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Translation of the auditors’ report issued in theeghian language

INDEPENDENT AUDITORS’ REPORT
To the Managing Board of the Public Utility “Elektr omreza Srbije,” Beograd

We have audited the accompanying financial statésn@age 4 to 31) of the Public Utility “Elektrondiee
Srbije,” Beograd (hereinafter: the “Company”) whimbmprise the balance sheet as of December 31, 2007
and the related income statement, statement ofgelsain equity and cash flow statement for the yleam
ended, and a summary of significant accountingcjdi and other explanatory notes. The financial
statements for the year ended December 31, 2006 avetited by another auditor whose report dated Jun
26, 2007 expressed a qualified opinion due totfeett the auditor did not physically observe thesimory
count at December 31, 2005 the inability to detaenrthe impairment of property, plant and equipmast,
well as the non-existence of long-term provisiamsrétirement and other employee benefits.

Management’'s Responsibility for the Financial Statets

The management is responsible for the preparatidinfair presentation of these financial statemants
accordance with the accounting regulations of thepuRlic of Serbia. This responsibility includes:
designing, implementing and maintaining internaitool relevant to the preparation and fair prestsma
of financial statements that are free from matanastatement, whether due to fraud or error; selgc
and applying appropriate accounting policies; araking accounting estimates that are reasonableein t
circumstances.

Auditors’ Responsibility

Our responsibility is to express an opinion on ¢hisancial statements based on our audit. We aiadu
our audit in accordance with International Standamd Auditing and the Law on Accounting and Audijtin
of the Republic of Serbia. Those standards reghaewe comply with ethical requirements and plad a
perform the audit to obtain reasonable assuranaths&hthe financial statements are free from melteri
misstatement.

An audit involves performing procedures to obtaidiaevidence about the amounts and disclosuréin
financial statements. The procedures selected deperihe auditor’s judgment, including the assessme
of the risks of material misstatement of the finahstatements, whether due to fraud or error. &kimg
those risk assessments, the auditor considersatteontrol relevant to the entity's preparationl dair
presentation of the financial statements in ordedésign audit procedures that are appropriatéién t
circumstances, but not for the purpose of exprgsamopinion on the effectiveness of the entitytsrnal
control. An audit also includes evaluating the appiateness of accounting policies used and the
reasonableness of accounting estimates made by gemeat, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtamedfficient and appropriate to provide a basisour
audit opinion.
(Continued)



Translation of the auditors’ report issued in theeghian language

INDEPENDENT AUDITORS’' REPORT
To the Managing Board of the Public Utility “Elektr omreZa Srbije,” Beograd (Continued)
Basis for Qualified Opinion

The Company did not assess and provide evidentstsf for impairment of certain assets as of Deeemb
31, 2007, i.e., whether the recoverable amountiofi @issets is less than its carrying amount predent
the financial statements, in accordance with th& 86 “Impairment of AssetsIn the course of 2008, the
Company engaged an independent appraiser to vatyeny, plant and equipment. As of the issuance
date of this report, the valuation was still in gness. Accordingly, we were unable to satisfy dueseas

to the effects contingent on the aforementionedapal on the Company's financial statements pegpar
for the year ended December 31, 2007.

As disclosed in Note 3.4 to the financial statersgtite Company did not perform actuarial valuation
order to determine the present value of employaesumulated entitlements to retirement benefits and
jubilee awards, as required under IAS 19 “EmploBemefits.” As a result, the respective provisions
included in the Company'’s financial statementsZ007 were not calculated in accordance with IAS 19.
Accordingly, we could not satisfy ourselves ashe potential effects thereof on the Company’s faign
statements for the year ended December 31, 2007.

Qualified Opinion

In our opinion, except for the effects on the ficiahstatements of the matters referred to in tteegding
paragraphs, the accompanying financial statememtsept fairly, in all material respects, the finahc
position of the Company as of December 31, 200d, ienfinancial performance, changes in equity and
cash flows for the year then ended, in accordanitle thhe accounting regulations of the Republic of
Serbia.

Emphasis of Matter
Without further qualifying our opinion, we draw exttion to the following matters:

a) As disclosed in Note 2.1 to the financial stateragetitese financial statements include only the
receivables, payables, results of operations, awing equity and cash flows of the Company,
without those of its subsidiaries: Elektroistok zghadnja d.o.0., Beograd and Elektroistok —
Projektni biro d.o.o., Beograd. Equity investmeimtssubsidiaries are recognized at cost in the
accompanying financial statements. The Company'saaated financial statements provide a
better insight into the Company’s financial positidAccording to the Law on Accounting and
Auditing (Official Gazette of the Republic of Sabno. 46 of June 2, 2006), the Company is
under obligation to prepare the consolidated firratatements and submit them to the National
Bank of Serbia, Center for Creditworthiness Assesgrhy the end of April 2008.

b) As disclosed in Note 16 to the financial statemetfits Company is in the process of registration
its rights of use over the property assumed froenRhblic Enterprise “Elektroistok,” as well as
other entities within the Public Enterprise — HiecPower Industry of Serbia. As of this report
issuance date, the aforementioned rights areveslied in these public enterprises.

(Continued)



Translation of the auditors’ report issued in theeghian language

INDEPENDENT AUDITORS’ REPORT
To the Managing Board of the Public Utility “Elektr omreZa Srbije,” Beograd (Continued)
Emphasis of Matter (Continued)

c) As disclosed in Note 2 to the financial statetegthe accompanying financial statements were
prepared by applying the IASs which were in effegiof December 31, 2002 and the accounting
regulations of the Republic of Serbia based on theme Company’s management assesses IASs,
IFRSs and interpretations the application of whigs prescribed pursuant to the February 12,
2008 Decision enacted by the Minister of Financettef Republic of Serbia and once the
standards and interpretations with reference t&€Cmpany’s activities have been established, the
Company intends to apply them in preparing thenfoie statements for the period beginning
January 1, 2008. With regards to the provisionstainad in the newly-adopted and amended
standards and interpretations which relate to fipdiation date and the provisions with reference
to the disclosure of comparative figures, uponrtlagioption and application by the Company,
certain reclassification of data presented in tbeompanying financial statements for the year
2007 might be required, as these will be used agpaaative figures in the Company’s financial
statements for the year 2008.

Belgrade, May 8, 2008

Miroslav Torti¢
Certified Auditor



INCOME STATEMENT
Year Ended December 31, 2007
(thousands of RSD)

OPERATING INCOME
Sales

Own work capitalized
Other operating income

OPERATING EXPENSES

Cost of commercial goods sold

Cost of materials

Staff costs

Depreciation, amortization and provisions
Other operating expenses

Profit from operations
Finance income
Finance expenses

Other income
Other expenses

PROFIT BEFORE TAXATION

Income taxes
Deferred tax expense

NET PROFIT

PUBLIC UTILITY “ELEKTROMREZA SRBIJE”

Audited
by another
Auditor
Note 2007 2006
5 5,566,329 4,678,889
28,001 27,298
6 133,313 184,805
5,727,643 4,890,992
(4,038) (3,601)
7 (335,936) (305,475)
8 (1,382,889) (1,292,781)
(1,826) (1,840,558)
10 (1,012,395) (675,231)
(4,585,284)  (4,117,646)
1,142,359 773,346
11 535,639 1,118,249
12 (501,902) (532,425)
13 262,685 108,146
14 (1,165,006) (590,408)
273,775 876,906
15 (28,285) (29,971)
15 15,928 109,428
261,418 956,363

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

The financial statements of the Public Utility “Eteomreza Srbije” were approved by the managemeat a
submitted to the National Bank of Serbia on Felyr@a; 2008.

