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1. INTRODUCTION



1.1. LETTER FROM THE MANAGING DIRECTOR






1.2. REPORT OF THE SUPERVISORY BOARD









1.3. OPERATING HIGHLIGHTS IN 2009

Major achievements in 2009

successful operation with a net profit of € 4,784,220;
high operational availability of production plants;

reliable and safe operation of all facilities and plants;
high level of electricity production;
completed construction of PSP Av e as the first pumped-storage hydro power
plant in Slovenia and one of the first reversible pumped-storage hydro power
plants in Europe with a variable pumping regime operation rate;
a successfully completed technical inspection of PSP Av e in October 2009 and a
favourable decision authorising a trial run in 2009.

FINANCIAL HIGHLIGHTS
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1.4. TIMELINE OF SIGNIFICANT DEVELOPMENTS IN 2009

Month of 2009

Event

Beginning of reconstruction of hydro-mechanical equipment -

Februar
vary Podselo dam

March .
Overhaul of aggregate 1 at HPP Hubelj completed.
Installation of a gate in the valve chamber at PSP Av e, which will

March . . = !
enable loading of the intake tunnel and reservoir with rainwater.

April Installation of the first part of the motor-generator (stator), weighing
230 tons, into the 80 m deep powerhouse shaft at PSP Av e.

May Installation of the second part of the motor-generator (rotor), weighing
250 tons, into the 80 m deep powerhouse shaft at PSP Av e.

June Technical inspection at the PSP Av e facility of the double dual-
system high-voltage 110 kV connecting transmission line/cable.

July A decision authorising a trial run for the 110 kV connecting
transmission line/cable awarded.

August . .

¢ Loading of the system at PSP Av e begins.

The first kWhs of electricity produced at PSP Av e.
Signature of the contract for manufacture, delivery and installation of

September the inlet butterfly valve turbine and ancillary mechanical equipment,
generator and the excitation system for the reconstruction of HPP
Doblar |.

September . . . .

P First rotation test (dry run) of turbine unit/pump at PSP Av e.

A technical inspection of the complete PSP Av e facility. First-time

October pumping of water to the upper reservoir of PSP Av e to water level
602.

December A decision of the administrative body authorising the trial run of PSP

Av e awarded.




2. BUSINESS REPORT
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2.1. PRESENTATION OF THE COMPANY

Company profile

GENERAL INFORMATION

Full company name
Abbreviated name
Legal form

Address

Telephone

Fax

Companies Register entry no.
Nominal capital

Size

Year of establishment
Transaction account
Tax number

VAT ID number
Registration number
Website

E-mail

Economic activity code
Managing Director

President of the Supervisory Board

Supervisory Board members

Ownership structure (owner name and interest)

SoSke elektrarne Nova Gorica d.o.0.
SENG d.o.o.

Single-member limited liability company
Erjav eva ulica 20, Nova Gorica
053396310

053396315

065/10012900

EUR 137,894,036

Medium-sized company

1947

04750-0000545385 with Nova KBM d.d.
74100475

S174100475

5044421000

http://www.seng.si

seng@seng.si

35,111

Mr Vladimir Gabrijel i

Dr. Toma Stokelj (01/12/2008 to 30/11/2012)
Mrs Irena Stare (01/12/2008 to 30/11/2012)

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

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

HSE d.o.o. is a 100% owner of the company SENG d.o.o.

Company’s business activities

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 its entire revenue through production of electricity. Nevertheless,
approximately 1.3% of its revenue is generated through operations that, due to their
minimal volume and other characteristics, are not considered as pursuit of an activity.

Company bodies and representatives
SENG d.o.0. is a single-member limited liability company.

The company’s bodies are:
the Supervisory Board, and
the Managing Director.

As the founder and sole company member, HSE d.o.0. has the 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 into the register of decisions; if this is not the case 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.

The company's operations in 2009 were supervised by a three-member Supervisory
Board consisting of:
Dr. Toma Stokelj, president, appointed by the com pany member on 1/12/2008,
Irena Stare, deputy president, appointed by the company member on 1/12/2008,
and
Silvester Medves ek, member, appointed by the Workers' Council on 23/10/2007.

12



Corporate governance statement pursuant to Article 70 of the
Companies Act

Statement by the Managing Director pursuant to Arti cle 60(a) of the
Companies Act

13



Company’s organisational structure

‘ 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
occupational safety are performed. In conformity with the contract entered into with
the subsidiary HSE-Invest d.o.0. on 1 September 2004, construction services are
provided 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 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,
administration and supervision. More complex tasks are carried out in the form of
projects through appointment of project teams.

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.

Workers' council

The company has the Workers' Council which was established on 22 September
1999. The body enables employees to participate in management, help with the
achievement of common objectives, and safeguard workers’ and owners’ interests,
which is reflected in their joint efforts to achieve the best possible operating results,
general performance, employee satisfaction at work and the best possible working

14



environment. 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 November 2000.

Ownership links with other companies

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

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 2009 report on relations
with the controlling company has been prepared separately and submitted to the
auditor, as provided by Article 546 of the Companies Act. The report shows that in
2009 the company received adequate compensation for all legal transactions 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 € 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 and its tributaries.
The company is consolidated at the level of the controlling company Holding
Slovenske elektrarne d.o.o0. Ljubljana. For a detailed explanation, see section 4.8.1.

(3).
Link with the company Elprom d.o.o.

SENG d.o.0. holds 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 € 8,763. ELPROM is a dormant company and has no significant influence on
the fair presentation of the financial position and performance of SENG; therefore
SENG as a controlling company does not prepare consolidated financial statements

15



Link with the company Hidroelektrarne na spodnji Sa  vi d.o.o. (HESS d.o.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 d.o.o0. holds 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 economic entity, the aim of which is to continue construction of 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.o.

Historical overview of the company’s development

The company was established in 1947 and celebrated its 62" anniversary in 2009.
Between 1965 and 1990, the company pursued two activities: next to hydroelectricity
production, it was also engaged in transmission of electricity. When established, the
company took over ten power plants with a total installed capacity of 52 MW from the
former Italian company SADE. Up until today, the production capacities have
increased to 157 MW, and after deployment of the PSP Av e by additional 185 MW.

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.

In 1991 the activity of electricity transmission is spun off and transferred to the newly

1991 established company Elektro Slovenije Ljubljana.
2002 In 2002 the newly built HPPs Plave Il and Doblar Il begin operation.
2004 In December 2004 the construction of PSP Av e begins.
In December 2005 concession contracts for small-scale HPPs are signed for
2005 SENG's concession area.

Construction of the first pumped-storage hydro power plant in Slovenia — PSP Av e
— completed. A successful technical inspection of the complete facility followed by a
2009 decision of the administrative body authorising a trial run.

16



2.2. COMPANY’S BUSINESS POLICY

Mission, vision, values and strategic goals
The company’s mission is to produce electricity.

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

In the company’s Development Plan for the period until 2015 and looking ahead to
2025, the following strategic goals have been defined:
providing high-quality operations aimed at lowering costs along with highly
professional performance of the electricity production activity ensuring a high
level of operational availability and reliability of hydroelectric power facilities
and plants, as well as increasing the operational availability factor above
0.995;
satisfying owners by providing appropriate return on invested assets through
use of the most appropriate operating methods, taking into account existing
and new capacities and marketing of additional activities;
growth of the company by approximately 215 MW based on new development
programmes (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 adequately
trained and motivated employees.

2.3. MANAGEMENT SYSTEM POLICY

Achieving objectives in the area of quality and env ironmental
management

Within the scope of maintenance and development of the management system we

are performing:

- regular internal and external assessments of the system the purpose of which is
to establish whether compliance with applicable standards in company’s
operations has been achieved; identification and elimination of shortcomings and
identification of possible improvements;
development activities the purpose of which is implementation of new
requirements, approaches and tools within the company’s management system;
regular management reviews with which we estimate the state of activities and
measures and plan and approve guidelines for further operation.

Internal and external assessments are performed on a regular (annual) basis. In

2009, it was established that the company is successful in maintaining and
developing the adopted standards in the management system.

17



Occupational safety and health and fire safety

The company provides for a healthy and safe working environment of its employees.
The area is in compliance with the legislation and the requirements of the OHSAS
18001 standard. An external assessment determined that the area of occupational
health and safety is managed in accordance with the standard.

2.4. PRODUCTION

In 2009, the power plants produced 542,760 MWh of electricity which exceeded the
planned production by 14%. Compared to 2008, the production was lower by 6%.

The highest monthly production was achieved in April (at 75,389 MWh), while the
lowest production was recorded in August (at 18,980 MWh).

Hydrology conditions differed from the long-term average, namely, they were above
average which in turn affected the excess production.

At the end of 2009, first KWhs of electricity were produced at the new pumped-
storage hydro power plant PSP AV E. During the period of testing and trial runs the
PSP produced 3,892 MWh of electricity. Regular operation of PSP Av e was
postponed until 2010 due to problems related to the construction of power
transmission lines. PSP Av e does not only produce, but also consumes electricity.
The loading of the upper reservoir required 8,715 MWh of electricity. The PSP
operates 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 is at its highest.

In December, Poso je was subjected to heavy inflows of water. Flood-like conditions
resulted in damages to HPP facilities and significant amount of deposits. The
damages will be repaired and the flood deposits removed in 2010.

ELECTRICITY PRODICTION IN HPPs OF OVER AND UP TO 10 MW in KWh

& &&&
&&& &
/ & &&& &
& &&& & &
/ & &&& & & &
& &&&
&&& &
0 & & & &&& &
& &&& &
& &&& & & &
. && & &&&
3 . & &&&

18



2009 PRODUCTION VS. 2009 PLANS AND 2008 PRODUCTION
80,000,000

70,000,000 [ M-

60,000,000 ] =

50,000,000

40,000,000

30,000,000+

20,000,000+

10,000,000+
in KWh

O 4
January March April May June July September November
February August October December
‘ H Year 2009 @ Plan 20090 Year 2008

2.5. MAINTENANCE

In 2009, all HPPs on the So a River were subjected to inspections and overhauls in
accordance with the annual plan. Additionally, some other repairs had to be made.
Due to favourable hydrology, the planned inspections of turbines have been delayed
and the work on inspections that have already started has been limited to the
minimum reasonable level due to expectations of increased water inflows.

In addition, maintenance work consisting of removal of floating debris and deposits
has been carried out in accordance with the concession permit issued by the Ministry
of the Environment and Spatial Planning.

In 2009, the costs of plant and building maintenance totalled € 1,307,107, which was
14% lower than planned and 27% lower than in 2007. Various maintenance works
have been 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 despite the age of the plants and
buildings which exceeds the HSE Group’s average.
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2.6. MARKET POSITION

Characteristics of the economic environment in 2009

The international financial crisis that suddenly broke out in the last quarter of 2008,
continued throughout 2009. The financial crisis was accompanied by an economic
crisis and the changed operating conditions also affected the Slovene economy. The
implications of the crisis included lower economic growth, lower volume of foreign
trade, lower private consumption and investments, lower volume of production and
services, a decrease in gross domestic product, increased unemployment, higher
external debt, weak lending activities, increased insolvency etc. Interest rates have
been falling and reached record lows. However, despite low interest rates, new loans
have been difficult to obtain. Loan interest rates in Slovenia are the highest in the
Euro zone, which is a result of the increasing interest margin of banks. Inflation grew
and was among highest in the Euro zone in 2009.

