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INDEPENDENT AUDITOR’S REPORT

To the Board of Directors of the Public Enterprise Elektroprivreda Srbije

1.

We have audited the accompanying consolidat&hba sheet of the Public Enterprise Elektropriared
Srbije (Electric Power Company of Serbia, heregraft‘the Enterprise” or “EPS”) as of December 31,
2004, and the related consolidated statementscofrie, changes in equity and cash flows for the year
then ended. These consolidated financial statements the responsibility of the Enterprise’s
management. Our responsibility is to express amiopion these consolidated financial statements,
based on our audit.

Except as described in paragraphs 3 to 6, welumted our audit in accordance with International
Standards on Auditing. Those standards requirewegplan and perform the audit to obtain reasonable
assurance about whether the consolidated finastaéments are free of material misstatement. An
audit includes examining, on a test basis, evidesggporting the amounts and disclosures in the
financial statements. An audit also includes adsgsthe accounting principles used and significant
estimates made by management, as well as evaluatingverall financial statement presentation. We
believe that our audit provides a reasonable asisur opinion.

Own work capitalized as recognized in the cadatéd income statement for the year ended December
31, 2004 includes the amount of Dinar 1,284,92%ushad mainly relating to the internally produced
spare parts in a consolidated public enterprisdéctwhre recognized at standard cost. We were not
provided with a detailed calculation of standardl ame were therefore unable to verify whether
adjustments, if any, are required to reflect actosts.

As disclosed in Notes 3.2 and 15 to the accogipgrconsolidated financial statements, the Entsepr
recognized the deemed cost of property, plant gungment as of January 1, 2004 at fair value based

a valuation performed by an independent appraifbe net carrying value of property, plant and
equipment as of January 1, 2004 is stated in theuamof Dinar 6,490,563 thousand less than the
amount determined by the independent appraiser. W&k not provided with an analysis of the
difference and we were therefore unable to verihetlier adjustments, if any, are necessary to teflec
property, plant and equipment at fair value.

As disclosed in Note 18 to the accompanying clittsted financial statements, inventories of mater
and spare parts as of December 31, 2004 totaledrDirl52,785 thousand and Dinar 6,285,031
thousand, respectively, net of allowances in thewrhof Dinar 212,668 thousand. No provision has
been made for excessive, and obsolete items ohiaries in certain consolidated subsidiaries in the
total amount of Dinar 8,526,904 thousand. As weeheat been provided with an appropriate analysis of
the qualitative and other relevant characterigfobsolete or excessive items) of these inveasonive
are unable to satisfy ourselves as to the amowedatk if any, to write down inventories to theit ne
realizable value.

Audit,Tax.Consulting . Financial Advisory.



INDEPENDENT AUDITOR’S REPORT (continued)

To the Board of Directors of the Public Enterprise Elektroprivreda Srbije (continued)

6.

10.

11.

12.

13.

As disclosed in Note 29 to the accompanyingsobdated financial statements, other current liigds

and accruals include deferred income from donati@teived in the amount of Dinar 13,121,080

thousand as of December 31, 2004. Owing to thereaif the Enterprise’s records on the donations
received, based on documentation and informatiodemavailable to us, we were unable to satisfy
ourselves as to the valuation and completenedsedfdlance of the deferred income as of Decemher 31
2004, and the amount of Dinar 793,288 thousandrdecbin the statement of income for the year ended
December 31, 2004 as amortization of deferred icom

In accordance with the relevant regulationghaf Republic of Serbia on mining and environmental
protection, the Enterprise has an obligation tdoresthe coal quarry sites upon the completion of
quarrying operations. The accompanying consolidéiteghcial statements do not include the related
land restoration provisions. We were unable to tifyathe effects of the matter on the accompanying
consolidated financial statements, since no asss#sof the required future costs related to restmra
was available.

As disclosed in Note 15 to the accompanyingsobdated financial statements, the carrying valfie
land in the amount of Dinar 6,295,864 thousandf@&egember 31, 2004 is based on the cost determined
in accordance with the previously effective accmgtegulations of the Republic of Serbia, and wais

a subject of fair valuation by an independent aigpraupon the Enterprise’s transition to IFRS. é8hs

on the documentation and information made availédlas, we were unable to quantify the potential
effects of this matter on the carrying value ofdas of December 31, 2004.

As disclosed in Note 10 to the accompanyingsobdated financial statements, land expropriation
expenses recorded in the statement of income foyelr ended December 31, 2004 amounted to Dinar
1,071,757 thousand. As the Enterprise will haveurfiteconomic benefits from quarries on the
expropriated land, in our opinion, these expensesild have been capitalized and amortized to the
statement of income in the line with the consumptid the estimated resources. We were unable to
quantify the effects of this matter on the accompragnconsolidated financial statements.

The accompanying consolidated financial statém do not include provisions for long-term

employment benefits with respect to employee netingt and jubilee awards in accordance with IAS 19
“Employee Benefits”. We were unable to quantify #ffects of the departure from IAS 19 on the

accompanying consolidated financial statements.

The accompanying consolidated financial statésndo not include the financial statements ofager
subsidiaries whose primary business activitiesnatalirectly involved in the generation and distitibn

of electrical power. Total unaudited assets ankiliiees of the subsidiaries as of December 31,4200
amounted to Dinar 2,378,347 thousand and Dinar2]885 thousand the results of their operations for
the year then ended amounted to Dinar 121,007 #malis

As disclosed in Note 19 to the accompanyingsotidated financial statements, the net receigafotam

the non-consolidated subsidiaries located in theodamous Province of Kosovo and Metohija totaled
Dinar 806,805 thousand as of December 31, 2004outnopinion, these receivables should have been
provided for in full. Accordingly, trade receivablas of December 31, 2004 and the result of opasti
for the year than ended are overstated by the anedubinar 806,805 thousand.

The accompanying consolidated financial statésido not include adequate disclosures as reghire
IAS 12 “Income Taxes”, IAS 24 “Related Party Disslioes” and IAS 16 “Property, Plant and
Equipment”. The Enterprise has not provided disgles in respect of an explanation of the relatignsh
between income tax and accounting profit, the anwwoh and expiry dates of deductible temporary
differences, unused tax losses and unused tax<fediwhich no deferred tax asset is recognizetthén
balance sheet, related parties and transactiohsreldted parties, and capital expenditure comnitme



INDEPENDENT AUDITOR’S REPORT (continued)
To the Board of Directors of the Public Enterprise Elektroprivreda Srbije (continued)

14. Certain information presented in the statero&oash flows is not reconciled with the amounisspnted
in the Enterprise’s balance sheet as of Decembe@®14, as well as in the statements of income and
changes in equity for the year then ended, accghdimve do not express an opinion on the staterofnt
cash flows.

15. In our opinion, except for the effects of sathjustments, if any, as might have been determioduk
necessary, had we been able to satisfy ourselvés @ matters described in paragraphs 3 to 6 and
except for the effects on the consolidated findratEements of the matters referred to in pardwapto
13, the accompanying consolidated financial statesng@resent fairly, in all material respects, the
consolidated financial position of Public EnterprElektroprivreda Srbije as of December 31, 2004, a
the consolidated results of its operations and gbsiin equity for the year then ended, in accorglanc
with the Accounting Regulations of the RepublicSafrbia.

Without further qualifying our opinion, we draw yoattention to the following matters:

16. As disclosed in Note 2 to the consolidatedritial statements, the Serbian Accounting Regulatio
require adoption of International Financial RepwtStandards ("IFRS") from January 1, 2004. In prde
to comply with the new regulations, the Enterprisgde adjustments to the consolidated balances sheet
as of December 31, 2003, which are disclosed ire Moto the consolidated financial statements. The
Serbian Accounting Regulations the Serbian AccognfRegulations do not require presentation of
comparative information as of and for the year eénbBecember 31, 2003 which is departure from the
requirements of IAS “Presentation of Financial &ta¢nts” and IFRS 1 “First-time Adoption of
International Financial Reporting Standards”, Imiidn, the Serbian Accounting Regulations requires
presentation of financial statements in a presdrfbemat.

17. There are substantial uncertainties that taffae Company’s accounting, financial position and
operations. These uncertainties include, amongr dthiegs, the future course of events and final
resolution of issues concerning unconsolidated idisbges situated in the Autonomous Province of
Kosovo and Metohija (see Note 1 to the consolidéiteghcial statement), the suspended construction o
the uncompleted power plants (see Note 15 to thesatimlated financial statements), significant
liabilities in respect of borrowings whose repayinieas been suspended or significantly amended after
the introduction of UN sanctions in 1992 (see N@&Bsand 27 to the consolidated financial statemgents
the breach of covenants and compliance with loaaemgents (see Note 25 to the consolidated financial
statements), significant potential damages in rtsplevarious litigation (see Note 31 to the cordated
financial statements) and other assumptions andriamfluencing the Company’s decision to not relco
liabilities in respect of the use of mineral resms (see Note 31 to the consolidated financiagistants).
The ultimate resolution of uncertainties may resilt future accounting adjustments and those
adjustments could be material to the Company’shfiied position and results of operations.

18. As disclosed in Note 23 to the consolidatedritial statements, the amounts of the state-owagital
of the consolidated public enterprises have nonbescribed in the appropriate Commercial Court
jurisdictions.

19. As disclosed in Note 36 to the consolidatedricial statements, the Enterprise will relinquisimtrol
over the consolidated subsidiary for the manageroéitite power transmission grid — Elektroistok. In
addition, assets in the total amount of Dinar 2,863 thousand will be transferred from the Enteptd
the new enterprise for the management of the ptraesmission grid.

