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INDEPENDENT AUDITORS’' REPORT

To the Board of Directors of the Public Enterprise,Electric Power Industry of Serbia

We have audited the accompanying consolidated dinarstatements (pages 4 to 58) of the Public
Enterprise, Electric Power Industry of Serbia (heafter: the “Company” or “JP EPS”) and its
subsidiaries, which comprise the consolidated lwalasheet as at December 31, 2007, and the related
consolidated income statement, statement of chaingeguity and cash flow statement for the yeanthe
ended, and a summary of significant accountingcidiand other explanatory notes.

Management’'s Responsibility for the ConsolidatetbRcial Statements

Management is responsible for the preparation aid gresentation of these consolidated financial
statements in accordance with the accounting régota of the Republic of Serbia. This responsipilit
includes: designing, implementing and maintainintgiinal control relevant to the preparation and fai
presentation of consolidated financial statememas &re free from material misstatement, whethertdu
fraud or error; selecting and applying appropriateounting policies; and making accounting estimate
that are reasonable in the circumstances.

Auditors’ Responsibility

Our responsibility is to express an opinion on ¢hegnsolidated financial statements based on adit. au
We conducted our audit in accordance with Inteamati Standards on Auditing and the Law on
Accounting and Auditing of the Republic of Serbldose standards require that we comply with ethical
requirements and plan and perform the audit toimbtasonable assurance whether the consolidated
financial statements are free from material misstent.

An audit involves performing procedures to obtaidibevidence about the amounts and disclosurd®ein
financial statements. The procedures selected deperihe auditor’s judgment, including the assessme
of the risks of material misstatement of the finahstatements, whether due to fraud or error. &kimg
those risk assessments, the auditor considersatteontrol relevant to the entity's preparationl dair
presentation of the consolidated financial statémen order to design audit procedures that are
appropriate in the circumstances, but not for thepse of expressing an opinion on the effectivermds
the entity's internal control. An audit also inahsdevaluating the appropriateness of accountinigies!
used and the reasonableness of accounting estinmetde by management, as well as evaluating the
overall presentation of the financial statements.

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

(Continued)

. . . . . Member of
Audit.Tax.Consulting . Financial Advisory. Deloitte Touche Tohmatsu



INDEPENDENT AUDITORS’' REPORT
To the Board of Directors of the Public Enterprise Electric Power Industry of Serbia (Continued)
Basis for Qualified Opinion

As disclosed in Note 3.5 to the consolidated fir@nstatements, with the exception of two subsidir
(RB Kolubara D.O.O., Lazarevac and TENT d.o.o.,édbrac), the Company did not perform an actuarial
valuation in order to determine the present valugcaumulated employee retirement benefits andgabi
awards, nor did it prepare a calculation of shentrt employee benefits, as required under IAS 19,
“Employee Benefits.” As a result, the accompanyaumsolidated financial statements do not include
provisions and liabilities with respect to the &fmentioned employee benefits. Accordingly, we were
unable to satisfy ourselves as to the potentiacesf of the aforementioned liabilities on the Conypa
consolidated financial statements for FY 2007.

As disclosed in the consolidated statement of chamg equity and Note 14 to the consolidated fir@nc
statements, based on the appraisal of propertgt plad equipment performed as of January 1, 20@7, t
Company stated positive and negative valuationceffeof RSD 272,494,317 thousand and RSD
84,813,553 thousand, respectively. Based on fleeniration made available to us, it has been detexchi
that certain subsidiaries calculated the appraffaicts based on the depreciation groups of thet@ss
valued, and not in accordance with the individualis of assets as is required under International
Accounting Standard 16 “Property, Plant and Eqeiptyi The positive and negative appraisal effeets p
individual items of property, plant and equipmemicaint to RSD 273,962,049 thousand and RSD
86,281,285 thousand, respectively. Accordingly aheation reserves at December 31, 2007 and the loss
for the current year are understated by RSD 1,827iiousand. In addition, the net book value of
property, plant and equipment found in the subsjdidektrosrbija d.o.o., Kraljevo at January 1, 20(as

not been reconciled with the net book value statatie Report prepared by the independent appraser
of the aforementioned date, i.e., it has been waked by RSD 1,559,329 thousand. Based on the
documentation made available, we were unable isfgaiurselves that the net book value of property,
plant and equipment was fairly stated as of Decerthe 2007, as well as to the effects of depremiati
charge for the year then ended.

Certain information presented in the consolidatashcflow statement has not been reconciled with the
amounts stated in the Company’s consolidated balaheet as of December 31, 2007, as well as in the
consolidated income statement for the year endegmber 31, 2007. Accordingly, we do not express an
opinion on the Company’s consolidated cash flowestent.

Qualified Opinion

In our opinion, except for the effects on the cdidsbed financial statements of the matters reteteein

the preceding paragraphs, the accompanying coasetidinancial statements present fairly, in alterial
respects, the consolidated financial position & @ompany and subsidiaries as of December 31, 2007,
and its consolidated financial performance and gharin equity for the year then ended, in accorelanc
with the accounting regulations of the RepubliSefbia.

(Continued)



INDEPENDENT AUDITORS’ REPORT
To the Board of Directors of the Public Enterprise Electric Power Industry of Serbia (Continued)
Emphasis of Matter
Without further qualifying our opinion, we draw exttion to the following matters:

(@8 The amount of state-owned capital as presemmtdtie consolidated financial statements is not
reconciled with the capital of the parent compangciibed in the Serbian Business Registers
Agency (Note 24 to the consolidated financial stegets). In addition, as further disclosed in Note
24 to the consolidated financial statements, inciresolidation process, the equity investments in
subsidiaries were not reconciled with the amount@fesponding capital in subsidiaries by RSD
35,749,855 thousand.

(b) There are substantial uncertainties that affee Company’s accounting, financial position and
operations. These uncertainties include, inter, thia future course of events and final resolutibn
issues associated with: the unconsolidated subigsiaituated in the Autonomous Province of
Kosovo and Metohija (Note 1 to the consolidate@ificial statements), the suspended construction
of incomplete power plants (Note 16 to the consaéid financial statements), the significant
liabilities associated with borrowings from foreigmeditors and domestic banks in bankruptcy
(Notes 26 and 28 to the consolidated financiakstants), the breach of covenants and compliance
with loan agreements (Note 26 to the consolidabedntial statements), the significant potential
damages in connection with various litigation filedjainst the Company (Note 33 to the
consolidated financial statements), significanttribiation losses (Note 35 to the consolidated
financial statements), in addition to other assummgt and factors influencing the Company’s
decision to not record additional liabilities withspect to the contributions for benefit covered
employment services. The ultimate resolution ofeutainties may result in materially significant
adjustments in the Company’s consolidated finarstetements.

(c) The Company does not possess adequate owmeitbs for all materially significant tangible
assets presented in the Company’s books of accaartsDecember 31, 2007.

(d)  As disclosed in Note 2 to the accompanyingsotidated financial statements, these consolidated
financial statements were prepared by applyingl&& which were in effect as of December 31,
2002 and the accounting regulations of the RepulfliSerbia based on them. The Company’s
management assesses |AS, IFRS and interpretatfsapplication of which was prescribed
pursuant to the February 12, 2008 Decision endayetthe Minister of Finance of the Republic of
Serbia and once the standards and interpretatiithsr@ference to the Company’s activities have
been established, the Company intends to apply themreparing the consolidated financial
statements for the period beginning January 1, 2008 regards to the provisions contained in the
newly-adopted and amended standards and interipretatvhich relate to the application date and
the provisions with reference to the disclosurecafmparative figures, upon their adoption and
application by the Company, certain reclassificatiof data presented in the accompanying
consolidated financial statements for the year 200ght be required, as these will be used as
comparative figures in the Company’s consolidabedrfcial statements for the year 2008.

DNelpile Soo

Deloitte d.o.o.
Belgrade,
August 1, 2008



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

Sales revenue

Own-work capitalized

Increase in the value of inventories
Other operating income

OPERATING EXPENSES

Cost of goods sold

Cost of materials

Staff costs

Depreciation, amortization and provisions
Other operating expenses

NET OPERATING (LOSS)/ PROFIT
Finance income
Finance expenses

Other income
Other expenses

(LOSS) / PROFIT BEFORE TAXATION

Income taxes
Deferred tax benefits /(expenses) of the period

(LOSS) / PROFIT FOR THE YEAR

PUBLIC ENTERPRISE
ELECTRIC POWER INDUSTRY OF SERBIA

Restated
Notes 2007 2006
5 112,462,854 98,196,001
2,665,015 2,190,879
906,675 254,999
6 4,528,798 4,201,895
120,563,342 104,843,774
(20,860) (72,462)
7 (28,657,089)  (22,364,617)
8 (31,546,385)  (29,884,507)
9 (48,760,632)  (18,606,842)
10 (28,040,151)  (24,165,855)
(137,025,117)  (95,094,283)
(16,461,775) 9,749,491
11 8,577,268 11,393,209
12 (3,206,574) (5,271,716)
13 4,715,810 17,503,617
14 (102,857,336)  (14,975,510)
(109,232,607) 18,399,091
15 (592,421) (1,365,494)
15 10,211,050 (249,307)
(99,613,978) 16,784,290

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

The consolidated financial statements of the Public Enterprise Electric Power Industry of the Republic of
Serbia were approved by the management and submitted to the National Bank of Serbia, Center for

Creditworthiness Assessment on April 24, 2008.

Signed on behalf of the Company by:

VladlmW ic
Geneyal

Dragan:'J onkié

Head dﬁ\QJ\coun‘@ing



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

ASSETS

Non-current assets

Intangible assets

Property, plant and equipment
Investment property

Equity investments

Long-term financial placements

Current assets

Inventories

Accounts receivable

Receivables for prepaid income taxes
Short-term financial placements
Cash and cash equivalents

Value added tax and prepayments

Total assets

Off-balance sheet items

EQUITY AND LIABILITIES
Equity

State-owned capital

Other capital

Revaluation reserves
Accumulated losses

Long-term provisions and liabilities
Long-term provisions

Long-term borrowings

Other long-term liabilities

Current liabilities

Short-term financial liabilities
Accounts payable

Other current liabilities and accruals

Value added tax and other duties payable

Income taxes payable

Deferred tax liabilities

Total equity and liabilities

Off-balance sheet items

PUBLIC ENTERPRISE
ELECTRIC POWER INDUSTRY OF SERBIA

Restated

December 31, December 31,

Notes 2007 2006

16 2,374,927 2,244,898

16 542,997,075378,124,070

16 44,357 41,162

17 3,850,412 1,796,664

18 2,906,435 2,528,991

552,173,206 384,735,785

19 22,551,279 18,318,000

20 36,105,401 27,485,934

507,297 286,030

21 2,135,690 6,332,521

22 5,395,923 8,538,823

23 1,621,264 1,445,100

68,316,854 62,406,408

620,490,060 447,142,193

32 44,299,128 39,379,651

24 358,656,088 358,656,306

24 1,292,337 1,291,632

247,840,353 125
(117,546,286) (18,089,353)

490,242,492 341,858,710

25 3,544,475 1,704,003

26 34,935,260 34,687,618

27 5,080,376 5,962,013

43,560,111 42,353,634

28 8,801,336 9,468,953

29 26,085,856 16,818,956

30 18,894, 20,615,141

28653, 3,029,562

195,648 1,322,751

58,011,296 51,255,363

15¢) 28,676,161 11,674,486

620,490,060 447,142,193

32 44,299,128 39,379,651

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



CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
Year Ended December 31, 2007
(thousands of RSD)

Balance at January 1, 2006, prior to adjustments
Opening balance adjustments

Balance at January 1, 2006, adjusted

Transfers

Net profit for the year

Recognition of solidarity apartments
Other

Balance at January 1, 2007, prior to adjustments
Opening balance adjustments (Note 4)

Balance at January 1, 2007, adjusted

Property and equipment appraisal effects

Deferred tax liabilities

Increase based on remeasurement of securitiesblafbr-sale
Disposal of fixed assets

Income taxes

Other

Loss for the year

PUBLIC ENTERPRISE
ELECTRIC POWER INDUSTRY OF SERBIA

State-Owned Other Revaluation  Accumulated
Capital Capital Reserves Loss Total
8,324,022 1,622,560 24,394 (38,214,734) 321,756,242
- - - 3,308,403 3,308,403
358,324,022 1,622,560 24,394 (34,906,331) 325,064,645
332,368 (332,368) - - -
- - - 16,784,290 16,784,290
- 1,608 - - 1,608
(84) (168) - 25,653 25,401
358,656,306 1,291,632 24,394 (18,096,388) 341,875,944
8,685,306 1,291,632 24,394 (18,096,388) 341,875,944
- - (24,269) 7,035 (17,234)
358,656,306 1,291,632 125 (18,089,353) 341,858,710
- - 272,494,317 - 272,494,317
- - (27,232,103) - (27,232,103)
- - 2,768,600 - 2,768,600
- - (190,665) 190,665 -
- - - (33,620) (33,620)
(218) 705 79 - 566
- - - (99,613,978)  (99,613,978)
358,656,088 1,292,337 247,840,353 (117,546,286) 490,242,492

The accompanying notes on the following pages

are an integral part of these consolidated findstégiements.



PUBLIC ENTERPRISE

ELECTRIC POWER INDUSTRY OF SERBIA

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

Cash flows from operating activities
Sales and advances from customers
Interest received

Other cash received from operations
Payments to suppliers

Payments to and on behalf of employees
Interest paid

Income tax paid

Other taxed and duties paid

Net cash provided by operating activities

Cash flows from investing activities

Sales of shares and equity investments (net injlows
Sales of property, plant, equipment and intangilskeets
Other financial placements (net inflows)

Interest received

Dividends collected

Acquisition of shares and equity investments (nefiaws)
Purchases of property, plant, equipment and intd@gissets
Other financial placements (net outflows)

Net cash used in investing activities

Cash flows from financing activities

Increase in capital

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

Other short-term and long-term liabilities

Short-term and long-term borrowings and other litde$ (net outflows)
Finance lease

Net cash used in financing activities
Net decrease in cash and cash equivalents
Cash and cash equivalents, beginning of year

Foreign exchange gains / losses on translation

Cash and cash equivalents, end of year

Restated

2007 2006
158,641,957 91,535,760
1,871,959 4,159,809
4,528,912 3,584,366

(99,303,677)  (39,177,361)
(33,506,772j27,783,491)

(614,762) (517,475)
(2,285,088) (72,207)
(18,930,563)  (15,425,284)
10,401,966 16,304,117
- 6,555
57,187 3,473
2,716,601 1,041,047
1,203,787 580,604
18,824 16,000
(2,320) (480,000)
(16,061,090)  (11,310,660)
(460,414)  (179,790)

(12,527,425)  (10,322,771)

- 353,322
2,865,650 439,908
1,229 96,145
(3,916,157) (6,956,760)
(1,414) (2,830)
(1,050,692) (6,070,215)
(3,176,151) (88,869)
8,538,823 9,326,797
33,251 (699,105)
5,395,923 8,538,823

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



PUBLIC ENTERPRISE
ELECTRIC POWER INDUSTRY OF SERBIA

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (ADJ USTED)
December 31, 2007
All amounts expressed in thousands of RSD, untasswise stated

1. ACTIVITY, ORGANIZATION AND MANAGEMERT STRUCTURE

In accordance with Article 171, Paragraph 1 offEmergy Law (“Official Gazette of the Republic
of Serbia,” numbered 84/04), on January 27, 2008, Government of the Republic of Serbia
enacted the following legislative orders on thaklishment of the following public enterprises:

- Decision number 05 023-396/2005-1 on the Fouodatf a Public Company involved in
Generation, Transmission and Sale of ElectricitgcEic Power Industry of Serbia
(“Elektroprivreda Srbije”) and,

- Decision number 05 023-397/2005-1 on the Fouodatf a Public Company involved in
Power Transmission and the Transmission System §&ament, “ElektromreZa Srbije.”