The countries responded to the crisis with extensive fiscal and monetary measures.
Weak signs of recovery of the Slovene economy started appearing in the last quarter
of 2009. Certain sources project a slow recovery of economies throughout the world,;
however, the deteriorated operating conditions will continue to affect the economic
activity in 2010.

Market environment of the electricity industry

The electricity industry market environment has been plagued by the implications of
the international financial and economic crisis. Lower production, bankruptcies etc.
resulted in lower consumption of electricity which has been falling since 2007 and fell
below the 2002 level in 2009. On the other hand, the production of electricity has
been increasing mostly due to favourable hydrology of Slovene rivers in the past two
years. In 2009, production slightly exceeded the consumption of electricity.

Price fluctuations in electricity markets have stabilised, while insolvency of electricity

consumers increased.

Market conditions in 2009

The company SENG operates in open electricity markets indirectly by way of
supplying all of electricity produced to its only buyer, HSE d.o.o. Purchasing and
sales between the two companies are determined in an annual contract on lease of
capacity and supply of electricity.

20



Sales and customers

The entire production of HPPs was supplied to Holding Slovenske elektrarne.

In 2009, the company charged € 28,199,168 for the entire supply of electricity. The
invoiced amount of sales was 18% higher than projected for 2009 and 13% lower
than in 2008.

ELECTRICITY SUPPLY FROM HPPs ON SO A AND ITS TRIBUTARIES IN
2009 COMPARED TO 2008 AND THE PLAN FOR 2009

700,000

600,000

500,000 -

400,000 -

300,000 -

200,000 -

100,000 -+
in MWh

YEAR 2009 PLAN 2009 YEAR 2008

THE STRUCTURE OF ELECTRICITY SUPPLY IN 2009

HPPs of over 10 MW
85%

\HPPS of up to 10 MW

15%

21



Purchasing and suppliers

In 2009, the company purchased materials, equipment and services required for day-
to-day operations and planned investments. The largest purchases were related to
the investment in the construction of PSP Av e. There were no major issues related
to purchasing and supply.

2.7. INVESTMENTS

In 2009, € 31,132,536 was used for investments, meaning that 87% of the plan has
been achieved. Investments are described below.

REALISATION OF INVESTMENTS - OVERVIEW in€
Index
Description Year 2009 Plan 2009 Y09/P09
New facilities 29,573,835 30,976,759 95
Reconstruction 541,732 2,500,000 22
Investments in reliable production 507,699 615,000 83
Design documents 0 985,000 0
Other 509,270 600,000 85
Total 31,132,536 35,676,759 87

INVESTMENT STRUCTURE

New facilities
94%

Reconstruction
2%

Investments
in reliable
production

2%
Design

Other documents
2% 0%
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NEW FACILITIES

Construction of PSP Av e has been completed. The facility will be handed over to
commercial operation in April 2010. PSP Av e is the first pumped-storage hydro
power plant in Slovenia and one of the first pumped-storage hydro power plants in
Europe with a reversible aggregate with a variable pumping regime operation rate.

The PSP Av e 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 facilities except the connecting transmission line, for which a
partial building permit was obtained in November 2007 and 2008, when the
construction of the transmission line began.

The signing of contracts with selected contractors in relation to construction works
and supply of equipment took place between December 2004 and December 2007.

After the preliminary works, which lasted from January to June 2005, the construction
of the facility began in August 2005 and ended in July 2009 when operational and
functional tests on the facility started. The tests were underway until October 2009,
when a technical inspection of the complete facility was performed. In December
2009, a decision of the administrative body on a trial run for the period of one year
was awarded. During this time, all testing and trial procedures will be completed, and
all deficiencies eliminated.

The operation of PSP Av e is tied to the reconstruction of the power transmission
network of the North Primorje loop. The transfer system operator was unable to
secure a timely reconstruction of the network that was required by the electricity
permit on the Diva a — Gorica — Av e section of the 110 kV transmission line due to
opposition from civil groups. Subsequently, the operator decided on a backup
solution involving reinforcement of conductors on the existing Diva a — Ajdovs ina —
Av e transmission line, which will enable commercial operation of PSP Av e in April
2010.

Basic technical data of PSP Av e

Qi (max. discharge — turbine oper.) 40 m*/s
Qp (max. discharge — pumped oper.) 34 m’/s
Hgross max. (maximum gross head) 521 m

Pi (median installed capacity in generator operation

mode) 185 MW
Pp (median installed capacity in pump operation mode) |180 MW
Ep (annual electricity production) 426 GWh
Ec (annual electricity consumption for pump operation) |553 GWh
N (Ec/Ep) — PP’s utilisation rate 0,77
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RECONSTRUCTIONS

In 2009, production of the base gate for the reconstruction of the hydro-mechanical
equipment Podselo was underway, and the manufacture of a turbine and a generator
for the reconstruction of the Il. stage of HPP Doblar | was ordered.

INVESTMENTS IN RELIABLE PRODUCTION

In 2009, the following projects took place: production and upgrade of the new crane
for raising and transport of stoplog gates at the Ajba dam, updating of the supply
system at HPP Plave Il, updating and upgrading of the video-monitoring system and
replacement and updating of the information system.

DESIGN DOCUMENTS AND STUDIES

We continued the preparation of studies and design documents for the new facilities
HPP U ja and HPP Knea and other studies required in the operation and
development area.

OTHER

Other investments involve planned purchases or replacement of operating
equipment, maintenance and operation of ancillary functions, renovation of the
building at the reservoir of HPP Plu na and constru ction of a measurement tower for
measuring wind potential at Kanalski vrh.

2.8. 1T

As part of the replacement and upgrade of the information system, the following tasks
of major importance were carried out in 2009:
division of the computer network on the technical and business part;
preparation of a project for setting up a safe server room in accordance with
applicable standards including best examples of good practice, and studies for
determining a qualified supplier;
incorporation of the PSP Av e hub into the technical and business part of the
network, and connection to the remote control service of the HPP;
upgrading of the business information system to the latest localized version for
support of the financial-accounting process;
setting up a high-availability internet access service through two high-
bandwidth connections at separate geographical locations;
construction of a new, safe server room.
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2.9. BUSINESS PERFORMANCE ANALYSIS

Business operations in 2009

Operations in 2009 are presented parallel to the 2009 Business plan and the 2008
results.

Revenue

In 2009 the company’s total revenue amounted to € 29,302,009, which is 21% below
planned and 19% lower than in 2008. The failure to meet the planned revenue target
is a direct result of delayed deployment of PSP Av e. On the other hand, lower
revenue compared to 2008 is a result of lower production due to less favourable
hydrology in 2009 and changed market conditions.

Operating revenue is the most important part of revenue since it accounts for 97.6%
of total revenue, with financial income accounting for 1.6% and other revenue for
0.8%.

REVENUE COMPARED TO 2008 AND THE PLAN FOR 2009 in€
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Operating revenue amounted to € 28,586,763 and was 22% lower than planned and
14% lower than in 2008. Revenue from the supply of power and electricity represents
the most important share of operating revenue. A minor share of operating revenue is
attributable to other operating revenue, which amounted to € 387,595 in 2009 and
was higher than planned and lower than in 2008. Other operating revenue accounts
for 1.3% of total operating revenue.

Financial income totalled € 473,464 which is 18% higher than planned. Financial
income is substantially lower than in 2008 due to lower interest income.

Other revenue amounted to € 241,782. This revenue had not been planned.
Compared to 2008, other revenue was 37% lower in 20009.
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Expenses

In 2009 the company’s total expenses amounted to € 23,258,987, which is 31%
below planned and on the same level as in 2008. The lower than planned expenses
are a direct result of the aforementioned delayed deployment of PSP Av e.

Expenses are comprised of operating expenses, which account for 80.4% of total
expenses, financial expenses with a 19.3% share and other expenses with a 0.3%
share.

EXPENSES COMPARED TO 2008 AND THE PLAN FOR 2009 in€
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Operating expenses total € 18,701,875, of which costs amount to € 18,699,581 and
revaluation operating expenses to € 2,294. Operating expenses for 2009 are 35%
lower than planned and 1% lower than in 2008. Costs account for the largest share
of operating expenses, and are 35% lower than planned and 1% lower than in 2008.

OPERATING EXPENSES COMPARED TO 2008 AND THE PLAN FO R 2009 in€
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The costs of materials are the lowest relative to the business plan due to the absence
of costs for the purchase of electricity for PSP Av e, since the regular operation of
PSP Av e was postponed until 2010 due to the aforementioned issues in the
transmission system.

Financial expenses for 2009 totalled € 4,496,549. They were 8% lower than planned
and 12% higher than in 2008.

Other expenses totalled € 60,563. They exceeded the plan by 21% and amount to
only 16% of other expenses in 2008.

Write-downs in value account for the largest share of expenses, followed by labour

costs, financial expenses and charges unrelated to labour costs. These four items
account for 85% of total expenses.
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STRUCTURE OF EXPENSES IN 2009

Maintenance
Write-dow ns in value 6%
30%

Insurance premiums

1% Salaries

15%

Contributions on
salaries
3%

Other expenses
0%

Other labour costs
Financial expenses 3%

19%

Other costs of

Environment taxes materials and
Other costs Provisions and charges services
0% 1% 16%

6%

Profit or loss

The company concluded the 2009 financial year with € 6,043,022 of total profit and €
4,784,220 of net profit. The profit was higher than planned and lower than in 2008.
The share of net operating profit in total revenue amounts to 16.3%. Corporate
income tax totals € 1,269,367, with deferred tax expenses amounting to € 10,565.
The operating profit exceeds the target in the business plan due to higher than
planned production which was a result of favourable hydrology, and better conditions
for electricity trading and lower expenses than originally planned. The profit is lower
than in 2008 due to lower production of electricity and less favourable conditions for
electricity trading in 2009.

PROFIT OR LOSS COMPARED TO 2008 AND THE PLAN FOR 20 09 in€
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GROSS OPERATING RESULTS IN 2009
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m Total profit or loss

Main activities and goals achieved

In 2009 the company focused its operations on the goals and tasks set out in its
revised Business plan for 2009 and was able to accomplish the majority of its goals.
The company met the goal of quality operations as it ensured reliable and safe
operation of all its facilities and plants and a high degree of operational availability. In
the area of investments, the project for the construction of the first pumped-storage
power plant in Slovenia, PSP Av e, was successfully completed. At the end of
October a technical inspection was successfully performed, and in December a
decision authorising a trial run awarded. Deviation from plans is related to the
deployment of the newly constructed PSP, which was postponed until 2010 due to
reasons concerning the transmission network. The company is a part of the HSE
group, within which it is able to successfully manage all risks it is exposed to. The
company operated successfully in 2009, generating a net profit of € 4,784,220 and
exceeding the planned target.

