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To the owner of Georgian State Electrosystem Limited Liability Company

We have audited the accompanying financial statements of Georgian State Electrosystem LLC (the
“Company”), which comprise the balance sheet as of December 31, 2008, and the income
statement, statement of changes in equity and cash flow statement for the year then ended, and a
summary of significant accounting policies and other explanatory notes.

The financial statements of the Company as of and for the year ended December 31, 2007 were
audited by another auditor who expressed a disclaimer of opinion on those statements on
November 15, 2008, due to certain disagreements with the management and limitations in the scope
of audit. The disagreements and limitations described above were resolved as of the date of this
report and hence have no effect on the financial statements as of and for the year ended December
31, 2008.

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. This responsibility includes: designing,
implementing and maintaining internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstatement, whether due to fraud or error;
selecting and applying appropriate accounting policies; and making accounting estimates that are
reasonable in the circumstances.

Aunditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with the 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 of material misstatement.
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An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s 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 Company’s preparation and fair presentation 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 Company’s internal control. An audit includes
evaluating the appropriateness of accounting policies used and the reasonableness of accounting

estimates made by management, as well as evaluating the overall financial statement presentation.

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

Basis for Qualified Opinion

As described in the note 3.2, the Company applies the diminishing balance method of depreciation
for its property and equipment. As required by International Accounting Standard 16 Properiy, plant
and equipment, the depreciation method used should reflect the pattern in which the asset’s future

economic benefits ate expected to be consumed by the Company.

In our opinion, the method and depreciation rates currently used by the Company do not take into
account the actual useful lives of the assets, hence no systematic and rational allocation of the cost
of the assets is made over the expected useful lives of the assets.

Had the Company applied straight-line method of depreciation using more reasonable depreciation
rates, the carrying amount of property and equipment as of December 31, 2008 would have been
significantly lower. The effect of application of other depreciation rates and method on these

financial statements has not been determined.
Onalified Opinion

In our opinion, except for the effects of the matter described in the Basis for Qualified Opinion
paragraph, the financial statements give a true and fair view of the financial position of the
Company as of December 31, 2008, and of its financial performance and its cash flows for the year
then ended in accordance with International Financial Reporting Standards.
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Emphasis of Matter

As described in the note 18, the process of physical counting and valuation of property and
equipment has started in 2009, which is performed by an external expert. The valuation works are to
be completed in November 2009. Following the valuation the Company will change its accounting
policy in respect of property and equipment. Meanwhile the Company management believes that
the results of valuation will not result in substantial impairment of property and equipment.
However, the actual results may or may not confirm the management expectations.

September 11, 2009

3  Lilic Arabajyan, CCA

Engagement Partner
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Balance sheet

In thousand Georgian lari

Assets

Non-current assets
Property and equipment
Intangible assets

Current assets

Inventories

Trade and other receivables
Current income tax assets

Cash and bank balances

Total assets

Equity and liabilities

Capital and reserves
Registered charter capital
Unregistered charter capital

Accumulated loss

Nen-current liabilities
Long-term loans
Restructured liabilities
Grants related to assets
Deferred income tax liabilities

Deferred value added tax liabilities
Current liabilities

Trade and other payables
Short-term portion of long-term loans

Total equity and liabilities

As of December

As of December 31, 2007

Note 31, 2008 (restated)
4 158,078 114,185
70 70

158,148 114,255

3,880 4,707

5 30,282 23,198
452 1,166

6 14,293 4,408
48,907 33,479

207,055 147,734

381,136 380,410

2,089 1,240

(365,513) (393,276)

17,712 (11,626)

8 86,129 61,715
9 50,364 55,180
10 5,814 6,343
12 9,193 7,570
13 8,041 6,722
159,541 137,530

11 23,047 15,785
8 6,755 6,045
29,802 21,830

207,055 147,734

The financial statements were approved on September 4, 2009 by:

Sulkhan Zumburidze
Rehabilitation Manager

pages 8 to 38,

Natella Kobakhidze

Chief Accountant

nts set out on
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Income statement
In thousand Georgian lari Year ended
Year ended December 31,
December 31, 2007
Note 2008 (restated)
Revenue 14 46,651 47,297
Other income 15 15,247 12,563
61,898 59,860
Network operating costs (562) (936)
Administrative and general expenses (3.034) (3,513)
Payroll and other employee benefits (12,618) (9,872)
Depreciation and amortization (12,430) (13,859)
Taxes (1,259) (834)
Other expenses (444) (352)
Finance income/(cost), net 16 4,167 (6,571)
Gain/(loss) from exchange rate differences, net (5,142) 92
Profit before tax 30,576 24,015
Income tax expense 17 (2.813) (1,320)
Profit for the year 27,763 22,695

