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1.2 Letter of the Management Board

Solid foundations, good outlook for the future

In the days when we are completing the
preparation of the annual report of the HSE
Group and the HSE Company for 2019, we have
already taken a deep step into the new twelve
months of production, sales, trading, and above
all new projects and objectives to which we
have committed in the past period. Numerous
positive decisions, encouraging business
results, an ambitious five-year development
plan, and above all the irresistible desire to
become and remain one of the largest and
most successful Slovenian business groups,
accompany us at every step of this path.

We will remember 2019 for the completed consolidation
of the HSE Company's financial position. Indeed, we
successfully refinanced loans and saved a lot on financ-
ing costs. The Group's indebtedness towards banks has
therefore lowered by seven per cent. This is why Moody's
has improved our rating from Ba2 to Bal, which confirms
our success in meeting the set goals and growth of our
reputation in the international environment, while also
making us one of the best Slovenian companies. By im-
proving risk management, we have achieved a record re-
sult on the sales and trading part. At the end of the year,
we received the consent of the Slovenian Competition
Protection Agency for the implementation of vertical in-
tegration together with the companies Elektro Celje, Ele-
ktro Gorenjska and Elektro Primorska.

Our power plants produced 7.2 TWh of electricity last year,
which is two percent less than in 2018, mainly due to poor
hydrological situation in the first three quarters of the
year and due to operating restrictions in the coal mine
and unforeseen shutdowns of Unit 6 in TES. Most of the
quantity, similar to previous years, was produced by the
Drava power plants and the Sostanj thermal power plant.
The HSE Group, with a 65% share in total electricity gen-
eration in Slovenia, remains the largest domestic producer
of electricity and the largest, more than 70%, producer of
environmentally friendly electricity from renewable sourc-
es. The image of the running year is somewhat damaged
by worse hydrology, smaller coal excavation than planned
and the unplanned shutdown of Unit 6 in TES. But 2019

Stojan Nikoli¢, M.Sc.
Managing Director of HSE

Our power plants have
produced

7.2 TWh

of electricity

Vv

The largest domestic
producer of electricity

with a 65%

market share

Vv

We produce

70%

of electricity from
renewable sources
in Slovenia
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Viktor Vracar, Ph.D.

Business Director of HSE

has nonetheless been a year of many superlatives for the
HSE Group. We generated more than EUR 1.7 billion in net
sales revenue, the highest in HSE's history of existence,
and the highest EBITDA in the last five years, which was
as much as EUR 160.6 million. This result was possible
thanks to reliable production of power plants, record sales
of electricity and cost-effective refinancing of loans. We
are present in twenty-five markets where we sold 34 TWh
of electricity in 2019, representing 98 per cent of all net
sales revenue of the HSE Group. The efficient system of
monitoring the exposure to key risks enabled us to take
timely measures for risk management at the level of the
HSE Company and the HSE Group throughout the year.

We have realized more than EUR 1.7
billion of net sales revenue, which is
the largest number in the history of
HSE, and the highest EBITDA in the
last five years, which amounted to as
much as EUR 160.6 million.

«

Mirko Marinc¢ic, M.Sc.
Business Director of HSE
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In the HSE Group, we spent almost EUR 41 million on
investments last year, most of the funds were aimed at
increasing the safety and reliability of electricity gener-
ation. Associates of HSE and Drava power plants Maribor
conducted a joint project of updating the software and
hardware of the production control center for the whole
group in Maribor last year. Upgrading the management
centre with modern digital tools improves the planning,
management and analysis of production in the HSE Group.

In mid-2019, the So&tanj thermal power plant decided to
start preparations for the co-incineration project of alter-
native fuel from non-hazardous waste. It is important to
be aware of the big problem in Slovenia’s waste manage-
ment and to work together to ensure that we produce as
little waste as possible — and to use it properly in such
a way as to minimise environmental interventions. We
named the project SOEN - SOseZig za ENergijo - and paid
special attention to communication with the local com-
munity, as acceptability in the local environment is key to
the success of the project.

We also pay a lot of attention to our employees. We take
care of safety and health at work, constantly invest in
development and education, pay attention to the coordi-
nation of family and professional life, and through many
internal initiatives and events we strengthen the connec-
tion between employees. All of the above is also reflect-
ed in the positive trend of the ratio of organizational cli-
mate, satisfaction and commitment of employees.

Annual Report of the HSE Group and HSE Company 2019

Last year, the HSE Group spent
almost EUR 41 million on investments,
most of these funds were earmarked
to increase security and reliability in
the production of electricity

The objectives we will pursue in the period from 2020 to
2024 that are described in the development plan agreed
by the HSE Supervisory Board at the beginning of 2020,
focus on three main development orientations: raising
the cost efficiency and flexibility of the existing produc-
tion portfolio; increasing production volumes and lower-
ing the average production price of our product portfolio
and reducing dependence on the wholesale market while
simultaneously raising the added value of the production
portfolio and the whole HSE Group with new products.
We begin this interesting period with the eagerly expect-
ed gradual entry to the retail electricity market. The pro-
ject, which has been “in preparation” for more than ten
years, provides advantages for everyone: the HSE Group
will gain access to final customers which will contribute
to the growth of business performance indicators, and
the Slovenian electricity market will get a new competi-
tive player with almost twenty years of experience in the
field of sales and trading of electricity.

an increase in cost
efficiency
and
flexibility of the existing
production portfolio

an increase lesser
in the volume of dependency on
production the wholesale market
and a with a simultaneous

reduction of the average
production price
of our production
portfolio

increase in the added value
of the production portfolio
and of the entire HSE
Croup with new
products
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The growth and development of the HSE Group thus re-
main an imperative and a constant point of our direction.
The National Energy and Climate Plan of the Republic of
Slovenia (NEPN), adopted in the beginning of 2020, is not
doing us any favours. On the contrary, it poses challenges
related to the effective achievement of the set develop-
ment goals in the field of renewable energy sources, the
construction of new gas-steam power plants to replace
electricity from coal Units and the plan to abandon the
use of domestic coal for electricity generation. We still
hope and believe that new reasonable decisions will be
taken in this area and we will begin concrete activities
in the construction of hydroelectric power plants on the
central Sava river in 2020, a project that can reunite per-
sonnel, professional and technical potential of both “pil-
lars” of the Slovenian energy industry.

The foundations on which we build and continue to build
our reputation and position as one of the largest and most
successful groups in Slovenia are therefore solid and sta-
ble. On their basis, we will use all internal potential, while
building partnerships outside our group, we will lead and
direct the transition of the Slovenian energy industry to
carbon neutrality.

We, the employees, owners, supervisory board, compa-
nies, banks, business partners and local communities
are on this journey together and we would like to thank
everyone for following our work, supporting our plans and
motivating us to achieve the goals we have set.

Ljubljana, 10 April 2020

«
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of one of the largest and
most successful groups
in Slovenia are solid and
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1.3 Report of the Supervisory Board

1.3.1 Manner and extent of
verification of management
and operations of the
Company HSE in financial
year 2019

In 2018, the HSE Management Board met at
a total of eighteen meetings, eight of which
were ordinary, four extraordinary, while nine
were correspondence meetings.

The HSE Supervisory Board was regularly informed
about the operating results of the HSE Group and the
HSE Company and the implementation of resolutions of
the Supervisory Board, discussed the legal transactions
and the issues of subsidiaries, for which a prior consent
of the Supervisory Board had to be obtained under the
Articles of Association, the legal transactions between
the companies HSE and PV that needed the approval of
the Supervisory Board in accordance with the Slovenian
Sovereign Holding Act (ZSDH-1) and other business and
strategically important areas that have a significant im-
pact on the medium-term and long-term interests of the
HSE Group and the HSE Company. On a regular basis, the
Management Board informed the HSE Supervisory Board
about the development of the vertical integration project,
the operations of the HSE Group and the HSE Company
and the reports on the implementation of the measures
for optimisation and streamlining of operations, liquid-
ity, borrowing, receivables, reports on risk management
in the HSE Group, covenants of HSE or other companies
within the HSE Group under bank agreements and the im-
plementation of decisions of the anly shareholder. It gave
its consent for the Business Plan of the HSE Group and
HSE Company for 2020 with an additional indicative plan
for 2021 and 2022 and for the HSE Group Development
Plan 2019-2023 with a view to 2030 and already in January
2020 gave consent for the HSE Group Development Plan
for 2020-2024. It approved the 2018 Annual Report of
the HSE Group and the HSE Company. On the basis of the
opinion of the Audit Committee of the Supervisory Board
of HSE, it proposed to the founder to appoint Deloitte
revizija d.o.o. as the auditor of the financial statements
of the HSE Group and HSE Company for 2019-2021, and

Tomaz Besek
Chairman of the Supervisory Board of HSE d.o.o.

gave consent for the Rebalance of the Internal Audit Ser-
vice (IA Service) work plan for 2019, approved the Annu-
al Work Plan of IA Service for 2020 in January 2020 and
regularly took note of the audits of this service and of
the quarterly Reports on the work of the Internal Audit
Service. It issued two authorizations to the Fraud Pre-
vention and Detection Service (SPOP) to conduct forensic
investigations in connection with accusations of alleged
irregularities from anonymous reports. In 2019, the HSE
Supervisory Board increasingly focused its activities on
the supervision of the liquidity position and borrowings
of the HSE Company and the HSE Group, whereby it paid
special attention to the monitoring of the situation in
the PV companies and TES. The Supervisory Board has
implemented the necessary personnel procedures for the
appointment of a three-member management of HSE.
In scope of its supervision function, the HSE Supervisory
Board collected answers to the additionally posed ques-
tions that supplemented the material for the Superviso-
ry Board meetings. The HSE Supervisory Board assesses
that it acted to the benefit of the HSE Company and the
HSE Group on the basis of the information and reports
submitted by the Management Board, within the frame-
work of its powers and competence that are laid down by
law and the Articles of Association. The Company’s man-
agement regularly acquainted the Supervisory Board with
the founder’s decisions, significant projects, court/arbi-
tration proceedings and fundamental events in the HSE
Company and the HSE Group. In January 2020, the Super-
visory Board conducted a self-assessment and adopted
proper measures. In all cases of a conflict of interest in
decision-making, the members of the Supervisory Board
exclude themselves.

01 Introduction
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1.3.2 Operation of the HSE Supervisory

Board Audit Committee

In 2019, the Audit Committee of the Supervisory Board
of HSE d.o.o. operated in the following composition:
Barbara Gorjup, M.Sc., Chairperson (Master of science /
ISCED 7/2), Bostjan Markoli, Ph.D. (Ph.D. / ISCED 8), Maja
Zaman Groff, Ph.D. external member (Ph.D. / ISCED 8),
Bostjan Jancar (M.Sc. / ISCED 7/1).

In 2019, the Audit Committee met in seven regular ses-
sions, two extraordinary sessions and held two corre-
spondence sessions in which, as a rule, all members of
the Audit Commission of the Management Board of HSE
d.o.o., were present or voted by delivering a ballot to the
Chairperson of the Audit Committee. The Superviso-
ry Board members who were not members of the Audit
Committee were informed about the work of the Audit
Committee in @ manner that enabled an insight into the
minutes of the meetings and the Chairperson of the Audit
Committee regularly reported at the Supervisory Board
meetings on the work and findings of the Audit Commit-
tee. The Audit Comittee discussed issues in accordance
with the Companies Act (ZGD-1), Recommendations for
the Work of Audit Committees, Rules of Work of the Au-
dit Committee, the Audit Committee’s 2019 work plan,
and the HSE Supervisory Board’s decisions.

The Audit Committee was regularly acquainted with the
interim and quarterly reports on business operations of
the HSE Company and the HSE Group and paid undivided
attention to the financial and accounting data, liquidity,
borrowings and fulfilling obligations to banks, and regu-
larly monitored the interim reports on risk management
relating to the HSE Company and the HSE Group, as well
as quarterly reports of the IA Service.

In 2019, the Audit Committee was informed about the
annual report of the IA Service for 2018 and its plan of
activities for 2019. Throughout the year it regularly took
notice of the quarterly reports on the work of the IA Ser-
vice and the reports on the implementation of its recom-
mendations.

In 2019, the Audit Committee conducted several meetings
with the auditors of the audit company KPMG Sloveni-
ja d.o.o., both during the pre-audit and during auditing
of the financial statements, in which it actively partici-
pated in determining the areas of audit, monitored the

independence and quality of the work of the current au-
ditor, and briefed on the progress and key findings of the
pre-audit/audit of the financial statements of the HSE
Company and the HSE Group. It reviewed the unaudited
and audited 2018 Annual Report of the HSE Company and
the HSE Group including the opinion of the independent
auditor. It prepared the report on its work in the year 2018
with the assessment of the annual report of the HSE
Company and the HSE Group for 2018. It was also kept up
to date with the findings and recommendations stated in
the management letter that the audit firm prepared and
with the response reports.

The Audit Committee participated in the elaboration of
technical specifications, focusing on transparent and
non-discriminatory selection criteria, the joint procure-
ment for the performance of auditing financial state-
ments and the annual report of the group and individual
companies of the HSE Group for the financial years 2019,
2020 and 2021 and actively participated in the entire se-
lection process of the statutory audit firm. It proposed
to the Supervisory Board of HSE d.o.0. to propose to the
founder to appoint the company DELOITTE Revizija d.o.o
as the auditor of the financial statements of the HSE
Company and the HSE Group for 2019 - 2021. The audit
firm DELOITTE revizija d.o.0., which was appointed dur-
ing the Shareholders Meeting, signed an independence
statement, which the Audit Committee monitored on a
periodical basis and verified through the reporting sys-
tem. In 2019, the audit company DELOITTE Revizija d.o.o.
carried out permitted non-audit services in the HSE Group
on a very small scale, and did not provide non-legal audit
services. Its objectivity and independence were not jeop-
ardised in the opinion of the Audit Committee. The Audit
Committee also discussed the contract for the audit of
the annual report of the HSE Company and the HSE Group
for 20189.

The Audit Committee was also informed about the start-
ing points and the business plan of the HSE Company and
the HSE Group for 2020 and the planned risks of the HSE
Company and the HSE Group for the business plan for
2020. The Audit Committee adopted the action plan of
the Audit Committee for 2020 and conducted a self-eval-
uation of its work for the previous year and thus estab-
lished the foundations of its work in the following year.
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1.3.3 Operation of the HSE Supervisory

Board Personnel Committee

In 2019, the permanent HSE Supervisory Board Personnel
Committee operated and held eleven sessions, six regular
sessions, four extraordinary sessions and one correspond-
ence session, aimed at offering professional assistance
to the Supervisory Board while managing two procedures,
the procedure for selecting and appointing the CFO and

CEO with two full terms of office that was completed in
March 2019, and following the adoption of the new Act
establishing HSE d.o.o0. dated 28 March 2019, the process
for the selection and appointment of a full-term business
director, which was completed in June 2019.

1.3.4 Operation of the HSE Supervisory

Board Restructuring Committee

In 2019, the permanent HSE Supervisory Board Restruc-
turing Committee operated and met for four regular ses-
sions and one extraordinary session. The Committee act-
ed as the expert support group to the Supervisory Board
in the field of restructuring. It discussed the issues in ac-
cordance with the Rules of Procedure and the decisions
of the HSE Supervisory Board. It was regularly informed

about the restructuring action plan of the HSE Compa-
ny and the Group. It also discussed the assumptions of
the long-term plan for the PV Group and the Company,
the Business Plan of the HSE Group and the Company for
2020 with an additional indicative plan for 2021 and 2022
and a renewed Restructuring Action Plan.