Ensuring solvency

In 2009, the company had no solvency issues, since the funds for settlement of
current liabilities and investments were provided in a timely manner. During the year,
the company channelled available cash into deposits. The company’s solvency in
2009 was enabled by monitoring cash flows and coordinating the maturity of
receivables and liabilities.

Ensuring necessary financial sources

In 2009, we have secured the financial sources required for operations and
investments from current revenues and assets saved in previous years. In order to
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finance activities related to the PSP Av e investment, we have used funds acquired
through a loan with Nova KBM in the amount of € 17 million.

Capital adequacy

The company complies with capital adequacy requirements, since it disposes of
sufficient funds given the volume and type of business activities and given the risk, to
which it is exposed in pursuit of these activities.

COMPARISON OF LONG-TERM AND CURRENT ASSETS BY YEAR
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Debt ratio

At the end of 2009, the long-term loans amount to € 86.7 million, of which the loan by
a consortium of foreign banks amounts to € 13.7 million, the EIB loan to € 56 million
and the Nova KBM loan to € 17 million. Long-term loans account for 32.4% of all
assets.

Company’s ratios

At the end of 2009, the company’s equity amounted to 63% of its total liabilities.
Compared to the end of 2008, the equity financing rate decreased on account of an
increase in the amount of long-term financial liabilities to banks.

The share of the company's assets financed from long-term sources amounts to
93%, with the share of assets financed from short-term sources amounting to only
7%. Compared to 2008, the share of long-term sources increased by 1.6% on
account of an increase in equity and long-term liabilities to banks.

The share of property, plant and equipment and intangible assets in the company's
assets amounts to 91% and has increased by 6.7% compared to the end of 2008 due
to an increase in property, plant and equipment in the course of construction (capital
investments).

The company’s long-term assets account for 94% of its total assets. At the end of
2009 the ratio increased relative to the end of 2008 due to an increase in property,
plant and equipment in the course of construction (capital investments) and an
increase in long-term investments (investments in HESS d.o.0.).

The ratio represents the relationship between equity and fixed assets. The ratio stood
at 0.7 at the end of 2009, meaning that all of the company’s most illiquid assets were
financed from equity. The ratio decreased compared to 2008 due to an increase in
property, plant and equipment in the course of construction (capital investments).

The acid test ratio describes the relationship between liquid assets and short-term
liabilities. At the end of 2009, it stood at 0.34, meaning that a third of the company’s
short-term liabilities were covered by liquid assets. The ratio decreased compared to
2008 due to a decrease in short-term investments.

The quick ratio stood at 0.9 at the end of 2009, meaning that the company finances
all of its current assets through short-term liabilities. Compared to the end of 2008 the
ratio decreased.

The current ratio amounted to 0.95 at the end of 2009, which indicates that the
current assets are slightly behind short-term liabilities.

The operating efficiency ratio is greater than 1, which means that operating revenue

is greater than operating expenses. The ratio has decreased compared to 2008,
since the operating revenue decreased in 2009.
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In 2009, the company generated € 3 of net profit per € 100 of equity invested. The
ratio decreased by 3 percentage points compared to 2008, mostly due to a decrease
in net profit and an increase in average equity.

RATIOS
Year 2009 Plan for 2009 Year 2008

Equity financing rate 62.53 64.24 63.45
Long-term financing rate 93.05 95.21 91.55
Operating fixed assets rate 91.05 93.42 85.27
Long-term assets rate 93.59 96.04 87.60
Equity to operating fixed assets ratio 0.69 0.69 0.74
Acid test ratio 0.34 0.00 0.72
Quick ratio 0.94 0.83 1.49
Current ratio 0.95 0.84 1.50
Operating efficiency ratio 1.53 1.27 1.76
Net return on equity ratio 0.03 0.02 0.06

2.10. RISK MANAGEMENT

The company’s operations are exposed to various types of risks, the identification,
monitoring and management of which is becoming increasingly important if they are
to be reduced to the lowest possible level. In 2009 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.

Market risk

The company is exposed to market risks arising from uncertainty of electricity prices
in markets in which HSE d.o.0. operates. This risk is managed on the level of the
company HSE and the HSE Group, of which SENG is a member.

Quantity risk

Quantity risk comprises the risks arising from uncertainties related to hydrology and
production.

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, is
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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 and the risk of natural disasters are manifested in 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 insurance of fixed
assets against loss events, such as machinery breakdowns and natural disasters.
The company is not insured against production loss.

The risk of unfinished reconstruction of the 110 kV transmission line Diva a — Gorica
— Doblar can result in inability to perform all operating and functional tests as well as
the trial run of PSP Av e, and loss of income. The risk is managed by means of
discussions and engagement with Eles with regard to the construction of the
transmission line and possible temporary solutions that would enable the deployment
of PSP Av e in April 2010.

Financial risk
Financial risk comprises credit risk, liquidity risk and interest rate risk.

Credit risk represents the possibility that receivables will be settled only in part or will
not be settled at all. Considering the customers we know and that our business
partners have solid credit ratings, the risk is low. The controlling company HSE d.o.o.
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 manages
this risk by planning cash flows and adopting the necessary measures for
coordination of inflows and outflows.

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
manages the risk by using interest rate hedging instruments and by monitoring
changes in market interest rates.

Human resources risk

Human resources risk includes risks related to retirement of employees, fluctuation of
crucial employees, absence due to health limitations, high age structure and loss of
intellectual capital.

Human resources risks are managed by promoting constant professional growth of
employees (acquiring new knowledge and competences), transferring knowledge
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between employees, team work, personal initiative, creativity and innovative abilities.
Fostering good relations among employees and establishing a high organisational
culture are of major importance. The rate of fluctuation of employees is controlled
through good management and communications with/among employees, continuous
professional growth and motivation, and through stimulating working conditions and
environment.

Information system risk

The company indentifies and manages information system risks by implementing
measures in order to protect, reduce the likelihood of or eliminate individual types of
risks identified.

To be able to provide a high level of availability of IT services, we have divided the
SENG computer system into the technical and business part. We have also divided
the capabilities of the IBM i5 integrated server system and the Blade Center blade
system between these two parts.

To enable straightforward and efficient development of the web portal and the
knowledge base supporting the process of HPP operation which is integrated with
the HPP remote control system, we continued with the transfer of production
environments to a consolidated server infrastructure which also supports
virtualisation.

In order to ensure high availability of access to/from the internet and internet
services, we have set up our own class A address space and AS number, and an
additional internet connection on o geographically separate, completely different
communication lane using the BGP protocol. Both internet connections are equal and
of the same capability, i.e. 100 Mbps, and enable efficient use and the already
mentioned high availability of internet services on account of using two different,
geographically separate high-bandwidth connections.

By setting up a new safe server room at the office building in Nova Gorica we have
established an well maintained, physically and technically protected system
environment which eliminates operating risks of the current cellar TC room and
provides the required high level of availability of IT services also on account of
reduced risks of failure due to fire or weather conditions, and a more efficient cooling
system.

By setting up a separate video monitoring network for other facilities on the So a
River, we have provided for a high level of availability of a given IT service and
eliminating any effects it may have on other IT services provided within the business
network.

Regulatory risk

Regulatory risks arise from changes in market rules or legislation in electricity
markets which affect the company’s business results. The risk is managed by way of
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monitoring legislative changes and continuous training in order to ensure proper
application of regulations.

2.11. PUBLIC RELATIONS

In the area of public relations, we continued with activities directed towards
increasing the company’s reputation. We have designed information leaflets about
HPP facilities and improved our website. We took part in publication of the internal
bulletin of HSE and the electricity industry magazine Nas Stik. Whenever necessary,
we organise press conferences. Our employees occasionally receive internal
information via intranet or an internal bulletin.

2.12. RESEARCH AND DEVELOPMENT

The company’s main goal is to ensure reliable operation of all facilities while
constantly streamlining its operations and containing costs in a manner that does not
reduce competitiveness and high level of operational capability. 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 and renovate the oldest of the existing power plants on the
So a River. The gradual renovation of HPPs Doblar | 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 hydro-mechanical equipment
on dams and the replacement of worn-out turbines. The cooperation in the joint
venture for 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 Knea, U ja and
Mo nica, which will contribute to the production of peak energy. 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. We are also
exploring possibilities for harvesting wind energy in the areas where Soske elektrarne
operates.

A new concept for operation and maintenance of HPPs on the So a River has been
introduced. Launched in 2004, this is a 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 at HPPs on the So a River. The concept is being
further developed and perfected. Its purpose is to optimise the utilisation of available
staff, combine knowledge and experience, and allocate in a flexible manner the
necessary staff for the purposes of operation and maintenance of HPPs on the So a
River. The new concept represents streamlining of operations and, consequently,
lower costs of operational staff over the long-term.
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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 improve inflow projections.

In the area of maintenance, the company will attempt to meet its strategic goals. The
updating of IT support of maintenance tasks will enable the capturing, processing
and analysing of all relevant data and information about events, condition and
developments related to plants and installations required for maintenance planning.
It is envisaged that the company will introduce monitoring of condition and quantity
trends relevant to maintenance planning, introduce techniques for analysing and
ranking of potential causes of failures and their consequences, and introduce the
management of maintenance activities to optimise the allocation of time and staff for
performance of individual activities.

2.13. PLANS FOR THE FUTURE

The company’s development projects are directed towards construction of renewable
energy sources and increasing the share of renewable energy which is a priority in
the energy sector. Major future investments include phase Il of reconstruction of
HPPs Doblar | and Plave I, construction of HPP U ja, HPP Kne a, HPP Mo nica and
Av e wind power plant.

Phase Il of the reconstruction of HPPs Plave | and Doblar |

After 70 years of operation, plants at HPP Doblar | are worn-out, therefore, we are
planning a complete reconstruction of all three aggregates involving the replacement
of complete turbine and generator equipment including step-up transformers. The
reconstruction will take place between 2009 and 2013 and will be performed one
aggregate at a time.

At HPP Plave | a partial reconstruction of aggregates was performed (replacement of
turbines) between 1996 and 2000, and automation with remote control capabilities
introduced. The remaining works include replacement of generators that have also
been operating for 69 years and replacement of the network transformer. The
reconstruction will take place after the reconstruction of HPP Doblar | is completed,
between 2013 and 2015.

HPP U ja

HPP U ja is a new power plant the construction of which will take place between
2012 and 2015. It will harvest the complete 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 generated at peak times. The power plant will have a retention reservoir,
a dam-barrage structure, an intake system, a powerhouse with a single aggregate
with installed capacity of approximately 34 MW and will produce 31 GWh of electricity
per year. The preparation of project and spatial documentation is currently underway.
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HPP Kne a

HPP Kne a is the first next new power plant the con struction of which will take place
in 2011 and 2012. It will harvest the remaining hydro potential of the Kne a River in a
portion of the river bed. The envisaged concept is a pumped-storage type without the
possibility of water accumulation. The location of the reservoir is below the
confluence of rivers Lipovs ek and Kne a. The projected version harvests a gro ss
head of 68 metres. The powerhouse building will be located at the left bank of Kne a
River in the area of confluence of Kne a and LiS ak, above the village of Kne a, and
will be connected with a 2 km pressure pipeline. The connection to the electrical grid
will be performed on the existing power line which runs through the Kne a valley. The
planned installed capacity is 1 MW and the planned production 5 GWh.