Signed on behalf of the Company:

Milo$S Milankovi¢ Jovan Eimovi¢

General Manager

Chief Financial Officer

Mirjana Krstit
Head of dwating

Translation of the auditors’ report issued in theegbian language



BALANCE SHEET
As at December 31, 2007
(thousands of RSD)

ASSETS

Non-current assets

Intangible assets

Property, plant and equipment
Equity investments

Long-term financial placements

Current assets

Inventories

Accounts receivable

Short-term financial placements
Cash and cash equivalents

Value added tax and prepayments

Total assets

EQUITY AND LIABILITIES
Equity

State-owned capital

Other capital

Retained earnings
Accumulated loss

Long-term provisions

Non-current liabilities

Long-term borrowings

Other long-term liabilities

Current liabilities

Short-term financial liabilities

Accounts payable

Value added tax and other duties payable
Other current liabilities and accruals

Deferred tax liabilities

Total equity and liabilities

OFF-BALANCE SHEET ITEMS

PUBLIC UTILITY

ELEKTROMREZA SRBIJE”

December 31, December 31,

Notes 2007 2006
16 40,558 38,455
16 40,885,607 39,709,690

17 105,017 141,080
18 1,432,075 1,629,028
42,463,257 41,518,253

19 505,096 453,201
20 1,558,191 941,548
21 1,287,820 245,507
22 323,283 1,401,917

23 175,636 85,940
3,850,026 3,128,113

46,313,283 44,646,366

24 30,506,506 30,506,506
24 33,582 33,582
24 337,216 956,363
24 - (544,900)
30,877,304 30,951,551

25 64,700 89,624
26 7,859,086 6,605,159
27 1,642,320 1,242,178
9,501,406 7,847,337

28 1,143,881 880,766
29 646,128 714,706
30 36,138 102,210

31 2,032,66 2,033,182
3,858,811 3,730,864

15 2,011,062 2,026,990
46,313,283 44,646,366

33 6,027,451 6,078,074

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

Translation of the auditors’ report issued in theegbian language



PUBLIC UTILITY “ELEKTROMREZA SRBIJE”

STATEMENT OF CHANGES IN EQUITY
Year Ended December 31, 2007

(thousands of RSD)

Balance, January 1, 2006
Increase in capital
Profit for the year

Balance, December 31, 2006

Balance, January 1, 2007
Opening balance adjustment
Restated opening balance

Profit for the year

State-Owned Other

Retained Accumulated

Dividends paid to shareholders - -
Profit allocated to severance pays
pursuant to the Managing Bo:i

Decision

Loss absorption

Balance, December 31, 2007

Capital Capital Earnings Loss Total
30,386,828 33,582 - (544,900) 29,875,510
119,678 - - - 119,678
- - 1,127,400 - 1,127,400
30,506,506 33,582 1,127,400 (544,900) 31,122,588
30,506,506 33,582 1,127,400 (544,900) 31,122,588
- - (171,037) - (171,037
30,506,506 33,582 956,363 (544,900) 30,951,551
- - 261,418 - 261,418
(291,250) - (291,250
- - (44,415) - (44,415
- - (544,900) 544,900 -
30,506,506 33,582 337,216 - 30,877,304
The accompanying notes form an integral part of
these financial statements.
Translation of the auditors’ report issued in theegbian language



PUBLIC UTILITY

CASH FLOW STATEMENT
Year Ended December 31, 2007
(Thousands of RSD)

CASH FLOWS FROM OPERATIONS
Cash provided by operating activities
Cash receipts from customers

Interest received

Other receipts from operating activities

Cash used in operating activities

Cash paid to suppliers

Cash paid to and on behalf of employees
Interest paid

Income taxes paid

Other duties paid

Net cash provided by /(used in) operating actigitie

CASH FLOWS FROM INVESTING ACTIVITY
Cash provided by investing activities

Sale of shares and equity investments (net inflows)
Sale of intangible assets

Interest received

Dividends received

Cash used in investing activities

Purchase of intangible assets, property, planteguibment
Other financial placements (net outflows)

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITY

Cash used in financing activities

Long- and short-term loans and other liabilitiest(outflows)
Dividends paid

Net cash used in financing activities

NET CASH (DECREASE)/INCREASE

CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR
Foreign exchange gains and losses on translation

CASH AND CASH EQUIVALENTS, END OF YEAR

“ELEKTROMREZA SRBIJE”
2007 2006
5,537,259 5,100,880
5,263,834 4,823,524
259,098 160,823
14,327 116,533
(3,647,755)  (2,985,527)
(1,140,215)  (1,533,815)
(1,459,778 (849,164)
(208,813) (213,736)
(28,270) -
(810,679) (368,812)
1,889,504 2,115,353
29,777 1,997
380 -
431 1,997
25,466 -
3,500 -
(2,436,186) (815,515)
(1,391,018) (815,515)
(1,048)16 -
(2,406,409) (813,518)
(550,912) (335,059)
(259,662) (335,059)
(291,250) -
(550,912) (335,059)
(1,067,817) 966,776
1,401,917 579,837
(10,817) (144,696)
323,283 1,401,917

The accompanying notes form an integral part of

these financial statements.
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PUBLIC UTILITY “ELEKTROMREZA SRBIJE”

NOTES TO THE FINANCIAL STATEMENTS
December 31, 2007
All amounts are expressed in thousands of RSDssinlherwise stated

1. ACTIVITY

Pursuant to Article 171, paragraph 1 of the Enéagy (“Official Gazette of RS,” number 84/04), the
Government of the Republic of Serbia enacted adi@chumber 023-397/2005-1 on establishment
of the Public Utility “Elektromreza Srbije” (hereifter: the “Company”) involved in electricity
transmission and transmission system operatiotiieatneeting held on January 27, 2005 (“Official
Gazette of RS,” number 12/2005).

The RS Government's Decision on the Company’s ksitebent stipulates that the instruments of
labor and establishment are comprised of the agsdtBabilities contributed by the Public Entespri

— Electric Power Industry of Serbia (“Javno predezZglektroprivreda Srbije,” hereinafter: “JP EPS”)
as initial investments upon the establishment®Rhblic Enterprise “Elektroistok,” Beograd, aslwel
as assets and liabilities which this enterpriseuiagsg in its business activities. These assets and
liabilities are determined in the balance sheef &=cember 31, 2004.

The Company was entered in the Business Registsngmt to the Decision executed by the Serbian
Business Registers Agency number BD 80469/2005 relljethe conditions necessary for the
commencement of the Company'’s activities were edgatarting July 1, 2005 in accordance with the
Decision on Establishment.

The Company’s name is: the Public Utility “Elektraba Srbije” (“Javno preduée Elektromreza
Srbije”) or the abbreviated name: “JP EMS, Beograd.

The Company is domiciled in Belgrade at the st&detess Kneza MiloSa number 11.
The Company'’s registration number is 20054182 tniduk identification number is 103921661.
Activity

The Company’s principal activity is the transmissiof the entire available electricity to the
distribution areas, transmission system operatiohoaganizing the electricity market.

The Company is in possession of the license nagessperform the electricity-related activities:

1. The trade in electricity for the purpose of suppigrket, number 312-277/2006- L-I,
2. Trade in electricity for the purpose of managinecticity market 312-278/2006- L-I
3.  Trade in electricity for the purpose of organiaatof electricity market 312-58-2006-L-1

Ownership Structure —The assets used by the Company are state-ownedvdrth of state capital
recognized in the amount of assets made availaltfeetCompany, as adjusted for the amounts of the
realized net profit and loss (the principle of preation of financial capital).

Company’s Management- is comprised of the Managing Board consistingdomembers, the
Supervisory Board of 5 members and General Managpointed by the RS Government. In the
Company’s headquarters located in Belgrade, theze3aDivisions and 5 Sectors. Company’s
management in 2007, is comprised of the 6 emptoyeaccordance with Managing Board: General
Manager, procurator of General Manager, managéegartment for transfer of electricity, manager
of Department for managing electricity market, nggraof Department for managing transfer
system, manager of Department for electricity miavkarks, procurator of manager of Department
for managing electricity market.

