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1. LETTER FROM THE MANAGING DIRECTOR






2. REPORT OF THE SUPERVISORY BOARD









3. MAJOR EVENTS AND ACHIEVEMENTS IN THE PERIOD

Key events in 2008

Month in 2008

Event description

Partial building permit is obtained for the construction of PSP Av e

February connecting transmission line and 110 kV cable line.
March Building permit is obtained for the construction of a gravel barrier on the
So a River above HPP Doblar.
. After replacing hydromechanical and electrical equipment at HPP Jelenk,
April ' oS ; L .
trial operation is begun, followed by an internal technical inspection.
Contract for the preparation of documents relating to the building permit
May acquisition design, design for invitation to tender, and implementation plan
for the reconstruction of HPP Doblar 1, stage I, is signed.
After the reconstruction of HPP Ajba 1 and successful first trial operation, a
June S o .
call for technical inspection is published.
July Technical inspection of HPP Ajba 1 is successfully completed.
After the completion of inlet/outlet at PSP Av e, the draining of the Ajba
September reservoir is begun in order to remove the temporary separation barrier from
the reservoir.
A EUR 17 million loan agreement is signed with Nova KBM d.d. for the
November .
construction of PSP Av e.
December President and deputy president of the company's Supervisory Board are

dismissed and new president and deputy president are appointed.




Key achievements in 2008

successful operation, with net profit amounting to EUR 10,079,588;
high operational availability of production equipment;

reliable and safe operation of all facilities and equipment;
record electricity production.

In 2008 the company focused its operations on meeting the goals and tasks set in its
revised business plan for 2008, accomplishing the majority of the goals. The
company met the goal of quality operation as it ensured reliable and safe operation of
all its facilities and plants and a high degree of operational availability. As for
investments, the company is carrying out the PSP Av e construction project. The
company is a member of the HSE Group, within which it successfully manages all
risks to which it is exposed. The company operated successfully in 2008, generating
a net profit of EUR 10,079,588.

TABLE: FINANCIAL HIGHLIGHTS

Index Index
Iltems Year 2008 Plan for 2008 Year 2007 Y08/P08 Y08/YQ07
Net revenue from electricity
sold in EUR 32,556,847 | 22,356,446| 21,888,234 146 149
Annual output in GWh 576 475 380 121 152
Investments in EUR 48,212,253 | 55,138,074 25,721,086 87 187
Number of employees at year-
end 126 131 125 96 101
Assets in EUR 256,019,321 | 262,405,801 | 233,054,131 98 110
Equity in EUR 162,448,132 | 154,351,294 | 154,361,715 105 105
Total profit or loss in EUR 12,912,001 996,510 5,051,588 1,296 256
Net profit or loss in EUR 10,079,588 768,578 3,878,743 1,311 260




4. BUSINESS REPORT



4.1. GENERAL INFORMATION ABOUT THE COMPANY
4.1.1. COMPANY PROFILE

Soske elektrarne Nova Gorica d.o.o., (abbreviated company name: SENG d.o.0.) is a
market-oriented single-member limited liability company engaged in the production of
electricity at hydropower plants. It is based in Nova Gorica at Erjav eva ulica 20, and
has been operating since its establishment in 1947. The company is a member of the
holding group led by Holding Slovenske elektrarne d.o.o. (abbreviated company
name: HSE d.o.0.) and has no subsidiaries. It is entered in the Companies Register
of the District Court in Nova Gorica under entry number 10012900 and with nominal
capital of EUR 137,894,036 as at 31/12/2008. The company’s VAT number is
SI74100475, and registration number 5044421000.

4.1.2. BODIES OF THE COMPANY

The company’s bodies are as follows:
Supervisory Board,
Managing Director.

As the founder and sole company member, HSE d.o.0. has a role and full powers of
the general meeting, as provided in the Articles of Incorporation and legislation
governing single-member limited liability companies. All its decisions have to be
entered in the register of decisions, otherwise they have no legal effect.

The company is represented by its managing director, Mr Vladimir Gabrijel i , who
was reappointed for another four-year term of office beginning on 1 January 2007
after his first term had expired.

In 2008 the company's operations were supervised, until 01/12/2008, by a three-
member Superwsory Board comprising:
Vilijem Pozeb, MSc, president, appointed by the company member on
01/01/2008,
Niko Jurca, member, appointed by the company member on 22/05/2006,
Silvester MedvesS ek, member, appointed by the Workers' Council on
23/10/2007.

Since 01/12/2008, the company's operations were supervised by a three-member
Supervisory Board comprising:
. Dr Toma Stokelj, president, appointed by the company member on
1/12/2008,
Irena Stare, deputy president, appointed by the company member on
1/12/2008, and
Silvester MedvesS ek, member, appointed by the Workers' Council on
23/10/2007.



4.1.3. OWNERSHIP STRUCTURE

HSE d.o.o. is the sole member of the company and has one equity interest in it,
which is represented in the company’s nominal capital in the form of a subscribed
contribution of EUR 137,894,036.

4.1.4. REGISTERED ACTIVITY

The company is engaged in the production of electricity at hydropower plants
(Standard Classification of Activities code 35,111), which is a market activity. The
company generates almost its entire revenue through the production of electricity.
Nevertheless, approximately 1.5% of its revenue is generated in operations which,
due to their minimal volume and other characteristics, are not considered as a pursuit
of an activity (e.g. leasing out of business premises and land in order for them to be
better utilised, leasing out of holiday facilities, selling of removed sediments).

4.1.5. ORGANISATIONAL CHART

‘ MANAGING
DIRECTOR
I ‘ SECRETARIAT

Technical Finance and Marketing and Human
director accounting purchasing resources
Operations Operations Maintenance Construction Occupational
unit department department department safety service

The company is internally organised into the technical division, departments and the
secretariat. The technical division comprises a unit, departments and a service, within
which the tasks in the field of electricity production, operations, maintenance and
safety at work are performed. In conformity with the contract entered into with the
subsidiary HSE-Invest d.o.o0. on 1 September 2004, construction tasks are performed
by HSE-Invest d.0.0.’s business unit in Nova Gorica. The operations unit comprises
all power plants and the maintenance workshop. Individual departments carry out the
tasks in the field of accounting, finance, sales, administration and human resources.
The secretariat carries out the tasks in the field of legal matters, finance,
development and public relations that are required for the purpose of management,
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administration and supervision. More demanding tasks are carried out as projects by
means of the appointment of project teams.

4.1.6 TRADE UNION

There are two trade unions, SDE and Neodvisnost — KNSS, operating within the
company. The company has an enterprise collective agreement concluded with them,
which has been in force since 01/01/2001.

4.1.7. WORKERS' COUNCIL

The company also has the Workers' Council which was established on 22/09/1999.
This body enables employees to participate in the management, implementation of
common objectives, and safeguarding of the interests of workers and owners, which
are reflected in their joint endeavours to achieve the best possible operating results,
performance in general, employee satisfaction at work and the best possible working
atmosphere. The seven-member Workers' Council was re-elected in 2007 with
Silvester MedveS ek as its new president. The company and the Workers' Council
have entered into an agreement on workers' participation in the management of the
company effective from 10/11/2000.

4.1.8. OWNERSHIP LINKS WITH OTHER COMPANIES

Link with the company Holding Slovenske elektrarne d.o.o.

SENG d.o.0. is part of Holding Slovenske elektrarne (Slovene Power Plant Holding).
At the end of July 2001, the Government of the Republic of Slovenia established
HSE d.o.o., transferring to it its 79.5% stake in SENG d.o.o. The holding was
established to ensure a uniform market appearance of electricity producers in the
sale of electricity in the market, build hydropower plants on the lower Sava River, and
improve competitiveness of the production companies that have been linked in terms
of ownership. In addition to ownership links, the company also has business links
with HSE which are based on contracts for the sale and purchase of electricity and
lease of capacity.

The HSE Group is comprised of the following electricity and coal producing
companies:
- Holding Slovenske elektrarne d.o.o. (HSE d.o.0.),

Dravske elektrarne Maribor d.o.o. (DEM d.0.0.),

Soske elektrarne Nova Gorica d.o.0. (SENG d.o.0.),

Termoelektrarna Sostanj d.o.o. (TES d.0.0.),

Premogovnik Velenje d.d. (PV d.d.),

Termoelektrarna Trbovlje d.o.o. (TET d.o.0.).

In accordance with Article 545 of the Companies Act, the 2008 report on relations
with the controlling company has been prepared separately and submitted to the
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auditor, as provided in Article 546 of the Companies Act. The report shows that in
2008 the company received adequate compensation for each legal transaction with
the controlling company or its associates.

Link with the company HSE-Invest d.o.o.

Having increased the capital of HSE-Invest d.o.0. at the beginning of 2004, SENG
d.o.0. acquired a 25% interest in the company. Through a capital increase carried out
in September 2007 in cooperation with other company members, SENG d.o.o0.
increased the value of its holding to EUR 80,000. SENG d.o.0. has contracted HSE-
Invest d.o.o. to perform engineering services in the area of construction and
maintenance of hydroelectric plants in the basin of the So a River, including
tributaries. For further explanation, see item 5.6.6.6.

Link with the company Elprom d.o.o.

SENG d.o.o0. has a 100% interest in the nominal capital of ELPROM d.o.0., which is
based at Erjav eva ulica 20, Nova Gorica. The nominal capital of ELPROM d.o.0.
totals EUR 8,763. For further explanation, see item 5.6.6.4.

Link with the company Hidroelektrarne na spodnji Sa vi d.o.o. (HESS
d.o.o0.)

The new company Hidroelektrarne na spodnji Savi (HESS) d.o.0. was established on
12 February 2008 with the signing of the contract of members. SENG d.o.o0. has a
2.8% stake in the company. The company HESS d.o.0. was established as a result of
transforming the joint venture for the construction of HPPs on the lower Sava River
into an independent legal entity, the aim of which is to continue to build the remaining
HPPs on the lower Sava River. Other company members include: Holding slovenske
elektrarne d.o.o. Ljubljana, Dravske elektrarne Maribor d.o.o., Termoelektrarna
Brestanica d.o.0. and GEN Energija d.o.0. In 2008 previous investments were
transferred to the newly established company HESS d.o.0. in amounts corresponding
to equity contributions as at 31/12/2007.
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4.2. HISTORICAL OVERVIEW OF THE COMPANY'S
DEVELOPMENT

The company was established in 1947 and celebrated its 60™ anniversary in 2007.
Between 1965 and 1990, the company pursued two activities: in addition to
hydroelectricity production, it was also engaged in the transmission of electricity.
When established, the company took over ten power plants with the total installed
capacity of 52 MW from the former Italian company SADE. To this day, the
production capacities have increased to 157 MW, which is a sign of the constant
expansion and development of the company.

Year Historical milestones

In 1974 HPP Ajba is constructed and the first tube turbine is installed, which is jointly
1974 developed by the companies Litostroj and Kon ar.

In 1984 HPP Solkan is constructed, which is the company’s second largest power
1984 plant in terms of installed capacity. Its average annual production totals 110 GWh.

In 1989 HPP Zadla$ ica is constructed. Its distinctive characteristic is its double
1989 purpose: electricity production and supply of drinking water to the wider Tolmin area.

Between 1965 and 1990 the transmission network in the Primorje region is

1965-1990 | constructed and renovated.

From 1974 onwards, several small-scale HPPs are constructed in the So a River
1974 basin.

In 1991 the activity of electricity transmission is spun off and transferred to the newly
1991 established company Elektro Slovenije Ljubljana.

In 1997 the company is transformed into a limited liability company, with the
1997 Republic of Slovenia as the sole founder and company member.

In 1998 the refurbishment and expansion of HPPs on the So a River is launched
1998 with the construction of HPPs Doblar Il and Plave II.

Since January 2001 the company has been registered, on the basis of a contract of
2001 members, as a limited liability company with several company members.
2002 In 2002 the newly built HPPs Plave Il and Doblar 1l begin to operate.

In November 2003 operating permit for the operation of HPPs Doblar Il and Plave II
2003 is obtained.
2004 In February 2004 the capital of HSE Invest d.o.o. is increased.
2004 In June 2004 the detailed site plan for the construction of PSP Av e is adopted.
2004 In September 2004 HSE-Invest's Nova Gorica branch begins to operate.
2004 In September 2004 the building permit for the construction of PSP Av e is obtained.
2004 In December 2004 the construction of PSP Av e begins.

In July 2005 the new small-scale HPP Klav arica beg ins to operate; in December
2005 2005 the operating permit is obtained.
2005 In August 2005 main construction works at PSP Av e begin.

In December 2005 concession contracts for small-scale HPPs are signed for
2005 SENG'’s concession area.

In August 2007 HSE d.o.o. Ljubljana becomes the sole owner of SENG, and the

Articles of Incorporation are adopted under which SENG is transformed into a
2007 single-member company.

On 18 September 2007 a violent storm damages SENG's production facilities and its
2007 concession area.
2007 In September 2007 the capital of HSE-Invest d.o.o. is increased.
2008 Technical inspection of HPP Ajba 1 is successfully completed.
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4.3. MISSION, VISION AND DEVELOPMENT GOALS

The company’s mission is to produce electricity.

The company's vision is to optimally exploit the hydrological potentials of the So a
River and its tributaries as well as other renewable energy sources.

In the company’s Development Plan for the period up to 2015 and looking ahead to
2025, the following strategic goals have been defined:
- quality of operations aimed at the lowering of costs and accompanied by a
highly professional performance of the electricity production activity ensuring
a high level of operational availability and reliability of hydroelectric power
facilities and plants, and increase in the operational availability factor above
0.995;
to satisfy owners by providing appropriate return on invested assets through
the use of the most appropriate methods of operation, taking into account the
existing and new capacities and the marketing of additional activities;
growth of the company by approximately 215 MW based on new development
programmes (PSP Av e, HPP Kne a, HPP Mo nica, HPP U ja);
active participation in the establishment of relations and strategic goals within
the HSE Group and the broader social environment;
effective and successful implementation of business functions by
appropriately trained and motivated employees.
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4.4, HUMAN RESOURCE MANAGEMENT

Numerous activities were undertaken to recruit new employees as replacement for
employees who had retired at the end of 2007 and in 2008 or whose employment
contracts had expired.

During the period, the Kadris application was fully implemented (the staff records
module and training for the use of other Kadris modules).

In the above period, the company received an award for the second best HRM
project, which has been underway for some time. The award was obtained for the
project of bringing together the teams operating in the basin of the So a River.

The company had 125 employees as at 01/01/2008, whereas on 31/12/2008 their
number stood at 126, of which 9 were employed for a fixed term and 117 had a
permanent employment. The company employs nine disabled workers. The average
age structure of employees is 43 years.

The educational structure of employees as at 31/12/2008 was as follows:

EDUCATIONAL STRUCTURE IN 2008

Level Il Level | Level VIl
1%

Level 1l 2% 2%
2% _

_——  LevelVll
19%

Level IV
34%

Level VI
12%

Level V
28%

Employees participated in various types of training to acquire computer skills,
knowledge of new legislation and new skills in the area of project management.
Procedures and examinations for power plant operators were fully carried out, with all
employees that were included in training required in accordance with the rules on
work experience and professional competence of energy plant operators also
passing their professional examinations and acquiring appropriate certificates.
Training was carried out in relation to the performance of work on various plants
located in the basin of the So a River. A group of HPP managers and their deputies
from the operations unit attended training in the field of communication and conflict
resolution in the work place.
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We continued to provide scholarships to university and college students and to part-
time university students as laid down in relevant contracts. Ten employees actively
participated in part-time studies to obtain a higher degree of professional
qualification.

In the academic year 2008/2009, the company had 14 scholarship recipients, of
which 13 university students and one college student.

Activities were also underway in the area of collection and selection of articles for
company magazines “Energija” and “Nas stik”.
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4.5. ELECTRICITY PRODUCTION AND OPERATIONS

Production capacities

The company's production capacities comprise 157 MW of maximum net output that
is generated by hydroelectric power plants with capacities above and below 10 MW.
The following hydroelectric power plants operate on the So a River: Doblar | and I,
Plave | and Il, and Solkan. HPPs Doblar | and Plave | have been in operation since
1939 and 1940, respectively, HPPs Doblar Il and Plave Il since 2002, and HPP
Solkan since 1984. In the basin of the So a River, there are also 22 hydropower
plants with capacity below 10 MW. The company SosSke elektrarne Nova Gorica
d.o.o. accounts for ca. 6% of electricity production capacities in Slovenia.