The income statement is to be read 1 conjuncrion with the notes to and forming part of the financial statements set out

on pages 8 to 38.
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In thousand Georgian lari

as of January 1, 2007
Correction of prior year errors

Restated balance as of
January 1, 2007

Profit for the year (restated)

Total recognized income

Replenishment of charter
capital

As of December 31, 2007
(restated)

Profit for the year

Total recognized income

Replenishment of charter
capital

Decrease of charter capital

as of December 31, 2008

8
Statement of changes in equity
Registered Unregistered Accumulated
charter capital charter capital loss Total
376,884 1,240 (484,466) (106,342)
- - 68,495 68,495
376,884 1,240 (415,971) (37,847)
- - 22,695 22,695
- - 22,695 22,695
3,526 - - 3,526
380,410 1,240 (393,276) (11,626)
- - 27,763 27,763
- - 27,763 27,763
3,660 849 - 4,509
(2,934) - - (2,934)
381,136 2,089 (365,513) 17,712

The statement of changes in equity 1s to be read in conjunction with the notes to and forming part of the financial

starements set our on pages 8 to 38.
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Cash flow statement

In thousand Geaorgian lari

Cash flows from operating activities

Profit for the year

Adjustments for:

Depreciation and amortization

Gain on disposal of property and equipment
Property and equipment written off

Finance (income)/cost, net

Income from amortization of grants

Income tax expense

Reversal of impairment of property and equipment
Reversal of the allowance for doubtful receivables
Foreign exchange (gain)/loss

Operating profit before working capital changes

Change in trade and other receivables
Change in inventories
Change in trade and other payables

Cash generated from operations
Interest paid
Income tax paid

Net cash from operating activities

Cash flows from investing activities

Acquisition of property and equipment and intangible assets

Interest income received

Net cash used in investing activities

Cash flows from financing activities
Proceeds from issue of charter capital
Repayment of loans

Net cash used in financing activities

Net increase/(decrease) in cash and bank balances
Foreign exchange effect on cash
Cash and bank balances at the beginning of the year

Cash and bank balances at the end of the year

-
Year ended

Year ended December 31,
December 31, 2007
2008 (restated)
27,763 22,695
12,430 13,859
(2,631) (3,276)
10 -
(4,167) 6,571
(529) (529)
2,813 1,320
(14) 7
(9,779) (8,196)
5,142 (92)
31,038 32,352
2,697 2,968
1,597 (945)
9,000 (10,901)
44,332 23,474
(3,167) (2,677)
(476) (4,162)
40,689 16,635
(27,732) (15,768)
1,547 876
(26,185) (14,892)
849 -
(5,473) (3,885)
(4,624) (3,885)
9,880 (2,142)

5 -

4,408 6,550
14,293 4,408

The cash flow statement 1s to be read 1 conjunction with the notes to and forming part of the financial statements set out

on pages 3 to 38.
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Notes to the financial statements

1 Nature of operations and general information

Georgian State Electrosystem LLC (the “Company”) was established under the laws of Georgia by
means of merger of Electrogadatsema [SC and Electrodispetcherizatsia — 2000 LLC and is their
legal successor in title. The Company was established by Vake-Saburtalo Regional court on
November 12, 2002. The sole owner of the Company is the State of Georgia, represented by the
State Enterprise Management Agency, a public law entity having managing power over all activities
of the Company except for privatization and disposition of its capital, which are under the authority
of the Ministry of Economic Development of Georgia.

The registered address of the Company is 2 Baratashvili Street, Tbilisi 0105, Georgia.
During 2008 the average number of the Company’s employees was 1,081 (2007: 1,053).

On June 18, 2002 within the framework of the “Electricity Market Support Project” (the “EMSP”),
financed by the International Development Association (the “IDDA”) and the Credit Bank for
Reconstruction (the “KfW”), the State of Georgia, represented by the Ministry of Energy of
Georgia, Electrogadatsema JSC, Electrodispetcherizatsia — 2000 LLC and ESBI Georgia Limited
concluded a performance-based management contract for the Company. Based on this contract,
ESBI Georgia Limited took charge of the management of the Company on March 3, 2003. The
project was completed in 2007, with Georgian directorate taking over the management of the
Company.

The principle activities of the Company are electricity transmission and dispatching over the entire
territory of Georgia that are regulated by the law on Electricity and Natural Gas. The Company
operates under perpetual electricity transmission license No 12-004 and dispatching license No 13-
004 obtained from the Georgian National Energy Regulation Committee on December 20, 2002.