Translation of the auditors’ report issued in theegbian language 8



PUBLIC UTILITY “ELEKTROMREZA SRBIJE”

NOTES TO THE FINANCIAL STATEMENTS
December 31, 2007
All amounts are expressed in thousands of RSDssinlherwise stated

2.1

ACTIVITY (Continued)

Managing Board — by means of its decisions, it ensures the egadiz of all targets defined in the
Company’s Statutes and is responsible for the @ehient of technical, technological and economic
unity of the electricity system.

Supervisory Board — exercises supervision over the Company’s opastand work, reviews the
annual reposts, calculations and proposals foitplisfribution.

General Manger— represents and acts in the name of the Compagsnizes and manages the work
process and coordinates the business activitifseo€Company; he is answerable for the regulatory
compliance, proposes the basis for the businessigglthe operation programs and development
plans to the Managing Board, executes the decisioasted by the Managing Board.

At Decemebr 31, 2007, the Company had 1,331 emgl{iyecember 31, 2006: 1,379 employees).

BASIS OF PREPARATION AND PRESENTATION OF THE FIN ANCIAL
STATEMENTS

Basis of Preparation and Presentation of Financiabtatements

Pursuant to the Law on Accounting and Auditing {€& Gazette of the Republic of Serbia no.
46 of June 2, 2006), legal entities and enterpiilsearporated in Serbia are required to maintain
their books of account, to recognize and valuetass®d liabilities, income and expenses, and to
present, submit and disclose financial statement®iformity with the prevailing legislation and
professional rules which include: the Frameworktfa Preparation and Presentation of Financial
Statements (the “Framework”), International Accangt Standards (IAS) and International
Financial Reporting Standards (IFRS), as well as ithlated interpretations representing an
integral part of these standards.

Pursuant to its Decision numbered 011-00-738-2A08f0December 30, 2003, the Republic of
Serbia Ministry of Finance determined and issuedRtamework and IAS that were applied as of
December 31, 2002, and upon which both the prevaodsthe newly-enacted Law on Accounting
and Auditing were based.

The amendments to the IAS, as well as the newlyeddFRS and the related interpretations
issued by the International Accounting StandardarB@nd the International Financial Reporting
Interpretations Committee, upon the aforementiotiaid, were officially adopted pursuant to a
Decision enacted by the Ministry of Finance of fRepublic of Serbia with reference to the
issuance of International Financial Reporting Stadd (number 401-00-11/2008-16) and
published in the Official Gazette of the RepublicSerbia number 16 of February 12, 2008 and,
therefore could not be applied in the preparatibthe accompanying financial statement of the
Company for the year 2007.

The Company’s management assesses the standariidesipcetations the application of which is
required under the February 12, 2008 Decision efMiinistry of Finance, and once the standards
and interpretations relevant to the Company’s as/have been adopted, intends to apply them
in the preparation of the financial statementdtierperiod beginning January 1, 2008.

In accordance with the aforementioned, and wittardg to the potentially material effects of the
departures of the accounting regulations of theuRkp of Serbia and IAS, in effect as of
December 31, 2002 (officially published and whoggpliaation was legally prescribed in the
Republic of Serbia prior to February 12, 2008)nfrthe newly-issued IFRS and amended IAS,
the accompanying financial statements cannot beritbesl as having been prepared in accordance
with IFRS and IAS.

Translation of the auditors’ report issued in theegbian language 9



PUBLIC UTILITY “ELEKTROMREZA SRBIJE”

NOTES TO THE FINANCIAL STATEMENTS
December 31, 2007
All amounts are expressed in thousands of RSDssinlherwise stated

2.1.

2.2.

3.1.

BASIS OF PREPARATION AND PRESENTATION OF THE FIN ANCIAL
STATEMENTS (Continued)

Basis of Preparation and Presentation of Finaral Statements (Continued)

In addition, the accompanying financial statemets presented in the format prescribed under
the “Guidelines on the Prescribed Form and Contérthe Financial Statements of Enterprises,
Cooperatives and Entrepreneurial Ventures” (Offidazette of the Republic of Serbia, no. 114
of December 22, 2006). Such statements representdmplete set of financial statements as
defined under the law, which differ from those defi under the provisions of IAS 1,
“Presentation of Financial Statements” and differsome respects, from the presentation of
certain amounts as required under the aforememntistaandard.

In the preparation of the accompanying financiateshents, the Company has adhered to the
accounting policies described in Note 3 which areconformity with the accounting and tax
regulations prevailing in the Republic of Serbia.

The Company’s financial statements are stated anghnds of dinars (RSD). The dinar is the
official reporting currency in the Republic of Sexb

These financial statements include only the retdés payables, results of operations, changes in
equity and cash flows of the Company, without thok#s subsidiaries: Elektroistok — Izgradnja
d.o.o., Beograd and Elektroistok — Projektni bir@.d., Beograd. According to the Law on
Accounting and Auditing, the Company is under cdign to prepare consolidated financial
statements and submit them to the National BankSefbia, Center for Creditworthiness
Assessment by the end of April 2008.

Use of Estimates

The presentation of the financial statements reguirom the Company’s management to make
best estimates and reasonable assumptions that: effie assets and liabilities amounts, the
disclosure of contingent liabilities and receivables of the date of preparation of the financial
statements, as well as the income and expensdsgadaring the accounting period. These
estimations and assumptions are based on informatiailable to us, as of the date of preparation
of the financial statements. However, actual resulay vary from these estimates.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies applied to fireparation of these financial statements are
presented in the text hereunder.

Revenues

Revenue is measured at the fair value of the ceraidn received or receivable, when such
amount of revenue can be measured reliably, netptrade discounts and value added tax.

Revenues associated with the sale of electricihg transmission system operation and
organization of the electricity market are recogdiin the period in which such activities are
realized.

Interest income is credited the income statemetitéraccounting period to which it relates.

Translation of the auditors’ report issued in theegbian language 10



PUBLIC UTILITY “ELEKTROMREZA SRBIJE”

NOTES TO THE FINANCIAL STATEMENTS
December 31, 2007
All amounts are expressed in thousands of RSDssinlherwise stated

3.2.

3.3.

3.4.

3.5.

3.6.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont inued)
Effects of Foreign Currency Translation

Monetary and non-monetary items of assets anditiabidenominated in foreign currencies are
translated into euros at the official exchangesratevailing on the Interbank Market, at the date
of each transaction. As of the financial statemgnéparation date, monetary items are presented
at the average exchange rate, while adjustmenteapgnized in the income statement.

Cost of Borrowings
Borrowings are recognized as an expense when gduregardless of their use.
Employee Benefits

Employee compensation, as well as all types of fiterthat the Company provides to employees
pursuant to the Collective Bargaining Agreement labdr agreement, are recognized as expenses
of the period in which the employee worked, and as liabilities, upon the deduction of each
amount that has already been paid.

Pursuant to the effective collective bargainingeagnent, the Company is obligated to pay a
severance payment either in an amount equal to rhiéitnal, monthly salaries earned in the

Company in the month preceding the severance paymenth, or in the amount set by the

relevant law, whichever is more favorable for engpk. Pursuant to the Labor Law (Official

Gazette of the Republic of Serbia, No. 24 as ofdat5, 2005 and 61/05), the Company is
obligated to settle the severance payments amautdinat least, 3 average salaries. In addition,
the Company is liable to discharge anniversary dsvdor 10, 20 and 30 years of continued
service with the Company, where the aforementioaediversary awards are payable in the
amount of 0.56, 1.12 and 1.67 monthly salariesezhin the Company paid for the three months
preceding the anniversary award.

The Company did not perform the actuarial valuatidrthe present value of these legal and
statutory obligations of the Company and theretbeerespective provisions are not included in
the accompanying financial statements.

Provisions

Provisions for pending litigations are charged tpenses in accordance with the management’s
best estimates of the expenditures required tiesmtth obligations.

Donations
The value of donated assets is initially recordeddeferred income from donations, presented
under liabilities in the balance sheet, and subseily is credited to the income statement in the

period in which the costs related to the consumpticthe donated assets are recognized.