The Public Company for production of electricityartsmission and trade in electricity
“Elektroprivreda Srbije,” Beograd, Carice Milice mber 2, commenced its business operations
on July 1, 2005 based on a Decision issued by thenBss Registers Agency, BD 80380/2005,
and as of the same date, assumed the assetstidialdhd employees of JP EPS, an Unlimited
Liability Company, established under the Law oncEie Power Industry (“Official Gazette",
number 45/91), save for the portion of assets mafdities assumed by:

- an entity established through a Decision of @w/ernment of the Republic of Serbia
involved in power transmission — Public Companyelgtomreza Srbije,” and,

- a Public Company for subterranean coal exploitatRudnik Kovin” D.O.O., Cara
Lazara number 85, entered in the Business Registesuant to July 1, 2005 Decision
numbered 80374/2005.

The Company assumed all founder’s rights in thesisligries while harmonizing the organization
of work and business activities of the public sdiasly enterprises with the regulations governing
the legal position of commercial entities in ac@rcde with the Order of the Government of the
Republic of Serbia. Namely, based on the Decisafrthe Board of Directors, further approved
by the RS Government as provided under the Lawtate$wned Enterprises and Performing
Activities of Public Interest, certain public ermigses have undergone a change in the legal form,
while some other have undergone the status chahgeemger by formation, i.e., merger by
acquisition and have assumed assets, rights,ifiabiand employees starting January 1, 2006.

Over the reporting period, the Public Enterpriséetiric Power Industry of Serbia” exercised
control over all subsidiaries, save for those ddedcon the territory of the Autonomous Province
of Kosovo and Metohija (the Public Enterprise foe production of thermal and electrical energy
- Thermal Power Plant “Kosovo,” Public Enterprigg the production, processing and transport
of coal - Open Pit Mines “Kosovo” and Public Entésp involved in the distribution of electrical
energy “Elektrokosmet,” Pristina), since, ever sidane 1999, Kosovo has been under the control
of the international community, which is why thergr& company lost its administrative and
management influence over the operations of thesgpanies.

Registered Name

The registered name of the Company is: “Javno @eduza proizvodnju, distribuciju i trgovinu
elektricne energije Elektroprivreda Srbije,” Beograd [PablEnterprise for Generation,
Distribution and Trade of Electricity Electric Poweéndustry of Serbia, Belgrade]. The
abbreviated name of the Public Enterprise is “JB,EBeograd.

Registered Address

The parent company is domiciled in Belgrade atstheet address Carice Milice number 2.



PUBLIC ENTERPRISE
ELECTRIC POWER INDUSTRY OF SERBIA

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (ADJ USTED)
December 31, 2007
All amounts expressed in thousands of RSD, untasswise stated

1. ACTIVITY, ORGANIZATION AND MANAGEMERT STRUCTURE (Continued)
Incorporation

Pursuant to a Decision of the Serbian BusinesssRegi Agency, numbered BD80380/2005, the
Public Company “Elektroprivreda Srbije,” Beograd swvancorporated, therefore creating the
conditions for Public Company “Elektroprivreda $elii Beograd to start operating as of July 1,
2005 in accordance with the Decision on its foulmtatPursuant to Decisions of the Serbian
Business Registers Agency, all Company’s subsehasiere incorporated as of January 1, 2006.

Principal Activity

The principal activity of JP EPS is trade in elieity, as well as electricity generation: electryci
distribution; distribution system management; cgabduction, processing and transport;
production of steam and hot water in combined pees. These activities are placed in
subsidiaries established by JP EPS for this pdatiqurpose.

The Public Enterprise Electric Power Industry ofldse and its subsidiaries have a license for
performing activities related to electricity.

Ownership Structure

The assets handled by JP EPS and its subsidiareestate owned. The worth of state capital is
recognized in the amount of assets allocated 6RIP, as adjusted for the amounts of realized net
profit or loss (referred to as the concept of ‘tha@intenance of capital”).

The Governing Bodies- consist of Board of Directors of JP EPS (11 mers)y the Supervisory
Board (5 members) and General Manager appointedebggovernment of Serbia. Within the EPS
headquarters situated in Beograd, there are figependent offices (or “Directorates”) and two
administrative “Centers.” The Directors of Direcites and Centers, the Directors of Subsidiaries,
as well as persons in managerial positions, putst@rithe Act on internal organization and
systematization of subsidiaries, comprise the mssradministration of JP EPS. The Board of
Directors of JP EPS appoints and relieves of digy pdresidents and members of the Board of
Directors and appoints and relieves of duty theeggnmanagers and internal auditors of the
subsidiaries within the EPS group.

The Board of Directors — by its resolutions, the JP EPS’ Board of Dirextguides the
implementation of business objectives for which #merprise was established. The Board of
Directors is responsible for the execution of techln technological, economic and business
synergies that help create a well-integrated etedtpower system.

The Supervisory Board— exercises supervision over the performance asthéss operation of
JP EPS, reviewing their, stand alone and conselilibhancial statements, issues opinion to the
Board of Directors prior to the adoption of sucltulments and provides opinion on the proposal
for the profit distribution and loss absorption.

The General Manager —legally represents and acts in the name of JP BRf&nizes and
manages the working process and governs the Consphaginess operations, enacts decisions
and takes care of the legality of the Company’cadj it also makes suggestions with reference to
basic business policies, business and developmans @nd executes the Board of Directors
Decisions.



PUBLIC ENTERPRISE
ELECTRIC POWER INDUSTRY OF SERBIA

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (ADJ USTED)
December 31, 2007
All amounts expressed in thousands of RSD, untasswise stated

1. ACTIVITY, ORGANIZATION AND MANAGEMERT STRUCTURE  (Continued)

Organization Structure

The Public Company “Electric Power Industry of S&ftas a Parent Company, has assumed all
founder’s rights as of the foundation date, alorith ihe obligation to reconcile the work and
operation within 21 public companies, two limitedbility companies (EPSTURS and Rudnik
Kovin).

Based on the Decision on the Company Establishamehtvith the consent of the founder, the Board
of Directors of JP EPS enacted a Decision on harimgrnthe organization of public enterprises with
the law regulating the legal position of businas#ties and the business activities related totedec
energy, assuming the assets, liabilities and rightibsidiaries on or after January 1, 2006, excep
for the public enterprises located on the territtifAutonomous Province of Kosovo and Metohija.

The Electric Power Industry of Serbia Group isieatlly organized and in the reporting period it
comprises the following entities:
Tax Identification

Number
(“PIB")/ Registration

Company Address Number (“MB")
Public Enterprise Electric Power Industry of Serbia Carice Milice 2, PIB: 103920327
Belgrade MB: 20053658
Hydro Power Planberdap d.o.o., Kladovo Trg Kralja Petra 1 PIB: 100695213
Kladovo MB: 7715226
Business Entity ,,Drinsko-Limske Trg DuSana Jerkota PIB: 104196916
hidroelektrane” d.o.o., Bajina Basta 1, Bajina Basta MB: 20114207
Business Entity Thermal Power Plant Nikola Testad, Bogoljuba UroSevia —  PIB: 101217456
Obrenovac Crnog 44, Obrenovac  MB: 7802161
Business Entity Thermal Power Plant and Open Piellin Ulica Nikole Tesle broj PIB: 104199176
“Kostolac” d.o.o., Kostolac 5-7, Kostolac MB: 20114185
Business Entity ,Panonske termoelektrane—toplane” Bulevar oslobdenja PIB: 100187552
d.o.o., Novi Sad broj 100, Novi Sad MB: 8271259
Business Entity for coal production, processing @madsport— Ulica Svetog Save broj PIB: 101138490
Mine Basin ,Kolubara” d.o.o., Lazarevac 1, Lazarevac MB: 7788053
Business Entity for the Distribution of Electricity, Bulevar oslobdenja PIB: 102040644
.Elektrovojvodina” d.o.o., Novi Sad broj 100, Novi Sad MB: 8038139
Business Entity for the Distribution of Electricity, Masarikova broj 1 -3, PIB: 100001378
,Elektrodistribucija—Beograd” d.o.0., Beograd Beograd MB: 7005466
Business Entity for the Distribution of Electricity, Ulica Dimitrija PIB: 101957610
.Elektrosrbija” d.o.o., Kraljevo Tucovia 5, Kraljevo MB: 7152566

Business Entity for the Distribution of Electricity,

Bulevar Zoran®indiéa

PIB: 104196932

»~Jugoistok” d.o.o., Ni§ 46a., Nis MB: 20114142
Business Entity for the Distribution of Electricit@entar Ulica slobode broj 7, PIB: 104196924
d.o.o., Kragujevac Kragujevac MB: 20114169

The founder’'s contributions in legal entities ntdlved in activities related to electricity in the
course of 2005 were transferred to the Republ®enbia, except for the founder’s contribution ia th
Company for designing, production, mounting andntesiance of mining and energy equipment
“Kolubara Metal” d.o.o., a spin-off of the subsigidRB Kolubara.™

The Company had 35,609 employees as of DecembeP(8l, (December 31, 2006: 34,789
employees).
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PUBLIC ENTERPRISE
ELECTRIC POWER INDUSTRY OF SERBIA

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (ADJ USTED)
December 31, 2007
All amounts expressed in thousands of RSD, untasswise stated

2.1.

BASIS OF PREPARATION AND PRESENTATION OF THE CONSOLIDATED
FINANCIAL STATEMENTS

Basis of Preparation and Presentation of thedhsolidated Financial Statements

The consolidated financial statements of JP ERS,amnd for the year ended December 31, 2007
are prepared in accordance with the Law on Accagnéind Auditing (Official Gazette of the
Republic of Serbia no. 105/2006) and the “Guidalipa the Prescribed Form and Content of the
Financial Statements of Enterprises, CooperatimdsEmtrepreneurial Ventures” (Official Gazette
of the Republic of Serbia, no. 114/2006).

Recognition and estimation of items of the constéd financial statements are performed in
accordance with all items of International AccoogtiStandards, determined by the Republic of
Serbia Ministry of Finance Decision numbered 0117388-2003-01 of December 30, 2003.

From the date of issuance of IAS (Official Gazaifethe Republic of Serbia no. 133/03) the
International Accounting Standards Board has adbpteanges in current standards and new
standards and interpretations applied to the a¢owuperiod ended December 31, 2007.

The amendments to the IAS and to the newly-isskdRiSI released after the adoption of the
previous Law on Accounting and Auditing, have bgemlished and officially enacted in the
Republic of Serbia on February 12, 2008, and adegly they have not been applied in the
preparation of the accompanying consolidated firsrstatements. These changes and standards
include:

- IFRS 2 “Share Based Payments ”

- IFRS 3 “Business Combinations ”

— IFRS 4 “Insurance Contracts”

- IFRS 5 “Non-Current Assets Held for Sale and Disitwred Operations ”
- IFRS 6 “Exploration for and Evaluation of Mineraggources”

IFRS 7 “Financial Instruments: Disclosures”

IFRS 8 “Operating Segments.”

In accordance with the “Guidelines on the Conteasftthe Chart of Account for Enterprises,

Cooperatives and Entrepreneurial Ventures” publisttevards the end of 2006, the Company
performed reconciliation with the changes in IASwlhich in most significant part, require

disclosures in the notes to the consolidated fiizstatements.

In the analysis of the influence on the consolidafinancial statements of changes in the
following standards: IAS 1, IAS 2, IAS 8, IAS 1083 16, IAS 12 and IAS 17, the Company
determined that the consolidated financial statesneansist of information which is reliable and
accurate in all material aspects relevant for theraiof financial statements. In the preparation of
the accompanying consolidated financial statemehésCompany has adhered to the accounting
policies described in Note 3 which are in confoymitith the accounting and tax regulations
prevailing in the Republic of Serbia.

The Company’s consolidated financial statementsstated in thousands of dinars (RSD). The
dinar is the official reporting currency in the Rijic of Serbia.
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PUBLIC ENTERPRISE
ELECTRIC POWER INDUSTRY OF SERBIA

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (ADJ USTED)
December 31, 2007
All amounts expressed in thousands of RSD, untasswise stated

2.2.

2.3.

3.1.

3.2.

BASIS OF PREPARATION AND PRESENTATION OF THE CONSOLIDATED
FINANCIAL STATEMENTS (Continued)

Comparative Information

In accordance with IAS 8, “Accounting Policies, @gas in Accounting Estimates and Errors,”
the Company reconciled comparative figures fordfiects of error adjustments, as disclosed in
Note 4 to these consolidated financial statemdntsaddition, to conform the presentation of
figures to the current reporting period, certainlassifications have been made to the amounts
reported in the consolidated financial statememtsife year ended December 31, 2006.

Use of Estimates

The presentation of the consolidated financial est@ints requires that the Company’s

management to make best estimates and reasonahlmm@ons that effect the: assets and
liabilities amounts, the disclosure of contingeiatbilities and receivables as of the date of

preparation of the consolidated financial stateseas well as the income and expenses arising
during the accounting period. These estimations asslimptions are based on information

available to us, as of the date of preparatiorhefdonsolidated financial statements. However,
actual results may vary from these estimates.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Principles of Consolidation

The consolidated financial statements were prepareatcordance with the generally accepted
accounting principles based on the historical obsheasuring with the subsequent estimation of
all relevant events influencing the balance of #saad liabilities as of the consolidated financial
statements’ preparation date.

The consolidated financial statements representdmsolidation of the financial statements of
eleven enterprises and the parent company, comgrike Electric Power Industry of Serbia, and
are prepared on the principle of full consolidatisimce the parent company is the sole owner of
its subsidiaries.

The financial statements of the three enterprigaated in the Autonomous Province of Kosovo
and Metohija have not been included in the conatdid financial statements as of, and for the
year ended December 31, 2007, due to the factthleaCompany’s management no longer has
administrative and managerial control over the fesses of those entities.

The financial statements of the subsidiary in whIBhEPS holds majority interest (PD “Kolubara
Metal,” a subsidiary of PD “RB Kolubara™ d.o.oyhose activity does not involve generation,
transfer and distribution of electrical energy dreluded in these consolidated financial
statements. Comparative data for the previous tiegoperiod have been restated.

Revenues and Expenses
Revenues and expenses are recognized as per thehiimgaprinciple.” The matching principle
requires that all expenses incurred in the germratif revenue be recognized in the same

accounting period in which the related revenuesrecegnized regardless of the period in which
the payments are actually made.
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PUBLIC ENTERPRISE
ELECTRIC POWER INDUSTRY OF SERBIA

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (ADJ USTED)
December 31, 2007
All amounts expressed in thousands of RSD, untasswise stated

3.2.

3.3.

3.4.

3.5.

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

Revenues associated with the sale of electricity reicognized in the period in which the
electrical power is delivered.

Income from the sale of goods is recognized whenribks and rewards associated with the
rights of ownership are transferred to the custombich is considered to be upon the delivery
of products to the customer.

Income is measured at the fair value of the comatim received or which will be received, less
any effective discounts and value added tax.

Contractual income and expenses are recognizeddiegdo the stage of completion of contract.
Effects of Foreign Currency Translation

Monetary and non-monetary items of assets anditiabidenominated in foreign currencies are
translated at the official exchange rates prevgibn the Interbank Market, at the date of each
transaction. As of the date of preparation of ctidated financial statements, monetary items are
presented at the average rate, while adjustmemtsrearognized in the consolidated income
statement.

Borrowings
Borrowings are recognized as an expense as theganmeed, regardless of their use.
Employee Benefits

Employee compensation, as well as all types of fitsrtbat the Company provides to employees
pursuant to the individual Collective Bargainingrdgment (CBA), are recognized as expenses of
the period in which the employee worked, and alsdiabilities, upon the deduction of each
amount that has already been paid.