TABLE: PRODUCTION PLANT INFORMATION

Installed capacity Net output

Power plant No. of turbines (MVA) (MW)
HPPs above 10 MW
HPP Doblar 3 48.000 30.000
HPP Doblar 2 1 50.000 40.000
HPP Plave 2 22.000 15.000
HPP Plave 2 1 23.000 20.000
HPP Solkan 3 39.000 33.000
HPPs below 10 MW
HPP Ajba 1 1 0.250 0.200
HPP Zadla$ ica 2 10.000 8.000
HPP Hubelj 2 2.850 2.100
HPP Plu na 1 2.150 1.720
HPP Log 1 2.000 1.600
HPP TrebuSa 2 1.500 0.760
HPP Cerkno 1 0.750 0.436
HPP Mo nica 2 0.648 0.530
HPP Podmelec 1 0.538 0.425
HPP Marof 2 0.580 0.440
HPP Mesto 1 0.280 0.200
HPP Gradis e 2 0.187 0.150
HPP Kne ke Ravne 1 1 0.125 0.100
HPP Pe nik 1 0.165 0.095
HPP Jelenk 1 0.093 0.075
HPP Mrzla Rupa 1 0.810 0.648
HPP Planina 1 0.170 0.136
HPP Ba a 1 0.690 0.500
HPP Kne ke Ravne 2 1 1.100 0.810
HPP Tolmin 1 0.207 0.109
HPP Klav arica 1 0.415 0.300
HPP Podselo 1 0.092 0.080
Total HPPs above and
below 10 MW 38 207.600 157.414
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Electricity production

In 2008 HPPs on the So a River were reviewed and overhauled in accordance with
the annual plan. Additionally, some other repairs had to be made.

During this time, maintenance work comprising floating debris and deposit sediments
removal was carried out in accordance with the concession permit issued by the
Ministry of the Environment and Spatial Planning.

At the beginning of September, the Ajba reservoir was drained due to the removal of
the protection barrier at PSP Av e inlet/outlet. Due to the draining of the reservoir,
2,678 MWh less electricity was produced by the end of September. The drained
reservoir enabled us to carry out various tasks that can only be done when the
reservoir is empty.

Hydrology differed from the long-term average. It was above-average, and the
production of HPPs on the So a River that are included in the electricity grid
exceeded the total plan and reached a record level. Due to favourable hydrology, the
planned reviews of turbines were delayed several times.

In 2008 HPPs with capacity above and below 10 MW generated 575,577 MWh of
electricity, which is 21% more than planned. The quantity produced was 51% higher
than the past year's production. In 2008 HPPs with capacity above 10 MW generated
491,453 MWh of electricity, which is 21% more than planned. HPPs with capacity
below 10 MW generated 84,124 MWh of electricity or 22% more than planned. The
highest monthly production was achieved in May (at 74,068 MWh), while the lowest
production was recorded in September (at 19,897 MWh).

TABLE: PRODUCTION ON THE SO A RIVER AND ITS TRIBUTARIES IN 2008 COMPARED WITH
THE PLAN AND THE YEAR 2007

in KWh

Index Index
Month Year 2008 Plan for 2008 Y08/P08 Year 2007 YO08/YQ7
January 48,429,318 30,081,000 161 30,022,081 161
February 30,415,651 26,169,000 116 35,640,859 85
March 43,341,988 39,052,000 111 45,065,976 96
April 70,998,555 51,788,000 137 37,262,534 191
May 74,067,840 56,211,000 132 31,551,600 235
June 56,387,533 46,477,000 121 27,891,654 202
July 44,172,282 34,717,000 127 32,094,576 138
August 26,801,418 25,820,000 104 15,146,840 177
September 19,896,914 32,236,000 62 33,736,228 59
October 26,830,709 42,862,000 63 35,334,614 76
November 61,335,146 48,984,000 125 31,042,924 198
December 72,899,587 40,695,000 179 25,250,208 289
Total 575,576,940 475,092,000 121 380,040,093 151
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Maintenance of production buildings and plants

The costs of plant and building maintenance totalled EUR 1,797,043 in 2008, up 3%
on the plan and 18% on the amount incurred in 2007. Various maintenance work was
carried out on power plant buildings and their electrical equipment and machinery, in
accordance with the maintenance plan and concessionaire’s requirements.

Through preventive maintenance inspections (reviews) and regular maintenance of
plants and buildings (overhauls, renovation), a high level of operational availability
and reliable operation has been maintained in spite of the age of the plants and
buildings which exceeds the HSE Group’s average.
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4.6. ELECTRICITY SUPPLY

In 2008 electricity from all HPPs was delivered to Holding Slovenske elektrarne on
the basis of a contract entered into for the year 2008.

In 2008 the company delivered 575,577 MWh of electricity, of which 491,453 MWh
were generated at HPPs with capacity above 10 MW and 84,124 MWh at HPPs with
capacity below 10 MW. Due to favourable hydrology, the quantity of the electricity
delivered was higher than the 2008 plan and the 2007 quantity.

In 2008 the total invoiced amount of the electricity delivered totalled EUR 32,556,847,
of which the amount attributable to HPPs with capacity above 10 MW stood at
EUR 26,732,626 and the amount attributable to HPPs with capacity below 10 MW at
EUR 5,824,221. Invoiced sales were above the 2008 sales plan and higher than the
2007 sales.

SUPPLY OF ELECTRICITY FROM HPPs ON THE SO A RIVER AND ITS TRIBUTARIES
IN 2008 COMPARED WITH THE PLAN FOR 2008 AND THE YEA R 2007
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500,000 -
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0
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STRUCTURE OF ELECTRICITY SUPPLY IN 2008
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HPPs below 10 MW
15%
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4.7. RISK MANAGEMENT

The company’s operations are exposed to various types of risks, and the
identification, monitoring and management of these risks is becoming increasingly
important if they are to reduced to the lowest possible level. In 2008 the company
continued to develop its risk management system based on the system of early
identification and warning, impact and consequence analysis, and monitoring and
control in all areas of its business.

The specificity of the company's operations is mostly reflected in the exposure to the
following risks:

Quantity risk:

- The risk of low hydrology, which is reflected in the failure to meet

production plans due to low water levels in the river basin and,
consequently, in lower revenue; this risk is controlled within the HSE
Group. Over the long term, such a risk can be managed by means of
construction of storage power plants in the So a River basin. The risk of
turbine failure, which is connected with the inability to achieve production
and revenue plans, is controlled through regular and preventive measures
carried out as part of the technical function.
The machinery breakdown risk is a risk of damage caused by natural
disasters, which is manifested in the loss of electricity production resulting
from operational unavailability of production units during the elimination of
the consequences of machinery breakdowns and natural disasters and in
the costs of repair. The risk is controlled through the insurance of fixed
assets against loss events, such as machinery breakdowns and natural
disasters. The company is not insured against the risk of production loss.

Credit risk represents the possibility that receivables will be settled only in part

or will not be settled at all. Considering that our customers are known and that

business partners have good credit ratings, this risk is low. The controlling
company HSE is the biggest buyer and purchases all energy produced.

Liquidity risk arises from a possibility that at a certain moment there will be

insufficient liquid assets available to settle current liabilities. The company

hedges against this risk by means of cash-flow planning. Owing to maturity
matching of receivables and liabilities, low level of estimated credit risk and the
available liquidity reserve, this risk is low.

Interest rate risk is connected with increasing interest rates on loan obligations

that are sensitive to interest rate fluctuations in the international market. The

company controls this risk through interest rate swaps (replacement of a

variable interest rate with a fixed interest rate, etc.).

In the area of information technology (IT), the company carried out the

following activities in 2008 to eliminate or reduce the likelihood of identified IT

risks:

To be able to constantly improve the security of IT services provided, the
company arranged the purchase of highly scalable modular network
equipment which enables SENG's network to be divided into the technical
and business part and provides for a straightforward integration of new
security and other IT services.

To enable straightforward and efficient development of the web portal and
the knowledge base supporting the process of HPP operation which is
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integrated with the HPP remote control system, we transferred production
environments to a consolidated server infrastructure which also supports
virtualisation. To manage the risk of data loss, the existing infrastructure
was also directly connected with the comprehensive data backup system —
the tape library LTO Ultrium 3582.

To ensure high availability of internet access both for SENG network users
and external support, the company set up full redundancy of the network
devices used and provided for the possibility of connecting to an additional
provider of internet access via the BGP protocol.

To provide other economic entities from the electricity industry with safe
and transparent external access to selected services, DMZ zones were
physically separated, making it possible to establish multiple simultaneous
connections.

The company is part of the HSE Group in which some of the above risks are

managed, in particular the quantity risk, credit risk and liquidity risks. Thanks to the
integration into the HSE Group, the exposure to risks is low.
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4.8. FINANCIAL OPERATIONS
4.8.1. REVENUE

In 2008 the company’s total revenue amounted to EUR 36,287,098, up 54% on the
plan and 45% on the past year’s revenue. Operating revenue is the most important
part of revenue since it accounts for 92% of total revenue, with finance income
accounting for 7% and other revenue for 1%.

Operating revenue amounted to EUR 33,320,900 and was 46% higher than planned
and 47% higher than in 2007. Revenue from the supply of power and electricity
represents the most important part of operating revenue. In the financial year 2008,
the company generated 90% of total revenue through the production of electricity,
thus achieving EUR 32,556,847. This was 46% more than planned and 49% more
than in 2007.

A minor share of operating revenue is attributable to other operating revenue, which
amounted to EUR 764,053 in 2008 and was thus higher than planned and lower than
in 2007. Other operating revenue accounts for 2% of total revenue.

Finance income totalled EUR 2,583,638, up 417% on the plan and 19% on the 2007
finance income.

In 2008 other revenue totalled EUR 382,560, an increase of 74% over the plan and
127% over the 2007 other revenue.

TABLE: TOTAL REVENUE COMPARED WITH THE PLAN AND THE YEAR 2007

in EUR

Index Index
ltems Year 2008 Plan for 2008 | YO8/P08 | Year 2007 |Y08/Y07
Operating revenue 33,320,900 22,843,976 146 | 22,730,089 147
Finance income 2,583,638 500,000 517 2,162,305 119
Other revenue 382,560 220,000 174 168,579 227
Total 36,287,098 23,563,976 154 | 25,060,973 145
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STRUCTURE OF REVENUE IN 2008
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4.8.2. EXPENSES

In 2008 the company’s expenses totalled EUR 23,375,097, up 4% on the plan and
17% on the 2007 figure. Expenses are comprised of operating expenses, which
account for 81% of total expenses, finance expenses with a 17% share and other
expenses with a 2% share.

In 2008 operating expenses totalled EUR 18,977,005, of which costs amounted to
EUR 18,813,222 and revaluation operating expenses to EUR 163,783. Operating
expenses were 2% higher than planned and 9% higher than in 2007. Costs, being
2% higher than planned and 8% higher than in 2007, account for the largest share of
operating expenses. The costs were higher than planned because of higher
concession charges arising from higher-than-planned production levels. Without
concession charges, total costs are lower than planned, meaning that the goal of cost
reduction was achieved.

Finance expenses totalled EUR 4,024,863 in 2008. They were 1% higher than
planned and 56% higher than in 2007.

Other expenses stood at EUR 373,229 and were thus 789% higher than planned and
509% higher than in 2007.

TABLE: EXPENSES COMPARED WITH THE PLAN AND THE YEAR 2007

in EUR

Plan for Index Index
Iltems Year 2008 2008 Y08/P08 | Year 2007 |Y08/YQ7
Operating expenses 18,977,005 18,525,466 102 | 17,367,467 109
Finance expenses 4,024,863 4,000,000 101 2,580,620 156
Other expenses 373,229 42,000 889 61,298 609
Total 23,375,097 22,567,466 104 | 20,009,385 117
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TABLE: OPERATING EXPENSES COMPARED WITH THE PLAN AND THE YEAR 2007

in EUR
Index Index

ltems Year 2008 | Plan for 2008 | YO8/P08 | Year 2007 | Y08/Y07
Costs of materials 397,920 403,100 99 422,561 94
Costs of services 2,963,916 2,975,700 100 2,588,471 115
Write-downs in value 6,991,393 7,100,000 98 6,962,078 100
Provisions 94,195 88,000 107 20,601 457
Labour costs 4,424,843 4,870,000 91 4,181,304 106
Other operating costs 4,104,738 3,088,666 133 3,192,452 129
Total 18,977,005 18,525,466 102 | 17,367,467 109

Write-downs in value account for the largest share of expenses, followed by labour
costs, charges unrelated to labour costs and environment protection expenditure.
These four items account for 66% of total expenses. The structure of total expenses

in 2008 is shown in the picture below.
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4.8.3. FINANCIAL PERFORMANCE

The company ended the financial year 2008 with a gross profit of EUR 12,912,001
and a net profit of EUR 10,079,588. The profit was higher than planned and also
higher than in 2007. The share of net profit in total revenue amounts to 27.7%.
Corporate income tax totalled EUR 2,818,801, with deferred tax expenses amounting
to EUR 13,612. The high 2008 profit is the result of record electricity production
levels attributable to good hydrology as well as of higher market prices of electricity

and higher financial income from interest received on loan interest rate hedging.

TABLE: PROFIT OR LOSS FOR 2008

in EUR
Index Index

Items Year 2008 Plan for 2008 | YO8/P08 | Year 2007 |Y08/YQ7
Operating profit or loss 14,343,895 4,318,510 332 5,362,622 267
Financing profit or loss -1,441,225 -3,500,000 41 -418,315 345
Profit or loss on ordinary activities 12,902,670 818,510 1,576 4,944,307 261
Profit or loss on extraordinary
activities 9,331 178,000 5 107,281 9
Total profit or loss for the period 12,912,001 996,510 1,296 5,051,588 256
Corporate income tax 2,818,801 219,232 1,286 1,159,652 243
Deferred taxes 13,612 8,700 156 13,193 103
Net profit or loss for the period 10,079,588 768,578 1,311 3,878,743 260

GROSS PROFITS OR LOSSES IN 2008

16,000,000

14,343,895

9,331

-2,000,000

1N

-1,441,225

-4,000,000

I Operating profit or loss
O Profit or loss on ordinary activities
I Total profit or loss

B Financing profit or loss

m Profit or loss on extraordinary activities
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4.8.4. STRUCTURE OF ASSETS AND LIABILITIES

The company's assets totalled EUR 256,019,321 as at 31/12/2008, up 10% on the
balance as at 31/12/2007. Long-term assets represent 88% of the company’s total
assets, while current assets and short-term accrued revenue and deferred costs
account for the remaining 12%. Property, plant and equipment represent 85% of the
company' total assets and 97% of its long-term assets.

Sixty-three percent of the company's assets were financed with equity which totalled
EUR 162,448,132 as at 31/12/2008. Compared with its balance as at 31/12/2007,
equity was 5% higher as at 31/12/2008. The high share of equity, which is a
permanent feature of the financing of the company's assets, was reduced somewhat
in 2008 as a consequence of the increased amount of debt taken on in connection
with the construction of PSP Av e. Debt financing accounted for 34% of the
company’s total financing as at 31/12/2008, of which loan financing accounted for
29%.

COMPARISON OF LONG-TERM AND CURRENT ASSETS BY YEAR
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4.8.5. PERFORMANCE INDICATORS

The company finances its operations from own and external sources, with own
sources prevailing. In 2008 the equity financing rate stood at 63.45% and was 4%
lower than in 2007. The decrease in the equity financing rate is the result of an
increase in long-term financial liabilities to banks in 2008.

The share of the company's assets financed from long-term sources amounts to
91.55%, with the share of assets financed from short-term sources amounting to only
8.45%. Compared with 2007, the share of long-term sources decreased by 2%. Fixed
assets accounted for 85.27% of the company’s total assets in 2008. Compared with
the year 2007, the operating fixed assets rate increased by 10% as a result of an
increase in the company’s fixed assets. The company has a large share of long-term
assets in total assets. The long-term assets rate stood at 87.60% and was 13%
higher than in 2007, as a result of an increase in the company’s long-term assets.
Long-term assets are also financed on a long-term basis, which indicates that
operations are financed from quality sources.

All horizontal financial structure ratios declined. The acid test ratio, quick ratio and
current ratio deceased relative to 2007 due to a decrease in the company’s current
assets and increase in its short-term liabilities. These ratios indicate that the
company is capable of covering short-term liabilities with current assets as at the
balance sheet cut-off date. The equity to fixed assets ratio of 0.74 shows that the
majority of the most illiquid assets were financed with equity.

The operating efficiency ratio for 2008 was greater than 1, meaning that operating
revenue exceeded operating expenses and was 34% higher than in 2007, owing to
higher operating expenses in 2008.

Net profit accounts for 27.7% of total revenue. Due to the high amount of equity,
return ratios were low despite the fact that the return on sales was normal. In less
capital-intensive industries the same rate of return on sales is reflected in a
considerably higher rate of return on equity.