Drinking water and HPP Mo nica

The project is an example of combining interests of local communities and energy
industry. It involves a design for a new water supply system that would provide
drinking water and supply water in case of fires in Bovec and ezso a and at the
same time enable the use of the hydroelectric potential of the Mo nica watercourse
for production of electricity.

Given the morphological, hydrological, geological and other conditions in the area
and the environment, several proposals for the construction of the Bovec water
supply system and the power plant will be prepared which will be assessed from an
economic standpoint. The foreseen location of the HPP will take into account the
existing high-voltage grid and the conditions for connection. Hydroelectric exploitation
in the form of a small HPP with a max. discharge (rated flow) of 1.0 m® and a
capacity of LMW is possible. The construction is foreseen between 2012 and 2015.

Av e wind power plant

Harvesting the energy of wind for electricity production is gaining significance both in
Europe as well as in the rest of the world. The use of wind energy represents an
important step in reaching objectives in the area of renewable energy sources.

One of the potential locations for the construction of a wind power plant is an
elevation above the village of Av e in the direct vicinity of the PSP Av e reservaorr,
inside the impact area. The micro-location will be determined based on the wind
direction and the possibilities offered by the area.

The potential wind power plant at Av e would include 3, 5 or 8 wind generators with a
capacity of 2 MW. By constructing a wind power plant, the annual growth in CO,
emissions would decrease by approximately 12,000 tons. During the useful life of the
power plant that would mean a decrease of 240,000 tons in CO, emissions.
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2.14. IMPORTANT EVENTS AFTER THE END OF THE
PERIOD

After the favourable decision awarded in December 2009 became final, PSP Av e
started a 1-year trial run in January 2010.

According to plans, PSP Av e will be put into commercial operation in April 2010.
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3. SOCIAL RESPONSIBILITY REPORT
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3.1. RESPONSIBILITY TOWARDS EMPLOYEES

HR policy

In 2009, a number of activities were pursued to recruit new employees as
replacement for employees who had retired in 2008 and 2009, for employees that
were transferred to other posts within the company, and for employees who ended
their employment in the company.

As at 31 December 2009, the company had 130 employees which is one employee
less than previously planned. The number of employees increased by 4 compared to

the end of 2008. In 2009, the average number of employees was 130.

A lot of attention was devoted to the preparation of new Rules on the organisation of
the company, job classification in accordance with the new rules as well as the new
methodology for valuation of different positions of employment.

EMPLOYEES

Level of professional Planned for

education 31/12/2009 31/12/2009 31/12/2008 31/12/2007

VI 2 2 2 2
VIl 26 26 24 23
VI 17 17 15 15
\ 41 41 36 40
v 38 39 43 39
11 1 1 2 1
Il 2 1 2
| 3 3 3 3
Total 130 131 126 125

EDUCATION STRUCTURE IN 2009

II. level of

I. level of VIII. level of
1. level of profess_ional professional professional
professional education education education
education 2% 2% 2% VII. level of
1% professional

- }
education

20%

IV. level of

professional

education
29%

VI. level of

professional

education
13%

V. level of

professional

education
31%
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Education and training

Our employees participated in various types of training in the area of latest legislative
changes and occupational safety. Employees that took over the responsibilities of
their posts independently took exams for these positions and for occupational safety,
while the operators and maintenance personnel are undergoing training on the
installation of PSP Av e facilities.

Students and pupils in technical fields were enabled on-the-job training between
February and September 2009.

Part-time studies

In 2009, 12 employees participated in part-time studies in order to obtain a higher
level of education, i.e. secondary, higher, high and Master of Science.

Scholarships

During this past year we provided scholarships predominantly for students in the VII.
level of education, and only for one pupil.

3.2. RESPONSIBILITY TO THE ENVIRONMENT

Ecology and the environment

The company is connected with 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 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 planned projects.
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3.3. RESPONSIBILITY TOWARDS THE WIDER COMMUNITY

Environmental projects

The company is in favour of achieving synergy with the environment which is evident
in the manner we plan and build our facilities.

The result of such efforts is the construction of HPP Zadlas ica, which is used for the
production of electricity and supply of drinking water 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 a small HPP 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 a reservoir barrier of the small HPP
Klav arica.

Artificial lakes - reservoirs provide opportunities for development of tourism. An
example of such cooperation is 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 devoted to
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 Design documents and studies.

Sponsorships, donations and participation in humani tarian
campaigns

The company supports sporting activities related to the So a River. It has been
sponsoring SosSke Elektrarne Kayak Club since 1959.

Within its financial means the company also supports sporting, cultural, humanitarian
and educational activities through donations.
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4. FINANCIAL REPORT
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4.1. AUDITOR'S REPORT
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4.2. MANAGEMENT'S STATEMENT
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4.3. INTRODUCTORY NOTES

Basis of preparation

The financial statements and the notes thereto have been prepared in accordance
with provisions of the Companies Act (ZGD-1) and the Slovene Accounting
Standards 2006 (SAS 2006) for the financial year 2009, which corresponds to the
calendar year.

Financial statements are presented in euros.

Significant accounting assumptions and qualitative characteristics
of financial statements

The financial statements have been prepared by observing the underlying accounting
assumptions of accrual and going concern, as well as the required qualitative
characteristics such as understandability, relevance, reliability and comparability.

Exchange rate for conversion to the reporting curre ncy

In the income statement, the financial statement items denominated in foreign
currencies were translated into the local currency on the day of accrual using the
exchange rate of the Bank of Slovenia applicable on that day. The balance of cash,
receivables and liabilities expressed in a foreign currency has been translated at the
exchange rate of the Bank of Slovenia as at 31/12/2009. Gains and losses resulting
from such transactions and conversion of items of cash and liabilities denominated in
a foreign currency are recognised in the income statement.

The following exchange rates were used for the conversion of assets and liabilities
expressed in a foreign currency:

€ as at 31/12/2009 = HRK 7.30 (Croatia);

€ as at 31/12/2009 = GBP 0.8881 (Great Britain).

Accounting policies

In recording and valuation of financial statement items, SAS (2006) stipulations have
been followed directly, except in the valuation of items for which SAS (2006) allow
different methods. In such cases, the company applied valuation methods laid down
in the Accounting Rules. In 2009, the same accounting policies have been applied as
in previous years.
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Company’s branches and investments in subsidiary an d associated
companies

SENG d.o.o. has no branches.

A group subsidiary is a company where the controlling company holds a majority
stake or has dominant control due to other reasons, and which is a part of the group
for which the consolidated financial statements are prepared. Investment in a
subsidiary is measured at historical cost. Revenue arising from profit participation is
recognised as financial income when the management of the subsidiary adopts a
decision on distribution of profit and the related payments. Investments in a
subsidiary are subject to impairment when reasons and evidence exist that they are
overvalued. The impairment loss is immediately disclosed in the income statement.

Associates are companies, in which the company has between 20% and 50% of
voting rights and in which it has significant influence over their operations but has no
dominant control. Investments in associates are measured at cost.

Intangible assets

Intangible assets are long-term assets enabling the performance of the company’s
registered activities, whereas physically they do not exist. The company's intangible
assets comprise investments in the acquired long-term property rights.

An item of intangible assets is initially carried at cost. The cost also includes import
duties and non-refundable purchase taxes. The cost is exclusive of interest on loans
incurred prior to the origination of an intangible asset. After recognition, intangible
assets are measured using the cost model. Their value is subsequently decreased by
the amount of the amortisation charge recorded in the accumulated amortisation
account. In the balance sheet, intangible assets are disclosed at carrying amount, i.e.
as the difference between the cost and accumulated amortisation. An item of
intangible assets is amortised individually using the straight-line amortisation method.
Amortisation begins when an intangible asset is available for use. Amortisation rates
applied to the individual types of intangible assets are based on their envisaged
useful lives. In the case of intangible assets, the rate of amortisation is 10%. In the
event it is impossible to determine the useful life of an asset, these are not amortised,
but undergo an impairment test on an annual basis. If internal assessments reveal
the need for revaluation, the value of intangible assets is estimated, impaired up to
their recoverable amount and debited against revaluation operating expenses.

Long-term accrued revenue and deferred costs include operating leases and

payments made by the company, being an apartment owner, in the reserve fund
which will be used to cover future maintenance costs.
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Property, plant and equipment

Property, plant and equipment are long-term assets owned by the company and used
for the performance of its registered activities. Property, plant and equipment
comprise immovable property, equipment and small tolls.

An item of property, plant and equipment is initially recognised at cost, which
comprises its purchase price, import duties and non-refundable purchase taxes, as
well as directly attributable costs of bringing the asset to condition necessary for it to
be capable of operating in the manner intended by management. The cost does not
include the borrowing costs related to the acquisition of an item of property, plant and
equipment to bring the asset to its working condition. The cost does not include the
costs incurred upon the dismantling or removal of items of property, plant and
equipment. The spare parts of higher value are recorded as property, plant and
equipment and depreciated over the useful life of the related asset. Following
recognition, the items of property, plant and equipment are measured using the cost
model.

In the bookkeeping records the cost, as well as accumulated depreciation, are
recorded separately for items of property, plant and equipment, whereas in the
balance sheet they are recorded at carrying amount i.e. as a difference between the
cost and accumulated depreciation. Subsequent expenditure on an item of property,
plant and equipment increases its cost when it increases its future economic benefits
in excess of the originally assessed future economic benefits, or when it decreases
the accumulated depreciation and prolongs the useful life of said item.

Recognition of an item of property, plant and equipment in the bookkeeping records
and the balance sheet is reversed if an asset is disposed of. The difference between
the net sales value and the carrying amount of a disposed of item of property, plant
and equipment is recorded as revaluation operating revenue or expense.

The depreciation of property, plant and equipment items begins on the first day of the
month following the month in which an item becomes available for its intended use.
Depreciation is accounted for individually on a straight-line basis. Depreciation rates
applied to the individual types of property, plant and equipment are based on their
projected useful lives.

The projected useful lives of individual groups of assets are as follows:

Immovable property 16 - 80 years
Production plant and equipment 8 - 30 years
Computer equipment 4 years
Motor vehicles 4 - 8 years
Other equipment 3.3-10 years

Land is not subject to depreciation, since it is assumed to have an indefinite useful
life. Assets being acquired are not depreciated until they have become available for
use.

If internal assessments reveal the need for impairment due to evident signs of
impairment, the value of property, plant and equipment items is estimated, impaired
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up to their recoverable amount and debited against revaluation operating revenue or
expenses.

Financial assets

Financial assets are considered as company assets, the returns on which are used to
increase the company’s revenue.

The company classifies its financial assets under the following categories:
loans and receivables, and
available-for-sale financial assets.

Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market. They are included under current
assets, except in case of maturities of more than 12 months after the balance sheet
date. In such a case they are classified under long-term assets. In the balance sheet,
loans and receivables are disclosed at amortised cost taking into account the
effective interest rate.

