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INDEPENDENT AUDITOR’S REPORT
To the Management of the “YEREVAN THERMAL POWER CENTRE” CJSC
Opinion

We have audited the financial statements of “Yerevan Thermal Power Centre” CJSC (“Company”),
which comprise the statement of financial position as at 31 December 2017, and the statement of
other comprehensive income, the statement of changes in equity and the statement of cash flows
for the year then ended, and notes to the financial statements, including a summary of significant
accounting policies.

In our opinion, the accompanying financial statements present fairly, in all material respects, the
financial position of Company as of 31 December 2017, and of its financial performance and its cash
flows for the year then ended in accordance with International Financial Reporting Standards.

Basis of Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for the
Audit of the Financial Statements section of our report.

We are independent of the Company in accordance with the International Ethics Standards Board
for Accountants’ Code of Ethics for Professional Accountants (IESBA Code), and we have fulfilled out
other ethical requirements in accordance with IESBA Code. We believe that the audit evidence we
have obtained is sufficient and appropriate to provide a basis for our opinion.

Material Uncertainty Related to Going Concern

We draw attention to Note 3.3. of the financial statements, which describes that the Company
incurred a net loss of 7,123,321 thousand Armenian Dram (AMD) during the year ended 31 Dec 2017
(for the year ended 31 Dec 2016: 1,747,856 thousand AMD), and as of that date, the Company’s
accumulated loss is 20,002,418 thousand AMD (as of 31 Dec 2016: 13,466,851 thousand AMD).

As stated in Note 3.3, these conditions, along with other matters as set in Note 3.3, indicate that a
material uncertainty exists that may cast significant doubt on the Company’s ability to continue as
a going concern. Our opinion is not modified in respect of this matter.

Responsibilities of the management for the Financial Statements

Management of the Company is responsible for the preparation and fair presentation of the
financial statements in accordance with IFRSs, 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.

In preparing the financial statements, management is responsible for assessing the Company’s
ability to continue as going concern, disclosing, as applicable, matters related to going concern and
using the going concern basis of accounting unless management either intends to liquidate the
Company or to cease operation, or has no realistic alternative but to do so.

Auditor’s Responsibility for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s
report that includes our opinion.

BDO Armenia ¢jsc, is a member of BDO International Limited, a UK company limited by guarantee, and forms part of the international BDO network of
dependent member firm



Reasonable assurance is high level of assurance, but is not a guaranty that an audit conducted in
accordance with ISAs will always detect a material misstatement when it exists. Misstatements
arise from fraud and error and are considered material if, individually or in the aggregate, they
could reasonably be expected to influence the economic decisions of users taken on the basis of
these financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

e Identify and assess the risks of material misstatement of the financial statements, whether
due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion.
The risk of not detecting a material misstatement resulting from fraud is higher than for
one resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control.

e Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the Company’s internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management.

» Conclude on the appropriateness of management’s use of going concern basis of accounting
and, based on the obtained audit evidence, whether a material uncertainty exists related
to events or conditions that may cast significant doubt on the Company’s ability to continue
as a going concern. If we conclude that a material uncertainty exists, we are required to
draw attention in our auditor’s report to the related disclosures in the financial statements
or, if such disclosures are inadequate, to modify our opinion. Our conclusions are based on
the audit evidence obtained up to the date of our auditor’s report. However, future events
or conditions may cause the Company to cease to continue as a going concern.

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

We communicate with management regarding, among other matters, the planned scope and timing
of the audit and significant audit findings, including any significant deficiencies in internal control
that we identify during our audit.

Report on meeting other legal requirements

According to the C.2.a.(vi) point in Section Il of the 8615-AM Loan Agreement signed between the
Republic of Armenia (“RoA”) and the International Bank for Reconstruction and Development
(“IBRD™) on May 12, 2016, and according to 4.14 point of the Sub-loan Agreement signed between
the RoA Ministry of Finance and the Company on June 14, 2016, the Company undertakes not to
incur any expenditure, debt or liability and not to provide loans or grants for the purposes that do
not relate to the main activity of the Company, that is production of the energy.

In our opinion, during the year ended December 31, 2017, the Company has maintained this
requisite.
April 18, 2018

“BDO Armenia” CJSC

Vahagn(Sdhakyan, FCCA Gnel Khachatryan, FCCA
Director \\",<,% nte/)  Auditor

IBDO



YEREVAN THERMAL POWER CENTRE CJSC
Statement of Financial Position
For the year ended 31 December 2017

2017 2016
Ll AMD’000 AMD’000
Assets
Non-current assets
Property, plant and equipment 4 129,828,187 123,079,995
Intangible assets 13,532 15,340
Deferred tax assets 5 2,764,291 1,695,935
Non-current financial assets 6 24,288 8,386,514
132,630,298 133,177,784
Current assets
Inventories 7 5,484,273 5,540,199
Trade and other receivables 8 12,332,537 15,429,167
Cash and cash equivalents 9 6,072,915 1,461,395
23,889,725 22,430,761
TOTAL ASSETS 156,520,023 155,608,545
EQUITY AND LIABILITIES
Equity
Share capital 10.1 10,424,652 12,047,679
Paid-in-capital 10.2 2,692,828 1,069,801
Revaluation reserve 10.4 8,739,014 10,775,254
Accumulated loss (20,002,418) (13,466,851)
1,854,076 10,425,883
Non-current liabilities
Loans and borrowings 11 115,076,282 112,519,349
Grants related to assets 12 32,289 33,295
115,108,571 112,552,644
Current liabilities
Loans and borrowings 11 6,764,456 8,185,296
Grants related to income 13 411,828 417,871
Trade and other payables 14 32,381,092 24,026,851
39,557,376 32,630,018
TOTAL EQUITY AND LIABILITIES 156,520,023 155,608,545

The financial statements and accompanying notes were appro
management on April 18, 2018 and were signed on its bel

Sasun Khachatryan, Director

Garri Akhoyan, Head of Accounting Service
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YEREVAN THERMAL POWER CENTRE CJSC

Statement of profit or loss and other comprehensive income

For the year ended 31 December 2017

2017 2016
AMD’000 AMD’000
Note
Revenue 15 70,897,868 70,031,636
Cost of sales 16 (63,695,929) (63,024,140)
Gross profit 7,201,939 7,007,496
Other income 76,539 459,376
Administrative expenses 17 (563,976) (601,260)
Other expenses 18 (1,330,655) (2,735,603)
Results from operating activities 5,383,847 4,130,009
Financial income 19 348.910
Financial costs 19 (1,221,844) (1,343,880)
Impairment of financial assets (8,457,039)
Impairment of PPE (86,606)
Foreign currency exchange gain/(loss), net 20 (3,855,641) (3,852,409)
Gain/(loss) from disposal of non-current assets, net 58 818
Loss before income tax (7,829,555) (1,066,280)
Income tax reimbursement 21 706,234 (681,576)
Loss for the year (7,123,321) (1,747,856)

Other comprehensive income
[tems that will not be reclassified to profit or loss
Net increase/(decrease) from PPE revaluation

Tax consequence of PPE revaluation

Other comprehensive income for the year

Total comprehensive result for the year

The financial statements and accompanying notes were approyed-
management on April 18, 2018 and were signed on its behalf bs

Sasun Khachatryan, Director

Garri Akhoyan, Head of Accounting Service

(1,810,608)
362,122

(1,448,486)

(8,571, ,807)

(1,747 856)




Balance as of
January 1, 2016

Total loss for the
year

Issue of shares

Transactions with
owners

Transfer from
revaluation reserve

As of December 31,
2016

Total loss for the
year

Increase from PPE
revaluation
Decrease of shares
nominal value
Transfer from
revaluation reserve
As of December 31,
2017

YEREVAN THERMAL POWER CENTRE CJSC
Statement of Changes in Equity
For the year ended 31 December 2017

Sha.re Paid'-in- Revaluation Accumulated Total
capital capital reserve Loss
AMD’000 AMD’000 AMD’000 AMD’000 AMD’'000
11,459,612 - 11,687,193 (12,630,934) 10,515,871
- e (1,747,856) (1,747,856)
637,389 1,151,629 1,789,018
(49,322) (81,828) - (131,150)
(911,939) 911,939
12,047,679 1,069,801 10,775,254 (13,466,851) 10,425,883
(7,123,321) (£,123,321)
(1,448,486) (1,448,486)
(1,623,027) 1,623,027
(587,754) 587,754 N
10,424,652 2,692,828 8,739,014 (20,002,418) 1,854,076

The financial statements and accompanying notes were approved and authorized for issue by the

management on April 18, 2018 and were signed on its behalf

Sasun Khachatryan, Director

Garri Akhoyan, Head of Accounting Service
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YEREVAN THERMAL POWER CENTRE CJSC
Statement of cash flows
For the year ended 31 December 2017