The cash donations that cover one accounting penmdare intended to cover the Company’s
expenses, or to increase its income, are recogag@ittome when received.

Translation of the auditors’ report issued in theegbian language 11



PUBLIC UTILITY “ELEKTROMREZA SRBIJE”

NOTES TO THE FINANCIAL STATEMENTS
December 31, 2007
All amounts are expressed in thousands of RSDssinlherwise stated

3.

3.7.

3.8.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont inued)

Taxes and Contributions
Current Income Taxes

Current income tax represents an amount that ispated and paid in accordance with the
effective Republic of Serbia Income Tax Law.

In the Republic of Serbia, income tax is payablthatrate of 10% on the tax base reported in the
annual corporate income tax return as reduced Byapplicable tax credits. The taxable base
stated in the income tax return includes the psifitwn in the statutory statement of income, as
adjusted for differences that are specifically gedi under statutory tax rules.

The tax regulations effective in the Republic oftf do not envisage that any tax losses of the
current period be used to recover taxes paid withspecific carryback period. However, any

current year losses may be used to reduce or @imiaxes to be paid in future periods, but only
for duration of no longer than ten ensuing years.

Deferred Income Taxes

Deferred tax liabilities are recognized in the amtoof future income tax liabilities arising from
the difference between the carrying value of prgpgrlant and equipment and their value (cost)
as recognized in the corporate tax return. Thegenarother temporary differences arising from
the difference between the tax base of receivabridgpayables and their carrying value.

Deferred tax assets are recognized for all dedectdmporary differences, and the tax effects of
income tax losses and credits are available fawyfmaward, to the extent that it is probable that
taxable profit will be available, against which teductible temporary differences and the tax
loss/credits of the carryforwards can be utilized.

Indirect Taxes and Contributions

Indirect taxes and contributions include propedyets and various other taxes and contributions
paid in accordance with republic and municipal laws

Fair Value

In the Republic of Serbia, sufficient market expede, stability and liquidity do not exist for the

purchase and sale of financial assets or lialslitier which published market information is

neither readily, nor reliably available. Accordipgfair value cannot readily be determined in the
absence of an active market, as required under.IFRBe opinion of management, the reported
carrying amounts are the most valid and useful neyp values under the present market
conditions. For the purposes of the determinatiofaio value, future cash flows are discounted to
the net present value, by applying a discount eagal to the contractual interest rate, which
equalizes the net present value and nominal vé&lneallowance is recognized in the amount of
the estimated risk that the carrying value of tbeeawill not be realized.

Translation of the auditors’ report issued in theegbian language 12



PUBLIC UTILITY “ELEKTROMREZA SRBIJE”

NOTES TO THE FINANCIAL STATEMENTS
December 31, 2007
All amounts are expressed in thousands of RSDssinlherwise stated

3.9.

3.10.

3.11.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont inued)
Property, Plant and Equipment

ltems of plant and equipment shall be initially swad at its cost. The cost of an item of
property, plant and equipment comprises its puehaice, including import duties and non-

refundable purchase taxes, after deducting tradeodnts and rebates any costs directly
attributable to bringing the asset to the locationl condition necessary for it to be capable of
operating in the manner intended by management. ildms of self-constricted assets are
recognized at cost, on condition that it does maeed the market value. The item received as
donation is recognized at fair value and is statedeferred donation income.

The borrowing costs incurred during the periodia@fcing the acquisition of intangible assets are
recognized as expenses.

Additional investments or improvements made to progpand equipment, whose objective is to
extend the useful life of assets, or to increasectipacity of equipment, or the quality of products
or are related to the adoption of new productioocesses and thus considerably decrease the
operation costs, also increase the carrying valseich assets.

The gain or loss arising from on the sale or diapo$ an item of property, plant and equipment
shall be determined as the difference between d¢helisposal proceeds, if any, and the carrying
amount of the item.

Depreciation and Amortization

Property, plant, equipment and intangible assetsdapreciated and amortized over their useful
life.

The estimated useful lives and depreciation ratese for the major classes of property, plant and
equipment are as summarized below:

Rate %
Buildings 1.50% - 2.00%
Equipment for substations 4.00% - 5.56%
Overhead lines 2.86% - 4.00%
Vehicles 14.30%

The amortization and depreciation period and rateserified at each accounting period end.
Intangible Assets

Intangible assets are stated at cost. After inidabgnition, intangible assets are stated at tess,
accumulated amortization and any impairment losses.

The amortization of intangible assets is computed straight-line basis in order to fully write off
the cost of the assets over their estimated ufigd. The applied amortization rates amounts to
20.00%.

The amortization period and method are reviewdHeaend of each reporting year.
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PUBLIC UTILITY “ELEKTROMREZA SRBIJE”

NOTES TO THE FINANCIAL STATEMENTS
December 31, 2007
All amounts are expressed in thousands of RSDssinlherwise stated

3.

3.12.

3.13.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont inued)
Inventories

Inventories shall be measured at the lower of andtnet realisable value.

The cost of inventories shall be assigned by ugiagveighted average cost formula.

Cost includes purchase value, import duties anération-refundable taxes, transport, handling
and other expenses directly attributable to inveesoacquisition, as decreased for trading
discounts, rebates and similar items. The netz&alé value is the price at which inventories may
be realized throughout the normal course of busiregter allowing for the costs of realization.

Provisions charged to “Other expenses” are madeendygpropriate in order to reduce the value
of inventories to the management’s best estimateeif realizable value, i.e., based on the
documented decrease in the realizable value ohiovies.

Financial Instruments

Financial assets and financial liabilities or eguitstruments are recognized in the Company's
balance sheet on the date upon which the Compatynies a counterparty to the contractual
provisions of a specific financial instrument.

Financial assets cease to be recognized when thp&ty loses control of the contractual rights
governing such instruments, which occurs when itjets of use of such instruments have been
realized, expired, abandoned, and/or ceded. Fiahliabilities cease to be recognized when the
Company fulfills the obligations, or when the cawtual repayment obligation has either been
cancelled or has expired.

Long-term Financial Placements

Long-term financial placements comprise the equityestments in subsidiaries and related
parties, as well as commercial banks. The equiydtments in subsidiaries are stated at cost
which represents the fair value of the considenapiaid. Equity investments in other related
parties are stated at cost in the amount of investsrmade.

Accounts Receivable

Accounts receivable are stated at their nominaleslas reduced by the appropriate allowances
for estimated irrecoverable amounts. The Compatgulzes impairment of receivables for all
accounts receivable more than 60 days past duefdrethe receivables which are not collected
until the final date set for the bringing in thedimn currency in the country. The Company makes
allowance for impairment of receivables from legatities towards which the liabilities exist on
various grounds.

Financial Liabilities

Financial liabilities are stated at nominal valag,ncreased by the amount of interest expense as
defined under the respective contracts.

Accounts Payable

Accounts payable are stated at the amount of gludiements received.
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PUBLIC UTILITY “ELEKTROMREZA SRBIJE”

NOTES TO THE FINANCIAL STATEMENTS
December 31, 2007
All amounts are expressed in thousands of RSDssinlherwise stated

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont inued)
3.14. Fees for Electricity Transmission and Transngision System Operation

With a view to improve the economic relations ammfficial trends, the Agreement was closed
between the Company and JP EPS for the year 20@¢hwegulates the criteria and level of
prices of electricity transmission and transmisssgatem operation, as well as the manner and
time schedules for the settlement of services nentle

4. ERROR CORRECTION

The Company restated the balance of its accumulzded disclosed in the balance sheet as of
December 31, 2006 for the amount of understatechiectaxes for the year 2006 for the amount
of RSD 2,989 thousand and for the amount of ineradsdeferred tax liabilities in the amount
RSD 168,049 thousand based on the status change.