1.3.5 Operation of the HSE Supervisory

Board Marketing and Investment

Committee

In 2019, the permanent HSE Supervisory Board Marketing
and Investment Committee operated and held three reg-
ular meetings and one meeting by correspondence. The
Committee acted as the expert support group to the Su-
pervisory Board in the field of marketing and investments,
it discussed the issues in accordance with its Rules of pro-
cedure and the resolutions of the Supervisory Board. It got
acquainted with the HSE Group and Company business
plan for 2020 with an additional indicative plan for 2021
and 2022, in the framework of which the greatest empha-
sis was placed on investment. It gave a positive opinion

1.3.6 Opinion on the Management's
work in 2019

In accordance with the law and good practice in the year
2019, the HSE Supervisory Board comprehensively super-
vised the management and operations of the HSE Group
and Company. The Management Board members partici-
pated in the meetings of the HSE Supervisory Board, ex-
tensively reported on each item in cooperation with the
heads of other professional services of the HSE Company
and answered the questions additionally posed by the
Supervisory Board members. Regular communications
between the Management Board and the Chairman of
the Supervisory Board were maintained also outside the
meetings of the Supervisory Board. The HSE professional

on the investment programme “Renovation of secondary
systems at the facilities of the Mariborski otok HPP, the
Dravograd HPP and the Vuzenica HPP”. It got acquaint-
ed with information on electricity trading, on the sale of
system services and heat, on liquidity management under
the CO2 emission coupons, on the amount of bank depos-
its, on the management of HPP on the lower Sava river
from the GEN production control center. It addressed the
HSE Group Development Plan 2019 - 2023 with a view to
2030 and an amendment to Article 10 of the Act estab-
lishing a methodology for pricing system services.

services organised meetings, introduced current technical
improvements and provided administrative and organisa-
tional support to the HSE Supervisory Board. The Super-
visory Board regularly monitored and assessed the work
of the management, when it assessed periodic business
results, compared the HSE Group and HSE d. o. 0. oper-
ations to past periods and planned objectives and took
note of the reports of external experts regarding individ-
ual companies of the HSE Group. The management acted
with care and commitment in the best interest of the HSE
Group and HSE d. 0. 0. and successfully collaborated with
the Supervisory Board.

01 Introduction

1.3.7 Opinion on the operations of
the HSE Group and the HSE
Company in 2019

The HSE Group has achieved its highest net sales reve-
nue in 2019 since the group operates. The achieved elec-
tricity generation of HSE Group companies was 2% lower
compared to the previous year 2018. Due to accelerated
melting and evaporation of snow in May and below-av-
erage rainfall in the August-October 2019 period, hydro
production was lower by 147 GWh. Avée PSPP produced
14 GWh more and the thermal power plant 32 GWh less
electricity due to the power limits of Unit 6 and occasion-
al problems in the provision of coal. The outage of hydro
and thermo production sold in advance was replaced by
the HSE Group by purchases of electricity on the foreign
market, ensuring reliable and safe supply of electricity,
increasing sales activities and realizing 16% higher rev-
enues from electricity sales. From electricity sales, the
HSE Group achieved a 14% better operating performance
compared to the previous year.

Despite inferior production and higher own price of pro-
duction facilities (higher cost of CO, emission coupons
and concession duties due to higher prices), the HSE
Group realized an EBITDA of EUR 160.6 million and net
profit or loss of EUR 29.7 million, the highest in the last
five years. EBITDA was most affected by the difference
between the price of electricity on the market and the
own cost of the HSE Group’s production facilities and a
trading margin that was higher by 3%. The cost of the
material was 3% higher mainly due to the use of a strong-
er, steel arc support used in the coal extraction process.
The cost of services was 7% higher due to higher costs
of subcontractors (on the other hand, revenue was high-
er) and higher maintenance costs. However, labour costs
were 6% higher due to the higher average number of em-
ployees mainly in the PV group and the new collective
agreement, which compared to the previous one foresees
higher severance payments at retirement, which made
it necessary to create additional provisions. In 2019, due
to the stopped investment in the construction of HPP on
the Mura River, the HSE Group realized write-offs of EUR
5,960,636.

HSE Group assets are down 3% due to the decrease in
cash. Cash and capital were adversely affected by the
valuation of financial instruments due to the closure
of contracts for the purchase of CO2 emission coupons.
Therefore, despite the net profit business, capital is 2%
lower. Total indebtedness is lower by 6% due to loan re-
payments and net indebtedness is lower by 1%. HSE par-
ent group has successfully completed the refinancing of

«
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loans already taken. The net financial liability/EBITDA
indicator improved further due to lower indebtedness.

The HSE Group’s investments amounted to EUR 41 mil-
lion. The investments necessary to ensure the safety of
operation of production units were the most common.

In 2019, the company HSE realized a net profit in the
amount of EUR 60.1 million. Despite a 2% lower produc-
tion, it successfully replaced the already sold lower hydro
and thermo production with imports of electricity, ensur-
ing a reliable supply of electricity, while increasing sales
activities and delivering a better result from trade by al-
most EUR 8 million.

Net profit
of the HSE Company
in 2019

amounted to
EUR 60.1

milion

Due to higher long-term financial investments, the com-
pany’s assets are higher by 3%. Capital increased by a
net profit of the current year of EUR 60.1 million and was
negatively affected by the risk hedging reserve, which
decreased by EUR 55.1 million. In August 2019, the com-
pany successfully refinanced a part of the existing long-
term loan, so overall indebtedness is 2% higher and net
indebtedness is 29% higher. As of 31 December 2019, the
company fully complies with the financial commitments
under long-term loan agreements.

Investments in the HSE Company amounted to EUR 0.9
million and most thereof were earmarked for the busi-
ness information system.
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1.3.8 Verification and confirmation of the Annual Report of the
HSE Company and the HSE Group for the year 2019 including the
opinion on the auditors' report and auditor's management letter

Pursuant to Article 272, Paragraph 3 of the Companies
Act (ZGD-1), the HSE Management Board submitted the
2019 Annual Report of the HSE Group and the Compa-
ny including the auditor’s report immediately after the
preparation and issue of the independent auditor’s re-
port for 2019, which the Supervisory Board of HSE d.o.o.
discussed during its 70th (regular) session of 16 April
2020. The audit of the 2019 Annual Report of the HSE
Group and the Company was conducted by the audit firm
Deloitte revizija d.o.o0. that issued an unqualified opinion
on the financial statements of the HSE Group and the
Company. The Supervisory Board’s Audit Committee of
HSE d.o.o0. discussed the audited Annual Report of the
HSE Group and the Company for 2019 in its 51rd (regu-
lar) session held on 15 April 2020, and established that
the annual report was prepared timely, compiled clearly,
transparently and in accordance with the provisions of
the Companies Act (ZGD-1), the applicable International
Financial Reporting Standards as adopted by the Euro-
pean Union, the provisions of the Energy Act (EZ-1) and
other relevant legislation. The Audit Committee was
also acquainted with the findings and recommendations
stated in the Management Report for HSE issued and
compiled upon the performed audit for 2019 by the au-
dit company Deloitte revizija d.o.0. The audit committee
made no comments on the 2019 HSE Group and Company
Annual Report, so it proposed to the Supervisory Board
to adopt a decision on the confirmation of the 2019 HSE
Group and Company Annual Report, in accordance with

Article 282 of the Companies Act (ZGD-1). On the basis
of the independent auditor’s opinion, the position of the
HSE Supervisory Board’s Audit Committee, the data and
disclosures in the 2019 Annual Report of the HSE Group
and the Company, the HSE Supervisory Board estimated
that the auditor carried out the work independently and
professionally and in compliance with the applicable leg-
islation and business practice and that the Annual Re-
port was in all material aspects prepared in line with the
requirements of the Companies Act (ZGD-1) and that the
financial statements in all material aspects give a true
and fair view of the financial position of the HSE Group
and the Company as at 31 December 2019 and their in-
come statement and the Cash flow statements for the
year then ended in accordance with the International Fi-
nancial Reporting Standards as adopted by the European
Union. The Supervisory Board has no comments on the
auditor’s report. It had no other comments on the 2019
Annual Report of the HSE Group and the Company either
that would keep anyone from taking a decision on its
confirmation. For this reason, the HSE Supervisory Board
has in accordance with Paragraph 3 of Article 282 of the
Companies Act (ZGD-1) adopted the 2019 Annual Report
of the HSE Group and Company. The mentioned report
was adopted within the open deadline, i.e. prior to the
expiry of one month from the day when the company’s
management submitted the 2019 Annual Report to the
HSE Supervisory Board.

01 Introduction

1.3.9 Report on the verification
of the proposal of the
Management Board for the
use of the accumulated profit

HSE d.o.0. generated net profit in the amount of EUR
60,117,716.63 in the financial year 2019. Under Article 230,
paragraphs 1 and 2 of the Companies Act (ZGD-1), HSE
used net profit for covering retained loss of the year 2015.

Ljubljana, 16 April 2020
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2.1 Significant events

in the HSE Group in 2019

JANUARY

On 1 January, Radovan Jereb, M.Sc.,
became Director of SENG. He was
appointed for a four-year term of
office.

On 18 January, a rock burst of me-
dium intensity occurred in PV, which
caused deformations on the delivery
line of the excavation site and con-
sequently a loss in coal production.

FEBRUARY

On 28 February, Arman Koritnik
was dismissed from the position
of the Director of TES on the ba-
sis of a letter of resignation.

MARCH

On 1 March, Mitja Tasler was appointed for
a 6-month term of office as Director of TES.

On 13 March, the Chairman of the HSE Su-
pervisory Board, Milan Perovi¢, submitted
a letter of resignation concerning the func-
tion of the Supervisory Board member.

On 25 March, at its 49th regular meeting,
the Supervisory Board of HSE appointed
the new managing director of HSE, Stojan
Nikoli¢, M.Sc. with the commencement of
his term of office on 1 April, and the new
business director, Viktor Vracar, Ph.D. with
the commencement of his term of office
on 1 May. Both directors were nominated
for a four-year term of office.

0On 25 March, the new Chairman of the Su-
pervisory Board of HSE, Bostjan Markoli,
Ph.D., and new Deputy Chairperson of the
Supervisory Board of HSE, Barbara Gorjup,
M.Sc., were elected.

On 28 March, the Slovenian Sovereign
Holding, based on their letters of resigna-
tion, relieved of their duties the members
of the Supervisory Board of HSE Milan Per-
ovi¢ and Viktor Vracar, Ph.D., and appoint-
ed as new members of the Supervisory
Board of HSE Goran Brankovic, M.Sc., and
Tomaz Besek.

On 28 March 2019, the Slovenian Sovereign
Holding adopted the new Articles of Asso-
ciation of HSE that were put into force on
9 April.

On 31 March 2019, based on the letter of
resignation, Matjaz Marovt was relieved of
the duties as Managing Director of HSE.

02 Business Report

APRIL

On 5 April, the HSE Supervisory
Board nominated the HSE Supervi-
sory Board member Tomaz Besek as
the temporary business director of
HSE and Management Board mem-
ber. He was appointed to this func-
tion until 30 April.

On 16 April, a new Collective agree-
ment for the Slovenian coal mining
industry was signed.

On 19 April, the overhaul and the
start-up tests of Avce PSPP were
completed.

MAY

On 6 May, after the completion of
maintenance works, Unit 6 TES was
synchronized with the slovenian
electricity network.

On 10 May, HSE entered into a con-
tract to purchase 25% of SEL's share-
holding in HSE Invest. According to
the Court's decision, the amend-
ment of 14 May was entered in the
commercial register. The amount of
HSE's shareholding in HSE Invest
after the purchase amounts to 50%.

On 15 May, DEM celebrated the 50th
anniversary of Zlatoli¢je HPP.

On 31 May, the HSE Supervisory
Board approved the revised Annual
Report of HSE Group in Company for
2018.

In late May and early June, credit
rating agencies Moody's and S&P
conducted a regular annual review of
HSE Group operations.
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JUNE

On June 1, SENG marked the first
anniversary of the successful opera-
tion of the new Control Centre.

On 12 June, TomaZz Besek was ap-
pointed the new chairman of the
HSE Supervisory Board.

On 17 June, the Supervisory Board
of HSE appointed the third member
of management — business director
with a four-year mandate — Mirko
Maringi¢, M.Sc., starting his term of
office on 15 July.



JULY

On July 5, the repair works on the
stator winding of the power unit 1
in Solkan HPP of the company SENG
were completed.

On 30 July, an authorisation of use
for the reconstruction of the Plave 1
HEPP of the company SENG was ob-
tained.

On 31 July, the 17th regular meeting
of HSE Invest was held, at which
a new social contract was adopt-
ed, which, inter alia, abolishes the
supervisory board of the company
(changing the management system
from two-tier to single-tier, all in the
context of rationalisation and opti-
misation of operations). This also
terminated the mandate of all mem-
bers of the Supervisory Board.
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AUGUST

From 6 August to 5 September, the
experimental operation of the small
hydropower plant Rogoznica of the
company DEM took place, which
exploits the water potential of the
Rogoznica watercourse at the site of
the Markovci dam.

On 21 August, a loan agreement was
signed between the bank syndicate
and HSE for EUR 185 million (EUR
160 million of a long-term fixed loan
with a maturity of seven years and
EUR 25 million of a long-term re-
volving loan with a maturity of three
years). The purpose of the loan was
to refinance the existing long-term
syndicated loan and provide a suf-
ficient liquidity reserve. In addition
to the above, the company conclud-
ed bilateral contracts with domes-
tic commercial banks amounting to
EUR 20 million in a long-term fixed
loan with a maturity of five years
and EUR 25 million in a long-term
revolving loan with a maturity of
three years.

On 29 August, the management of
HSE appointed as managing direc-
tor Viktor Vracar, Ph.D., while Mitja
Tasler became the director of the
company. Both were appointed for
a four-year term, starting their term
of office on 1 September.

On 30 August, the Supervisory Board
of PV appointed as managing direc-
tor of PV for a term of four years
Marko Mavec, M.Sc.

SEPTEMBER

On September 2, a live transition on
the SAP4PM project was performed,
a new maintenance and produc-
tion support programme in the HSE
Group, which includes about 210 us-
ers.

On 4 September, DEM completed
the planned repairment of the slope
surfaces of the Ptuj lake asphalt lin-

ing.

On September 6, the credit rating
agency Moody's increased the long-
term credit rating of HSE from Ba2
to Bal. This confirms that the HSE
Group, as the leading electricity
producer in Slovenia, will be able to
meet the set financial obligations
and maintain credit indicators at the
appropriate level.

On 17 September, we held the of-
ficial opening of the KneZa sHPP
(SENG) and the trial operation be-
gan.

On 18 September, an umbrella
agreement was signed on coopera-
tion in the preparation of the project
establishing a museum and tourism
activity in the field of energy and
railways (SENG).
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OCTOBER

On 4 October, the regular autumn
audit of the Avée PSPP (SENG),
which lasted from 28 September,
was successfully completed.

On 10 October, the managing direc-
tor of HSE, Stojan Nikoli¢, M.Sc., was
elected vice-president of the Energy
Industry Chamber of Slovenia.

On 11 October, a technical inspection
of KneZa sHPP was carried out.

On 21 October, the annual planning
conference of the HSE Group took
place. It was attended by the group
companies management and key
associates of the HSE Company. In
addition to presenting the plans of
subsidiaries, the main focus of the
conference was to reflect on new
milestones brought by the National
Energy and Climate Plan (NEPN).

NOVEMBER

On 12 November, TES organized an
information meeting with journal-
ists in its premises, where basic in-
formation about the project SOEN:
Sosezig za Energijo was presented.
The project represents a step for-
ward towards reducing greenhouse
gas emissions, which is consistent
with the European Union's strategy
towards a carbon-free society, but
also the strategic direction of HSE,
which envisages phasing out fossil
fuel use.

On 25 November, at the 62nd regu-
lar meeting, the Supervisory Board
of HSE adopted the Business Plan
of the HSE Group and Company for
2020 with an additional indicative
plan for 2021 and 2022.

On 29 November 2019, the Sloveni-
an Competition Protection Agency
(AVK) issued a positive decision re-
garding the notification of concen-
trations of HSE, Elektro Gorenjska,
Elektro Primorska and Elektro Celje
on the intended acquisition of joint
control in companies ECE d.o.0. and
E3 d.o.0. In doing so, the HSE Group
had to take some corrective meas-
ures committed to ensure the sale
of part of the quantities of electrici-
ty on the domestic market for a peri-
od of five years after the successful
completion of vertical integration.
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DECEMBER

On 9 December, the Supervisory
Board of HSE gave its consent to
transfer part of the activities from
HSE - Energy company Trbovlje
(HSE-EDT) to HSE. On 18 December,
the management of HSE adopted a
resolution authorising the conclu-
sion of all legal transactions neces-
sary for those activities.

On 10 December, HSE Adria - in lig-
uidation - was removed from the
commercial register in Zagreb.

On 11 December, HSE received spe-
cial recognition under the full Family
Friendly Company Certificate.

On 12 December, HSE's new busi-
ness unit, Trbovlje, was registered.