2017 2016

AMD’000 AMD’000
Cash flows from operating activities
Cash received from sales 51,727,009 59,727,693
Cash paid to suppliers (39,163,283) (60,771,672)
Cash paid to employees (528,732) (474,483)
Taxes paid (1,288,088) (2,766,815)
Net cash flows from operating activities 10,746,906 (4,285,277)
Cash flows from investing activities
Repayment of provided borrowings 1,702
Interest income on deposits 348,910
Payments on PPE acquisition (2,513,550) (51,343)
Proceeds from sale of PPE 347 805
Payments on intangible assets acquisition (6,026)
Net cash flows from investing activities (1,816,835) (55,667)
Cash flows from financing activities
Proceeds from loans and borrowings 7,156,398 21,653,110
Repayment of loans and borrowings (10,202,002) (19,341,038)
Interest paid (1,279,042) (1,329,931)
Proceeds from issue of shares - 1,789,018
Net cash flows from financing activities (4,324,646) 2,771,159
Total net cash flows 4,605,425 (1,569,785)
Effect on cash from conversions (13,403) (84,644)
Exchange gain/(loss) on cash and cash equivalents 19,498 15,968
Cash and cash equivalents at the beginning of the year 1,461,395 3,099,856
Cash and cash equivalents at the end of the year 6,072,915 1,461,395

Sasun Khachatryan, Director

Garri Akhoyan, Head of Accounting Service




YEREVAN THERMAL POWER CENTRE CJSC
Index to notes forming part of the financial statements
For the year ended 31 December 2017
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YEREVAN THERMAL POWER CENTRE CJSC
Notes forming part of the financial statements
For the year ended 31 December 2017

1. General Information

1.1. The Company

“Yerevan TPC” enterprise was established in 1963. In 1997 “Yerevan Thermal Power Centre”
state closed joint-stock company (the “Company”) was founded.

The Company's main activities include:
* production and sale of electrical and thermal energy;
* Import and export of natural gas and electricity.

The Company's activities, including tariff policy are regulated by the Public Services Regulatory
Commission of the Republic of Armenia.

Design works of Yerevan Thermal Power Centre began in 1959 by “Teploelectroproject” Institute
of Soviet Union. As a site for construction of the plant it was chosen the southern industrial area
of Yerevan, which is one of the most power-consuming industrial centers of Armenia.
Construction of Yerevan Thermal Power Centre began in 1961. First one of the seven turbine

installations of Yerevan TPP with 50MW capacity was commissioned in 1963, while the last one in
1967.

Being commissioned more than 40 years ago the units and auxiliary equipment of the power plant
have undergone a regular tear and wear and became obsolescent by exhausting their normative
operating resource, which naturally resulted in significant dropping of the operation reliability
and the efficiency of generation of the electrical and heat energy by the power plant.

Ministry of Energy and Natural Resources of the Republic of Armenia and the Company
commenced the reconstruction program of Yerevan TPC by constructing a new state-of-the-art
combined cycle power unit with natural gas firing. The loan agreement on implementation of
“Yerevan Combined Cycle Co-generation Power Plant Project” was signed on March 29, 2005
between the Government of the Republic of Armenia (RA) and Japan International Cooperation
Agency (JICA)). Based on the said agreement the JICA provided loan to the Government of the RA
with preferential terms by extending 26,409 million Japanese Yens. Construction of the new plant
started in 2006 and was completed in 2010; the new plant has been put in use in April 2010.

Owing to the realization of new technology the efficiency of the power plant was increased to
almost 70%, levels of emissions were reduced significantly, as well as consumption quantity of
drinking quality water by more than 3 times.

The average number of employees of the Company during 2017 was 234 employees (2016: 254
employees).

The change of Charter of the Company has been registered in state register on September 08, 2006,
registration number is 269.070.00255, and certificate number is 01 A 004948,

Registration address of the Company is 3 Building, Arin-Berdi St. 3rd Lane, Yerevan, 0053, RA.
Tax payer code is 02205028.

1.2 Share Capital

Republic of Armenia is the sole Shareholder in reporting and prior years.

Share capital of the Company as at 31.12.2017 was 10,424,652 thousand drams (as at 31.12.2016:
12,047,679 thousand drams). Share capital of the Company consists of 2,273,147 pieces of nominal

registered shares with nominal value of 4,586 drams of which of them. (as at 31.12.2016: 5,300
drams).

11



YEREVAN THERMAL POWER CENTRE CJSC
Notes forming part of the financial statements
For the year ended 31 December 2017

2. Basis of preparation
2.1 Basis of preparation and presentation of Financial Statements

These financial statements have been prepared and presented in accordance with International
Financial Reporting Standards (hereinafter - IFRSs). IFRSs are Standards and Interpretations issued
by the International Accounting Standards Board (IASB). They comprise:

* International Financial Reporting Standards;
International Accounting Standards;

International Financial Reporting Interpretations Committee (IFRIC) Interpretations; and
Standing Interpretations Committee (SIC) Interpretations.

The principal accounting policies applied in the preparation of these financial statements are set in
note 3. These policies have been consistently applied.

The preparation of financial statements in compliance with adopted IFRS requires the use of certain
critical accounting estimates. It also requires Company management to exercise judgment in
applying the Company's accounting policies. The areas where significant judgments and estimates
have been made in preparing the financial statements and their effect are disclosed in note 3.4,

2.2 Changes in accounting policies
New standards, interpretations and amendments effective from 1 January 2017

* Annual Improvements to IFRSs (2014 - 2016 Cycle): IFRS 12 Disclosure of interests in other
entities

* IAS 12 Income Taxes (Amendment - Recognition of Deferred Tax Assets for Unrealized
Losses)
* IAS 7 Statement of Cash Flows (Disclosure Initiative Amendments)

3

None of the above mentioned had significant effect on the Company’s financial statements.

12
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Notes forming part of the financial statements
For the year ended 31 December 2017

2.3 New standards, interpretations and amendments not yet effective

The following new standards, interpretations and amendments that are not

have an impact on the Company’s future financial statements.

)

yet effective and have not been applied early in the financial statements will have or may

|
Batelsyiuhich . Date Company plans | Impact of initial
# Prondinceriane Naturg of the impending change in accounting policy on application of the to apply the a-pphC?thI'l on
adoption of the pronouncement iFR<ie reatiired pronouncement financial
9 initially statements
IFRS 9 Financial Instruments (2014) incorporates the final T 2018
1 IFRS 9 Financial requirements on all three phases of the financial instruments Eidoraitis gon § danicer 3018 Impact is still to
Instruments (2014) projects - classification and measurement, impairment, and hedge i vy be considered
i permitted
accounting.
[FRS 15 has a single model to deal with revenue from contracts
with customers. Its core principal is that an entity should A T 2018
IFRS 15, Revenue from recognize revenue to depict the transfer of promised goods or £ Impact is still to
2 g : ; : : Early adoption 1 January 2018 .
contracts with customers | services to customers in an amount that reflects the consideration srrriitiee be considered
to which the entity expects to be entitled in exchange for those P
goods and services.
Under IFRS 16 a lessee recognizes a right-of-use assets and a lease
liability. The right-of-use assets is treated similarly to other non- 1 January 2019 ot 35 Sl %o
3 IFRS 16, Leases (2017) financial assets and depreciated accordingly and the liability | Early adoption 1 January 2019 paey
: e e : be considered
accrues interest. The lease liability is initially measured at the | permitted
present value of lease payments payable over the lease term.
The interpretation addresses foreign currency transactions or
parts of transactions where: (a) there is consideration that is
IFRIC 22 Foreign Currency denominated or priced in a foreign currency; the entity recognizes | 1 January 2018 T
4 | Transactions and Advance a prepayment asset or a deferred income liability in respect of | Early adoption 1 January 2018 bepconsi Aered
Consideration that consideration, in advance of the recognition of the related | permitted
asset, expense or income; and the prepayment asset or deferred
income liability is non-monetary.
The interpretation addresses how to determine the taxable 5 il 2019 ;
IFRIC 23 Uncertainty Over profit(loss), tax bases, unused tax losses, unused tax credits and 1y No impact
{ 5 ; : Early adoption {1 January 2019 )
_ Income Tax tax rates, when there is uncertainty over treatment under IAS 12, permitted | envisaged J

Income Tax.

13



YEREVAN THERMAL POWER CENTRE CJSC
Notes forming part of the financial statements
For the year ended 31 December 2017

3. Significant accounting policies

3.1 Functional and presentation currency

The national currency of the Republic of Armenia is the Armenian Dram (“AMD”), which is the
currency in which the Company’s financial statements are presented. All financial information
presented in AMD has been rounded to the nearest thousand.

3.2 Basis for measurement

The financial statements are prepared on the historical cost basis, except the following items:

PPE measured at revaluated amounts (note 4).

3.3 Going concern

The Company incurred financial losses in the reporting and previous years, particularly for the year
ended 31 Dec 2017 financial loss of 7,123,321 thousand AMD (for year ended 31 Dec 2016: 1,747,856
thousand AMD); which resulted to accumulated loss as at 31 Dec 2017: 20,002,418 thousand drams
(as at 31 Dec 2016: 13,466,851 thousand drams).