20. As disclosed in Note 36 to the consolidatedrcial statements, in April 2005, the Enterprisitled its
liabilities to creditors from the Czech Republidhwsubstantial amounts of write offs.

DeleBle Levigjn aco
Deloitte revizija d.o.o.

Belgrade
June 16, 2005



PUBLIC ENTERPRISE ELEKTROPRIVREDA SRBIJE

CONSOLIDATED STATEMENT OF INCOME
Year Ended December 31, 2004
(Thousands of Dinars)

Notes 2004

OPERATING INCOME
Revenue 5 71,713,350
Own-work capitalized 3,188,886
Increase in the inventories of work in progress famdhed goods 68,129
Other operating income 6 2,988,179

77,958,544
OPERATING COSTS AND EXPENSES
Cost of goods sold 131,122
Cost of material, energy and fuel 7 14,970,825
Staff costs 8 21,535,206
Depreciation, amortization and provisions 9 18,348
Other operating expenses 10 15,392,915

70,174,383
NET OPERATING INCOME 7,784,161
Finance income 11 6,084,516
Finance expenses 12 (10,491,043)
Other income 13 2,956,084
Other expenses 14 (13,475,717)
LOSS BEFORE TAXATION (7,141,999)
Income tax (13)
NET LOSS (7,142,012)

The accompanying notes on the following pages
are an integral part of these consolidated findrstédements

These consolidated financial statements were apprby the management and the Board of Directors

of the Public Enterprise, Elektroprivreda Srbijeograd on April 25, 2005

Signed on behalf of the Public Enterprise, Elekiropda Srbije, Beograd:

Vladimir Bordevi¢, Ph.D.
General Director

Ratko Bogdana¥i
Director of Finance

Dragan Jonki
Director afcdunting



PUBLIC ENTERPRISE ELEKTROPRIVREDA SRBIJE

CONSOLIDATED BALANCE SHEET
As of December 31, 2004
(Thousands of Dinars)

Notes 2004
ASSETS
Non-current assets
Intangible assets 15 1,966,829
Property, plant and equipment 15 422,676,002
Equity investments 16 1,400,818
Non-current receivables and placements 17 992,225
427,035,874
Current assets
Inventories 18 14,985,865
Accounts receivable and other current receivables 9 1 16,741,187
Short-term financial placements 20 1,900,417
Cash and cash equivalents 21 6,456,417
Prepayments and estimated receivables 22 190,434
40,274,320
Total assets 467,310,194
EQUITY AND LIABILITIES
Equity
State-owned capital 23 378,066,867
Other capital funds 23 1,657,807
Accumulated losses (35,169,340)
344,555,334
Non-current liabilities
Provisions 24 459,920
Non-current interest bearing borrowings 25 40,903,
Other non-current liabilities 26 7,191,644
48,559,267
Current liabilities
Current interest-bearing borrowings and
other current financial liabilities 27 20,827,272
Trade liabilities 28 8,393,582
Taxes and other duties payable 1,415,137
Other current liabilities and accruals 29 24,088,306
Deferred tax liabilities 30 19,471,296
74,195,593
Total equity and liabilities 467,310,194

The accompanying notes on the following pages
are an integral part of these consolidated findrstédements.



PUBLIC ENTERPRISE ELEKTROPRIVREDA SRBIJE

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
Year Ended December 31, 2004
(Thousands of Dinars)

State-Owned Other Accumulated
Capital Capital Funds Loss Total

Balance, beginning of year,

after the IFRS transition

adjustments (Note 4) 378,066,867 1,657,807 (34,804,180) 344,920,494
Decrease in deferred tax liabilities - - 8,013,651 8,013,651
Decrease in deferred tax assets - - (1,309,697) (1,309,697
Net loss - - (7,142,012)  (7,142,012)
Other - - 72,898 72,898
Balance, end of year 378,066,867 1,657,807 (35,169,340) 344,555,334

The accompanying notes on the following pages
are an integral part of these consolidated findrstéements.



PUBLIC ENTERPRISE ELEKTROPRIVREDA SRBIJE

CONSOLIDATED STATEMENT OF CASH FLOWS
Year Ended December 31, 2004
(Thousands of Dinars)

Cash flows from operating activities
Sales and advances from customers
Other operating inflows

Extraordinary items

Payments to suppliers

Payments to and behalf of employees
Interest paid

Income tax paid

Other taxed and duties paid

Other operating outflows

Net cash from operating activities

Cash flows from investing activities

Sales of property, plant and equipment and
intangible assets, net

Other financial placements (net inflows)

Interest received

Purchases of property, plant and equipment and
intangible assets, net

Other financial placements (net outflows)

Interest paid

Net cash used in investing activities

Cash flows from financing activities

Short-term and long-term borrowings (net inflows)

Other short-term and long-term liabilities

Short-term and long-term borrowings and other lied$ (net inflows)
Net cash from financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

The accompanying notes on the following pages
are an integral part of these consolidated findrstéements.

2004

56,512,371
4,309,204
989,674
(12,997,235)
(22,302,109)
(52,475)
(119)
(13,403,928)

(2,246,494)

10,808,889

561
10,008
5,278,318

(10,833,627)
(113,735)
(1,363,606)
(7,022,081)
621,505
41,070
(4,604)
657,971
4,444,779
2,011,638

6,456,417



PUBLIC ENTERPRISE ELEKTROPRIVREDA SRBIJE

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2004

1.

GENERAL INFORMATION

In accordance with the provisions of the Law retintp the Electric Power Industry in the

Republic of Serbia (Official Gazette of the Repablof Serbia numbered 45/91), the

Elektroprivreda Srbije, a public enterprise foe theneration, transmission and distribution of
electrical power and coal (“EPS” or “the Enterpft)sevas established, as an organizational entity
into which are joined, all of the electric powemgeation entities doing business in the Republic
of Serbia.

The Public Enterprise Elektroprivreda Srbije hasertty-two subsidiary enterprises that are
involved in the generation of electrical power iydioelectric power plants and thermal power
plants, in the transmission and management of thasmission system, distribution and
management of the distribution system, the satdaaitrical power and mining of coal.

The Public Enterprise Elektroprivreda Srbije hastad over all of its subsidiary companies
except over the public enterprises situated inah®wnomous region of Kosovo and Metohija
(namely, the Public Enterprise for the GeneratiénTbermoelectric Power, TE Kosovo, the
Public Enterprise for the Production, Processind @ransport of Coal, Kosovo, and the Public
Enterprise for the Distribution of Electrical PaweElektrokosmet, Pristina). In June of 1999, the
parent enterprise lost management control overtbeecited entities situated in the autonomous
region of Kosovo which as of that date has beereurtke administrative jurisdiction of the
international community.

The primary goals of the future energy policy haeen defined under the provisions of the Law
on Power and Energy enacted on July 24, 2004 (SeeiaDGazette of the Republic of Serbia
numbered 84/04). Based in the Law, on February0O852the Government of the Republic of
Serbia enacted a Decision on the Foundation oPth#ic Enterprise for Power Distribution and
Management of the Electrical Power System, Elekteda Srbije, and the Decision on the
Foundation of the Public Enterprise for the GenematDistribution and Trade of Electrical
Energy (See Official Gazette of the Republic oftsnumbered 12/05).

Pursuant to the Decision of the Government of tlepuRlic of Serbia with respect to the
Foundation of the Public Enterprise for Power Oistiion and Management of the Electrical
Power System, ElektromreZa Srbije (‘EMS”), on Ja)yY2005, EPS will relinquish control over its
subsidiary enterprise, the Public Enterprise fer Bhstribution of Electrical Power, Elektroistok.
The assets required for operations of EMS are tdobeed from the assets of the Public
Enterprise, Elektroistok, and partially from thesets held by EPS for the management of the
power transmission grid (Note 36).

On July 1, 2003, as a part of EPS’ reorganizatiten,pthe public enterprise involved in
subterranean coal excavation, the Resavica Coa Mas separated from the EPS organization.

Registered Name

The Enterprise’s legal, registered name is the iPubhterprise Elektroprivreda Srbije, with
unlimited liability. The official abbreviated nanof the Enterprise is: JP EPS sa p.o.

Tax identification number: 100001409

Registration number: 07033591

Registered Address
Carice Milice 2,

11001 Belgrade

Serbia and Montenegro

Legal Registration
Pursuant to Decision numbered Fi. 14410/91, therarise was registered with the Commercial
Court of Belgrade.



PUBLIC ENTERPRISE ELEKTROPRIVREDA SRBIJE

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2004

1.

ACTIVITY (Continued)
Activity

EPS’ principal business activities are involvedtie generation of electrical power and heat, the
transmission and distribution of electricity, themagement of the electrical power system, as
well as in the mining, processing and transporaoat.

EPS also provides services in the following arett® design, construction and maintenance of
technical systems and electrical power system oact&ins, and other constructions within the
domain of activities of the Public Enterprise, whialso involve the distribution of electrical
power and coal, scientific research activities widspect to the electrical power industry,
geological research and testing, energy trading distlibution under the domain of the Public
Enterprise, and the navigation of ships throughrbeibctric power station canals onto the public,
navigable waterways.

Organizational Structure

EPS is an electrical power company with a vertarglanizational structure. In addition to the
headquarters, there are twenty-two public entitteat comprise the Public Enterprise
Elektroprivreda Srbije: seven are involved in theneration of electrical power, three entities
mine, process and transport coal, one entity tngespower, whereas eleven entities distribute
the electrical power that is generated. As of Ju8@9, EPS is no longer in control over its
operations on Kosovo, and thus can no longer atdizmanage those power capacities.