The net return on nominal capital ratio was 0.06. Given the capital intensiveness, the
low return ratio is understandable.
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TABLE: PERFORMANCE INDICATORS FOR 2008 COMPARED WITH THE PLAN AND THE YEAR

2007

in EUR

EQUITY FINANCING RATE

1. Liabilities 256,019,321 262,405,801 233,054,131
2. Equity 162,448,132 154,351,294 154,361,715
Equity financing rate =2/ 1 63.45 58.82 66.23
LONG-TERM FINANCING RATE

1. Equity 162,448,132 154,351,294 154,361,715
2. Long-term liabilities 71,156,130 86,658,132 62,156,305
3. Provisions and Long-term accrued costs and deferred revenue 788,918 858,772 767,143
4. Total (1 + 2+ 3) 234,393,180 241,868,198 217,285,163
5. Liabilities 256,019,321 262,405,801 233,054,131
Long-term financing rate =4 /5 91.55 92.17 93.23
OPERATING FIXED ASSETS RATE

1. Property, plant and equipment 218,028,460 232,594,773 176,891,659
2. Intangible assets and Long-term accrued revenue and deferred costs 285,263 5,086,624 3,571,756
3. Total fixed assets at carrying amount (1 + 2) 218,313,723 237,681,397 180,463,415
4. Assets 256,019,321 262,405,801 233,054,131
Operating fixed assets rate = 3/ 4 85.27 90.58 77.43
LONG-TERM ASSETS RATE

1. Property, plant and equipment 218,028,460 232,594,773 176,891,659
2. Intangible assets and Long-term accrued revenue and deferred costs 285,263 5,086,624 3,571,756
3. Investment property 0 0 0
4. Long-term investments 5,939,814 399,088 403,279
5. Long-term operating receivables 14,345 14,500 18,730
6. Total (1+2+3+4+5) 224,267,882 238,094,985 180,885,424
7. Assets 256,019,321 262,405,801 233,054,131
Long-term assets rate =6 / 7 87.60 90.74 77.62
EQUITY TO OPERATING FIXED ASSETS RATIO

1. Equity 162,448,132 154,351,294 154,361,715
2. Property, plant and equipment 218,028,460 232,594,773 176,891,659
3. Intangible assets and Long-term accrued revenue and deferred costs 285,263 5,086,624 3,571,756
4. Total fixed assets at carrying amount (2 + 3) 218,313,723 237,681,397 180,463,415
Equity to operating fixed assets ratio=1/4 0.74 0.65 0.86
ACID TEST RATIO

1. Cash 888,181 51,589 1,487,841
2. Short-term investments 14,073,730 19,040,000 45,710,053
3. Total liquid assets (1 + 2) 14,961,911 19,091,589 47,197,894
4. Short-term liabilities 20,899,709 20,537,603 14,843,621
Acid test ratio =3/ 4 0.72 0.93 3.18
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in EUR

QUICK RATIO

1. Cash 888,181 51,589 1,487,841
2. Short-term investments 14,073,730 19,040,000 45,710,053
3. Short-term operating receivables 16,283,131 5,040,474 4,300,906
4. Total (1 + 2+ 3) 31,245,042 24,132,063 51,498,800
5. Short-term liabilities 20,899,709 20,537,603 14,843,621
Quick ratio=4/5 1.49 1.18 3.47
CURRENT RATIO

1. Current assets 31,251,330 24,142,516 51,508,741
2. Short-term accrued revenue and deferred costs 63,358 15,000 503.739
3. Total (1 +2) 31,314,688 24,157,516 52,012,480
4. Short-term liabilities 20,899,709 20,537,603 14,843,621
Current ratio =3/ 4 1.50 1.18 3.50
OPERATING EFFICIENCY RATIO

1. Operating revenue 33,320,900 22,843,976 22,730,089
2. Costs of goods, materials and services 3,361,836 3,378,800 3,011,032
3. Labour costs 4,424,843 4,870,000 4,181,304
4. Write-downs in value 6,991,393 7,100,000 6,962,078
5. Other operating expenses 4,198,933 3,176,666 3,213,053
6. Total operating expenses (2 + 3 + 4 + 5) 18,977,005 18,525,466 17,367,467
Operating efficiency ratio =1/ 6 1.76 1.23 1.31
NET RETURN ON EQUITY

1. Net profit for the period 10,079,588 768,578 3,878,743
2. Average equity 158,404,924 154,356,505 152,209,589
Net return on equity =1/ 2 0.06 0.005 0.03
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4.9. INVESTMENTS

In 2008 investment realisation stood at EUR 48,212,253 or 87% of the annual plan.
Realisation by individual investment is shown in the table below, followed by a

description of the work done.

TABLE: REALISATION OF INVESTMENTS IN 2008

in EUR
Index
Description Year 2008 Plan for 2008 YO08/P08

Joint venture — construction of HPPs on the lower Sava River 0 1,618,624 0
Construction of PSP Av e 46,617,985 49,870,000 93
Replacement of transformer for the purpose of changing
external on-site power supply to 20 kV at HPP Plave | and I,
Ajba dam and Doblar | and I 99,947 198,250 50
Reconstruction of hydromechanical equipment — Podselo dam 26,018 918,044 3
Designs for phase Il of the reconstruction of HPPs Plave | and
Doblar | 277,394 450,676 62
Drinking water projects and research — Kobariki stol 0 125,187 0
Design documents for HPP U ja 60,633 292,105 21
Design documents for HPP Kne a 0 100,000 0
Other studies and design documents 0 125,188 0
Minor capital investments 350,309 400,000 88
Replacement and upgrade of the information system 237,683 145,000 164
Doblar collection pit 159,651 230,000 69
Ba a collection pit 203,581 400,000 51
Tolminka sill 45,583 265,000 17
Turbine for ensuring biological minimum 133,469 0 0
Total 48,212,253 55,138,074 87
a) Joint venture — construction of HPPs on the lowe r Sava River

The method of investing in the joint venture was changed in 2008. Once the
contractual relationship had been performed, the investments as at 31/12/2007 were
transferred to the newly established company HESS d.o.o. in the form of equity
contributions.

b) Construction of PSP Av e

This capital investment has been underway since 2003, when design and spatial
documentation was prepared as a basis for the adoption of a decision regarding the
capital investment. In 2004 environmental and building permits were obtained for the
construction of all PSP buildings except the connecting transmission line, for which a
partial building permit was obtained in November 2007. In 2005 the construction of
the plant began.
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The signing of contracts with selected contractors in connection with individual lots
(subprojects) took place between December 2004 (preparatory works) and
December 2007 (connecting transmission line).

Main construction works (LOT A2)

In October 2006 work began on the upper reservoir, including the intake tunnel.
Reservoir bed and banks were excavated, and both earth barriers as well as the
infiltration gallery were built. These works were completed in 2007. By the end of
2008, the banks were levelled, the drainage layer was built, asphalt works were
carried out, construction of the intake tunnel was completed, railings and buffers were
installed around the reservoir, arrangement of surrounding surfaces and biotope was
begun, and an info point was set up.

The excavation of the intake tunnel and surge chamber with its primary substructure
was completed in 2007. In 2008 work on the intake tunnel continued with reinforced
concreting, application of concrete lining and assembly and concreting of a 100-
metre steel lining of the pipeline. The work was completed with grouting works.

The construction of the surge chamber and the damper is completed as is contact
and consolidation grouting of concrete lining of the upper and lower surge chamber.
The assembly of the valve chamber and reinforced concreting are also completed.
Construction of a connection between the chamber and the intake tunnel is underway
(stage 1 panelling and reinforced concreting).

At the pipeline section T1 to T6, all fixed and gliding supports were completed by the
end of 2007. In 2008 the assembly of the pipeline was completed. At point T6, where
the pipeline goes underground, the vertical shaft going 190 m into the ground was
fully excavated. The primary substructure of the 390 m horizontal pressure tunnel
and the inclined section of the tunnel leading to the powerhouse and measuring 120
m were also completed.

In the powerhouse shaft, grouting of the siphon lining was completed in January
2008, following the construction of the fan structure. By the end of June 2008,
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concreting was completed up to the spiral section, with the spiral being concreted
and the pressure test carried out on it in the second half of July 2008. The full
concreting of the powerhouse shaft up to the generator level was completed in
September 2008. The assembly of interim platforms was begun.

In July 2007, work began on the powerhouse and was carried out in stages. By the
end of September 2008, construction work on the powerhouse was completed.
Finishing work and installation of electrical and mechanical equipment is currently
underway.

In September, backfilling around and above powerhouse was carried out in the area
surrounding the intake/outlet and the cable shaft leading to the SM1 transmission
line. On top of the backfill, i.e. the platform of the powerhouse, underground
infrastructure is being constructed. A 35kV cable line was built.

At the intake/outlet, reinforced concreting on the outer side of the lower outlet and
concreting of the tailrace channel were completed in 2008. The temporary protection
barrier was fully removed. Additional adjustments to the lower sill were completed.

Turbine — generator (LOT T/G)

In 2008 the turbine cover, runner blade mechanism, parts of the actuator and other
smaller elements were manufactured. At the end of March 2008, the bottom ring and
the sealing ring were delivered and transported to the construction site. The welding
and positioning of the wicket gate, spiral case and intake section of the spiral case
was carried out. The upper section of the drought tube, bottom turbine ring, runner
and turbine cover were installed. The housing of the stator, stator core and stator
winding were manufactured. The assembly of the rotor began in March 2008 and will
be completed in 2009.

Pipeline and hydro mechanical equipment (LOT C/H)

In 2008 the company finished mounting the upper inlet grid, steel plating of the surge
tank and steel plating of the intake tunnel. The steel lining of the bottom intake/outlet
was covered with concrete, and the intake gate, which prevents the flow of water into
the powerhouse shaft, and the bottom intake/outlet grid were installed. At the pipeline
section T1 to T5, the assembly of the pressure pipeline was completed, whereas at
the section T5 to T12 intensive assembly of the steel pressure pipeline is underway.
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Cranes (LOT D)

In 2008 the assembly of a 300 t, 15 t and both 5 t powerhouse cranes was
completed. The technical inspection of the cranes was carried out in October 2008.
Works continued with the assembly of a monorail crane and the valve chamber
crane.

Other electrical equipment (LOT EE)

After a successful factory test, the 110 kV substation was delivered to the
construction site in August 2008, with the assembly beginning in January 2009. In
June, the transformer was delivered to the powerhouse and installed there. The
following on-site power supply equipment was also delivered and installed: a 20 kV
substation, LV distributor, 110 VAC auxiliary power supply and diesel generator. The
on-site power supply is expected to be launched in February 2009. Protection
equipment, control equipment and metering equipment was also manufactured.

Connecting transmission line and cable line (LOT DV )

Following the signing of the contract in December 2007, work began in January
2008. The building contractor completed the construction of access paths and
excavation for the cable line by August 2008. The entire steel structure, ladders for
transmission line pillars, support insulators, 110 kV cable and optical underground
cable were delivered. In 2008 concreting of pillar supports, earthing, assembly and
mounting of most pillars was completed, and partial backfilling was carried out. In
October 2008, the laying of cables began, which was completed by the end of the
year.

c) Replacement of transformer for the purpose of ch anging external on-site
power supply to 20 kV at HPP Plave | and Il, Ajbad am and Doblar | and Il

Ajba dam:
A new transformer (20/0.4 kV, 400kVA +2,5%, Yd5) and other equipment needed for
the changeover to 20 kV were delivered. Installation will be carried out in 2009.

HPP Plave |

Equipment needed for the changeover to 20 kV was delivered. A 20 kV cable was
laid between the 20 kV RP Plave and our external on-site power supply transformer.
The cable was laid up to existing transformer. An approval for the connection of the
on-site power supply of HPP Plave | was obtained from Elektro Primorska.

An as-built design was prepared by Elektro Primorska for auxiliary power supply
between HPP Plave | and the 20 kV DTS Plave. Work on the 35/20 kV transformer of
the auxiliary power supply and testing were completed. An internal technical
inspection by a joint Elektro Primorska and SENG committee is envisaged.

HPP Plave I

The 20 kV equipment that will replace the existing equipment on the changeover to
20 kV was delivered. An approval for the connection of the on-site power supply of
HPP Plave Il was obtained. The replacement of equipment and rewiring of the
transformer will be carried out in 2009.
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HPP Doblar

A new transformer (20/10.5 kV £2.5% 1250kVA, Yd5), which is already installed in its
final position, was delivered. The designing of the 20 kv RP Doblar was completed
and approval from Elektro Primorska obtained. Construction work on the new 20 kV
RP Doblar was completed. 20 kV cells, which connect to the new equipment based
on the needs of Elektro Primorska, were installed. Connections between cells and the
mounting of shelves for connection with the previous on-site power supply substation
was completed. Remote signalling was connected and tested. An internal technical
inspection was carried out in collaboration with Elektro Primorska. Elimination of
shortcomings determined during the inspection is currently underway.

d) Reconstruction of hydromechanical equipment — Po dselo dam

On 15 February 2008, the building permit for the reconstruction of hydromechanical
equipment at Podselo dam was acquired. Tender documents were prepared.
Following the publication of the documents in the Official Gazette, offers from two
contractors were received on 26 September 2008. Contract negotiations are currently
underway, which will be followed by the selection of a contractor and the signing of
the contract.

e) Designs for phase Il of the reconstruction of HP  Ps Plave | and Doblar |

On 12 June 2008, a contract was signed with the company IBE Ljubljana to prepare
a design for obtaining a building permit, tender documents and a detailed design for
phase Il of the reconstruction of HPP Doblar I.

A conceptual design was prepared for HPP Doblar | and design conditions were
received from approving parties. At the end of 2008, tender documents were
prepared for LOT T/G for HPP Doblar I. On 17 December 2008, the designs based
on which approvals will be given were sent to the approving parties.

f) Drinking water projects and research — Kobariski stol

The project deals with a design for a new water supply system in the Municipality of
Kobarid based on the exploitation of the water source underneath the Kobariski Stol
mountain.

In 2007 additional geological surveys of KobariSki Stol were carried out, and the
guantity and quality of water in the KobariSki Stol quaternary aquifer were assessed.
Given the results of these surveys and report analyses, the project cannot be
continued in its original form, but solutions to carry out the drinking water project in a
different configuration are now being considered.

g) Design documents for HPP U ja

HPP U ja exploits the entire hydro potential of the U ja River, which flows into the
So a River at the village of aga. The electricity pro duced at the power plant will be
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generated at peak times, and the useful capacity of the reservoir will be sufficient for
weekly to 10-day balancing.

In 2008 a study for determining optimum installed capacity and reservoir capacity as
well as a conceptual design, which includes elements of the basic design with various
cost assessments for individual configurations of HPP U ja, were obtained.
Considering the results of these studies, the so-called Version 2a has the most
positive economic and energy effects. The Version 2a is designed as a reservoir and
derivation hydropower plant with installed capacity of approximately 34 MW, gross
head of 210 m, rated flow of 20 m®/s and annual output of approximately 31 GWh.

Activities to prepare spatial documents for the purpose of siting the facility and
acquiring concession rights are being continued.

h) Design documents for HPP Kne a

At the section of the Kne a River between height le vels of 420.00 m and 332.00 m,
the remaining hydro potential of the river can be exploited. It is envisaged that HPP
Kne a will be constructed as a run-of-river hydropo wer plant without a reservoir.

In 2008 intensive activities were underway to acquire a concession for the use of
water for electricity production purposes, which has already been proposed in the
past.

Design documents were prepared for the purpose of preparing a basic design with
elements of a design for obtaining a building permit.

1) Other studies, capital investment and design doc uments

Studies, capital investment and design documents are needed for the performance of
development and operational tasks. The studies serve as a basis for further
development opportunities of the company, with the design documents representing
a basis for the performance of maintenance works and overhauls to ensure safe,
undisturbed and reliable operation of power plants.

In 2008 activities were completed on the following project:
Use of wind energy: preparation of a conceptual design for Av e wind power
plant.

As part of the preparation of study documents, activities on the following projects
were underway in 2008:
- studies on the operation of the existing facilities;
multipurpose exploitation of the Mo nica watercour se: preparation of terms of
reference for a conceptual design for the use of the Mo nica water source and
for the construction of HPP Mo nica;
use of the Kne a watercourse for electricity produ ction purposes: preparation
of terms of reference for a conceptual design of HPP Kne a on the Kne a
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watercourse accompanied by intensive activities to obtain a concession right
for the use of water for electricity production purposes;

concessions agreements for mHPPs with appendices: preparation of manuals
for the operation and maintenance of water facilities.

) Minor capital investments

As part of minor capital investments in 2008, some of the existing equipment was
replaced and new equipment was purchased, which is used for operation,
maintenance and functioning of the accompanying functions. Some vehicles,
instruments, tools, accessories, other equipment and small tools were purchased and
replaced.

k) Replacement and upgrade of the information syste  m

As part of the replacement and upgrade of the information system, the following
investments were carried out in 2008:
setting up of a high-availability and high-bandwidth internet connection;
setting up of a secure communication link between SENG, HSE and DEM
control centres;
preparation of a Navision testing and development environment for
migration to the latest version of the Dynamics NAV 5.0 software;
implementation of a conceptual design for splitting SENG's computer
network into a technical and business part;
integration of a comprehensive backup system and LTO Ultrium 3582 tape
library with IBM i5 integrated server system and an Intel server (dual
connection);
purchase of modular network equipment for the purpose of splitting
SENG's network into a business and technical part to ensure high
availability of IT services provided.

l) Doblar collection pit

The Doblar collection pit represents a measure against sediment deposition in the
outflows of HPPs Doblar | and Il and of the Ajba reservoir.

The collection pit is used for containment of gravel deposits. The deposits which
would otherwise flow to the Ajba reservoir, reduce its useful capacity and increase
the lower water level of HPP Doblar will be regularly removed from the collection pit.

Based on the design for obtaining a building permit, which was prepared in July
2007, a permit for the construction of a gravel barrier on the So a River above HPP
Doblar was obtained in March 2008. In the second quarter of 2008, a call for tenders
was launched to select the best building contractor. The selection was made at the
end of June 2008. Construction of the Doblar collection pit began in July and was
completed in October 2008. A technical inspection and acquisition of an operating
permit are expected to take place at the beginning of 2009.
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m) Ba a collection pit

The design comprised the reconstruction of water infrastructure on the Ba a River
which was damaged or destroyed during the storm of 18 September 2007. In 2008
the entire water infrastructure was reconstructed to ensure a normal flow of the
watercourse and stabilise its vertical course, thus protecting the banks against lateral
erosion. The reconstruction consisted of:

- reconstruction of three sills used for trapping and containing gravel deposits,

- construction of a new floor rib where the old concrete dam used to stand,

- construction of a new transverse beam between the old concrete dam and

Ba a collection pits to protect the banks and sills of collection reservoirs.