5. SALES
Year Ended December 31,
2007 2006
Revenues from electricity transmission, transmissigstem
operation and capacity allocation 5,508,989 4,654,254
Other revenues from the sale of products and ssvic 57,340 24,635

5,566,329 4,678,889

6. OTHER OPERATING INCOME
Year Ended December 31,
2007 2006
Income from donations 113,445 83,956
Income from insurance claims 8,703 86,843
Other operating income 11,165 14,006
133,313 184,805
7. COST OF MATERIALS
Year Ended December 31,
2007 2006
Materials 133,196 138,692
Spare parts 57,837 45,373
Smalls tools and fixtures 35,044 36,125
Office equipment and other materials 48,894 29,392
Fuel and energy 60,965 55,893
335,936 305,475
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NOTES TO THE FINANCIAL STATEMENTS

December 31, 2007
All amounts are expressed in thousands of RSDssinlherwise stated

8.

10.

STAFF COSTS

Gross salaries and compensations

Costs of service agreements
Author’s right fees

PUBLIC UTILITY “ELEKTROMREZA SRBIJE”

Year Ended December 31,

2007

2006

1,066,647 1,005,617
Taxes and contributions on salaries paid by employe 202,310

Considerations paid to private individuals based on

other contracts

Remunerations to the Management and Supervisory

Board members

Business trip fees and prediems

Other staff costs

182,811

262 99

391 695
5,091 579
8,028 4,117
57,246 52,567
42,914 46,296
1,382,889 1,292,781

DEPRECIATION, AMORTIZATION AND PROVISIONS

Depreciation and amortization

Provisions for litigations (Note 25)

OTHER OPERATING EXPENSES

Transport

Maintenance

Rentals

Fair exhibition

Marketing and advertising
Cost of research

Other non-material services
Other non-production services
Entertainment

Insurance premiums

Bank charges

Taxes

Membership fees

Other

Year Ended December 31,

2007 2006
1,799,070 1,775,867
50,956 64,691
1,850,026 1,840,558

Year Ended December 31,

2007 2006
79,509 39,775
302,514 231,108
7,798 3,922
404 12

5 4,161

1,163 1,757
181,453 90,446
104,833 19,063
13,238 14,570
146,482 126,969
4,724 4,126
156,499 131,737
6,613 4,180
7,160 3,405
1,012,395 675,231
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PUBLIC UTILITY “ELEKTROMREZA SRBIJE”

NOTES TO THE FINANCIAL STATEMENTS
December 31, 2007
All amounts are expressed in thousands of RSDssinlherwise stated

10. OTHER OPERATING EXPENSES (Continued)

The cost of other non-material services in the amhaf RSD 181,453 thousand relate to the
transmission services rendered in accordance iR CBT Clearing and Settlement Agreement
(hereinafter: the “CBT Agreement”), signed by argtween the companies domiciled in the
Southeast Europe, as well as services rendereletaelated party - Electricity Coordinating
Center (Elektrokoordinacioni centar d.0.0.).

The costs of non-production services of RSD 104,88R%isand relate to the consultant fees

arising from the Electric Power Emergency Recomsimn Project from 2007.

11. FINANCE INCOME
Year Ended December 31,

2007 2006
Finance income from the parent and subsidiaryiestit 3,500 -
Interest received 359,254 208,589
Foreign exchange gains 37,060 906,325
Foreign currency clause gains 134,747 -
Other finance income 1,078 3,335

535,639 1,118,249

12. FINANCE EXPENSES
Year Ended December 31,

2007 2006

Interest expenses 378,561 304,661
Foreign exchange losses 22,620 215,465
Foreign currency clause losses 59,895 -
Other finance expenses 40,826 12,299
501,902 532,425

Interest expenses relate to the interest accruddngaterm loans in the amount of RSD 375,849
thousand and interest expenses relating to théedste of taxes and contributions payable in the
amount of RSD 1,581 thousand.

Other finance expenses relate to the fees arisimg the loan approved by the European Bank for
Reconstruction and Development.
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PUBLIC UTILITY “ELEKTROMREZA SRBIJE”

NOTES TO THE FINANCIAL STATEMENTS
December 31, 2007
All amounts are expressed in thousands of RSDssinlherwise stated

13. OTHER INCOME
Year Ended December 31,

2007 2006
Gains on the sale of intangible assets, property,
plant and equipment 1,119 6,928
Gains on the sale of equity investments and long-
term securities 269 -
Proceeds from the sale of material 13,363 80
Surpluses 23,646 592
Collected receivables previously written off 169 -
Write-off of liabilities 219 -
Release of long-term provisions 74,175 14,887
Gains on remeasurement of long-term financial
placements and securities available-for-sale 738, -
Inventory count surpluses 979 -
Income from reconciliation of receivables and
short-term financial placements 11,727 2,613
Rentals 2,337 -
Income arising from the final CBT
calculation for 2006 104,495 -
Penalty due from JP EPS 14,519 -
Reschedule of income due from JP EPS - 36,099
Foreign currency loan reschedule - 33,318
Other income 8,930 13,629
262,685 108,146

14. OTHER EXPENSES
Year Ended December 31,

2007 2006

Loss on sale and disposal of intangible assetpgpty, plant
and equipment 104,166 87,267
Shortages 10,181 90
Direct write-off of receivables 115 469
Loss on disposal of inventories of material anddgoo 490 2,469
Other not mentioned expenses 19,580 9,176
Impairment of property, plant and equipment - 2,168
Impairment of inventories of materials and goods - 2,938
Impairment of receivables and short-term finanplatements 965,991 209,439
Other expenses 64,483 276,392
1,165,006 590,408

Impairment of receivables relates to the receivallee from the Public Enterprise - Electric

Power Industry of Serbia (“JP EPS”) arising frone thccess to and the use of transmission
network, which are more than 60 days past due anduat to RSD 422,566 thousand, the
allowance for impairment of receivables from JP E®#&ing from 2007 incurred on the grounds
of CBT Agreement in the amount of RSD 372,511 thods the allowance for impairment of

receivables from JP EPS associated with the accpeedlty of RSD 151,360 thousand and
impairment of other receivables of RSD 19,554 thods
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PUBLIC UTILITY “ELEKTROMREZA SRBIJE”

NOTES TO THE FINANCIAL STATEMENTS
December 31, 2007
All amounts are expressed in thousands of RSDssinlherwise stated

15.

INCOME TAXES

a) Components of Income Tax
Year Ended December 31,

2007 2006

Current income taxes (28,285) (29,971)
Deferred income taxes 15,928 109,428
(12,357) 79,457

b) Numerical reconciliation between the tax expensand the product of accounting results
multiplied by the applicable tax rate

2007 2006
Profit before taxation 273,775 876,907
Income tax at the statutory tax rate of 10% 27,378 87,691
Net capital losses 6,840 -
Tax effects of unrecognized income and expenses 22,352 39,422
Used, but not recognized tax credits

arising from capital expenditures (28,285) @79)

Used tax loss carryforward - (67,171)
Deferred tax expense (15,928) (109,428)

12,357 79,457

c) Deferred tax assets / liabilities
Deferred tax liabilities, aggregating to RSD 2,@BP, thousand as of December 31, 2007 entirely

relate to temporary differences arising from dejatgan of property, plant and equipment for tax
purposes.
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PUBLIC UTILITY “ELEKTROMREZA SRBIJE”

NOTES TO THE FINANCIAL STATEMENTS

December 31, 2007

All amounts are expressed in thousands of RSDssinlherwise stated

16. PROPERTY, PLANT, EQUIPMENT AND INTANGIBLE ASSETS

Plant,
Equipment Construction
and Other in Intangible
Land Buildings Assets Progress Total Assets

Cost
Balance, January 1, 2007 110,682 49,019,040 62,026,740 5,890,934 117,047,396 46,108
Additions - 26,205 390,078 3,010,669 3,426,952 7,877
Transfer from Construction in

progress 1,206 791,083 1,522,522 (2,314,811) - -
Transfers from related parties - 117,231 - - 117,231 -
Sale and disposal - (134972) (177,961) (9,940) (322,873) -
Transfer to inventories - - (92,456) (311,164) (403,620) -
Balance, December 31, 2007 111,888 49,818,587 63,668,923 6,265,688 119,865,086 53,985
Accumulated

Depreciation/Amortization
Balance, January 1, 2007 8,371 33,963,568 43,067,444 298,323 77,337,706 7,653
Charge for the year - 629,562 1,163,734 - 1,793,296 5,774
Depreciation accumulated in assets

transferred from other entities

within EMS - 72,785 - - 72,785 -
Sale and disposal - (15,491) (107,790) - (123,281) -
Transfer to inventories - 165 (71,827) (29,365) (101,052) -
Balance, December 31, 2007 8,371 34,650,589 44,051,561 268,958 78,979,479 13,427
Net Book Value
December 31, 2007 103,517 15,167,998 19,617,362 5,996,730 40,885,607 40,558
January 1, 2007 102,311 15,055,472 18,959,296 5,592,611 39,709,690 38,455

In accordance with the Law on Public EnterprisethefRepublic of Serbia, the Company has the
right of use over the state-owned assets. In aaooel with the RS Government Decision on
Establishment, the Company can not sell or acqoirélings or other immovables, plant and

equipment to be used in electricity transmissiod sansmission system operation, without the
previously obtained consent from the Republic abseGovernment.