On 19 December, a project to update
the equipment of the Control Centre
of HSE, launched in 2018, was suc-
cessfully completed.

DEM exercised the pre-emptive right
to purchase 56.9% of PV's share-
holding in RGP, for which the pur-
chase price was paid on 24 Decem-
ber. With a share of 86.9%, DEM
became the majority owner of RGP,
since it had already held a 30% stake
in RGP before that purchase.
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2.2 Important events after the end

of the reporting period 2019

JANUARY 2020

On 1)anuary 2020, the amendments
to the Corporate Governance Code
for Companies with State Capital
Investments, November 2019, came
into force.

On 1January 2020, part of HSE EDT’s
activity was transferred to HSE
(marketing of oil warehouse, mar-
keting of electricity generation from
two gas turbines for the purposes
of system services and commercial
operation, real estate and all related
movable property management, and
development of energy location on
HSE EDT real estate).

On 30 January 2020, the Superviso-
ry Board of HSE, at its 66th regular
meeting, gave its consent to the
HSE Group Development Plan for
2020-2024 with a view to 2030 and
instructed the HSE management to
submit it to the Founder (SSH).

FEBRUARY 2020

The HSE Group took a preliminary
position on NEPN and the environ-
mental report in public hearing.

TES designed a new special web-
site aimed at informing about the
planned SOEN project. At the be-
ginning of February, the project of
planned co-incineration of alter-
native fuel SRF was presented at a
meeting of the Council of the Munic-
ipality of Velenje, in the Odmevi tv
news show and at a round table at
the Sostanj Culture Centre organized
by the Salegka dolina eco movement,
attended by the Director of TES and
the managing director of HSE.

Start of activities for the introduc-
tion of the SAP and BC informa-
tion system in companies of the PV

group.

..........................................................................................

On 27 February 2020, the Govern-
ment of the Republic of Slovenia
adopted the Comprehensive Na-
tional Energy Climate Plan of the
Republic of Slovenia (NEPN), which
was also submitted to the European
Commission in accordance with EU
Regulation 2018/1999 on the Gov-
ernance of the Energy Union and
Climate Action. NEPN will present
a major challenge for the HSE Group
in the effective implementation
of renewable energy development
goals, in the construction of new
gas steam plants to replace electric-
ity from coal Units, as well as in the
sense of achieving the appropriate
exit dynamics from domestic-use
coal for the production of electric-
ity, while providing sources for PV
closure works outside the electricity
price.
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MARCH 2020

From 1 March 2020, HSE employees
are offered the option to benefit
from “Specialists+Collective” ben-
efits, with the employer paying the
basic premium to employees. Insur-
ance will allow shorter queues and
comprehensive medical treatment
from first screening to diagnosis, in-
tervention, medication and rehabili-
tation, shorter sick leave and minor
income foregone.

On 6 March 2020, SENG submitted
to its founder (HSE) a decision to
terminate ELPROM d.o.0., which has
been at a standstill since 2015, fol-
lowing a shortened procedure.

On 11 March 2020, based on instruc-
tions from the Corporate Security
Service of the HSE Group and in ac-
cordance with Article 169 of the Labor
Relations Act with the aim of manag-
ing risks and preventing the spread of
COVID -19 infection among coworkers
and consequently preventing poten-
tial disturbances in the work process,
an order for HSE employees to carry
out their work obligations under the
employment contract at home during
the period from 12 March until can-
cellation. Only a minimum number
of employees remain in the company,
which are strictly necessary for man-
agement and coordination in critical
conditions within the HSE Group and
for the smooth course of trading ac-
tivities. Other companies of the HSE
Group also followed these guidelines.

...........................................................................

On 11 March 2020, the Slovenian
Sovereign Holding re-appointed as
a member of the Supervisory Board
of HSE Barbara Gorjup, M.Sc., who
started her four-year term to office
on 6 April 2020.

On 25 March 2020, the HSE team
handed two respirators to the Uni-
versity Clinical Center Ljubljana for
the treatment of COVID-19 disease.
They are transport respirators with
all associated equipment belonging
to a high-class of transport venti-
lators, which allow the use of vari-
ous ventilation techniques and are
equipped with a system that com-
municates wirelessly with other
medical devices (e.g. defibrillator)
and can send information about the
status and settings on the remote
computer. Respirators also include a
portable oxygen cylinder and a con-
necting tube for connecting to oxy-
gen installations in a hospital or in
an ambulance.
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APRIL 2020

On 1 April 2020, the HSE Group do-
nated surgical protective masks,
FFP2 masks, 3M respirators, pro-
tective goggles, protective visors,
gloves, protective overalls and dis-
infectants to the Velenje medical
centre, to the civil protection Velen-
je and civil protection So&tanj. The
purpose of the donation was to pro-
vide adequate protective equipment
to people who work in the Velenje
Basin area for preventive purposes
and take care of a larger number of
people employed by TES and PV.
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2.3 Corporate Governance Statement

Pursuant to Article 70, paragraph 5 of the Companies Act, Holding Slovenske elektrarne d.o.o,
Koprska ulica 92, 1000 Ljubljana (HSE) declares the following for the period from 1 January

2019 to 31 December 2019:

The Management and Supervisory Boards of HSE de-
clare that in 2019 the management of the company was
conducted in compliance with the applicable laws and
regulations, with the Articles of Association of the HSE
Limited Liability Company, with recommendations cited
in the Corporate Governance Code for Companies with
State Capital Investments. In compliance with Article
60a of the Companies Act, the HSE's Management and

Supervisory Boards declare that the annual report with
all its components, including the declaration on the man-
agement of the company, has been drawn up and pub-
lished in accordance with the Companies Act and the In-
ternational Financial Reporting Standards. The Corporate
Governance Statement is an integral part of the annual
report and it is available on the website of the Company
under htpp://www.hse.si.

2.3.1 Statement of compliance with the Corporate Governance Code
for Companies with State Capital Investments (SSH Code) and
recommendations and expectations of the Slovenian Sovereign
Holding (SSH Recommendations)

2.3.1.1 Report on the implementation of the Corporate Governance Code for
Companies with State Capital Investments (SSH code)

As its reference code, HSE used the Corporate Govern-
ance Code for Companies with State Capital Investments
of the Slovenian Sovereign Holding, d. d. (SSH Code, May
2017, hereinafter: ‘the Code’), which is publicly availa-
ble on the website of the Slovenian Sovereign Holding
and was renewed in November 2019, starting from 1 Jan-
uary 2020. In its operations the company has, taking

Recommendation 6.1
The recommendation is applied par-
tially. The succession plan was not
developed and automated in such a
manner that a transition or promo-
tion on a managerial position would
be automated, but a HR Process is
conducted in each concrete case with
the aim of selecting the most appro-
priate candidate. In accordance with
the Corporate Governance Code for
Companies with State Capital Invest-
ments (November 2019), the Succes-
sion Policy is being prepared in 2020.

tions below:

Recommendation 6.4.1:
The recommendation is followed
reasonably. With its decision, the
Supervisory Board determines the
competence profile for a concrete
procedure, considering the direct le-
gal basis - Article 21 of the Sloveni-
an Sovereign Holding Act. The latter
was not published on the Company's
website.

into account its activity and other specificities, main-
ly complied sensibly with the Code. In accordance with
the comply-and-explain-principle, in 2019, the Company
fully observed the major part of recommendations con-
tained in the Code that referred to the companies 100%
owned by the state. Deviations are explained in the sec-

Recommendation 6.8:
The recommendation is applied par-
tially. The procedure of selecting
candidates for the Supervisory Board
members and formulation of the res-
olution of the Shareholders’ Meeting
on the appointment of the Supervi-
sory Board members is transparent
(decision-taking at a HSE Superviso-
ry Board meeting), but not defined in
advance.
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Recommendation 6.8.1:
We do not use this recommendation.
The Supervisory Board shall be ap-
pointed by the owner.

Recommendation 8.3:

While fully respecting the recom-
mendation, we did not publish the
remuneration from the employment
relationship of the members of the
Supervisory Board who are represent-
atives of the workers, as we consider
it a disproportionate disclosure from
the point of view of the terms of the
employment contract of the employ-
ee. In the new SSH Code, the subject
requirement was eliminated.

Recommendation 10.2:

We do not use this recommendation.
The Business Compliance Service was
been established, procedures are un-
der way to.occupy jobs.

Recommendation 6.9.2:
The recommendation is applied
sensibly. The existing decision of
the founder from the year 2011 on
payments to the Supervisory Board
members follows the orientations of
the decision in Annex 2 of the Code.

Recommendation 8.5:

HSE does not follow the recommen-
dation, as we believe that the pub-
lication of a financial calendar in a
one-member limited liability compa-
ny is pointless as financial calendars
are intended for a public disclosure
and/or publication of financial state-
ments and disclosure of operations
of the companies that are owned by
several shareholders/partners. The
company having a sole member who
regularly receives reports also beyond
disclosures, does not need to prepare
and publish a financial calendar in
the opinion of the Slovenian Direc-
tors’ Association.

Recommendation 6.9.3:
HSE recommendations are not fol-
lowed in the section referring to the
D&O insurance. Within the frame-
work of the collective D&0 insurance
of the HSE Group, the HSE Superviso-
ry Board members are entitled to join
this insurance scheme. In accordance
with tax rules, they are accounted for
the tax bonus.

Recommendation 9.2.7:
The recommendation is applied par-
tially, as certain recommendations
are implemented in an extended pe-
riod due to their complexity.
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2.3.1.2 Report on the implementation of recommendations and expectations of
the Slovenian Sovereign Holding (SSH Recommendations)

During the operations in 2019, the Company reasonably and to a great extent followed the recommendations of the
Slovenian Sovereign Holding (March 2018) under consideration of the Company’s activity and its other specificities. By
the principle of respect or explain, the company fully respected a significant part of the recommendations. Deviations

are explained in the sections below:

Recommendation 3.6:

used partially. The recommendation
is not followed in the section refer-
ring to the field of trading in energy
products and related products. The
trading agreements that have the
nature of ordering agreements, such
as intermediary agreements relating

to trading, are not reported on public-
ly, as they are considered confidential
business information. Publication of
the conducted transactions stated in
the recommendation is carried out in
line with the Public Information Ac-
cess Act.

Recommendation 4.5:

We do not use this recommendation.
The company does not publish a col-
lective agreement because it does
not have the consent of the repre-
sentatives of the workers for this.
Links to collective agreements of ac-
tivities are published.

Recommendations under Item 5:
are not fully applied. The recommen-
dations are applied partially in the
implementation of the management
systems and through the conduct of
internal audits in line with the stand-
ards (1SO 9001, BS OHSAS 18001 and
ISO 27001) that serve also as bases
for self-evaluation under the EFQM
model.

2.3.2 Data on the work of the shareholders' meeting, composition and
work of the management and supervisory bodies

In 2019, HSE was managed by the Slovenian Sovereign
Holding as the sole shareholder in accordance with the
Articles of Association. The HSE management and su-
pervisory bodies are the Management Board and the
Supervisory Board. On 12 February 2018, the HSE Compa-
ny adopted the diversity policy in the management and
supervisory bodies and published it on the website, re-

newing it on 27 February 2020. This was published on the
website. The HSE Supervisory Board, the founder and the
HSE Works Council implement it consistently. In accord-
ance with the recommendation of the SSH Code No. 10.2.1
we state that individual elements of the corporate integ-
rity system are dispersed in the Company and carried out
in scope of various professional services and committees.
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2.3.2.1 Founder in the role of Shareholders'

The founder has the function and the capacities of an
assembly, in accordance with the Articles of Association .
of HSE, the Companies Act, and the legislation in force.
In compliance with Article 526 of the Companies Act, the
Founder records his decisions in the decision book. In
2019, the Founder acted in compliance with the compe-
tences provided in the Articles of Association, which have .
been made publicly available (the Agency of the Republic
of Slovenia for Public Legal Records and Related Services
- AJPES). Key competences include:
» adoption of the business policy foundations and .
the Development plan of the HSE Company and the
Group for a five year period, including the financial, .
business, HR and organisational restructuring on the
proposal of the Management Board and consent of
the Supervisory Board,
» deciding on the use of the balance-sheet profit,
» deciding on the return of subsequent payments,
* deciding on the use, distribution and withdrawal of
shares, .
« appointment and recall of the Supervisory Board
members, except those elected by the Works Council, .
» deciding on the establishment of companies and the
acquisition of majority participation in the capital of
other companies on the proposal of the Management

2.3.2.2 Work of the Supervisory Board

In 2019, the Supervisory Board acted in compliance with its
competences determined in the Companies Act, Articles of As-
sociation of the HSE Company, Rules of Procedure on the work
of the HSE Supervisory Board and the Corporate Governance
Code for Companies with State Capital Investments as the ref-
erence code (in accordance with the comply-and-explain-prin-
ciple). The Articles of Association of HSE determine the com-
position, a four-year term of office and competences of the
Supervisory Board. The Supervisory Board had nine members
in 2019. Six members represented the interests of the founder
and three members the interests of the employees (they are
appointed and recalled in line with the Worker Participation
in Management Act). The Supervisory Board members can be
named for a period of four years and can be reappointed after
the expiry of their term. The composition and work of the Su-
pervisory Board are presented in the report of the Supervisory
Board as well as the work of all Supervisory Board committees
as the professional assistance in the work of the Supervisory
Board (HSE Supervisory Board Audit Committee, HSE Supervi-
sory Board Restructuring Committee, HSE Supervisory Board
Marketing and Investment Committee, HSE Supervisory Board
Personnel Committee).
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Meeting

Board and the consent of the Supervisory Board,
deciding on the disposition of stocks and shares in the
companies that in the respective decision about the
strategy of the management of capital investments
of the country are defined as strategic or important
investments,

deciding on the disposition and burdening of business
shares/stocks in subsidiaries and associates per the
proposal of the Management Board and the consent
of the Supervisory Board,

granting discharge to the Management and
Supervisory Boards,

deciding on the conclusion of contracts and other
transactions, with which the company binds to
transfer, whether or not for consideration, on
another person with one transaction or more related
transactions together, at least 3% of the company'’s
property, whereby it is not a transfer according to the
provisions of the Companies Act on status changes,
deciding on changes in the share capital of the
Company,

deciding on status changes and the termination of
the company as well as other competences that are
further determined in the Articles of Association and
the applicable legislation.