The overall length of Georgian power system power transmission lines constitutes 11,296.7 km.
Listed in the capital assets of the Company are 35-110-220 kV lines with overall length of 3,009.8
ki, the respective breakdown being as follows:

The length of 220 KV lines - 1,609.0 km.
The length of 110 KV lines - 863.4 km.
The length of 35 KV lines = 537.0 km.
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The total number of substations constitutes 89 units, with the rated power of 8,030.5 megawatt, the
respective breakdown being as follows:

500 KV substation - 3 (the rated power - 3,014.6 megawatt — actual)
220 KV substation - 17 (the rated power - 3,014.6 megawatt — actual)
110 KV substation - 24 (the rated power - 467.2 megawatt — actual)
35 KV substation - 45 (the rated power - 193.6 megawartt — actual)

On July 6, 2004, due to continuous substantial operating losses and sustained severe liquidity
problems, the management announced insolvency and applied for rehabilitation in accordance with
the amendments to the Georgian Law on Bankruptey Proceedings. On July 9, 2004 the court
granted the Company a Postponement of Bankruptey (Rehabilitation) for a period of 18 months.
On January 9, 2006 the Company presented a financial Rehabilitation Plan, agreed with more than
50% of its creditors, to the court. The court approved the plan on January 30, 2006, terminating
bankruptcy proceedings and granting the Company a periad of 15 years to achieve rehabilitation.

A new revised Rehabilitation Plan has been developed by the Company and approved by Thilisi City
Court on November 11, 2008.

The new Rehabilitation Plan sets out the strategic targets of the Company for the coming 15 years,
as well as defines the main operating and financial objectives of the Company. According to the
Rehabilitation Plan, the Rehabilitation Manager has been appointed to undertake the governance of
the Company throughout the entire rehabilitation period. All rights and responsibilities of the
Company shareholder, except the right to liquidate the Company have been conveyed to the
Rehabilitation Manager.

2 Basis of preparation

2.1 Statement of compliance
The financial statements have been prepared based on the accounting records maintained under the

requirements of the Georgian legislation and presented in accordance with International Financial
Reporting Standards (“IFRS™).

In presenting the financial statements in accordance with IFRS only additional disclosures have been
made in accordance with IFRS7 Financial Instruments: Disclosures, which relate to financial instruments
and financial risk management disclosed in the notes 21 and 22.

2.2 Basis of measurement
The financial statements have been prepared on the historical cost basis with the exception of
restructured liabilities, which are stated at present value.

2.3 Functional and presentation currency

The national currency of Georgia is the Georgian lari, which is the Company’s functional currency,
since this currency best reflects the economic substance of the underlying events and transactions of
the Compﬁn}f.

These financial statements are presented in Georgian lari (unless otherwise stated), since
management believes that this currency is more useful for the users of these financial statements. All
financial information presented in Georgilan lari has been rounded to the nearest thousand.
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2.4 Use of estimates and judgment

The preparation of financial statements in conformity with TFRS requires management to make
critical accounting estimates and assumptions that affect the reported amounts of assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Significant areas involving a higher degree of judgment or complexity,
or areas where assumptions and estimates are significant to the financial statements are disclosed in

the note 19 to the financial statements.

2.5 Adoption of new and revised standards

In the current year the Company has adopted all of the new and revised Standards and
Interpretations issued by the International Accounting Standards Board (the “IASB”) and
International Financial Reporting Interpretations Committee (the “IFRIC”) of the TASB that are
relevant to its operations and effective for annual reporting periods beginning on January 1, 2008.

2.6 Standards and Interpretations not yet applied by the Company

At the date of authorization of these financial statements, certain new Standards, amendments and
Interpretations to the existing Standards have been published but are not yet effective. The
Company has not early adopted any of these pronouncements.

Management anticipates that all of the pronouncements will be adopted in the Company’s
accounting policy for the first period beginning after the effect date of the pronouncement.

The new Standards, amendments and Interpretations to the existing Standards that are not
yet effective but are expected to be significant to the Company’s financial statements

TAS 1 Presentaiion of Uinancial Statements (revised 2007)

New amendments in this standard affect the presentation of owner changes in equity and introduce
a statement of comprehensive income. Preparers will have the option of presenting items of income
and expense and components of other comprehensive income either in a single statement of
comprehensive income with subtotals, or in two separate statements (a separate income statement
followed by a statement of other comprehensive income). This amendment does not affect the
financial position or results of the Company, but will give rise to additional disclosures.