Available-for-sale financial assets are non-derivative financial assets classified under
the category of the same name or under no category. Assets in this category are
measured according to their fair value or cost, when it is not possible to determine a
reliable fair value (investments in subsidiaries and associates are disclosed in this
manner).

In the event assets are measured at fair value, revaluation to fair value is recognised
directly in equity. On each balance sheet date the company estimates whether there
is any objective evidence of impairment of value of a financial asset or a group of
financial assets. In case of available-for-sale financial assets, a distinctive and
sustained decrease in the asset’s fair value below its cost is considered an indicator
of permanent impairment of this financial asset and recognised as a revaluation
operating expense.

In the event assets are measured at cost and impartial evidence exists that a loss
due to impairment was incurred, the amount of loss is measured as the difference
between the carrying amount of a financial asset and the present value of estimated
future cash flows discounted at the market interest rate for similar financial assets,
and recognised a revaluation operating expense.

On initial recognition, a financial asset is measured at historical cost plus any costs
directly attributable to the investment. In the company's books of account, financial
assets are recognised based on their settlement date (payment date). Any indications
of impairment of financial assets are determined on an annual basis. Depending on
the envisaged settlement or the reason for holding a financial asset, they are carried
as long-term or current assets in the balance sheet.
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Inventories

As part of the short-term assets of the Company, inventories are initially recognised
at cost, comprising their purchase price, import duties and non-refundable purchase
taxes, as well as direct costs of purchasing. The purchase price is decreased by
discounts obtained. If the prices of the items that are purchased anew in the
accounting period differ from the prices of inventory items of the same class, the first-
in first-out (FIFO) method is applied to decrease the quantities of inventories during
the year.

Receivables

The company’s assets include receivables as the rights arising from property and
other legal relationships to claim the settlement of a debt, delivery or services from a
specific person or entity. All receivables are initially recognised at amounts recorded
in relevant documents on the assumption that they will be collected. In the balance
sheet, receivables are disclosed in their net amounts, meaning minus any value
adjustments for disputed and doubtful receivables. Allowances are normally created if
receivables have not been settled within 180 days after the agreed-upon due date.
Before any allowances for receivables are created, the receivables are reviewed
individually. Such receivables are considered doubtful. If legal proceedings have
been initiated in relation to them, they are considered disputed. The amount of
impairment is recognised in the income statement. Depending on their maturity,
receivables are carried as long-term or short-term receivables in the balance sheet.

Cash

Cash comprises cash and cash equivalents that consist of cash on hand and
demand deposits excluding bank account overdrafts. Overdrafts on bank accounts
are included in the balance sheet under short-term financial liabilities. The carrying
amount of an item of cash equals its initial nominal value, which can change due to
changes in foreign exchange rates if cash is denominated in foreign currencies.

Short-term accrued revenue and deferred costs

Short-term accrued revenue and deferred cost items comprise short-term deferred
costs and short-term accrued revenue. Short-term deferred costs include amounts
incurred but not yet charged against the company's profit or loss. Short-term accrued
revenue represents amounts that have been included in profit or loss but have not
yet been charged.

Equity

Total equity is defined by the amounts invested by owners and the amounts
generated through operations and belonging to the owners. Nominal capital is carried
in the national currency. Nominal capital and capital surplus represent owners’ cash
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contributions and contributions in kind. Other revenue reserves are set aside on the
basis of resolutions adopted by the Supervisory Board and the General Meeting and
represent a portion of profits from previous years. Net profit or loss represents the
undistributed portion of the company's net profit or loss for the current year.
Revaluation surplus includes the values of revaluated available-for-sale financial
assets measured at cost.

Provisions and long-term accrued costs and deferred revenue

Provisions are formed for obligations that are expected to arise from obligating past
events in the coming periods, and their value is based on the assessment of the
present value of expenses that are expected to be required to settle such obligations.
The amount of provisions for jubilee benefits and termination benefits was estimated
on the basis of an actuarial calculation. They were created based on an estimated
amount of liabilities for termination and jubilee benefits discounted to the balance
sheet date. Long-term accrued cost and deferred revenue items relate to long-term
accrued costs.

Long-term liabilities

Long-term liabilities are recognised obligations associated with the financing of own
assets that need to be settled in cash in a period of more than one year. They are
measured at historical cost. The portion of long-term liabilities that is due to be settled
within a year of the balance sheet date is disclosed under short-term liabilities.

Long-term financial liabilities are long-term loans received on the basis of loan
contracts repayable in a period of more than one year. They are initially carried at the
amounts of cash received. Subsequently, they are decreased by the repayments of
principal amounts. Accounted for but not yet due interest on long-term financial
liabilities is recorded under other short-term operating liabilities.

Long-term operating liabilities arise from relations between the company and
business partners based on the contracts concluded.

Short-term liabilities

Short-term liabilities are recognised obligations associated with the financing of own
assets that need to be settled in cash in a period of less than a year. They are
measured at historical cost.

Short-term financial liabilities include a portion of long-term financial liabilities that fall

due within a year of the balance sheet date. Accounted for but not yet due interest on
short-term financial liabilities is recorded under other short-term operating liabilities.
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The carrying amount of short-term operating liabilities equals the amount recorded in
relevant documents containing information about their inception.

Short-term accrued costs and deferred revenue

Short-term accrued cost and deferred revenue comprise short-term accrued costs or
short-term accrued expenses and short-term deferred revenue, which are disclosed
separately and broken down into categories of greater importance.

Derivatives

Derivative financial instruments are financial instruments the value of which changes
in response to the change in a specified interest rate or commodity price or price of a
security and which require no initial net investments. The Company uses derivatives
to hedge against risks. The gains and losses on financial instruments held for trading
are recognised directly in the income statement. Derivative financial instruments are
used for cash flow hedging, hence the portion of the gain or loss considered as
successful hedging are recognised in revaluation surplus, and the difference is
recognised in profit or loss. The gain or loss recognised in revaluation surplus is
transferred to profit or loss in the period in which the profit or loss is affected by the
hedged item.

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 divided into operating, financial and
other revenue.

Operating revenue is recognised when it can be reasonably expected it will result in
receipts, unless such receipts arose when the revenue was recorded. Revenue from
the sale of products, merchandise and materials is measured at selling prices stated
in invoices or other documents, less discounts and rebates approved either when the
sale is made or subsequently, including those granted for early payment. Revenue
from the rendering of services other than services, from which financial revenue is
earned, is measured at the selling prices of services completed or at the selling
prices of uncompleted services with respect to the stage of their completion. A
change in the value of inventories appears as the difference between the closing and
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opening balance of inventories. The value of capitalised own products and services
represents the value of equipment that was produced by the company itself.
Revaluation operating revenue is revenue arising from the disposal of property, plant
and equipment, revenue from the reversal of provisions, and revenue from the
reversed impairment of investments. It is recognised on the basis of issued invoices
or other relevant documents.

Financial income arises in connection with long-term and short-term financial assets
and in connection with receivables and short-term debts. Financial income is
recognised upon the settlement of accounts irrespective of receipts, unless there is
reasonable doubt as to its amount, maturity and recoverability. Interest is accounted
for in proportion to the period elapsed, outstanding amount of the principal and the
agreed-upon interest rate.

Other revenue is comprised of compensation received after loss events and
extraordinary items. They are disclosed in actual amounts.

Expenses

Expenses are recognised if decreases in economic benefits during the accounting
period are associated with decreases in assets or increases in liabilities and such
decreases can be reliably measured. Expenses are comprised of operating, financial
and other expenses.

Operating expenses are recognised once costs are no longer held in product
inventories and once the product has been sold. Operating expenses are in principle
equal to the costs accrued over the accounting period. Operating expenses also
include the cost of materials sold. Amortisation and depreciation are accounted for at
agreed-upon rates based on the estimated useful lives of intangible assets and
property, plant and equipment. Revaluation operating expenses arise in relation to
the impairment of property, plant and equipment, intangible assets and operating
current assets. Revaluation operating expenses are recognised as soon as an
appropriate revaluation has been carried out, irrespective of their impact on profit or
loss.

Financial expenses comprise financing expenses and investment expenses. They
are recognised when the statements of account are prepared, regardless of the
payments associated with them.

Other expenses comprise compensations and other extraordinary items that are
disclosed in actual amounts.

Reporting by business and geographical segments

The company generates net sales revenue in one geographical and one business
segment.
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Taxation

The company is subject to the Value Added Tax Act, the Excise Duty Act, and the
Corporate Income Tax Act.

Deferred taxes

Deferred tax is disclosed in full using the balance sheet liability method based on
temporary differences between the carrying amount and the tax value of assets and
liabilities. The deferred tax is calculated using the tax base, prescribed under the law
and applicable on the balance sheet date, which is expected to be applied when the
deferred tax asset will be realised or the deferred tax liability settled.

A deferred tax asset is recognised if there is a possibility that a taxable profit will be
available in the future, from which it will be possible to utilise temporary differences. It
represents the amount of the calculated corporate income tax on deductible
temporary differences. Deferred tax liability represents the assessed amount of
corporate income tax on taxable temporary differences that the company will be liable
to pay in the coming years.

The tax rate for 2009 is 21% and 20% from 2010 onwards.
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4.4. BALANCE SHEET
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4.5. INCOME STATEMENT
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4.6. CASH FLOW STATEMENT
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4.7. STATEMENT OF CHANGES IN EQUITY
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4.8. NOTES TO THE FINANCIAL STATEMENTS

4.8.1. BALANCE SHEET

General

Information on the basis for the preparation of the balance sheet and on specific
accounting policies and methods selected and applied to the company's significant
transactions and other business events are presented in notes pertaining to
individual assets and liabilities. The company disposes of no additional information
that does not have to be disclosed in the balance sheet but is deemed significant for
a true and fair presentation of the company’s operations.

Assets and liabilities are carried at fair value unless the fair value of an asset or
liability cannot be determined. In this case, they are carried at historical cost.
Management of financial risks

The company’s management of financial risks, such as credit risk, interest rate risk,
currency risk and solvency risk is part of the business report. It is described in detail
in section 2.10 in the business part of this annual report.

Disclosures by balance sheet items

Below we provide the disclosures of individual balance sheet items as at 31/12/2009.

(1) Intangible assets (€ 280,668)

Intangible fixed assets comprise long-term property rights and accrued revenue and
deferred costs.

The company's long-term property rights consist of investments in software used for
the company's information system. The software includes various computer
programmes for remote control of HPPs, supervision of HPP maintenance and
applications for support of operating processes.

Long-term accrued revenue and deferred costs include payments made by the
company, being an apartment owner, in the reserve fund.

The company holds no intangible assets under financial lease and owns no
intangible assets acquired with the help of government grants. It also has no
intangible assets pledged as collateral for debts and is subject to no other legal
limitations regarding the use or sale of these assets.
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In 2009 the company reviewed the useful lives of major intangible assets,
determining that the useful lives were appropriate given the current expectations
regarding the usability of these assets.

Changes in intangible assets and long-term accrued revenue and deferred costs are
presented in the table below.