Supervisory

Board

(9 members)

INTERESTS
OF THE FOUNDER

+

INTERESTS
OF EMPLOYEES
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AT

COMPOSITION OF THE SUPERVISORY BOARD AND THE COMMITTEES IN 2013

NAME AND SURNAME Tomai Bostjan Milos Barbara Vesna Goran Bostjan Jernej Petja Milan Viktor
Besek Markoli, Pantos, Gorjup, Cukrov Brankovic, Jancar Otic Rijavec, Perovic Vracar,
Ph.D. Ph.D. M.Sc. M.Sc. M.Sc. Ph.D.
FUNCTION Chairperson of the  Member of the SB, Member of the SB Deputy Chairman Member of the SB Member of the SB- Member of the SB Member of the SB Member of the SB Chairperson Member of
(Chairperson, Deputy, Member of the SB) SB from 12.6.2019 Chairperson from 25.3.2019 of the SB to the SB
from 25.3.2019 to 28.3.2019
12.6.2019,
deputy
from 28.1.2014 to
25.3.2019
FIRST APPOINTMENT TO THE FUNCTION 29.3.2019  21.1.2014 - Member 21/1/2014 5/4/2016 1/9/2017 29/3/2019 9/5/2013 30/6/2014 2/7/2018 5.4.2016 - 5/4/2016
- Member, Member
Chairperson of Chairperson:
the SB 13.5.2016
from 12.6.2019
END OF FUNCTION/TERM 28/3/2023 22/1/2022 22/1/2022 5/4/2020 1/9/2021 28/3/2023 2/7/2022 2/7/2022 2/7/2022 28/3/2019 28/3/2018
REPRESENTATIVE representative representative representative representative representative representative representative representative representative representative representative
OF CAPITAL/EMPLOYEES of capital of capital of capital of capital of capital of capital of employees of employees of employees of capital of capital
PARTICIPATION IN SB MEETINGS WITH REGARD TO 16% of 20 100% 100% 19 of 20 19 of 20 100% 100% 19 of 20 19 of 20 100% 3of4
THE TOTAL NUMBER OF SB MEETINGS
GENDER male male male female female male male male female male male
CITIZENSHIP Slovenia Slovenia Slovenia Slovenia Slovenia Slovenia Slovenia Slovenia Slovenia Slovenia Slovenia
YEAR OF BIRTH 1970 1968 1977 1973 1967 1964 1971 1976 1971 1964 1971
EDUCATION Electronics Doctor Doctor MA in Bachelor of Law, MA in Economic MA in BA in Electrical MA in BScin Doctor
engineer (spec. in of Science of Science International bar exam Science and Business Science Engineering, Communicology Ecomomics of Science and
energy) and BA in Economics BA in Electrical MA in Economic BA in Electrical
Work organization Engineering and Business engineering
T Science
PROFESSIONAL PROFILE Electronic Mining Power Business finance, Legal area, Electro-energy, Finance Electrical Public relations Business finance Management,
engineering, engineering engineering valuation, investments, economics, business engineering, organisation,
energy, assessing the restructuring, finance, control, production of restructuring
organization economic viability audits accounting, asset electric energy
of investments, management,
control (planning, corporate
reporting system), restructuring,
accounting, supervision of
corporate large enterprises,
management investment and
project management,
crisis management,
real estate
management, IT
INDEPENDENCE ACCORDING TO ARTICLE 23 OF THE CODE Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
(YES/NO)
EXISTENCE OF A CONFLICT OF INTEREST No No No No No No No No No No No
IN THE FINANCIAL YEAR (YES/NO)
MEMBERSHIP IN SUPERVISORY DUTB, d.d. / / Telekom / / / / / / /
AUTHORITIES OF OTHER COMPANIES Slovenije,d.d.
MEMBERSHIP IN COMMITTEES PC PC MIC AC RC MIC from 8.4.2019 AC, MIC PC PC RC
MIC PC pPC Chairperson of the RC RC MIC
AC RC from 8.4.2019
CHAIRPERSON/MEMBER OF THE COMMITTEE PC - Member from PC MIC - Chairperson AC - Chairperson RC - Member RC - Chairperson  AC - Member, MIC PC - Member PC - Chairperson RC - Chairperson
16.12.2019 MIC RC - Member PC - Member MIC - Member - Member RC - Member t0 28.3.2019 t0 28.3.2019
AC - Member PC - Chairperson MIC - Member
from 5.4.2019 to 28.3.2019
PARTICIPATION IN MEETINGS OF COMMITTEES PC -100% PC-100% PC-100% AC - 100% RC-3of 5** MIC - 100% AC -100% PC-100% PC-9of 11 RC - 100%
CONSIDERING THE TOTAL NUMBER OF COMMITTEE MIC - 100% MIC - 100% PC-100% RC -100% MIC - 100% RC-40f5 MIC - no sessions
MEETINGS AC-100% RC-100% during the term

of office

SB - supervisory board, AC - audit committee, PC - personnel committee, MIC - marketing and investment committee, RC - restructuring committee

*From 5.4.2019 to 30.4.2019 he was not allowed to act as a member of the SB, in accordance with paragraph 2 of Art. 273 of the ZCGD-1, as he was appointed interim business director

from among the members of the SB.
**Excusable absence and familiarity with the material
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EXTERNAL MEMBERS IN THE COMMITTEES IN 2019 2.3.2.3 Work of the Management Board

NAME AND SURNAME Maja Zaman
Groff, Ph.D. the Supervisory Board’s decision, the company is managed appointed from among the members of the SB. From 1 May
and represented by the Management Board on its own re- 2019 to 15 July 2019, a two-person management operated,
COMMITTEE AC sponsibility. In the period from 1 January 2019 to 31 March and the managing director was joined by Viktor Vracar,
PARTICIPATION IN MEETINGS OF 10 0F 11 2019, t'h% Management B('Jard had two memb?rs, n.ame: Ph.D., business director. As of'JuIy 15, 2019’.3 three-mem-
COMMITTEES ACCORDING TO THE TOTAL ly Matjaz Marovt, managing director, and Stojan Nikolic ber management was operating, and a third member of
NUMBER OF MEETINGS OF COMMITTEES M.Sc., finance director. From 1 April 2019 to 30 April 2019, management joined the directors already appointed, Mirko
CENDER formal Stojan Nikoli¢, M.Sc., managing director, represented the Marincic, M.Sc., business director.
emaie company independently. From 5 April 2019 to 30 April 2019,
CITIZENSHIP Slovenia
COMPOQOSITION OF THE MANAGEMENT BOARD IN 2019
EDUCATION Doctor of
Science NAME AND SURNAME Stojan Viktor Mirko Matjaz Tomaz
Nikoli¢, Vracar, Marincic, Marovt Besek
YEAR OF BIRTH 1972 M.Sc. Ph.D. M.Sc.
) FUNCTION Financial Business Business Managing Interim
PROFESSIONAL PROFILE audit (external, (Chairperson, Member) Director Director Director Director Business
internal), to0 31.3.2019, Director
ﬂnan;lal Managing
accounting Director from
. 1.4.2019
Reliably MEMBERSHIP IN SUPERVISORY not a member
AUTHORITIES OF UNRELATED PARTIES of supervisory AREA OF WORK IN THE Financial Business Business Managing Interim
authorities ADMINISTRATION Director to Director Director Director Business
31.3.2018, Director
Managing
Director from
1.4.2019
FIRST APPOINTMENT TO THE 1.10.2014 1/5/2019 15/7/2019 19/4/2017 5/4/2019
FUNCTION - Financial
L Director, 1.4.2019
Responsibly Managing
Director
END OF FUNCTION/TERM 31.3.2018 30/4/2023 14/7/2023 31/3/2019 30/4/2019
- Financial
Director,
1.4.2023 -
Managing
Director
Transparently GENDER male male male male male
CITIZENSHIP Slovenia Slovenia Slovenia Slovenia Slovenia
YEAR OF BIRTH 1975 1971 1971 1962 1970
EDUCATION MA in Doctor of Master of BA in Electrical Electronics
Economics Science and BA Science, BA  Engineering and engineer (spec.
in Electrical in Electrical MSc in the in energy) and
Engineering Engineering field of quality
management in Work
organization - IT
PROFESSIONAL PROFILE financial management, electrical production electronic
management organisation, engineering, processes, engineering,
restructuring organization investments, energy,
procurement, organization
development,
quality
MEMBERSHIP IN SUPERVISORY / / / / DUTB, d.d.

In accordance with the Articles of Association of HSE and

he was joined by Tomaz Besek as interim business director

AUTHORITIES OF
UNRELATED PARTIES
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2.3.3 Description of the main characteristics of the internal controls
systems and risk management in the company relating to the

financial reporting procedure

With the aim of ensuring increased transparency, efficien-
cy and responsible operations, the Company has an es-
tablished and functioning internal controls system and a
risk management system that are implemented through
the organisational structure of the Company, ISO 9001
quality management standard, ISO 14001 environmental
management standard, OHSAS 18001 occupational health
and safety standard, ISO/IEC 27001 information security

1SO
OHSAS
3001 18001

ualit i
f / occupational health
management
and safety
standard
standard

The system of internal controls in the company allows for
a planned and systematic uses of procedures and meth-
ods, which assure accuracy, reliability and completeness
of data and information, make correct and fair prepara-
tion of financial statements possible, prevent and detect
deficiencies in the system and ensure compliance with
laws and regulations, the governing bodies’ acts and sys-
temic rules of the Company.

The Management Board of the Company is responsible for
keeping adequate books of account and for establishing
and ensuring the functioning of internal controls and in-
ternal accounting controls, selection and use of account-
ing policies. When setting-up an internal controls sys-
tem, the principle of three lines of defence is considered:
* environmental impact assessment, risk assessment
(carried out by risk owners),
« determination of the controlling method - setting
up an a control system (carried out by various
professional services),
+ control of system operation and introduction of
improvements (carried out by the internal audit
service).

Three main objectives are pursued when setting-up an

internal controls system:

 accuracy, reliability and completeness of accounting
records and truth and fairness in financial reporting,

e compliance with the legislation and other regulations,

+ efficiency and effectiveness of operations.

standard, 1SO 14001 environmental management standard
(standard introduced and implemented but not certified)
and internal acts of the Company with a precisely elaborat-
ed reporting system by individual organisational unit. The
system of internal controls is supported by the IT security
control system that, among other things, provides for ap-
propriate limitations and control over the network as well
as for precise, updated and complete data processing.

ISO/IEC ISO
27001 14001

information environmental
security management
standard standard

An independent risk management department and a
risk management committee have been established in
the Company with the aim of achieving complete risk
management in the Company and providing quality in-
formation to the Company Management Board and Su-
pervisory Board about the management and supervision
of the Company. The risk management department is
responsible for the establishment and continuous oper-
ation of the risk management system. It carries out the
operational and coordinating support to the risk manage-
ment committee and its sub-committees that supervise
the complete risk management system and propose ade-
quate amendments.

An internal audit service is established in the Company
in line with the adopted Rules on the HSE internal audit
operation. Its mission in the HSE Group is carried out on
the basis of a long-term and annual plan. The organisa-
tional independence has been displayed by the fact that
the internal audit is organised as an independent organi-
sational unit that reports to the HSE Management Board
in terms of the organisation and to the audit committee
and/or the HSE Supervisory Board in terms of its func-
tion. Internal auditing is conducted in the entire HSE
Group in accordance with the hierarchy of internal audit-
ing rules. It operates with the aim of adding value to the
implementation of strategic and business objectives.

02 Business Report

In 2019, the internal audit carried out the internal audit
procedures and other activities in line with the approved
annual plan of work and the rebalanced plan of work. One
internal audit transaction carried out in eight companies
of the HSE Group was carried out at the request of the
Supervisory Board of HSE. In scope of the performed pro-
cedures, the internal audit reviewed the existence, opera-
tion and efficiency of the internal controls system for the
achievement of the objectives set in the audited units. It
submitted the recommendations for their improvement.
The internal audit carried out some informal consulting
oriented towards the assistance in managing the HSE
Group, risks management and developing the internal
controls system. Special attention was paid to the mon-
itoring of implementation of audit recommendations,
training and education as well as the provision of quality
and professional operation of the internal audit function
within the HSE Group. The internal audit reported on its
work to the Management Board, the Audit Committee
and the HSE Supervisory Board. The development of in-
ternal audit occurs by implementing the programme of
ensuring and improving quality. Its purpose is to ensure
to all the interested parties that the internal audit op-
erates in line with the applicable rules of the profession
and that its operation is effective and efficient. In 2019,
an external assessment of the functioning of the internal
audit function was carried out, which concluded that the
functioning of the internal audit function was in all rele-
vant respects consistent with standards, codes of ethics
and internal internal audit acts.

Ljubljana, 10 April 2020
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Stojan Nikoli¢, M.Sc.,
Managing Director of HSE

Viktor Vracar, Ph.D.,

Business Director of HSE

Mirko Marinc¢ic, M.Sc.,
Business Director of HSE

Tomaz Besek,
Chairman of the Supervisory Board of HSE
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2.4 Profile of the HSE Group

We are one of the two largest groups in the
field of electricity in Slovenia and the largest
producer of electricity in Slovenia.

We sell our own electricity to our customers on the do-
mestic and European wholesale market, and we trade
electricity and all its derivatives and related products on
different energy exchanges across Europe. We are pres-
ent in 25 European countries, including Slovenia.

Our balanced production portfolio represents the key
pillar of reliable electricity supply in Slovenia, ensures
stability of operation of the electricity system and the
achievement of objectives of Slovenia in the field of re-
newable energy sources.

We are the largest producer of electricity from renewable
sources in Slovenia. On average, 48% of our production is
provided from renewable energy sources — from system-
atic hydro power plants, Avce PSPP, small hydropower
plants and solar power plants.

The rest of the electricity in the HSE Group is produced
from conventional sources, using two coal Units in TES
using 100% domestic primary source and four gas tur-
bines.

We also have our own primary energy source — lignite.
Annually, we excavate more than 3 million tons of coal to
produce electricity and thermal energy. We have a mod-
ern coal mine with underground coal exploitation.

Our power plants are remotely operated and operated via
a common, powerful and well-connected control centre
that enables a coordinated appearance of the HSE Group
on the electricity market, including within the framework
of the virtual power plant concept.

6

We produce

>65%

of electricity
in Slovenia

v
We produce

>70%

of renewable
energy sources
in Slovenia

The HSE Group’s activity comprises the management of
energy and the environment and the process and risks
related thereto. A wide array of activities comprises the
following main groups:

« production of electrical and thermal energy,

« extraction of lignite,

+ sale and trading in electricity and thermal energy,
futures contracts for electricity, emission coupons,
gas, etc.,

e production optimisation in the HSE Group,

« provision of the ancillary services required for the
functioning of the electric power system in Slovenia,

* management and implementation of energy projects
and environmental projects.

We recognise that the operations of the HSE Group, in
addition to market, hydro-meteorological and geo-me-
hanical conditions, depend largely on our responsible
handling of key shareholders. We communicate with
them openly, up to date, objectively and proactively.

02 Business Report

REVENUE FROM THE SALE OF
ELECTRICITY OF THE CONTROLLING
COMPANY OF THE HSE GROUP
IN EUR MILLION IN 2019 AND A
CHANGE OVER THE YEAR 2018
EXPRESSED AS A PERCENTAGE

ES
0.36
(277%)

IT
79.92
(-33%)

ST )
597.67:
(11%)

qﬁn
60.12

(46%)

104.77
(117%)

«

20)
12.17
(190%)

(1,194%)
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KEY STAKEHOLDERS OF THE HSE GROUP

1.

Employees and
10 social partners

Research and
educational
institutions

9.
Occupational
and professional
associations

8.
Suppliers of
equipment and
services

7.

Civil society

International,
national and
regional media

2.

Buyers of goods
and services

Financial
institutions
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3.

Organizers of
market activities
and stock
exchanges

EU and national
institutions and
regulators
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Employees and social partners
representative trade unions of HSE,
Joint Workers’ Council of the HSE Group,
the Workers’ Council of the companies of the HSE
Group,
sports and other interest associations of employees of
the HSE Group.

Buyers of goods and services
international and domestic producers and traders of
electricity, CO, emission coupons and other certificates
related to the production of electricity, gas and other
energy products necessary for the production of
electricity,
system operators of European electricity systems
(ELES, APCS, MAVIR, HOPS, CEPS, SEPS, EMS, NOS
BIH, Elektroprenos BIH, CGES, ESO EAD, NEK EAD,
Transelectrica, 0ST, UKRENERGO),
major domestic business and industrial customers and
utility companies,
system operators of the electricity distribution network
(S0DO0).

Organizers of market activities and

stock exchanges
European electricity market organisers (OTE, Borzen,
MEPSO, COTEE, HROTE, KOSTT, OKTE),
international auction houses (SEE CAQ, JAO, MAVIR,
MEPSO, EMS, HOPS, ADMIES, NOS BIH, ESO,
Transelectrica),
European daily and futures exchanges with electricity
and other related products (EEX, EXAA, EPEX, HUPX,
HUDEX, OTE, PXE, BSC Southpool, OPCOM, CROPEX,
IBEX, SEEPEX, OKTE).

EU and national institutions and
regulators
Republic of Slovenia as our 100% owner, Slovenian
Sovereign Holding (SSH),
Ministry of Infrastructure, Ministry of Finance, Ministry
of Environment and Spatial Planning and other
ministries and state institutions,
municipal and local communities,
international and domestic electricity market regulators
(Energy Agency, ACER, EWRC, DERK, HEA, ERU, ERE,
FERK, REERS, REGAGEN, HERA, EOR, ANRE, URSO,
AERS, NERC, EA, ERC),
Court of Audit of the Republic of Slovenia and
inspectorates.

Financial institutions
international and domestic banks and other financial
institutions,
international and domestic credit rating houses and
agencies,
international and domestic insurance companies.

6.

9.

«
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International, national and regional
media

print media,

electronic media,

online media,

agencies.

Civil society
civil initiatives,
non-governmental and non-profit-making organisations,
sports, cultural and other institutions.

Suppliers of equipment and services
international and domestic suppliers of raw materials,
materials and services outside the HSE Group for the
purposes of HSE Group’s operations.