Work began at the end of August 2008 and was completed in October 2008.

n) Tolminka sill

The design comprised the reconstruction of a sill just before the point where the
Tolminka River flows into the Doblar reservoir and protection of the right bank
upstream from the sill in order to stabilise the river bed at places where there are sills
that contain gravel sediments.

Work began at the end of September 2008 and was completed in October 2008.

0) Turbine for ensuring biological minimum at Ajba 1

The reconstruction of Ajba 1 is completed. Trial runs and a technical inspection were
carried out. The turbine is currently in a four-month trial operation.
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4.10. QUALITY, ENVIRONMENT AND OCCUPATIONAL
HEALTH AND SAFETY MANAGEMENT SYSTEMS

ISO
9001

OHSAS ISO
18001 14001

The year 2008 was characterised by adjustments made to comply with requirements
of the occupational health and safety standard OHSAS 18001: 2007. An analysis of
the situation and necessary changes to organisational rules and communication to
employees were made.

In November 2008, SIQ, a certification company, carried out a regular integrated
external assessment which comprised a preliminary assessment of the occupational
health and safety system under the new OHSAS 18001:2007 standard, a regular
assessment of the quality management system under the 1ISO 9001:2000 standard
and a follow-up assessment of the environment management system under the ISO
14001:2004 standard. The external assessment confirmed that the company
maintains and develops its management system in accordance with requirements of
the above standards.

In December 2008, a new ISO 9001:2008 standard was issued. In 2009 certain
activities will be undertaken to identify and implement necessary modifications to the
management system. In 2009 particular attention will also be given to the valuation
and monitoring of indicators which show the efficiency and effectiveness of business
processes.
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4.11. RELATIONS WITH THE BROADER SOCIAL
ENVIRONMENT

The company is connected with its environment due to the nature of its activities. The
construction of hydropower plants is a delicate environmental activity which affects
the water regime, landscape, and to a certain extent also the microclimate, water
quality, biotical components, etc. When looking for possibilities for a hydroelectric
exploitation of waters, different interests in the environment have to be combined and
possibilities sought out for a multi-purpose function of plants as regards water
management, water supply, aquaculture, development of tourism, etc. Such
endeavours result in numerous benefits and in a favourable attitude of the broader
social environment towards the planned projects.

The result of such a combination of interests was the construction of HPP Zadlas ica,
which is used for the production of electricity and for drinking water supply to the
wider region of Tolmin. The facility is situated in a very sensitive environment, i.e. in
the broader region of the Triglav National Park.

The multipurpose utilisation of the power plant also served as a guideline in
designing mHPP Tolminka in Tolmin, which also serves a double purpose: the
production of electricity and fish farming.

The company cooperated with the Ministry of Culture and Idrija Town Museum in the
renovation and reconstruction of the cultural heritage site Kanomeljske klav e which
also servers an energy purpose, being an accumulation barrier of mHPP Klav arica.

Artificial lakes provide opportunities for the development of tourism. An example of
such cooperation is the development of tourism at the Most na So i lake.

The company maintains good relations with all participants in the area, in particular
with other direct users of waters in the So a basin. Attention is given to the
establishment and upgrading of systems used to monitor the impacts of hydropower
plants on the environment.

The development and capital investments activities of the company and uninterrupted
operation of facilities and plants require constant research and preparation of studies
and development documents, which have already been described in the chapter on
capital investments, under the heading Other studies, capital investment and design
documents.

The company supports sporting activities related to the So a River, and has been
sponsoring SoSke Elektrarne Kayak Club since 1959.
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4.12. RESEARCH AND DEVELOPMENT ACTIVITIES

The company’s main goal is to ensure reliable operation of all facilities while
constantly streamlining its operations and containing cost in a manner that does not
reduce competitiveness and high level of operational capacity. Reliable operation is
ensured through constant technological upgrades and preparation of new
development projects.

As part of the company’s future development, new projects have been planned to
expand the capacities, renovate the oldest of the existing power plants on the So a
River and improve the new concept of operation and maintenance of power plants on
the So a River. The gradual renovation of HPPs Daoblar | and Plave | will continue as
outlined in the past as part of the project of renovating and upgrading HPPs on the
So a River. This includes the replacement of worn-out hydromechanical equipment
on dams and the replacement of worn-out turbines. Another important capital
investment is the construction of the pumped storage plant Av e (PSP Av e) which
will operate by pumping water to the upper reservoir in periods of low electricity
consumption and by producing electricity in peak periods, i.e. when the daily
electricity consumption chart shows the highest values. Cooperation in the
construction of HPPs on the lower Sava River, which will last until the entire chain of
power plants has been completed, presumably by 2018, is also important. Plans
have been made for the construction of HPPs Kne a, U ja and Mo nica, which will
contribute to the production of peak energy, and for the construction of HPP Mo nica
which will have a dual use — it will also supply drinking water to the Bovec region.
Such endeavours for a multipurpose use of facilities result in numerous benefits and
in a favourable attitude of the broader social environment towards the planned
projects.

The Kobariski Stol drinking water project is an example of how to expand business
activities in cooperation with other investors and how to create jobs in the area of
Kobarid.

In 2008 the company continued to implement a new concept for operation and
maintenance of HPPs on the lower So a River. Launched in 2004, the project to join
the staff of individual HPPs on the So a River into one team that would be centrally
coordinated and extensively trained to carry out any tasks in HPPs on the So a River
is also being improved. Its purpose is to optimise the utilisation of available staff,
combine knowledge and experience, and flexibly allocate necessary staff for the
purpose of operation and maintenance of HPPs on the So a River. The new concept
stands for the streamlining of operations and, consequently, lower costs of
operational staff over the long-term.

In the area of operation, the company will continue to optimise the chain of HPPs and
operation of PSP Av e, as well as to meet inflow forecasts.

As for maintenance, the company will try to meet its strategic goals. The introduction
of information support to the maintenance process will enable the capturing,
processing and analysing of all relevant data and information about events, situation
and trends related to plants and installations required for maintenance planning. Itis
envisaged that the company will introduce condition monitoring and quantity trend

41



monitoring relevant to maintenance planning, introduce techniques for analysing and
ranking of potential reasons for failures and their consequences, and introduce the
management of maintenance projects to optimise time and staff allocation to the
performance of individual activities.

4.13. CORPORATE GOVERNANCE STATEMENT

The company is managed in accordance with applicable legal standards, the
company’s governing documents and good business practices.

Pursuant to the Articles of Incorporation of the company SENG d.o.o., which were
adopted by the sole company member HSE d.o.0. on 28 August 2007, the company
is managed directly through the founder and company bodies, i.e. the Supervisory
Board and Managing Director.

4.14. IMPORTANT EVENTS AFTER THE END OF THE
PERIOD

Important events after the end of the period were as follows:

At the end of 2008, an EUR 17 million long-term loan agreement was signed with
Nova KBM d.d. for the construction of PSP Av e. The loan was disbursed in
February and March 2009.
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5. FINANCIAL REPORT
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5.1. BALANCE SHEET

in EUR

A. LONG-TERM ASSETS 224,704,633 181,041,651
I. Intangible assets and long-term accrued revenue and deferred costs 285,263 3,571,756
1. Long-term property rights 274,351 3,555,972
5. Other long-term accrued revenue and deferred costs 10,912 15,784
1. Property, plant and equipment 218,028,460 176,891,659
1. Land and buildings 99,783,845 102,748,608
a) Land 2,000,906 2,002,061
b) Buildings 97,782,939 100,746,547

2. Production plant and equipment 24,504,447 27,222,174
3. Other plant and equipment 551,440 510,338
4. Property, plant and equipment being acquired 93,188,728 46,410,539
a) Property, plant and equipment in the course of construction 90,173,288 43,366,232
b) Advances for acquisition of property, plant and equipment 3,015,440 3,044,307
V. Long-term investments 5,939,814 403,279
1. Long-term investments, excluding loans 5,936,721 397,888
a) Shares and interests in group companies 5,320,116 89,402
c) Other shares and interests 616,605 308,486
2. Long-term loans 3,093 5,391
b) Long-term loans to others 3,093 5,391
V. Long-term operating receivables 14,345 18,730
3. Long-term operating receivables due from others 14,345 18,730
VI. Deferred tax assets 436,751 156,227
B. CURRENT ASSETS 31,251,330 51,508,741
II. Inventories 6,288 9,941
1. Materials 6,288 9,941
IIl. Short-term investments 14,073,730 45,710,053
1. Short-term investments, excluding loans 0 827,185
c) Other short-term investments 0 827,185
2. Short-term loans 14,073,730 44,882,868
b) Short-term loans to others 14,073,730 44,882,868
V. Short-term operating receivables 16,283,131 4,300,906
1. Short-term operating receivables due from group companies 14,528,765 3,130,275
2. Short-term operating trade receivables 442,991 301,402
3. Short-term operating receivables due from others 1,311,375 869,229
V. Cash 888,181 1,487,841
C. SHORT-TERM ACCRUED REVENUE AND DEFERRED COSTS 63,358 503,739

44



in EUR

A. EQUITY 162,448,132 154,361,715
|. Called-up capital 137,894,036 137,894,036
1. Nominal capital 137,894,036 137,894,036
Ill. Revenue reserves 20,680,288 14,803,003
1. Legal reserves 13,789,404 13,789,404
5. Other revenue reserves 6,890,884 1,013,599
V. Revaluation surplus -1,165,986 827,185
V. Retained net profit or loss 0 0
VI. Net profit or loss for the period 5,039,794 837,491
B. PROVISIONS AND LONG-TERM ACCRUED COSTS AND DEFER RED

REVENUE 788,918 767,143
1. Provisions for pensions and similar liabilities 770,474 756,333
3. Long-term accrued costs and deferred revenue 18,444 10,810
C. LONG-TERM LIABILITIES 71,156,130 62,156,305
|. Long-term financial liabilities 71,147,737 62,148,248
2. Long-term financial liabilities to banks 69,677,058 62,147,881
4. Other long-term financial liabilities 1,470,679 367
1l. Long-term operating liabilities 5,754 8,057
5. Other long-term operating liabilities 5,754 8,057
IIl. Deferred tax assets 2,639 0
D. SHORT-TERM LIABILITIES 20,899,709 14,843,621
1. Short-term financial liabilities 5,470,823 5,539,215
2. Short-term financial liabilities to banks 5,470,823 5,539,215
I1l. Short-term operating liabilities 15,428,886 9,304,406
1. Short-term operating liabilities to group companies 90,617 81,749
2. Short-term trade payables 10,668,677 8,329,833
5. Other short-term operating liabilities 4,669,592 892,824
E. SHORT-TERM ACCRUED COSTS AND DEFERRED REVENUE 726,432 925,347

Notes to the balance sheet are provided below in points 5.6.2.1 through 5.6.2.15.
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5.2. INCOME STATEMENT
in EUR

1 |Net sales revenue 32,788,286 22,123,630
a) Domestic market 32,788,286 22,123,630

- from relations with group companies 31,254,754 20,631,497

- from relations with others 1,533,532 1,492,133

4 |Operating revenue 532,614 606,459
- other 323,126 578,207

- from revaluation 209,488 28,252

GROSS RETURN ON OPERATIONS 33,320,900 22,730,089
5 |Costs of goods, materials and services 3,361,836 3,011,032
b) costs of materials 397,920 422,561

c) costs of services 2,963,916 2,588,471

6 |Labour costs 4,424,843 4,181,304
a) Costs of salaries 3,162,388 2,932,248

b) Social security costs 678,156 631,910

- pension insurance costs 430,254 400,154

- other social security costs 247,902 231,756

c) Other labour costs 584,299 617,146

7 |Write-downs in value 6,991,393 6,962,078
a) Depreciation or amortisation 6,827,610 6,939,266

b) Revaluation operating expenses associated with IA and PPE 163,783 22,664

¢) Revaluation operating expenses associated with operating current assets 0 148

8 |Provisions 94,195 20,601
9 |Other operating expenses 4,104,738 3,192,452
TOTAL OPERATING EXPENSES 18,977,005 17,367,467

PROFIT OR LOSS ON OVERALL OPERATIONS 14,343,895 5,362,622
10 |Finance income from interests 888,164 31,316
- in other companies 46,965 31,316

- from other investments 841,199 0

11 |Finance income from loans given 1,692,918 2,113,431
- to group companies 0 1,101

- to others 1,692,918 2,112,330

12 |Finance income from operating receivables 2,556 17,558
- from group companies — joint venture 0 15,757

- from others 2,556 1,801

TOTAL FINANCE INCOME 2,583,638 2,162,305

14 |Finance expenses for financial liabilities 4,023,729 2,576,961
- finance expenses for loans received from banks 3,659,184 2,576,961

- finance expenses for other financial liabilities 364,545 0

15 |Finance expenses for operating liabilities 1,134 3,659
- finance expenses for other operating liabilities 1,134 3,659

TOTAL FINANCE EXPENSES 4,024,863 2,580,620

PROFIT OR LOSS ON ORDINARY ACTIVITIES 12,902,670 4,944,307
16 |Other revenue 382,560 168,579
17 |Other expenses 373,229 61,298
18 |Corporate income tax 2,818,801 1,159,652
19 |Deferred tax income 13,612 13,193

Notes to the income statement are provided below in points 5.6.3.1 through 5.6.3.6.
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5.3. CASH FLOW STATEMENT

in EUR
A CASH FLOWS FROM OPERATING ACTIVITIES
+ |a) ltems of income statement 20,283,027 11,442,994
Operating revenue (except from revaluation) 33,320,900 22,676,815
Finance income from operating receivables (except from revaluation) 2,556 17,128
Other operating revenue 382,560 168,579
- |Operating expenses less depreciation or amortisation and long-term provisions -11,985,612 -10,301,283
- |Finance expenses for operating liabilities -1,134 -301
- |Other operating expenses -373,229 -61,494
- |Income taxes and other taxes not included in operating expenses -1,063,014 -1,056,450
b) Changes in net operating assets in balance sheet items (including accruals and
+ |deferrals, provisions and deferred tax assets and | iabilities) -4,688,203 536,424
Opening less closing operating receivables -11,964,228 -253,050
Opening less closing accrued revenue and deferred costs 445,253 -474,335
Opening less closing inventories 3,653 511
Closing less opening operating liabilities 7,004,259 870,126
Closing less opening accrued costs and deferred revenue, and provisions -177,140 393,172
= c) Net cash from operating activities 15,594,824 11,979,418
B. CASH FLOWS FROM INVESTING ACTIVITIES
+ a) Cash receipts from investing activities 48,845,795 45,773,223
Interest and dividends received from investing activities 2,485,016 2,144,747
Cash receipts from disposal of property, plant and equipment 0 25,022
Cash receipts from disposal of long-term investments 2,298 0
Cash receipts from disposal of short-term investments 46,358,481 43,603,454
- b) Cash disbursements from investing activities -69,013,679 -68,712,647
Cash disbursements to acquire intangible assets -98,328 -837,063
Cash disbursements to acquire property, plant and equipment -51,170,440 -18,775,892
Cash disbursements to acquire long-term investments -2,195,568 -167,808
Cash disbursements to acquire short-term investments -15,549,343 -48,931,884
= c) Net cash from investing activities -20,167,884 -22,939,424
= Net cash from operating and investing activities -4,573,060 -10,960,007
C. CASH FLOWS FROM FINANCING ACTIVITIES
+ a) Cash receipts from financing activities 13,000,000 20,000,000
Cash proceeds from increase in long-term financial liabilities 13,000,000 20,000,000
- b) Cash disbursements from financing activities -9,026,600 -8,013,787
Interest paid on financing activities -3,487,385 -2,455,731
Cash repayments of long-term financial liabilities -5,470,823 -5,470,823
Cash repayments of short-term financial liabilities -68,392 -87,233
= c) Net cash from financing activities 3,973,400 11,986,213
= Total net cash for the accounting period -599,660 1,026,206
+ X) Net cash flow for the period -599,660 1,026,206
+ y) Opening balance of cash 1,487,841 461,634

Notes to the cash flow statement are provided below in point 5.6.4.