CHANGES IN INTANGIBLE ASSETS in€

Long-term property

Intangible assets rights Other long-term ARDC Total

Cost as at 31/12/2008 650,407 10,912 661,319
Transfers 44,755 513 45,268
Disposals -4,583 -4,583
Cost as at 31/12/2009 695,162 6,842 702,004
Written-down value as at 31/12/2008 376,056 0 376,056
Depreciation/amortisation 45,280 45,280
Written-down value as at 31/12/2009 421,336 0 421,336
Carrying amount as at 31/12/2008 274,351 10,912 285,26 3
Carrying amount as at 31/12/2009 273,826 6,842 280,668

(2) Property, plant and equipment (€ 243,421,934)

The value of land comprises all land or property owned by the company next to the
production facilities, business premises and other buildings as well as in the part of
the concession area.

The value of buildings comprises the value of production facilities, office buildings
and all other buildings owned by the company. Production facilities include concrete
dams, pipelines, canals, powerhouses and access paths.

The company’s production plants and machinery are comprised of the power plants’
complete equipment. aggregates, grates, equipment for transfer of electricity,
equipment of ancillary systems, controlling and other equipment owned by the
company and used for the purposes of electricity production.

Other plant and equipment of the company include telecommunication network
equipment, computer equipment, office and computer equipment, cleaning
equipment and means of transport.

Property, plant and equipment in course of construction comprise assets used for
construction of new and reconstruction of existing production facilities. Property,
plant and equipment also include advances paid for the construction of PSP Av e
and the reconstruction of the Il. stage of HPP Doblar I. Advances are disclosed in
gross amounts and are secured with a bank guarantee. The fixed assets in course of
construction were financed through own resources and a bank loan.

The company re-examined the useful lives of major items of property, plant and
equipment and determined that they do not have to be adjusted.
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The company holds no fixed assets obtained through a finance lease. Moreover,
none of its property, plant and equipment items are pledged as collateral for
liabilities, nor are they subject to other legal restrictions on their use or sale.

In 2009, no impairments or increases in value of property, plant and equipment took
place.

Relative to the previous year, the total value of property, plant and equipment
increased in 2009. Their increase is the result of capital investments, primarily in the
construction of PSP Av e. Other categories of fixed assets, except for other
equipment, decreased compared to 2008 despite new purchases.

The changes by individual types of property, plant and equipment in 2009 are shown
in the following 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
20009.

CHANGES IN PROPERTY, PLANT AND EQUIPMENT in€
PPE in the Advances for
Production plant  Other plant and course of acquisition of
Property, plant and equipment Land Buildings and equipment equipment construction PPE Total
Cost as at 31/12/2008 2,000,906 175,163,917 108,216,994 1,424,119 90,173,288 3,015,440 379,994,664
Acquisitions 31,132,536 4,122,537 35,255,073
Utilisation - drawing of advances -3,034,380 -3,034,380
*Transfer from ongoing investments 2,438,496 2,961,304 174,814 -5,671,375 -96,761
Disposals -2,919 -24,683 -321,019 -59,602 -408,223
Revaluation (write-downs after inventory) 0
Cost as at 31/12/2009 1,997,987 177,577,730 110,857,279 1,539,331 115,634,449 4,103,597 411,710,373
Written-down value as at 31/12/2008 0 77,380,978 83,712 547 872,679 0 0 161,966,204
*Acquisitions from ongoing investments -12,121 -39,885 -52,006
Depreciation/amortisation 3,232,010 3,408,603 134,218 6,774,831
Disposals -24,683 -317,150 -58,757 -400,590
Revaluation 0
Written-down value as at 31/12/2009 0 80,576,184 86,764 ,115 948,140 0 0 168,288,439
Carrying amount as at 31/12/2008 2,000,906 97,782,939 24,504,447 551,440 90,173,288 3,015,440 218,028,460
Carrying amount as at 31/12/2009 1,997,987 97,001,546 24,093,164 591,191 115,634,449 4,103,597 243,421,934

(3) Long-term investments (€ 6,791,661)

Investments in shares and interests in Group companies refer to the value of long-
term investments in companies in which the company has a majority stake (whether
directly or indirectly through other companies) and prepares consolidated financial
statements for this group of companies.

The company’s investments in stakes within the group include:

100% equity share in ELPROM d.o.0. The company is dormant and has no
significant influence on the fair presentation of the financial position and
performance of SENG d.o.o. Therefore, in accordance with Article 56(8) of the
Companies Act, SENG is not required to prepare consolidated financial
statements.
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25% equity share in HSE Invest d.0.0. No new investments took place during the
year.

2.8% equity share in HESS d.o.o. The value of this long-term investment
increased in 2009 for payments in the amount of € 841,858.

Investments in interests of associates include a 25% share in the company HSE
Invest d.o.0. No new investments took place during the year.

Other long-term investments of the company include interests and investments in
shares totalling € 628,611.

All long-term investments of the company are classified as available-for-sale financial
assets and are carried at cost. For companies that are not listed on the stock
exchange it was not possible to determine reasons for a potential impairment based
on stock market prices as laid down in Interpretation 1 of SAS 3 Impairment of
Investments issued by the Slovene Institute of Auditors.

Shares of the company that are not listed on the stock exchange are measured at fair
value. The revaluation effect increases revaluation surplus on equity.

In 2009, there were no revaluation financial revenue and no revaluation financial
expenses related to investments.

Given the overall situation in the financial and securities markets, investments in
shares are associated with a certain 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 government has a majority stake and because investments in
shares represent only a small percentage, i.e. 0.2% of the company’s total assets.

Changes in revaluation surplus related to investments are described in disclosures
regarding the company’s equity.

CHANGES IN LONG-TERM INVESTMENTS OTHER THAN LOANS in€

Investments in shares Investments in shares Other investments

and interests in group and interests in in shares and
Long-term investments, excluding loans companies associated companies interests Total
Carrying amount as at 31/12/2008 5,320,116 0 616,605 5, 936,721
Acquisitions 841,857 0 0 841,857
Revaluation 12,006 12,006
Carrying amount as at 31/12/2009 6,161,973 0 628,611 6, 790,584
LONG-TERM INVESTMENTS IN SUBSIDIARIES

Profit or loss for Value of the Value of the

Long-term investments in subsidiaries

Total equity of the  the current year in

Stake in % subsidiary in € €

investment as at
31/12/2009 in €

investment as at
31/12/2008 in €

ELPROM d.o.0.

100%

9,214 -14

9,402

9,402

Total

9,402

9,402
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LONG-TERM INVESTMENTS IN ASSOCIATES

Profit or loss for investment as investment as
Total equity of the  the current year in  at 31/12/2009 in  at 31/12/2008

Long-term investments in associates Stake in % subsidiary in € € € in€
HSE INVEST d.o.o. 25% 701,496 171,291 80,000 80,000
Total 80,000 80,000
LONG-TERM INVESTMENTS IN OTHER GROUP COMPANIES

Profit or loss for investment as investment as
Long-term investments in other group Total equity of the  the current year in  at 31/12/2009 in  at 31/12/2008
companies Stake in % subsidiary in € € € in€
HESS 2.8% 219,078,170 1,260,651 6,072,571 5,230,714
Total 6,072,571 5,230,714

(4) Long-term operating receivables (€ 10,193)

Among others, the company’s long-term loans include unpaid home equity loans
given to employees in the past.

Long-term operating receivables due from others relate to receivables due from
present and former company employees on the basis of contracts on instalment-
based repayment of apartments purchased under the Housing Act.

LONG-TERM OPERATING RECEIVABLES BY MATURITY DATE in €
Maturity date

Long-term operating receivables before 31/12/2012 Total

Long-term operating receivables from others 10,193 10,193

Total 10,193 10,193

(5) Deferred tax assets (€ 412,403)

Deferred tax assets were created on the basis of expenses which affect the
company’s profit or loss for the current year but are not deductible for tax purposes in
the current year, and expenses arising from revaluation of derivatives.

Deferred taxes were recognised in 2009 in the company’s profit or loss in the amount
of € 10,565 as an increase in the company’s profit or loss, and in the balance sheet
in the amount of € 34,913 as a decrease in negative revaluation surplus.

Compared to 2008, the total value of deferred taxes decreased by € 24,348. The
changes were as follows:
creation of deferred tax assets at 50% of tax non-deductible provisions for
termination benefits on retirement and jubilee benefits in 2009,
creation of deferred tax assets in the amount of the negative fair value of
interest rate swaps,
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use of deferred tax assets in connection with the use of provisions for
termination benefits on retirement and jubilee benefits.

CHANGES IN DEFERRED TAX ASSETS in€
Deferred tax assets Provisions Other Total

Value as at 31/12/2008 142,615 294,136 436,751
Creation, increase 31,341 -34,912 -3,571
Utilisation, decrease -20,777 0 -20,777
Value as at 31/12/2009 153,179 259,224 412,403

(6) Inventories (€ 6,342)

The company’s inventories comprise maintenance materials and small tools.
Inventories represent a negligible share in the total value of assets.

The company estimates that there is no need to impair inventories of materials and
that these are within the limits of net realisable value.

(7) Short-term investments (€ 4,314,400)

Short-term investments consist of short-term deposits with domestic banks with a
maturity in January 2010. The deposits are not secured. The company observes the
principle of deposit diversification between individual banks and monitors their credit
ratings. 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 government, and have a maturity of up to 45 days.

Short-term investments decreased in 2009 due to settlement of liabilities to
contractors and suppliers in the area of capital investments and account for only 36%
of the volume from previous year.

SHORT-TERM INVESTMENTS in €
Type of short-term investment 31/12/09 31/12/08

Short-term deposits 4,314,400 14,073,730
Total short-term investments 4,314,400 14,073,730

(8) Short-term operating receivables (€ 10,646,996)

Short-term operating receivables from group companies predominantly relate to
receivables arising from electricity sales; only an insignificant share represents
receivables for rents. Receivables for electricity sold to group companies account for
99.9% of all short-term receivables. Their share in total receivables is 75%.
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Short-term trade receivables comprise receivables for services rendered, materials

sold and rents.

Short-term operating receivables from others include:

short-term receivables from the government for:
o0 input value-added tax,
0 corporate income tax,

o reimbursement of the water charge for gravel abstraction,

o reimbursements for absence from work and disability benefits;

short-term receivables to others for reimbursement of the water charge.

All short-term operating receivables are receivables from buyers in the domestic
market. The disclosed receivables were not yet due on the balance sheet date. The
buyers settle the receivables in due time. The due date for settlement of receivables
related to electricity is up to 32 days. The receivables for electricity sold are secured
with a bill of exchange. Other receivables are not secured. Based on experience, the

risk related to unsecured receivables is estimated as low.

The company has only one doubtful receivable of a minor value and it has no

disputed receivables.

The company had no receivables due from management and Supervisory Board

members at the end of 2009.