Occupational and professional
associations

Professional associations and organizations where we
are active members in Slovenia:

Energy Industry Chamber of Slovenia (IPET Section),
Chamber of Commerce and Industry of Slovenia,
Association of Employers of Slovenia,

Electrotechnical Association of Slovenia,

Slovenian Committee of Electric Power CIGRE - CIRED,
Slovenian Chamber of Engineers,

Slovenian Association for Quality and Excellence — Energy
Section,

SI:RISK,

ICS Slovenian Corporate Security Association,

Slovenian Institute of Audit — Slovenian Section IIS,

ACFE Slovenia,

Slovenian Directors’ Association,

Managers’ Association of Slovenia,

Association of Corporate Treasurers Slovenia,
Agriculture-Forestry Chamber,

Savinjsko-Saleska Chamber Of Commerce And Industry,
Slovenian Museums Association,

Slovenian National Committee on Large Dams SLOCOLD,
Slovenian Maintenance Society and Chamber Of Commerce
And Industry Of Stajerska

Association of economists in electrical power industry and
coal industry of Slovenia, etc.

International professional associations and organisa-
tions to which we belong:

Euroelectric (operates within the section of the Energy
Industry Chamber of Slovenia),

SAEE (works within the section of the Energy Industry
Chamber of Slovenia and is a member of IAEE),

Slovenian Committee of Electric Power CIGRE - CIRED Paris,
EUROCOAL European Association,

EFET (European Federation of Energy Traders), etc.

10. RESEARCH AND EDUCATIONAL

INSTITUTIONS
universities,
primary and secondary schools,
institutes.
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RELATED COMPANIES OF THE HSE
GROUP AS AT 31 DECEMBER 2019

Hydro production

DRAVSKE ELEKTRARNE MARIBOR D. 0. 0.
(HSE 100.0%)

SOSKE ELEKTRARNE NOVA GORICA D. 0. 0.
(HSE 100.0%)

HIDROELEKTRARNE NA SPODN]JI SAVI D. 0. 0.
(HSE 15.4%, DEM 30.8%, SENG 2.8%)

SREDNJESAVSKE ELEKTRARNE D. 0. 0.
(HSE 60.0%)

Thermo production

TERMOELEKTRARNA SOSTAN]) D. 0. 0.
(HSE 100.0%)

HSE - ENERGETSKA DRUZBA TRBOVLIE D. 0. 0.
(HSE 100.0%)

Primary sources

PREMOGOVNIK VELENJE D. 0. O.
(HSE 100.0%)

HTZI1.P.D. 0. 0.
(HSE 100.0%)

SIPOTEH D. 0. 0.
(HSE 100.0%)

PLPD. 0. 0.
(HSE 100.0%)

International network

HSEBED. 0. 0.
(HSE 100.0%)

HSE MAK ENERGY DOOEL
(HSE 100.0%)

HSEBHD. 0. 0.
(HSE 100.0%)

HSE PRAGUE BRANCH OFFICE

Investments

SOENERGETIKAD. 0. 0.
(HSE 25.0%)

HSE INVEST D. 0. 0.

(HSE 50.0%, DEM 25.0%, SENG 25.0%)

RGP D. 0. 0.
(PV 4.0%, DEM 86.9%, SENG 4.0%, TES 5.1%)
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® MHE LOBNICAD. 0. 0.

(DEM 65.0%)

® ELPROMD. 0. 0.
(SENG 100.0%)

e TET NOVI MATERIALI D. 0. 0.

(HSE EDT 93.8%)

BRANCH OFFICE IN MACEDONIA

RCE - RAZVOJNI CENTER
ENERGIJAD. 0. 0.IN

LIQUIDATION

(PV 15.5%, TES 8%, HTZ 1%)

HOLDING SLOVENSKE ELEKTRARNE D.0.0

02 Business Report

Domestic market 2019 2018
Sales of electricity

in CWh 11,282 10,860
Share of sales

on the domestic 33% 35%
market

Foreign markets 2019 2018
Sales of electricity

in GWh 23,256 20,298
Share of sales on 67% 65%

foreign markets

SALES OF
ELECTRICITY

of resources

PRODUCTION

48% o @ HYDRO

BUSINESS MODEL
OF THE HSE GROUP

HOLDING
SLOVENSKE
ELEKTRARNE
D.0.0.

Number of 2019

employees 186

Own production resources 2019 2018
Production of electricity

in GWh 7155 7,320
Share of own resources 21% 23%
Number of employees* 1,892 1,919
Power in MW 1,913 2,161

52% o @ THERMO

of resources PRODUCTION

2019 2018 2019 2018
Number of 363 359 Number of 336 329
employees employees
Production of Production of
electricity in GWh 3434 3,566 electricity in GWh 372 3,753
Power in MW 927 927 Power in MW 986 1,234
2 blocks 2 blocks
Units 70 turbines 66 turbines Units
4 gas turbines 4 gas turbines
DEM 2019 2018 HSE EDT 2019 2018
Number of 236 238 Number of 17 17
employees employees
Production of Production of
electricity in GWh 2,744 2,923 electricity in GWh 0 0
Power in MW 591 592 Power in MW 58 58
) 31 28 . 2 gas 2 gas
Units turbines turbines Units turbines turbines
SENG 2019 2018 TES 2019 2018
Number of 127 21 Number of 319 312
employees employees
Production of Production of
electricity in GWh 690 637 electricity in GWh 3,721 3,753
Power in MW 336 335 Power in MW 928 1176
Unite 39 38 Unite 2 blocks 2 blocks
turbines turbines

2 gas turbines 2 gas turbines

*The number of employees does not include employees of PV subsidiaries, international network and investments

«K = 151 >
OtherISf)urces of 2019 2018
electricity
Purchase of
electricity in GWh 27383 23,838
Share of other 79% 77%
resources

)
HESS 2019 2018
Production of
electricity in GWh 265 289
(49% share)
PURCHASE OF
ELECTRICITY
2018
Number of 1,231
employees
Coal production in TJ 37,596
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2.5 Market environment

The operations of the HSE Group are most
subject to quantitative or production risks
— the hydrological conditions of the Dra-
va, Soc¢a and Sava rivers, where our hydro-
electric power plants are located (more in
Section 2.7 HSE Group Risk Management),
only 32.9% of all business risks are related
to market conditions, and we control these
in the HSE Group through established strat-
egies to hedge against price risks.

In the HSE Group, we sell our own produced
electricity and trade products directly related to
the electricity market in the wholesale market.
Therefore, our business is significantly affected
by electricity prices, which are directly related to
other energy prices and economic developments
at global level, and the prices of CO, emission
coupons.

MORE on:

2.7 Risk management of the >
HSE Group
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Only 32. 9% of all business risks

are related to market conditions.
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ECONOMIC GROWTH
IN EUROPE

A The measures of ECB (as well as FED)
helped maintain positive economic
growth.

o Outstanding growth in stock
markets.

Trade war between the U.S. and
China, and the U.S. and other
countries.

Brexit.

INTEREST RATE
12 M EURIBOR

2019
- 0.248%

2018
-0.121%

Movement range: [-0.399, -0.108]

The ECB insists on a policy of low
interest rates.

In 2019, the ECB again implemented
a quantitative easing measure

in order to influence the rise in
economic activity.
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EXCHANGE
RATE

2019
1.1225

2018
1.1440

Movement range: [1.0898, 1.1541]

A Forecast of production cuts of
OPEC+ countries (i.e. OPEC + Russia)
starting implementation in the first
quarter of 2020.

Brexit had a negative impact on both
the euro and most other European
currencies.

OIL PRICE

2018
.. 54 USD/Bbl

Movement range: [56, 75]

A The tightening of U.S. sanctions
against Iran and Venezuela and, as
a consequence, a reduction in the
production of crude oil of the said
countries.

A Incidents in the Persian Gulf (capture
of oil tankers, attacks on Saudi
refineries).

A Forecast of production cuts of
OPEC+ countries (i.e. OPEC + Russia)
starting implementation in the first
quarter of 2020.

Continued growth in U.S. shale crude
oil production.

Lower economic growth on a global
scale.

GAS PRICE
®
(1

2019
17 EUR/MWh

2018 :
20 EUR/MWh'_.-'

Movement range: [9, 23]

A Uncertainties over the completion
of the Nord Stream 2 gas pipeline
and the agreement on the transit
of Russian gas through Ukraine
(negotiations about a long-term
contract).

A Higher prices of CO, emission
coupons have led to higher
competitiveness of gas over coal for
electricity generation in Europe (the
so-called coal to gas switch). As a
result, higher gas consumption.

Excess liquefied gas (LNG) on a
global scale.

Above average high gas reserves in
warehouses across Europe.

COAL PRICE

N\

od

2019
53 usD/t

2018 :
~.. 88USD/t -

Movement range: [48, 86]

A Filling coal reserves in India.
A Inspections and closures of some
mines in China.

Lower coal consumption in Europe
(including in the U.S. and partly in
Asia) due to the replacement of coal
with gas for electricity generation.
New environmental regulations at a
global level foresee the abandonment
of coal use.

In the European Union, coal
consumption fell by more than 35%,
while coal imports from countries
outside the European Union fell by
approx. 40%.

Restriction of imports of coal by the
Chinese authorities.

Pollution conditioned restriction of coal
use (S. Korea, Taiwan, China, India...)
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ENERGY FROM WATER
IN SOUTHEASTERN EUROPE

A There was a huge amount of snow
in the high mountains at the
beginning of the year, affecting good
production in the second quarter.

A Rainfall was above average as a
result of heavy rainfall in November
and December.

Lower production from flow-through
hydroelectric power plants in 2019
compared to 2018 in South Europe,
as well as in Slovenia. The deficit
was mostly due to the lack of rainfall

in the period from August to October.
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RENEWABLE ENERGY SOURCES
IN GERMANY

A In Germany, as the leading country
with the most renewable sources
in Europe, they raised the installed
power of RES in 2019 by approx. 5
GW.

A German solar plants produced 43.3
TWh of electricity, which is only a bit
more than in 2018.

A Wind production in Germany was
nearly 15 times greater in 2019 (123.8
TWh) than in 2018.

CO, PRICES

2019
24.64 EUR/t

2018
“.. 2501 EUR/t

Movement range: [19, 30]

A As of 1)anuary 2019, the “Market
Stability Reserve” mechanism began
to operate, which significantly
reduced supply and thereby caused
price rises.

o Election of the new President of
the European Commission, Ursula
von der Leyen, who supports the
carbon-free policy (50% reduction of
emissions by 2030, 100% by 2050).

Less demand for CO, emission
coupons due to the strong
replacement of coal electricity
production by gas.

Introducing environmentally
oriented policies of the countries
of the European Union outside the
ETS (European Emissions Trading
System) scheme with a view to
achieving carbon neutrality (i.e.
closing thermal power plants,
preferably coal).

Brexit, as Britain represented the
net spender of coupons for the ETS
system.
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AVERAGE ELECTRICITY PRICES
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2019 E 2019 2019 :
39 EUR/MWh 50 EUR/MWh : 49 EUR/MWh
2018 2018 : 2018 :
44 EUR/MWh._."

2019 i 2019 2 i 2019 2
52 EUR/MWh 64 EU'R/MWh° : 50 I-!UR/MWhG
2018 2018 2018
“.. 61 EUR/MWh "~ 60 EUR/MWh . “.. 46 EUR/MWh

* DE - Germany / HU - Hungary / SI - Slovenia / IT - Italy / GR - Greece / RO - Romania

Electricity prices fluctuated sharply on the daily
market in 2019, similarly to the CO, emission cou-
pon markets and energy markets. In the first half
of 2019, electricity prices correlated strongly with
CO, emission coupons prices, even exceeding EUR
30/t in the middle of the year. In the southeastern
region of Europe, where the HSE Group operates,
there is still a huge amount of lignite production,
for which CO, emission coupons are paid (Slove-
nia, Hungary, Romania, Bulgaria, Greece). The
second half of the year also brought a collapse in
energy prices, mainly gas prices (including coal),
which reached extremely low levels due to the
strong flow of liquefied gas (LNG) and high stocks
in warehouses. Due to the region’s high electric-
ity needs (the drought period from May), prices
on the daily market began to approach prices in
Greece, which was generally the most expensive
market. In the region, a large deficit was caused
by a lack of energy from Romania (poor hydrolo-
gy, reduced production from lignite thermal pow-
er plants) and Bulgaria. Romania turned from a
net exporter even into a net importer, so electric-
ity prices from Romania reached practically the
same or even higher levels than regional ones.
Bulgaria remained a net exporter, but its balance
has changed significantly since the abolition of

the export tax. In the region, there was signifi-
cantly worse hydrology in 2019 compared to 2018,
this was especially reflected in the second and
third quarters, when mainly Slovenia, Bosnia,
Croatia, Montenegro and Albania recorded sig-
nificantly lower overall hydro production than
in 2018. Italy’s balance, an extremely important
market for our region, recorded 3 TWh fewer im-
ports, as their gas thermal power plants were
able to produce significantly higher amounts of
electricity due to higher competitiveness (low gas
prices). Despite its worse hydrology, Italy has re-
duced its energy dependence on imports. Italy’s
improved competitiveness was also reflected on
prices falling from EUR 61 per MWh to EUR 52 per
MWh from 2018 to 2019, while prices in the region
fell just slightly, from EUR 51 per MWh to EUR 50
per MWh (Hungary) and 49 EUR per MWh (Slo-
venia). The region thus became more dependent
on energy imports from neighbouring markets
(Italy, Greece). The last few days of December
marked the beginning of testing a new cable for
cross-border energy transmission between ltaly
and Montenegro, but with reduced volumes, so
no significant impact on electricity prices in the
region was detected.
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AVERAGE MONTHLY PRICES OF CO,
EMISSION COUPONS WITH THE DELIVERY IN
DECEMBER WITHIN THE YEAR OF DELIVERY
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AVERAGE MONTHLY PRICE
OF ELECTRICITY HUPX
(HUNGARY)
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AVERAGE MONTHLY PRICE
OF ELECTRICITY GME PUN
(ITALY)
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AVERAGE MONTHLY PRICE
OF ELECTRICITY BSP - SOUTHOPOOL
(SLOVENIA)
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AVERAGE MONTHLY PRICE
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AVERAGE MONTHLY PRICE
OF ELECTRICITY OPCOM
(ROMANTIA)
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BALANCE SHEET OF THE
EUROPEAN ELECTRICITY MARKETS
IN 2019 AND A CHANGE IN THE
BALANCE SHEET OVER 2018

EXPRESSED IN TWh
NE

N

\

Source: ENTSOe
M Markets with negative energy balance in 2019

Ml Markets with positive energy balance in 2019

Despite the exceptionally good hydrology in the first half
of the year, the balance of Alpine countries was lower
than last year. The rapid melting of snow was the main
reason for the rapid emptying of water reserves, while the
drought period significantly reduced hydro production in
the second half of the year. In our region, where we in-
clude the Balkan countries (Croatia, Serbia, Bosnia and
Herzegovina, Macedonia, Montenegro, Albania), Hunga-
ry, Slovenia and Greece, balances were mostly lower than

SI
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last year. The significant deficit of hydrology was felt
mainly by Albania. The balance of Romania and Bulgaria
was significantly lower than the year before, which sig-
nificantly affected the price levels of the region. Romania
has turned from an exporter into a net electricity import-
er, and in Bulgaria there has been a significant decrease in
net exports compared to previous years. Italy has slightly
reduced its import dependence because it has increased
production from gas power plants greatly.



ACHIEVED AVERAGE ANNUAL
DAILY PRICE OF THE EUROPEAN
ELECTRICITY MARKETS IN 2019
(EUR/MWh) AND A CHANGE
OVER 2018 EXPRESSED AS A
PERCENTAGE :?