« The related public enterprises that are engagetketrical power generation activities are:

. Thermoelectric Plant, Nikola Tesla, Obrenovac

. Thermoelectric Plant, Kostolac, Kostolac

. Thermoelectric Plant, Kosovo, Obili

. Thermoelectric Plant, Panonske elektranej Sad

. Hydroelectric PlanBerdap, Kladovo

. Hydroelectric Plant, Drinske hidroelektraBajina BaSta
. Hydroelectric Plant, Limske hidroelektran@ewvid Varos

~NOoO ok~ WNRE

e The related public enterprises that are engagedahmining activities are:

8. Coal Mine Kolubara, Lazarevac
9. Coal Mine Kostolac, Kostolac
10. Coal Mine Kosovo, Obdi

« The related public enterprise that is engagedarrdmnsmission of electrical power is:

11. Elektroistok, Belgrade

* The public enterprises that are engaged in elattpiower distribution are:

12. Elektrodistribucija Beograd, Belgrade
13. ElektroSumadija Kragujevac, Kragujevac
14. Elektrodistribucija NiS, Ni$
15. Elektrodistribucija Vranje, Vranje
16. Elektrodistribucija Leskovac, Leskovac
17. Elektrodistribucija UZice, UZice

18. Elektrosrbija Kraljeuwraljevo
19. Elektrotimok Zajear, Zaj&ar
20. Elektromorava PoZarevac, PoZarevac
21. Elektrovojvodina Novi Sad, Novi Sad
22. Elektrokosmet PriStina, Pristina



PUBLIC ENTERPRISE ELEKTROPRIVREDA SRBIJE

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2004

1. ACTIVITY (Continued)
Form of Ownership

The Public Enterprise EPS operates as governmemeadwentity. The value of the state-owned
capital portion of the Enterprise’s assets is recayl in an amount equal to the value of the assets
transferred to EPS, as adjusted for the amoumealized gains or incurred losses.

The EPS’ Governing Bodiescomprise of a Board of Directors (eleven membexrs§upervisory
Board (five members) and of a General Director appd by the Government of the Republic of
Serbia. Within the EPS headquarters situated ingrBde, there are ten main offices (or
“Directorates”) and four administrative “CentersThe management of EPS is comprised of the
directors of the Directorates and Centers, thecttirs of the public entities, and the individuals
who perform the managerial responsibilities andviigts in accordance with the EPS by-laws
regulating the internal organization and systeraditin of its public enterprises. EPS’ Board of
Directors appoints and relieves from duty the piesi and the members of the Board of Directors
as well as the general managers of other publerprises within the EPS system.

Board of Directors

By its resolutions, the EPS’ Board of Directgnsides the implementation of business objectives
for which the enterprise was established, and spaesible for the execution of the technical,
technological and economic synergy of the entieetelcal power system.

Supervisory Board

The Supervisory Board oversees the work and opaatof EPS and its public entities and
enterprises, or the entities which it sets up, irdviews their financial statements and annual
reports, providing recommendations thereupon vaipect to profit distributions.

General Director

The General Director legally represents EPS anchrozgs and manages the Enterprise’'s

activities, enacts decisions and is responsiblahferEnterprise’s adherence and conformity with

legal regulations. Further, the General Directakes recommendations to the Board of Directors
with respect to the general business policies,aippgy and development plans, and carries out the
decisions enacted by the Board of Directors.

As of December 31, 2004, EPS had 48,340 employees

2. BASIS OF PREPARATION AND PRESENTATION OF THE FIN ANCIAL
STATEMENTS

The consolidated financial statements have beepaped in accordance with the accounting
regulations of the Republic of Serbia as well ahwhe accounting policies disclosed in Note 3.

In accordance with the Law on Accounting and Aumdjfi the enterprises incorporated in the
Republic of Serbia are required to maintain thedols of account, to prepare and present
financial statements for the year ended Decembgei2GQ4, in accordance with the accounting
principles defined by the International FinanciapRrting Standards (IFRS). In accordance with
the “Guidelines on the Contents of the Chart of &ou for Enterprises”
(See Official Gazette of the Republic of Serbia 5®/04), the Company made reclassifications in
its books of account to comply with the newly-eedcstatutory chart of accounts for enterprises
and prepared its consolidated financial statenmerascordance with the IFRS.

10



PUBLIC ENTERPRISE ELEKTROPRIVREDA SRBIJE

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2004

2.

3.1.

3.2.

BASIS OF PREPARATION AND PRESENTATION OF THE FIN ANCIAL
STATEMENTS

Due to fact that the financial statement for tharyended December 31, 2004, are the subject of
valuation and harmonization with the IFRS, the Camps management, following the
requirements of the Serbian Accounting Regulaticarsgd IFRS 1 “First-time Adoption of
International Financial Reporting Standards”, deiaed its IFRS transition date to be January 1,
2004. The adjustments to the Enterprise's balaheetsas of January 1, 2004 are presented in
Note 4. As this date has been elected as an IFRSition date, the Company’s management
anticipates that the first set of IFRS fully comapt financial statements would be issued as of and
for the year ended December 31, 2005.

The consolidated financial statements are preseimeadccordance with the “Guidelines and
Prescribed Form of the Contents of the Chart ofoliot for Enterprises” (See Official Gazette of
the Republic of Serbia no. 75 of June 30, 2004).

In accordance with the “Guidelines on the Presdrilb®rm and Content of the Financial

Statements of Enterprises, Cooperatives and Eetneprs” (See Official Gazette of the Republic
of Serbia no. 75/04), the Enterprise has not ptesecomparative information for the year ended
December 31, 2003.

The consolidated financial statements are stateddnsands of dinars. The dinar is the official
reporting currency in the Republic of Serbia.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation

The consolidated financial statements represencdmsolidation of the financial statements of
twenty public enterprises joined in EPS. The iwenpany balances and transactions between
those enterprises have been eliminated in the §daton process.

The financial statements of three enterprises teitlim the Autonomous Province of Kosovo and

Metohija have not been incorporated into the caodat#d financial statements as of and for the
year ended December 31, 2004, due to the factthieaEnterprise's management no longer has
administrative and managerial control over the hess of those entities.

The financial statements of subsidiary companid®sg activities are not related to the
generation, transmission and distribution of eleatrpower, have not been incorporated into the
accompanying consolidated financial statementsrzedtments in those companies are stated at
cost in these financial statements.

Property, Plant, Equipment and Intangible Assts

Property, plant and equipment are initially recagudi at cost. The components of cost include:
prices billed by suppliers net of discounts, imptuties and other non-refundable taxes, as well
as all other directly attributable costs of bringgiassets to working condition for their intended
use.

Internally generated items of property, plant agdipment are recognized at cost, if their cost is
lower than market value. The cost of internally, self-constructed property, plant and
equipment does not include interest, administradive other overheads.

Upon the transition to IFRS as of January 1, 2084 appraisal of property, plant and equipment
has been performed by an independent appraisethanealue of property, plant and equipment

has been adjusted to fair value. The appraisedevaf property, plant and equipment as of

January 1, 2004, in accordance with the IFRS 1pkas recognized as their deemed cost for the
purposes of preparation of the opening balancet sheecordance with IFRS. The effects of the

valuation of property, plant and equipment werereded to accumulated losses brought forward
from previous years.

11



PUBLIC ENTERPRISE ELEKTROPRIVREDA SRBIJE

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2004

3.2.

3.3.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont inued)
Property, Plant, "Equipment and Intangible Assts (Continued)
Repairs and maintenance are expensed as incumet@presented as operating expenses.

The costs of the reconstruction of, and improvemdnt existing assets, which increase the
capacity, improve quality or re-purpose such assetsapitalized.

Gains on the disposal of property and equipmentia@dited directly to “Other income,” whereas
any losses arising on the disposal of propertyntpnd equipment are charged to “Other
expenses.”

Intangible assets are stated at cost which insludegport duties and other non-refundable taxes,
as well as all other directly attributable costst, of discounts and rebates.

Borrowing costs incurred during the period of fingng the acquisition of intangible assets are
recognized as expenses.

Depreciation and amortization

The depreciation of property, plant and equipmert the amortization of intangible assets are
computed on a straight-line basis for each indigiditem of property, plant, equipment and
intangible assets in order to fully write off tbest of the assets over their estimated usefus live
The estimated useful lives of property, plant amggigment were determined by a certified
appraiser for the assets recorded as of Janu2g04,

Depreciation and amortization are calculated at opst the revalued amount of property, plant,
equipment and intangible assets. Calculation ofrefggtion and amortization begins in the
following month subsequent to which the assets lhaen placed into service.

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

Years Rates (%)

Building of hydroelectric power plants 62-73 1.61%-1.37%
Buildings of thermal power plants 35-45 2.86% -2.22%
Buildings for electrical power transmission 2% 3 4.00% - 2.86%
Buildings of coal mines 28 - 37 3.57% - 2.70%
Business premises excluding the administrative and

other buildings for office space,

hotel management and tourism 70 -85 1.43% - 1.18%
Equipment of hydroelectric power plants 35-45 2.86% -2.22%
Equipment of thermal power plants 8-15 12.50% - 6.67%
Equipment in the area of electrical power transioiss 18-25 5.56% - 4.00%
Equipment of coal mines 15-20 6.67% - 5.00%
Transportation equipment,

excluding the aforementioned equipment 8-15 12.50% - 6.67%
Equipment for the maintenance of business and 5.10

other premises 20.00% - 10.00%
Other equipment 5-8 20.00% - 12.50%

The depreciation period and depreciation methodeuiewed at the end of each reporting year.
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PUBLIC ENTERPRISE ELEKTROPRIVREDA SRBIJE

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2004

3.4.

