterparty will not meet its obligations under a financial instrument or
customer contract, leading to a financial loss. The Company is exposed to credit risk from its
operating activities (primarily for trade receivables) and from its financing activities, including
deposits with banks and financial institutions.

The Company has a significant concentration of credit risk with a single customer, Telasi JSC, an
entity under common control. The total amount receivable from Telasi JSC amount to GEL 3,815
at 31 December 2014 {2013: GEL 1,053).

Trade receivable from JSC Telasi is always current and does not exceed 30 days. Management
monitors payments by JSC Telasi for any breaches in payment terms.

All cash and cash equivalents are held with the two largest Georgian banks. None of ¢cash and
cash equivalents are impaired or past due.
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16. Financial instruments and risk management (continued)
{a} Credit risk {continued)

The maximum exposure to credit risk at the reporting date was:

Carrying amount
31 December 31 December

2014 2013
Trade receivables (Note 11) 3,815 1,053
Cash at bank (Note 12) 8,761 1,680
13,576 2,733

(b} Liquidity risk

Liquidity risk is the risk that the Company will encounter difficulty in meeting the obligations
associated with its financiai liabifities that are settled by delivering cash or another financial asset.
The Company's approach to managing liquidity is to ensure, as far as possible, that it will always
have sufficient liquidity to meet its iiabilities when due, under both normal and stressed conditions,
without incurring unacceptable losses or risking damage to the Company's reputation.

Prudent liquidity risk management implies maintaining sufficient cash and the availability of funding
through an adequate amount of committed credit facilities. The majority of the Company’s current
liabitities (borrowings) and current assets (receivables) are due to/from related parties and
therefore management believes that this provides the Company with sufficient flexibility with regard
to the timing of payments and receipis as required for ensuring adequate liquidity in the business
into the future.

The following are the contractual maturities of financial liabilities, including estimated interest
payments. It is not expected that the cash flows included in the maturity analysis could occur
significantly earlier, or at significantly different amounts, except for amounts due to related parties.

Contrac- Nore
Carrying tual cash On 0to3 3 months 1t0 than
31 December 2014 value flows demand months fotyear B5Syears 5 years
Financial ifabilities
Loans and borrowings
{Note 14} 20,257 39,719 875 438 4,029 16,948 17,331
Trade and other
payables (Note 15) 4,833 4,833 4 466 367 -~ - -
25,080 44,552 5,441 803 4,029 16,948 17,331
Contrac- More
Carrying tual cash On 0te3 2 months 1to than
31 December 2013 value flows demand months tfo1year 5Syears 5 vyears
Financial liabitities
Loans and borrowings
{Note 14) 26,314 50,408 4872 612 4,487 18,154 22,481
Trade and other
payables (Note 15) 4,433 4,433 4,161 272 - - -
30,747 54,839 8,833 884 4,487 18,154 22,481
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16. Financial instruments and risk management {continued)
(c} Market risk

Market risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate
because of changes in market prices. Market prices comprise two types of risks: Interest rate risk
and currency risk. Financial instruments affected by market risk include loans and borrowings and
current accounts in banks.

The sensitivity analysis in the following sections relate to the position as at 31 December 2014 and
2013. The sensitivity analyses have been prepared on the basis that the amount of net debt, the
rate profile of the debt and the proportion of financial instruments in foreign currencies are all
constant.

The Company is not subject to interest rate risk due to the fact that all of its financial assets and
liabilities have fixed interest rates,

Foreign currency risk is the risk that the fair vaiue or future cash flows of a financial instrument will
fluctuate because of changes in foreign exchange rates. The Company's exposure to the risk of
changes in foreign exchange rates relates primarily to the financial liabifities denominated in
foreign currencies.

The Company does not hedge its exposure to currency risk.

Exposure fo currency risk

The Company's exposure to foreign currency risk was as follows:

USD - denominated JPY- denominated
31 December 31 December 31 December 31 December
2014 2013 2014 2013
Leoans and borrowings (975) (4,672) (15,385) (17,207)
Trade payables (4,486) (4,161) - -
Cash and cash equivalenis 3,229 1 - -
Net exposure (2,212) {8,832) {15,3985) {17,207)

The following significant exchange rates applied during the year:

Average rate Reporting date spot rate
31 December 31 December
in GEL 2014 2013 2014 2013
USD 1.7659 1.6634 1.8636 1.7363
JPY 0.0167 0.0171 0.0158 0.0165

A strengthening/weakening of the GEL, as indicated below, against the USD and JPY at

31 December 2014 wouid have increased/(decreased) profit or loss by the amounts shown below.
This analysis is based on foreign currency exchange rate variances that the Company considered
to be reasonably possible at the end of the reporting period. The analysis is performed on the
same basis as at 31 December 2013.
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16. Financial instruments and risk management {continued)

{c) Market risk (continued)

Strengthening Weakening

31 December 2014

USD (7.01% movement) 155 (155)
JPY (10% movement) 1,540 (1,540)
31 December 2013

USD (4.79% movement) 423 (423)
JPY (10% movement) 1,721 {1,721}

(d} Fair values

The estimates of fair value are intended to approximate the amount for which a financial instrument
could be exchanged between knowledgeable, willing parties in an arm's length transaction.
However given the uncertainties and the use of subjective judgment, the fair value should not be
interpreted as being realizable in an immediate sale of the assets or settlement of liabilities.