The right to use the assets assumed from the PHblierprise “Elektroistok” and other public
entities within JP EPS, has not been transferrabledCompany and is still vested in these public
enterprises.

The greatest portion of investments in fixed assgges to funds used for the power transmission
lines and substations.

The fixed assets located on the territory of Kosawmol Metohia are not used in the electricity
transmission process and are not included in thealee of the Company'’s fixed assets.

Advances for fixed assets as of December 31, 26tuated to RSD 81,931 thousand and relate

to advances paid for investments of RSD 61,312g¢hod and advances for the purchase of fixed
assets of RSD 20,619 thousand.
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PUBLIC UTILITY “ELEKTROMREZA SRBIJE”

NOTES TO THE FINANCIAL STATEMENTS
December 31, 2007
All amounts are expressed in thousands of RSDssinlherwise stated

17.

EQUITY INVESTMENTS
December 31, December 31,

% Share 2007 2006
Equity investments in related parties:
- Elektroistok - Izgradnja d.o.o., Beograd 100% 1,940 115,204
- Elektroistok Projektni biro d.o.o.,
Beograd 100% 28,526 31,429
- Electricity Coordinating Center 25% 5,246 -
- JP ElektromreZa Srbije - Kosovo 236,026 236,026
341,738 382,659
Impairment of the equity investment in
Elektroistok - Izgradnja d.o.0. Beograd (3,778) (13,999)
Allowance for impairment (Electricity
Coordinating Center) (443) (418)
Allowance for impairment of Public Utility
Elektromreza Srbije (236,026) (236,026)
(240,247) (250,443)
Equity investments in banks:
- Panonska banka a.d., Novi Sad Immaterial - 111
- Privredna banka a.d., Beograd Immaterial 162 146
Equity investments in other entities Immaterial ,363} 8,607
105,017 141,080

The company “Elektroistok — Izgradnja” d.o.o., Beamy deals with the construction of electric
power structures, devices, power lines and plamd,the company “Elektroistok — Projektni biro”
d.o.0., Beograd designs electric power structures devices. Both subsidiaries represent the
organizational parts of the Public Enterprise “Hleistok,” Beograd, which separated on June 30,
2005 and became separate legal entities. In 20@7 capital of the company ,Elektroistok —
Izgradnja“ d.o.o., Beograd decreased due to theaties at no compensation of fixed assets in
favor of the Public Utility Elektromreza Srbije the amount of RSD 43,264 thousand. In 2007,
the capital of the company “Elektroistok — Projekimo” d.0.0., Beograd decreased for the same
reason by RSD 2,902 thousand.

The entity - Electricity Coordinating Center, a liied Liability Company from Belgrade (EKC)
is involved in consulting services in the fieldrefulating and calculating the power realized. This
company was established in 1993 and operated asrdicator of the regulatory and computation
block of the Public Enterprise - Electric Power ustty of Serbia (Elektroprivreda Srbije), the
Power Utility of the Republic of Macedonia (Elektrosreda Makedonije), the Power Utility of
the Republic of Montenegro and the Power Utilitytbé Republic of Srpska (Elektroprivreda
Republike Srpske). The aforementioned Public Enteep are the founders of the Electricity
Coordinating Center with 25% equity investmentanriDecember 1, 2007, the function of EKS
has been performed by the Public Utility ElektrobareSrbije, whereas the Electricity
Coordinating Center assumed the consulting senicé® field of regulations and calculation of
energy.

Equity investment in the Public Utility ElektromieSrbije amounting to RSD 236,026 thousand
relates to the founding investments of JP EPS énkibsovo 2100MW Project and TSU PriStina
Project. Pursuant to the RS Government Decisiogeda@n the split-off balance as of June 30,
2005 these investments were transferred to theidUlility ElektromreZa Srbije in full. Due to
the uncertainty over the availability of future eaomic benefits arising on these placements at
December 31, 2007, the aforementioned placements pvevided for in full.
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PUBLIC UTILITY “ELEKTROMREZA SRBIJE”

NOTES TO THE FINANCIAL STATEMENTS
December 31, 2007
All amounts are expressed in thousands of RSDssinlherwise stated

18.

19.

LONG-TERM FINANCIAL PLACEMENTS
December 31, December 31,

2007 2006

Term deposits with banks 5,600 5,600
Long-term housing loans to employees 72,875 30,650

Other long-term financial placements 1,020 840
79,495 37,090

Rescheduled receivables from JP EPS 1,591,937 1,836,909
Current portions of rescheduled receivables (Z289,3 (244,971)
1,352,580 1,591,938

1,432,075 1,629,028

The funds deposited with banks relate to the asdeitsh collateralize guarantees obtained. These
assets mature on December 31, 2008.

The portion of rescheduled receivables from the érautility of the Republic of Serbia of RSD
837,000 thousand relate to receivables arisinghensplit-off balance as of December 31, 2004
between the Company and JP EPS. The reschedul&@dnpof receivables is to be repaid in
monthly installments over the period of 15 yeamnsetest is accrued by applying the discount rate
set by the National Bank of Serbia, where the finstallment falls due on June 30, 2006. The
second portion of rescheduled receivables relatébet amounts due from the Public Enterprise
Elektroistok and the JP EPS reconciled as of Ju28d5. The aforementioned receivables in the
amount of RSD 516,000 thousand are to be repaid tneperiod of 5 years, where the first
installment fell due on January 31, 2007. From aand, 2007, the interest is accrued monthly by
applying the discount rate of the National Bank S#rbia along with the maturities of the
principal.

INVENTORIES
December 31, December 31,
2007 2006
Material 326,674 278,709
Spare parts 175,435 180,690
Tools and fixtures 141,287 105,208
Goods in warehouse 11 5
Retail goods 741 941
Advances paid 17,087 15,596
661,235 581,149
Less: Allowance for impairment
- inventories (155,711) (127,545)
- advances paid (428) (403)
505,096 453,201
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PUBLIC UTILITY “ELEKTROMREZA SRBIJE”

NOTES TO THE FINANCIAL STATEMENTS
December 31, 2007
All amounts are expressed in thousands of RSDssinlherwise stated

20.

21.

22.

ACCOUNTS RECEIVABLE
December 31, December 31,

2007 2006
Accounts receivable:
- parent company and subsidiaries 43,162 2,202
- domestic 2,539,471 1,071,156
- foreign 41,486 66,245
Interest receivables 189,693 128,779
Other receivables 55,572 31,446

2,869,384 1,300,828
Allowance for impairment:

- accounts receivable (1,157,365) (358,640)

- interest receivables (151,360) -

- other receivables (2,468) (640)
1,558,191 941,548

Out of the total domestic accounts receivable, rdezivables from JP EPS aggregate to RSD
2,515,319 thousand. The total receivables from BB Eelate to receivables for the services of
electricity transmission and transmission systererajon in the amount of RSD 1,814,978

thousand and the receivables arising from crosddva@lectricity transmission in accordance with

CBT agreement in the amount of RSD 700,341 thous&hd receivable arising on the cross-

border electricity transmission performed in acemak with CBT Agreements are provided for in

full.