TAS 23 Borrowing Costs (revised 2007)

Amendments in this standard require the capitalization of borrowing costs, to the extent they are
directly attributable to the acquisition, production or construction of qualifying assets that need a
period of time to get ready for their intended use or sale. The option of immediately expensing
those borrowing costs, currently used by the Company, will be removed. In accordance with the
transitional provisions of the amended Standard, no changes will be made for borrowing costs
mcurred to this date that have been expensed. This amendment will decrease the Company’s
reported interest expense and increase the capitalized cost of qualifying assets under construction in
futare periods.
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1AS 27 Consolidated and Separate Financial Statements (revised 200 8)

The revised standard introduces changes to the accounting requirements for the loss of control of a
subsidiary and for changes in the Group’s interest in subsidiaries. Management does not expect this
standard to have a material effect on the Group’s financial statements.

The new Standards, amendments and Interpretations to the existing Standards that are not
yet effective and are not expected to be significant to the Company’s financial statements

IERS 3 Business Combinations (revised 2008)

This standard is applicable for business combinations occurring in reporting periods beginning on
or after July 1, 2009 and will be applied prospectively. The new standard introduces changes to the
accounting requirements for business combinations, but still requires the use of the purchase
method, and will have a significant effect on business combinations occurring in reporting petiods
beginning on or after July 1, 2009.

TFRS 8 Operating Segments

This is a disclosure standard, which will result in a re-designation of the Company’s reportable
segments but will not have any impact on the reported results or financial position of the Company.

IFRIC 13 Customer Laoyalty Progranimes

This interpretation clarifies that when goods or services are sold together with a customer loyalty
incentive (loyalty points or free products), the arrangement is 2 multiple-element arrangement and
the consideration receivable from the customer is allocated between the components of the
arrangement using fair values. The Company currently is not running a similar programme.
Accordingly, management believes that this interpretation is not relevant to the Company’s financial
statements.

Amendment to 1FRS 2 Share-based Payment
This amendment relates to vesting conditions and cancellations. The Company currently is not

running any share-based payment scheme. Accordingly, management believes that this amendment

is not relevant to the Company’s financial statements.
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Annual improvements 2008

The TASB has issued Improvements for International Financial Reporting 8 tandards 2008. Most of these
amendments become effective in annual periods beginning on or after January 1, 2009. Management
believes that these improvements will not have significant impact on the Company financial
statements.

IERS 5 (Amendment) Now-Current Assets Held-for-Sale and Discontinned Operations (and consequent
amendment o IFRS 1 First-time Adsption of International Financial Reporting Standards) (effective from July
1, 2009)

The amendment clarifies that all of a subsidiary’s assets and liabilities are classified as held-for-sale 1f
a partial disposal sale plan results in loss of control. Relevant disclosure should be made for this
subsidiary if the definition of a discontinued operation is met. Consequential amendment to IFRS 1
states that these amendments are applied prospectively from the date of transition to IFRS. The
Company will apply the IFRS 5 (Amendment) prospectively to all partial disposals of subsidiaries
from July 1, 2009, if relevant.

TAS 23 (Amendment) Borowing Costr (effective from January 1, 2009).

The definition of borrowings costs has been amended so that interest expense is calculated using the
effective interest rate method defined in TAS 39 Financial Instruments: Recognition and Measurement
(effective from January 1, 2009). The Company will apply the [AS 23 (Amendment) prospectively to
the capitalization of borrowing costs from January 1, 2009,

TAS 28 (Amendment) lnpestments in Associales (and consequential amendments to [AS 32 Financial
Tnstruments: Presentation and IFRS 7 Financial Instruments: Disclosures) (effective from January 1, 2009)

An investment in associate is treated as a single asset for the purposes of a single asset. The
Company will apply the IAS 28 (Amendment) to impairment tests related to investments in
subsidiaries and any related impairment losses from January 1, 2009, if relevant.

1AS 36 (Amendment) Impairment of Assets (effective from January 1, 2009)

Where fair value less costs to sell is calculated on the basis of discounted cash flows, disclosures
equivalent to those for value-in-use calculation should be made. The Company will apply the IAS 36

(Amendment) and provide the required disclosures where applicable for impairment tests from
January 1, 2009.

TAS 38 (Amendment) Infangible Asseis (effective from January 1, 2009)

A prepayment may only be recognized in the event that payment has been made in advance of
obtaining right of access to goods or receipt of services.