SHORT-TERM OPERATING RECEIVABLES in€
Type of receivable 31/12/09 31/12/08

Short-term trade receivables in Slovenia 8,150,254 14,971,756
Short-term receivables from the state 2,290,769 1,219,719
Short-term receivables from others 205,973 91,656
Total short-term operating receivables 10,646,996 16,283,131
SHORT-TERM OPERATING RECEIVABLES FROM GROUP COMPANI ES in€
Group company 31/12/09 31/12/08

HSE d.o.o. 7,988,513 14,526,600
HSE INVEST d.o.0. 2,138 2,165
Total short-term operating receivables from group ¢ ompanies 7,990,651 14,528,765
BREAKDOWN OF SHORT-TERM RECEIVABLES BY MATURITY DAT E in€
Maturity period 31/12/09 31/12/08

Receivables not yet due 10,646,996 16,283,131
Total 10,646,996 16,283,131
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(9) Cash (€ 1,711,566)

The company discloses cash as cash on hand, cash in transaction accounts,
deposits redeemable at notice and foreign currency in transaction accounts. Cash on
hand denotes only ready cash. The company has no agreed automatic borrowing
facilities in the form of limits on current accounts with banks. Cash denominated in
foreign currencies has been appropriately converted into € on the cut-off date (31
December 2009).

(10) Short-term accrued revenue and deferred costs (€ 67,942)

Short-term accrued revenue and deferred costs refer to short-term deferred costs.

(11) Equity (€ 167,381,606)
The value of nominal capital and legal reserves remained unchanged in 2009.

Other revenue reserves increased by € 5,039,794 due to the distribution of the 2008
accumulated profit in accordance with the decision of the company founder.

At the end of 2009, the company records under revaluation surplus the fair value of
interest rate swap instruments and the fair value of Zavarovalnica Triglav shares. In
2009, revaluation surplus decreased by € 149,254 with deferred taxes, which is a
result of discontinuation of certain interest rate swap instruments and a change in the
price of shares. The fair value of interest rate swap instruments is negative and
amounted to € 1,036,894 with deferred taxes at the end of 2009. The interest rate
hedge was deemed to be effective. The company held the interest rate swap
instruments solely for the purposes of hedging.

The net profit for 2009 in the amount of € 4,784,220 represents the company’s
accumulated profit.

Relevant information as to the balance and changes in equity components are also
evident in the statement of changes in equity.

In 2009, consumer prices increased by 1.8%. Had the increase in consumer prices
been taken into account, the total capital of the company would have increased by €
2,926,753. Had the said conversion been taken into account, the company would
record a net profit of € 1,857,467.
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EQUITY in€
Total equity 31/12/2009 31/12/2008
Nominal capital 137,894,036 137,894,036
Legal reserves 13,789,404 13,789,404
Other revenue reserves 11,930,678 6,890,884
Revaluation surplus -1,016,732 -1,165,986
Net profit or loss for the period 4,784,220 5,039,794
Total 167,381,606 162,448,132
CHANGES IN REVALUATION SURPLUS in €
Revaluation surplus Financial assets Other Total

Value as at 31/12/2008 10,558 -1,176,544 -1,165,986
Increase 12,005 174,562 186,567
Decrease -2,401 -34,912 -37,313
Value as at 31/12/2009 20,162 -1,036,894 -1,016,732
PROFIT OR LOSS OF THE COMPANY AFTER EQUITY RESTATEM ENT in€
Profit or loss of the company after equity restatem ent 31/12/09

Net profit or loss 4,784,220
Equity restatement result -2,926,753
Profit or loss after restatement based on consumer prices (1.8% growth) 1,857,467

(12) Provisions and long-term accrued costs and def

erred revenue (€ 999,267)

At the end of 2009, the company’s provisions comprised provisions for termination

and jubilee benefits created on the basis of an actuarial calculation dated 31

December 2009, which took into account:
the number of employees in the company as at 31/10/2009 (gender, age,
overall and pension qualifying period of service, average net and gross salary
for the period August — October 2009),
the method for calculating termination and jubilee benefits,
a 3.5% increase in average salary,
the chosen discount rate of 5.45% p.a.,
staff turnover by age category.

Long-term accrued cost and deferred revenue consist of contributions for pension
and disability insurance from salaries of the disabled employed above the quota laid
down in the Vocational Rehabilitation and Employment of Disabled Persons Act.
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CHANGES IN PROVISIONS AND LONG-TERM ACCRUED COSTS A ND DEFERRED REVENUE in€

Provisions for
termination and jubilee
Provisions and long-term ACDR benefits Long-term ACDR Total
Value as at 31/12/2008 770,474 18,444 788,918
Creation, increases 303,519 5,767 309,286
Utilisation, reversal -98,937 0 -98,937
Value as at 31/12/2009 975,056 24,211 999,267
Creation planned 88,000 0 88,000
Utilisation planned 88,000 0 88,000

(13) Long-term liabilities (€ 80,680,844)

The company’s long-term liabilities include long-term financial loans taken out with

several foreign and one domestic bank in the amount of € 79,376,235, namely:

- a long-term financial loan, taken out with a consortium of foreign banks in 1998,
with a maturity in mid-2012. The principal is repaid on a semi-annual basis. The
agreed-upon interest rate is a 6-month EURO-LIBOR plus a minimum mark-up.
The loan is secured with a guarantee of the Republic of Slovenia under the Act
Governing the Guarantee for the Reconstruction and Additional Installation of
HPPs on the So a River. In 2006, the company concluded an interest rate swap
contract for the purposes of hedging the loan’s cash flow against future increases
in the variable interest rate. Due to the changed circumstances in the money
market, the contract was cancelled in 2009. Only the interest cap contract
remained active. The estimated fair value of the interest cap as at 31 December
2009 is € -12,683. It is disclosed under other long-term financial liabilities and
under revaluation surplus. The loan was taken out for the purposes of financing
the construction of HPPs on the So a River (HPP Plave Il and HPP Doblar II).

a long-term financial loan taken out with the European Investment Bank in 2006
with an additional loan taken out in 2007. The repayment of the first part of the
loan will begin in 2010 and of the second in 2012. The loans will be fully repaid in
2020 and 2028, respectively. The loans were drawn in tranches. The principals
will be repaid on a semi-annual basis taking into account the tranches of drawing.
The interest rate is a 6-month EURIBOR plus a minimum mark-up. The first part
of the loan is secured with a bank guarantee issued by a consortium of foreign
and domestic banks, which is in turn secured with a guarantee by HSE. The
second part of the loan is secured with a guarantee by Nova KBM d.d. In 2006,
the company entered into interest rate swap contracts for individual tranches of
drawing for the purposes of hedging the loan’s cash flow against future increases
of the variable interest rate. Due to the changed circumstances in the money
market, some of the interest rate swap contracts were cancelled in 2009. The
estimated fair value of the interest rate swaps and caps as at 31 December 2009
is € -1,283,435. It is disclosed under other long-term financial liabilities and under
revaluation surplus.

a long-term financial loan taken out with Nova KBM in 2008 with a repayment
period of 14 years. The total amount of the loan was drawn in the first quarter of
2009. Principals will be repaid in semi-annual instalments with the first instalment
falling due in December 2010 and the last in December 2022. The interest rate is
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a 3-month EURIBOR with a mark-up. The loan is secured with ten blank bills of
exchange and a contract on surrender of future receivables.

The loans taken out with the European Investment Bank and the local NKBM d.d.
were used to finance the construction of PSP Av e.

Long-term financial liabilities in 2009 increased by the amount of the loan received
from the local bank.

The values of loan principals due in 2010 are recorded as short-term liabilities to
banks.

Interest on loans received is settled on a semi-annual (foreign loans) and quarterly
basis (domestic loans). The undue portion of interest payable in 2009 is disclosed
under short-term operating liabilities.

Deferred tax liabilities in 2009 were created on the basis of a revaluation of shares of
an insurance company listed on the stock exchange in the amount of € 2,401.

MATURITY DATE OF LONG-TERM LIABILITIES in€
Maturity date
between 01/01/2013
Long-term liabilities before 31/12/2012 and 31/12/2014 after 01/01/2015 Total
Long-term financial liabilities to banks 19,744,985 12,945,000 46,686,250 79,376,235
Other long-term financial liabilities 1,296,118 0 0 1,296,118
Other long-term operataing liabilities 3,450 0 0 3,450
Total long-term liabilities 21,044,553 12,945,000 46,686,250 80,675,803

(14) Short-term liabilities (€ 17,669,635)

The value of the company’s short-term financial liabilities to banks is the value of
liabilities for repayment of principals on foreign and domestic loans due in 2010.
Detailed disclosures regarding loans are available under point 13 — Long-term
liabilities.

The company's short-term operating liabilities to suppliers (trade liabilities) include
liabilities to contractors engaged in investment activities related to construction,
reconstruction and maintenance of the company's facilities.

The company's other short-term operating liabilities include:
short-term liabilities to employees for salaries and other employment-related
receipts for December;
short-term liabilities to the government for VAT and concession charges;
short-term liabilities for interest on loans accounted for according to loan
agreements for 2009.

The company settles all its liabilities within agreed deadlines.
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SHORT-TERM OPERATING LIABILITIES

in€

Type of short-term operating liability 31/12/09 31/12/08
Short-term trade liabilities in Slovenia 8,385,339 10,753,208
Short-term foreign trade liabilities 509 6,086
Short-term liabilities to employees 437,030 365,221
Short-term liabilities to state and other institutions 1,162,698 3,863,275
Short-term interest liabilities 382,392 440,278
Other short-term liabilities 844 818
Total short-term operating liabilities 10,368,812 15,428,886
SHORT-TERM OPERATING LIABILITIES TO GROUP COMPANIES in €
Group companies State 31/12/09 31/12/08

HSE d.o.o. Slovenia 378,032 8,592
HSE INVEST d.o.0. Slovenia 58,240 82,025
RGP d.o.0. Slovenia 49,292 0
Total short-term operating liabilities to group com panies 485,564 90,617
(15) Short-term accrued costs and deferred revenue (€ 932,753)

The company’s short-term accrued costs and deferred revenue include liabilities for
unutilised leave and VAT on advances granted.

Contingent liabilities

The company discloses as contingent liabilities:
- a bank guarantee for the payment of concession charges,
a guarantee given to the company Krajcarca d.0.0. as security for its long-term
loan taken out for the construction of the small HPP Krajcarca. The guarantee is
secured with a lien on the assets of Krajcarca d.o.o.;
guarantees for a loan (PSP Av e) by the bank consortium:
0 guarantee of Bank Austria,
o0 guarantee of Bayerische Bank,
0 guarantee of Nova LB,
o guarantee of Nova KBM;
a guarantee for a loan (PSP Av e) by Nova KBM d.d.;
a liability arising from additional pension insurance of employees who will retire in
less than five years.
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OFF-BALANCE SHEET RECORDS OF THE COMPANY in€

Type of off-balance sheet record Year 2009 Year 2008

Guarantee for Krajcarca 285,000 355,000
Guarantee for concession 150,000 108,496
Guarantee for the loan under Annex 1 PSP Av e EIB 13,000,000 13,000,000
Guarantee for the loan under the loan agreement PSP Av e EIB 43,000,000 43,000,000
Supplementary pension insurance - up to 5 years 41,886 35,453
Total off-balance sheet records 56,476,886 56,498,949

4.8.2. INCOME STATEMENT

General

Information on the basis for the preparation of the income statement and on specific
accounting policies selected and applied to the company's significant operations and
other business events are presented in disclosures of individual significant revenue
and expense items.