Pursuant to a special collective bargaining agregneéfective in Public Enterprise Electric
Power Utility of Serbia, the Company is obligated gay a severance payment either in an
amount equal to 1.67 minimal, monthly salaries edrim the Company in the month preceding
the severance payment month, or in the amountséhe relevant law, whichever amount is
more favorable for employee. Pursuant to the Ldlaw (Official Gazette of the Republic of
Serbia, No. 24 as of March 15, 2005 and 61/05)Chkeapany is obligated to settle the severance
payments amounting to, at least, 3 average saldmnesddition, the Company is liable to
discharge jubilee awards for 10, 20 and 30 yearnfinued service with the Company, where
the aforementioned jubilee awards are payable énatimount of 0.56, 1.12 and 1.67 monthly
salaries earned in the Company paid for the thremtims preceding the jubilee award.

The account and disclosure of long-term liabilitaggsing on retirement payments and jubilee
awards is prepared by applying the method of ptesdne of payments anticipated in the future,
in only two companies within JP EPS, RB Kolubara.a, Lazarevac and TENT d.o.0.,
Obrenovac.
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PUBLIC ENTERPRISE
ELECTRIC POWER INDUSTRY OF SERBIA

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (ADJ USTED)
December 31, 2007
All amounts expressed in thousands of RSD, untasswise stated

3.6.

3.7.

3.8.

3.9.

3.10.

3.11.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont inued)
Correction of Material Errors

Material errors arise as a consequence of a vawlétyeasons, including the following:
mathematical errors, or errors associated with rtfigapplication of accounting policies, the
inappropriate interpretation of facts, or by ovgings. Such errors are subsequently adjusted by
the restatement of the opening balance of retag@dings or accumulated loss. Immaterial
errors are recognized in the income statementegsate 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 lialdlitier which published market information is

neither readily, nor reliably available. Accordingair value cannot readily be determined in the
absence of an active market, as required under.IHR$e opinion of management, the reported
carrying amounts are the most valid and useful nteygp values under the present market
conditions. For the purposes of the determinatioiaio value, future cash flows are discounted to
the net present value, by applying a discount eafigal to the contractual interest rate, which
equalizes the net present value and nominal vélneallowance is recognized in the amount of
the estimated risk that the carrying value of thesawill not be realized.

Transfer Pricing Between Consolidated Enterpges

During 2007, the transactions entered into betw&enconsolidated enterprises within the EPS
group were based on transfer prices set by the BB&'d of Directors as determined on a cost
plus basis.

Provisions

Provisions for pending litigations are chargedxpenses in accordance with the management’s
best estimates of the expenditures required ttesith obligations.

Donations
The value of donated assets is initially recordedieferred income from donations, as presented
under liabilities in the balance sheet, and submeidy) is credited to the income statement in the

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

The cash donations that cover one accounting pemodare intended to cover the Company’s
expenses, or to increase its income, are recogag@&itome as they are received.

Taxes and Contributions

Current Income Taxes

Current income tax represents an amount that ispated and paid in accordance with the
effective Republic of Serbia Income Tax Law, aslIvad with the tax law effective in the
respective countries of incorporation of the coitsdéd subsidiaries.
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PUBLIC ENTERPRISE
ELECTRIC POWER INDUSTRY OF SERBIA

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (ADJ USTED)
December 31, 2007
All amounts expressed in thousands of RSD, untasswise stated

3.11.

3.12.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont inued)
Taxes and Contributions (Continued)
Current Income Taxg&€ontinued)

In the Republic of Serbia, income tax is payablehatrate of 10% (2005 — 10%) on the tax base
reported in the annual corporate income tax resisrneduced by any applicable tax credits (in the
amount of up to 20% of capital expenditure at isgddch may not exceed the amount of 50% of
the tax calculated for the year in which such itwesits have been made). The taxable base stated
in the income tax return includes the profit shawthe statutory statement of income, as adjusted
for differences that are specifically defined unstatutory tax rules.

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

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

Deferred Income Taxes

Deferred income taxes are provided using the balaheet liability method, for the temporary
differences arising between the tax bases of aasetdiabilities and their carrying values in the
financial statements.

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

Indirect Taxes and Contributions

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

Property, Plant and Equipment

Property, plant and equipment are initially recagui at cost. The components of cost include:
prices billed by suppliers net of discounts, imphuties and other non-refundable taxes, as well
as all other directly attributable costs of bringiassets to working condition for their intended
use. Following the initial measuring, property, miland equipment used for performing the
Company’s activity related to electric energy a@edl at revalued amount reflecting their fair
value determined through depreciated replacemesttagaproach.

At January 1, 2004 property, plant and equipmeatus perform the electricity related activities
were stated at revalued cost less allowance foaiimmznt. The appraised value of property, plant
and equipment as of January 1, 2004, in accordaiitelFRS 1, “First-Time Application of
International Financial Reporting Standards,” hasrbrecognized at their deemed cost for the
purposes of preparation of the opening balancet $heecordance with IFRS. The effects of the
valuation of property, plant and equipment wererded to accumulated losses brought forward
from previous years.
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PUBLIC ENTERPRISE
ELECTRIC POWER INDUSTRY OF SERBIA

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (ADJ USTED)
December 31, 2007
All amounts expressed in thousands of RSD, untasswise stated

3.12.

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

Land was not subject to the valuation performedahyindependent appraiser as of January 1,
2004. Instead, carrying values stated in the cafeteld financial statements as of December 31,
2003 were used.

Given the date of previous appraisal of fair vahfeassets, the management engaged an
independent appraiser to re-examine the valuexetifassets as of January 1, 2007, exclusive of
those belonging to PD “Kolubara Metal” d.o.0., @irthis entity is not in possession of assets
used for the activities involving electrical energy

Assets used for transport, office equipment, a$ ageéquipment used in other business premises,
other equipment and tools and fixtures the usdéfildf which is longer than a year are stated at
cost.

Self constructed assets are stated at cost ifeis dot exceed their market value, and such assets
are subsequently measured depending on the clagsdb these assets belong.

Cost of borrowing incurred during the period ofdirting the acquisition of intangible assets is
recognized within expenses.

Subsequent expenditure such as modification ortatiap to the assets is recognized as an
increase in cost of the respective assets, whenpgtobable that future economic benefits, in
excess of the originally assessed standard of imeaface, will flow to the Company.

Gains or losses on disposal of property, plant agdipment are determined as a difference
between the expected net proceeds from sale arstatesl value of assets and are recognized as
income or expenses in the income statement.

The depreciation of property, plant and equipment #he amortization of intangible assets are

computed on a straight-line basis for every, indlial item of property, plant, equipment and
intangible assets in order to fully write off thest of the assets over their estimated useful.lives
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PUBLIC ENTERPRISE
ELECTRIC POWER INDUSTRY OF SERBIA

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (ADJ USTED)
December 31, 2007
All amounts expressed in thousands of RSD, untasswise stated

3.13.

3.14.

3.15.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont inued)
Depreciation

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

2007 2006

Building property of hydroelectric power plants 1% - 4% 1.61% - 1.37%
Building property of thermal power plants 1.3% - 4% 2.86% - 2.22%
Building property of coal mines 1.25% - 2% 3.57% - 2.70%
Building property of electrical distributions 1.1% - 50% 1.30% - 4.00%
Commercial buildings, except for administrative and

other buildings used in office, accommodation and

tourism activities 1.1% - 50% 1.43% - 1.18%
Hydro power plant equipment 4% - 20% 2.86% - 2.22%
Thermal plant equipment 4% - 20% 12.50% - 6.67%
Coal mine equipment 4% - 12.33% 6.67% - 5.00%
Equipment for electricity distribution 4% - 20% 2.00% - 4.00%

Means of transport, except for the aforementioned 0.89% - 76.19% 12.50% - 6.67%
Equipment for decorating and maintenance of officd

other premises 2% - 75% 20.00% - 10.00%
Other equipment previously not mentioned 0.22% - 58.68% 20.00% - 12.50%

The depreciation period and method are reviewéldeagnd of each reporting period.
Intangible Assets

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

The amortization of intangible assets is computed straight-line basis in order to fully write off
the cost of the assets over their estimated utieéd. The estimated useful lives and depreciation
rates in use for the major classes of intangibdéetssare as summarized below:

Amortization
Year Rate %
Investments in development 4 25%
Patents, licenses and similar rights 5 20%
Other intangible assets 5 20%

The amortization period and method are reviewdteaend of each reporting year.
Impairment of Property, Plant and Equipment and Intangible Assets
At each balance sheet date, the Company's manageasessses whether any indication exists

that that the value of property, plant and equipnies become impaired, based on the review
and consideration of internal and external souoéésformation.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (ADJ USTED)
December 31, 2007
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3.

3.15.

3.16.

3.17.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont inued)
Impairment of Property, Plant and Equipment and Intangible Assets (Continued)

If there is any indication that such assets haw®ine impaired, the recoverable amount of the
asset is estimated in order to determine the exderihe impairment loss. If the recoverable
amount of an asset cannot be estimated, the reddeeamount of the cash generating unit, of
the public enterprise is estimated.

As of December 31, 2007, in accordance with theagament’s estimate, there have been no
indications showing that the value of fixed aséets been impaired, unless otherwise is disclosed
in the Notes to the consolidated financial statamesnich follow.

Inventories

Inventories are stated at the lower of cost andemizable value. Cost includes purchase value,
import duties and other non-refundable taxes, paris handling and other expenses directly
attributable to inventories acquisition, as decedafor trading discounts, rebates and similar
items. The net realizable value is the price atcvhinventories may be realized throughout the
normal course of business, after allowing for tbsts of realization.

Cost is computed using the weighted-average methodls and fixtures are fully written off
when issued into use.

Provisions charged to “Other expenses” are madeendygpropriate and when the management

estimates that the value of inventories needs tadpgsted to the net realizable value, i.e., based

on the documented reduction in the useful valuewsdntories.

The cost of work-in-progress and finished goodeimuries are stated at the lower of cost and net

realizable value. Cost includes the expenses #iredtributable to the production units and
indirect (fixed and variable) costs incurred in werting materials in finished products.

Financial Instruments
Financial assets and financial liabilities or eguitistruments are recognized in the Company's
balance sheet on the date upon which the Compacymes a counterparty to the contractual

provisions of a specific financial instrument.

Initially, financial assets and liabilities are ogmized at cost which represents the fair value of
the consideration provided (assets) or receiveati(liies).

Equity Investments

These include equity investments in subsidiariesclivido not perform activities related to
electrical energy, equity investments in associatesin other legal entities are stated at cost.
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3.17.

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

Other Long-Term Placements

Following the initial recognition, other long-tefptacements are stated at:

- fair values, if such assets are held for sale eraamilable for sale and their value is
quoted on the active market;

- at cost, if such assets are held or availabledlar, she value of which is not quoted in the
active market;

- amortized costs, if such assets have fixed magariti

- cost, if such assets do not have fixed maturities.

The differences arising between the carrying anwuwifitassets, and subsequent measurements
are recognized as a special item of capital —rexiin reserves, for instruments available for sale
listed on the active market. The differences agidietween the carrying amounts of assets, and
subsequent measurements of other financial institerere recognized as a gain or loss in the
income statement of the period.

Short-Term Receivables and Placements

Short-term receivables include all of the followingccounts receivable and other receivables, as
well as short-term placements with non-consolidatedsidiary companies, and the short-term
deposits with banks, as well as, other short-ténantcial investments.

Accounts receivable associated with the sale oftédéy and other products or services, are
stated at invoiced value. The invoiced interesatesl to the sale of products and services is
recognized as Finance income, and is recordectamim of the period in which it is accrued.

Other receivables and placements are measuredoatized cost.
Impairment of Financial Assets

At each balance sheet date, an evaluation of ébgeevidence 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 assett #re not individually identified as being
impaired.

The assessment of the collectability or recoveitghilf accounts receivable associated with the
sale of electricity is based upon the particuldegaries of debtors. An allowance is recorded for
the outstanding receivables from legal entitiesciwhiave not been collected within a period of
sixty days from their original maturities. Exceptadly, for those debtors, the assessment of
collectability may be performed on an individuakisa In its estimation of the collectability or
recoverability of accounts receivable, the Compamysidered all events up to January 31, 2008.
The Company does not record an allowance for rabé¢ from the legal entities that are
concurrently its suppliers and creditors.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont inued)

3.17. Financial Instruments (Continued)
Impairment of Financial Assets (Continued)
An allowance in the full amount is recognized fhe treceivables that are subject of pending
litigation. A direct write-off of receivables iskan upon the conclusion of legal proceedings or in
accordance with relevant management decision.
Cash and Cash Equivalents
Cash and cash equivalents include cash on handepusits held in commercial banks.
Financial Liabilities
Financial liabilities include non-current liabiés (long-term borrowings, long-term securities and
other non-current liabilities), current operatingpilities, liabilities from specific operations @n
other liabilities.
Financial liabilities are initially recognized det value of the consideration received. Upon ihitia
recognition, financial liabilities are measuredta initially-recognized amount, less repayments
of principal, plus accrued interest and less anyevaff approved by the creditor. The interest
liabilities associated with financial liabilitieseacharged to profit or loss for the period, anel ar
stated under Other short-term liabilities and aalstu

4. OPENING BALANCE ADJUSTMENTS

Adjustments as of January 1, 2007

January 1,

2007

Write-off of deferred tax liabilities 29,310
Derecognition of fixed assets (6,565)
Release of revaluation reserves 24,394
Adjustment of 2005 income taxes (1,354)
Adjustment of construction in progress 1,827
Other (40,577)
7,035

20



PUBLIC ENTERPRISE
ELECTRIC POWER INDUSTRY OF SERBIA
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December 31, 2007
All amounts expressed in thousands of RSD, untasswise stated

5. SALES REVENUE
Year Ended December 31,

2007 2006
Sale of electricity 103,413,381 91,190,756
Sale of coal 3,348,245 2,858,256
Sale of engineering steam and gas 1,643,458 1,177,678
Services rendered 2,222,050 894,059
Income from radio and television subscriptions ,208 314,012
Other 1,406,512 1,761,240

112,462,854 98,196,001

A portion of revenues realized by selling electyién the amount of RSD 3,576,244 thousand was
realized on foreign markets out of which the magortion relates to the delivery of electricity to
Electric Power Company of Montenegro (“Elektropeida Crne Gore a.d.”).

In accordance with the Decision of the Board ofebiors throughout the reporting period, a
discount was granted in the amount of 30% to tHeviing entities:

- a household which is a beneficiary of financial pop based on the regulations
pertaining to the social security of citizens foe tmonthly consumption of no more than
450 kWh and

- a household earning no more than the double ammiunénsus for realizing rights to
financial support per month, based on the reguiatjpertaining to the social security of
citizens for the monthly consumption of no morenti380 kWh.

To the group of consumers settling their elecyidills within the time frames set forth in the
Decision on the General Terms of Delivering Eledyi and in accordance with the relevant
Decision of the Board of Directors, a discount & @as granted.

6. OTHER OPERATING INCOME
Year Ended December 31,

2007 2006

Donation income 1,577,103 1,314,386

New customer connection fees 1,647,583 1,612,357
Insurance claims collected 365,894 470,139

Rental income 70,656 47,079

Other operating income 867,562 757,934
4,528,798 4,201,895

Based on the insurance claims collected from tharars that were incurred in the prior reporting
periods with reference to the aggregates of therélygbwer Plant Djerdap 1 and 2, income of
RSD 225,780 thousand was recognized.
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7. COST OF MATERIALS
Year Ended December 31,

2007 2006

Purchases of electricity:
- on domestic market 1,237,475 1,028,715
- on foreign market 6,412,633 3,494,675

Transfer of electricity by the

Public Enterprise ElektromrezZa Srbije 3,072,786 2,666,338
Materials for maintenance and spare parts 9,138,027 9,015,231
Oil derivatives 4,052,690 2,993,250
Natural gas 2,736,214 837,394
External purchases of coal 342,795 476,527
Office and general administrative supplies 296,073 264,680
Other 1,368,396 1,587,807
28,657,089 22,364,617

The acquisition of electricity used for the Compangwn activities in the value of RSD

7,650,108 thousand is related with the acquisitibelectricity from legal entities outside the EPS
system (imported and acquired from legal entitesated on the territory of the Republic of
Serbia having license to trade in electricity). értipn of costs acquired on the foreign market
include an amount of RSD 2,618,121 thousand tedajns to the electricity purchased from the

Electric Power Company of Montenegro.