SHORT-TERM FINANCIAL PLACEMENTS
December 31, December 31,

2007 2006

Portion of long-term loan maturing within a year 42652 245,507

Term deposits with domestic banks 1,045,168 -
1,287,820 245,507

The portion of long-term loans maturing within aayén the amount of RSD 239,357 thousand
relate to the current portion of the long-term reables from JP EPS based on the rescheduled
receivables included in the split-off balance betwéhe Company and JP EPS as of December 31,
2004.

Term deposits placed with domestic banks are am®utiwith deposits placed for the period
shorter than a year at an interest rate fluctudigtgreen 5.5% and 6% annually.

CASH AND CASH EQUIVALENTS
December 31, December 31,

2007 2006
Dinar current accounts 24,587 27,557
Allocated cash and letters of credit 6,051 2,229
Cash in hand 2,491 2,429
Foreign currency accounts 288,463 1,367,597
Other cash and cash equivalents 1,691 2,104

323,283 1,401,916
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PUBLIC UTILITY “ELEKTROMREZA SRBIJE”

NOTES TO THE FINANCIAL STATEMENTS
December 31, 2007
All amounts are expressed in thousands of RSDssinlherwise stated

23.

24.

25.

VALUE ADDED TAXES AND PREPAYMENTS
December 31, December 31,

2007 2006

Value added tax 844 1,547
Prepayments 174,792 84,393
175,636 85,940

Out of the total prepayments as of December 317288 amount of RSD 107,385 thousand
relates to the receivables for the uninvoiced inedon the electricity transit.

CAPITAL
State-Owned Capital

The Company’'s core capital is state-owned and $&ribed upon the establishment of the
Company as a difference between the book valuesséta and liabilities assumed from Public
Enterprise "Elektroistok” and JP EPS. The stateedl capital is registered with the Serbian
Business Registers Agency on July 1, 2005 in theuamof EUR 516,602,312. The registration
was performed pursuant to the appraisal of theestahed capital contributed in kind. The
appraisal was performed by the local certified ajg@r and comprises the assets of the Public
Enterprise “Elektroistok” and other public entitieéthin Public Utility “Elektroprivreda Srbije”

as of December 31, 2004.

Other Capital

Other capital presented in the Company’s balaneetsas of December 31, 2007 relates to the
Company’s own non-business resources transferred tige first time application of the newly-
adopted accounting regulations of the Republicesbt at January 1, 2004.

Distribution of Profit

On August 8, 2007, the Company’s Managing Boarcctena Decision with reference to the
distribution of profit presented in the financightements for the year ended December 31, 2006.
Pursuant to the aforecited Decision, profit waslieorb the loss incurred in the prior periods in
the amount of RSD 544,900 thousand; an amount & 85674 thousand was to be allocated to
severance pays and the amount of RSD 291,250 thdweas to be paid as dividends owed to the
RS Government as the founder.

LONG-TERM PROVISIONS

Long-term provisions in the amount of RSD 64,706udand as of December 31, 2007 entirely
relate to provisions for liabilities contingent litigations filed against the Company in the amount
assessed by the Company’s Legal Department (NQteTBé movements on long-term provisions
in 2007 and 2006 were as follows:

2007 2006

Balance, beginning of year 89,624 41,345
Charge for the year (Note 9) 50,956 64,691
Provisions used (75,880) (16,412
64,700 89,624
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NOTES TO THE FINANCIAL STATEMENTS

December 31, 2007
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26. LONG-TERM BORROWINGS

Principal in Interest Rate and December 31, December 31,
Currency Maturity Date Manner of Repayment 2007 2006
1. Foreign borrowings
1.1. European Investment Bank EUR 17,000,000 January 20, 2027 2,3% p.a., annually 1,347,015 20,418
2. Long-term loans preagreed with the Deposit
Insurance Agency
2.1 International Bank for Reconstruction and
Development IBRD EUR 20,052,291 December 15, 2031 Semiannual EURIBOR 1,650,330 1,697,934
2.2 European Investment Bank EIB EUR 2,279,252 October 17,2016 Semiannual EURIBOR 180,599 180,061
2.3 Kapital Hilfe
2.3.1 Invest banka EUR 48,560,108 March 22, 2041 2,3% p.a., semiannually 3,872,713 3,873,630
2.3.2 Vojvatanska banka EUR 11,293,901 March 22,2041  2,3% p.a., semiannually 900,786 901,042
7,951,443 6,673,085
Current portions of long-term borrowings (Note 28) 92,357 67,926
7,859,086 6,605,159
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NOTES TO THE FINANCIAL STATEMENTS
December 31, 2007
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26.

LONG-TERM BORROWINGS (Continued)
1. Foreign Loans
1.1 Loan from the European Investment Bank

Based on the Agreement on funding the project efrajing the electric power system of Serbia

and Montenegro, entered by an between Serbia andedegro, on one side, and the European
Investment Bank, on the other, signed on August2BD2, JP EPS was approved a framework
loan of EUR 59 million. On December 21, 2006, anrefgnent between JP ERS and the

Company was closed, based on which all rights edities related to this loan are transferred to

the Public Utility Elektromreza Srbije. The loant® be drawn in tranches at the Company’s

requests, where the total loan funds must be digldum no more than 9 tranches of EUR 3

million. The limit for the use of the framework lwapproved is set to be June 30, 2008. The loan
is to be repaid in semiannual installments matuongMay 10 and November 10 in the period

between May 10, 2010 and November 10, 2027 atblariaterest rate.

2. Long-Term Loan Preagreed with the Deposit Insa@ Agency
2.1 Loan from the International Bank for Reconstructioand Development

The loan from the International Bank for Recondinrcand Development was initially approved
to the Electric Power Industry of Serbia (JP EmM$accordance with the Loan Agreement between
the Socialist Republic of Yugoslavia and the Inétional Bank for Reconstruction and
Development as of December 17, 2001, the totallii@ls of the Company arising from the loan
principal, interest and other expenses accruechbyehd of 2001 represent the principal of the
new loan, repaid to the RS Government. On May 0062JP EPS entered into an Agreement on
reschedule of liabilities with the Deposit Insuramsgency, which regulates the liabilities to the
Republic of Serbia arising from the loan reschedlheaccordance with the aforementioned
Agreement a portion of liability of 81% of debt wiaansferred to the Public Utility ElektromreZa
Srbije. The aforementioned debt is rescheduled @werperiod until December 15, 2031. The
repayment is to be executed in semiannual annuitiedfirst one being due on June 15, 2006 at a
variable interest rate.

2.2 Loan from the European Investment Bank

The loan from the European Investment Bank wasallyitapproved to the Public Enterprise

“Elektroistok.” In conformity with the Law on the dbt of the Federal Republic of Yugoslavia
towards the European Union, the loan was reschédnl2001 to the amount of EUR 2,065,511.
On April 12, 2006, the Public Utility ElektromreZrbije as the legal successor of the Public
Enterprise Elektroistok, closed an Agreement gamerithe liabilities towards the Republic of

Serbia. Based on the aforementioned Agreement]otoe principal was increased by interest
accrued by October 17, 2005 in the amount of EUR, 722 which was discharged by the

Republic of Serbia. The related grace period lastyears, and the loan is payable in 5 equal
annual installments starting from October 17, 200t interest rate is variable and is calculated
semiannually.
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26.

27.