The company’s income statement has been prepared using Format | as defined
under SAS 25,5 (2006).

The amount of expenses is also subject to methods, accounting policies and
estimates presented in balance sheet disclosures. The company did not change its
methods and accounting policies during the financial year.

(16) Net sales revenue (€ 28,581,539)

Revenue from the sale of electricity represents 98.7% of the company’s net sales
revenue. Only 1.3% of net revenue relates to revenue from the sale of services and
materials, and rents.

NET SALES REVENUE in€
Net sales revenue Year 2009 Year 2008

Revenue from electricity sales 28,199,168 32,556,847
Revenue from the sale of services 132,202 127,748
Rental income 98,336 103,691
Revenue from the sale of materials 151,833 320,822

Other sales revenue

Total net sales revenue 28,581,539 33,109,108
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(17) Other operating revenue (€ 5,224)

Other operating revenue comprises revaluation and other operating revenue.

OTHER OPERATING REVENUE in€
Other operating revenue Year 2009 Year 2008

Revaluation operating revenue 2,920 209,488
Other operating revenue 2,304 2,304
Total other operating revenue 5,224 211,792

(18) Costs of goods, materials and services (€ 3,01 2,801)

Costs of materials constitute costs of materials for maintenance of fixed assets, costs
of motor fuel, heating gas, and costs of auxiliary materials, write-offs of small tools
and tires, costs of protection suits and other material costs.

Costs of services comprise costs of services related to maintenance of fixed assets,
rents, reimbursement of work-related costs to employees, costs of insurance
premiums, costs of intellectual services, costs of advertising and entertainment,
memberships, and costs of utilities and postal services. Costs of maintenance of
fixed assets account for 44% of total costs of services.

COSTS OF GOODS, MATERIALS AND SERVICES in €
Costs of goods, materials and services Year 2009 Year 2008

Costs of auxiliary materials 49,957 40,532
Costs of energy 116,578 122,756
Costs of spare parts and materials for maintenance of property,

plant and equipment 160,703 160,068
Other costs of materials 84,738 74,564
Costs of services for maintenance of property, plant and equipment 1,146,404 1,636,975
Other costs of services 1,454,421 1,326,941
Total costs of goods, materials and services 3,012,801 3,361,836

(19) Labour costs (€ 4,836,602)
Labour costs include the costs of salaries, other remuneration, employer’s

contributions on salaries and other remuneration, costs of supplementary pension
insurance and reimbursement of work-related costs.
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COSTS OF SALARIES AND OTHER REMUNERATION in€

Costs of salaries and other remuneration Year 2009 Ye ar2008

Payroll costs 3,141,493 2,768,068
Costs of salary compensation 415,805 409,045
Pension insurance costs 481,988 430,254
Costs of other insurance 278,490 247,902
Other labour costs 518,826 569,574
Total costs of salaries and other remuneration 4,836,602 4,424,843

(20) Write-downs in value (€ 6,822,405)

Write-downs in value include amortisation and depreciation of intangible fixed assets
and property, plant and equipment, revaluation operating expenses related to the
write-off of the remaining value of property, plant and equipment after inventory and
creation of allowances for receivables.

DEPRECIATION AND AMORTISATION in€
Depreciation/amortisation Year 2009 Year 2008

Amortisation of intangible assets 45,280 49,881
Depreciation of property, plant and equipment 6,774,831 6,777,729
Total depreciation/amortisation 6,820,111 6,827,610

(21) Other operating expenses (€ 4,030,067)

Other operating expenses comprise provisions for termination and jubilee benefits,
duties unrelated to labour costs or other costs (concession charge, water charge,
excise duties, municipal land fees), environment protection expenditures, awards to
pupils and students, scholarships and other costs.

OTHER OPERATING EXPENSES in €
Other operating expenses Year 2009 Year 2008

Provisions for jubilee benefits and termination benefits 303,519 94,195
Concession charge 2,636,017 2,784,347
Fee for use of municipal land 42,484 40,324
Expenditures for water charges 813,322 805,189
Environmental rehabilitation expenditures 193,680 434,575
Other 41,045 40,303
Total other operating expenses 4,030,067 4,198,933
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Costs by functional group

The costs of goods sold comprise direct and contingent costs of electricity
production.

COSTS BY FUNCTIONAL GROUP in €
Type of cost Year 2009 Year 2008

Cost of goods sold or production costs of quantities sold 14,621,870 15,144,183
General and administrative costs 4,080,005 3,832,822
Total costs by functional group 18,701,875 18,977,005

(22) Financial income (€ 473,464)

The company’s financial income comprises interest and dividends received.

(23) Financial expenses (€ 4,496,549)

Financial expenses comprise interest on loans received and expenses related to
cancellation of interest rate hedging contracts.

(24) Other revenue (€ 241,782)

Other revenue comprises compensations received.

(25) Other expenses (€ 60,563)
Other expenses include compensation given in the course of operations, mostly

compensations to fishing associations for the damage to the fish population as a
result of power plant operation.

(26) Total profit or loss (€ 6,043,022)

The company ended the 2009 financial year with a total profit of € 6,043,022.

OPERATING RESULTS in €
Operating results Year 2009 Year 2008

Operating profit or loss 9,884,888 14,343,895
Profit or loss from financing activities -4,023,085 -1,441,225
Profit or loss on extraordinary activities 181,219 9,331
Total profit or loss 6,043,022 12,912,001
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(27) Corporate income tax (€ 1,269,367)

In accordance with the Corporate Income Tax Act, the tax for 2009 amounted to 21%
of the taxable base reported in the company’s tax assessment.

Based on the 2008 tax assessment, the company paid € 2,690,674 in advance
income tax payments for 2009. At the end of 2009, the company recorded a
receivable arising from excess advance payments of corporate income tax in the
amount of € 1,421,307.

(28) Deferred taxes (€ -10,565)

Deferred taxes are earmarked for covering temporary differences between the
carrying amount and tax values of assets and liabilities. The values of deferred taxes
created and used are presented in the table disclosing deferred tax assets.

Deferred taxes through profit or loss are taxes from created and utilised tax non-
deductible provisions for termination and jubilee benefits. Deferred taxes that are
debited to equity are taxes arising from revaluation of shares to fair value and the fair
value of interest rate swap instruments.

(29) Net profit or loss (€ 4,784,220)

After taking into account corporate income tax and deferred tax assets, the net profit
for the accounting period totals € 4,784,220.

Business/geographical segments

The company has a single business and geographical segment. Its revenue is

generated through the sale of its primary product — electricity — in the domestic
market — segment.

GEOGRAPHICAL OR BUSINESS SEGMENTS in €
Geographical or business segments Year 2009 Year 2008

Domestic market - electricity production 28,581,539 33,109,108
Total geographical or business segment 28,581,539 33,109,108
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4.8.3. CASH FLOW STATEMENT

General

The cash flow statement shows changes in the balance of cash during the financial
year.

The cash flow statement is prepared using the indirect method (Format Il — SAS
2006 26,9).

Data from the cash flow statement is obtained from the balance sheets for the current
and previous year and the income statement for the current period. In order for the
inflows to be as close as possible to receipts, and outflows as close as possible to
expenses, additional eliminations were made in the cash flow statement, including
receivables, liabilities, revenue, expenses, deferred taxes, and accruals and
deferrals.

The company discloses a negative cash flow from investing activities due to capital
investments; these are predominantly covered by surpluses in cash flows from
operating and financing activities in the form of a loan.

CASH FLOWS in€
Type of cash flow Year 2009 Year 2008

Cash flows from operating activities 18,233,192 15,594,824
Cash flows from investing activities -24,329,915 -20,167,884
Cash flows from financing activities 6,920,108 3,973,400
Net cash flow for the period 823,385 -599,660
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4.8.4. STATEMENT OF CHANGES IN EQUITY

General

The statement of changes in equity shows changes in equity components during the
financial year. The statement of changes in equity is prepared so that all components
of equity are presented in the form of a spreadsheet (Format | — SAS 2006 27,2).

Movements to equity
In the period under review, the company’s equity increased by € 4,933,474 as
follows:

- net profit for the year in the amount of € 4,784,220;

- revaluation surplus related to derivatives and revaluation of shares in the
amount of € 149,254,

Movements within equity

A movement within the company’s equity in the current year in the amount of €
5,039,794 relates to allocation of the 2008 accumulated profit to other revenue
reserves (in accordance with the founder’s decision).

Accumulated profit

The accumulated profit for 2009 totals € 4,784,220. The decision regarding the
distribution of accumulated profit is made by the founder.
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4.8.5. OTHER NOTES

Remuneration of managers and employees who are not subject to the tariff part
of the collective agreement

Remuneration of managers and employees who are not subject to the tariff part of
the collective agreement include gross receipts included in the income tax return
notice, other receipts and premiums for voluntary supplementary pension insurance.

Remuneration of Supervisory Board members

Remuneration of Supervisory Board members represents gross attendance fees and
travel expenses related to the performance of Supervisory Board functions.

No advances, loans, guarantees or other benefits were extended to these groups of
persons in 2009.

Short-term operating liabilities include liabilities for attendance fees in December.

REMUNERATION OF INDIVIDUAL GROUPS OF PERSONS in €
Remuneration of individual groups of persons Year 2009 Year 2008

The company's management 149,871 149,552
Employees who are not subject to the tariff part of the collective agreement 373,398 346,410
Members of the Supervisory Board 11,286 12,528

Costs of audit and other assurance engagements

The costs of audit and other assurance engagements in 2009 broken down by
individual type of service were as follows:
- audit of the company’s financial statements: € 15,125.

Transactions with related parties and controlling ¢ ompany

The company entered into transactions with related entities (parties) on the basis of
contracts. Transactions between related companies complied with market principles
and rules of obligation. Individual transactions with related entities (parties) are
disclosed in the report on transactions with related parties which is available at the
company’s headquarters.

Report on relations with the controlling company

SENG d.o.o. is part of the Holding Slovenske elektrarne Group. As at 31/12/2009,
Holding Slovenske elektrarne d.o.0., based in Ljubljana at Koprska 92, was the
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company's controlling company which prepared the 2009 consolidated annual report
for the group of companies under its control.

In accordance with Article 545 of the Companies Act, a Report on Relations with the

Controlling Company for 2009 has been drawn up separately and submitted to the
auditor, as provided under Article 546 of the Companies Act.
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Composition of the HSE Group in 2009:

T

Divizija 1 proizvodnja = Division 1 production

Divizija 2 mednarodna mre a = Division 2 internatio nal network
Divizija 3 nalo be = Division 3 investments

Divizija 4 multi-utility = Division 4 multi-utility
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Business events after the balance sheet date
Business events after the balance sheet date are presented in the business report.

No business events occurred up to the date of this financial report that would affect
the financial statements and their disclosures in the financial report.
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