47




5.4. STATEMENT OF CHANGES IN EQUITY

TABLE: STATEMENT OF CHANGES IN EQUITY FOR 2008

in EUR

A. |Balance as at 01/01/2008 137,894,036 13,789,404 1,851,090 0 827,185 154,361,715
B. |Movements to equity 0 0 0 10,079,588 -1,993,171 8,086,417
d) |Net profit or loss for the period 0 0 0 10,079,588 0 10,079,588
f) |Revaluation surplus 0 0 0 0 1,993,171 -1,993,171
C. |Movements within equity 0 0 5,039,794 -5,039,794 0 0
Allocation of net profit as a component of
equity in accordance with management and
a) |supervisory board decision 0 0 5,039,794 -5,039,794 0 0
D. |Movements from equity 0 0 0 0 0 0
1"#$% &' '$() *1+ ,-) )+#/
11

Notes to the statement of changes in equity are provided below in points 5.6.2.8 and 5.6.5.
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TABLE: STATEMENT OF CHANGES IN EQUITY FOR 2007

in EUR

A. |Balance as at 01/01/2007 137,894,036 11,585,642 176,109 401,675 150,057,462
Movements to equity 0 0 0 3,878,743 425,510 4,304,253
d) |Net profit or loss for the period 0 0 0 3,878,743 0 3,878,743
f) |Revaluation surplus 0 0 0 0 425,510 425,510
C. |Movements within equity 0 2,203,761 837,491 -3,041,252 0
Allocation of net profit as a component of
equity in accordance with management and
a) [supervisory board decision 0 2,203,761 837,491 -3,041,252 0 0
D. |Movements from equity 0 0 0 0 0 0
1"#$% &' '$() *!+ ,-) )+l
11
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5.5. STATEMENT OF ACCUMULATED PROFIT

in EUR

A. NET PROFIT FOR THE YEAR 10,079,588 3,878,743
C. RETAINED EARNINGS 0 0
F. INCREASE IN REVENUE RESERVES (191 to 194) 5,039,794 3,041,252
1. - increase in legal reserves u 0 2,203,761
4. - increase in other revenue reserves 5,039,794 837,491
G. ACCUMULATED PROFIT (180+182-183+184+185-190) 5,039,794 837,491

Notes to the statement of accumulated profit are provided below in point 5.6.2.8 and

point 6.
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5.6. NOTES TO THE FINANCIAL STATEMENTS
5.6.1. ACCOUNTING POLICIES

The financial statements and the notes thereto have been prepared in accordance
with the Companies Act (ZGD-1, OG No. 42/2006) and Slovene Accounting
Standards (SAS) applicable since 1 January 2006.

The processes of accounting and compilation of financial statements are based on
the following assumptions and qualitative accounting characteristics:
going concern,
accrual basis,
qualitative characteristics such as understandability, relevance, reliability and
comparability.

In the recognition and measurement of economic categories in the financial
statements, the provisions of Slovene Accounting Standards apply directly, except
when the Standards allow the company to choose between different measurement
methods. Such measurements are disclosed in individual items.

The financial statements are presented in EUR.

Accounting policies are as follows:
INTANGIBLE ASSETS AND LONG-TERM ACCRUED REVENUE AND DEFERRED COSTS

An intangible asset is an identifiable non-monetary asset, usually without physical
substance, which generates economic benefits. The intangible assets of the
company comprise capitalised costs of investments in the property, plant and
equipment of other entities, and investments in rights acquired.

An intangible asset is recognised if it is probable that the expected future economic
benefits that are attributable to the asset will flow to the entity and the cost of the
asset can be measured reliably. The cost model was applied for the measurement
and recognition of intangible assets. Under the cost model, an item of intangible
assets is carried at its cost less any accumulated amortisation and any accumulated
impairment losses. The initial amount is decreased through amortisation which
begins when the intangible asset is available for use.

The cost comprises all the costs that are directly attributable to bringing the asset to
the condition necessary for its intended use. Interest on loans for the acquisition of
an item of intangible assets is not considered as part of the cost of the item. The cost
of an intangible asset produced within the company does not comprise the borrowing
cost related to its acquisition.

Based on their useful life, intangible assets are categorised as assets with finite

useful lives. Amortisation is accounted for individually on a straight-line basis.
Amortisation rate is set at 10%.
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An item of intangible assets is derecognised in the books of account and in the
balance sheet when it is disposed of or when no future economic benefits are
expected from its use or disposal.

Intangible assets with individual value of EUR 500 or less are recognised as cost of
the period in which they arise.

Long-term accrued revenue and deferred costs consist of long-term deferred costs.

PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment are the assets owned by the company and used in the
company's operations to generate economic benefits. Property, plant and equipment
comprise land, buildings, manufacturing plant and equipment and other plant and
equipment.

An item of property, plant and equipment is recognised as an asset if it is probable
that the future economic benefits that are associated with the item will flow to the
entity and the cost of the item can be measured reliably. They are initially recognised
at cost. Depreciation of an item of property, plant and equipment begins on the first
day of the following month after it has been available for use.

The cost comprises an asset's purchase price and all other costs that are directly
attributable to bringing the asset to the condition necessary for its intended use.
Interest on loans for the acquisition of an item of property, plant and equipment is not
considered as part of the cost of the item. The cost of the asset does not comprise
the borrowing cost related to the acquisition of the item of property, plant and
equipment.

The cost model was selected for the measurement and recognition of items of
property, plant and equipment. Under the cost model, an item of property, plant and
equipment is carried at its cost less any accumulated depreciation and any
accumulated impairment losses.

Depreciation is accounted for on a single-asset basis, using the straight-line method
of depreciation until the asset is fully depreciated during its useful life, which is
different for individual items of property, plant and equipment. The company
determines its annual depreciation rates independently by taking into consideration
the useful life of individual assets.

DepreC|at|on rates (in %) for individual groups of items were as follows:

buildings 1.3-6
production equipment 3.3-125
vehicles 12.5-25
computer equipment 20-25
other equipment and small tools 10 -33.33

and did not change from the previous year.
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Subsequent expenditure on an item of property, plant and equipment is recorded as
follows:

an increase in its cost, when it increases its future economic benefits in
excess of the originally assessed future economic benefits;

decrease in accumulated depreciation if it extends the useful life of the asset.
The extension of the useful life of an item of property, plant and equipment is
the extension of the originally assessed period over which the asset is
depreciated,;

expenditure on repair or maintenance of items of property, plant and
equipment if it contributes to the renovation and maintenance of initial
economic benefits. In this case it is recognised as an expense when incurred.

Spare parts are used to replace components of property, plant and equipment for a
variety of purposes. They are accounted for in accordance with their actual purpose
and use. The spare parts that are used only in connection with one item of property,
plant and equipment are only depreciated over the useful life of the related asset.
The spare parts used for repairs or maintenance are carried and recognised as
maintenance materials and are transferred to materials inventories when acquired;
when installed, they are charged against the costs of materials.

Small tools with a useful life of more than one year and with individual cost of more
than EUR 500 as per supplier's invoice are carried as items of property, plant and
equipment. The exception is office furniture and computer equipment, which are
carried as fixed assets — small tools. Due to fast technological ageing and frequent
failures, small tools do not include GSM mobile phones.

INVESTMENTS

Investments are financial assets held by the company for the purpose of increasing
its finance income through returns on investments. Investments are made in the
equity or financial debts (loans) of other entities.

An investment is recognised if it is probable that the economic benefits that are
associated with it will flow to the entity and the cost of the investment can be
measured reliably. In the balance sheet, investments are recognised as long-term
and short-term investments. Long-term investments in the financial liabilities of other
entities, the state or other issuers (investments in loans), which fall due within one
year of the balance sheet date, are transferred to short-term investments in the
balance sheet. Long-term investments that are reclassified to short-term investments
are transferred individually at their carrying amounts. Investments include term
deposits.

The company holds:
investments in loans,
available-for-sale financial assets — not listed on the stock exchange and
are not held for trading; they are measured at cost.

Equity investments, the fair value of which cannot be measured reliably because they
are not listed on the stock exchange, are measured at cost.
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The value of investments may be adjusted for impairment, reversal of impairment
and restatement to fair value. The value of investments that are not listed on the
stock exchange but are recorded in the company's books of account is also adjusted
when the indications of impairment of such investments are being determined.

INVENTORIES

Inventories are assets in tangible form. On initial recognition, an item of materials
inventories is measured at cost, which comprises the purchase price, import duties
and other non-refundable purchase taxes and direct costs of purchase.

Inventories only include materials and small tools, and are carried at cost. The use
of inventories is accounted for using the FIFO method.
Small tools comprise items whose cost does not exceed EUR 500.

RECEIVABLES

Receivables are the rights, emanating from property and other legal relationships, to
claim the settlement of a debt or the payment for deliveries or rendered services from
a specific person or entity.

In the books of account and balance sheet, a receivable is recognised as an asset if
it is probable that the future economic benefits that are associated with the item will
flow to the entity and its historical cost can be measured reliably. All receivables are
initially recognised at amounts recorded in relevant documents on the assumption
that they will be collected. Original receivables may be subsequently increased or
reduced by any contractually justified amount, irrespective of received payments or
another form of settlement. Subsequent increases in the value of receivables (other
than advances paid) normally increase operating revenue or finance income, as
appropriate. Subsequent decreases in the value of receivables (other than advances
paid) normally decrease operating revenue or finance income, as appropriate,
irrespective of the payment received or another form of settlement.

Deferred tax assets are recorded only in material (significant) amounts in the books
of account and the financial statements. An amount is considered to be material if its
non-recognition could influence users’ business decisions that are taken on the basis
of financial statements. The criterion of materiality is taken into account in this
respect.

Advances are recognised in the balance sheet in connection with items to which they
relate.

In terms of maturity, receivables may be classified as long-term and short-term
receivables. Long-term receivables are the receivables which fall due within a period
exceeding one year. Short-term receivables are the receivables which fall due within
a period shorter than one year.

Receivables that are not settled by their due date or are believed not to be settled by

their due date or in their full amount are considered as doubtful receivables. In the
case of litigation, they are considered as disputed receivables. The Managing
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Director may decide to write a receivable off if the collection through court is
unjustified given the amount of the receivable and all debt collection activities have
been carried out in compliance with the principle of good management.

CASH

Cash assets consist of cash and cash equivalents. Cash comprises ready cash,
deposit money and cash in transit. Ready cash is cash on hand in the form of bank
notes and coins. Deposit money is cash in bank accounts or deposited with another
financial institution to be used for payments. Cash equivalents are short-term, highly
liquid investments that are readily convertible to known amounts of cash and which
are subject to an insignificant risk of changes in value. Cash equivalents include bank
deposits redeemable at notice.

An item of cash, after it has been verified to be of that nature, is initially recognised at
the amount arising from the relevant document. An item of cash expressed in a
foreign currency is translated into the national currency at the exchange rate of the
Bank of Slovenia as at 31/12/2008, i.e. HRK 7.3555 and GBP 0.9525 on the day of
receipt.

The carrying amount of an item of cash is equal to its initial nominal amount until the
need for its revaluation arises.

EQUITY

Total equity is the capital with which the owners finance an entity. It is determined by
both the amounts invested by owners and the amounts generated in the course of
operation that belong to the owners.

Total equity comprises nominal capital, legal reserves, revenue reserves, revaluation
surplus and previously unallocated net profit — accumulated profit.

LONG-TERM LIABILITIES

Long-term liabilities are recognised obligations of an entity associated with the
financing of its assets, the settlement of which is expected, usually by payment in
cash, in a period of more than one year.

A long-term liability is a liability which, in accordance with a contract or other legal
instrument, is expected to be settled within a period of more than one year.

Long-term liabilities are either financial or operating. Long-term financial liabilities
comprise long-term loans received on the basis of loan agreements.

A financial or operating long-term liability is recognised in the books of account and
the balance sheet when an obligation arises under a contract or another legal
instrument, taking into account the contractual date or the date of cash receipts or
statements of accounts associated with them. Long-term debts are initially
recognised at the amounts arising from the relevant documents, which in the case of
long-term financial liabilities evidence the receipt of cash or the settlement of an
operating liability.
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Long-term liabilities due to be settled within one year are recognised in the balance
sheet as short-term liabilities. Long-term liabilities are transferred to short-term
liabilities and vice versa at their carrying amounts on an item by item basis.
Borrowing costs in connection with long-term liabilities are finance expenses.

PROVISIONS AND LONG-TERM ACCRUED COSTS AND DEFERRED REVENUE

The purpose of provisions is to accumulate, in the form of accrued costs or
expenses, the amounts which will in the future be available to cover the then incurred
costs or expenses. Such provisions include for example provisions for jubilee and
termination benefits.

The recognition of provisions in the books of account and in the balance sheet is
reversed when the possible obligations for which the provisions were made no longer
exist or such provisions are no longer needed. At the end of the period for which the
provision was made, its total unused amount is transferred to the relevant revenue.

The following is taken into account when creating provisions:

presumption of consistent reasonable judgement with regard to the

probability of future costs and losses;

the materiality principle;

comparison of the difference between the required amount of provisions for

jubilee benefits and termination benefits on retirement and the actual cost

of payout of jubilee benefits and termination benefits on retirement;

calculations by certified actuaries:
provisions for termination benefits on retirement — based on a
calculation using the number of employees and an amount
constituting an employee’s right to receive a termination benefit
on retirement;
provisions for jubilee benefits on retirement — based on a
calculation using the number of employees and an amount
constituting an employee’s right to receive a jubilee benefit on
retirement.

Long-term accrued costs and deferred revenue comprise deferred revenue that is to
cover estimated expenses over a period of more than one year. Long-term accrued
costs and deferred revenue associated with government grants and donations
received for the acquisition of fixed assets are identified for the amounts of
government grants or donations with which such fixed assets have been acquired
free of charge or without the obligation of repayment.

No revaluation is carried out for provisions and long-term accrued costs and deferred
revenue.
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SHORT-TERM LIABILITIES

Short-term liabilities are recognised obligations of an entity associated with the
financing of its assets, the settlement of which is expected within one year, usually by
payment in cash. A short-term liability is a liability which, in accordance with a
contract or other legal instrument, is expected to be settled within one year.
Short-term liabilities are either financial or operating.

A financial or operating short-term liability is recognised in the books of account and
in the balance sheet as an obligation when the obligation arises under a contract or
another legal instrument, taking into account the contractual date or the date of cash
receipts or statements of accounts associated with them.

The matured portion of a long-term liability and the portion of a long-term liability due
to be settled within one year are recognised in the balance sheet as short-term
liabilities.

The recognition of short-term liabilities is reversed in the books of account and in the
balance sheet if the obligation stipulated in the contract or another legal instrument
has been fulfilled, annulled or barred by limitation.

SHORT-TERM ACCRUALS AND DEFERRALS

Short-term accruals and deferrals may either be accrued revenue and deferred costs
or accrued costs and deferred revenue. The former may be construed as receivables
in a broader sense, whereas the latter may be considered liabilities in a broader
sense.

Accrued revenue and deferred costs comprise short-term deferred costs and
expenses that will affect next year's products and services, as evident from the
invoices received (various subscription fees for professional magazines, newspapers,
and insurance policies).

Accrued costs and deferred revenue comprise short-term accrued costs or expenses
that have already been incurred in the financial year and have affected the
company'‘s products and services, but are not supported by authentic bookkeeping
documents (concession charges, water pollution fees).

OFF-BALANCE SHEET RECORDS

Off-balance sheet records show business events that have no direct impact on the
items in the financial statements but are significant in terms of informing annual
report users.

REVENUE

Revenue is recognised if an increase in economic benefits during the accounting
period is related to an increase in assets or a decrease in liabilities, and those
increases can be measured reliably. Revenue is recognised when it can be
reasonably expected it will result in receipts, unless such receipts had been realised
on the incurrence of revenue.
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Revenue can be broken down into operating revenue, finance income and other
revenue.

Operating revenue comprises sales revenue and other operating revenue associated
with products and services. Sales revenue is recognised when a) the entity has
transferred to the buyer the significant risks and rewards of ownership, b) the amount
of revenue can be measured reliably, c) it can reliably be expected that cash receipts
will flow to the entity, d) the costs incurred in respect of a transaction can be
measured reliably. It is measured at selling prices stated in invoices or other
documents, less discounts and rebates. Other operating revenue arises in
connection with subsidies, grants, allowances, premiums and similar revenue.
Finance income represents revenue from investment activities, and arises in relation
to investments as well as receivables. It comprises accrued interest and shares in the
profit of other parties, as well as revaluation finance income. Interest is accounted for
on a time proportion basis based on the amount of the principal outstanding and
applicable interest rate. Revaluation finance income arises on disposal of
investments when revaluation surplus or the excess of the selling prices over their
carrying amounts is established.

Other revenue comprises unusual items (extraordinary revenue) and other revenue
which increases profit or loss.

EXPENSES

Expenses are recognised if decreases in economic benefits during the accounting
period are associated with decreases in assets or increases in liabilities, and those
decreases can be measured reliably.

Expenses can be classified as operating expenses, finance expenses and other
expenses.

Operating expenses are classified as costs of goods sold and revaluation operating
expenses. Due to the nature of the company‘s business activities, no inventories of
finished products and work in progress exist. Hence all costs are recognised as
operating expenses when incurred. Revaluation operating expenses are recognised
when appropriate revaluation of long-term assets and current operating assets is
carried out, irrespective of their impact on profit or loss.

Finance expenses comprise financing expenses (interest) and investing expenses
(revaluation finance expenses). Finance expenses are recognised upon statements
of accounts, irrespective of actual payments associated with them.

Other expenses comprise unusual items (extraordinary expenses) and other
expenses that reduce profit or loss.

DEPRECIATION AND AMORTISATION CHARGES
Depreciation and amortisation charges are the amounts of the cost of property, plant

and equipment and of intangible assets with finite useful lives, which are transferred
from these assets in individual accounting periods and allocated to products and

58



services being produced or rendered. All depreciation and amortisation charges are
considered as expenses for the period. The calculation of depreciation and
amortisation is made by consistently using the straight-line method and on an item-
to-item basis. The rates of depreciation and amortisation used, which are based on
expected useful lives, are indicated for property, plant and equipment and intangible
assets. Depreciation and amortisation charges are recognised as operating
expenses when incurred because the company does not have any inventories of
products.