STAFF COSTS

Year Ended December 31,

2007 2006

Gross salaries 24,942,247 21,624,455
Contributions payable by the employer 4,936,790 4,046,277
Retirement benefits 20,759 27,948
Severance pays - 2,582,220
Jubilee awards 203,152 194,452
Employee transportation to work 1,042,805 1,019,801
Other staff costs 400,632 389,354

31,546,385 29,884,507

Staff costs comprise of salaries, benefits, coutidns and other employee benefits as in

accordance with the general acts of EPS.

22



PUBLIC ENTERPRISE
ELECTRIC POWER INDUSTRY OF SERBIA

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (ADJ USTED)
December 31, 2007
All amounts expressed in thousands of RSD, untasswise stated

9. DEPRECIATION, AMORTIZATION AND PROVISIONS
Year Ended December 31,
2007 2006
Depreciation and amortization 46,259,451 17,412,876
Provisions 2,501,181 1,193,966

48,760,632 18,606,842

The useful life of property, plant, equipment amtangible assets as of January 1, 2007 was
determined by an independent appraiser.

10. OTHER OPERATING EXPENSES
Year Ended December 31,

2007 2006
Insurance premiums 1,864,147 1,738,291
Public water utility fees 1,460,096 1,337,481
Municipal land utility fee 1,168,647 1,018,402
Fees for the use of general interest property 65,1 482,983
Environment pollution considerations 1,244,599 1,380,196
Property taxes 477,998 459,281
Other indirect taxes, contributions and fees 68D,90 427,275
Land expropriation expenses - 46,163
Maintenance and repairs 9,185,050 8,811,273
Telecommunications 903,321 614,807
Transportation 305,941 293,988
Rent 2,495,311 1,579,994
Research and development 329,070 210,214
Utilities 277,773 292,302
Student and youth organizations 893,424 658,333
Entertainment 239,968 196,174
Bank fees and charges 501,020 436,616
Other services 4,203,338 2,316,708
Discounts to customers for timely payments - 591,258
Court fees 252,580 202,143
Other 1,382,845 1,071,973

28,040,151 24,165,855
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10.

11.

OTHER OPERATING EXPENSES (Continued)

In accordance with the Law on Environment Protect{@fficial Gazette of the Republic of
Serbia number 135/2004) and Decree on pollutioegypriteria for computing the environment
pollution compensation and rate payers, as welthasmanner of compensation accrual and
payment (Official Gazette of the Republic of Serbianber 113/2005), the Company recorded
the compensations for SANO, emissions, powdery materials and hazardous waaterias
commencing from January 1, 2006, as follows:

— in the amount of 20% from the full amount of thengensation up to December 31, 2008;

— in the amount of 40% from the full amount of themgensation from January 1, 2009
through December 31, 2011;

— in the amount of 70% from the full amount of thempensation from January 1, 2012
through December 31, 2015;

- in full amount from January 1, 2016.

Other intangible assets include an amount of RSB,38® thousand relating to the assumed
liabilities for taxes and contributions on salaridéthe employees of JP PEU Resavica (the entity
that operated within EPS until 2003) for 2000 ar@DZP including penalties accrued until
December 31, 2002 that have been rescheduled tmdliments.

Costs of other indirect taxes and compensatiotiseimmount of RSD thousand include:

- calculated public revenues of RSD 213,332 thousanthe exchange of electricity with
other energy supply entities abroad, due to thHedddegally required evidence

- cost of customs duties based on the import of etégtof RSD 109,049 thousand

- fees for exploiting mineral resources (RSD 179,8&&isand PD RB Kolubara d.o.0. and
RSD 47,996 thousand PD TE KO Kostolac d.0.0.)

Rentals recognized in the amount of RSD 2,495,Bdligand were incurred based on the lease of
mechanization for the purpose of addressing corsems of coal exploitation and enabling the
use of existing locations. The assets were rengetkblubara graevinar” d.o.o., a subsidiary of
PD “RB Kolubara,” the contribution of which was risderred free of charge in 2005 to the
Republic of Serbia.

FINANCE INCOME
Year Ended December 31,

2007 2006
Interest income 6,532,071 5,291,810
Foreign exchange gains 1,959,244 6,052,462
Other finance income 85,953 48,937

8,577,268 11,393,209

Interest income was recognized in the amount ofutstey penalty charged to consumers
defaulting on their liabilities for electricity arather goods and services consumed.
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12. FINANCE EXPENSES
Year Ended December 31,

2007 2006

Interest expense 2,566,316 3,929,357
Foreign exchange losses 456,500 1,182,942
Other finance expenses 183,758 159,417
3,206,574 5,271,716

Finance expenses recognized in the amount of siteagreed with creditors — financial
institutions.

Interest expenses in 2006 involve an amount of R#AB0,148 thousand pertaining to penalties
assessed to liabilities to creditors from the Répudd Poland.

13. OTHER INCOME
Year Ended December 31,

2007 2006

Gains on the sale of materials, equity investmentangible

assets, property, plant and equipment 107,383 117,514
Collected bad debts and release of provisionsdooants

receivable and short-term financial placements 1,875,106 2,324,992
Income from international deliveries with ElectRower

Industry of Montenegro from Hydro Power PlantePi - 897,117
Claims collected from insurance companies - 429,407
Reconciliation in the value of other assets 64,717 60,438
Write-off of liabilities:

- the Paris Club of Creditors (Note 26) - 7,528,998

- creditors from Poland (Note 26) - 4,179,948

- Ministry of Finance of the Republic of Serbiote 30) - 976,288

- other 150,040 320,636
Surpluses 38,219 133,277
Prior year income 16,226 284,551
Barter exchange of electricity 1,589,684 -
Other income 874,435 250,451

4,715,810 17,503,617

In the previous reporting period income of RSD 8,948 thousand was recognized based on the
Agreement on the settlement of debts towards EieltiS.A., Warsaw which was used to settle
debt one-off where 70% of debt at issue was prelyowritten off, as well as other income of
RSD 7,528,998 thousand pursuant to the write-ofatilities towards the Paris Club of Creditors
arising from the second tranche of debt write-affl dased on the agreements regulating the
repayment of liabilities entered with the Deposiurance Agency.

In the course of 2003, EPS used a borrowing froenftimds of the Republic of Serbia according
to the Agreement on Borrowings number 13467 datedelber 26, 2001 due to the efforts to
bridge time gaps in irregular inflow of income neddor maintaining continuity in overhauls and
sanations. In the previous reporting periods, dweatlack of accounts made by the other
participant, interest was calculated in the amairdiscount rate. Based on the reconciliation of
balances as of November 30, 2006 with the compéiaahy, these were written off in the amount
of RSD 976,288 thousand.
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13. OTHER INCOME (Continued)

Income from barter exchange of electricity in thmeoant of RSD 1,589,684 thousand relate to
electricity delivered in the surrounding countrieger the period from January 1, 2005 until
December 31, 2006 as a part of electricity exchamig® the said amounts, the Company
calculated the VAT of RSD 286,143 thousand duelaxk of necessary evidence (Note 14).

14. OTHER EXPENSES
Year Ended December 31,

2007 2006

Loss in disposal, write-off and sale of fixed assettangible

assets, equity investments and materials 1,381,930 719,227
Inventory count shortages 44,261 60,853
Income from international deliveries with ElectRower Utility

of Montenegro from Hydro Power Plant Piva - 970,430
Write-off of receivables 1,438,756 869,877
Losses on the impairment of:

- current receivables and rescheduled accoucgsviable 7,431,320 7,274,800

- other assets - 338,693
Negative appraisal effects 84,813,553 -
Prior year expenses 1,486,193 214,195
Staff costs of the employees in the non-consoliiate

public enterprises situated in Kosovo and Mg#ohi 3,701,412 4,040,914
Sponsorships and donations 217,689 176,383
Barter exchange of electricity 1,888,074 -
VAT related expenses which the Company cannot icov 286,143 -
Other expenses 167,985 310,138

102,857,336 14,975,510

Negative appraisal effects reflecting the fair ealof separate items of property, plant and
equipment at January 1, 2007, as determined bygetidied appraiser was recognized as expense
in the amount of RSD 84,705,352 thousand.

In the reporting period, other expenses were ragedrbased on the direct derecognition arising
from the transfer of founding contribution in PDdflifikaciju” d.o.o. (established in 2006 by the
subsidiary PD “RB Kolubara”) to the Republic of Biarof RSD 1,040,995 thousand.

In addition, receivables outstanding over a lorggniod of time were recognized as impairment
loss of RSD 7,539,521 thousand.

Expenses arising from barter exchange of electrafitRSD 1,888,074 thousand relate to amounts
of electricity received from the surrounding coiggrrecognized at gross principle in the period
from January 1, 2005 until December 31, 2006, ab as the amount of VAT charged for
electricity delivered in the amount of RSD 286,1H8usand due to a lack of required evidence.
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15.

INCOME TAXES

a) Components of Income Taxes
(thousands of RSD)
Year Ended December 31,

2007 2006
Current income tax expense (592,421) (1,365,494)
Deferred income tax benefits / (expense) 10,211,050 (249,307)
9,618,629 (1,614,801)

b) Numerical Reconciliation of the Tax Expense anthe Product of Accounting
Results as Multiplied by the Statutory Income Tax Rite

Year Ended December 31,

2007 2006
(Loss) / profit before taxation (109,232,607) 17,889,812
Income tax at the statutory tax rate of 10% - (1,788,981)
Tax effect of non-deductible expenses and
revenues not recognized for tax purposes (878,678) (334,933)
Used tax loss carryforwards - 455,841
Used tax credit carryforwards 2,538,722 239,951
Tax loss carryforwards (113,820) (93,267)
Tax credit carryforwards (407,072) (106,747)
Capital loss carryforwards (341) (64)
Impairment of assets 8,481,355 -
Used capital loss carryforwards - 206
Other (1,537) 13,193
9,618,629 (1,614,801)

c) Deferred Tax Assets and Liabilities

Deferred tax liabilities of RSD 28,676,161 thousaftecember 31, 2006: RSD 11,674,486
thousand) are associated with the taxable tempaliffisrences arising between the tax bases at
which property, plant and equipment, and intangémdsets are stated in the annual income tax
return, and the carrying value of such assete@wded in the Company’s financial statements.
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15. INCOME TAXES (Continued)
c) Deferred Tax Assets and Liabilities (Continued)

As of December 31, 2007 the Company did not reaegdeferred tax assets with respect to tax
loss and tax credit carryforwards in the total armoaf RSD 4,640,141 thousand (December 31,
2006: RSD 2,186,810 thousand), due to the uncéytaithether sufficient taxable profit will be
available in the future against which the unusedidases and tax credits may be utilized by the
Company.

(thousands of RSD)

Expiration December 31, December 31,

Year 2007 2006

Tax loss carryforwards:

- 2002 2007 - 325,495
- 2003 2013 137,967 180,877
- 2004 2014 442,824 407,817
- 2005 2015 25,965 25,965
- 2006 2016 181,280 121,138
- 2007 2017 1,911,717 -
2,699,753 1,061,292
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16. PROPERTY, INVESTMENT PROPERTY, PLANT, EQUIPMENT AND INTANGIBLE ASSETS

PUBLIC ENTERPRISE

ELECTRIC POWER INDUSTRY OF SERBIA

Construction
In Progress
Plant and and Investment
Land Buildings Equipment Advances Total Intangible assets property
Cost
Balance at January 1, 2007, before adjustments 34(B69 471,011,541 493,948,042 38,216,302 1,009,810,734 2,831,854 111,000
Opening balance adjustments 48,238 (24,183,637) 27,640,752 (419,079 3,086,274 2,797 -
Balance at January 1, 2007, after adjustments 3@/)63 446,827,904 521,588,794 37,797,223 1,012,897,008 2,834,651 111,000
Additions 350,547 1,317,693 4,168,631 18,647500 24,484,371 343,011 5,743
Activation of construction in progress 49 2,012,247 9,325,340 (11,337,63€ - - -
Transfers 4,738,468 (68,583,041) 65,089,645 (918,767 326,305 (4,947 -
Revaluation (effects of subsequent valuations) 6684 154,115,355 143,503,141 - 303,984,930 - -
Sales - - - - - (85,785
Transfer to third parties - (74,246) (89,455) (32,882 (196,583) (6,255 -
Surpluses - 100 22,522 - 22,622 - -
Shortages - (7,379) (38,814) - (46,193) (7,589 -
Transfer of fixed assets to start-ups - (904,338) - - (904,338) - -
Sale and disposals (12,847 (2,049,930) (6,589,660) (78,101 (8,730,538) - -
18,125,738 532,654,365 736,980,144 44,077,337 1,331,837,584 3,073,086 116,743
Accumulated Depreciation
Balance at January 1, 2007, before adjustments - 284,260,214 348,263,295 107,016 632,630,525 589,613 69,838
Opening balance adjustments 3,856 (16,684,110) 18,822,667 - 2,142,413 140 -
Balance at January 1, 2007, after adjustments 63,85 267,576,104 367,085,962 107,016 634,772,938 589,753 69,838
Charge for the year 621,392 9,316,777 36,203,694 - 46,141,863 115,040 2,548
Transfers 1,124,420 (43,812,613) 43,017,120 24,535 353,462 5,757 -
Donations - 3,035 512,320 - 515,355 - -
Appraisal effects 4,000,906 78,886,542 26,179,814 7,236,904 116,304,166 - -
Disposals - - - - - (3,103 -
Shortages - (5,188) (33,231) - (38,419) (7,298 -
Disposals (3,223 (1,623,452) (6,890,214) - (8,516,889) - -
Release of provision for advances - - - (25,572 (25,572) - -
Transfer to third parties - (39,969) 123,729 - 83,760 (1,990 -
Transfer of fixed assets to start-ups - (750,155) - - (750,155) - -
5,747,351 309,551,081 466,199,194 7,342,883 788,840,509 698,159 72,386
Net Book Value
- at December 31, 2007 12,378,387 223,103,284 270,780,950 36,734,454 542,997,075 2,374,927 44,357
- at December 31, 2006, after adjustments 62319, 179,251,800 154,502,832 37,690,207 378,124,070 2,244,898 41,162
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16.

PROPERTY, INVESTMENT PROPERTY, PLANT, EQUIPMEN T AND INTANGIBLE
ASSETS (Continued)

On May 4, 2007, the Company signed an Agreementbeunil-66/26 with the consulting
company Arthur D. Little GmbH from the Czech Repabkgarding the appraisal of property,
plant and equipment in the Company as of Janua2@d7.

The appraisal of property, plant and equipment actofor all assets used for electricity related
activities.

The appraiser applied two valuation methods:

- Income approach based on the position which busieetties of EPS have and their current and
future markets, as well as on their future positgthin the meaning of cash flows,

- Cost approach, depending on the form of fixed ass@hin EPS appraised in the context of the
market for such assets, i.e. the increase in pateguipment and property on the world market.