4787
(-16.7%)

Source: Stock Exchange
M Fall in electricity price over 2018

Il increase in electricity price over 2018

Electricity prices were higher in 2019 compared to 2018
mainly in the eastern part of Europe, while in the western
part prices have mainly fallen. Prices have fallen mainly in
countries where much electricity is produced from imported
energy products (gas, coal), whose price has fallen drastical-
lyin 2019. On the other hand, the cost of generating electric-
ity in countries that produce a lot of energy from lignite and
are simultaneously included in the ETS scheme has jumped.
Large changes in the net balance of Romania (including
Bulgaria) and poor hydrological conditions throughout the
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4015
(-13.3%)

50.37
(8.4%)

(19%)

49.28
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southeastern region have kept prices at relatively high lev-
els, taking into account price falls on neighbouring markets.
Italy’s average daily price fell by almost 15%, while the re-
gion'’s prices fell between 1% and 5%. During the dry months
from August to October, regional prices often exceeded the
prices of all neighbouring markets. In addition to poor hy-
drology, the Romanian balance was greatly affected by the
decrease in the production of lignite thermal power plants,
which are facing financial difficulties due to high prices of
CO, emission coupons at fixed costs of lignite production.
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FORWARD PRICES OF BASELOAD
ELECTRICITY GENERATION IN KEY
MARKETS FOR SUPPLY IN 2020

AT THE END OF 2019 (EUR/MWh)
COMPARED TO THE PRICES OF THE
SAME PRODUCT AT THE END OF
2018 (EUR/MWh)

Source: Stock Exchange

M Fall in electricity price over 2018

I increase in electricity price over 2018

Forward prices of baseload electricity for supply in 2020
followed the trend in energy prices, heavily under the influ-
ence of CO, emission coupons. The sharp decline in natural
gas and coal prices, accompanied by a strong growth in CO,
emission coupon prices, gave rise to a neutral trend in for-
ward contract prices. Slowed economic growth in the world
and also in China, as a result of a trade war with the U.S,,
has sharply lowered energy prices, combined with mild win-
ter temperatures. Throughout the year, we have witnessed

K«
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a fall in the price of coal falling even to levels close to USD
50 per t towards the end of the year. One of the reasons for
the fall in coal prices in Europe is also the phenomenon of
replacing coal electricity production with gas, since higher
prices of CO, emission coupons and an overabundance of
gas reserves have made gas thermal power plants signifi-
cantly more competitive than coal ones. As a result, coal im-
ports outside Europe were also significantly lower. Europe’s
liquefied gas supply trend continued throughout 2019.



SLOVENE ELECTRICITY MARKET IN GWh

2018
8,930 6,575

13,574
11,219

-2,355
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2019
9,133 6,828

13,240
10,934

-2,306

Production Import Export Consumption

In the second quarter we had an above-average hydrolo-
gy in Slovenia, based on heavy rainfall in May, when the
level of snow in the high mountains reached the highest
levels. This snow melted in June, followed by a drought
practically until November, when more rainfall again took
care of a slightly higher hydrology in the end of the year.
In the last two months of the year, hydrology was higher

SHARE OF THE HSE GROUP PRODUCTION
IN TOTAL ELECTRICITY PRODUCTION IN
SLOVENIA

65%

2019

65%
2018 7,320 3,900

I T T T T T 1
0 2,000 4,000 6,000 8,000 10,000 12,000

GWh
M HSE production M Production from others

Lower production in TES in 2019 is due to higher numbers
of non-availability of Unit 6 (LUVO cleaning and urgent
pipeline repair on PP1) and lower Unit 5 engagement than
originally envisaged. Coal production was also lower. Hy-
dro production partially compensated for the failure of
thermal units in the first quarter, however, in the second

Production Import Export Consumption

than the longstanding average, and at the same time also
higher than hydrology in 2018. Still, hydrology was 4.6%
lower than hydrology in 2018 throughout 2019 and, along
with lower production from thermal power plants, affect-
ed higher energy imports despite lower consumption. The
latter was 2.5% lower than in 2018, and production was
also 2.5% lower.

and third quarters there was a significant lag in produc-
tion from 2018 (from August to October drought period).
In the last two months, due to heavy rainfall, production
from hydroelectric power plants has grown again, there-
by partially compensating for the shortfalls of the second
and third quarter.
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SHARE OF RENEWABLE ENERGY SOURCES
IN THE PRODUCTION OF THE HSE GROUP IN
GWh

2018

2018 49% 51%

I T T T T T T T 1
0 1,000 2,000 3,000 4,000 5,000 6,000 7000 8,000

GWh
M RES of HSE Group I Other electricity production of HSE Group

The share of HSE production from renewable sources was
lower in 2019 than the year before. Electricity production
from renewable sources was lower overall in Slovenia.

RATED POWER PRODUCED IN THE HSE
GROUP IN GWh
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Due to the high volatility and increasing correlation of
electricity prices and other energy products, large shifts
in electricity prices in neighbouring markets (falling gas
prices and rising prices of CO, emission coupons), changes
in electricity balances (e.g. in Romania), growth of con-
sumption in the region and new maritime cross-border

«
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This is mainly due to lower hydropower production (partly
as a result of the above-average hydrological conditions
in 2018 through mid-May).

transmission capacities between Montenegro and Italy,
the HSE Group paid great attention to the development
of more in-depth analyses of expected balances, flows
between countries and, consequently, expected prices for
different time ranges (days, weeks, months).
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Hydro production

DRAVSKE ELEKTRARNE MARIBOR D.0.0. 2019 2018
Value of assets 453,346,543 460,054,050
Amount of total capital 440,215,315 445,285,553
Net profit of loss 5,126,119 8,320,493
EBITDA 25,632,677 21,402,296

SOSKE ELEKTRARNE NOVA GORICA D.0.0. 2019 2018
Value of assets 225,002,840 226,705,599
Amount of total capital 203,870,114 198,964,978
Net profit of loss 4,980,024 4,008,871
EBITDA 16,794,803 15,495,123

SREDNJESAVSKE ELEKTRARNE D.0.0. 2019 2018
Value of assets 57,793 62,980
Amount of total capital 57,782 62,968
Net profit of loss -5,187 -5,195
EBITDA -5187 585!

HIDROELEKTRARNE NA SPODNJI SAVI D.0.0. 2019 2018

(49% share of HSE - is not consolidated) Value of assets 342524469 344,419,943

Amount of total capital 284,528,188 282,522,927

2.6 Business performance
analysis of the HSE Group
and the HSE Company

Net profit of loss 2,401,078 3,561,010
EBITDA 12,296,223 12,272,417

Thermo production

A= TERMOELEKTRARNA SOSTAN]J D.0.0. - w19 2018
BUSINESS PERFORMANCE _Amount oftotal capital 364537027 352,624,004
ANALYSIS OF THE HSE GROUP AND = Netprofitofloss 19562324 58529301

EBITDA 44,610,838 22,211,796

THE HSE COMPANY IN EUR

HSE GROUP HSE - ENERGETSKA DRUZBA TRBOVLJED.0.0. @ 2019 2018
Value of assets 3,265,047 3,630,414
2019 2018 2018 Amount of total capital 1,458,871 2,174,576
Value of assets 2,073,747,513 2,134,733,707 Value of assets 1,381,683,134 Net profit of loss 708,656
Amount of total capital 1,064,640,821 1,091,245,475 Amount of total capital 979,389,150 EBITDA -379,617
Net profit of loss 29,727,979 11,802,603 Net profit of loss 9,486,269
EBITDA 160,617,601 128,129,727 EBITDA 55,340,294

MORE on:

3 Accounting Report of the
HSE Group

4 Accounting report of the
HSE Company
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Primary sources and other activities . Investments

PREMOGOVNIK VELENIJE D. 0. 0. 2019 2018 N ¢ SOENERGETIKA D. 0. 0. 2019 2018
Value of assets 139,920,428 124,685,916 e (25% share of HSE- is not consolidated) Value of assets 2,748,088 2,700,116

Amount of total capital 36,309,737 42,839,088 Amount of total capital 1,822,060 1,811,157
Net profit of loss -6,584,420 -3,831,881 Net profit of loss 691,738 680,768
EBITDA 2,745,263 10,920,471 EBITDA 1,450,904 1,462,225

HTZI.P.D. 0. 0. 2019 2018 HSE INVEST D. 0. 0. 2019 2018
Value of assets 16,158,442 15,848,665 Value of assets 2,034,631 1,535,375
Amount of total capital 1,883,381 1,398,204 Amount of total capital 346,042 589,084
Net profit of loss -1,542,243 PELNE]] Net profit of loss -232,382 -1,039,125
EBITDA -544107 1,260,389 EBITDA -47,380 -970,937

SIPOTEH D. 0. 0. 2013 2018 RGP D. 0. 0. 2019 2018
Value of assets 1,341,749 EEERY Value of assets 9,958,398 7,362,319

Amount of total capital 727333 456,655 Amount of total capital 2,967,738 2,241,985

Net profit of loss 271,007 161,51 Net profit of loss 703,937 809,890
EBITDA 367,949 236,816 EBITDA 1,586,692 1|,3ERL A

PLPD.0.0.* 2019
Value of assets 1,701,396

Amount of total capital 817,237
*The company PLP d.o.0. was in 2018 not included in the .
consolidation procedure due to its planned sale in early Net profit of loss 163,876
2019. As the company has not been sold, the 2019 fig- EBITDA 248126
ures are being consolidated. :

2.6.1 Business performance analysis of the HSE Group*

2.6.1.1 Key data about the HSE Group

International network Unit of
Key data —— 2015 2016 2017 2018 2019

HSEBED. 0. 0. 2015 2018 Net sales revenue EUR 1224,01,025  1179,841222  1587,759,985 1471965221 = 1710574972 — ——
Value of asset 1,104,100 1,366,648 .
@ SHEOTEsSE Net profit of loss EUR -480,102,728 21,660,852 8,213,664 -11,802,603 29,727,979 ———
Amount of total capital 926,855 881,105
Revenue EUR 1,241,057,112  1,201,249,357  1,61,867,720  1,491,669,217 = 1729972574 ____———
Net profit of loss EVAEE] 18,701 )
EBIT = Operating result EUR -443,546,965 75,027,419 56,437,024 30,442,789 74,100,308
EBITDA 45,409 99,331
EBITDA EUR 121,574,031 155,690,340 138,235,820 128,129,727 160,617,601
Assets EUR 2233,923,431  2,156,756,540  2,138,362,354  2134,733,707 =~ 2,073,747,513
Capital EUR 991,749,078  1,015,220,355  1,038,307,041  1,091245,475 = 1,064,640,823
Indebtedness to banks EUR 1,014,505,756 896,097,180 851,175,060 783,548,534 732,273,957
et SRt of| o3 e Total indebtedness EUR 1,015105,207 899,604,980 851,439,217 784,137,313 737,556,113
‘ ; ; t profit of loss -5, -18,
moved from the commercial register in Zagreb on 10 4
Decerber 2013, so for 2013 the data s dispiayed only e e e Investments EUR 97,952,979 33,510,462 49,208,528 57,444,700 40,971,390
from the profit and loss. Electricity produced GWh 6,763 7,778 7,034 7,320 7,155
Electricity sold GWh 27,194 28,344 36,987 30,629 33,638 ——~—~——

HSE ADRIA D. 0. O. - IN LIQUIDATION * 2018
Value of assets 82,804

Amount of total capital 81,339

*HSE Adria d.o.0. - In liquidation, the company was re-

HSE MAK ENERGY DOOEL 2019 2018
Value of assets 6,404,842 2,489,571
Amount of total capital 341,109 135,358 Average number of
Net profit of loss 205,029 38,084 employees
EBITDA 227,810 49,481

5:;':'““5 attheendofthe .. 3390 3,10 3,093 3,074 3147 ~—___

Number 3,531 3,250 3,102 3,078 3Mm TMY—

in EUR/

Trading margin CWh

11,260 12,823 9,297 1,120 1,508 ———~—---——

HSE BH D. 0. 0. 2019 2018

' The introduction of IFRS 16 - Leases as of 1.1.2019 did not have a significant impact on the financial statements of the HSE Group. As a result of the transition to IFRS 16, the finan-
Value of assets 9,694,678 2139,603 cial statements of the HSE Group were higher by EUR 4,678,163 in the financial statements of the HSE Group, funding liabilities by EUR 5.201,369, and EBITDA was better by EUR
Amount of total capital 1,032,521 753,626 1,475,462 at the expense of lower service costs. The introduction of IFRS 16 also affects the following indicators: the level of capital investment, the degree of long-term investment,

the coefficient of capital coverage of fixed assets, the coefficient of economy, the coefficient of net profitability of capital — ROE, the coefficient of net profitability of assets — ROA,
Net profit of loss 278,893 2,702 coefficient of debt — equity ratio, total financial liability/EBITDA, EBITDA/financial expense from loans received, total financial liability/assets, net financial liabilities, net financial
liability/EBITDA and net financial liability/capital. The impact, however, is small. A more detailed overview is in the HSE Group's Financial Report.

EBITDA 310,232 3,955
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Key data n:’:;:::e 2015 2016 2017 2018 2019
Equity financing rate 44.39 47.07 48.56 5112 51.34
Long-term financing rate 79.62 89.82 88.21 86.91 87.31
Operating fixed assets rate 80.09 80.73 79.57 77.80 78.40
Long-term assets rate 86.58 87.58 87.08 85.36 86.13
Capital coverage ratio of fixed assets 0.55 0.58 0.67 0.66 0.65
I(Jc:rueizlt(crz\tl::)age of short-term liabilities ratio 022 039 030 035 0
:\acccceelle::at;ic:;\tlie;)age of short-term liabilities ratio 056 106 0.94 0.99 0.93
(S;:::::;;:;:r;)age of short-term liabilities ratio 065 119 109 11 107
Operating efficiency ratio 074 1.07 1.04 1.02 1.04
Net ROE ratio % -39.0 2.2 0.8 -1 2.8
Net ROA ratio % -19.3 1.0 04 -0.6 1.4
Value added EUR 251,699,079 281,479,876 258,115,028 251,427,464 291,532,762
Value added per employee EUR 71,293 86,609 83,223 81,685 93,725
Debt to capital ratio 1.02 0.89 0.82 0.72 0.69
Total financial liabilities/EBITDA 8.35 5.78 6.16 6.12 4.59
EBITDA/Financial expenses from loans received 6.05 4.59 4.96 4.91 6.92
Total financial liabilities/Assets 0.45 0.42 0.40 0.37 0.36
Net financial liabilities EUR 936,224,926 816,119,586 789,745,775 700,626,784 695,038,514
Net financial liabilities/EBITDA 7.70 5.24 5.71 5.47 433
Net financial liabilities/Capital 0.94 0.80 0.76 0.64 0.65

2.6.1.2 Analysis of the profit and loss statement of the HSE Group

RECORD YEAR 2019

The HSE Group is the largest producer of electricity in Slo-
venia. As members, we are present on all major European
futures and daily electricity exchanges, and with the rise
in renewable production and the development of smart
grids, intraday trading is gaining power, where we are

Net sales revenue
achieved in 2019
was the highest
since we operate

present 24 hours a day all days of the week. The year 2019
was a record year for the HSE Group. Net sales revenue
achieved in 2019 was the highest since we operate and
EBITDA was the highest in the past five years.

EBITDA
was the highest
in the past five years
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NET SALES REVENUE IN EUR MILLION AND
ELECTRICITY SOLD IN GWh

36,987
30,629
28,344
27194
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Ml Net sales revenue Electricity sold

We also faced a number of challenges in 2019. The
achieved electricity generation of HSE Group companies
was in 2019 2% lower compared to the previous year 2018.
Hydro production was lower by 147 GWh. Drava power
plants produced 185 GWh less, while hydroelectric power
plants on the Soca River produced 39 GWh (taking into
account Avée PSPP) more electricity than the previous
year. The production outage at DEM was due to lower
snow quantities in the high mountains, accelerated melt-
ing and volatilisation of snow in May and below-average
rainfall in August - October 2019. We prematurely com-
pleted the overhaul of the power unit and other primary
equipment at Avée PSPP, so the production of the pump-
ing plant was 14 GWh higher. The thermal power plant

K = 867 >
EBITDA IN EUR MILLION
156 161
138
122 I 128
J T T T T
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produced 32 GWh of electricity less, due to the power
limits of Unit 6 and occasional problems in the provision
of coal. The failure of hydro and thermo production sold
in advance was replaced by purchases of electricity on the
market in the HSE Group. Regardless of the amount of
electricity produced, we provided reliable and safe supply
of electricity to all our customers, consumers and traders,
while increasing sales activities, especially abroad, and
realized 16% higher revenues from sales of electricity en-
ergy. Sales volumes were 10% higher and average whole-
sale electricity prices were 6% higher. From electricity
sales, the HSE Group achieved a 14% better operating
performance compared to the previous year.