Set out below is a comparison by class of the carrying amounts and fair values of the Company's
financial instruments that are carried in the financial statements.

Carrying amount Fair value
31 December 31 December 3% December 31 December
2014 2013 2014 2013

Financial assets

Trade recetvables 3,815 1,063 3,815 1,053
Cash and cash equivalents G761 1,680 9,761 1,680
Total assets 13,576 2,732 13,576 2,733
Financial liabilities

Loans and borrowings (20,257) (26,314) {25,427) {30,714)
Trade and other payables (4,833) (4,433) (4,833) (4,433)
Total financial liabilities {25,090) {30,747) {30,260) (35,147)

The following methods and assumptions were used to estimate the fair values:

> Fair value of cash and cash equivalents, trade receivables and {rade and other payables ara
equal to their carrying amounts due to short-term maturities of these instruments.

» Fair value of long-term fixed rate loans and borrowings from Ministry of Finance are adjusted
to fair vaiue based on the market interest rates as at respective statement of financial
position date.

All of the financial assets and financial liabilities for which fair values are disclosed are measured st
level 3 of fair value hierarchy.
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Notes to the financial statements (continued)

16. Financial instruments and risk management {continued)
{e} Capital management

The Company has no formal policy for capital management but management seeks to maintain a
sufficient capital base for meeting the Company’s operational and strategic needs.

17. Capital commitments
Contracts to acquire property, plant and equipment

As of 31 December 2014 the Company is in open contracts to purchase plant and equipment for
GEL 50 (2013: GEL 637).

18. Contingencies
{a} Taxation contingencies

The taxation system in Georgia is relatively new and is characterised by frequent changes in
legislation, official pronouncements and court decisions, which are sometimes unclear,
contradictory and subject to varying interpretation. In the event of a breach of tax legisiation, no
liabilities for additional taxes, fines or penalties may be imposed by the tax authorities after six
years have passed since the end of the year in which the breach occurred.

These circumstances may create tax risks in Georgia that are more significant than in other
countries, Management believes that it has provided adequately for tax liabifities based on its
interpretations of applicable Georgian tax legisiation, official pronouncements and court decisions.
However, the interpretations of the relevant authorities could differ and the effect on these
consclidated financial statements, if the authorities were successful in enforcing their
interpretations, could be significant.

At each reporting date, management makes assessment of its fax positions and considers those
transactions which may be challenged by Georgian Tax Authorities. When probability is assessed
as high, the Company creates provisions. Based con the management's assessment, tax risk that
did not meet the criteria for recognition as a provision at 31 December 2014 do not exceed

GEL 70.
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Notes to the financial statements (continued)

19. Related party transactions

(i)  Transactions with management

Key management personnel of the Company received the following remuneration during the year,

which is included in wages and bonuses and other employee benefits:

2014 2013
Salaries and bonuses 115 138
The Company's related party transactions are disclosed below.
(i} Revenue
Amoints Amounts
Sales to Sales to owed by owed by
related parties  related parties  related parties  related parties
during during 31 December 31 December
2014 2013 2014 2013
Sate of electricity:
Entities under common
control (Note 11) 28 417 10,340 3,815 1,053
29,417 10,340 3,815 1,053
Sales are on market terms based on approved tariff as set by GNERC.
{(iii} Trade and other payables
Amounts Amounts
owed to owed {o

related parties
31 December

related parties
31 December

2014 2013
Entities under common controf:
Management Fees (Note 15) 4,114 3,833
Technical Fees (Noie 15) 352 328
4,466 4,161
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Notes to the financial statements (continued)

19. Related party transactions (continued)

(iv) Loans
Amounts Amounts
owed to owed to
Interest interest related parties  related parties
expense expense 31 December 31 December
2014 2013 20114 2013
Loans received:
Mtkvarl Energy LLC (Note 14) 494 343 - 3,800
Inter RAO Management B.V
{Note 14) 37 37 975 872
531 380 975 4,672

20. Events after the reporting date

On 5 January 2015 the Company repaid GEL 436 from its loan to the Ministry of Finance in line
with the repayment scheduie.
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