COSTS OF MATERIALS AND SERVICES

The costs of materials and services are recognised on the basis of documents which
prove that they are associated with the economic benefits flowing from them.
Because the company does not have any inventories of products, the costs are
recognised when incurred. The method used is FIFO.

LABOUR AND OTHER EMPLOYEE BENEFIT COSTS

Labour and other employee benefit costs are accounted for in compliance with law,
industry collective agreement, enterprise collective agreement, employment contract
and other general rules and regulations of the company. Labour and other employee
benefit costs are recognised as operating expenses when incurred.

SEGMENT REPORTING

The company's entire operations are presented within one business segment and
one geographical segment because the company produces only one product and
only operates in one geographical area.

TAX ASPECT

The company is liable to pay tax under the Value Added Tax Act and the Corporate
Income Tax Act. The corporate income tax rate for the year 2008 is 22%. The tax
base is profit representing an excess of tax deductible income over tax deductible
expenses in accordance with the Corporate Income Tax Act.
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5.6.2. NOTES TO THE BALANCE SHEET

5.6.2.1. PROPERTY, PLANT AND EQUIPMENT

The company’s items of property, plant and equipment comprise land, buildings,
production plants, other equipment and ongoing capital investments with paid

advances.

TABLE: OVERVIEW OF PROPERTY, PLANT AND EQUIPMENT FOR 2008

in EUR
Index
Items As at 31/12/2008 | As at 31/12/2007 2008/2007
Land 2,000,906 2,002,061 100
Buildings 97,782,939 100,746,547 97
Production plant and equipment 24,504,447 27,222,174 90
Other plant and equipment 551,440 510,338 108
Property, plant and equipment being acquired 93,188,728 46,410,539 201
a) Property, plant and equipment in the course of
construction 90,173,288 43,366,232 208
b) Advances for acquisition of property, plant and
equipment 3,015,440 3,044,307 99
Total 218,028,460 176,891,659 123

In 2008 the total value of property, plant and equipment increased by 23% from the
previous year. Their increase is the result of capital investments, primarily in the
construction of PSP Av e. Capital investments at the end of 2008 were twice the
amount of capital investments in 2007. The value of the remaining categories of fixed
assets decreased in 2008 year-on-year despite new purchases in 2008. The size of
the fixed assets, which account for 85% of the company's total assets, gives rise to a
high depreciation charge and, consequently, a decrease in the amount of fixed
assets.

The company has no fixed assets obtained through a finance lease. Moreover, none
of its property, plant and equipment items are pledged as security for liabilities or
have other legal restrictions on disposal or sale imposed on them.

Movements within individual categories of property, plant and equipment in 2008 are
shown in the table of changes in property, plant and equipment. The table shows the
cost, accumulated depreciation at the beginning and end of the year, as well as all
increases and decreases in individual items of property, plant and equipment in
2008.
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TABLE: CHANGES IN PROPERTY, PLANT AND EQUIPMENT IN 2008

in EUR
Property in Equipmentin
Production | Other plant | the process the process
plant and and of of

Iltems Land Buildings equipment | equipment | construction construction Total PPE
Cost
As at 01/01/2008 2,002,062 | 175,006,640 | 107,565,658 1,342,947 26,779,552 16,586,679 | 329,283,538
Increases - acquisitions 0 249,163 722,990 172,850 17,658,733 30,553,520 49,357,256
Decrease in ongoing capital investments - FA, IFA
increase -249,163 -994,169 -1,243,332
Decrease - disposals -1,156 -91,886 -26,151 -34,682 -153,875
Decrease - inventory shortages, write-offs -45,503 -56,996 -161,864 -264,363
As at 31/12/2008 2,000,906 | 175,163,917 | 108,216,994 1,424,119 44,027,258 46,146,030 | 376,979,224
Accumulated depreciation
As at 01/01/2008 74,260,093 | 80,343,484 832,609 155,436,186
Increases - depreciation 3,210,801 3,437,042 129,886 6,777,729
Decrease - disposals, sell-offs -89,916 -22,476 -33,572 -145,964
Decrease - inventory shortages, write-offs -45,503 -56,244 -101,747
As at 31/12/2008 0| 77,380,978 | 83,712,547 872,679 0 0| 161,966,204
Present value
As at 01/01/2008 2,002,062 | 100,746,547 | 27,222,174 510,338 26,779,552 16,586,679 | 173,847,352
As at 31/12/2008 2,000,906 | 97,782,939 | 24,504,447 551,440 44,027,258 46,146,030 | 215,013,020
Balance as at 31/12/2008 - capital investment
advances 3,015,440
Balance of property, plant and equipment as at
31/12/2008 2,000,906 | 97,782,939 | 24,504,447 551,440 44,027,258 46,146,030 | 218,028,460
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Capital investments and other changes in property, plant and equipment being
acquired in 2008 are shown in the table Overview of capital investments in 2008.

TABLE: OVERVIEW OF CAPITAL INVESTMENTS IN 2008

in EUR
Investmen Transfer to
As at . . As at
ltems 01/01/2008 | 1S during | PPEandIA | Write- | 51,15550g
the year down

Construction of PSP Av e 42,512,878 | 46,617,985 0 089,130,863
Replacement of transformer for the purpose
of changing external on-site power supply to
20 kV at HPP Plave | and Il, Ajpba dam and
Doblar | and Il 0 99,947 0 0 99,947
Reconstruction of hydromechanical
equipment — Podselo dam 35,887 26,018 0 0 61,905
Designs for phase Il of the reconstruction of
HPPs Plave | and Doblar | 163,011 277,394 0 0 440,405
Drinking water projects and research -
Kobariski stol 161,864 0 0 161,864 0
Design documents for HPP U ja 172,634 60,633 0 0 233,267
Minor capital investments 0 350,309 339,014 0 11,295
Replacement and upgrade of the information
system 69,043 237,683 306,726 0 0
Doblar collection pit 0 159,651 0 0 159,651
Ba a collection pit 0 203,581 203,581 0 0
Tolminka sill 0 45,583 45,583 0 0
Turbine for ensuring biological minimum 214,959 133,469 348,428 0 0
Chain optimisation — restoration and upgrade
of CC communication protocols 35,955 0 0 35,955
Total investments in property, plant and
equipment 43,366,231 | 48,212,253 1,243,332 161,864 | 90,173,288

In 2008 capital investments totalled EUR 48,212,253, of which the construction of
PSP Av e accounted for 97%. Property, plant and equipment being acquired also
include advances paid to the supplier of machinery used for the construction of PSP
Av e. The advances, which have been partly used up during the year, are covered

with a bank guarantee.
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5.6.2.2. INTANGIBLE ASSETS AND LONG-TERM ACCRUED RE VENUE AND

DEFERRED COSTS

In the current year, the company's intangible assets comprised long-term property
rights and other long-term accrued revenue and deferred cost items.

TABLE: OVERVIEW OF INTANGIBLE ASSETS AND LONG-TERM ACCRUED REVENUE AND

DEFERRED COST ITEMS IN 2008

in EUR
As at As at Index

ltems 31/12/2008 31/12/2007 2008/2007
Long-term property rights 274,351 3,555,972 8
- long-term property rights being acquired — joint venture 0 1,514,870 0
- long-term property rights on other entities’ FA in use —
HPP Bostan; 0 1,792,177 0
- long-term property rights on other entities’ FA in use —
HPP SS 0 23,022 0
- other long-term property rights 274,351 225,903 121
Other long-term accrued revenue and deferred costs 10,912 15,784 69
- long-term lease 9,053 14,431 63
- apartment management reserve fund 1,859 1,353 137
Total 285,263 3,571,756 8

The company's long-term property rights mostly consist of investments in software
used for the company's information system. In 2008 the company upgraded the
information system, as a result of which its property rights increased by 21% from the
previous yeatr.

Long-term property rights on other entities' fixed assets being acquired or the funds
invested in the construction of the chain of HPPs on the lower Sava River, which
amounted to EUR 1,514,870, and capitalised costs of investments in other entities’
property, plant and equipment at HPP BosStanj, which amounted to EUR 1,792,177,
and at HPP SS, which amounted to EUR 23,022 and which were recorded as
intangible assets in 2007, were transferred to long-term investments in the interests
of group companies when the joint venture was transformed into a new company
HESS d.o.o.

The value of intangible long-term assets was lower at the end of 2008 compared with
the end of 2007, amounting to mere 8% of intangible long-term assets as at the end
of the previous year.

Intangible long-term assets represent only 0.11% of the company’s total assets and
0.13% of its long-term assets. All intangible assets are financed from own sources,
with no legal restrictions being imposed on them.

Movements within individual categories of intangible assets in 2008 are shown in the
table of changes in intangible assets. The table shows the cost, accumulated
amortisation at the beginning and end of the year, as well as all increases and
decreases in intangible assets in 2008.
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TABLE: CHANGES IN INTANGIBLE ASSETS IN 2008

in EUR

Investments in
other entities’ FA
in the course of
construction —
HPP chain on the

Investments in
other entities’ FA

lower Sava River — in use at HPP Property Long-term | Total intangible
Iltems joint venture Bostanj and HESS rights ARDC assets
Cost
As at 31/12/2007 1,514,869 1,893,647 552,412 15,784 3,976,712
Decrease - transfer to long-term investments -1,514,869 -1,893,647 -3,408,516
As at 01/01/2008 0 0 552,412 15,784 568,196
Increases - acquisitions 512 512
Increase from investments 98,329 98,329
Decreases and transfer to costs -5,384 -5,384
Decreases - inventory shortages, write-offs -334 -334
As at 31/12/2008 0 0 650,407 10,912 661,319
Accumulated amortisation 0
As at 01/01/2008 78,448 326,509 0 404,957
Decrease - transfer to long-term investments -78,448 -78,448
As at 01/01/2008 326,509 326,509
Increases - amortisation 49,881 49,881
Decreases - inventory shortages, write-offs -334 -334
As at 31/12/2008 0 0 376,056 0 376,056
Present value
As at 01/01/2008 0 0 225,903 15,784 241,687
As at 31/12/2008 0 0 274,351 10,912 285,263
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5.6.2.3. INVESTMENTS

The company's long-term investments comprise interests in group companies,
interests in other companies and shares of banks and of an insurance company.
ELPROM is a dormant company and has no significant influence on the fair
presentation of the financial position and performance of SENG. In accordance with
Article 56(8) of the Companies Act, SENG as a controlling company does not have to
prepare consolidated financial statements. A more detailed description of the
relationship between group companies and the parent company and of the
consolidation of financial statements is provided in points 5.6.6.4 through 5.6.6.7.

All long-term investments of the company are classified as available-for-sale financial
assets and are carried at cost. The exception are the shares of Zavarovalnica
Triglav, which were floated on the stock market at the beginning of 2008 and are
carried at fair value. Revaluation effect increases revaluation surplus and,
consequently, equity. The balance of and changes in investments held by individual
investing companies as well as the shareholding percentage and the number of
shares are shown in the table Long-term investments.

TABLE: LONG-TERM INVESTMENTS

in EUR
As at As at Disposa As at As at As at
Iltems 31/12/2007 | 01/01/2008 Is Increases | 31/12/2008 | 01/01/2008 31/12/2008 Total equity
Shareholdin | Shareholdin
g g
Investments in interests 102,775 3,432,843 0 1,900,646 5,333,489 | percentage percentage 539,433
Group companies 89,402 | 3,419,470 0| 1,900,646 5,320,116 539,433
ELPROM d.o.0. 9,402 9,402 0 0 9,402 100% 100% 9,228
HSE Invest d.o.o. 80,000 80,000 0 0 80,000 25% 25% 530,205
HE na Spodnji Savi
d.o.o. 0| 3,330,068 0| 1,900,646 5,230,714 2.8% 2.8%
Other companies 13,373 13,373 0 0 13,373
Eldom - Krvavec, Rab 13,373 13,373 0 0 13,373
No. of No. of
Investments in shares 295,113 295,113 0 308,119 603,232 | shares in 07 | shares in 08
Shares of companies 4,871 4,871 0 13,197 18,068 296 1,184
Zavarovalnica Triglav 4,871 4,871 0 13,197 18,068 296 1,184
Shares of banks 290,242 290,242 0 294,922 585,164 7,878 8,761
Banka Koper 851 851 0 0 851 5 5
NLB 289,391 289,391 0 294,922 584,313 7,873 8,756
Total 397,888 | 3,727,956 0| 2,208,765 5,936,721 8,174 9,945

At the end of 2008, the balance of long-term investments increased significantly
compared to the end of 2007. Such a large difference was the result of the
transformation of the joint venture into the new company HESS d.o.0. When the new
group company was established, all of the company’s previous investments in long-
term property rights on other entities' fixed assets being acquired for the construction
of the chain of HPPs on the lower Sava River and the capitalised costs of
investments in other entities' property, plant and equipment at HPP BoStanj and HPP
SS were transferred from intangible assets to long-term investments, specifically to
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interests in group companies. As a result of the purchase of Nova Ljubljanska banka
shares, the value of shares doubled compared with the previous year.

Given the overall situation in the financial and securities markets, investments in
shares are associated with some degree of risk. The company estimates that its
exposure to risk is small because it holds the shares of a bank and an insurance
company in which the state has a majority stake and because investments in the
shares represent only a small percentage, i.e. 0.2% of the company’s total assets.

TABLE: SHORT-TERM INVESTMENTS, EXCLUDING LOANS

in EUR
Index
Items As at 31/12/2008 | As at 31/12/2007 | 2008/2007
Other short-term investments 0 827,185 0
Total 0 827,185 0

In 2007 the company’s other short-term investments included a derivative — an
interest rate swap contract serving as a hedge against interest rate risk associated
with a foreign loan taken out for the construction of HPPs Doblar Il and Plave Il and a
loan obtained from the European Investment Bank for the construction of PSP Av e.
This investment is carried at fair value through equity. Due to a decrease in interest
rates, the value of the investment decreased during the year, turning into a
derivative-based financial liability.

TABLE: SHORT-TERM LOANS

in EUR
Index
Items As at 31/12/2008 | As at 31/12/2007 | 2008/2007
Short-term loans to others 14,073,730 44,882,868 31
Total 14,073,730 44,882,868 31

Short-term deposits decreased by EUR 30,809,138 in 2008 or 69% from the previous
year. Considering that the savings were intended for the construction of PSP Av e,
the decrease in the deposits was expected. The maturity of the remaining deposits is
between 30 and 90 days.

In 2008 the company earned EUR 1,692,918 by investing available cash in fixed term
deposits, which represents 80% of the previous year's interest income. The interest
income was lower due to lower interest rates and a lower amount of deposits.

The company estimates that the risk exposure of investments in deposits is low.
Deposits are made with banks which are indirectly or directly majority-owned by the
state, and are all short-term, i.e. with maturity of up to 90 days.

Short-term investments account for 45% of total current assets and 5.5% of total
assets.
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5.6.2.4. INVENTORIES

The company’s inventories comprise maintenance materials and small tools.
According to their balance as at the last day of the financial year, inventories stood at
EUR 6,288, which is 37% less than in the previous year. Inventories represent an
insignificant share of current assets and total assets. The average inventory holding
period was 12 days in 2008.

5.6.2.5. RECEIVABLES

Long-term operating receivables due from others relate to receivables due from
present and former company employees and arise from contracts on instalment

payment of purchase money for apartments purchased under the Housing Act.

TABLE: LONG-TERM OPERATING RECEIVABLES

in EUR
Index
ltems As at 31/12/2008 | As at 31/12/2007 | 2008/2007
Long-term operating receivables from others 14,345 18,730 77
Long-term operating receivables 14,345 18,730 77

In 2008 long-term operating receivables decreased by EUR 4,385 or 23% compared
with the year 2007. Long-term operating receivables account for a 0.006% share of

the company’s total assets.

TABLE: DEFERRED TAX ASSETS

in EUR
Index
ltems As at 31/12/2008 | As at 31/12/2007 | 2008/2007
Deferred tax assets 436,751 156,227 280
TABLE: CHANGES IN DEFERRED TAXES ON TERMINATION AND JUBILEES BENEFITS
in EUR
Deferred Deferred Deferred taxes —
taxes on taxes on interest rate Total
terminatio jubilee hedging deferred
ltems n benefits benefits instruments taxes
As at 31/12/2007 126,869 29,358 0 156,227
Paid in 2008 -14,568 -3,044 0 -17,612
Amount remaining after payment 112,301 26,314 0 138,615
Tax rate adjustment to 20% -3,027 -2,392 0 -5,419
Created in 2008 7,361 2,058 294,136 303,555
As at 31/12/2008 116,635 25,980 294,136 436,751
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At the end of 2008, the company had EUR 436,751 in deferred tax assets arising
from the creation of provisions for termination benefits on retirement and jubilee
benefits and from revaluation of the interest rate hedging derivative carried at fair
value. At the end of 2008, deferred taxes were 2.8 times higher than at the end of
2007. The increase was the result of the creation of deferred taxes on the interest
rate hedging instrument. Deferred taxes on provisions arising from termination
benefits on retirement and jubilee benefits decreased by 9% in comparison with the
previous year. The decrease was the result of a lower tax rate, use of non-deductible
provisions and use of 50% of tax-deductible newly created provisions.