HSE GROUP EBITDA CHANGE IN 2019 RELATIVE TO 2018 IN EUR THOUSAND

48,170 715 3m
-1,169 160,618
-7,210 -407 1,171
6,994
128,130
14% 12% 13%
-39
3% -6% 8% 0%
-33%
T T T T C P T Cost of T T h 1 T oth T
EBITDA 2018 Electricity Heat Other revenue ost o osto Labour costs ansein Capitalisation ther EBITDA 2019
material services stocks expenses
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TES achieved 12% higher revenues from the sale of ther-
mal energy due to higher prices as a result of higher pric-
es of CO, emission coupons. The bulk of the remaining
revenue (47% share) was achieved in the HSE Group by
offering construction, mining and maintenance services
and rents. Revenue from services (excluding electric-
ity-related services) was 52% higher compared to 2018.
The rest of the remaining revenue was achieved by the
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HSE Group with revenue from drawing deferred revenue
higher by 2% (27% share), with revenues from sales of
merchandise, materials and products higher by 32% (8%
share), with revenue from compensation and contractu-
al penalties higher by 17% (4% share), and revenue from
the abolition of provisions and profits from the sale of
fixed assets.

HSE GROUP EBITDA CHANGE IN 2019 RELATIVE TO 2018 IN EUR THOUSAND

22,399
160,618
1 . .
13,983 4,230 ,300 8,175 1,249
128,130
101%
25% 20% 8%
-45%
75%
T T T T T T
EBITDA 2018 HSE DEM SENG TES PV OTHER EBITDA 2019

EBITDA was most affected by the difference between
the price of electricity on the market and the own cost of
the HSE Group’s production facilities and a trading mar-
gin that was higher by 3%. Material costs were 3% high-
er compared to the previous year 2018 due to the use of
a stronger, steel arc support used in the coal extraction
process, which represented a 22% share in the material
cost structure, and gas costs (13% share) due to higher
production. The cost of material is also EUR 1,5 million
higher at the expense of PLP’s inclusion in the consoli-
dated statements of the group (PLP did not consolidate
in 2018). In 2019, service costs were 7% higher compared
to the previous year due to higher costs of subcontractors
(on the other hand, revenue was also higher) and higher
maintenance costs. The largest share of the cost of ser-
vices were maintenance services (28%), followed by the
cost of services when creating products (22%), insurance
and banking services (15%), intellectual and personal ser-
vices costs (12%) and other costs. Labour costs, which
were 6% higher, were affected by a higher average num-
ber of employees by 33 workers mainly in the PV group
(more in the section Personell, consolidation of PLP) and
a new collective agreement in force (2019), which, accord-
ing to the preliminary, foresees higher severance pay-

ments upon retirement, which made it necessary to make
additional provisions on the basis of actuarial calculation.
Capitalised own products and services were lower by 8%
as we did more work in the previous year 2018 and spent
more material on Unit 6 overhaul and Unit 5 repairment.
The HSE Group achieved the bulk of its capitalised own
products and services through the construction of the
CPS3 coal mine pumping station and the construction
or joinery of other major stable coal mine facilities, con-
struction and engineering services and the construction
of coal mine machinery. Other operating expenses were
higher by 11%. Half of the other operating expenses was
accounted for by the cost of CO, emission coupons, which
was 42% higher due to the higher price. Following are the
costs of concession duties (21% share), which were 13%
higher due to the higher price, and compensation for the
use of building land (13% share), which was 15% lower.

EBIT operating profit or loss was higher by 143% mainly
due to a better result from electricity trading. In the pre-
vious year 2018, operating profit and loss was reduced by
asset impairment of EUR 18,489,038. In 2019, due to the
halt of the investment in the construction of HPP on the
Mura River, we realized write-offs of EUR 5,960,636.
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HSE GROUP COSTS IN 2019 IN EUR MILLION

132
80
39 38 37
22
I I I . .
T T T T T T ._\

Cost of Costs of
Labour I Cost of C Costs of Other .
Depriciation . emission . concessions
costs services material costs .
coupons duties

Despite the lower production and the higher own price of
production facilities (higher costs of CO, emission cou-
pons and concession duties due to higher prices), the
HSE Group realized a better EBITA and a financial per-
formance. The HSE Group realized, in the main, financial
revenue with a share in the profit or loss of the associate,
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EBITDA IN EUR MILLION AND EBITDA
MARGIN

12.9%
8.5%
8.5%
3.6% ‘ —_—
} T T T
2015 2016 2017 2018 2019
M EBITDA EBITDA margin

which is 30% lower compared to the previous year. Finan-
cial expenses are a reflection of deleveraging and refi-
nancing and were lower by 3%. After tax deduction, the
group realised a net profit of EUR 29,727,979, the highest
in the last five years.

2.6.1.3 Analysis of financial position statement of the HSE Group

ASSETS IN EUR MILLION

2,234
2,157 2,138 2135 2,074
T T T T
2015 2016 2017 2018 2019

0.45
0.42
0.40
I I I.37 0.35
T T T T

TOTAL FINANCIAL LIABILITIES/ASSETS

2015 2016 2017 2018 2019

As of 31 December 2019, HSE Group assets were 3% lower relative to the situation at the end of 2018. In the asset struc-
ture, relative to 2018, the proportion of long-term assets increased due to a decrease in cash.



Among intangible assets, 32% are represented by the
stock of CO, emission coupons, which is higher by 7% due
to the higher price. Property, plant and equipment is low-
er by 2% as investments have not followed depreciation.
The largest (71% share) is represented by production
equipment, which is lower by 3%, followed by buildings
(24% share) that remain at the level of last year, prop-
erty, plant and equipment in acquisition increased by
66%, representing a 3% share, land increased by 3% (2%
share). The right to use leased assets refers to leased as-
sets by the group (IFRS 16 — Leases). Investment prop-
erties increased by 2% as a result of a revaluation to fair
value. Other long-term investments included a 49% share
in HESS that was higher by 1% due to the valuation at

STRUCTURE OF FINANCIAL POSITION OF
THE HSE GROUP AS AT 31 DECEMBER 2018

15% 13%
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equity method. Long-term operating receivables mainly
represented receivables for granted financial cover for the
purposes of electricity trading.

HSE Group stocks are higher by 9% due to higher coal
stocks. Short-term investments included special-purpose
deposits for the repayment of financial liabilities of TES.
Short-term trade receivables were 5% higher due to high-
er turnover of the parent company. Among other short-
term assets, VAT receivables occupy the better part,
whereas among contractual assets accrued revenue is
predominant. Changes in cash are presented in the Cash
flow statement.

STRUCTURE OF FINANCIAL POSITION OF
THE HSE GROUP AS AT 31 DECEMBER 2019

14% 13%

Assets Liabilities

M Long-term Short-term

Despite the fact that the HSE Group was operating at net
profit in 2019, capital is lower by 2% as of 31 December,
2019 compared to 31 December 2018. The risk hedging re-
serve was negatively affected, which was lower by 76%
mainly due to the closure of contracts for the purchase of
CO, emission coupons. Capital represented a 51% share in
the structure of liabilities to asset resources, which is the
same as last year.

Assets Liabilities

M Long-term Short-term

Provisions for severance pay and jubilee prizes were up
37%. They have increased the most in the PV group, as a
result of a new collective agreement in place in 2019. In
fact, in the light of the foregoing, it foresees higher sev-
erance payments at retirement, which required additional
provisions to be made on the basis of actuarial calcula-
tion. Other provisions were higher by 17% due to higher
provisions for closing works. European funds spent (costs
generated on the Osmose project) and lower allocated
contributions for disabled people make other long-term
liabilities lower by 13%.

896
851
86% 87%
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T T T T T
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REFINANCING AND DEBT REDUCTION

The total debt declined in comparison to 2018 by 6% as a
result of loan repayments, while the net debt is lower by
1%. The HSE parent company successfully completed the
refinancing of loans already taken (more in the analysis
of HSE's financial position statement). The net financial
liability/EBITDA indicator improved further due to lower
indebtedness. Financial lease liabilities of EUR 5.201,369
(transition to IFRS 16 — Leases) make overall indebted-
ness higher. Without taking into account the financial
liabilities under lease agreements, the overall financial
liability indicator would be even lower.

INDEBTEDNESS TO BANKS IN EUR MILLION

1,015

~

83

2015 2016 2017 2018 2019
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Total indebtedness
has decreased by

6%

NET FINANCIAL LIABILITIES IN EUR MILLION
AND NET FINANCIAL LIABILITIES/EBITDA

7.70
5.71
5.24 5.47
790
701
T T T T
2015 2016 2017 2018 2019

M Net financial liabilities Net financial liabilities / EBITDA

Short-term trade liabilites were lower by 2% compared to the end of 2018 due to repayments of overdue liabilities in the
PV group. Other short-term liabilities, however, were at the level of the previous year.
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2.6.1.4 Comparison of 2019 operations with the 2019 plan

Net sales revenue in EUR thousand

Net profit or loss in EUR thousand

Costs of material in EUR thousand

Cost of services in EUR thousand

Labour costs in EUR thousand

Other operating expenses in EUR thousand

Cost of emission coupons in EUR thousand

EBIT in EUR thousand

EBITDA in EUR thousand

Assets in EUR thousand

Capital in EUR thousand

Net financial liabilities in EUR thousand

Investments in EUR thousand

Produced electricity in GWh

Electricity sold in GWh

2019 1,710,575
BP 2013 1,691,039
2019 29,728
BP 2013 53,284
2019 36,511
BP 2013 34,668
2019 38,644
BP 2013 40,748

2019 131,730

BP 2018 125,883

H

2019 75,228

BP 2013 89,897

|

2019 37,646

I!

BP 2013 46,079

2018 74,100

BP 2013 98,594

2018 160,618

BP 2013 183,987

2019 2,073,748

BP 2013 2,072,357

2019 1,064,641

BP 2018 1,102,102

2019 732,274

BP 2013 682,766

I

2019 40,971

BP 2013 52,411

2018 7,155

BP 2013 7,776

I

2019 33,638

BP 2018 30,202
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Due to the poor hydrological situation in the first three
quarters of 2019, as well as the operating restrictions of
Unit 6 in TES, production was lower than planned. In-
creased sales activities are reflected in above-planned
sales volumes of electricity and higher net sales reve-
nues. The cost of the material exceeded the planned ones
due to more material used for anchoring and steel arc
support due to the difficult conditions in the coal mine
and higher gas costs. Due to delays in arbitration costs,
the cost of services was lower than planned. PV and HTZ
realised above-planned labour costs due to unrealised
but planned measures to reduce labour costs (active re-
tirement and systemisation) and unrealised measures
requiring the consent of the social partners and higher
provisions for retirement severance payments because of
the new collective agreement. Other operating expenses
are lower due to lower costs of CO, emission coupons and
concession duties due to under-planned production. Low-
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er sales of own production and higher [abour and materi-
al costs make EBITDA lower than planned, while the net
profit or loss of the HSE Group is also lower.

The assets of the HSE Group were at the planned level.
The bulk of the lower than planned investments is repre-
sent by investments in the reliability of production. The
capital of the HSE Group is lower than planned due to
lower net profit or loss of previous years (the asset im-
pairment in 2018 was not planned) and lower net profit or
loss of the current year.

At the end of December, the net indebtedness of the HSE
Group is higher than planned due to the refinancing of
HSE parent company. Higher overall indebtedness is also
caused by the introduction of IFRS 16 - Leases, as we also
state liabilities to landlords among our financial liabili-
ties, which was not planned.

2.6.2 Business performance analysis of the HSE Company?

2.6.2.1 Key data about the HSE Company

Key data r;’:;z::e 2015 2016
Net sales revenue EUR 1,303,117,500 1,234,432,724
Net profit of loss EUR -323,117,370 44,359,794
Revenue EUR 1,324,718,804 1,293,642,769
EBIT = Operating result EUR 50,266,532 64,207,895
EBITDA EUR 53,434,736 64,973,556
Assets EUR 1,206,606,876 1,299,127,630
Capital EUR 829,661,563 876,576,884
Indebtedness to banks EUR 183,481,837 245,192,351
Total indebtedness EUR 214,568,280 246,409,568
Investments EUR 461,632 853,639
Electricity produced GWh 6,763 7,778
Electricity sold GWh 29,131 30,483
5:;|:onees at the end of the number 142 150
:r‘::;gv‘:::mber of number 138 147
EBITDA margin % 41 52

2017 2018

1610,687,897 1481938763 = 1740,154682 ___——"
19,737,615 9,486,269 6017717
176218,339 ___—
68441332 _—— ~
69,323,633 _—0 _~
1,418,699,514 __——

1,657,588,300 1,519,177,749
50,171,197 54,454,367
51,015,920 55,340,294

1,321,084,847 1,381,683,132

905,369,122 979,389,150 984,344,305 ___——
236,468,415 219,469,011 222513663 T ——
236,622,267 219,574,520 223729,850 7 T~
1,746,764 1,247,046 899352 __— —
7,034 7,320 7155 —~———
37,799 31,158 34538 " ~—
174 176 186 ____—

162 175 8

3.2 37 40 — Ne—

2Introduction of IFRS 16 — Leases. As a result of the transition to IFRS 16, in the financial statements of the HSE Company as at 31 December 2019, fixed assets from the right of
use for leased assets were higher by EUR 1,122,914, long-term funding liabilities by EUR 1,135,522, and EBITDA was better by EUR 280,706 at the expense of lower service costs.
The introduction of IFRS 16 also affects the following indicators: the level of capital investment, the degree of long-term investment, the coefficient of capital coverage of fixed
assets, the coefficient of economy, the coefficient of net profitability of capital — ROE, the coefficient of net profitability of assets — ROA, coefficient of debt — equity ratio, total
financial liability/EBITDA, EBITDA/financial expense from loans received, total financial liability/assets, net financial liabilities, net financial liability/EBITDA and net financial
liability/capital, the impact is low. A more detailed overview of the impact of the adoption of IFRS 16 on the company's financial statements is contained in the HSE Financial
Report — Accounting assumptions and quality characteristics of financial statements.
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Key data

Equity financing rate

Long-term financing rate

Operating fixed assets rate
Long-term assets rate

Capital coverage ratio of fixed assets

Direct coverage of short-term liabilities ratio
(quick ratio)

Accelerated coverage of short-term liabilities
ratio (accelerated ratio)

Short-term coverage of short-term liabilities
ratio (short-term ratio)

Operating efficiency ratio

Net ROA capital ratio

Net ROA assets ratio

Value added

Value added per employee

Debt to capital ratio

Total Financial Liabilities/EBITDA
EBITDA/Financial Expenses from loans received
Total Financial Liabilities/Assets
Net financial liabilities

Net financial liabilities/EBITDA

Net financial liabilities/Capital
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Unit of

e—— 2015 2016 2017 2018
68.76 67.47 68.53 70.88

74.67 85.73 85.20 84.94

2.74 3.02 2.97 3.16

81.79 85.98 84.68 81.93

25.10 22.37 23.06 22.44

0.21 0.17 0.15 034

0.68 0.91 0.99 117

0.70 0.95 1.03 1.20

1.04 1.05 1.03 1.04

% -32.6 5.2 2.2 1.0
% -24.8 3.5 15 07
EUR 60,861,977 73,116,212 60,913,790 65,840,152
EUR 441,029 497,389 376,0M 376,229
0.26 0.28 0.26 0.22

4.02 3.79 4.64 3.97

9.66 5.83 6.38 7.08

0.18 0.18 0.18 0.16

EUR 157,411,348 217,458,121 209,894,393 151,815,272
2.95 3.35 4M 2.74

0.18 0.25 0.23 0.16

2019

69.38
84.46
3.79
83.68
18.31

0.14

1.03

1.05

1.04

6.1

43
80,736,259
446,057
0.23

3.23

10.81

0.16
196,133,069
2.83

0.20
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2.6.2.2 Analysis of the profit and loss statement of the HSE Company

REVENUE GROWTH, HIGHEST EBITDA AND NET PROFIT IN THE LAST FIVE YEARS

Production in 2019 was 2% lower compared to the previ-
ous year 2018 (more detailed in the analysis of HSE Group
operations). Despite a lower production, the HSE Group
successfully replaced the already sold lower hydro and

thermo production with imports of electricity, ensuring a
reliable supply of electricity, while increasing sales activ-
ities and delivering a better result from trade by almost
EUR 8 million in comparison with 2018.