3.5.

3.6.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont inued)

Impairment of Property, Plant and Equipment

At each balance sheet date, the Enterprise’'s mangejeestimates the existence of any indication
that the value of property, plant and equipmerd hacome impaired based on review and
consideration of internal and external sourcesfafrmation.

If there is any indication that such assets hawsine impaired, the recoverable amount of the
asset is estimated in order to determine the exiéithe impairment loss. If the recoverable
amount of an asset cannot be estimated, the resfdeeamount of the cash generating unit, the
public enterprise, is estimated.

As of December 31, 2004, according to assessmethiedEnterprise's management, there were
no indications that property, plant and equipmeetenmpaired.

Inventories

Inventories are comprised of raw materials and kep@primary and auxiliary), spare parts, tools
and work-in-progress and finished product invertri

Inventories are stated at the lower of cost andrealizable value. Cost includes the invoiced

value, import duties and other non-refundable tak@smsportation costs, handling and all other

costs directly attributable to the acquisition n¥entories, net of discounts, rebates and other
similar items.

Cost is computed using the weighted-average metfibeé. weighted average of cost is calculated
upon each new delivery of inventories.

The cost of work-in-progress and finished goodsiimed based upon the cost of direct materials,
cost of employee compensation and production oegl$eincluding purchasing and technical
management overheads, in the amounts necessarying kthe inventories to their specific
location and condition as of balance sheet date.

Tools and inventories are fully written off whesugd into use.

Allowances, which are charged to “Other expensa® established when assessed as appropriate
to reduce the value of inventories to their netlizable value, or when there are identified
instances of impairment.

Financial Instruments
Financial assets and financial liabilities or eguitstruments are recognized in the Enterprise's
balance sheet on the date upon which the Enterpasemes a counterparty to the contractual

provisions of a specific financial instrument.

Initially, financial assets and liabilities are ognized at cost which represents the fair value of
the consideration provided (assets) or receivebilities).
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PUBLIC ENTERPRISE ELEKTROPRIVREDA SRBIJE

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2004

3.

3.6.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont inued)
Financial Instruments (Continued)
Equity Investments

Equity investments in non-consolidated subsidiagied other equity investments are stated at
cost.

Non-current Receivables and Placements

Non-current receivables and placements are injtisdlcognized at cost and subsequent to
recognition are based upon:

- fair value, if such assets are held for sale,

- amortized costs, if such assets have fixed magariti

- cost, if such assets have no fixed maturities.

The differences between the carrying amount of tasssnd subsequent measurements are
recognized as a gain or loss in the profit or fosshe period.

Short-Term Receivables and Placements

Short-term receivables include accounts receivahtd other receivables, as well as short-term
placements with non-consolidated subsidiary congsrthe short-term deposits with banks and
other short-term financial investments.

Accounts receivable with respect to the sale oftatml power and other products or services,
are stated at invoiced value. The invoiced inteessociated with the sale of products and
services is recognized as “Finance Income,” amdderded as income in the period it is accrued.

Other receivables and placements are measuredoatized cost.

Impairment of Financial Assets

At each balance sheet date, an evaluation of dbgeevidence is performed by an analysis of the

expected cash inflows, in the following manner:

- individually for significant assets, or

- based on a portfolio of similar financial assetsohtare not individually identified as being
impaired.

The estimation of the collectibility or recoverdatyilof accounts receivable with respect to the sale
of electrical power is based upon the particularugs of debtors. An allowance is recorded for
the outstanding receivables from legal entities tiaae not been collected within a period of sixty

days from their original maturities. Exceptionallfor those debtors, the estimation of

collectibility may be performed on a individual EmsThe Company does not record an allowance
for receivables from the legal entities which avaaurrently its suppliers or creditors.

An allowance in the full amount is provided for trexeivables that are the subject of pending
legal proceedings. A direct write-off of receivablés taken upon the conclusion of legal
proceedings or in accordance with relevant managedezision.

Financial Liabilities

Financial liabilities are initially recognized dtet value of the consideration received. Upon ihitia
recognition, financial liabilities are measuredtat initially recognized amount, less repayments
of principal, plus accrued interest and less anyevaff approved by the creditor. The interest
liabilities associated with financial liabilitiese charged to profit or loss for the period, ared a
stated under “Other short-term liabilities and aats.”
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PUBLIC ENTERPRISE ELEKTROPRIVREDA SRBIJE

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2004

3.

3.7.

3.8.

3.9.

3.10.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont inued)
Provisions

Provisions for pending legal proceedings are cliarge expenses in accordance with the
management’s best estimates of the expenditureseedo settle such obligations.

Donations

The value of donated assets is initially recordeddeferred income from donations, as stated
within liabilities in the balance sheet, and sulbsely, is credited to the Statement of Income in
the period in which the costs related to the cormmsion of the assets received from donations are
recognized.

The cash donations that cover one accounting pematdare intended to cover the Enterprise's
expenses or to increase its income, are recogagé@ttome as they are received.

Income Taxes

Current income tax represents the amounts calcliat@ccordance with the provisions of the
Republic of Serbia Law on Corporate Income Tax.

The income tax for the year ended December 31, Z)pdyable at the rate of 12.33% on the tax
base reported in the annual corporate income taxme The taxable base includes the profit
stated in the statutory statement of income, asseetil for differences that are specifically defined
under the tax rules of Republic of Serbia. Theime tax rate for fiscal periods beginning on or
after January 1, 2005 is 10%.

The Republic of Serbia tax regulations do not allow tax losses of the current period to be used
to recover taxes paid within a specific carrybaekigrd. However, any current year losses may be
used to reduce or eliminate taxes to be paid iaréuperiods, but only for duration of no longer
than ten ensuing years.

Tax effects with respect to the temporary diffeemnbetween the carrying amounts of assets and
liabilities in the financial statements and theresponding tax bases, are disclosed as either
deferred tax assets or deferred tax liabilities.

Deferred tax assets are recognized in instancesich management anticipates that profits will
be available in future periods.

Deferred tax liabilities are recognized for akkahle temporary differences.

In its relevant tax decision, the Republic of Sarbax Authority approved the tax consolidation
scheme for the Public Enterprise, Elektroprivred®ij& and its subsidiaries, as effective
commencing on the financial year ended DecembeRB@3. The approved tax consolidation
scheme is to be applied during the ensuing fivesyea

Indirect Taxes and Contributions

Indirect taxes and contributions include propesixes and various other taxes, contributions and

fees paid pursuant to the applicable republic andiaipal tax regulations. These taxes are stated
under “Other expenses.”
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PUBLIC ENTERPRISE ELEKTROPRIVREDA SRBIJE

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2004

3.

3.11.

3.12.

3.13.

3.14.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont inued)
Revenues and Expenses

Revenues with respect to the sale of electricalgrcave recognized in the period in which the
electrical power is delivered.

Revenues from services rendered are recognizedheénperiod in which such services are
performed.

Income from sales of goods is recognized whenittkeand rewards associated with the rights of
ownership are transferred to the customer, whicltassidered to be upon the delivery of
products to the customer.

Income is measured at the fair value of the comatim received or that will be received, less
any effective discounts and sales taxes.

Effects of Foreign Currency Translation

Transactions denominated in foreign currenciegrareslated into dinars at the official exchange
rates prevailing at the date of each transaction.

Assets and liabilities denominated in foreign ennies are translated at the balance sheet date by
applying the official rates of exchange prevailorgthat date.

The net foreign exchange gains or losses arisimg tganslation of transactions during the year
and on the re-translation of the balance sheetsitdenominated in foreign currencies, are
credited or debited as appropriate, to the Stateofdncome.

Correction of Fundamental Errors

Fundamental errors occur as a consequence ofeyafireasons, such as, mathematical errors,
or errors with respect to the application of acdmgnpolicies, the inappropriate interpretation of
facts, or are caused by oversights, and are substyguadjusted by the restatement of the
opening balance of retained earnings or accumulatesd Immaterial errors are recognized in
the Statement of Income as they are incurred.