Deferred tax assets account for 0.17% of the company’s total assets.

TABLE: SHORT-TERM OPERATING RECEIVABLES

in EUR
Index

Items As at 31/12/2008 | As at 31/12/2007 | 2008/2007
Short-term operating receivables due from group
companies 14,528,765 3,130,275 464
Short-term operating trade receivables 442,991 301,402 147
Short-term operating receivables from others 1,311,375 869,229 151
Total 16,283,131 4,300,906 379

At the end of 2008, short-term operating receivables were 3.8 times higher than at
the end of 2007. They relate to receivables from Holding Slovenske elektrarne d.o.o.
and Elektro Primorska d.o.o. arising from electricity sales of EUR 14,618,690,
receivables from the state arising from a VAT refund of EUR 1,204,682, and other
receivables arising from leasing, sales and sell-off of materials and fixed assets of
EUR 459,759.

TABLE: SHORT-TERM OPERATING RECEIVABLES DUE FROM HSE GROUP COMPANIES

in EUR
Index

Items As at 31/12/2008 | As at 31/12/2007 | 2008/2007
- Holding Slovenske elektrarne d.o.o. 14,526,600 3,128,111 464
electricity sales 14,520,430 3,120,449 465

other services (rents...) 6,170 7,662 81

- HSE Invest d.o.o. 2,165 2,164 100
Total 14,528,765 3,130,275 464

Short-term operating receivables from electricity sales represent 90% of total short-
term receivables. HSE d.o.o. is the main buyer of the electricity produced.

Receivables from HSE Group companies, receivables from the state and other
receivables represent 89%, 7.4% and 3.6% of total short-term operating receivables,
respectively.

All of the above receivables were not yet due on the balance sheet date. The
receivables related to electricity fall due for payment within 32 days. The receivables
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from electricity sold are secured with a bill of exchange. Other receivables are not
secured. Based on experience, the risk of non-payment of the receivables is
considered as low.

5.6.2.6. CASH

The company records cash as cash on hand, cash in transaction accounts, deposits
redeemable at notice and foreign currency in transaction account. Cash on hand
denotes only ready cash. Monetary values (stamps) are not recorded as cash but are
treated as short-term deferred costs. The total value of cash on the last day of 2008
totalled EUR 888,181 and represents 0.3% of total assets and 2.8% of current
assets.

5.6.2.7. ACCRUED REVENUE AND DEFERRED COSTS

Accrued revenue and deferred cost items total EUR 63,358 and mainly comprise
deferred costs of software maintenance and use of licences, insurance and
subscriptions.

5.6.2.8. EQUITY

The company's total equity stood at EUR 162,448,132 on the last day of 2008 and
was comprised of nominal capital of EUR 137,894,036, legal reserves of
EUR 13,789,404, other revenue reserves of EUR 6,890,884, revaluation deficit of
EUR -1,165,986 and net profit for the year/accumulated profit of EUR 5,039,794.
Revenue reserves are mainly intended for covering potential future losses.
Revaluation deficit arises from the interest rate swap derivative carried at fair value
through equity. When the interest rate swap expires, the revaluation deficit will have
been cancelled out. The allocation of accumulated profit is determined by the
founder.
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TABLE: STATEMENT OF CHANGES IN EQUITY 2008

in EUR
Net profit or loss
Called-up capital Revenue reserves for the period
Legal Other revenue | Net profit for the Revaluation

ltems Nominal capital reserves reserves period surplus Total
Balance as at 01/01/2008 137,894,036 13,789,404 1,851,090 0 827,185 154,361,715
Movements to equity 0 0 0 10,079,588 -1,993,171 8,086,417
Net profit or loss for the year 10,079,588 10,079,588
Revaluation surplus -1,993,171 -1,993,171
Movements within equity 0 0 5,039,794 -5,039,794 0 0
Allocation of net profit as a component of equity
in accordance with management and supervisory
board decision 5,039,794 -5,039,794 0
Movements from equity 0 0 0 0 0 0
Closing balance as at 31/12/2008 137,894,036 13,789,404 6,890,884 5,039,794 -1,165,986 162,448,132
ACCUMULATED PROFIT 5,039,794 5,039,794
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The company complied with the obligation laid down in point 2 of Article 230(1) of the
Companies Act (ZGD-1) and Article 64(4) of the Companies Act to set aside legal
provisions amounting to 10% of nominal capital.

Pursuant to Article 230(3) of the Companies Act and the Supervisory Board’s
decision adopted at the Managing Director's proposal, half of the net profit of
EUR 5,039,794 was allocated to other revenue reserves, while the remaining net
profit of EUR 5,039,794 represents accumulated profit.

The company has no approved or conditionally increased nominal capital within the
meaning of Article 69(4) of the Companies Act. The company has no own shares.

In 2008 the following movements took place:

- movement to equity equivalent to the amount of net profit or loss for the year and
the deficit from the revaluation of the derivative;

- movements within equity arising from the allocation of the remaining net profit for
the year 2007 in accordance with the founder's decision and from the allocation of a
portion of the 2008 net profit falling within the competence of the Managing Director
and the Supervisory Board.

TABLE: OVERVIEW OF EQUITY COMPONENTS

in EUR
Index

ltems As at 31/12/2008 As at 31/12/2007 2008/2007
A. EQUITY 162,448,132 154,361,715 105
I. Called-up capital 137,894,036 137,894,036 100
1. Nominal capital 137,894,036 137,894,036 100
1. Capital surplus 0 0 0
Ill. Revenue reserves 20,680,288 14,803,003 140
1. Legal reserves 13,789,404 13,789,404 100
4. Statutory reserves 0 0
5. Other revenue reserves 6,890,884 1,013,599 680
IV. Revaluation surplus -1,165,986 827,185 -141
VI. Net profit or loss for the period 5,039,794 837,491 602
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The company has an interest rate hedging derivative that is used to hedge foreign
loans against interest rate increases. The derivative is carried at fair value which is
calculated by a bank. In 2008 there was a significant drop in interest rates, resulting
in a negative revaluation effect of the instrument, which is shown in the table
Revaluation of long-term investments and deferred taxes.

TABLE: REVALUATION OF LONG-TERM INVESTMENTS AND DEFERRED TAXES

in EUR
Adjustment of long-
Revaluation of long- term investments for
term investments deferred taxes
Items
Balance of interest rate hedging instrument as at 31/12/2007 827,185 0
Effect of restatement to fair value -2,297,864
Deferred taxes on interest rate swaps -294,136
Effect of revaluation of Zavarovalnica Triglav shares 13,197 0
Deferred taxes on revaluation of shares 2,639
As at 31/12/2008 -1,457,482 -291,497
Revaluation surplus -1,165,986

TABLE: NET PROFIT OR LOSS AFTER EQUITY RESTATEMENT ON THE BASIS OF CONSUMER

PRICES
in EUR
Restated

Amount in total equity Net profit or

EUR as at as at Effect loss for the Adjusted
Items 01/01/2008 | Growth rate 31/12/2008 calculated period profit or loss
Total equity other
than current profit | 154,361,715 1.02100 | 157,603,311 -3,241,596 10,079,588 6,837,992

Had equity been adjusted for the consumer price growth rate, the company's net
profit or loss would have decreased by 32%.

TABLE: OWNERSHIP STRUCTURE OF TOTAL EQUITY

Structure in %

Structure in %

Company members in 2008 in 2007
Holding Slovenske elektrarne d.o.o. 100 100
Total 100 100
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5.6.2.9. LONG-TERM LIABILITIES

Long-term financial liabilities comprise long-term loans taken out to finance past
capital investments and ongoing capital investments related to the construction of
PSP Av e. The liabilities will be settled over a period of more than a year.

TABLE: LONG-TERM FINANCIAL LIABILITIES

in EUR
Index

ltems As at 31/12/2008 | As at 31/12/2007 | 2008/2007
Bank Austria Creditanstalt (HPP Doblar Il, HPP Plave II) 13,677,058 19,147,881 71
European Investment Bank (PSP Av e) 56,000,000 43,000,000 130
Other long-term financial liabilities arising from the
interest rate hedge 1,470,679 367 400,730
Total 71,147,737 62,148,248 114

Long-term financial liabilities increased by 14% in 2008. The increase was the result
of another loan obtained from the European Investment Bank and of a liability arising
from interest rate hedging, which is described in more detail in the section on
investments.

Long-term loans are carried at amortised cost. Their interest rate is based on
EURIBOR.

Long-term loans obtained from domestic banks are secured with bills of exchange.
The long-term loan obtained from a foreign bank is secured with a guarantee from
the Republic of Slovenia issued under the Act Governing the Guarantee for the
Reconstruction and Installation of HPPs on the So a River. The loan for the
construction of PSP Av e was taken out with the European Investment Bank and
secured with a EUR 43 million bank guarantee issued by a syndicate of domestic and
foreign banks and with a EUR 13 million bank guarantee issued by Nova KBM d.d.
The EUR 43 million guarantee is secured with a guarantee from HSE.
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TABLE: MATURITY OF FINANCIAL LIABILITIES - LOANS

in EUR
Balance of
loans at year-

Year BACA loan EIB loan EIB loan Total end
As at 31/12/2008 19,147,881 43,000,000 13,000,000 75,147,881 75,147,881
Repayments 0
Year 2009 5,470,823 5,470,823 69,677,058
Year 2010 5,470,823 1,150,000 6,620,823 63,056,235
Year 2011 5,470,823 4,300,000 9,770,823 53,285,412
Year 2012 2,735,412 4,300,000 325,000 7,360,412 45,925,000
Year 2013 4,300,000 650,000 4,950,000 40,975,000
Year 2014 4,300,000 650,000 4,950,000 36,025,000
Year 2015 4,300,000 650,000 4,950,000 31,075,000
Year 2016 4,300,000 650,000 4,950,000 26,125,000
Year 2017 4,300,000 650,000 4,950,000 21,175,000
Year 2018 4,300,000 650,000 4,950,000 16,225,000
Year 2019 4,300,000 650,000 4,950,000 11,275,000
Year 2020 3,150,000 650,000 3,800,000 7,475,000
Year 2021 650,000 650,000 6,825,000
Year 2022 650,000 650,000 6,175,000
Year 2023 650,000 650,000 5,525,000
Year 2024 650,000 650,000 4,875,000
Year 2025 650,000 650,000 4,225,000
Year 2026 650,000 650,000 3,575,000
Year 2027 650,000 650,000 2,925,000
Year 2028 650,000 650,000 2,275,000
Year 2029 650,000 650,000 1,625,000
Year 2030 650,000 650,000 975,000
Year 2031 650,000 650,000 325,000
Year 2032 325,000 325,000 0

Liabilities arising from the loans taken out with domestic banks were repaid in full in

2008. Foreign loans will be repaid by 2012, 2020 and 2032.

In 2006 both foreign loans were hedged against increases in Euribor using interest
rate swaps to achieve a fixed or limited fixed interest rate. But due to the changed
situation in the financial market in 2008, the investment became a financial liability,
with the investment's revaluation surplus also turning into a revaluation deficit. The

interest rate hedge was deemed to be effective.

Long-term financial liabilities account for 27.7% of total liabilities or, in other words,

27.7% of assets are financed from long-term external sources.
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5.6.2.10. PROVISIONS AND LONG-TERM ACCRUED COSTS AN D DEFERRED

REVENUE

The company created long-term provisions for termination benefits on retirement and

jubilee benefits.

TABLE: PROVISIONS AND LONG-TERM ACCRUED COSTS AND DEFERRED REVENUE

in EUR
Index
Items As at 31/12/2008 | As at 31/12/2007 | 2008/2007
Provisions for pensions and similar liabilities 770,474 756,333 102
Long-term accrued costs and deferred revenue 18,444 10,810 171
Total 788,918 767,143 103
TABLE: CHANGES IN PROVISIONS FOR TERMINATION BENEFITS ON RETIREMENT AND
JUBILEE BENEFITS
in EUR
Termination
Items benefits Jubilee benefits Total
Provisions as at 31/12/2007 615,187 141,146 756,333
Paid in 2008 -66,218 -13,837 -80,055
Created in 2008 73,612 20,584 94,196
Provisions as at 31/12/2008 622,581 147,893 770,474

Provisions for termination benefits and jubilee benefits as at the last day of 2008
totalled EUR 770,474, up 2% compared with their balance at the end of 2007. In
2008 the payment of liabilities arising from the above provisions amounted to
EUR 80,055, while newly created provisions amounted to EUR 94,196. The new
provisions were created based on a calculation of contingent liabilities arising from
termination and jubilee benefits for 2008 which was performed by the company
3sigma.

The provisions for jubilee benefits and termination benefits as at the end of 2008
represent 0.3% of total liabilities.

The value of long-term accrued costs and deferred revenue as at the balance sheet
date amounted to EUR 18,444 and accounted for 0.007% of total liabilities.
Compared with their balance as at 01/01/2008, they increased by 71%. Long-term
accrued cost and deferred revenue items also include salary contributions for
disability and pension insurance of disabled persons employed above the quota laid
down in the disabled persons employment act.
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5.6.2.11. SHORT-TERM LIABILITIES

Short-term financial liabilities totalled EUR 5,470,823 as at the end of 2008. They
were reduced by the amount of principals repaid in 2008 and increased by the short-
term portion of long-term loans that was transferred to short-term liabilities. Short-

term financial liabilities account for 2% of total liabilities.

TABLE: SHORT-TERM FINANCIAL LIABILITIES TO BANKS

in EUR

Index
ltems As at 31/12/2008 | As at 31/12/2007 | 2008/2007
Nova Ljubljanska banka d.d. (HPP Kne ke ravne Il) 0 68,392 0
Bank Austria Creditanstalt (HPP Doblar Il, HPP Plave II) 5,470,823 5,470,823 100
Total 5,470,823 5,539,215 99

In 2008 long-term and short-term financial liabilities to banks increased by 11% in
comparison with 2007, amounting to EUR 75,147,881. The increase arises from the
disbursement of a foreign loan to finance the construction of PSP Av e. Short-term
and long-term financial liabilities represent 29% of total liabilities or, in other words,
29% of total liabilities are financed from foreign bank loans.

TABLE: SHORT-TERM OPERATING LIABILITIES

in EUR
Index
ltems As at 31/12/2008 | As at 31/12/2007 | 2008/2007
Short-term operating liabilities to group companies 90,617 81,749 111
Short-term operating trade liabilities 10,668,677 8,329,833 128
Other short-term operating liabilities 4,669,592 892,824 523
Total 15,428,886 9,304,406 166

All of the company's short-term liabilities were not yet due at the end of the year.
Short-term operating liabilities as at the end of 2008 rose 66% compared with the
end of 2007.
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5.6.2.12. SHORT-TERM ACCRUED COSTS AND DEFERRED REVENUE

At the end of 2008, the company had EUR 726,432 in accrued cost and deferred
revenue items, which are broken down in the table below.

TABLE: SHORT-TERM ACCRUED COSTS AND DEFERRED REVENUE

in EUR
Index
ltems As at 31/12/2008 | As at 31/12/2007 2008/2007
Accrued costs relating to the year 2009
accounted for costs of unutilised leave 222,559 222,382 100
accounted for other deferred costs 1,300 195,581 1
VAT on advances paid 502,573 507,384 99
Total 726,432 925,347 79

In 2008 the costs of unutilised leave, which will be used by 30 June 2009, were
accounted for. Short-term accrued cost and deferred revenue items also include
value-added tax on the advances paid.

5.6.2.13. OFF-BALANCE SHEET RECORDS

Off-balance sheet items comprise the following:
- a bank guarantee given as security for payment of a concession of

EUR 108,496;
guarantee given to the company Krajcarca d.o.o. as security for its long-term
loan taken out for the construction of mHPP Krajcarca, which amounted to
EUR 355,000 as at 31/12/2008. The guarantee is secured with a lien on the
assets of Krajcarca d.o.o.;
guarantees for a loan related to PSP Av e

o Bank Austria Creditanstalt AG guarantee for EUR 13,000,000,

o Bayerische Landesbank guarantee for EUR 10,000,000,

o Nova LB guarantee for EUR 10,000,000,

o Nova KBM guarantee for EUR 10,000,000,
Nova KBM guarantees for EUR 13,000,000,
an EUR 35,453 liability arising from additional pension insurance of
employees who have less than five years to retire.

In November 2008, a new, EUR 17 million loan agreement was concluded with Nova
Kreditha banka Maribor d.d. for the construction of PSP Av e. The disbursement of
this loan will begin in 2009.

5.6.2.14. OTHER MATTERS
In connection with Article 69(12) of the Companies Act (ZGD-1B), the company

disclosed in its balance sheet all transactions, the risks and rewards of which are
significant for assessing its financial position.
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5.6.2.15. EVENTS AFTER THE BALANCE SHEET DATE

At the end of 2008, an EUR 17 million long-term loan agreement was signed with
Nova KBM d.d. for the construction of PSP Av e. The loan was fully disbursed by the
end of March 2009.

5.6.3. NOTES TO THE INCOME STATEMENT

The income statement was prepared in accordance with format | as laid down in
paragraph 25,5 of SAS (2006).