Investments in Progress

Assets in progress and intangible assets in pregnetude amounts of RSD 4,452,000 thousand
and RSD 1,752,290 thousand relating to expensasrat in construction of thermo-electric
power plant TE-TO Kolubara B within the Public Caany - thermo-electric plant “Nikola
Tesla,” Obrenovac. The Decision on the construatibthermal-electric structure Kolubara B, of
the capacity 2 x 350 MW, with the correspondingviorocoal open-pit of Tamanva — Zapadno
polje, with the 7 million tons of capacity, was etel in 1984. The building of thermo-electric
plant — Kolubara B (hereinafter: TE-TO Kolubara ®as designed as combined plant for
generation of electric and thermal energy, 2 x BB&ec would be used to satisfy the Belgrade
City needs, and electricity from two blocks 2 x 380V would be used for the electric power
supply system providing electricity to the consusnéroughout the Republic of Serbia. The
construction of the TE-TO Kolubara B commenced %88, and was suspended at the beginning
of the 1990's. In the project implementation, thegotiations were carried with the foreign
partners in an effort to secure sources of loawsn fboth commercial equipment manufacturers
and from other available sources. In September98fL1the Enterprise signed a loan agreement
with the World Bank, Washington, DC, with a view ¢omplete the construction of TE-TO
Kolubara B and PO Tamnava — Zapadno Polje [Wedd]Fi&#he amount agreed is USD 300
million. The Federal Assembly of the SFR Yugoslawtified this agreement in December 1991.

After the UN imposed the economic sanctions, al dlativities related to the realization of this
project ceased, as did the production and acqunisitf equipment, and utilization of the approved
World Bank loan. Under these circumstances, therdad Directors of JP EPS enacted a
Decision as of May 26, 1992, to suspend the impieat®n of TE-TO Kolubara B project. The
further development of economic and political ditwra offered an option to continue with the
suspended project TE-TO Kolubara B; therefore,Bbard of Directors of JP EPS enacted a
Decision at the November 25, 1996 Assembly to ocoetithe realization of the aforementioned
project commencing in the FY 1997. On that occadioa construction activities dynamics were
determined, whereby the first and the second biddkolubara B were to be completed by the
end of 2000 and 2001, respectively. In accordand® Wwoth resolutions, during 1997 a
supplementary arrangement was entered into with if®0.B. for the portion of lacking
equipment, to be delivered by the Czech entity,d8kavhich was paid for in accordance with
settlement agreement dated April 26, 2005.
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16. PROPERTY, INVESTMENT PROPERTY, PLANT, EQUIPMEN T AND INTANGIBLE
ASSETS (Continued)

Investments in Progress (Continued)

At the Board of Directors Assembly of December 28)5, a Decision to resume the construction
of TE-TO Kolubara B was enacted and the Governnoénthe Republic of Serbia gave its
approval on February 2, 2006. In 2006, a Consultaag appointed to give his opinion on the
current situation and analyze the opportunitiesofataining foreign capital, the preparation of a
strategy and collection of tender documents for twenpletion of Thermoelectric plant
construction or construction of additional capacityy00 MW.

Based on the rentability analysis of investment serdability ratios, as the optimal solution for

the realization of strategic targets set in thernglacumentations of the Republic of Serbia, the
option from the Implementation Program for the EyeDevelopment Strategy in the Republic of
Serbia until 2015 for the period from 2007 to 201&,, that the construction of the Thermal

Power Plant “Kolubara B” (2x350 MW) be finished, wsll as that a new block in the Thermal

Power Plant Nikola Tesla B3 (hereinafter: TENT B&th the power of 700 MW be built.

The business operation program of JP EPS envighgeshe investment activities that are to
satisfy the electricity consumption in the periodlidwing 2012 for the completion of
construction of the thermal Power Plant Kolubarg@8350 MW) and the construction of the new
block, TENT B3, with the power of 700 MW that woube realized based on the principle of
joint investment of JP EPS and strategic partnanghlwwill be chosen in special tendering
procedures.
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ELECTRIC POWER INDUSTRY OF SERBIA

17. EQUITY INVESTMENTS
December 31, December 31,
2007 2006
Equity investments in unconsolidated subsidiaries:
- Toplifikacija d.o.o., Lazarevac - 727,431
- Kolubara d.o.0., Srpsko Sarajevo 218 218
- 218 727,649
Equity investments in domestic banks:
- AIK banka a.d., Ni§ 2,918,665 430,710
- Catanska banka a.dCacak 150,132 15,350
- Panonska banka a.d., Novi Sad - 26,412
- Vojvodanska banka a.d., Novi Sad - 9,984
- Komercijalna banka a.d., Beograd 88,011 9,001
- other 98,570 27,581
3,255,378 519,038
Equity investments in other legal entities:
- Politika a.d., Beograd 504,216 550,489
- RMK Trepta 27,010 27,010
- Minel holding 9,717 41,203
- other 290,792 60,914
831,735 679,616
Equity investments in insurance companies 10,630 5,599
4,097,961 1,931,902
Allowances for impairment:
- equity investments in domestic banks (394) (6)285
- equity investments in other legal entities (24B) (128,953)
(247,549) (135,238)
3,850,412 1,796,664

Equity investment in domestic banks in the net @atiRSD 3,254,984 thousand were classified
as held for sale, where the portion of these tratisted on the active market is recognized at fai
value as of December 31, 2007. The difference batvike initially recognized amount and the
fair value amounting to RSD 2,768,600 thousand etdmber 31, 2007 was included in the
revaluation reserves.

Equity investments in other legal entities représstakes in certain domestic business entities
available for sale, which are not listed on theitehpnarket and are presented at cost.
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18.

NON-CURRENT FINANCIAL PLACEMENTS
December 31, December 31,

2007 2006

Non-current receivables from the Public Enterprise

ElektromreZa Srbije 1,601,025 1,189,053
Rescheduled accounts receivable for electricity:

- private individuals 602,496 1,226,993

- legal entities 268,216 421,048
Joint investment in the Rovni Water Reservoir 603,2 637,205
Placements based on apartments sold, housing

loans and long-term rent of apartments 329,319 269,301
Rescheduled receivables from electricity — JP

Toplifikacija, Pozarevac - 53,703
Receivables from the Privatization Agency of RS 933, 16,764
Long-term deposits placed with domestic banks - 2,442
Guarantee deposits with domestic banks 11,840 11,805
Other long-term financial placements 250,066 333,030

3,728,150 4,161,344

Allowance for impairment:

- Rescheduled accounts receivable for electricity (674,458) (1,411,596)
- Receivables from the Privatization Agency of RS (27,983) (16,764)
- Long-term deposits placed with domestic banks - (757)
- Other long-term financial placements (119,274) (203,236)

(821,715)  (1,632,353)

2,906,435 2,528,991

At December 31, 2007, the non-current receivabsla® the Public Enterprise ElektromrezZa Srbije
in the amount of RSD 1,601,025 thousand are adedcwith the receivables arising on the loan
from the following sources: the European Bank fecéhstruction and Development (EBRD) in
the amount of RSD 1,369,550 thousand, receivablesn fthe International Bank for
Reconstruction and Development (IBRD) in the amafrRSD 231,475 thousand. To obtain the
aforementioned loans, the parent company assumigid flem foreign creditors via domestic
banks on behalf of its subsidiaries including therfer, JP Elektroistok, where the presented non-
current receivables arising from the loans approedste to the portion of assets received that was
transferred to the Public Enterprise Elektroistbktil the moment the liabilities towards the
creditors are settled, the portion of liabilitiessamed by the Public Enterprise Elektromreza Srbije
will be carried as a long-term loan.

Long-term joint investments of RSD 637,205 thousasidf December 31, 2007, relate to the joint
investment in the Public Company Kolubara, Valjebased on the construction of “Rovni”

Water Accumulation Basin, intended for water supgdlpod prevention in the surrounding

municipalities as well as for the needs of Thermctric Power Plant Kolubara B, under

construction. Based on the Government of the Répulfl Serbia Decree on determining the
program of construction, reconstruction and maiatee of water supply structures in 2006
(Official Gazette of the Republic of Serbia, Nol,7las of December 30, 2005), further works on
the construction of the “Rovni” Water Accumulatiddasin in 2006 with the 100% of the

Government of the Republic of Serbia interest. @kadline planned for the completion of the
structure is the year 2009, while the exploitatto commence in 2010.
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18. NON-CURRENT FINANCIAL PLACEMENTS (Continued)
The rescheduled accounts receivables arising antrieley supply relate to the receivables from
households and legal entities whose accounts i@aeiwere rescheduled as of December 31,
2002, and is repaid in equal monthly installmefitR8D 300 within the period of ten years with a
monthly interest rate of 1%, which is adjusted ase the retail price index exceeds 12.68%
annually, and for the purpose of the reconciliatiath annual amount of the retail price index.
Given that the likelihood of economic benefits st ertain, according to the management'’s
estimates the rescheduled receivables have mosty Iprovided for in the amount of the
rescheduled principal.
19. INVENTORIES
(thousands of RSD)
December 31, December 31,
2007 2006
Material 10,225,356 7,315,762
Spare parts 8,834,375 7,368,889
Tools and consumables 1,536,547 341,592
Finished goods 1,651,756 1,785,459
Goods for resale 591 556
Advances to suppliers 2,769,188 2,602,427
25,017,813 19,414,685
Allowance for:
- inventories (1,911,940) (564,738)
- advances to suppliers (554,594) (531,947)
(2,466,534) (1,096,685)
22,551,279 18,318,000

For the amount of inventories with slow movementiolth cannot be technically or
technologically used, an allowance for impairmeasyormed. The amount of material and spare
parts inventories is under the heavy burden ohsite capital works on the existing plants and
equipment, and circumstances surrounding the psechtirequest and the need for maintaining
the level of inventories for the purpose of regudarvicing and sanation of possible major
breakdowns.
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20. ACCOUNTS RECEIVABLE AND OTHER CURRENT RECEIVAB LES

(thousands of RSD)
December 31, December 31,
2007 2006

Accounts receivable:
- non-consolidated subsidiaries situated in
Kosovo and Metohija 871,668 873,884

- other subsidiaries 3,288 121
- domestic customers 62,459,075 53,035,115
- foreign customers 5,360,611 4,017,106
- the Resavica Coal Mine 1,166,907 1,166,907
69,861,549 59,093,133
Receivables for radio and television subscriptions 9,310,259 4,736,222
Interest receivable 350,149 416,244
Receivables from employees 632,506 920,295
Prepaid taxes and contributions 136,365 154,182
Receivables from specific operations 166,878 1,390,675
Other receivables 1,044,882 1,605,063
81,502,588 68,315,814
Allowances for bad and doubtful receivables from:
- non-consolidated subsidiaries situated in
Kosovo and Metohija (871,668) (871,668)
- other subsidiaries (370)

- domestic customers

(40,714,040)

(35,575,754)

- foreign customers (2,482,337) (2,761,523)

- the Resavica Coal Mine (1,166,907) (1,166,907)

- interest receivable (2,868) (4,756)

- receivables from employees (4,697) (5,366)

- receivables from specific operations - (32,235)

- prepaid taxes and contributions (140) (140)
- other receivables (154,160) (411,531)

(45,397,187)  (40,829,880)

36,105,401 27,485,934

The terms and tariffs associated with the supplgleétricity to customers are regulated under the
relevant resolutions of the EPS’ Board of Directoshich are subsequently approved by the
Government of the Republic of Serbia.

The accounts receivable in the country as of Deeerti, 2007 include the receivables from
domestic companies undergoing the restructuringgs® in the amount of RSD 8,841,215
thousand (December 31, 2006: RSD 10,948,645 thdysaegistered with the Privatization
Agency of the Republic of Serbia. These receivabéeg been fully provided for.
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20.

21.

ACCOUNTS RECEIVABLE AND OTHER CURRENT RECEIVAB LES (Continued)

The portion of foreign accounts receivable totallR§D 2,685,625 thousand relates to the
receivables from the Electric Power Industry of NMaegro which was collected subsequent to
the balance sheet date in accordance with the dgigen terms and a decision on the approval
of compensation arrangement with the competentsatnini The outstanding amount of foreign
accounts receivable of RSD 2,674,986 thousand yniedtte to the amounts due from the power
utilities for the former Yugoslav republics datifigm prior years and fully provided for.

The Act on Changes and Amendments to the Broadadsds of September 2005, provides that
the radio-television consumer subscriptions from ewmllected through JP EPS under the same
terms as JP EPS collects the electricity billseAth month end, based on the bills delivered to
electricity consumers for the TV subscription, thistribution companies and JP RTS settle the
accounts, whereas the monetary transfer is perfbrady. For the services of maintaining the
records and subscription collection, the Compargnigtled to 8% of collected subscription in the
relevant month.

The portion of receivables arising on the intefesth the Public Enterprise “Elektromreza Srbije”
amounting to RSD 327,785 thousand as of DecembeP@®17 relates to the interest accrued on
loans obtained from the People’s Republic of Climthe amount of RSD 258,222 thousand and
rescheduled loans from the International bank fecdstruction and Development of RSD
69,563 thousand. The principal of receivables és@nted within long-term placements (Note 18).

The receivables due from the unconsolidated sulrsédi located on the territory of Kosovo and
Metohija mostly relate to uncollected receivablesiag on the principal and interest for the
electricity delivered in the earlier period to JRKErokosmet, Pristina.

The receivables from specific operations as of Ddm 31, 2006 in the amount of RSD
1,390,675 thousand, also include the amount of R335,387 thousand relating to the advance
payment to the company Jugoelektro A.D., Beograditfe purchase of spare parts from export
with long delivery terms, intended for the capitadstoration of the Block A4 of the
Thermoelectric Plant Nikola Tesla, Obrenovac. I102Ghese advance payments were used.

SHORT-TERM FINANCIAL PLACEMENTS
December 31, December 31,

2007 2006

Current portion of receivables from JP Elektromr8thaije 996,895 803,347

Short-term deposits with banks 645,014 5,328,208
Short-term domestic loans 142,417 31,348
Short-term foreign loans 31,082 -
Other 320,282 169,618

2,135,690 6,332,521
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21. SHORT-TERM FINANCIAL PLACEMENTS (Continued)

The current portions of the long-term receivabtesif JP ElektromreZa Srbije as of December 31,
2007 of RSD 996,895 thousand relate to the matpoetons of the loan approved by the PR
China of RSD 719,719 thousand, the matured poxtiothe European Bank for Reconstruction
and Development of RSD 252,820 thousand and tharethportion of the loan extended by the
International Bank for Reconstruction and Developthw# RSD 24,356 thousand.

Short-term deposits with domestic banks are depeodth terms ranging from one month to one
year.

22. CASH AND CASH EQUIVALENTS
(thousands of RSD)
December 31, December 31,

2007 2006

Current accounts:
- in dinars 3,936,036 3,756,021
- in foreign currencies 1,070,723 4,199,586
Cash cover deposits for letters of credit 215,047 265,157
Cash on hand and other cash equivalents 83,201 329,308
Restricted funds 264,989 177,939
5,569,996 8,728,011

(174,073) (189,188)

5,395,923 8,538,823

The balances held on bank accounts in the USA, whiere frozen when the UN economic
sanctions were imposed in 1992 and balances oruatcavith domestic banks in liquidation
and/or bankruptcy were provided for due to thenitéd use and/or impaired value.

23. VALUE ADDED TAX AND PREPAYMENTS
December 31, December 31,

2007 2006

Value added tax 1,251,985 1,203,814
Receivables for natural power exchanges 194,609 26,543
Other prepayments 174,670 214,743
1,621,264 1,445,100

The amount of RSD 194,609 thousand relates towalkds for natural power exchanges and to
provisions of power to other electricity supply tgyas abroad as of December 31, 2007.
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24.