Management of the Company develops and consistently performs financial recovery program,

permanent control and management of liquidity. The Company’s 2018 year Business plan is based
on the following:

During years 2016 and 2017, high interest rate commercial loans of the Company and the
majority of the significant debts to the gas supplier were settled within the scope of the
“Energy Sector Financial Recovery Program” implemented in accordance with the IBRD 8615-
AM Loan Agreement; as well as the reconstruction of 220/110/35 KV substation will be
finished in 2018. The above-mentioned 30 million low interest rate loan repayment period is
25 years (14.5 years grace period).
The Load bearing schedule is approved by the RoA Public Services Regulatory Commission
(“PSRC”) in December 2017 and agreed with the Electric Power System Operator (EAQ).
The tariffs for electricity and power set by the PSRC, according to which the delivered
electricity tariff from 01.02.2018 is 20.284 AMD/kWh instead of the previous 15.459
AMD/KWh (31% increase).
As a result of the reconstruction of the power plant, a new substation and a gas turbine with
a steam-cycle, the production and technical indicators will be significantly improved. For this
purpose, the company will invest cash balance as of 31 Dec 2017 in the amount of 5,492,000
thousand AMD, thus will not attract additional commercial loans.
According to the RoA Government Decision on Nov 2017, in the scope of investment programs
the company will get tax relief from paying VAT of 2,098,800 thousand AMD and custom duty
of 527,600 thousand AMD on imported equipment.
Implementation of HR development effective strategy. As a result of the implementation of
investment program it is planned to increase the number of jobs by 20 with an average salary
of 250 thousand AMD.
As a result of MXL2, in 2018 the Company will provide the following technical and economic
efficiency:
bl Reduction of specific costs of fuel.
MXL mode - 252.8 g/kWh instead of 258.1 g/kWh, saving up to 5.3 g/kWh
v As a result of conditional fuel consumption’s reduction by 5.3 gr/kWh, the
Company will save 2.1 million m? of natural gas or 205.2 million drams,
Calculation - 5.3 gr/kW x h x 470.22 kW x h x 7000 kcal / kg / 8120 kcal / m? = 2.1
million m? natural gas
2.1 million m? natural gas x 201.75 $/thousand m?* x 484.37 = 205,2 million drams
v As a result of 7,0 MW capacity growth of the power block in 2018, gross
product’s useful delivery growth will be 347.59 million drams
Calculation - 7000 kW x 102 days x 24 h x 20.284 AMD / kW x h = 347.59 million AMD
v As a result of the reduction of one C indictment, the power block’s annual useful
delivery growth will make 748.5 million drams

14



YEREVAN THERMAL POWER CENTRE CJSC
Notes forming part of the financial statements
For the year ended 31 December 2017

Calculation - (205000 kW x 60 days x 24 h x 20.284 AMD / kW x h) / 8 years = 748.5
million AMD / year.

o Based on the fact that the volume of natural gas purchased from “Gazprom Armenia CJSC for
electricity supply in the calculation of current tariffs does not have any normative character,
we can state that in 2018, the company will purchase 2.1 million cubic meters less volume of
natural gas from “Gazprom Armenia” CJSC therefore the Company will save of 205.2 million
drams ensuring the implementation of expenditure items.

As result of the Company's business plans, the Company expects financial profitability since 2018
(1,739,400 thousand AMD for 2018) and ensuring continued liquidity.

After making assessments, the Company’s management has a reasonable expectation that the
Company is able to continue its operational existence in the foreseeable future. The Company
therefore continues to adopt the going concern basis in preparing its financial statements.

3.4 Use of judgments, estimates and assumptions

Management has made a number of judgments, estimates and assumptions relating to the reporting
of assets and liabilities and the disclosure of contingent assets and liabilities to prepare these
financial statements in conformity with IFRSs. Actual results may differ from those estimates.

3.4.1 Judgments having significant impact on the application of accounting policy

The following are the significant judgments made by the Company’s management for applying the

Company's accounting policies that have material impact on the amounts recognized in the financial
statements:

a) Revenue recognition - Principal or agent? (note 15.g.)

3.4.2 Estimates and assumptions having significant impact on the application of accounting
policy

The following are the significant estimates and assumptions made by the Company’s management
for applying the Company's accounting policies that have material impact on the amounts
recognized in the financial statements:

a) Fair value measurement - Note 4.d and 26

Some assets and liabilities included in the Company's financial statements require measurement at
and/or disclosure of fair value (see note 20).

The fair value measurement of the Company's financial and non-financial assets and liabilities
utilizes market observable inputs and data as far as possible. Inputs used in determining fair value
measurements are categorized into different levels based on how observable the inputs used in the
valuation technique utilized are (the ‘fair value hierarchy'):

- Level 1: Quoted prices in active markets for identical items (unadjusted)

= Level 2: Observable direct or indirect inputs other than Level 1 inputs

- Level 3: Unobservable inputs (i.e. not derived from market data).

The classification of an item into the above levels is based on the lowest level of the inputs used

that has a significant effect on the fair value measurement of the item. Transfers of items between
levels are recognized in the period they occur.
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b) Useful lives of property, plant and equipment - Notes 4.f
Management has estimated useful lives of the property, plant and equipment based on its best
estimate of the economic lives of the assets as well as its intentions to continue exploitation of the
those assets. Management believes that estimated useful lives of the property, plant and
equipment are not materially different from economical lives of those assets. If actual useful loves

of property, plant and equipment are different from estimates and financial statements may be
materially different.

¢) Impairment of trade receivables and other financial assets - Notes 6 and 8
The Company regularly reviews its financial assets to access impairment. As of 31 December 2017,
the carrying amount of the Company’s impaired receivables was 404,575 thousand drams (31
December 2016: 406,513 thousand drams), and carrying amount of other financial assets 11,210,964
thousand drams (31 December 2016: 11,210,914 thousand drams).

The Company uses judgment to estimate the amount of any impairment loss in cases where a
customer or a borrower are in financial difficulties estimating the changes of future cash flows. If
the actual recoverability of receivables and other financial assets varies from the estimated, the
carrying amounts of those assets may be different.

3.5 Foreign currency transactions

Transactions in foreign currencies are translated to AMD at exchange rates at the dates of the

transactions. Settlement rate established by the Central Bank of the Republic of Armenia is taken

as a currency. At the reporting dates:

a) Foreign currency monetary items are reported (restated) using the closing rate (reporting
date);

b) Non-monetary items which are carried in terms of historical cost denominated in a foreign
currency are reported using the exchange rate at the date of the transaction.

Foreign exchange gains and losses arising on the settlement of transactions or from the translation

at year-end exchange rates of monetary assets and liabilities denominated in foreign currencies are
recognized in the income statement.

3.6 Property, plant and equipment

Property, plant and equipment held for use in the production or supply of goods or services, or for
administrative purposes are stated in the statement of financial position at their revalued amounts,
being the fair value at the date of revaluation, less any subsequent accumulated depreciation and
subsequent accumulated impairment losses. Any accumulated depreciation at the date of
revaluation is eliminated against the gross carrying amount of the asset, and the net amount is
restated to the revalued amount of the asset. Revaluations are performed with sufficient regularity

such that the carrying amounts do not differ materially from those that would be determined using
fair values at the reporting date.

Any revaluation increase arising on the revaluation of such property, plant and equipment is
recognized in other comprehensive income (except to the extent that it reverses a revaluation
decrease for the same asset previously recognized in profit or loss, in which case the increase is
credited to profit or loss to the extent of the decrease previously charged) and is shown as
revaluation reserve in shareholder’s equity. A decrease in the carrying amount arising on the
revaluation of such property, plant and equipment is charged to profit or loss to the extent that it

exceeds the balance, if any, held in the properties revaluation reserve relating to a previous
revaluation of that asset.

The revaluation surplus is transferred to the accumulated profit as the asset is used by the
Company. The amount of the surplus transferred is the difference between depreciation based on
the revalued carrying amount of the asset and depreciation based on the asset’s original cost. On
the subsequent sale or retirement of a revalued property, the attributable revaluation surplus
remaining in the properties revaluation reserve is transferred directly to accumulated profit.
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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 preparation, installation and assembly costs,

professional fees and for qualifying assets, borrowing costs capitalized in accordance with the
Company’s accounting policy.

The gain or loss arising on the disposal or retirement of an item of property, plant 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, plant 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 profit or loss as incurred.

3.7 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.

3.8 Inventories

Costs comprise charges incurred in bringing inventory to its present location and condition.

The cost of inventories of items that are ordinarily interchangeable shall be assigned by using the
weighted average principle.

The cost of inventories of items that are not ordinarily interchangeable, particularly the cost of
cars, shall be assigned by using specific identification of their individual costs.

Inventories are valued at the lower of cost or net realizable value.

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

3.9 Financial instruments
Recognition, initial measurement and derecognition

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.

Classification and subsequent measurement of financial assets

For the purpose of subsequent measurement financial assets other than hedging instruments are
divided into the following categories upon initial recognition:

e loans and receivables

 financial assets at fair value through profit or loss
* available-for-sale financial assets

e held-to-maturity investments.
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Financial assets are assigned to 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 eéxpenses are recognized in profit or

loss or in other comprehensive income. Refer to note 23 for a summary of the Company's financial
assets by category.

Generally, the Company recognizes all financial assets using settlement date accounting. An
assessment of whether a financial asset is impaired is made at least at each reporting date. All
income and expenses relating to financial assets that are recognized in profit or loss are presented
within finance costs, finance income or other financial items, except for impairment of trade
receivables which is presented within other expenses.

i.  Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments

that are not quoted in an active market and include trade and other receivables, borrowings
provided as well as cash and bank balances.