Fair Value

In the Republic of Serbia, sufficient market expede, stability and liquidity do not exist for the
purchase and sale of financial assets or liatslitier which published market information is not
readily nor reliably available. Accordingly, faialue cannot readily be determined in the absence
of an active market, as required under IFRS. Ferpilrposes of the determination of fair value,
future cash flows are discounted to the net pregaine, by applying a discount rate equal to the
contractual interest rate, which equalizes thepnesent value and nominal value. An allowance
is recognized in the amount of the estimated tisit the carrying value of the asset will not be
realized.
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PUBLIC ENTERPRISE ELEKTROPRIVREDA SRBIJE

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2004

4. OPENING BALANCE SHEET ADJUSTMENTS WITH RESPECT T O THE FIRST-TIME

ADOPTION OF IFRS

The following is a reconciliation of equity compaonie as of December 31, 2003, before transition
adjustments to the new Accounting Regulations efRepublic of Serbia, and such components
as of January 1, 2004 after the transition adjustsne

Balance, December 31, 2003
before the transition adjustments:
The transition adjustments:
- Release of revaluation reserves
- Release of deferred revaluation income
- Transfer from non-operating assets
- Effects of the valuation of property, plant aglipment
- Adjustments of interest liabilities on refinac
borrowings
- Write-off of intangibles, property, plant angugpment
- Provision for current and non-current
receivables from the Resavica Coal Mine
- Provision for the property, plant and equipment
in the Autonomous Province of Kosovo and Mgwhi
- Recognition of deferred tax liabilities
- Adjustments to the opening balance of stateezlcapital
- Recognition of deferred tax assets
- Inventory count surplus
- Recognition of property, plant and equipment
- Provision for inventories classified under AP&
- Provision for interest receivable from custosner
- Reversal of allowances for other receivables
- Provision for long-term placements
in the Autonomous Province of Kosovo and dltga
- Other

Balance, January 1, 2004
After the transition adjustments:

Other
State-owned Capital Revaluation Accumulated
Capital Funds Reserves Losses Total
236,705,561 - 162,055,767 (202,200,361) 196,560,967
162,055,767 - (162,055,767) - -
- - - 12,232,909 12,232,909
-1,673,371 - 92,727 1,766,098
168,434 - - 189,314,947 189,483,381
- - - (636,349) (636,349)
- - - (31,384,643) (31,384,643)
- - - (1,166,527) (1,166,527)
- - - (1,412,038) (1,412,038)
- - - (27,484,947) (27,484,947)
(20,883,797) - - 20,883,797 -
- - - 1,309,697 1,309,697
- - - 676,424 676,424
- - - 5,817,389 5,817,389
- - - (412,289) (412,289)
- - - (243,260) (243,260)
- - - 328,630 328,630
(320,261) (320,261)
20,902 (15,564) - (200,025) (194,687)
378,066,867 1,657,807 - (34,804,180) 344,920,494

5. REVENUE

Sale of electricity

Sale of coal

Sale of engineering steam and gas
Rendering of services

Fees for the transit of electricity through the R of Serbia

Other

Thousands of Dinars
2004

65,958,585
2,463,705
1,236,424
1,259,119

416,086
379,431

71,713,350
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

PUBLIC ENTERPRISE ELEKTROPRIVREDA SRBIJE

December 31, 2004

6.

OTHER OPERATING INCOME

Income from donations

New customer connection fees
Rental income

Other operating income

COST OF MATERIALS, ENERGY AND FUEL

External electricity purchases

Materials for maintenance and spare parts
Oil derivatives

Natural gas

External coal purchases

Office and general administrative supplies
Other

STAFF COSTS

Gross employee compensations
Contributions payable by the employer
Employee termination and retirement benefits
Jubilee awards

Employee commuting costs

Other staff costs

DEPRECIATION, AMORTIZATION AND PROVISIONS

Depreciation and amortization
Increase in provisions

Thousands of Dinars
2004

793,288
1,160,098
37,585
997,208

2,988,179

Thousands of Dinars
2004

2,837,083
7,208,026
2,899,093
806,678
310,106
226,878
682,961

14,970,825

Thousands of Dinars
2004

16,801,106
3,507,993
37,938
148,823
715,164
324,182

21,535,206

Thousands of Dinars
2004

17,872,368
271,947

18,144,315
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PUBLIC ENTERPRISE ELEKTROPRIVREDA SRBIJE

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2004

10. OTHER OPERATING EXPENSES
Thousands of Dinars

2004

Insurance premiums 1,323,788
Public water utility fees 1,075,246
Municipal land utility fee 549,125
Fess for use of environmental resources 319,042
Property tax 266,800
Other indirect taxes, contributions and fees 244,824
Expropriation 1,071,757
Maintenance and repair services 4,964,544
Telecommunications 366,623
Transportation 171,866
Rent 330,874
Research 185,815
Utilities 222,693
Student and youth organizations 386,180
Bank fees and charges 475,093
Other services 1,395,884
Discounts to customers for timely settlements 599,303
Court fees 126,015
Sponsorships and donations 93,417
Other 1,224,026

15,392,915

11. FINANCE INCOME
Thousands of Dinars

2004
Interest income 4,619,169
Foreign exchange gains 1,229,257
Other finance income 236,090
__ 6084516

Interest income primarily relates to the interd@sarged to customers for late settlements at the
legally-prescribed penalty interest rates.

12. FINANCE EXPENSES
Thousands of Dinars

2004
Interest expense 2,705,356
Foreign exchange losses 7,651,719
Other finance expenses 133,968
10,491,043
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PUBLIC ENTERPRISE ELEKTROPRIVREDA SRBIJE

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2004

13. OTHER INCOME
Thousands of Dinars

2004
Gains on the sale of property, plant, equipmentiatahgible assets 81,838
Collections of receivables previously provided &md written off 2,069,966
Write-off of liabilities 66,778
Inventory count surpluses 308,574
Prior year income 145,704
Other 283,224
2,956,084

14. OTHER EXPENSES
Thousands of Dinars

2004

Losses on the disposal and retirement of

property, plant, equipment, and intangible asset 542,962
Inventory count shortages 50,865
Write-off of receivables 683,320
Losses on impairment of:

- accounts receivable and other current recedgabl 9,332,355

- other assets 279,620
Prior year expenses 993,310
Staff costs of the employees of the non-consoliiate

public enterprises located in Kosovo and Metohij 1,472,213
Other 121,072

13,475,717

15. PROPERTY, PLANT, EQUIPMENT AND INTANGIBLE ASSE TS
Thousands of Dinars

2004

Property, plant and equipment
Land 6,295,864
Buildings 207,584,571
Investment property 112,437
Plant and equipment 172,194,139
Construction in progress 35,133,225

421,320,236
Advances for property, plant and equipment 1,355,766

422,676,002
Intangible Assets 1,966,829

The carrying value of land is recognized at the am® based on the previously-effective
accounting regulations prevailing in the RepublicSerbia, and has not been the subject of a
valuation by an independent appraiser.

Advances for property, plant and equipment areedtaet of allowances for impairment in the
amount of Dinar 83,632 thousand as of Decembe2@14.
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PUBLIC ENTERPRISE ELEKTROPRIVREDA SRBIJE

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2004

15. PROPERTY, PLANT, EQUIPMENT AND INTANGIBLE ASSE TS (Continued)

The movements in the balances of property, pladtezjuipment and intangible assets during the
year ended December 31, 2004 are summarized foltbe/ing table.

Balance, beginning of the year,
before the transition adjustments

The transition adjustments:

- Effects of valuation

- Recognition of assets

- Transfer of non-operating assets

- Reclassifications between the classes

- Transfer to long-term placements

- Write-offs

- Physical verification surpluses

- Recognition of and adjustments to
assets from donations

- Reclassifications
to and from inventories

- Other

Balance, beginning of the year,
after the transition adjustments

Additions

Transfers

Disposals

Reclassifications from inventories

Other

Balance, end of the year

Accumulated depreciation and
amortization

Balance, beginning of the year,
before the transition adjustments

The transition adjustments:
- Effects of valuation
- Transfer of non-operating assets
- Reclassifications between the classes
- Write-offs
- Physical verification surpluses
- Recognition of and adjustments to
assets from donations
- Provision for assets located in
Kosovo andMetohija
- Provision for spare parts
classified under PP&E
- Reclassifications
to and from inventories
- Other

Balance, beginning of the year,
after the transition adjustments

Charge for the year

Reclassifications

Disposals

Other

Balance, end of the year

Net book value
as of December 31, 2004

Investment Plant and Construction Intangible

Land Buildings Property Equipment in Progress Total Assets
6,154,11772,414,234 - 383,261,281 42,263,355 904,092,987 35,221,096
- 36,703,853 - 162,069,590 (9,398,360) 189,375,083 -

- 2,664,283 - 3,153,106 - 5,817,389 -
11,075 1,809,206 - 319,104 75,661 2,215,046 -
(752) (305,967) 233,830 40,065 347,147 314,323 (314,323)

- - - - - - (320,261)
443 (2,310,609) - (1,506,513) (12,202) (3,828,881) (32,137,693)

- 1,710,286 - 67,165 - 1,777,451 -

- (23,577) - 367,077 318,037 661,537 -

- - - (35,253) 109,503 74,250 -

- 353,280 - (499,121) 22,453 (123,388) 224
6,164,883 513,014,989 233,830 547,236,501 33,725,594 1,100,375,797 2,449,043
75,512 909,672 - 1,677,555 12,731,016 15,393,755 155,738
66,987 1,393,916 - 9,073,165 (10,433,728) 100,340 (100,340)
(1,911)  (1,024,773) - (2,885,733) (363,675) (4,276,092) (23,250)
- - - - 23,300 23,300 -
(1,198) 16,846 - 146,002 (107,175) 54,475 (28,674)
6,304,273514,310,650 233,830 555,247,490 35,575,332 1,111,671,575 2,452,517
- 332,993,145 - 343,187,741 6,024 676,186,910 1,376,399

- (31,268,627) - 31,168,317 (5,963) (106,273) -

- 527,454 - 117,345 - 644,799 -

- (151,771) 118,421 (20,355) - (53,705) 53,705

- (2,160,749) - (1,458,843) - (3,619,592) (962,339)

- 1,065,436 - 35,591 - 1,101,027 -

- (29,434) - (484,905) - (514,339) -

8,409 618,843 - 784,786 - 1,412,038 -
- - - - 412,289 412,289 -

- - - (33,171) - (33,171) -

- 343,611 - 92 29,818 373,521 (479)
8,409301,937,908 118,421 373,296,598 442,168 675,803,504 467,286

- 6,043,235 2,972 11,806,980 - 17,853,187 19,181

- (578,954) - 578,954 - - -

- (520,301) - (2,273,552) - (2,793,853) (779)

- (155,809) - (355,629) (61) (511,499) -
8,409 306,726,079 121,393 383,053,351 442,107 690,351,339 485,688
6,295,864207,584,571 112,437 172,194,139 35,133,225 421,320,236 1,966,829
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PUBLIC ENTERPRISE ELEKTROPRIVREDA SRBIJE

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2004

15.