Additionally, the amendment deletes the wording that states that there is “rarely if ever” support for
use of a method that results in a lower rate of amortization than the straight-line method. The
amendment will not have a significant impact on the Company’s operations, since all intangible
assets will be amortized using the straight-line method.
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IAS 40 (Amendment) Invesiment Property (and consequential amendments to 115 16) (effective from
January 1, 2009)

Property that is under construction or development for future use as investment property is within
the scope of IAS 40. Where the fair value model is applied, such property is therefore measured at
fair value. However, where fair value of investment property under construction is not reliably
measurable, the property is measured at cost until the earlier of the date construction is completed
and the date at which the fair value becomes reliably measurable. The Company will apply the TAS
40 (Amendment) from January 1, 2009, if relevant.

TAS 20 (Amendment) Acounting for Government Grants and Disclosure of Government Assistance (effective
from January 1, 2009)

The benefit of a below-market rate government loan is measured as the difference between the
carrying amount in accordance with TAS 39 and the proceeds received with the benefit to be
accounted for in accordance with TAS 20. The Company will apply the TAS 20 (Amendment) from
January 1, 2009, if relevant.
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3 Significant accounting policies

3.1 Foreign currencies

Foreign currency transactions

In preparing the financial statements, transactions in currencies other than the functional currency
are recorded at the rates of exchange defined by the National Bank of Georgia prevailing on the
dates of the transactions. At each balance sheet date, monetary items denominated in foreign
currencies are retranslated at the rates defined by the National Bank of Georgia prevailing on the
balance sheet date, which is 1.6670 Georgian lari for 1 US dollar and 2.3648 Georgian lari for 1
Euro as of December 31, 2008 (December 31, 2007: 1.5916 Georgian lari for 1 US dollar and
2.3315 Georgian lari for 1 Euro). Non-monetary items that are measured in terms of historic cost in

a foreign currency are not retranslated.

Exchange differences atising on the settlement and retranslation of monetary items, are included in
profit or loss for the period.

3.2 Property and equipment

Property and equipment are stated at cost less accumulated depreciation and any accumulated
impairment losses. Cost includes purchase prices, including import duties and non-refundable
purchase taxes and directly attributable costs. Where an item of property and equipment comprises
major components having different useful lives, they are accounted for as separate items of property

and equipment.

Properties in the course of construction for production, rental or administrative purposes, or for
purposes not yet determined, are carried at cost, less any recognized impairment loss. Cost includes
directly attributable expenditures, site ptepatation, installation and assembly costs and professional
fees.

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

Expenditure to replace a component of an item of property and equipment that is accounted for
separately, is capitalized with the carrying amount of the component being written off. Other
subsequent expenditure is capitalized if future economic benefits will arise from the expenditure. All
other expenditure, including repair and maintenance, is recognized in the income statement as
incurred.
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Depreciation is charged to the income statement on a diminishing balance method, using the annual
rates, described below.

For property and equipment acquired after December 31, 2004:

e Buildings and construction 3.03 %
e Transmission lines 3.35 %
e Vehicles 20.00 %
e Equipment 3.33 %
e [ixtures, fittings and computers 33.30 %

For property and equipment acquired before December 31, 2004:

e Buildings and construction 6.06 %
® Transmission lines 20.00 %
e Vehicles 50.00 %
¢  Equipment 40.00 %
e Fixtures, fittings and computers 66.60 %

Depreciation commences when assets are available for use.

3.3 Intangible assets

Intangible assets, which are acquired by the Company and which have finite useful lives, are stated
at cost less accumulated amortization and impairment losses. Intangible assets comprise licenses and
software.

Amortization is charged to the income statement using diminishing balance method at the annual
rate of 10%.

3.4 Leased assets

All leases are treated as operating leases, unless the risks and rewards of ownership of the property
are transferred to the lessee. Payments on operating lease agreements are recognized as an expense
on a straight-line basis. Associated costs, such as maintenance and insurance, are expensed as

incurred.

3.5 Inventories

Inventories are stated at the lower of cost and net realizable value. Net realizable value is the
estimated selling price in the ordinary course of business, less the estimated costs of completion and
selling expenses. The cost of inventories is based on the weighted average principle and includes
expenditure incurred in acquiring the inventories and bringing them to their existing location and
condition.
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3.6 Financial instruments
Financial assets and financial liabilities are recognized when the Company becomes a part to the

contractual provisions of the financial instrument.

Financial assets are derecognized when the contractual rights to the cash flows from the financial
asset expire, or when the financial asset and all substantial risks and rewards are transferred.

Financial liabilities are derecognized when they are extinguished, discharged, cancelled or expire.

Financial assets and financial liabilities are measured initially at fair value plus transaction costs,
except for financial assets and financial liabilities carried at fair value through profit or loss, which
are measured initially at fair value.