Loans and receivable are initially recognized at fair value. Subsequently they are measured at
amortized cost less provision for impairment. A provision for impairment 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 assets. Significant financial difficulties of the debtor and
default and delinquency in payments are considered indicators that the asset 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.

The balance of the allowance is adjusted by recording a charge or income to profit or loss 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 and loans for which
collection is not considered probable are written-off.

Cash and bank balances

The Company’s cash and bank balances comprise cash in hand, bank accounts and cash in transit.

ji. Available-for-sale financial assets

Available-for-sale financial assets are measured at fair value, with subsequent changes in value
recognized in other comprehensive income. Gains and losses arising from financial instruments
classified as available-for-sale are only recognized in profit or loss when they are sold or when the
investment is impaired. In the case of impairment, any loss previously recognized in other
comprehensive income is transferred to profit or loss. Losses recognized in profit or loss on equity
instruments are not reversed through profit or loss but are charged to equity. Losses recognized in
prior period profit or loss resulting from the impairment of debt securities are reversed through
profit or loss, if the subsequent increase can be objectively related to an event occurring after the
impairment loss was recognized in profit or loss.

Classification and subsequent measurement of financial liabilities

The Company's financial liabilities include loans and borrowings and trade and other payables. A
summary of the Company's financial liabilities by category is given in note 23.

I 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 profit or loss over the period
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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, except for the borrowing
costs that are directly attributable to the acquisition, construction or production of a qualifying
asset, which are capitalized as part of that asset.

ii. Trade and other payables

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

3.10 Impairment

At each reporting date, property and equipment, and intangibles assets are reviewed to determine
whether there is any indication that those assets have suffered an impairment loss. If there is an
indication of possible impairment, the recoverable amount of any affected asset (or group of
related assets) is estimated and compared with its carrying amount. If estimated recoverable
amount is lower, the carrying amount is reduced to its estimated recoverable amount, and an
impairment loss is recognized immediately in profit or loss.

Similarly, at each reporting date, inventories are assessed for impairment by comparing the
carrying amount of each item of inventory (or group of similar items) with its selling price less costs
to complete and sell. If an item of inventory (or group of similar items) is impaired, its carrying

amount is reduced to selling price less costs to complete and sell, and an impairment loss is
recognized immediately in profit or loss.

The Company assesses at each reporting date whether there is any objective indication that
financial assets (or group of similar assets) measured at cost or amortized costs may be impaired. If
any such indication exists, the impairment loss is recognized directly in profit and loss.

If an impairment loss subsequently reverses, the carrying amount of the asset (or group of related
assets) is increased to the revised estimate of its recoverable amount (selling price less costs to
complete and sell, in the case of inventories), but not in excess of the amount that would have
been determined had no impairment loss been recognized for the asset (group of related assets) in
prior years. A reversal of an impairment loss is recognized immediately in profit or loss.

3.11 Equity

Equity instruments issued by the Company are recorded at the proceeds received.
Share capital represents the nominal value of shares that have been issued.

Revaluation reserve comprises gains and losses from the revaluation of property, plant and
equipment.

Dividends are recognized as a liability in the period in which they are declared.

3.12 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 with a primary condition to purchase, construct or otherwise acquire non-current assets are
recognized as deferred income in the statement of financial position and transferred to profit or
loss on a systematic and rational basis over the useful lives of the related assets.

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.
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3.13 Short-term employee benefits

Short-term employee benefits include wages, salaries short-term compensated absences (such as
paid annual leave and paid sick leave), and bonuses.

3.14 Related Party Disclosures

3.14.1. Related party
A party is related to an entity if:
a) directly, or indirectly through one or more intermediaries, the party

° controls Company (50% and more participation),
. is under common control,
. has an interest in the entity that gives it significant influence over the entity (20-
50% participation/share),
. has joint control over the entity;
b) the party is a member of the key management personnel:
. director,
° persons who are directly responsible for planning, guidance and control of the
Company;
c) Close members of the family of an individual
. the individual’s domestic partner,
. Children.

3.14.2. Transactions with related parties
A related party transaction is a transfer of resources, services or obligations between related
parties, regardless of whether a price is charged.
If there have been transactions between related parties, an entity shall disclose:
e Nature of relations of related party,
e Nature of transaction,
e Amount of outstanding balances
o terms and conditions,
o to be secured,
consideration to be provided in settlement,
details of any guarantees given or received,
Provisions for doubtful debts and expense recognized during the period.

0 0 0

3.14.3 Key management personnel disclosures

An entity shall disclose key management personnel:
e short-term employee and post-employment benefits,
e termination benefits,
e Share-based payment.

3.15 Revenuerecognition

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

Revenue is recognized when it is probable that future economic benefits will flow to the entity and
these benefits can be measured reliably.

Revenue of the Company derives from sale of electricity, natural gas and provision of capacity, as
well as exchange of electricity and gas. ;

Exchange of goods

When goods are exchanged or swapped for goods which are of a similar nature and value, the
exchange is not regarded as a transaction which generates revenue.

When goods are sold in exchange for dissimilar goods, the exchange is regarded as a transaction
which generates revenue. The revenue is measured at the fair value of the goods received,
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adjusted by the amount of any cash or cash equivalents transferred. When the fair value of the
goods received cannot be measured reliably, the revenue is measured at the fair value of the goods

given up, adjusted by the amount of any cash or cash equivalents transferred. When the fair value
of the goods or services received cannot be measured reliably, the revenue is measured at the fair

value of the goods or services given up, adjusted by the amount of any cash or cash equivalents
transferred.

3.16 Income tax

Income tax on current year profit or loss consists of current tax and deferred tax.

Current tax is the amount of income taxes payable/(refundable) in respect of the taxable
profit/(loss) for a period. Current tax is recognized in the net profit or loss of the period.

Deferred taxes (deferred tax liabilities and deferred tax assets) of the Company are conditioned by
carry-forward of temporary differences (taxable and deductible temporary differences), and carry-
forward of unused tax losses.

Deferred taxes arising as a result of temporary differences are calculated using balance sheet
liability method, based on the temporary differences between the carrying amounts of assets and

liabilities used for preparation of financial statements, and amounts used for taxation purposes (tax
base).

A deferred tax asset is recognized to the extent that it is probable that taxable profit will be
available against which the deductible temporary difference can be utilized.

Interest revenue is accrued on a timely basis, by reference to the principal outstanding and at the
effective 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.

3.17  Changes in accounting policies, changes in accounting estimates and material errors

3.17.1 Changes in accounting policies

The change in accounting policy resulting from the initial application of an IFRS in accordance with
the specific transitional provisions, if any, in that IFRS. In the absence of transitional provisions the
changes in accounting policies are applied retrospectively, as long as it is practicable. In the
statement for reporting period each resulting adjustment is stated as adjustment of retained
earnings opening balance. The comparative information is restated, as long as it is practicable.

3.17.2 Changes in accounting estimates

The effect of a change in an accounting estimate shall be recognized by including it in profit or loss
in:

a) the period of the change, if the change affects that period only; or

b) the period of the change and future periods, if the change affects both,

3.17.3 Prior period errors
Prior Period Errors are omissions from, and misstatements in, prior period financial statements
resulting from the failure to use, or the misuse of, reliable information that:
a) was available when financial statements for those periods were authorized for issue; and
b) Could reasonably be expected to have been obtained and taken into account in the
preparation and presentation of those financial statements.
Prior period material errors are corrected retrospectively after their discovery by:
a) restating the comparative amounts for the prior period(s) presented in which the error
occurred; or
b) If the error occurred before the earliest prior period presented, restating the opening
balances of assets, liabilities and equity for the earliest prior period presented.
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Substation

Bufldings Capital Spare parts Fixture
and constructi Transmissi constructi il Power plants, . o ’
construction tisiid on-in- on devices on-in- HHjacy @ equipment el tittings and Tatal
installation R other
s process process

ARG Revallnd AMD’000 AMD’000 AMD’000 AMD’000 AMD’000 AMD’000 AMD'000 AMD’000 AMD’000 AMD’000
As at 01.01.2016 21,989,497 5,565,000_ 2,558,278 8,161,925 B - 135,175,227 473,952 1,701,625 175,625,504
Additions 167 2 3 70,190 17,076 87,433
Deductions 2 - 2 (9,511) (187,838) (7,780) (205,129)
Reclassification 1,799,740 - (937,487) (22,369) - - (725,055) (62,327) (52,502) -
Asat31.12. 2016 23,789,404 5,565,000 1,620,791 8,139,556 - - 134,510,851 223,787 1,658,419 175,507,808
Additions 26,095 - 28,761 e 3,044,190 10,527,616 37,202 63,834 60,023 13,787,721
Deductions (23,378) (176,667) = (1,120) (845,539) (74,947) (31,835) (24,150) (1,177,636)
Reclassification 1,850,575 2 59,548 - # ; - - : 1,910,123
As at 31.12. 2017 25,642,696 5,388,333 1,680,339 8,167,197 3,044,190 9,682,077 134,473,106 255,786 1,694,292 190,028,016
Accumulated depreciation, Revaluation effect,
impairment losses
As at 01.01.2016 3,018,497 - 1,558,463 3,413,147 _ - E 39,448,502 174,878 304,781 47,918,268
Additions 679,626 - - 660,443 - 3,110,581 45,394 79,846 4,575,890
Deductions - - - - % (8,879) (55,552) (1,914) (66,345)
Reclassification - - o * - : 20 - (20) -
As at 31.12.2016 3,698,123 - 1,558,463 4,073,590 £ 42,550,224 164,720 382,693 52,427,813
Additions 680,995 - - 671,156 2,588,647 41,645 97,525 4,079,968
Deductions (3,299) . - (1,064) " {62,971) (30,603) (17,352) (115,289)
Reclassification - - = 1,064 (1,064) - - -
Revaluation effect (4,375,819) 2,327,435 3 2,160,555 . 3,661,721 (53,161) 86,606 3,807,337
As at 31.12.2017 - 2,327,435 1,558,463 6,905,301 - - 48,736,557 122,601 549,472 60,199,829
Current value 0 :
As at 01.01.2016 18,971,000 5,565,000 999,815 4,748,778 I - - 95,726,725 299,074 1,396,844 127,707,236
As at 31.12.2016 20,091,281 5,565,000 62,328 4,065,966 - = 91,960,627 59,067 1,275,726 123,079,995