5.6.3.1. REVENUE

In 2008 the company’s revenue totalled EUR 36,287,098. Operating revenue
accounted for the largest share, followed by finance income and other revenue.

OPERATING REVENUE

Operating revenue comprises revenue from the supply of power and supply of
electricity in the domestic market, revenue from the sale of services, revenue from
reversal of provisions, revaluation operating revenue, other revenue related to
products and services, and revenue from the sale of materials.

TABLE: OPERATING REVENUE

in EUR
Index

Iltems Year 2008 Year 2007 2008/2007
Revenue from the sale of products - electricity 32,556,847 21,888,234 149
- Holding Slovenske elektrarne d.o.o. 31,193,717 20,567,402 152
- Elektro Primorska d.d. 1,363,130 1,320,832 103
Revenue from the sale of materials and services 552,261 737,050 75
Other operating revenue 211,792 104,805 202
Total 33,320,900 22,730,089 147

Operating revenue stood at EUR 33,320,900 and was 47% higher than in 2007.
Revenue from the supply of power and supply of electricity accounts for 98% of
operating revenue and was 49% higher than in 2007, thanks to an increase in
production and higher selling prices. The remaining, smaller share of operating
revenue mainly consists of revenue from the sale of materials and services (revenue
from the leasing of business premises, revenue from holiday facilities, revenue from
the sale of sediments removed from HPP reservoirs, and revaluation operating
revenue).
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FINANCE INCOME

Finance income is mainly comprised of interest on time deposits and loan interest
rate hedging. Finance income totalled EUR 2,583,638, up 19% compared with the

2007 finance income.

TABLE: FINANCE INCOME FROM INVESTMENTS

in EUR
Index

Items Year 2008 Year 2007 2008/2007
Finance income from interests in other companies 888,164 31,316 2,836
- dividends received from Banka Koper d.d. 0 125 0
- dividends received from Nova Ljubljanska banka d.d. 46,669 31,043 150
- dividends received from Zavarovalnica Triglav d.d. 296 148 200
- interest received on hedging derivatives 841,199 0 0
Finance income from loans to group companies 0 1,101 0
Finance income from loans to others 1,692,918 2,112,330 80
- interest on deposits 1,692,918 2,112,330 80
Finance income from operating receivables due from group
companies 0 15,757 0
Finance income from operating receivables due from others 2,556 1,801 142
Total 2,583,638 2,162,305 119

OTHER REVENUE

Other revenue stood at EUR 382,560 in 2008 and was 127% higher than in 2007.
Other revenue mainly comprises the remaining indemnity payable by an insurance
company in connection with damage incurred during the storm in September 2007.

TABLE: OTHER REVENUE

in EUR
Index
Iltems Year 2008 Year 2007 2008/2007
Damages and compensation received 382,077 168,566 227
Other revenue 483 13 3,715
Total 382,560 168,579 227
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5.6.3.2. EXPENSES

In 2008 the company’s expenses totalled EUR 23,375,097. Operating expenses
accounted for the largest share, followed by finance and other expenses.

OPERATING EXPENSES

In 2008 operating expenses totalled EUR 18,977,005, of which costs amounted to
EUR 18,813,322 and revaluation operating expenses to EUR 163,783.

Depreciation and amortisation charge

In 2008 depreciation and amortisation charge totalled EUR 6,827,610, which is 2%

less than in 2007.

TABLE: DEPRECIATION AND AMORTISATION CHARGE

in EUR
Index

Items Year 2008 Year 2007 2008/2007
Amortisation of intangible fixed assets 49,881 104,105 48
Depreciation of buildings 3,210,801 3,211,327 100
Depreciation of equipment and spare parts 3,437,042 3,493,116 98
Depreciation of small tools 2,994 4,597 65
Depreciation of other property, plant and equipment 126,892 126,121 101
Total 6,827,610 6,939,266 98

Costs of materials and services

In 2008 the costs of materials and services totalled EUR 3,361,836, which is 12%

more than in 2007.

TABLE: COSTS OF MATERIALS AND SERVICES

in EUR
Index
ltems Year 2008 Year 2007 2008/2007
Costs of materials 397,920 422,561 94
Costs of services 2,963,916 2,588,471 115
Total 3,361,836 3,011,032 112
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Other costs

In 2008 other costs stood at EUR 4,104,738 and were 29% higher than in 2007. As
part of other costs, the costs of concession increased the most, due to an increase in
production at HPPs with capacity above and below 10 MW and a higher concession

charge for HPPs with capacity above 10 MW.

TABLE: OTHER COSTS

in EUR
Index
ltems Year 2008 Year 2007 2008/2007
Charges unrelated to labour costs or other costs 2,827,476 1,733,724 163
Environment protection expenditure 1,239,764 1,426,805 87
Other 37,498 31,923 117
Total 4,104,738 3,192,452 129
Labour and labour-related cost
Labour costs totalled EUR 4,424,843 and were 6% higher than in 2007.
TABLE: LABOUR COSTS
in EUR
Index
Items Year 2008 Year 2007 2008/2007
Salaries and salary compensations 3,162,388 2,932,248 108
Social security costs 678,156 631,910 107
Pay for annual leave, bonuses, allowances and other costs 518,311 491,614 105
Other employer’s contributions on salaries, compensations 65,988 125,532 53
Total 4,424,843 4,181,304 106

Costs of provisions

Provisions for termination benefits and jubilee benefits stood at EUR 94,195 and

were 357% higher than in 2007.

TABLE: COSTS OF PROVISIONS

in EUR
Index
ltems Year 2008 Year 2007 2008/2007
Provisions for pensions, jubilee benefits and termination
benefits 94,195 20,601 457
Total 94,195 20,601 457
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FINANCE EXPENSES

Finance expenses totalled EUR 4,024,863 in 2008 and were 56% higher than in
2007 as a result of an increase in borrowing. Finance expenses mostly comprise

interest on loans received.

TABLE: FINANCE EXPENSES FOR INVESTMENTS

in EUR
Index

Items Year 2008 Year 2007 2008/2007
Expenses for other financial liabilities 364,545 0 0
Expenses for loans from banks 3,659,184 2,576,961 142
- foreign loan interest payable to Bank Austria Creditanstalt 1,351,406 1,383,427 98
- interest payable to the EIB 2,306,422 1,189,236 194
- interest payable to Nova LB d.d. 1,355 4,298 32
Expenses for other operating liabilities 1,134 3,659 31
Total 4,024,863 2,580,620 156

OTHER EXPENSES

Other expenses totalled EUR 373,229 and were 509% higher than in 2007. They
mainly comprise compensation paid to the Municipality of Nova Gorica in connection
with damaged roads and other environmental burdens, which were a one-off event,

and, to a lower extent, compensation paid to fishing societies.

TABLE: OTHER EXPENSES

in EUR
Index
ltems Year 2008 Year 2007 2008/2007
Damages and compensation 373,222 61,113 611
Other expenses 7 185 4
Total 373,229 61,298 609
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5.6.3.3. BREAKDOWN OF COSTS AND REVENUE BY FUNCTION AL

GROUP
in EUR
ltems Year 2008 Year 2007
Net sales revenue 32,788,286 22,123,630
Gross profit or loss from sales 32,788,286 22,123,630
Cost of sales 15,144,183 14,222,741
General and administrative costs 3,832,822 3,144,726
- regular general and administrative costs 3,669,039 3,121,914
- revaluation operating expenses associated with intangible
assets and property, plant and equipment 163,783 22,664
- revaluation operating expenses associated with operating
current assets 0 148
Other operating revenue 532,614 606,459
Finance income 2,583,638 2,162,305
Finance expenses 4,024,863 2,580,620
Corporate income tax on ordinary activities 2,818,801 1,159,652
Profit or loss on ordinary activities 10,083,869 3,784,655

5.6.3.4. PROFIT OR LOSS FOR THE PERIOD

The company ended the financial year 2008 with a gross profit of EUR 12,912,001
and a net profit of EUR 10,079,588. The profit was higher than planned and also
higher than in 2007. The share of net profit in total revenue amounts to 27.7%.
Corporate income tax totalled EUR 2,818,801, with deferred tax expenses amounting

to EUR 13,612.

TABLE: PROFIT OR LOSS FOR 2008

in EUR
Index Index

Items Year 2008 | Plan for 2008 | YO8/P08 | Year 2007 |YO08/Y07
Operating profit or loss 14,343,895 4,318,510 332 5,362,622 267
Financing profit or loss -1,441,225 -3,500,000 41 -418,315 345
Profit or loss on ordinary activities 12,902,670 818,510 1,576 4,944,307 261
Profit or loss on extraordinary
activities 9,331 178,000 5 107,281 9
Total profit or loss for the period 12,912,001 996,510 1,296 5,051,588 256
Corporate income tax 2,818,801 219,232 1,286 1,159,652 243
Deferred taxes 13,612 8,700 156 13,193 103
Net profit or loss for the period 10,079,588 768,578 1,311 3,878,743 260
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5.6.3.5. CORPORATE INCOME TAX

In accordance with the Corporate Income Tax Act, the company prepared a tax
assessment according to which the income tax payable by the company amounted to
EUR 2,818,801.

TABLE: CORPORATE INCOME TAX

in EUR

No. ltems Year 2008 Year 2007
1. Tax-deductible revenue 36,240,133 25,029,656
2. Tax-deductible expenses 23,170,853 19,717,734

decrease in tax base by the amount of non-deductible

items 0 52,401
+ increase in tax base by the amount of tax breaks 32,081 18,876
3. Tax base | and Il 13,101,360 5,278,397
Tax breaks 288,629 236,431
Amount invested in property, plant and equipment 30,000 0
Capital investment reserve 0
Donation allowance 47,466 46,757
Tax break for employment of disabled persons 74,901 63,135
Tax break for employer-financed pension plan 136,262 126,539
4. Tax base IlI 12,812,731 5,041,966
5. Tax base Il x 22% 2,818,801 1,159,652

5.6.3.6. DEFERRED TAXES

The company’s expenses for deferred taxes totalled EUR 13,612 and arose from the
paid and newly created termination and jubilee benefits.

5.6.4. NOTES TO THE CASH FLOW STATEMENT

The cash flow statement shows changes in the balance of cash during the financial
year. It was prepared in accordance with format Il, meaning that the financial
statement was prepared using the indirect method. The cash flow statement was
prepared on the basis of data derived from two consecutive balance sheets as at
31/12/2008 and 31/12/2007, the income statement for the year 2008, and from
additional data needed for the adjustment of inflows and outflows.

In the cash flow statement, cash equivalents refer to:

cash on hand,
cash in transaction accounts,

84



bank deposits redeemable at notice.

5.6.5. NOTES TO THE STATEMENT OF CHANGES IN EQUITY

The statement of changes in equity shows changes in equity components during the
financial year. It was prepared so that it presents all equity components. The
company's total equity stood at EUR 162,448,132 on the last day of 2008 and was
comprised of nominal capital of EUR 137,894,036, Ilegal reserves of
EUR 13,789,404, other revenue reserves of EUR 6,890,884, revaluation deficit of
EUR -1,165,986 and net profit for the year/accumulated profit of EUR 5,039,794.

The 2008 accumulated profit amounted to EUR 5,039,794. How it is allocated is

decided by the company’s owner.

5.6.6. OTHER NOTES

5.6.6.1. RECEIPTS OF MANAGEMENT AND OTHER EMPLOYEES WHO ARE
NOT SUBJECT TO THE TARIFF PART OF THE COLLECTIVE AG REEMENT

Receipts of management and other employees who are not subject to the tariff part
of the collective agreement include salaries, pay for annual leave, fringe benefits and
reimbursement of costs.

The amount of total receipts of employees with individual employment contracts is
EUR 495,962, of which EUR 149,552 relates to management.

In 2008 the company did not authorise any advances, guarantees or loans to
management or employees with individual employment contracts who are not subject
to the tariff part of the collective agreement, and no such items existed as at
31/12/2008.

5.6.6.2. RECEIPTS OF SUPERVISORY BOARD MEMBERS

The receipts of the members of the Supervisory Board represent gross amounts of
attendance fees plus business travel costs. In 2008 the amount of attendance fees
paid to Supervisory Board members stood at EUR 12,528.

No advances, guarantees and loans were given to the members of the Supervisory
Board.

5.6.6.3. AUDIT COSTS IN 2008

In 2008 SENG's costs of the 2008 annual report audit, which was performed by
Deloitte revizija d.o.0., totalled EUR 14,575.

No costs of tax advisory services were incurred in 2008.
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5.6.6.4. RELATIONS WITH ELPROM D.O.O.

SENG d.o.0. has a 100% share in the nominal capital of ELPROM d.0.0., which is
based at Erjav eva 20, Nova Gorica. The nominal capital of ELPROM d.o.0. totals
EUR 8,763. ELPROM is a dormant company and has no significant influence on the
fair presentation of the financial position and performance of SENG. In accordance
with Article 56(8) of the Companies Act, SENG as a controlling company does not
have to prepare consolidated financial statements.

Detailed information on the profit or loss and the financial position of the company
are evident from the balance sheet and income statement, which are shown below.

BALANCE SHEET OF ELPROM d.o.o0.
in EUR

B. CURRENT ASSETS 9,420 9,336
11l. Short-term investments 9,280 9,269
1. Short-term investments, excluding loans 0 0
2. Short-term loans 9,280 9,269

b) Short-term loans to others 9,280 9,269
V. Cash 140 67
A. EQUITY 9,228 9,228
|. Called-up capital 8,763 8,763
1. Nominal capital 8,763 8,763
1. Capital surplus 463 463
Ill. Revenue reserves 2 2
1. Legal reserves 2 2
D. SHORT-TERM LIABILITIES 192 108
IIl. Short-term operating liabilities 192 108!
2. Short-term trade payables 192 108

INCOME STATEMENT OF ELPROM d.o0.0.
in EUR

5 |Costs of goods, materials and services 376 288
b) costs of materials 179 95

c) costs of services 197 193
TOTAL OPERATING EXPENSES 376 288

PROFIT OR LOSS ON OVERALL OPERATIONS -376 -288
11 |Finance income from loans given 376 288
- to others 376 288

TOTAL FINANCE INCOME 376 288
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5.6.6.5. RELATIONS WITH HOLDING SLOVENSKE ELEKTRARN E D.O.O.

SENG d.o.0. is a member of the Holding Slovenske elektrarne Group. The
consolidated annual report for group companies is prepared by the controlling
company Holding Slovenske elektrarne d.o.0., Koprska 92, Ljubljana. The
consolidated report is available at the registered office of the controlling company.

5.6.6.6. RELATIONS WITH HSE-INVEST D.O.O.

Having increased the capital of HSE-Invest d.o.0. at the beginning of 2004, SENG
d.o.0. acquired a 25% interest in the company. Together with other company
members, SENG d.o.o. increased the value of its holding to EUR 80,000 in
September 2007. Nominal capital of HSE-Invest totals EUR 320,000. The company
is consolidated at the level of the controlling company Holding Slovenske elektrarne
d.o.o. Ljubljana.

5.6.6.7. RELATIONS WITH HIDROELEKTRARNE NA SPODNJI SAVI D.O.O.
(HESS D.0.0.)

The new company Hidroelektrarne na spodnji Savi (HESS) d.o.0. was established on
12 February 2008 with the signing of the contract of members. SENG has a 2.8%
stake in the company. The company HESS d.o.0. was established as a result of
transforming the joint venture for the construction of HPPs on the lower Sava River
into an independent legal entity, the aim of which is to continue to build the remaining
HPPs on the lower Sava River. Other company members include: Holding slovenske
elektrarne d.o.o. Ljubljana, Dravske elektrarne Maribor d.o.o., Termoelektrarna
Brestanica d.o.o. and GEN Energija d.o.0. In 2008 previous investments were
transferred to the newly established company HESS d.o.0. in amounts corresponding
to equity contributions as at 31/12/2007.

6. PROPOSAL FOR THE ALLOCATION OF ACCUMULATED
PROFIT

The accumulated profit for 2008 totalled EUR 5,039,794. The allocation of the
accumulated profit is determined by the founder.
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7. MANAGEMENT'S STATEMENT
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8. AUDITOR'S REPORT
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9. CONCLUSION

Full company name

Soske elektrarne Nova Gorica d.o.o.

Abbreviated name

SENG d.o.o.

Legal form Single-member limited liability company
Address Erjav eva ulica 20, Nova Gorica
Telephone 053396310

Fax 05339 61 15

Companies Register entry no. 065/10012900

Nominal capital

EUR 137,894,036

Size

Medium-sized company

Year of establishment

1947

Transaction account

04750-0000545385 with Nova KBM d.d.

Tax number 74100475
VAT ID number SI174100475
Registration number 5044421000

Website

http://www.seng.si

E-mail

seng@seng.si

Economic activity code

35,111

Managing director

Vladimir Gabrijel i

President of the Supervisory Board

Dr Toma Stokelj (01/12/2008 and 30/11/2012)

Supervisory Board members

Irena Stare (01/12/2008 to 30/11/2012)

Silvester Medves ek (23/10/2007 to 22/5/2010)

Ownership structure (owner name and interest)

Holding Slovenske elektrarne d.o.o., Koprska ulica
92, 1000 Ljubljana (100% interest)
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