LONG-TERM BORROWINGS (Continued)
3. Loan from Kapital Hilfe Bank

The loan from Kapital Hilfe Bank was approved te tAublic Enterprise “Elektroistok” by the
Federal Republic of Germany in 1974. The loan veadized through Invest banka a.d., Beograd
and Vojvalanska banka a.d., Novi Sad. The grace period ld&sigd1992 to December 31, 2005.

a) Invest banka a.d., Beograd

On April 12, 2006, the Company entered into an Agrent on debt reschedule with the Deposit
Insurance Agency. In accordance with the aforeroeatl Agreement, the Company’s liabilities

related to this loan as of December 31, 2005 aneoutd EUR 49,033,292 (EUR 46,825,100 of
the principal, EUR 2,208,192 of the related intgre$he loan is to be repaid in semiannual
annuities commencing from September 22, 2014, agginterest at the rate of 2.3% per annum.
The loan falls due on March 22, 2041.

b) Vojvaranska banka a.d., Novi Sad

On December 29, 2006, the Company entered intAAgreement on Reschedule of Liabilities
towards the Republic of Serbia with the Depositutasce Agency. According to the
aforementioned Agreement, the Company’s liabilieising from this loan as of September 22,
2006 amounted to EUR 11,405,597 (EUR 10,884,34Beprincipal, EUR 521,247 of the related
interest). The loan is to be repaid in semiannoaldies starting from September 22, 2018, at an
interest rate of 2.3% annually. The loan matureMarch 22, 2041.

OTHER LONG-TERM LIABILITIES
December 31, December 31,

2007 2006
Long-term borrowings from JP EPS 2,605,800 2,005,687
Reschedule of public duties payable 45,013 48,538
Other long-term liabilities - 793

2,650,813 2,054,225

Current portion of long-term liabilities (1,004,930 (807,832)
Current portions of rescheduled public duties p&yab (3,478) (4,455)
Current portions of other long-term liabilities &8 (553)

(1,008,493)  (812,840)

1,642,320 1,242,178

The liabilities to JP EPS relate to the drawn portf the borrowings from the European Bank for
Reconstruction and Development (EBRD). The loan agmoved on October 25, 2001 as agreed
between JP EPS and EBRD for the purposes of réalizaf the Electric Power Emergency
Reconstruction Project. The total amount of loamamts to EUR 100,000,000 out of which EUR
60,400,000 relates to the Company. The loan itaepaid in semi-annual annuities starting from
September 1, 2005. The interest is accrued atdhable rate and the loan matures on March 7,
2016.
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27. OTHER LONG-TERM LIABILITIES (Continued)

Reschedule of public duties payable relate to dlxed and contribution payable for salaries, tax
on the financial transactions and other publicetuths of December 31, 2004 which have been
rescheduled and are now payable in 120 monthlglingnts at the rate equaling the discount rate
set by the National Bank of Serbia. Upon the paynaoérthe last installment, the Company is
entitled to write-off 30% liabilities arising fromterest accrued prior to September 30, 2004.

28. SHORT-TERM FINANCIAL LIABILITIES
December 31, December 31,

2007 2006
Portion of long-term loans maturing within a
year (Note 26) 92,357 67,926
Portion of other long-term liabilities maturing
within a year (Note 27) 1,008,493 812,840
Other short-term financial liabilities 43,031 -
1,143,881 880,766

29. ACCOUNTS PAYABLE
December 31, December 31,

2007 2006

Accounts payable:
- parent and subsidiary entities 38,300 36,997
- other related parties 6,442 -
- domestic 271,142 87,702
- foreign 1,875 397
Other liabilities 167,304 518,584
Advances 161,065 71,026
646,128 714,706

30. VALUE ADDED TAX AND OTHER DUTIES PAYABLE
December 31, December 31,

2007 2006

Value added tax 30,102 35,645
Income tax expense - 29,971
Other public duties 6,036 36,594
36,138 102,210
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31. OTHER CURRENT LIABILITIES AND ACCRUALS
December 31, December 31,

2007 2006
Gross salaries and compensations 34,386 163,419
Other liabilities 339,592 332,357
Donations received 1,552,187 1,408,532
Other accruals 106,499 128,874

2,032,664 2,033,182

Movements in deferred income derived from donatieegived in 2007 were as follows:

2007 2006
Balance, beginning of year 1,408,532 1,446,458
Credit for the year 257,100 45,961
Transfer to revenue (113,445) (83,956)
Other - 69
Balance, end of year 1,552,187 1,408,532
32. OFF-BALANCE SHEET ITEMS
2007 2006
Estimated war damage 5,732,610 5,715,521
Written off equity investments of banks in bankaypt 48,974 48,974
Other off-balance sheet items 245,867 313,579
6,027,451 6,078,074

33. CONTINGENT LIABILITIES AND COMMITMENTS
Litigations

At December 31, 2007, the estimated amount oflitigns filed against the Company amounted to
RSD 64,700 thousand. The amounts contingent orrékelution of such legal suits may be
increased by the penalty inters accrued until ihal fresolution of litigations, i.e., until the
settlement date. At December 31, 2007, the Compaage provisions for potential losses
contingent on these legal suits in the amount oDR&!,700 thousand. The Company’s
management assesses that the litigations for wiocprovisions have been formed will not have
adverse effects on the Company.

34. RELATED PARTY TRANSACTIONS

Equity Investments Acquisition
Subsidiaries in Related Parties  Receivables  Payables Sales Revenue Expenses
+Elektroistok —Projektni biro* 68,162 47 11,281 460 156,752
+Elektroistok — Izgradnja“ 28,526 43,115 27,019 414 317,448
Total 96,668 43,162 38,300 874 474,200
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35.

36.

37.

OPERATING RISKS
Foreign Currency Risk

The Company is exposed to the foreign currencydigk to the fluctuations in foreign currencies,
given the fact that a number of the Company’s #éis; such as acquisitions, reconciliation of
trade receivables and payables are carried oubrasgh currency transactions In addition, a
significant portion of the Company’s borrowingsdenominated in foreign currencies. In the
absence of an active market, the Company doessedtinancial hedging instruments in an effort
to diminish its foreign exchange exposure.

Credit Risk

The Company is exposed to credit risk in case éfstats fail to perform their obligations. The
Company'’s exposure to credit risk is limited to tdaerying value of accounts receivable and other
receivables. Accounts receivable relate to a greemhber of customers transacting with the
Company at usual terms, and thus, the individuatentrations of credit risk are not considered
significant. Accounts and other receivables aresgmted in the accompanying financial
statements net of allowances for bad and doub#ukivables, which are estimated by the
Company’ management based on historical experiandgresent economic conditions.

Taxation Risks

The Republic of Serbia tax legislation is subjectarying interpretations, and legislative changes
occur frequently. The fiscal periods remain opemeisiew by the tax and customs’ authorities
with respect to tax liabilities for a period of éiyears.

EXCHANGE RATES

The official exchange rates for major currenciegdusn the translation of balance sheet
components denominated in foreign currencies,diriars were as follows:

December 31, December 31,

2007 2006
usD 53.7267 59.9757
EUR 79.2362 79.0000

POST BALANCE SHEET EVENTS
New Tariff System

At January 1, 2008, a new tariff system came intod which the Government of the Republic of
Serbia adopted in the course of 2006 (the taritesy was adopted as approved by the Republic
of Serbia Government — “Official Gazette of RS,"nmuer 1, as of January 5, 2007). This tariff
system regarding the access and use of the elgctiiansmission system sets out the tariff
elements and rules for calculation of the pricetli@r access and use of the electricity transmission
system, as well as the manner of such calculations.
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37. POST BALANCE SHEET EVENTS (Continued)
Valuation of property, plant and equipment
As of March 6, 2008, the Company entered into aneAgent number 132 with the Faculty of
Economics in Belgrade (the Scientific and Resedtemter) providing for the appraisal of
property, plant and equipment in the Public UtiliBlektromreZa Srbije" as of January 1, 2008.
Amendments of the Existing IAS and IFRS
As further disclosed in Note 2 to the financialtstaents, on February 12, 2008, the Ministry of
Finance enacted a new Decision with regards testheance of International Financial Reporting

Standards, determining the translation of the &ffedAS and IFRS, delivered by the IASCF,
which created the conditions and imposed the ofitigao apply IAS and IFRS.
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