25,642,696 3,060,898 121,876 1,261,896 3,044,190 9,682,077 85,736,549 133,185 1,144,820 129,828,187

As at 31.12.2017
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a) PPE additions consist

AMD’000
Spare parts subject to installation 10,502,107
Capital construction-in-process* 3,044,190
Capital repairs 89,366
Purchased from suppliers 59,680
Other proceeds 92,378
_ 13,787,721

(*)Capital construction-in-process
AMD’000
Goods in transit 1,889,248
Contractor’s construction cost 962,023
Construction Taxes (Non-Resident Income Tax) 144,076
Loan interest capitalization 48,843
3,044,190

The Company implements reconstruction of the 220/110/35 kW Substation under the Credit
Agreement No 8495-AM, signed on April 8, 2008, between the RoA and the International Bank for
Reconstruction and Development (IBRD) within the scope of the "Electricity Transmission Network
Improvement”. The goal of the project is to improve and strengthen the power transmission
network.

The principal direction of the project, implemented by the Company, is the reconstruction of
220/110/35 kW substation, including complete replacement of basic equipment, installation of
control and data acquisition system, construction of a new building for management rooms and
transfer and reunion of air lines required for power supply from the substation.

The 220/110/35 kW substation of the Company, which was built in 1962, working for more than 50
years, has physically and technologically obsoleted, and has high risk of disruption, so it will be
restored within the scope of the project. The substation is the only connecting link between a
steam-cycle power block and an energy system, and consequently the reliability of the substation is
due to the uninterrupted operation of the power unit and the uninterrupted transmission of
electricity to the power system.

As a result, the implementation of the project will contribute to the reduction of emergency
situations and improvement of the power transmission network and system reliability.

Funding sources are:

e IBRD Loans: 30,205,514 USD

e The co-financing amount provided by the Government of Armenia: 7,532,500 USD,

Within the scope of the project cost share financing is envisaged at 80:20, where 80% of
expenditures (including taxes) will be financed from IBRD loans, and 20% (including taxes), co-
financing of the RoA state budget.

Within the scope of the program, the co-financing provided by the state budget is provided to the

Company as a loan, the repayment of which is envisaged in parallel with repayment of the loan
attracted from external sources.
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b) Power plants

As described in note 1, the new power plant unit with 205MW nominal capacity and 103GCal/h heat
export capacity is exploited at the Company since year 2010. The carrying amount of the unit as of
December 31, 2017 is 102,287,917 thousand AMD (December 31, 2016: 104,127,086 thousand AMD).

Included in the property, plant and equipment is the old power plant at the carrying amount of
9,960,453 thousand AMD as of December 31, 2017 (December 31, 2016: 12,570,460 thousand AMD),

Exploitation of this power plant has been suspended since exploitation of the new plant, and the
latter has been held as a reserve capacity, as well as observes it’s disposal. Being commissioned
more than 40 years ago the units and auxiliary equipment of the power plant have undergone a
regular tear and wear and became obsolescent by exhausting their normative operating resource,
which naturally resulted in significant dropping of the operation reliability and the efficiency of
generation of the electrical and heat energy by the power plant.

c) Limitations on PPE

Property, plant and equipment in amount of 7,260,510 thousand drams are pledged as a security
for loans and borrowings as of December 31, 2017 (as at December 31, 2016: nil).

d) Fair value Measurement -Revaluation of PPE

The Company’s land and buildings are stated at their revalued amounts, being the fair value at the
date of revaluation, less any subsequent accumulated depreciation and subsequent accumulated
impairment losses.

The fair value measurement of the Company’s land and plant as at 31 December 2017 was
performed by “Artin Enterprise” LTD, an independent valuer not related to the Company. The firm
and its valuers have related qualifications (CIPS, CCIM, NAR) and are member of international
valuers associations such as RVU (Russia), and recent experience in the fair value measurement of
properties in the relevant locations.

The fair value of the land was determined based on the market comparable approach that reflects
the recent transaction prices for similar properties.

The fair value of buildings, such as those related to the new power plant build in year 2010, that
will be continued to be used for ordinary activities of the Company was determined using the cost
approach that reflects the cost to a market participant to acquire or construct assets of
comparable utility and age, adjusted for obsolescence. Obsolesce encompasses physical
deterioration, functional (technological) obsolescence and economic obsolescence.

The fair value of equipment that will be continued to be used, such as those installed at new power
plant, was determined using the market value of identical asset adjusted for obsolescence.

The fair value of buildings and equipment that will be disposed or dismantled, such as those related
to the old power plant build in year 1963, was determined based on market value of disposed
property or any valuable dismantled materials, less cost of dismantling and selling.

Revaluation significant inputs include:

e The squire meter of land was valued by 4 thousand AMD, resulting to total valuation of
land 3,060,898 thousand AMD;

* The squire meter of building related to new plant constructed in 2010 was valued by 4
thousand AMD; resulting to total value of new plant building to 118,753,854 adjusted by
the obsolescence of 16,465,937 thousand AMD (average 14%), thus resulting to net
valuation of 102,287,917 thousand AMD;

The slight increase in the obsolescence factor would result in a significant decrease in the
fair value of the building, and a slight increase in the estimated constructions costs would
result in a significant increase in the fair value of the buildings, and vice versa.

* The squire meter of building related to old plant constructed in 1963 was valued by
22,695,410 thousand AMD, adjusted by the obsolescence of 12,734,957 thousand AMD
(average 56%), thus resulting to net valuation of 9,960,453 thousand AMD;
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The slight increase in the obsolescence factor would result in a significant decrease in the
fair value of the building, and a slight increase in the estimated constructions costs would
result in a significant increase in the fair value of the buildings, and vice versa.

Due to their unique nature, the fair value of revalued land, building and equipment are classified
into Level 3 of the fair value hierarchy as at reporting date.

The previous fair value measurement of the Company's property, plant and equipment was carried
out by an independent valuer as of December 21, 2012.

If the property, plant and equipment were presented at historical cost, their carrying amounts
would be 104,429,452 thousand drams (as of December 31, 2016, 108,499,056 thousand drams).
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Thousand AMD

'AEcumu l;téa

Class of PPE Historical cost depreciation, (a::r:xr?tg Riﬁ&a:f . incr‘:::ea}zjdaef::?z ase)
impairment loss
(. .
Buildings and constructions 5,043,273 (1,105,976) 3,937,297 5,997,272 2,059,975
ECAUEBIE SNt Ce 4,981,778 (4,186,629) 795,149 1,263,016 ik
| Machinery and equipment 35,430,151 (27,944,135) 7,486,016 2,362,694 (5,123,322)
e 255,785 (175,761) 80,024 133,185 3,151
Fixture and fittings, other PPE 295,757 (170,519) 125,238 82,410 (42,828)
Capital construction-in-process 1,620,791 (1,558,463) 62,328 121,876 59,548
— 5,035,000 : 5,035,000 2,569,978 a6
52,662,535 (35,141,483) 17,521,052 12,530,431 (4,990,621)
d.2) New power plant
Thousand AMD
Accumulated ! ]
Class of PPE Historical cost depreciation, i?;:?::tg Rzﬁ:ﬁ:f d increR:sv;fl;Jdaet::?gase)
_ impairment loss
e 18,748,847 (3,269,843) 15,479,004 19,645,423 “glhicptia
| Transmission devices 3,186,539 (558,117) 2,628,422 - (2,628,422)
R 97,249,185 (17,130,701) 80,118,484 81,580,085 i
Vehicles . s - - -
Fixture and fittings, other PPE 1,398,534 (292,347) 1,106,187 1,062,409 (43,778)
_Capital construction-in-process - o = -
Land 353,333 & e 353,333 490,920 | 137,587
120,936,438 (21,251,008) | 99,685,430 102,778,837 3,093,40_7J
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d.3) Revaluation result and its impact on revaluation reserve, income tax and profit or loss:

Old Plant and Thermal

Networks New Plant Total Revaluation result:
s Carrying amount | Revaluated Cantying Revaluated Cartytng Revaluated ’
31.12.2017 D amount t amount e Profit or loss
e 31.12.2017 R 31.12.2017 S Revaluation reserve
- increase/(decrease)
Buildings and
constructions 3,937,297 5,997,272 15,479,004 19,645,423 19,416,301 25,642,695 6,226,394 -
RN JerEs 795,149 | 1,263,016 2,628,422 3,423,571 1,263,016 (2,160,555)
Machinery and ‘
equipment 7,486,016 2,362,694 80,118,484 81,580,085 87,604,500 83,942,779 (3,661,721)
o ot 80,024 133,185 : 80,024 133,185 53,161
Fixture and fittings,
other PPE 125,238 82,410 1,106,187 1,062,409 1,231,425 1,144,819 (86,606)
Capital construction-
in-process 62,328 121,876 - 62,328 121,876 59,548
Land 5,035,000 2,569,978 353,333 490,920 5,388,333 3,060,898 (2,327,435)
PPE 17,521,052 | 12,530,431 99,685,430 102,778,837 117,206,482 115,309,268 (1,810,608) | (86,606)
| Tax effect s 362,122 | 17,321
| Resuit, net of tax S (1,448,486) | (69,285)
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e) PPE at zero carrying amount

The cost of an item of property, plant and equipment with carrying value of zero AMD as of

December 31, 2017 is 10,550,193 thousand drams (December 31, 2016: 7,783,333 thousand
drams).

f) PPE depreciation

Depreciation is charged to profit or loss on a straight line basis over the estimated useful lives

of the individual assets. Depreciation commences when assets are available for use. The
estimated useful lives are as follows:

Buildings and constructions - 20-40 years
Power plants - 40 years
Transmission devices - 5-40 years
Machinery and equipment - 5-40 years
Vehicles - Dbyears
Fixture and fittings - 5-40 years
Other 2-10 years.

Depreciation expense has been charged as follows:

2017 2016
AMD’000 AMD’000
Cost of sales (note 16) 3,279,910 3,131,774
Administrative expenses (note 17) 59,405 99,242
Other expenses (note 18) 740,653 1,344,874
4,079,968 4,575,890
5. Deferred tax assets
2017 2016
AMD’000 ~ AMD’000
Opening balance 1,695,935 2,377,511
Recognized in profit or loss 706,234 (681,576)
Recognized in equity 362,122
Closing balance 2,764,291 1,695,935

Deferred tax assets have been recognized for tax losses and temporary differences to the extent

that the Company expects they are recoverable.
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Deferred income taxes for the year ended December 31, 2017 can be summarized as follows:

January 1, ':‘ﬁ‘;;i'}:fi‘: Recognized'in December 31,
AMD'000 lass AMD 000 AMD'000
AMD’000
Deferred income tax assets
Non-current financial assets 650,663 1,391,529 2,242,192
Trade and other receivables 310 99,059 99,369
Trade and other payables 26,196 26,196
Impairment of inventory 2,501 (2,501)
Tax loss 3,682,045 (1,525,100) 2,156,945
Provision on employee benefits 1,036 1,036
4,361,715 164,023 4,525,738
Deferred income tax liabilities |
Property, plant and equipment 2,665,780 (542,211) (362,122) 1,761,447
2,665,780 (542,211) (362,122) 1,761,447
Net position - deferred income
tax assets 1,695,935 706,234 362,122 2,764,291

Deferred income taxes for the year ended December 31, 2016 can be summarized as follows:

Recognized in

January 1, 2016 profit or loss

December 31, 2016

AMD’000 AMD’000 AMD’000
Deferred income tax assets
Non-current financial assets 4,213,575 (3,562,912) 650,663
Trade and other receivables 1,033,924 (1,033,614) 310
Trade and other payables 31,017 (4,821) 26,196
Impairment of inventory 2,501 2,501
Tax loss 3,682,045 3,682,045
5,278,516 (916,801) 4,361,715
Deferred income tax liabilities
Property, plant and equipment 2,901,005 (235,225) 2,665,780
2,901,005 (235,225) 2,665,780
Net position - deferred income tax 2,377,511 (681,576)

assets

1,695,935
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6. Non-current financial assets

2017

Borrowings provided (b)
Investments in securities*

Investment in joint venture**

2016

Borrowings provided
Investments in securities *

Investment in joint venture**

oo™ alowans  Camyingamourt
AMD’000
10,513,802 (10,489,514) 8,386,464
721,400 (721,400)
50 (50) 50
11,235,252 (11,210,288) 8,386,514

(*) Related to "Nairit Plant” CJSC.
(**) Related to “Qimprom Management” CJSC.

a) Movement of the impairment allowance

Opening balance

Increase of allowance

Decrease of allowance (disposal of financial asset)

Closing balance

b) Borrowings provided

Impairment :
Gross amount B Carrying amount
10,513,802 (2,127,338) 8,386,464
721,400 (721,400)
50 50
11,235,252 (2,848,738) 8,386,514
2017 2016
~___AMD’000 AMD’000
21,247,230
2,848,738
8,362,226
(18,398,492)
7
11,210,964 2’848’?38

Opening balance R — Closing balance
T as at 01.01.2017 pAMD’OOO as at 31.12.2017
AMD’000 AMD'000
“Reception House” CJSC 24,288 24,288
“Qimprom Management” CJSC 10,489,514 (10,489,514)
Total 10,513,802 (10,489,514) 24,288
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2017 2016
AMD’000 AMD’000
Spare parts 4,373,004 4,483,132
Materials 950,659 900,835
Construction materials 77,902 85,082
Other 82,708 71,150
5,484,273 5,540,199
8.  Trade and other receivables
2017 2016
AMD’000 AMD’000
Trade receivables 6,862,819 7,375,957
Allowances for doubtful trade receivables (c) (404,575) (406,513)
Net trade receivables 6,458,244 6,969,444
Prepayments 1,563,470 7yl e
Allowances for doubtful prepayments (d) (92,268) (3,641)
Net provided prepayments 1,471,202 2,723,692
On taxes 2,456,812 2,437,000
Deferred taxes on VAT 1,945,748 3,297,012
Other 531 2,019
Total 12,332,537 15,429,167
a)  The fair value of trade and other receivables classified as loans and receivables does
not differ materially from the carrying amount.
b) The Company’s receivables are not ensured with collateral and other guarantees.
c) Movement of allowance for doubtful trade receivables
2017 2016
AMD’000 AMD’000
Opening balatice 406,513 5,089,620
Increase of the allowances 1,938
Decrease of the allowances (1,938) (4,685,045)
Closing balance 404,575 406,513
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d) Movement of allowances for doubtful prepayments

2017 2016

AMD’000 AMD’000

Opening balance 3,641 ?
Increase of the allowances 94,812 5,189
Decrease of the allowances (6,185) (1,548)
Closing balance 92,268 3,641

e) As at 31 December, 2017 trade receivables amount to AMD 6,458,244 thousand AMD was
past due but not impaired (31 December 2016: 6,969,444 thousand drams). 1,097
thousand drams of those related to land lease. The aging analysis of past due non-
impaired receivables is presented below:

2017 2016

AMD’000 AMD’000

Up to 3 months 6,400,258 6,969,444
3 to 6 months 56,889
6 to 12 months 1,097

6,458,244 6,969,444

f) As at 31 December, 2017 trade receivables amounting to 404,575 thousand drams
(406,513 thousand drams as of December 31, 2016) are past due and fully impaired. At
the reporting date, past due receivables refer to "Artsakh Energo” CJSC. The main factor
that the management considers these past due amounts impaired is that these
consumers are unlikely to be able to repay those debts over a certain period of time. In
case of default within 30 days, the receivables are considered to be past due. At the end
of the previous year, balances of past due debts have not been settled. The aging
analysis of impaired receivables is presented below:

2017 2016
___AMD'000  AMD’000
12 months and over 404,575 406,513
404,575 406,513
9.  Cash and bank equivalents
2017 2016
AMD’000 AMD’000
Bank balances (AMD) 5,622,797 1,388,413
Bank balances (foreign currency) 450.002 72 657
Cash on desk (AMD) 116 375
6,072,915 & L 4,465895
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10. Share capital and reserves

10.1 Share capital

Ordinary shares Ordinary shares

2017 2016

AMD’000

Number of ordinary shares 2.273.147 2 162 191
Number of ordinary shares, issued and fully paid during the

year - 120,262

Shares bought back y (9,306)

2,273,147 2,273,147

As of 31.12.2017 the price of one share of the Company is set to 4,586 AMD according to the
RoA Government Decree No. 1012-A dated 17.08.2017 on the reduction of the share capital.
Prior to that date the price of one share of the Company was 5,300 drams,

10.2 Paid-in-capital

2017 2016

AMD’000 AMD’000

Opening balance 1,069,801 2
Increase of paid-in-capital 1,623,027 1,151,629
Decrease of paid-in-capital (81,828)
Closing balance 2,692,828 1,069,801

In the reporting year paid-in-capital increase is due to reduction of shares nominal value (Note
10.1).

10.3 Capital reserve

In accordance with the law “On joint stock companies” and the Company’s Charter the
Company’s distributable reserves are limited to the balance of retained earnings.

According to legal requirements the Company is required to create a minimum non-distributable
reserve from its retained earnings for an amount equal to 15% of its share capital for the purpose
of covering future losses. According to the Compan
equals to 15% of the share capital.