EQUITY
State-Owned Capital

The Company’s capital is state-owned. It is congati®f initial contributions, as adjusted by
revaluation using the retail price index as of Deber 31, 2000 and by the IFRS transition
adjustments as of January 1, 2004, as well asatieetfoundation of a public enterprise for the
production, transmission, distribution and sale ebéctricity, the Elektroprivreda Srbije, in
accordance with the Order of the Government ofRleeublic of Serbia effective as of July 1,
2005. In accordance with the aforecited Order,Rhbblic Enterprise, Elektroistok was separated
from EPS and as of July 1, 2005, Electroistok haerated as an independent entity, under the
name of JP Elektromreza Srbije and a new Public gamyn Elektroprivreda Srbije was
established. The abovementioned status changeOi, #0e net state-owned capital increased for
the effects of the recognition of equity investnseint the remaining 18 companies within EPS,
amounting to RSD 317,831,442 thousand and effettseparation of assets and liabilities
between the Company and JPN Elektromreza Srbij¢hén net amount of RSD 1,847,718
thousand.

The aforementioned change in organizational staassduly registered with the Serbian Business
Registers Agency on July 1, 2005, pursuant to ¢evant Decision, numbered BD 80380/2005.
The amount of monetary and non-monetary capitasailied into the Business Register totaled
EUR 4,621,609,319 as per the exchange rate inteffeof December 31, 2004, or the equivalent
of RSD 364,575,651 thousand. Consequently, the abmfucapital recorded in the Company’s
books of account was not reconciled with the amdnstdribed in the Serbian Business Registers
Agency as of December 31, 2007. the amount is stated by RSD 5,919,563 thousand.

Pursuant to the Decision of the Government of tepuRlic of Serbia on Establishment of the
Public Company engaged in generation, productiord adistribution of electricity
“Elektroprivreda Srbije,” the Company assumed h# fassets of the earlier Public Company
including the investments in the subsidiaries fadhdvith the Company assets in the prior
period. The EPS group is comprised of 12 relatetigsaentirely owned by the Company. The
Company engaged an independent appraiser in 20@0bef@urpose of appraisal of non-monetary
investment in the newly-established Public Companmkere the independent appraiser also
estimated the aforecited value of equity inter&be estimated value of equity interests in the
related parties is the carrying value of their tal@s of December 31, 2004. The amount of state-
owned balance recognized in the accompanying ciolatetl financial statements as of
December 31, 2007 of RSD 358,656,088 thousand dgdbe amount recognized by the parent
company (RSD 322,906,233 thousand) by RSD 35,783/85isand due to a difference between
appraised value of equity investments in the rdlgiarties and the respective capital of the
related parties.

Other Capital
Other capital stated in the Company’s balance sheetf December 31, 2007 relates to the
consolidated public enterprises’ sources of norratpey assets that were transferred upon the

transition to the new accounting regulations agilie in the Republic of Serbia as of January 1,
2004.
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25. LONG-TERM PROVISIONS
(thousands of RSD)
December 31, December 31,

2007 2006

Provisions for retirement benefits and anniversavards 2,791,694 971,625
Provision for litigation 666,768 580,508
Provisions for the costs of natural resource resitmn 86,013 -
Other long-term provisions - 151,870

3,544,475 1,704,003

Long-term provisions for litigations were recogrdzieased on the assessment of the legal suits
filed by creditors against the companies comprigethin EPS, as prepared by the Legal
Departments of the consolidating entities and wiaitdh expected to cause an additional outflow
of economic benefits.

Pursuant to the Energy Law and the GovernmenteoRiigpublic of Serbia Decision on founding
the Public Company engaged in generation, disidhuaind sale of electricity, the future
organization of EPS was determined. Further promsiwere not included in the consolidated
financial statements as there is no official regtring plan allowing for the reliable amount of
such provisions to be estimated.

Provisions for retirement benefits and jubilee alganf RSD 440,905 thousand were formed in
the amount of discounted present value of expeftteote payments in Thermal Power Plants
Nikola Tesla in Obrenovac. In the actuarial caltiala of long-term employee benefits the

discount rate of 10% was applied which corresporidetie average rate applied to Government
bills of the Republic of Serbia in FY 2007.

Provisions for retirement benefits and jubilee alsanf RSD 2,350,789 thousand were stated in
the amount of discounted present value of expebidare cash outflows. In the actuarial
calculation of long-term employee benefits the dlist rate of 6% was used and the expected
salary growth rate of 1% was applied. The aforeroaetl provisions were recognized in the
Mine Basins Kolubara d.o.o., Lazarevac.

For the purpose of future expenses required toneshe land under exploited open pits that will

be abandoned, to its prior condition, the subsydRB “Kolubara” d.o.o0. formed provisions in
the amount of RSD 86,013 thousand.
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26. LONG-TERM LOANS
(thousands of RSD)

Principal in Maturity Interest Rate and December 31, December 31,
Currency Currency Date Repayments Terms 2007 2006
Refinanced loans realized before the year 1990 from
the fund of:
- Paris Club of Creditors:
- Government of Austria EUR 4,101,163 March 31, 2024 Austrian Market Rate, semi-annual 324,960 326,743
- Government of France EUR 48,837,162 March 22, 2024 5.9% p.a., semi-annual 3,869,671 3,899,243
- Government of Germany EUR 30,937,815 March 22, 2024 5.5% p.a., semi-annual 2,451,395 2,462,497
- Government of Canada EUR 66,408,590 March 22, 2024 EURIBOR + 0.5% p.a., semi-annual 5,261,964 5,278,622
- Government of Switzerland CHF 87,618,184 March 22, 2024 6M LIBOR CHF + 0.5% p.a., semi-aain 4,191,847 4,319,006
- Government of USA uUsD 7,844,496September 22, 2024 5.375%, semi-annual 421,459 475,098
- Government of Russian Federation uUsD 47,041,051  March 22, 2034 0.5517% p.a., semi-annual 2,%%7,3 2,846,520
- Government of Japan JPY 2,503,112,104 March 22, 2024. 2.839% p.a., semi-annual 1,201,534 1,270,788
20,250,190 20,878,517
- London Club of Creditors usb 16,323,299 November 1, 2024 3.75% p.a. up to 1.11.20096:75% p.a. up t
1.11.2024., semi-annual 876,997 979,001
- International Bank for Reconstruction EUR 8,792,683 December 15, 20311/3 of principal - 5.44, 1/3 of principal - 5.79 -
and Development (IBRD) 5.81 and 1/3 of principal - EURIBOR, semi-
annual 696,699 706,646
- European Investment Bank (EIB) EUR 426,596 October 17, 2016 semi-annual EURIBOR 33,802 33,701
1,607,498 1,719,348
Loans from the Governments realized after
the year 1990:
- PR China realized through domestic
banks in bankruptcy usD 46,296,184 July 21, 2008 7.69% p.a., semi-annual 2,487,341 2,776,646
- Russian Federation realized through
domestic banks in bankruptcy uUsD 7,063,930 July 15, 2013 LIBOR+1.25% p.a., semi-annual 3279, 494,275
- Republic of Poland usD 44,828,288December 15, 2019 0.75% p.a., semi-annual 2,408,476 2,877,122
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26.

LONG-TERM LOANS (Continued)

Loans from Kreditanstalt fuer Wiederaufbau (Kfw)

Loans from Kreditanstalt fuer Wiederaufbau (KfW)

Loans from Kreditanstalt fuer Wiederaufbau (KfW)

Loans from European Bank for Reconstruction and
Development (1)

Loans from European Bank for Reconstruction and
Development (I1)

Loan from European Investment Bank (II)

Loan from the Development Fund of the Republic
of Serbia

World Bank

JP ElektromreZa Srbije, Beograd

Other

Loans in dinars
Ministry of Finance of the Republic of Serbia
Banks in the processes of bankruptcy and liquidatio

JP Elektromreza Srbije, Beograd (l)
Other

Portion of long-term loans due within a period
of one year:
- in foreign currencies
- in dinars

PUBLIC ENTERPRISE
ELECTRIC POWER INDUSTRY OF SERBIA

(thousands of RSD)

Principal in Maturity Interest Rate and December 31, December 31,
Currency Currency Date Repayments Terms 2007 2006
UE 31,245,615 June 30, 2013 4.32% p.a., semi-annual 2,475,784 2,917,204
UE 290,202 June 30, 2015. Variable (5,09% - 5,61%) 22,994 -
UE 9,898,267 June 30, 2020. - 784,301 -
EUR 40,604,175 March 7, 2016. 3.1%-5.793 % p.a., semi-annual 218320 2,350,311
EUR 19,327,501 September 7, 2018 3.1%-5.793 % p.a., semi-annual 1,531,438 516,093
EUR 19,600 June 9, 2027 3.879-5.248% p.a., semi-annual 3941557 825,816
EUR 3,970,792 December 31, 2007 4% p.a., quarterly - 313,693
SDR 40,777  March 15, 2025 - 3,458 -
EUR 38,228eptember 15, 2031  1/3-5.44,1/3 -5.81 and 1/3- EURIBOR 3,028 3,115
- - - - - 3,042
9,432,880 6,929,274
36,565,906 35,675,182
December 31,
RSD 1,031,534,754 2010 8.5% p.a., semi-annual 1,031,535 1,609,905
December 31,
RSD 344,231,677 2012- 1,00 344,232 345,701
December 31,
RSD 1,591,937,296 2021 8,5 NBS’s discount rate, monthly 1,591,937 1,836,912
RSD 4,599 - - 4,600 5,465
2,972,304 3,797,983
(4,159,913) (3,792,213)
(443,037) (993,334)
(4,602,950) (4,785,547)
34,935,260 34,687,618
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26.

LONG-TERM LOANS (Continued)
A. Foreign Currency Loans
1. Refinanced Loans Realized Prior to 1990 from the Fisof:

Repayments of the refinanced loans and the relatetest originated prior to 1990, which were
disbursed via various domestic banks, were frozad discontinued in 1992, upon the
introduction of the United Nations’ Sanctions agaithe Federal Republic of Yugoslavia.

1.1. Paris Club of Creditors

The repayment of liabilities arising on the refinad long-term loans from the Paris Club of
Creditors realized through domestic banks was frompon the introduction of the United
Nations’ Sanctions in May 1992. The liabilitiessamg on the debt to the Paris Creditor Club
members were recognized in accordance with the mded Minutes of the SRY Debt
Consolidation and the Law Governing the Relatioaetsvieen the Federal Republic of Yugoslavia
and Legal Entities and Banks within the Territofytee Federal Republic of Yugoslavia Being the
Original Debtors or Guarantors toward the ParishGod London Club Creditors ("FRY Official
Gazette" No. 36/2002) which are creditors or guaranto the Paris Club of Creditors and the
balance reconciled with the National bank of Serliiathe amount of 49% of the relevant
principal, based on the bilateral agreements ethtiente, the Law provided for the possibility of
the additional write-off of liabilities in three ges to the maximum amount of 66.67%, as an
additional item of the liability reschedule.

With reference to the liabilities towards the Remubf Serbia arising loans from the Paris Club
of Creditors, in 2004, the Company entered intaloascheduling agreements with Panonska
Banka and in 2006 Agreements on settlement of leeas closed with the Deposit Insurance
Agency on settling the liabilities. The aforemengd Agreements determined the debt balance
where the Republic of Serbia wrote off 51% of thempany’s debt, and the Annexes to the
Agreements dating from April and June 2006, prodifte the second tranche of the debt write-
off in the amount of 30.61%.

1.2. London Club of Creditors

The Company wrote off 62% of new principal of trebtito the London Club of Creditors as of
September 30, 2004 and reconciled the amount of préwipal based on the communication
from and annuity plans provided by the National IBaof Serbia. The effects of the
aforementioned write-off were recorded within othecome in 2005 as amounting to RSD
1,745,613 thousand. In 2006, an agreement reggltim liabilities to the Republic of Serbia was
signed with the Deposit Insurance Agency. The neddiermined principal is to be repaid in
semi-annual annuities where the first and thedast are due on May 1, 2010 and November 1,
2024, respectively. The interest of 3.75% has ldmged to the newly determined principal as
of November 1, 2005 which will continue until Noveer 1, 2009, and as of November 1, 2009
until November 1, 2024 the interest charged to phiscipal will total 6.75% annually, and will be
settled in semi-annual annuities.
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26.

LONG-TERM LOANS (Continued)
1.3. International Banks for Reconstruction and Delopment

In accordance with the Agreement entered into betvtee Government of the Federal Republic
of Yugoslavia and the IBRD dated December 17, 264 total amount of liabilities for principal,
interest and other expenses accrued up to the feb@0d, represents the principal of a new loan
which ids to be repaid to the Government of theuRdip of Serbia in semi-annual installments in
the period from June 15, 2005 to December 15, 20@llcarries a variable interest rate. On May
17, 2006, the Company entered into an agreemenescheduled liabilities with the Deposit
Insurance Agency governing the Company’s liabgitte the Republic of Serbia arising on the
rescheduled loans from the aforementioned creditoconformity with the foregoing agreement,
a portion of liabilities of 81% loan of EUR 25,0998 (EUR 20,528,101 principal, EUR 639,254
of current portions and EUR 3,882,643 of intereapproved to JP Elektromreza Srbije, was
concurrently removed from Company records, where thmaining 19% of the loan was
rescheduled for the period until December 15, 2@B&.repayment is executed in semi-annual
annuities where the first one was due on Juned®; @ith a varying interest rate.

2. Loans from the European Bank for Reconstructi@md Development
The loans from the European Bank for Reconstructimh Development (EBRD) totaling:

- EUR 100,000,000 is currently being used. The losawelown period expired on June 30,
2005 and was extended to December 31, 2007 andhatsirity is being extended until
December 31, 2009. The portion of the principak thas been used matures semi-annually
from September 7, 2005 until March 7, 2016.The rede agreed-upon is compounded at
variable rates.

- EUR 60,000,000 is currently being used. Thelfilemdline for the disbursement of assets is set
for February 28, 2008 and this deadline is beintereded to September 30, 2009. The
repayment of the principal is to be executed ingegod from March 7, 2008 until September
7, 2018. The Interest is compounded at a variaidast rate.

Based on the credit arrangement with the EBRDCitvapany is obliged to achieve the maximum
and minimum operating ratios. The Company doesaotply with the financial covenants of the
loan agreement. The Company’s management antidiph#t no restrictions may be imposed by
the EBRD due to the non-compliance with the agregmeovisions which could have material
impact on the financial standing of the Companywhich would ask for reclassification of the
aforementioned liabilities from long-term to currdéabilities.
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26.

LONG-TERM LOANS (Continued)
3. Kfw

With the German financial organization KfW finaricegreements were executed in the period
from 2003through 2005 as follows:

- The long-term loan from KfW is to be repaid ens-annual in the period between December
30, 2004 and June 30, 2013 at a fixed interestofade32% annually.

— EUR 16 million (out which EUR 9 million is not tcetrepaid) was obtained on December 24,
2003. The final date for the use of these fundseisto be June 30, 2008. The principal is
expected to be repaid in the period from DecembBer2B08 until June 30, 2015. The interest
rate is determined 2 days before disbursementsatwhbe fixed until the date KfW informs JP
EPS of the interest that applies to the entiredwairrg that will be determined once the last
loan disbursement is executed and interest rats ttalculated will apply in the entire
repayment period.

— EUR 30 million was obtained on September 9, 200% Tinal date for the use of the loan
funds is set to be December 31, 2011. The loarcipahis expected to be repaid in the period
from December 31, 21010 until June 30, 2020 freatefest.

4. Loan from European Investment Bank (1)

At March 31, 2007, the Company derecognized alits@nd liabilities arising from the approved
long-term loan obtained from the European InvestrBamk pertaining to provisions of funds for
a project of management of electric power systerSarbia and Montenegro amounting to EUR
59 million based on the agreement entered by andeem EPS and the Public Enterprise
Elektromreza Srbije on December 21, 2006. Deret¢agnrelates to the liabilities arising from
the long-term loan of RSD 367,084 thousand, adwafareproperty, plant and equipment of RSD
337,200 thousand, long-term financial placementR8D 8,801 thousand and cash held on the
current account in foreign currency amounting tdR31,083 thousand.