16.

PROPERTY, PLANT, EQUIPMENT AND INTANGIBLE ASSE T (Continued)

As of January 1, 2004, the Enterprise de-recogniatghgible assets which did not meet the
recognition criteria under IAS 38 “Intangible Assét

As of January 1, 2004, the Enterprise recognizeddalitional hydro electric plant, “Djerdap 2”
in the total amount of Dinar 5,817,389 thousandnmased of buildings totaling Dinar 2,664,283
thousand and plant and equipment totaling Dinab3,1106 thousand, based on the Minutes of the
68th National Assembly of Serbia and Montenegro tredRomanian Commission held on the
dates of November 18-20, 2003.

Construction in progress and intangible assetsf &eoember 31, 2004 include the amounts of
Dinar 11,893,686 thousand and Dinar 1,752,290 gnoaisrespectively relating to the construction
expenses of a new thermoelectric plant, TE-TO KatabB within the Public Enterprise,
Thermoelectric Plant, Nikola Tesla, Obrenovac. Alson-current receivables and placements
include Dinar 625,865 thousand representing investsin the joint construction of the Rovni
Water Accumulation Basin situated on the JablaRineer, which is planned for use by the new
“Kolubara B” power plant once it is completed. Tthermoelectric plant construction ceased, and
the completion of this project is dependent upandhbcisions of the Government of Republic of
Serbia. In addition, construction in progress aBetember 31, 2004 includes various projects in
the total amount of Dinar 3,742,289 thousand, fbicWw no significant progress for completion
has been made in the prior years. The aforememtiangunts of construction in progress are
based on fair values as determined by the indepmeraggpraiser as of January 1, 2004. The final
outcome of these projects is highly dependent upenfuture plans of the management of the
Enterprise and the decisions of the Governmertt@Republic of Serbia.

EQUITY INVESTMENTS

Thousands of Dinars
December 31,

2004

Equity investments in unconsolidated subsidiaries 78,870
Other equity investments 707,638
1,586,208
Allowances for the impairment (185,390)
1,400,818

The equity investments in unconsolidated subsieads of December 31, 2004 relate to the
subsidiaries of the consolidated public enterprigé®se primary business activities are not
involved in electric power generation, transmissarndistribution (i.e., hotels, restaurants and
auxiliary services).
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PUBLIC ENTERPRISE ELEKTROPRIVREDA SRBIJE

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2004

17. NON-CURRENT RECEIVABLES AND PLACEMENTS
Thousands of Dinars
December 31,

2004

Non-current receivables from the Resavica Coal Mine 403,871
Rescheduled accounts receivable 2,423,878
Joint investment in the water accumulation basoyriR 635,002
Other long-term placements and receivables 704,430
4,167,181

Allowances for the impairment of:

- Non-current receivables from the Resavica CoaleM (403,871)
- Rescheduled accounts receivable (2,331,592)
- Other long-term placements and receivables (439,493)
(3,174,956)

992,225

Interests in the joint investment in the Rovni watecumulation basin on the Jablanica River are
associated with the investments that are slatedigerby the new power plant to be constructed
within the Thermoelectric Plant Nikola Tesla, Oleac (“Kolubara B”). During past years, there
has been no significant progress in the constmabbthis plant and the final outcome of the
project is highly dependent upon the future deanisibthe Government of the Republic of Serbia.

Based on the relevant resolutions of the EPS Badrdirectors, in order to improve
collections of accounts receivable, the Entermésehedules its overdue accounts receivable
from select customers to be repaid in monthly ilmatnts over periods of up to ten years at
an interest rate of 1% per annum which is to besid{ if the retail price index exceeds the
annual rate of 12.68%; in which instance the igerate is then adjusted to the amount of
the annual increase in the retail price index. iewvof the significant uncertainties with
respect to the recoverability and collection ofséheeceivables, as of December 31, 2004,
they have been for the most part, provided for he full amount of the outstanding
receivable balances.

18. INVENTORIES

Thousands of Dinars
December 31,

2004

Material 7,152,785
Spare parts 6,285,031
Tools and consumables 251,177
Work in progress and finished goods 274,543

Goods for resale 857
Advances to suppliers 1,402,667
15,367,060

Allowance for:

- slow excessive and obsolete inventories (212,668)
- advances to suppliers (168,527)
(381,195)

14,985,865
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PUBLIC ENTERPRISE ELEKTROPRIVREDA SRBIJE

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2004

19. ACCOUNTS RECEIVABLE AND OTHER CURRENT RECEIVAB LES

Thousands of Dinars
December 31,

2004

Accounts receivable:
- non-consolidated subsidiaries located in Kosawg Metohija 806,805
- other non-consolidated subsidiaries 237,178
- domestic customers 37,820,713
- foreign customers 3,153,060
- the Resavica Coal Mine 808,929
Interest receivable 51,938
Receivables from employees 607,966
Other receivables 1,194,454

44,681,043
Allowances for bad and doubtful receivables from:
- non-consolidated subsidiaries (5,483)
- domestic customers (24,144,749)
- foreign customers (2,631,932)
- the Resavica Coal Mine Resavica (808,929)
- other receivables (348,763)

(27,939,856)

16,741,187

The terms and tariffs associated with the supplglectrical energy to customers are regulated by
the relevant decisions of the EPS’ Board of Diregtovhich subsequently, are approved by the
Government of the Republic of Serbia.

Foreign accounts receivable are primarily comprisédhe receivables from electric power

enterprises situated in the former Yugoslav repsblvhich have been provided for in the full
amounts.
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20. SHORT-TERM FINANCIAL PLACEMENTS
Thousands of Dinars
December 31,
2004
Short-term deposits with banks 1,504,996
Non-interest bearing loans to unconsolidated sidr$éd 308,218
Other 96,837
1,910,051
Allowances for impairment (9,634)
1,900,417

21. CASH AND CASH EQUIVALENTS

Thousands of Dinars
December 31,

2004

Current accounts:
- in dinars 5,012,722
- in foreign currencies 1,025,705
Cash cover deposits for letters of credit 334,020
Cash on hand and other cash equivalents 83,970
Unavailable funds 176,360

6,632,777
Allowance (176,360)

6,456,417

Unavailable funds relate to current accounts hetd eertain U.S. banks which were frozen upon
the introduction of the UN sanctions against thddfal Republic of Yugoslavia in 1992, and the
current accounts with domestic banks which aregmtiys undergoing bankruptcy and liquidation
proceedings. These balances have been providéa fidt.

22. PREPAYMENTS AND ESTIMATED RECEIVABLES
Thousands of Dinars
December 31,

2004

Receivables for power exchanges and lending
with other foreign electric power distributionssgms abroad 165,681
Other 24,753
190,434
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23.

24,

EQUITY

State-Owned Capital

State-owned capital represents the sum of the-stated capital of the consolidated public
enterprises which are equal to the initial contiitms as adjusted by revaluation using the retail
price index up to December 31, 2000, and by theSIFRnsition adjustments as of January 1,
2004.

The amounts of the state-owned capital of the dafeted public enterprises have not been
inscribed in the appropriate Commercial Court giggons.

Other Capital Funds

Other capital stated in the amount of Dinar 1,687 8ousand as of December 31, 2004 relates to
the consolidated public enterprises’ sources of operating assets, that were transferred upon the
transition to IFRS, in accordance with the provisioof IFRS 1, “First-Time Adoption of
International Financial Reporting Standards” arel$lerbian Accounting Regulations.
PROVISIONS

Provisions in the amount of Dinar 459,920 thousandf December 31, 2004 relate to provisions
made for the estimated outflows of funds that mageaupon the conclusion of the pending legal
proceedings that have been filed against the Emserp

Movements in this provision during the year endedd&nber 31, 2004 were as follows:

Thousands of Dinars
December 31

2004
Balance, beginning of year 261,629
Charged to the statement of income 271,947
Used during the year (33,861)
Realized to the statement of income (39,795)
Balance, end of year 459,920

The newly-enacted Law on Electric Power IndustregSfficial Gazette RS 70/04) and the
Decree of the Government of the Republic of Sednidhe Establishment of a Public Enterprise
Engaged in the Generation, Distribution and Tradelectric Energy, effective as of July 1, 2005,
defines the new organizational structure of theefmise. No provision for the resulting
restructuring has been recognized in these finastatements due to the lack of a formal, detailed
restructuring plan, based upon which, the amounthef corresponding provision could be
measured reliably.
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25.

NON-CURRENT INTEREST-BEARING BORROWINGS
Thousands of Dinars
December 31,

2004
Loansin foreign currencies:
Liabilities with respect to refinanced loans origied prior to 1990 from:
- the Paris Club of Creditors 25,508,494
- the London Club of Creditors 1,371,059
- the International Bank for Reconstruction are&opment (IBRD) 2,119,652
- the European Investment Bank (EIB) 195,880
- the Government of the Russian Federation
via domestic banks currently in bankruptcy 642,711
Loans received from foreign governments originatfter 1990:
- PR China via domestic banks currently in baptoy 2,682,193
- the Russian Federation via domestic banks otyrgn bankruptcy 558,979
- the Republic of Poland 1,819,514
The European Bank for Reconstruction and DevelopifteBRD) 514,399
Kreditanstalt fur Wiederaufbau (Kfw) 3,809,251
The Republic of Serbia Development Fund 903,198
Other 30,184
42,162,514
Loansin dinars:
Ministry of Finance of the Republic of Serbia 1,899,090
Domestic banks currently in bankruptcy 348,852
Other 8,637
2,256,579
Amounts due within one year:
- in dinars (102,827)
- in foreign currencies (3,408,563)
(3,511,390)
40,907,703

Repayments of the refinanced loans originated pdat990, which were drawn down through
various domestic banks, and the related interest wezen and discontinued upon the
introduction of the United Nations’ Sanctions agaithe F.R. of Yugoslavia in 1992.