As at December 31, 2017 the Company has not retained earnings and has not created a non-
distributable reserve.

y's charter the non-distributable reserve

10.4 Revaluation reserve

The revaluation reserve arises on the revaluation of property, plant and equipment (4.d note).
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11. Loans and borrowings

Current (a) Non-current (b)
As at 31 As at 31 As at 31 As at 31
December 2017 December 2016 December 2017 December 201 6
AMD’000 AMD’000 AMD’000 AMD’000
S dl f
ecur? : ik rolm - - 115,076,282 112,519,349
the Ministry of Finance
Secured bank loans 2,170,966 3,591,806
Other borrowings 4,593,490 4,593,490 - =
6,764,456 8,185,296 115,076,282 112,519,349

Bank loans bear a weighted average interest rate of 7.2 % annually (2016: 8% annually).

As described in note 1, the Ministry of Energy and Natural Resources of the Republic of Armenia
and the Company commenced the reconstruction program by constructing a new state-of-the-art
combined cycle power unit with natural gas firing. For this aim, after long negotiations and in
the result of submission of solid reasoning the loan agreement on implementation of “Yerevan
Combined Cycle Co-generation Power Plant Project” was signed on March 29, 2005 between the
Government of the Republic of Armenia and Japan International Cooperation Agency (JICA).
Based on the said agreement JICA provided an Official Development Assistance (ODA) loan to the
Government of the Republic of Armenia with preferential terms: annual interest rate of 0.75%
and 40 years of repayment period (including grace period of 10 years) by extending 24,409,000
thousand Japanese Yens. The agreement was ratified by the National Assembly on July 27, 2005.

A sub loan agreement was concluded between the Ministry of Finance and the Company in March
2005 with the same terms.

Other borrowings include interest free borrowing from Vorotan HPPS at the amount of 4,593,490
thousand drams (December 31, 2016: drams 4,593,490 thousand), from which 4,164,300
thousand drams have been transferred to the Company based on the assignment agreement.

Loans from commercial banks are secured through cash at the banks, and the loans from the
Ministry of Finance (MoF) are secured by the state bonds issued by the MoF.

Refer to note 23 for more information about the Company’s exposure to interest rate and foreign
currency risks.
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11.1 The movement of loans and borrowings

a) Current loans and borrowings

) Movement of year _
Opening AMD’000 Closing
Loans and borrowings balance Interest Exchange rate balance
AMD’000 Providing W doitryea Redemption AMD’000
Loans from commercial banks
USA 3,591,806 1,387,426 97,940 7,642 (4,166,359) 918,455
EUR 3,487,097 101,066 237,792 (2,573,444) 1,252,511
Borrowings
Vorotan HPPS 4,593,490 - 4,593,490
Total 8,185,296 4,874,523 199,006 245,434 (6,739,803) 6,764,456
b) Non-current loans and borrowings
s Movement of year _
Opening AMD’000 Closing
Loans balance Interest P — balance
AMD’000 Providing* : g Redemption AMD’000
accrued difference
Yerevan Combined Cycle Co-generation Power Plant
Project (JICA, ARM-P2)! 102,366,872 781,359 3,858,225 (4,462,485) 102,543,971
Power Sector Financial Recovery Program (IBRD 8615-AM) 8.213.588 839,011 209,137 10,041 (203,592) 9,068,185
Power Transmission Improvement Project (IBRD 8495-AM) 1.938 889 1,511,569 81,185 7,647 (75,164) 3,464,126
Total | 112,519,349 2,350,580 1,071,681 3,875,913 (4,%1,241) [ 115,076,282

() 1,511,569 thousand drams received loans include direct payments of 68,705 thousand drams to the contractors.
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12. Grants related to assets

Opening balance
Income recognition

Other

Closing balance

13. Grants related to income

Opening balance

Income recognition
Other
Closing balance

14. Trade and other payables

Trade payables

Other trade payables
Advances from costumers
Taxes and duties payable

Payables to employees

For the year ended 31 December 2017

Provision for possible additional taxes

Other

2017 2016
AMD’000 AMD’000
33,295 38,174
(1,006) (1,006)
(3,873)

32,289 33,295
2017 2016
AMD’000 AMD’000
417,871 435,315
(6,043) (18,215)

- 771
411,828 il A
2017 2016
AMD’000 AMD’000
28,707,388 20,265,948
3,500,000 3,500,000
120,000 190,745
24,291 24,897
11,560

5,178 6,476
24,235 77,225
32,381,092 24,026,851

The fair value of trade and other payables classified as financial liabilities at amortized cost does
not significantly differ from the carrying amount.
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15. Revenue
2017 2016
AMD’000 AMD’000
Sale of electricity (a) 43.704.198 40.062.789
Provision of capacity (b) 12.642 629 10,237 332
sale of hatiral gas (c) 10,673,360 16,678,484
Exchange transaction: Sale of electricity (d) 13.677 1.975 214
Exchange transaction: Sale of natural gas (e) 3.864.004 1.077.817
70,897,868 70,031,636_:

a) Revenue from sale of electricity and gas is recognized monthly based on the actual electricity
transferred.

Sale service tariffs are set by Public Services Regulator Commission of the Republic of Armenia
(IIPSRC"). .

Electricity tariff (without VAT).

Applcation date AMD/KWh
01.08.2015 18.500
01.08.2016 17.767
01.02.2017 15.460

b) Revenue from provision of capacity is earned for the idle time of the plant and is recognized
on monthly basis based on idle hours.

Provision of capacity tariff (without VAT).

Application date AMD/KWh-maonth
01.08.2015 3,564.11
01.08.2016 4,707.83
01.02.2017 5,102.30

C) Revenue from the sale of natural gas is recognized monthly based on the actual transferred
amount.

According to the contract, the Company purchases gas in exchange for electricity with agreed
volume coefficient.

At the same time, the company supplies part of gas received at the same point to third party, and
uses remaining volume for production of electricity. The third party supplies electricity to the

Company at the same point based on agreed another coefficient, which in turn the Company wholly
transfers to the Gas Supplier.

The Company's management has made substantiated judgments to determine whether the Company
is a principal or an agent in regard to these circumstances in terms of IFRS requirements.
Taking into account that the Company is basicly responsible for contract performance, the
settlement of the contractual issues and the quality and adequacy of the supplied goods, the
Company management has considered that the Company is a principal party within the scope of the
transactions, so the revenue has been recognized on a gross basis.
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d) Exchange transaction: Sale of electricity

Under the agreement, the Company supplies electricity to a contracting party. Electricity supply is
carried out for a certain period of time, which is conditioned by weather.

The Contractor Company, in accordance with the agreed procedure and extent, reimbursed the
Company with the corresponding volume of electricity.

e) Exchange transaction: Sale of natural gas

According to the contract, the Company provides some volume of natural gas to a contracting party
at the gas distribution station owned by it.

The Company provides only the residual amount of acquired and sold natural gas.
The contracting party provides the corresponding amount of natural gas to the Company in

accordance with the agreed terms at the gas

16. Cost of sales

distribution station,

2017 2016

AMD’000 AMD’000

Cost of gas and other materials used in production 30,459,540 28,291,594

Cost of sold gas 14,441,392 15,910,994

Cost of sold electricity 13,071,555 12,311,049

Depreciation expenses 3,279,910 3,136,283

Power and gas transmission services 2,088,001 2,930,140

Employee remuneration 355,531 444,080

63,695,929 63,024,140

17. Administrative expenses

2017 2016
AMD’000 AMD’000
Employee remuneration 268,336 195,007
Audit and consulting 109,539 82,801
Non refundable taxes and duties 75,741 116,665
Depreciation and amortization expense 39,405 106,030
Office and utility expenses 18,082 34,038
Business trips and hospitality costs 7,010 8,110
Bank charges 3,109 30,482
Other 22,754 28,127
563,976 601,260
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18. Other expenses

2017 2016
AMD’000 AMD’000
Depreciation 740,653 1,344,877
Fines and penalties 140,572 118,841
Costs of security 130,355 130,355

Disposal, write-off of inventories 59,678
Currency conversion costs 13,861 84,644

Valuer’s fee 20,608

Provision for possible income tax 1,442
Other 223,486 1,056,886
1,330,655 2,735,603

19. Finance income and costs

2017 2016
AMD’000 AMD’000

Interest income on deposits 348,910
Interest expenses on loan from the Ministry of Finance (1,022,837) (930,277)
Interest expenses on bank loans _(199,007) _ (413,603)
(872,934) (1,343,880)

20. Foreign currency exchange gain/(loss), net

2017 2016
AMD’000 AMD’000
Regarding to provided borrowings and receivables 279,119 49,076
Regarding to loans (4,121,356) (3,816,841)
Regarding to cash and cash equivalents (13,404) (84,644)

(3,855,641)

(3,852,409)

21. Income tax

A 20% income tax rate is applied on the Company’s taxable profit in accordance with the Law “On

Income tax” of the Republic of Armenia (2016 - 20%).