Financial assets and financial liabilities are measured subsequently as described below.
Financial assets
Financial assets other than hedging instruments are divided into the following categories:

e loans and receivables
e financial assets at fair value through profit or loss
e available-for-sale financial assets

e  held-to-maturity investments.

Financial assets are assigned to the different categories on initial recognition, depending on the
characteristics of the instrument and its purpose. A financial instrument’s category is relevant for the
way it is measured and whether any resulting income and expenses is recognized in profit or loss or
directly in equity. See note 20.2 for a summary of the Company’s financial assets by category.

Generally, the Company recognizes all financial assets using settlement day accounting. An
assessment of whether a financial asset is impaired is made at least at each reporting date. All
income and expense relating to financial assets are recognized in the income statement line item

“finance costs” or “finance income”, respectively.
i Loans and receivables

Current accounts receivable are initially recognized at fair value. Subsequently they are measured at
amortized cost less provision for impairment. A provision for impairment of trade receivables is
established when there is objective evidence that the Company will not be able to collect all
amounts due according to the original terms of the receivables. Significant financial difficulties of
the debtor and default and delinquency in payments are considered indicators that the trade
receivable is impaired. The amount of the provision is the difference between the asset’s carrying
amount and the present value of the estimated future cash flows, discounted at the original effective

interest rate.
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The balance of the allowance is adjusted by recording a charge or income to the statement of
income of the reporting period. Any amount written-off with respect to customer account balances
is charged against the existing allowance for doubtful accounts. All accounts receivable for which
collection is not considered probable are written-off.

i Cash and bank balances

The Company’s cash and bank balances comprise cash in hand and bank accounts, which fall into

“loans and receivables” category of financial instruments.
Financial liabilities

'The Company’s financial liabilities include loans, trade and other payables, which are measured at
amortized cost using the effective interest rate method.

A modification to the terms of a financial liability is treated either as extinguishment accounting, if
substantial modification is made to the terms of the financial hability or as modification accounting,
if the amendment 1s not substantial. Under extinguishment accounting the existing liability is
derecognized, the modified lability is recognized at its fair value, with resulting gain or loss recorded
as the difference between the fair value of the new liability and the carrying amount of the old
liability recognized. No gain or loss is recorded on modification.

A summary of the Company’s financial liabilities by category is given in note 20.2.
1 Loans and borrowings

Loans and borrowings are recognized initially at fair value, net of issuance costs associated with the
borrowing, Subsequent to initial recognition, loans and borrowings are stated at amortized cost with
any difference between cost and redemption value recognized in the income statement over the
petiod of the borrowings on an effective interest basis. Interest and other costs incurred in
connection with borrowings are expensed as incurred as part of finance expenses.

i Trade and other payables

Trade and other payables are stated at fair value and subsequently stated at amortized cost.
3.7 Impairment

Impairment of property and equipment, infangible assets

Assets that have an indefinite useful life are not subject to amortization and are tested annually for
impairment. Assets that are subject to amortization are reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount may not be recoverable. An impairment
loss is recognized for the amount by which the asset’s carrying amount exceeds its recoverable
amount.
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Recoverable amount is the higher of net selling price and value in use. If the recoverable amount of
an asset or cash-generating unit is estimated to be less than its carrying amount, the carrying amount
of the asset or cash-generating unit is reduced to its recoverable amount. Impairment losses are
recognized as an expense immediately, unless the relevant asset is carried at a revalued amount, in

which case the impairment loss is treated as a revaluation decrease.

Where an impairment loss subsequently reverses, the carrying amount of the asset or cash-
generating unit is increased to the revised estimate of its recoverable amount, but so that the
increased carrying amount does not exceed the carrying amount that would have been determined
had no impairment loss recognized for the asset or cash-generating unit in prior years. A reversal of
an impairment loss is recognized as income immediately, unless the relevant asset is carried at a

revalued amount, in which case any reversal of impairment loss is treated as a revaluation increase.
Impairment of financial assets

Financial assets, other than those at fair value through profit or loss, are assessed for indicators of
impairment at each balance sheet date. Financial assets are impaired where there is objective
evidence that, as a result of one or more events that occurred after the initial recognition of the

financial asset, the estimated future cash flows of the investment have been impacted.

For financial assets carried at amortized cost, the amount of the impairment is the difference
between the asset’s carrying amount and the present value of estimated future cash flows,
discounted at the original effective interest rate. The carrying amount of the financial asset is
reduced by the impairment loss directly for all financial assets with the exception of trade receivables
where the carrying amount is reduced through the use of an allowance account.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be
related objectively to an event occurring after the impairment was recognized, the previously
recognized impairment loss is reversed through profit or loss to the extent that the carrying amount
of the investment at the date the impairment is reversed does not exceed what the amortized cost
would have been had the impairment not been recognized.