In December 2001, the negotiations between the Gowent of the Federal Republic of
Yugoslavia and the Paris Club of Creditors resultec significant write-off of liabilities (of
principal, interest and penalty interest up to Ma&2, 2002) in the amount of 51%, with the
possibility of an additional write-off in three ymaof up to a maximum level of 66.67%, in
addition to a pre-agreed, substantial reschedwlfngast debts. The Law on the Regulation of the
Relations between the Federal Republic of Yugoalawid the Legal Entities and Banks Situated
on the Territory of the Federal Republic of Yuge#a Which Were Originally the Principal
Debtors or Guarantors to the Paris and/or Londaty @roup of Creditors, was enacted on July 4,
2002 (the “Law”, also See Official Gazette of thedEral Republic of Yugoslavia numbered
36/2002). In accordance with the aforecited Lawe, Enterprise is under an obligation to repay
the loans from the Paris and London Club of Cresdlito the domestic banks through which the
borrowings were originally drawn down, under tertinat are not to be less favorable than those
delineated under the agreements entered into hétliareign creditors. Based on a reconciliation
of the amounts with the National Bank of Serbia 8YBthe Enterprise determined the new
carrying value of the loans from the Paris ClulCoéditors as of March 22, 2002, which reflects a
write-off in the amount of 51% of the loans origied from the members of the Paris Club of
Creditors with which individual bilateral agreem&mn such write-downs have been executed.
Pursuant to Paragraph 5 of the Law, the domestiksare obligated to draft and execute new
agreements with their debtors so as to determmeplpropriate amount and terms of settlement.
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25.

NON-CURRENT INTEREST-BEARING BORROWINGS (contin ued)

As of the date of these consolidated financialest&ints, no settlement agreements have been
concluded for the loans totaling Dinars 24,583, &&sand, due to the fact that such loans were
granted through the banks that are presently underdankruptcy proceedings. On January 23,
2003, the Supreme Court of Serbia and Montenediectafely nullified Paragraph 5 of the
aforecited Law (See Official Gazette of the Fed&apbublic of Yugoslavia no. 7/2003).

The liabilities connected with these loans arbdagepaid in semi-annual installments in the period
from 2005 to 2024, at interest rates ranging froB%®to 6.25% (depending upon the individual
members of the Paris Club of Creditors, and theeoy in which the loans are denominated).
Sixty percent of the interest accrued in the fiige years of the loan repayment schedule is
capitalized to principal.

Liabilities originating from the London Club of Gfi¢ors are carried at their principal amounts

outstanding as of 1992, and the interest accruais Wased on the latest available information on
interest rates. As of the date of these consolidéiteancial statements, it is not possible to

determine with certainty the valuation and matudfythe Enterprise’s related liabilities, and the

effects of the write-offs, if any, approved by thendon Club of Creditors. As of December 31,

2004, the liabilities on these loans are mainijuded in the loan amounts due within one year.

In accordance with the Agreement entered into betwibe Government of the Federal Republic
of Yugoslavia and the IBRD dated December 17, 2G8g, total amount of liabilities for
principal, interest and other expenses accruea tipet end of 2001, represents the principal of a
new loan denominated in euros, which is to be epaisemi-annual installments in the period
from June 15, 2005 to December 15, 2031 and canesiable interest rate.

Loans from the Government of the Republic of Polahdt were realized through Vojvodjanska
banka A.D., Novi Sad in 2003 are repayable in 28nisannual installments, having an
applicable grace period of two years at an anmiatest rate of 0.75 percent.

The EBRD Loan extended in 2001 in the amount of ELIR million, is repayable in semi-
annual installments in the period from Septembe20D5 to March 7, 2016 at an annual interest
rate equal to EURIBOR + 1%. The loan draw-downqgakexpires on June 30, 2005.

In 2003, the EBRD extended another loan to EP&éaratnount of EUR 60 million, repayable in
semi-annual installments in the period from Mar¢2@08 to September 7, 2018 at an annual
interest rate equal to EURIBOR + 1%. As of Decengfe 2004, no funds were drawn against
the aforementioned loan.

In accordance with the financial and debt covenahits loan agreements with the EBRD, the
Enterprise is under an obligation to comply with thaximum or minimum operating ratios. The
Enterprise is not in compliance with certain debvenants of the EBRD loan agreement.
However, the management of the Enterprise beliebased on discussions with the EBRD
representatives, that non-compliance with such lmarenants will not result in any immediate
action by the EBRD, which would have a materia¢efffon the Enterprise’s financial position, or
which might require that the loans be transferredifnon-current to current liabilities.

The long-term loan extended by the KFW is repay@bleemi-annual installments in the period
from December 30, 2004 to June 30, 2013 at an arintexest rate equal to the effective
EURIBOR rate.

The loan granted by the Republic of Serbia DevelmmFund is repayable in quarterly

installments in the period from March 31, 2003 tecBmber 31, 2007 and was granted at an
annual interest rate of 4%.
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25. NON-CURRENT INTEREST-BEARING BORROWINGS (contin ued)

In accordance with the Law on the Settlement of Lthabilities of the Government of the
Republic of Serbia towards the National Bank ofb&e(See Official Gazette RS No 135/04), the
Enterprise’s liabilities on its issued short-terecsrities totaling Dinars 1,899,090 thousand have
been transformed into long-term liabilities towattie Republic of Serbia, with maturities on
December 31, 2006, December 31, 2007 and DecentheP(®0, in the amounts of Dinars
289,185 thousand, Dinars 578,371 thousand and 881,534 thousand, respectively.

Loan repayments to foreign creditors, for loanshualised through domestic banks which are
presently undergoing bankruptcy proceedings, aadther loans from these banks, have been at
a standstill since 1992, upon the introduction of §anctions, or specifically from the beginning
of 2002, when the bankruptcy proceedings agairesettbanks were initiated. The Enterprise’s
management has performed accruals with respecttéoest and related finance charges on the
these loans. However, the final reconciliationthase liabilities may have a material effect on the
Enterprise’s consolidated financial statements, ctvhpresently cannot be determined with
certainty.

The maturities of the Enterprise’s long-term loah®ecember 31, 2004 are as provided below:
Thousands of Dinars
December 31,

2004
From one to five years 6,468,457
Over five years 34,439,246
40,907,703

The Enterprise’s long-term loans are denominateHérfollowing foreign currencies, and are as

follows:
Thousands of Dinars
December 31,
2004
EUR 21,805,617
usD 7,018,636
CHF 6,281,505
JPY 3,646,875
Other 1,318
38,753,951
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26. OTHER NON-CURRENT LIABILITIES
Thousands of Dinars

December 31,

2004
Rescheduled public income liabilities 7,049,901
Rescheduled liabilities with respect to fees
for environmental use and protection of watepteces 973,931
Other rescheduled liabilities 48,938
Other 114,251
8,187,021
Amounts due within one year:
- rescheduled public income liabilities (679,537)
- rescheduled liabilities for fee on environnanise and
protection of water resources (307,529)
- other rescheduled liabilities (1,247)
- other (7,064)
(995,377)
7,191,644

Rescheduled public income liabilities relate toewmxand social security contributions on
employee compensation, and turnover taxes, whicle baen rescheduled to be repaid in 120
monthly installments at an annual interest rateabtputhe National Bank of Serbia discount rate.
Upon the repayment of the last installment, theeEprtse retains the right to receive a write-off
of such liabilities in an amount equal to 30% af thterest accrued up to September 30, 2003.

Liabilities with respect to fees for environmentigke and protection of water resources have been
rescheduled in accordance with the Agreement ahtam® between the Enterprise and the
Government of the Republic of Serbia. These ligdsl are repayable in monthly installments
over a period of five years. The liabilities shalirease in the instance that the annual retiiépr

index exceeds 12 percent.
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CURRENT INTEREST-BEARING BORROWINGS AND
OTHER CURRENT FINANCIAL LIABILITIES
Thousands of Dinars
December 31,

2004
In foreign currencies
Current portion of long-term loans: 3,408,563
Non-current loans due within one year from:
- creditors from the Czech Republic 6,518,008
- creditors from the Republic of Poland 3,094,321
- domestic banks 142,259
- domestic banks in bankruptcy 1,845,271
- Kapital Hilfe, Germany 3,252,307
- other 184,234
18,444,963
Liabilitiesin dinars:
Current portion of non-current loans 102,827
Current portion of other non-current liabilities 995,377
Non-current loans from domestic banks in bankruptcy
due within one year from: 65,000
Short-term loans from domestic banks in bankruptcy 35,000
Other 52,084
1,250,288
Other short-term liabilities:
- to banks in bankruptcy 1,106,579
- to other banks 25,442
1,132,021
20,827,272

In cooperation with the Republic of Serbia Ministif/Finance and of the Economy, a plan has
been drafted for the settlement of EPS’ debt tdaitsign creditors from the Czech Republic and

Poland, which has been adopted by the GovernmeahtdRepublic of Serbia. In accordance with

the plan, the settlement terms should not be kasréble to EPS than the terms outlined under
the relevant agreement with the Paris Club of Goesli

After the balance sheet date, in accordance wétRilpublic of Serbia approval mentioned above,
the EPS Board of Directors enacted a resolutiofulty repay the liabilities with respect to the
loans and commercial financing arrangements pralvigecreditors from the Czech Republic in
the amount of USD 48.5 million (Note 36).