2017 2016

AMD’000 AMD’000

Income tax reimbursement (706,234) 681,576
(706,234) 681,576
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For the year ended 31 December
Reconciliation of effective tax rate is as follows:

2017

2017 2016

AMD’000 % AMD’000 %
Profit before taxation (7,829,555) (1,066,280)
Income tax on defined rate (1,565,911) 20 (213,256) 20
Tax consequence of exchange (gain)/loss 771,128 (10) 770,482 (72)
Tax consequence of financial asset’s 1,691,408 (22)
impairment
Tax consequence of PPE’s impairment 17,321 (0.2)
Brought forward of previous years’ tax loss (1,525,100) 19
(Non-taxable)/non-deductible items, net (95,080) 1 124,350 (12)
Income tax expense/(reimbursement) and
effective tax rate (706,234) 9 681,576 (64)

22. Related party transactions

The Government of the Republic of Armenia owns 100 % of the

Company’s shares, hence all state

owned enterprises are considered related to the Company. The Company’s related parties include

also key management.

22.1 Controll
The company is controlled by the Government of the Repu
Ministry of Energy and Natural Resources.

22.2 Transactions with related parties

The following transactions between the related parties of
reporting year:

Shareholders

Accrual of interest expense

Redemption of interest accrued

Redemption of principal amount of borrowings
Other organizations under common control
Provision of services

Repayment of provided borrowings

Acquisition of services

Repayment of borrowings received

Reimbursement of income tax

blic of Armenia represented by the

Company were made during the

Year ended at Year ended at
31, December, 31, December,
2017 2016
__AMD’000  AMD’000

1,071,681 955,808
1,058,762 4,833,518

3,682,479
1,909 1,472
1,702
3,269,233 1,961,069
150,273

26,228
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As of As of
31 December, 2017 | 31 December, 2016
AMD’000 AMD’000

Loans and borrowings from Ministry of Finance of RA 115,076,282 112,519,349
Trade and other receivables - 26,753
Non-current financial assets 24,288 11,617,775
Trade and other payables 5,289,643 5,144,330
Other borrowings 4,593,490 4,593,490 |

22.3 Compensations to key management

During reporting period, the compensations to key management of the company are the following:

2017 2016

AMD’000 AMD’000
Salaries and other short-term reimbursements 16,871 6,825
16,871 6,825

23. Financial Instruments risks

The Company activities expose it to a variety of financial risks: market risk (including currency risk,

interest rate risk and other price risk), credit risk and liquidity risk. The Company does not employ
derivative instruments to hedge risk exposures.

23.1 Market risk

23.1.1. Price risk

Price risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate
because of changes in market prices (other than those arising from interest rate risk or currency
risk). The management assessed that the fair value of the financial assets and liabilities does not
materially different from their carrying value as at reporting date.

23.2 Credit risk

Credit risk is the risk the Company could incur financial losses resulted from the third parties
failure to discharge their obligations toward the Company. Credit risk arises from trade and other
receivables, borrowings provided requirements for financial institutions.

The impacted of credit risk is presented at following carrying amount of financial assets.

As of 31 As of 31
December 2017 December 2016
AMD’000 AMD’000
Non-current financial assets 24,288 8,386,514
Trade and other receivables 6,458,244 6,965,800
Bank balances 6,072,915 1,461,395
12,555,447 16,813,709

Trade receivables of the Company are mainly the receivables amounts from "Electric Networks of
Armenia” CJSC. The credit risk is acceptable for these trade receivables.

As at 31 December 2017, a provision has been created for old-aging debts in the amount of 410,154
thousand drams (As at 31 December 2016: 5,089,620 thousand drams).
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The information on the aging and uncollectible risk of trade and other receivables are presented in
note 8.

The credit risk of cash and cash equivalents is acceptable, as the contractual partners are
reputable banks.

23.3 Foreign currency risk

Currency risk is the risk that the fair value or future cash flows of a financial instrument will
fluctuate because of changes in foreign exchange rates. The transactions of the Company are
mainly implemented in Armenian drams. Company’s exposure to the currency risk relates to the
commercial transactions, expressed initially in a Japanese Yen, USD and EURO.
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As of 31 December 2017 the Company’s foreign currency assets/ (liabilities) are as follows:

Articles in foreign currency usb EUR JPY Rub GBP SEK Total
Financial assets
Cash and cash equivalents 449,845 47 110 450,002
Trade and other receivables 3,039,219 483,015 1,604 16,922 3,540,760
3,489,064 483,015 1,604 47 110 16,922 3,990,762
Financial liabilities
Loans and borrowings 12,682,781 1,252,511 102,543,971 116,479,263
Trade payables 560,119 8,276,971 . # 8,837,090
13,242,900 9,529,482 102,543,971 . = = 125,316,353
Net result (9,753,836) (9,046,467) (102,542,367) 47 110 16,922 (121,325,591)
As of 31 December 2016 the Company’s foreign currency assets/(liabilities) are as follows:
Articles in foreign currency usb EUR JPY Rub GBP SEK Total
Financial assets
Cash and cash equivalents 72,462 62 44 89 72,657
Trade and other receivables 1,183,740 880,489 19,349 690 74,327 2,158,595
1,256,202 880,551 19,349 734 B89 W 7432 2,231,252
Financial liabilities
Loans and borrowings 13,362,052 102,543,971 115,728,924
Trade payables 477,701 - 5 477,701
13,839,753 - 102,543,971 116,206,625
Net result (12,583,551) 880,551 (102,542,367) 734 89 74,327 (113,975,373)
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The following table presents the sensitivity of the Company financial results to the
increase/decrease of dram against the mentioned currencies by 5% (2016: 5%). The 5% is a
possible change based on the management’s assessment. The sensitivity analysis includes only
foreign currency monetary items and at the end of the period adjusts their exchange rate by 5%.

The 5% of inflation of the AMD against the mentioned currencies will have the following impact:

usD

EUR YEN RUB GBP SEK Total
AMD’000 AMD’000  AMD’000 AMD’000 AMD’000 AMD’000 AMD’000
Gain/(loss)  (487,692)  (452,323) (5,127,118) 2 6 846 (6,066,279)

The effect of the currency fluctuation is variable during the year depending on foreign currency

turnover volume. So above presented analysis is considered to be as a reflection of the company's
exposure to foreign exchange risk.

The following closing exchange rates are established by the RA Central Bank.

AMD
31.12.2017 31.12.2016 Appreciation/
AMD AMD (inflation)
USD rate is 484.1 483.94 (0.03 %)
EUR rate is 580.1 5252 (11.7%)
Yen rate is 42.99 41.41 (3.7%)

23.4 Liquidity risk

Liquidity risk is the risk that the Company will encounter difficulty in meeting obligations
associated with financial liabilities that are settled by delivering cash or another financial asset.
The repayments of borrowings and loan obligations in cash flow obligations are based on loan
schedule.

The Company finance department monitors liquidity of the Company to ensure enough cash
balances for operational activity following the approved annual cash budget of the Company.

The Company does not have derivative financial liabilities. The following table analysis the
Company non-derivative financial liabilities into relevant maturity groupings based on the
remaining periods at the reporting date to the contractual maturity date.

Maturity Periods
Non-derivative financial liabilities Up to 6 6-12 W ‘ b ol
months months
On procurements 28,707,388
Borrowings and loans 4,593,490 2,170,966 115,076,282
Total 33,300,878 2,170,966 115,076,282

24. Contingencies

24.1 Insurance

The Company does not have coverage for its facilities, business interruption, or third party liability
in respect of property or environmental damage arising from accidents on Company’s property or
relating to Company’s operations, except for third party liabilities arising from car accidents.
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24.2 Contingent liabilities and provisions

As at 31.12.2017 and date of signing these financial statements there were no litigations initiated
against the Company, but the Company started judicial process against “Vanadzor Qimprom” CJSC
and “Nairit plant” CJSC. The above-mentioned organizations are bankrupt.

24.3 Environmental matters

Management is of the opinion that the Company has met the Government’s requirements
concerning environmental matters and, therefore, believes that the Company does not have any
current material environmental liabilities. However, environmental legislation in Armenia is in

process of development and potential changes in the legislation and its interpretation may give rise
to material liabilities in the future.

25. Capital management

The Company manages its capital to ensure that it will be able to continue as going concerns.
The capital structure of the Company consists of borrowings (current and non-current liabilities)
and equity comprising issued capital, reserves and retained earnings.

The Company’s as capital-managed amounts are summarized below:

In thousand drams

As of 31 As of 31
December 2017 December 2016
Borrowings 121,840,738 120,704,645
Less: cash and cash equivalents (6,072,915) (1,461,395)
Net debt 115,767,823 119,243,250
Total equity 1,854,076 10,425,883
Ratio of Capital and Debt 2% 9%

26. Fair Value measurement disclosures

The following table sets out the assets and liabilities for which fair values are disclosed in the notes:

Fair value

Eirvaliig Significant
Item AMD’000 Valuation technique hierarchy level uno!:servable
inputs
Current
The carrying amount of
Borrowings 121,840,738  borrowings approximates its fair Level 3 N/A
values.
Current
Trada The carrying amount of short
. 6,458,244 term (less than 12 months) Level 3 N/A
receivables 3 y
trade receivables approximates
its fair values.
Current
Trade The carrying amount of short
payables 26,700,388 term (less than 12 months) Lewsl. 3 WA

trade payables approximates its
fair values.
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