3.8 Equity

Equity instruments issued by the Company are recorded at the proceeds received. Dividends are
recognized as a liability in the period in which they are declared. Non-cash capital contributions are
recognized at the fair value of the contributed assets at the date of transaction.

3.9 Grants
Grants are not recognized until there is reasonable assurance that the Company will comply with the
conditions attaching to them and the grants will be received.

Grants whose primary condition is that the Company should purchase, construct or otherwise
acquire non-curtent assets are recognized as deferred income in the balance sheet and transferred to

profit or loss on a systematic and rational basis over the useful lives of the related assets.
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Other grants are recognized as income over the periods necessary to match them with the cost for
which they are intended to compensate, on a systematic basis. Grants that are receivable as
compensation for expenses or losses already incurred or for the purpose of giving immediate
financial support to the Company with no future related costs are recognized in profit or loss in the

period in which they become receivable.

3.10 Income tax
Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or
substantially enacted at the balance sheet date, and any adjustment to tax payable in respect of

previous years.

Deferred income tax is provided using the balance sheet liability method, providing for temporary
differences between the carrying amounts of assets and liabilities for financial reporting purposes
and the amounts used for taxation purposes. The amount of deferred income tax provided is based
on the expected manner of realization or settlement of the carrying amount of assets and liabilities,
using tax rates enacted or substantially enacted at the balance sheet date.

A deferred income tax asset is recognized only to the extent that it is probable that future taxable
profits will be available against which the unused tax losses and credits can be utilized. Deferred
income tax assets are reduced to the extent that it is no longer probable that the related tax benefit

will be realized.

3.11 Revenue recognition
Revenue is measured at the fair value of the consideration recetved or receivable taking into account
the amount of any trade discounts and rebates allowed by the Company.

Revenue is reduced for estimated rebates and other similar allowances.

Rendering of services

The Company derives revenue from transmission and dispatching of electric power over the entire
territory of Georgia. Revenue is recognized when the acrual services are delivered and accepted by
the customer, as evidenced by the invoice and acceptance act signed by the Company and the
customer.

Interest revenue

Interest revenue is accrued on a timely basis, by reference to the principal outstanding and at the
cffective interest rate applicable, which is the rate that exactly discounts estimated future cash
receipts through the expected life of the financial asset to that asset’s net carrying amount.

Rental income

Rental income is recognized on a straight-line basis over the term of the relevant lease.
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4 Property and equipment

In thousand Georgian lari Land, buildings Power Equipment,
and transmission vehicles and Construction in

constructions lines other progress Total
Cost
as of January 1, 2007 13,144 338,780 132,697 32,270 516,891
Additions 612 7,050 1,959 23,624 33,245
Disposals (49) (18,983) - (737) (19,769)
Internal movement 463 3,605 1,835 (5,903) %
As of December 31, 2007 14,170 330,452 136,491 49,254 530,367
Additions 4,093 4,703 15,965 31,847 56,608
Disposals (2,180) - (579) (1,954) (4,713)
Internal movement - - (420) 420 -
as of December 31, 2008 16,083 335,155 151,457 79,567 582.262

Accumulated depreciation and impairment

as of January 1, 2007 10,095 298,574 88,853 22,918 420,440
Charge for the year 167 6,290 7,420 1 13,878
Eliminated on disposal - (18,133) - (3) (18,136)
Internal movement - - (70) 70 =
As of December 31, 2007 10,262 286,731 96,203 22,986 416,182
Charge for the year 265 6,655 5,496 - 12,416
Eliminated on disposal (1,904) - (550) (1,946) (4,400)
Reversal of impairment 2 = (14) Z (14)
Internal movement - - (519) 519 -
as of December 31, 2008 8,623 293,386 100,616 21,559 424,184

Carrying amount

as of December 31, 2007 3,908 43,721 40,288 26,268 114,185

as of December 31, 2008 7,460 41,769 50,841 58,008 158,078

Additions to property and equipment mainly represent the cost of equipment and capital works
implemented in the framework of energy sector development and rehabilitation projects financed by
the World Bank and Credit Bank for Reconstruction (the “IKfW”) via sub-loans from the Ministry
of Finance of Georgia (refer to note 8).