5. Loan from the European Investment Bank (ll)

Based on the loan on financing the project of mamtathe electric power system of Serbia and
Montenegro entered by and between Serbia and Megteron one side and European Investment
Bank on October 30, 2003, a loan of EUR 22,000,088 extended to the Company. The loan is
drawn in tranches in accordance with the Comparggsiirements, whereas the total amount can
be drawn in 11 tranches of no less than EUR 2,000,The final date for employment of the
general loan was extended from April 30, 2007 teddeber 31, 2008. At December 31, 2006, the
Company used EUR 10,6 million ( RSD 837,400 thodkaihe loan is repaid in semi-annual
installments are due on June 9, May 25, Novembearzb December 9 in the period between
2010 and 2027, at a varying interest rate.
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26.

LONG-TERM LOANS (Continued)
6. Loan from the World Bank — International Developent Association (IDA)

Pursuant to the Agreement on a development loarbigsand Montenegro Component of the
Program of Energy Community of South East EuropBerbia Project - ECSEE) executed on
September 8, 2005 between the State Union of Semii Montenegro on one side and the
International Development Association on the otli@rthe amount of SDR 13,9 million and a
Loan Subagreement signed between the Republic iiisSand the Sate Union of Serbia and
Montenegro and the Loan Subagreement executed éettve Republic of Serbia and this
Company, the Company can use the loan funds of $9)R4 million. The funds approved are
available for use until February 28, 2010. The Igamo be repaid in installments maturing on
March 15 and September 15 in the period from 20135, free of interest.

7. Loan of the Republic of Serbia Development Fund

The loan obtained from the Republic of Serbia Depelent Fund was repaid in quarterly
installments in the period from March 31, 2003 ubgcember 31, 2007 at an interest rate of 4%
annually. This loan was fully repaid at DecemberZ107.

B. Loans in Dinars
1. Ministry of Finance of the Republic of Serbia

In accordance with the Law on the Settlement olLilabilities of the Government of the Republic
of Serbia towards the National Bank of Serbia, @oenpany’s liabilities on its issued short-term
securities totaling RSD 1,899,090 thousand haven besnsformed into long-term liabilities
towards the Republic of Serbia, with maturities Becember 31, 2006, December 31, 2007 and
December 31, 2010, in the amounts of RSD 289,186st#nd, RSD 578,371 thousand and RSD
1,031,534 thousand, respectively, as issued atmamshinterest rate of 8.5%. The portion of RSD
289,185 thousand has been repaid and the portibmgfalue on December 31, 2007 is stated
within current portions of long-term loans. An amowf RSD 289,185 thousand was repaid as
well as the portion of liability amounting to RSD&370 thousand maturing as of December 31,
2007.

2. Public Enterprise ElektromreZa Srbije, Beograd

The long-term liabilities to the Public EnterpriskektromreZa Srbije, Beograd stated at December
31, 2007 in the amount of RSD 904,037 thousandesgmt the rescheduled current liabilities

based on the distribution of joint income withietBPS until December 31, 2004. In accordance
with the Settlement Balance, the aforementiondalliiees of the Company are rescheduled for a

period of fifteen years, and are to be repaid imaéinstallments commencing on June 30, 2006, at
an interest rate equaling the NBS discount rate.

The liabilities to the Public Enterprise ElektroaeSrbije, Beograd stated at December 31, 2007
in the amount of RSD 687,900 thousand represenCtmpany’s rescheduled current liabilities
arising on the agreement entered into on Novemb&0@6. In accordance with the forgoing
agreement, the aforementioned liabilities of thenfany are rescheduled for a period of five
years, and are to be repaid in equal monthly imséadts as on January 31, 2007, at an interest rate
equaling the NBS discount rate.
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26.

LONG-TERM LOANS (Continued)
B. Loans in Dinars (Continued)
3. Banks in Bankruptcy Procedure

Loan repayments to foreign creditors, for loandudlised via domestic banks that are presently
undergoing bankruptcy proceedings, and other Idema these banks, have been frozen since
1992, upon the introduction of the U.N. sancticars] specifically, as of the beginning of 2002,

when the bankruptcy and liquidation proceedingsirsgathese banks were initiated. The

Company’s management has accrued the related shtane finance charges thereto (Note 30).
However, the final reconciliation of these lialidik may have a material effect, which presently
cannot be determined with any certainty, on the @amy’s consolidated financial statements. A

portion of these liabilities was reconciled follagithe balance sheet date (see Note 38.).

Ratification of Perdap | Revitalization Agreement

Based on the agreement reached between the gowemafehe Socialist Republic of Yugoslavia
and the Russian Federation regarding the provisfidands for the revitalization and increase of
installed power of the hydro aggregate of the hyatiergy navigation system of Djerdap | from
the funds of the clearing debt of the former Solueion towards the former SFRY, on March 29,
2003, an Agreement was signed regarding the teatemn with the increase of installed power
of the hydro aggregate of hydro-energy and nawgatisystem Djerdap | number
05030856/030135-0275 with the open shareholding pemyn ,EnergomaSeksport-Silovije
masini,“ Moscow, the contractor in the value of U$00,511,390. The Agreement sets forth that
the payment is to be executed based on the intergmental Agreement on the repayment of the
clearing debt of the former SSSR towards the for®ERY. The aforementioned Agreement
between the governments was ratified in 2007.

Analysis of Drawn Funds from Approved Loans

In order to finance the specific projects to ineeg@roduction capacities in thermoelectric and
hydroelectric plants, the Company executed varloas agreements with international financial
institutions, to which the Federal Republic of Yslgwia and the State Union of Serbia and
Montenegro have served as guarantors.

Contracted Drawn Down
Creditor Currency Amount Amount
The EBRD EUR 100,000,000.00 46,564,231.25
The EBRD EUR 60,000,000.00 19,327,500.56
The European Investment Bank (EIB) EUR 22,000,000.00 17,600,000.00
Kfw EUR 16,000,000.00 290,201.93
Kfw EUR 30,000,000.00 9.898,267.22
IDA SDR 12,240,000.00 40,777.36

The maturities of the Company’s long-term loans
December 31, December 31,

2007 2006
From one to five years 10,184,331 9,171,241
Over five years 24,750,929 25,883,460

34,935,260 35,054,701
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26. LONG-TERM LOANS (Continued)

Loan analysis per foreign currencies
December 31, December 31,

2007 2006

EUR 20,767,226 19,115,079

usD 6,326,025 10,137,895
JPY 1,177,506 1,263,471
CHF 4,131,779 1,733,608
SDR 3,458 -

32,405,994 32,250,053

27. OTHER NON-CURRENT LIABILITIES
December 31, December 31,
2007 2006

Rescheduled public income liabilities
Rescheduled liabilities with respect to fees

5,280,199 6,077,288

for environmental use and protection of watspteces - 354,162
Other rescheduled liabilities 471,298 906,342
Other 107,331 134,265

5,858,828 7,472,057

Amounts due within one year:
- rescheduled public income liabilities (333,yl5 (710,116)
- rescheduled liabilities for fees on environta¢nse

and the protection of water resources - (354,162

- rescheduled liabilities to JP Srbijagas (488)0 (435,044)

- other (9,693) (10,722)
(778,452) (1,510,044)

5,080,376 5,962,013

The liabilities with reference to trade taxes aodtdbutions which remained outstanding as of
December 31, 2002 have been rescheduled to 120hioinistallments at an interest rate
equaling the discount rate prescribed by the NatiBank of Serbia.

Upon the repayment of the last installment of litibs, the Company is entitled to the write-off
of 30% and the total of interest accrued until 8efiter 30, 2003.

In accordance with the September 28, 2005 Agreenvithtrespect to the settlement of mutual
receivables and liabilities entered into between@ompany and the Public Enterprise Srbijagas,
the legal successor of NIS, the amounts of muteakivables and liabilities arising up to
December 31, 2004 between the Company and Srbiyagi@sredefined as of August 15, 2005, by
which the Company’s total debt to JP NIS amounteB$D 1,305,131 thousand. This amount is
to be repaid by the Company in 36, equal monthdyaillments, commencing in February of 2006.
During the debt repayment period, the monthly iiveents will be indexed to the movements in
the retail price index in the Republic of Serbia.
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28. SHORT-TEMR FINANCIAL LIABILITIES

December 31, December 31,

2007 2006
In foreign currencies
Current portion of long-term loans 4,159,913 3,792,213
Long-term loans from domestic banks in bankruptcy
falling due within a year 1,463,669 1,633,909
5,623,582 5,426,122
Liabilities in dinars:
Current portion of long-term loans 443,037 993,334
Current portion of other non-current liabilities 0317 1,510,041
Long-term loans from domestic banks in bankruptcy
due within one year 65,000 65,000
Short-term loans from domestic banks in bankruptcy 287,110 35,110
Liabilities arising from subscribed but unpaid istreents 25,000 190,413
Other 119,978 998
1,897,342 2,794,896
Other short-term financial liabilities:
- to banks in bankruptcy 1,278,469 1,245,704
- to other banks 1,943 2,231
1,280,412 1,247,935
8,801,336 9,468,953

29. ACCOUNTS PAYABLE

December 31,

December 31,

2007 2006
Advances from customers 1,273,844 545,220
Accounts payable:
- non-consolidated subsidiaries 26,972 443,656
- domestic suppliers 8,286,235 5,433,840
- foreign suppliers 4,870,485 4,430,403
- Public Enterprise Elektromreza Srbije 1,785,319 683,498
Liabilities for radio television subscriptions 84335 5,002,919
Other accounts payable 378,666 279,420
26,085,856 16,818,956

The liability towards the Public Enterprise “ElakinreZze Srbije” was recognized based on the fee
for the access and the use of electricity transorissystem.

For the purpose of the acquisition of equipmenarsarts, production material and services
necessary to achieve conditions for technical aotirtological unity of the energy supply system
in the Republic, harmonized development of eleityricelated activities, rational and effective
exploitation of natural resources and continuedpbupf customers with the electricity, EPS
recognized the liabilities towards creditors in ttmaintry and abroad. A portion of domestic and
foreign commitments will be settled from the loamds as stated in Note 26, and the liability
towards the Electric Power Industry of MontenegfdR&D 2,578, 000 thousand was settled by
compensations subsequent to the balance sheet date.
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30. OTHER CURRENT LIABILITIES AND ACCRUALS

December 31, December 31,

2007 2006

Matured borrowings from the Ministry of Finance
of the Republic of Serbia 905,311 905,311
Interest and financing costs accrued 2,296,963 2,220,797
Net salaries and contributions 816,525 2,323,797
Taxes and contributions on salaries payable 689,589 1,468,732
Liabilities for power exchange 97,362 74,982
Other liabilities 75,430 151,056
Deferred income from donations 13,677,239 13,288,098
Other accruals 256,172 182,368

18,814,591 20,615,141

Based on an agreement entered into with the Repablserbia Ministry of Finance in 2001, the
Company received loans from the Government in oraexssist in financing its maintenance and
repair activities. In 2002, the Company repaid RSB billion of the total initial amount of RSD
3.1 billion. This loan was extended with a matuepiring at December 31, 2001, at an interest
rate based on the NBS discount rate. On OctoberQ86 the Company and the Ministry of
Finance of the Republic of Serbia executed the i@esagreement by which the Company’s
receivables from the entity “Odbrambena indust8ihije” were ceded, by which the Company’s
portion of liabilities in the amount of RSD 667,4Bbusand to the Republic of Serbia Ministry of
Finance was settled.

In addition, the aforementioned loans accrued éstiein previous period at rate commensurate
with the NBS prime rate since the Company did eaeive from the Ministry of Finance such
computation of interest. On November 30, 2006 them@any executed the Decision on
reconciliation of mutual receivables and payabléh the Ministry of Finance of the Republic of
Serbia numbered 1-175/28, by which it was deterhitieat the Company has no liabilities based
on the aforementioned interest accrued. Accordirly Company wrote off the accrued interest
liabilities in the amount of RSD 976,288 thousaad, presented within the line item of other
income (Note 13).

The liabilities arising from interest and cost afancing as of December 31, 2007 include the
following:

- Interest accrued on the loan from the People’s Rligpof China realized via domestic
banks in bankruptcy amounting to RSD 852,070 thodisa

- Interest accrued based on other short-term finhhalzlities towards domestic banks in
bankruptcy totaling RSD 167,349 thousand (Note 28),

- Interest accrued on the electricity acquired throtlige exchange with other energy supply
systems abroad in the amount of RSD 97,361 thousand

- Interest accrued on the loans obtained from thefaan Bank for Reconstruction and
Development in the amount of RSD 83,103 thousand,

- Interest accrued pursuant to the ruling of the Cenaial Court in Belgrade based on the
legal suit of Beobanka seeking the amount of RS®3® thousand.
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30. OTHER CURRENT LIABILITIES AND ACCRUALS (Contin ued)

In the past years, the Company received funds erb#isis of financial and technical assistance
from international grantors in the European Uni8witzerland, Japan and from international
organizations, which were initially recognized afedred income. The recognition of income is
performed on a systematic basis during the usefoh@mic life of the respective assets, in the
period in which the corresponding expenses assatiith the use of such assets were recorded.

31. VALUE ADDED TAX AND OTHER DUTIES PAYABLE

December 31,

December 31,

2007 2006

Value added tax 3,233,774 2,359,456

Sales taxes - 841
Fees for environmental use and protection of water

resources, municipal land and other public resesi 206,511 278,554

Other 673,580 390,711

4,113,865 3,029,562

Liabilities arising from VAT presented relate t@tfuture period taxes paid upon the deduction of
previously owed value added tax.

32. OFF-BALANCE SHEET ITEMS

2007 2006
Estimated war damages 4,629,294 5,024,160
Liabilities for guarantees issued and other forms
of securities against JP EPS liabilities of 2,988,781 2,100,925
Ceded buildings of social standard 392,929 392,929
Blanco solo bills issued 21,709,465 22,424,029
Written-off equity investments 825,265 821,009
Deferred tax assets 4,789,964 1,351,221
Other off-balance sheet items 8,963,430 7,265,378
44,299,128 39,379,651

33. CONTINGENT LIABILITIES
Litigations

As of December 31, 2007, the estimated amount @@l damages arising from litigations filed

against the Company totaled RSD 3,138,190 thoug¢Bedember 31, 2006: RSD 3,376,732
thousand). The amount of potential final lossesimgi on litigation may be increased by the
amount of penalty interest up to the date of theckesion of such legal proceedings, or up to the
date of final settlement. As of December 31, 20 Company recognized a provision for
potential losses arising from litigation in the amb of RSD 666,768 thousand (December 31,
2006: RSD 580,508 thousand).
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33.

34.

CONTINGENT LIABILITIES (Continued)
Litigations (Continued)

The Company’'s management judges that the remaioflethe proceedings filed against
Enterprise, for which a corresponding provision has been made, will not have a materially
adverse effect on the financial position of the @any.

Environmental Protection

The Company’s Business Plan determines the amolP&’ investment in environmental
protection activities (e.g., the installation ofsléphurization equipment, the disposal of ash and
coal mining scrap, the stabilization of the terramd land surrounding dams, the protection of
ground waters and similar natural resources). Fpeetive provision has not been made in the
Company’s books of account, since EPS’ managemlgep that all future expenses will be
directly attributable to assets purchased for thp@ses of environmental protection.

OPERATING RISKS
Foreign Exchange Risk

The Company enters into foreign currency transasti;m connection with the purchase of
equipment and the settlement of sales revenue xgmehses. In addition, a significant portion of
the Company's borrowings is denominated in foraigrrencies. In the absence of an active
market, the Company does not use financial hedgisguments in an effort to decrease its
foreign exchange exposure.

Interest Rate Risk

The exposure to interest rate risk relates to tyesipility that the value of the Company's debts
will fluctuate due to the changes in market interates. As of December 31, 2007 and 2006, the
Company’s total interest-bearing loans represenertitan half of the Company’s total liabilities.
In the absence of an active market, the Companyg dotuse financial hedging instruments in an
effort to decrease its interest rate exposure.