The repayments of loans originally disbursed thhotige domestic banks in bankruptcy, and the
loans from these banks have been at a standstik $he introduction of the UN Sanctions against
the F.R. of Yugoslavia introduced in 1992, and sidanuary 2002 when the liquidation and
bankruptcy proceedings of these banks were initiatEhe Enterprise’s management performed
accruals with respect to interest and the reldateh€e charges on these loans. However, the final
reconciliation of these liabilities may have a maleeffect on the Enterprise’s consolidated
financial statements, which presently cannot berddhed with certainty.
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28.

29.

TRADE LIABILITIES

Thousand of Dinars
December 31,

2004
Advances received 306,659
Trade payables:
- non-consolidated subsidiaries 514,634
- domestic suppliers 5,320,529
- foreign suppliers 1,986,476
Other 265,284
8,393,582

A portion of EPS’ liabilities to its foreign supplis will be covered from loans extended to the
Enterprise.

The Enterprise is involved in negotiations with theurance company, Dunav osiguranje A.D.,
Beograd with respect to a write off in the amourbmar 194 million.

OTHER CURRENT LIABILITIES AND ACCRUALS

Thousand of Dinars
December 31,

2004
Amounts borrowed from
the Ministry of Finance the Republic of Serbia 1,572,741
Interest and financing costs accrued 7,511,989
Accrued salaries 628,752
Taxes and contributions on salaries payable 233,8
Liabilities for power exchange and borrowings
from foreign electric power distribution systems 191,424
Other liabilities 90,553
Deferred income from donations 13,121,080
Accrued turnover taxes 142,668
Other accruals 305,271
24,088,306

Based on an agreement entered into with the RapabBerbia Ministry of Finance in 2001, the
Enterprise received loans from the Government deoto support finance of its maintenance and
sanation activities. In 2002, the Enterprise réghe amount of Dinar 1.5 billion of the total
initial amount of Dinar 3.1 billion. This loan wagyranted with a maturity term of up to
December 31, 2001 at an interest rate based oNdlienal Bank of Serbia prime rate. For the
period from December 31, 2001 to December 31, 2€8taccrued interest liabilities on these
loans amounted to Dinar 787,627 thousand.

The interest and financing accrued as of Decembg2@)4 include the interest on loans received
from creditors from the Czech Republic in the amafrDinar 1,088,673 thousand.
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29.

30.

31.

OTHER CURRENT LIABILITIES AND ACCRUALS (Contin ued)

In the past years, the Enterprise has receivedsfiord the basis of financial and technical
assistance from international donors in the EurmopEmion, Switzerland, Japan and from
international organizations, which were initiallgcognized as deferred income. All of these
contracts and agreements have been ratified blyetleral Parliament. The recognition of income
is performed on systematic basis during the ussfohomic life of the corresponding assets in
the period in which the corresponding expensescésso with the use of such assets are
recorded.

Movements in the balance of deferred income fromations were as follows during the year
ended December 31, 2004:
Thousands of Dinars
December 31,

2004
Balance, beginning of year, before adjustments: 5681034
Adjustments 1,175,876
Balance, beginning of year, after adjustments: 413910
Donations received 8,278,660
Transferred to the Statement of Income (793,288)
Other (108,202)
Balance at the end of year: 13,121,080

DEFERRED TAX LIABILITIES

Deferred tax liabilities in the amount of Dinar 481,296 thousand as of December 31, 2004
relate to the temporary differences on propertgnpblnd equipment and intangible assets. The
decrease in deferred tax liabilities in the yeadteshDecember 31, 2004, is primarily due to the
decrease in the income tax rate from 14% (as oeBéer 31, 2003) to 10% (the enacted income
tax rate in effect as of January 1, 2005).

CONTINGENT LIABILITIES
Litigation

As of December 31, 2004, the estimated amount tenpial damages arising from litigation filed
against the Enterprise totaled Dinar 2,909,878 shnd. The amount of potential final losses
arising on litigation may be increased by the pgnalterest up to the date of the conclusion of
such legal proceedings, or up to the date of Bettlement.

As of December 31, 2004, the Enterprise recognizpdovision for potential losses arising from
litigation in the amount of Dinar 459,920 thousarikhe Enterprise’s management judges that the
remainder of the proceedings filed against Enteepifior which a corresponding provision has not
been made, will not have a material effect on tharicial results of the Enterprise.

Liabilities with Respect to Fees fohe Use of Mineral Resources

As of December 31, 2004, the consolidatdibisiiaries engaged in the mining and production of
coal did not include the liabilities with respegtthe fees for the use of mineral resources putsuan
to the applicable regulations of the Republic ofb&e (See Official Gazette RS 28/02). The
Enterprise’s management believes that correspgndatruals should not be made given that
payments on the same basis are being made fooanwntal protection purposes.
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31.

32.

33.

34.

CONTINGENT LIABILITIES (Continued)
Environmental Protection

The Enterprise’s Business Plan determines the amouiEPS’ investment in environmental
protection (installation of desulphurization equgmty disposal of ash and coal mining scrap,
stabilization of the terrain and land surroundiregmd, protection of underground waters and
similar natural resources). A corresponding priovidias not been made in the books, since EPS’
management believes that all future expenses wiltlibectly attributed to assets purchased for
purposes of the environmental protection.

NET FOREIGN CURRENCY POSITION AND FOREIGN EXCHA NGE RISK

The Enterprise enters into international transastiwith respect to the purchase of equipment and
the settlement of sales revenue and expensesditioad a significant portion of the Enterprise's
borrowings is denominated in foreign currency. Tdreign currency position of the Enterprise as
of December 31, 2004 is as follows:

Thousands of Dinars
December 31,

2004
Assets 3,079,513
Liabilities (67,060,823)
Net liabilities (63,981,310)

The Enterprise does not enter into hedging traitsacso as to reduce these risks.

INTEREST RATE RISK

The exposure to interest rate risk comprises thesipiity that the value of the Enterprise's term
debt will fluctuate due to changes in market indereates. As of December 31, 2004, the
Enterprise’s total interest-bearing loans equalédabD 67,741,700 thousand, representing 65
percent of the Enterprise’s total liabilities.

CREDIT RISK

The Enterprise is exposed to credit risk in théainee in which its customers fail to perform their

obligations. The Enterprise’s exposure to cregk rs limited to the carrying value of accounts

receivable and other receivables. The accountivaale correspond to a significant number of
customers and have normal credit terms, and thesindividual concentrations of credit risk are

not considered significant. Accounts and otheeirables are presented in the accompanying
consolidated financial statements net of allowarfoesad and doubtful receivables, which are

estimated by the Enterprise’ management based siarical experience and present economic
conditions.
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36.

37.

LOSSES OF ELECTRICAL POWER

Throughout the normal course of business,Bheerprise incurs substantial technical and non-
technical losses of electrical power. Technicakés arise upon the transmission of electrical
power, as well as from its conversion from oneagétto another. Non-technical losses represent
the electricity consumed by customers, which theefmise is unable to identify and invoice. For
the year ended December 31, 2004, the manageméms &nterprise has estimated the total loss
of electric power to amount to 10.8 billion, of whithe technical loss is 7.3 billion and the non —
technical loss represents Dinar 3.5 billion.

POST-BALANCE SHEET DATE EVENTS
Separation of the Public Enterprise Elektroistok From EPS

Pursuant to the Decision of the Government of tlepuRlic of Serbia with respect to the
Foundation of the Public Enterprise for Power [Giisttion and Management of the Electrical
Power System, Elektromreza Srbije (‘EMS”), on JuJY2005, EPS will relinquish control over its
subsidiary enterprise, the Public Enterprise fer Bhistribution of Electrical Power, Elektroistok.
The assets required for operations of EMS are tdopmed from the assets of the Public
Enterprise, Elektroistok, and partially from thesets held by EPS for the management of the
power transmission grid.

On June 16, 2005, the EPS’ Board of Directors edter Resolution with respect to the Transfer
of assets to Elektroistok, Beograd in the total amioof Dinar 1,795,673 thousand, whereas
Elektroistok, Beograd is to transfer to the Enteegrassets in the amount of Dinar 31,736
thousand. In addition the Enterprise's managenmaigves that additional assets in the amount of
Dinar 866,090 thousand will be transferred to tee/ly established enterprise.

Settlement of Liabilities to the Creditors from the Czech Republic

As of December 31, 2004 the Enterprise’ liabilitiggh respect to loans extended by creditors
from the Czech Republic amounted of Dinar 6,518,8@f1sand, and interest liabilities on the
loans amounted to Dinar 1,088,673 thousand. Onl 2pri2005, an agreement on the settlement
of debt was entered among the parties which datdethe amount of total liabilities at the
settlement date (including both interest and pgriaterest) to be Dinars 2,809,872 thousand (as
at the USD exchange rate as of balance sheet dateequent to the approved write-offs by the
creditors along with the corresponding obligatidrttee Enterprise to repay the remainder of the
liabilities without further delay. On April 26, B8 the Enterprise effected the payment in
accordance with the agreed amount of the obligation

EXCHANGE RATES

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

In Dinars
December 31,
2004
usD 57.9355
EUR 78.8850
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