The total external financing of the above projects is about Georgian lari 147,000 thousand (Buro
62,100 thousand), of which projects of Georgian lari 98,000 thousand (Euro 41,400 thousand) have
been completed as of the date of these financial statements. The completion of the remaining part
of the projects is planned by the end of 2009.

Additions of Georgian lari 56,608 thousand (2007: Georgian lari 33,245 thousand) include
capitalized expenditure of Georgian lari 44,544 thousand (2007: Georgian lari 20,223 thousand) and
acquisitions of Georgian lari 9,174 thousand (2007: Georgian lari 4,609 thousand).
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Included in the additions is also contribution by the shareholder amounting to Georgian lari 2,890
thousand, which has been treated as replenishment of the Company charter capital (refer to note 7).
The additions have been recorded at the fair value of the contributed assets, determined at the date
of transaction by an independent valuer.

Disposals of property and equipment at the carrying amount of Georgian lari 303 thousand
represent assets transferred to the sharcholder, which has been treated as reduction of the Company
charter capital (refer to note 7).

Property and equipment of the Company at the carrying amount of Georgian lari 11,696 thousand
have been pledged as a security for loans and deferred obligations to the Ministry of Finance of
Georgia as of December 31, 2008 (December 31, 2007: Georgian lari 14,242 thousand).

The title to the buildings and constructions of the Company at the carrying amount of Georgian lari
1,038 thousand has not been registered in the State Registry of Georgia as of the date of these
financial statements. The registration of title is in process.

Included in property and equipment are constructions, power transmission lines and equipment at
the carrying amount of Georgian lari 8,147 thousand, which are located on the territory of
Abkhazia. Since the Georglan-Abkhaz conflict in 1991 the territory of Abkhazia 1s considered a
disputed region, hence the Company has very limited control over the assets located on this
territory.

The cost of fully depreciated property and equipment as of December 31, 2008 amounts to
Georgian lari 35,173 thousand (December 31, 2007: Georgian lari 35,800 thousand).

The carrying amount of property and equipment not in use as of December 31, 2008 is Georgian
lari 1,111 thousand (as of December 31, 2007: Georglan lari 4,511 thousand).

5 Trade and other receivables

In thousand Georgian lari As of December
As of December 31, 2007

31, 2008 (restated)

Trade receivables 391,891 393,999
Advances and prepayments 9,601 11,072
Other receivables 4,517 6,654
: 406,009 411,725

Allowances for doubtful trade receivables (379,781) (389,560)
Net trade and other receivables 26,228 22,165
Receivables from the State budget 4,054 1,033
30,282 23,198

The average credit period on sales of services is 94 days (2007: 54 days). No interest is charged on
the trade receivables. The Company has provided fully for all receivables over 365 days because
historical experience is that receivables that are past due beyond 365 days are generally not
recoverable.
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Management believes that the receivables from the State budget are fully recoverable.
The fair values of trade and other receivables approximate their carrying amount.

As of December 31, 2008 individual items of trade receivables at the gross carrying amount of
Georgian lari 393,915 thousand (2007: Georgian lari 391,341 thousand) were impaired and provided
for. The amount of provision was Georgian lari 379,781 thousand (2007: Georgian lari 389,560
thousand). The individually impaired trade receivables mainly relate to the debt of Georgian
Wholesale Flectricity Market amounting to Georgian lari 207,852 thousand, which used to be an
intermediary between the Company and direct consumers up to September 2006, when this entity
has been removed as the mediator, due to financial difficulties. The ageing analysis of these
receivables is disclosed below:

In thousand Georgian lari As of December
As of December 31, 2007

31, 2008 (restated)

3 to 6 months 2 1
6 months to 1 year 1,537 23,207
Over 1 year 392,376 368,133
393,915 391,341

Movement of the allowance for doubtful receivables is presented below:

In thousand Georgian lari

2008 2007
Balance at beginning of year 389,560 400,888
Increase in the allowance during the year (recognized in other income) 1,536 2,963
Reversal of the allowance during the year (recognized in other income) (11,315) (11,159)
Amounts written off - (3,132)
Balance at end of year 379,781 389,560

In determining the recoverability of a trade recetvable the Company considets any change in the
repayment pattern from the debtor from the date credit was initially granted up to the reporting
date. The concentration of credit risk is limited due to the customer range being unrelated.
Accordingly, the directors believe that there is no further credit provision required in excess of the
allowance for doubtful debts.

Refer to note:21.1 (b) for the currencies in which the trade and other receivables are denominated.

6 Cash and bank balances

In thousand Georgian lari As of December As of December

31, 2008 31, 2007
Cash in hand 13 7
Bank accounts 14,280 4,401

14,293 4,408