Credit Risk

The Company is exposed to credit risk in the instanin which its customers default on their
obligations. The Company’s exposure to credit iiskmited to the carrying value of accounts

receivable and other receivables. Accounts reckvabrrespond to a significant number of

customers and have normal credit terms, and thesintlividual concentrations of credit risk are

not considered significant. Accounts and other ived#es are presented in the accompanying
consolidated financial statements net of allowarfoedad and doubtful receivables, which are
estimated by the Company’ management based onrib@t@xperience and present economic
conditions.

Taxation Risks
The Republic of Serbia tax legislation is subjectarying interpretations, and legislative change

occur frequently. The fiscal periods remain operesiew by the tax and customs’ authorities
with respect to tax liabilities for a period of éyears.
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35.

36.

LOSSES OF ELECTRICAL POWER

Throughout the normal course of business, the Cagnracurs substantial technical and non-
technical losses of electrical power. Technicaséssarise upon the transmission of electricity, as
well as upon the change from one voltage to anoten-technical losses represent the electricity
consumed by customers which the Company is unabtientify and invoice. For the year ended
December 31, 2007, the Company’s management hesagstl the total loss of electricity of
14.17% or 4,456 GWh (FY 2006: 4.91% or 4,430 GWIhjclw represents the total difference
between purchased and sold electricity and inclaeeesnical and non-technical losses. Pursuant
to the management’'s assessment, electricity thpeftscipate 1.5 to 2% in the total losses in
distribution.

COMMITMENTS

As of December 31, 2007 the Company’s commitmeateth on the agreed-upon investments
were as follows:

Realized up to

Supplier Contracted Value December 31, 2006 Commitments
MINEL Elektrogradnja DV 516,482 271,254 245,228
Simens ag 2,704,963 1,716,158 988,805
GOSA FOM 2,424,628 981,529 1,443,099
VA Tach Hydro GmbH 5,193,502 - 5,193,502
Takraf GmbH 744,820 51,469 693,351
GOSA FOM 87,160 - 87,160
GOSA Montaza 134,702 24,470 110,232

Engineering Dobersek and Mdller
Materials Handling GmbH 1,862,797 82,189 1,780,608
ThyssenKrupp Fordertechnik GmbH 652,157 - 652,157
MAG Intertrade Holding 349,268 - 349,268
ThyssenKrupp Fordertechnik GmbH 1,768,552 166,232 1,602,320
Sagem sommunication 378,199 365,770 12,429
MAN TAKRAF Fordertechnik GmbH 570,501 80,880 489,621
FAM 2,720,179 111,609 2,608,570
MAN TAKRAF Fordertechnik GmbH 586,348 219,663 366,685
Telefonija ad 158,963 73,169 85,794
ABB Automation GmbH 292,037 43,914 248,123
21,145,258 4,188,306 16,956,952

In addition to the aforedescribed, JP EPS execatgeéements for the purpose of acquiring
property, plant and equipment for the account ef Rublic Enterprise “ElektromreZa Srbija,” a
legal successor of the Public Enterprise “Elektods which operated within EPS until June 30,
2005, which amounted to RSD 1,084,777 thousandfd3eoember 31, 2007. The process of
amending the agreement signed with the suppliergoofls and services, as well as with the
international financial organizations is underwayyen that acquisitions for the benefit and
account of the Public Enterprise “Elektromreza farbiare financed from the international loans.
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37.

TRANSACTIONS WITH UNCONSOLIDATED SUBSIDIARIES

Unconsolidated subsidiaries include the enterpkistubara d.o.o., Srpsko Sarajevo, which is
fully-owned by the Company, and enterprises on tédreitory of Kosovo and Metohija (JP
Termoelektrana “Kosovo”, Obdj JP Rudnik uglja “Kosovo”, Obitiand JP “Elektrokosmet”,
Pristina), over which business the Company hashadtadministrative and managerial control
from the year 1999.

a) Unconsolidated subsidiaries under the Company’'sontrol

Balance Sheet

December 31, December 31,
2007 2006
Equity investments
- Kolubara d.o.0., Srpsko Sarajevo 218 218
218 218
Total receivables - 218
Accounts receivable
Total payables - -
Receivables, net 218 218

Within long-term financial placements and shortrtefinancial liabilities, the Company also
presented subscribed but unpaid contributions, ite liabilities thereof, as presented in the
following table:

December 31, December 31,
2007 2006
Liabilities for subscribed, but unpaid capital
(Note 28)
a) Investments in unconsolidated subsidiaries
- Kolubara Metal d.o.o., Vreoci - 834,953
- Toplifikacija d.o.o., Lazarevac - 47,939
- 882,892
b) Investments transferred to the Republic of Serla
Government
- Kolubara Usluge d.o.o., Lazarevac - 90,000
- EDB Javno osvetljenje d.o.o., Beograd ,006 50,205
- Elektrodistribucija izgradnja d.o.o., Bgad - 15,558
25,000 155,763
25,000 1,038,655
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37.

38.

TRANSACTIONS WITH UNCONSOLIDATED SUBSIDIARIES ( Continued)

Investments transferred to the Republic of SerlmaegBhment relate to the investments transferred
in 2005 at no cost and relate to equity investmemtsubsidiaries whose primary business
activities are not directly involved in the transsion and distribution of electricity. According to
the provisions of its founding acts, the Companghbged to settle subscribed, but unpaid capital
in the period of several years. The Company's mamegt believes that remaining portion of
these liabilities will be addressed in the follogiyears.

b) Unconsolidated subsidiaries from the territory ¢ Kosovo and Metohija

Balance Sheet

December 31, December 31,
2007 2006
Long-term financial placements - 528
Receivables 871,668 873,884
871,668 874,412
Allowance for impairment:
- long-term financial placements - (528)
- accounts receivable (871,668) (871,668)
(871,668) (872,196)
Accounts payable (26,972) -
Receivables and payables, net (26,972) 2,216
Income Statements
2007 2006
Income from the sale of services - 231
- 231
Expenses based on other services - (127,178)
Staff costs and other operating expenses (3,121.,4 (4,040,903)
(3,701,412) (4,168,081)
Expenses, net (3,701,412) (4,167,850)

POST BALANCE SHEET EVENTS
a) Discounts Granted

Following the balance sheet, the Board of Direcaracted a Decision on granting a discount in
the amount of 35% price effective from March 2008he following customers:

- A tariff customer — beneficiary of financial suppentitled to a decrease in price by certain

tariff components for the element of “active enérgy the monthly consumption which does
not exceed 450 kwWh; and

54



PUBLIC ENTERPRISE
ELECTRIC POWER INDUSTRY OF SERBIA

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (ADJ USTED)
December 31, 2007
All amounts expressed in thousands of RSD, untasswise stated

38.

POST BALANCE SHEET EVENTS (Continued)
a) Discounts Granted (Continued)

- To a tariff customer with inadequate means of supplee Company allows a decrease in the
tariff based on the rational consumption (“greeme?d for the tariff element of “active
energy” for the monthly consumption that does aeed 350 kWh.

b) Relations with the Public Enterprise Elektromrezalfje

In accordance with the acts of the Energy Agencyhef Republic of Serbia enacted with the
consent of the Government of the Republic of Seridacision on the Methodology for
Determining the Tariff Elements for Calculating tRee for Access to and Use of Electricity
Transmission System, “Official Gazette of RS” numsb@&8/06 and 18/07), the Public Enterprise
Elektromreze Srbije from Belgrade bills the bussesntities involved in the distribution of
electricity, given that justified operating expessincurred in performing the aforementioned
activity also include the cost of services for tise of electricity transmission system.

In addition, for all costs of system services perfed that include costs of services of regulating
the frequency and exchange power (primary, secgratat tertiary regulations) and regulation of
voltage and reactive power, as well as for the gdtem of loss incurred in the transmission
system in accordance with the Decision on the Mitlagy for Determining the Tariff Elements
for Calculating the Fee for Access to and Use ddcticity Transmission System “Official
Gazette of RS” numbers 68/06 and 18/07), the Compaill charge the Public Enterprise
“ElektromreZe Srbije,” Belgrade.

c) Change of the Legal Form

After the balance sheet date, the Owner intendhamge the legal form of the Public Company.
Namely, pursuant to the Law providing for the righib shares free of charge and monetary
compensation payable to citizens in the privatiraprocedure (“Official Gazette of RS” number
123/07), citizens are entitled to the monetary pensation based on the sale of shares or equity
investments recorded in the Privatization Registigintained in accordance with the Law on
Privatization (“Official Gazette of RS” numbers 88/ 18/03 and 45/05) and transfer of shares of
the company and business entities provided foris flaw free of charge (hereinafter: “share
transfer”). The holders of rights are entitled tee tdistribution of shares free of charge
(hereinafter: “free shares”) in the Public CompéaBiectric Power Industry of Serbia,” Belgrade,
i.e., to the distribution of shares issued by thenganies working in public interest, where the
capital for the acquisition of shares free of clkasgnounted to 15% of the core capital of each
company.
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38.

POST BALANCE SHEET EVENTS (Continued)
¢) Change of the Legal Form (Continued)

In addition, company employees and former employekswing the privatization also have the
right to share transfer free of charge in the amadrEUR 200 for each whole year of service
with the company at issue, which is not to excebdy@ars, calculated in accordance with the
market value of the balance of the company capital to the privatization as translated in the
dinars at the official exchange rate publishedH®y National Bank of Serbia as of the valuation
date. The terms employee and former employee radagenployees and former employees of JP
EPS, as well as employees and former employedsedPublic Enterprise “ElektromreZa Srbije”
from Belgrade, Public Enterprise for undergroundl@xploitation “Resavica,” Public Enterprise
Open Pits “Kosovo,” Public Enterprise Thermal PoR&nts “Kosovo” and the Public Enterprise
“Elektrokosmet,” as well as their legal predecessdhe capital stated in shares and transferred
free of charge to employees and former employees dot represent a portion of capital to be
transferred to citizen in the form of shares aee fof charge.

The transfer of shares to employees and formerarapk of a company is to be executed within
six months upon the privatization of the companysatie pursuant to the Government act. The
final date for the registration of citizens entitleo the monetary compensation and transfer of
shares free of charge and employees and formeogegs in JP EPS is set to be July 30, 2008.

d) Company Establishment

Following the balance sheet date, on March 6, 20@8Company’s Board of Directors enacted a
Decision on Joint Investment in the establishmdré company for the construction of hydro-
electric plants, generation and trade in electriciidroelektrane Gornja Drina”, d.o.o0. Ea,
located in the Republic of Srpska, Bosnia and Hgema with the following strategic partners:
— Mixed Holding “Electric Power Utility of the Republof Srpska” — Parent Shareholding
Company domiciled in the Republic of Srpska, Trgband
— A Subsidiary of Mixed Holding Power Utility of th®epublic of Srpska, Trebinje -
“Hidroelektrane na Drini,* a shareholding comparyniciled in ViSegrad, the Republic of
Srpska, Visegrad.

Based on the monetary contribution in the coretahpf the newly established company, JP EPS
will acquire a 50% equity stake in the start-upe(tbtal of CM 100,000), while the remaining
founders will become owners of 25% equity stakehe&eior to the issuance of Decision, the RS
Government granted its consent to the investmetti@fIP EPS capital into the start-up (Official
Gazette of RS number 29/08). The establishmentn&vaentity is expected to cover a portion of
a lacking electricity of JP EPS and to enable ogtimanagement of the upper part of the Drina
River, whereby the expenses that are incurred spouaring reserves of power in the exploitation
of both electric power systems will decrease arettatity surplus will be sold under most
favorable conditions.

In addition to the aforementioned, in the reportiagiod, the Company and the City of Novi Sad
both showed great interest for the establishmenta gbartnership relation reflected in the

establishment of a joint company, whose capitatease would provide for the funds necessary
for the reconstruction of the existing plant, ifer, the construction of a new plant for combined

production of thermal and electric energy. The mem-to-be harmonized the draft of the

Agreement on the Establishment of a Company for i@oeud Production of Thermal and Electric

Energy “Energija Novi Sad“ a.d. Novi Sad.
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38.

POST BALANCE SHEET EVENTS (Continued)
d) Company EstablishmerfContinued)

In the stage of capital increase, JP EPS and tlyeo€Novi Sad will, in addition to the monetary
contribution, make contribution in kind (the exmgficapacities, land and infrastructure), while the
strategic partner would make cash contribution, #mg it would acquire equity interest in the
newly-founded entity in proportion to the capitavésted. The information on the aforementioned
activities was adopted by the Board of Directorsl @ubmitted to the RS Governments for
deliberation.

e) Agreement on the Non-Repayable Financial Assistance

Following the balance sheet date, and based oRreaninary Agreement between SRY and the
EU Commission, an Agreement was closed with theopean Agency for Reconstruction
regarding the non-repayable financial assistandgli® 28 million necessary for creating the ash
removal system in the Thermal Power Plant Nikolaldeblock B.

f) Methodologies Used to Determine the Tariff Elemeifits Computation of Electricity Fee

In 2006, pursuant to the Energy Law, the Energynsgeof the Republic of Serbia enacted
methodologies applied in determining tariff factorBuencing the price of electricity produced,
price of electricity charged to the tariff consusjahe prices of access to and use of electricity
transmission and distribution system by applying ‘txpense plus” regulation methodology, in
effect from April 1, 2008. The methodology is ugeddetermine the cap of revenue realized in
the regulation period, i.e., the price covering jingifiable operating costs incurred by EPS and
its subsidiaries engaged in generation of eletyrielectrical and heating power in the combined
process, wholesale and retail of electricity, ardovery of the assets engaged in electricity and
thermal power generation.

g) Liabilities towards Banks in Bankruptcy

The repayment of loans from foreign creditors, iveal via domestic banks now in bankruptcy,
and other loans from these banks was suspendéaé petiod from 1992, when the United Nation
sanctions were imposed, until the beginning of 20@fich is when the bankruptcy and
liquidation proceedings were initiated in these Ksarmhe Company’s management reached an
agreement with the relevant banks in bankruptcyh e consent of the Deposit Insurance
Agency, that the debts which JP EPS had towardbahks in bankruptcy be calculated pursuant
to the “Program of the RS Government for settlintginal debts” dating from 2001, and in
accordance with the aforementioned Program, afsignt portion of debt was written off and the
balance of the amounts owed by EPS and its subsislidowards the banks in bankruptcy was
reconciled as of March 31, 2008. Individual agreetmievere signed with Beogradska banka AD
Beograd — in bankruptcy, Beobanka AD Beograd bankruptcy, Investbanka AD Beograd — in
bankruptcy and Jugobanka AD Beograd — in bankrupicyuly 24, 2008 with the consent of the
Deposit Insurance Agency. The total amount of aeltstanding amounted to EUR 18,995,257,
USD 23,274,278 and RSD 549,661 thousand to bedéapdi2 - 36 installments, with no more
than 12-month grace period and interest in the ainoiu 1% - 8.5%. The loans are securitized by
blank solo bills issued.
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38. POST BALANCE SHEET EVENTS (Continued)
h) International Financial Reporting Standards

On February 12, 2008, the Ministry of Finance of the Republic of Serbia enacted a Decision on
the issuance of International Financial Reporting Standards whereby a translation of effective
International Financial Reporting Standards and International Accounting Standards issued by the
International Financial Reporting Interpretations Committee Foundation whereby conditions for
the mandatory application of IAS and IFRS have been achieved.

39; EXCHANGE RATES

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

December 31, December 31,

2007 2006

USD 53.7267 59.9757
EUR 79.2362 79.0000
GBP 107.3080 VIR BSTT
CHF 47.8422 49.1569

,r" On behalf j
tJ General Manager
v Vladimir Dordevi¢
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