HSE GROUP EBITDA CHANGE IN 2018 RELATIVE TO 2018 IN EUR THOUSAND

7,622 1,766 66 69,324
9,755 1,435
55,340
2,628 692
71
110%
32%
110/0 190/0 8“/0 50/0
-8% -8%
‘ ‘ ‘ ‘ Hedgi " ot " ot ‘ ‘
EBITDA 2018 HPP TPP PSPP Prices Trading edsing er er EBITDA 2019
and other revenue expenses

Revenue from electricity sales in 2019 was 18% higher
compared to 2018, thanks to higher volume sales by 11%
and higher average wholesale electricity prices by 6%.
Revenue from the sale of electricity generated 99% of
business revenue. The trading margin was higher by 8%.
The bulk of the service revenue was generated by the HSE

NET SALES REVENUE IN EUR MILLION
AND ELECTRICITY PRODUCED IN GWh

7,778
7,034 7320
e
6,763
T T T T
2015 2016 2017 2018 2019

M Net sales revenue Electricity produced

Company through electricity related revenues. Compared
to the previous year, they were lower by 20%. Other oper-
ating income mainly covers the positive effects from the
valuation of financial instruments and is higher by 70%.

EBITDA IN EUR MILLION AND
TRADING MARGIN IN EUR/GWh

2,447
2,146 2172
1,732
T T T T
2015 2016 2017 2018 2018
M EBITDA Trading margin



Costs in 2019 were 8% higher compared with the previ-
ous year. The average number of employees is higher by
6 workers, as a result, labour costs are higher by 9%, with
value added per employee higher by 19%. Service costs
were 5% higher due to higher bank fees and bank guaran-
tees costs, as a result of increased trading volumes. The
largest share of the service costs was the cost of other
services (20% share), mainly related to the cost of re-in-
voiced IT services to subsidiaries. Compared to the previ-
ous year, they were higher by 262% (on the other hand,
higher revenues, which are re-invoiced to subsidiaries).
Following are bank costs and bank guarantees costs (19%
share), which were 36% higher. Costs of legal, lawyer
and notarial services (16% share) were 4% higher due to
higher costs of arbitration. Costs of maintenance services
(12% share) were 35% lower due to the partial transfer of

VALUE ADDED/EMPLOYEE
IN EUR THOUSAND AND
AVERAGE NUMBER OF EMPLOYEES

175
162

147
138

7
5
497
aM
376 376
T T T T T T T T

2015 2016 2017 2018 2019

M Value added per employee Average number of employees

Financial performance was positive in 2019 for the first
time in the last five years. Due to lower financial reve-
nues from shareholdings in companies’ profits, financial
revenues were 54% lower. Financial expenses, however,
were lower by 83% because an impairment of long-term
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the IT function to subsidiaries. Lower service costs were
also caused by the transition to IFRS 16 - Leases, which
led to lower rental costs and higher depreciation costs
by 1%. Material costs were 26% higher compared to 2018
due to higher costs of professional literature (e-access),
which represented a 78% share in the material cost struc-
ture. Other operating expenses were significantly higher
than realised in the previous year due to reactive power
costs of EUR 1 million (change in posting: in 2019, these
costs are included in other operating expenses, in 2018,
they were posted in costs of sold goods) and because of
higher court costs. Operating profit or loss was 26% high-
er and EBITDA was 25% higher due to increased trading
activities.

OPERATING EXPENSES (EXCLUDING COST)
IN EUR MILLION

2015 2016 2017 2018 2018

M Labour cost Cost of services Other operating expenses

Depriciation M Material costs

investment of EUR 56,721,354 was recognised in 2018. In
2019, we successfully implemented refinancing (more in
the analysis of the statement of financial position), re-
sulting in 7% lower financial expenses.

02 Business Report

FINANCIAL REVENUE FROM COMPANY
SHARES IN EUR MILLION

50 50
43
a
39
36
30
27
16
10
T T T T T T T T

2015 2016 2017 2018 2019

In 2019, we operated successfully, achieved a better EBIT-
DA, a positive financial outcome and operated with a
net profit of EUR 60,117,717, which is the best net result
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NET PROFIT OR LOSS EXCLUDING
EXTRAORDINARY EVENTS IN EUR MILLION

2015 2016 2017 2018 2019

in the last five years, even if we eliminate the impact of
emergencies (impairments in past years and income from
shares in profits of companies).

2.6.2.3 Analysis of financial position statement of the HSE Company

ASSET GROWTH, HIGHER SHARE OF LONG-TERM ASSETS AND FAVOURABLE CAPITAL STRUCTURE

STRUCTURE OF FINANCIAL POSITION OF THE
HSE COMPANY AS AT 31 DECEMBER 2018

STRUCTURE OF FINANCIAL POSITION OF THE
HSE COMPANY AS AT 31 DECEMBER 20189

18% 15%
T
Assets Liabilities
M Long-term Short-term

The structure of financial position remains favourable.
Compared to the situation at the end of the previous
year, the share of long-term assets in assets increased
by 2 percentage points due to the higher position of long-
term investments and long-term loans to companies in

16% 16%
T
Assets Liabilities
M Long-term Short-term

the group. Due to higher long-term assets, HSE’s assets
are higher by 3% at the end of 2019 compared to the sit-
uation at the end of December 2018. We fully cover all
long-term liabilities with long-term assets.



Regarding long-term assets, we are showing intangible
assets higher by 29% due to higher stock of CO, emission
coupons (higher prices), property, plant and equipment
where assets are lower by 1% due to low investments,
the right to use the leased assets under long-term leas-
es, long-term investments in subsidiaries representing a
69% share, other long-term investments and loans (10%
share) and long-term trade liabilities where financial cov-
erage is provided for the purposes of electricity trading.
Long-term investments in subsidiaries are higher by 3%
since the conversion of long-term loans was carried out
in December 2019, including the long-term financial in-
vestment of TES (EUR 31,996,818). In 2019, HSE Company
bought a 25% share in HSE Invest, which is 100% owned
by HSE Group. In 2019, HSE Adria - in liquidation was fi-
nally liquidated. Other long-term financial investments
and loans include shares in other companies where there
is no change (15.4% share in associate HESS, 25% share
in Soenergetika and 12.13% share in Stelkom), and long-
term loans to subsidiaries that are in view of the past
year 2018 higher by 17%. In 2019, the HSE Company also
provided liquid assets to the subsidiary TES - loans in the
long term, which are higher by 4% due to interest (EUR

ASSETS IN EUR MILLION

0.19
0.18 0.18
0.16
j T H T H T H T {
2015 2016 2017 2018 2019
Hl Assets Total financial liabilities / Assets

In the structure of liabilities to asset resources, the high-
est share was capital (69%). Capital increased by net
profit of the current year (EUR 60,117,717) and was neg-
atively affected by the risk hedging reserve, which was
lower by EUR 55,140,078 due to the closure of contracts
for the purchase of CO, emission coupons. Provisions for
severance payments and jubilee prizes were 26% higher
due to higher provisions for severance payments at retire-
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90,076,126 of principal plus interest). At the end of 2019,
a long-term loan contract between HSE and PV of EUR
15,000,000 was concluded to provide PV group liquidity
and a long-term loan agreement between HSE and HSE
EDT of EUR 800,000 (the drawn-out part as of 31 Decem-
ber 2019 of EUR 433,500 is posted in long-term loans). A
portion of long-term loans that fall due within one yearis
posted in short-term financial liabilities. Short-term fi-
nancial investments are higher by 119%. The main part is
the short-term portion of long-term loans.

Short-term assets are lower by 7% mainly due to low-
er cash (the change in cash is reflected in the cash flow
statement in the accounting part of the HSE Company
report). Short-term trade receivables (68% of short-term
assets) were 15% higher due to higher turnover. Among
other short-term assets, short-term trade liabilities from
national and other institutions represent the main part.
Compared to the situation at the end of the previous year,
they are lower by 3% due to lower deferred dependent
electricity costs. Contract assets represent short-term
revenue not yet charged.

INDEBTEDNESS TO BANKS IN EUR MILLION

6.38

5.83
9.66 l . 7.08

2015 2016 2017 2018 2019

M Indebtedness to banks EBITDA / Financial expenses from loans received

ment as a result of higher average number of employees.
Other provisions refer to the provision for lawsuit. The
increase of 7% refers to accrued interest. Group’s other
long-term liabilities include also co-financing assets re-
ceived in connection with the European project Osmose.
Due to the spent European funds (generated costs of this
project), they are lower by 33%.
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REFINANCING

In August 2019, the company successfully refinanced
part of the existing long-term loan, amounting to EUR
160,000,000 fixed long-term loan with a maturity of 7
years and EUR 50,000,000 in a long-term revolving loan
with a maturity of 3 years. Revolving loans were not
drawn at the end of 2019. Total indebtedness is 2% higher
compared to December 2018, namely loans to banks are
higher by 1% and total indebtedness was also increased
by financial liabilities from leases in the amount of EUR
1,135,522, which are higher due to the transition to IFRS
16 - Leases. Higher financial liabilities and lower cash
make net indebtedness higher. As of 31 December 2019,
the company fully complies with the financial commit-
ments under long-term loan agreements.

Short-term liabilities are higher by 6% mainly due to
higher short-term trade liabilities to suppliers, which are
higher due to higher turnover. Among other short-term
trade liabilities, the main part is posted as forward-ac-
counted expenses.
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In August 2019, the
company successfully
refinanced part of the
existing long-term loan
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2.6.2.4 Comparison of 2019 operations with the 2019 plan

2019
Net sales revenue in EUR thousand
BP 2019
2019
Net profit or loss in EUR thousand
BP 2019
2019 372
Costs of material in EUR thousand
BP 2019 443
2019 7,634
Cost of services in EUR thousand
BP 2019 9,324
2019 11,413
Labour costs in EUR thousand
BP 2018 10,879
2019
EBIT in EUR thousand
BP 2018
2019
EBITDA in EUR thousand
BP 2019
2019
Assets in EUR thousand
BP 2019
2019 222,514
Indebtedness to banks in EUR thousand
BP 2019 212,932
2019 899
Investments in EUR thousand
BP 2018 3,963
2019 7,155
Produced electricity in GWh
BP 2018 7,776
2019
Electricity sold in GWh
BP 2019

Realized EBITDA and net profit or loss did not achieve
the planned outcome due to lower production in hydroe-
lectric power plants and thermal power plants and, con-
sequently, lower sales of own production. Nevertheless,
the HSE Company managed to increase sales activities
and successfully compensate for the outage of already
sold electricity production. Net sales revenue was higher
than planned due to higher sales volumes of electricity
on the foreign market. Due to the above-planned value
of the trading result, individual and work performance
were accounted for, and therefore labour costs are above

1,740,155
1,682,270
60,118
67,421
68,441
80,571
69,324
81,688
1,418,700
1,442,641
34,538
30,202

planned. The cost of materials is below the plan due to
lower e-access costs. Due to the delay in arbitration pro-
ceedings, the cost of services is also lower. The compa-
ny's assets are lower than planned due to an unplanned
impairment of the long-term financial investment in TES
in 2018. Indebtedness to banks is higher due to the re-
financing carried out. Among the investments according
to the plan, the implementation of the single software
solutions SAP and DMS BC in the PV group, which has
been transferred to 2020, is standing out.
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2.7 Risk management of the HSE Group

Risk management of the HSE Group has been based on
the centralised risk management at the level of the entire
HSE Group. It determines the standardised processes and
tools for identification, valuation and taking of measures
and monitoring and reporting on risks and/or opportuni-
ties. We are aware of the fact that taking risks is of crucial
importance for the creation of value of the HSE Group. It
is a challenge to identify those risks that affect the per-
formance of an individual company and the HSE Group,
and establish a way to transform their management in
order to protect the assets of each company in the Group
as much as possible, to improve their business efficiency
and to create added value.

The key objective of risk management of the HSE Group is

a proactive risk control that has an impact on the achieve-

ment of the objectives, determined in the strategic and

business plans of individual companies and/or the HSE

Group as a unit. Among others it includes also the ability

to:

 influence the frequency of appearance and positive
and negative consequences of individual events,

» understand/utilise the connections between various
kinds of risks,

* monitor the risk profile of the Group in time,

« perform activities harmonizing further development
of events with the expectations,

« create culture ensuring the performance of the
process activities and leading to the complete risk
management.

RISK
MANAGEMENT
PROCESS OF THE
HSE GROUP
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IN THE HSE GROUP
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Risk management
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Business functions
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administrators
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Risk management
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Detecting, assessing and
managing risks

Comprehensive control
and establishing a risk
management system
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LINE OF DEFENSE

Regular and
independent monitoring

LINE OF DEFENSE LINE OF DEFENSE

EXTERNAL AUDIT
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The established system of managing key risks enables
the identification and recognition of negative trends and
timely taking of adequate measures for risk control at the
level of an individual company and the HSE Group as a
unit. The HSE Group aims at constant upgrading of the
risk management system and strengthening of its use in
the process of strategic planning and taking regular busi-
ness decisions of an individual company and/or the HSE
Group as a unit.

ANNUAL RISK PROFILE OF THE HSE GROUP
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At group level, we annually assess the risk profile of each
company or HSE Group, which tells us what the contribu-
tion of each key risk is at the level of the total exposure
in the business of each company or group as a unit. Risks
shall be monitored regularly on the basis of objective
indicators and, where this is not possible, on the basis
of expert assessments. Individual risk exposure assess-
ments reflect the risk management measures already in
place.

QUANTITY/PRODUCTION RISKS:
Il RISK OF FAILURE OF PLANNED HYDROLOGY
M RISK OF INTERRUPTED COAL SUPPLY
M RISK OF OUTAGE OF PRODUCTION FACILITIES
COAL QUALITY RISK
MARKET RISKS:
M ELECTRICITY PRICE RISK
PRICE RISK OF CO, EMISSION COUPONS
OPERATIONAL RISKS:
Il CONTRACT RISK
M ENVIRONMENTAL RISK
M RISK OF FRAUD
I COMPLIANCE RISK
M ITRISK
PERSONNEL RISK
STRATEGIC AND BUSINESS RISKS:
B LABOUR COST SAVINGS RISK OF PV GROUP

M RISK OF NON-RESTORATION OF MINING RIGHTS AND FAILURE TQ ADOPT
A COAL EXIT STRATEGY

INVESTMENT RISK ON DEVELOPMENT PROJECTS AND NEW BUILDINGS
REGULATORY RISKS
DISINVESTMENT RISKS
SECURITY RISKS:
SAFETY AND HEALTH RISKS AT WORK AND FIRE SAFETY
RISK OF NATURAL DISASTERS, CATASTROPHES AND EMERGENCIES
PROTECTION RISK OF ASSETS IN REM
INFORMATION SECURITY RISK
FINANCIAL RISKS:
I CREDIT RISK AND COUNTERPARTY RISK
I INTEREST RATE RISK
CURRENCY RISK
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In terms of risk
managament in the
HSE Group and, in
particularlimiting their
potential consequences,
we highlight and pay
attention to liquidity
risk and solvency and
capial adequacy risk
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KEY RISKS OF THE HSE GROUP

As shown in the picture above, we combine risks into six
categories, depending on the nature of the risks. Below,
we summarize the risks or opportunities by category,
which, according to the internal valuation methodology,
may have the greatest potential impact on the planned
EBITDA of the HSE Group in the future operating period.

In terms of risk management in the HSE Group and, in
particular, limiting their potential consequences, we high-
light and pay attention to two risks which are not particu-
larly exposed in the risk profile due to their dependence
on other risks. Liquidity risk in the framewaork of financial
risks is defined as a risk of non-compliance between the
matured assets and equity and liabilities or a possibility
of lack in financial assets for the payment of due liabil-
ities. As the liquidity risk is a common denominator to
other risks, the control of this risk is a difficult, but a very
important task that cannot be carried out individually,
but in association with the control of other risks. A key
factor for the successful management of the liquidity risk
is mainly the supervision over cash flows.

Another risk to which particular attention is paid is the
solvency and capital adequacy risk. When controlling sol-
vency and capital adequacy all risk factors are taken into
account that have a long-term impact on the operations
of the HSE Group (risks having a permanent impact) and
therefore these risks are controlled at the same time as
other risks.
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2.7.1 Quantity/production risks

Quantity/production risks are risks that
occur due to the differences between the
forecast and the actually produced or
purchased electricity quantity. The risks
are associated with the technological and
logistic limitations in the production and
timely delivery of energy product and
weather conditions.

We manage risks both at the level of individual subsidiar-
ies and at the HSE parent company. The risks of produc-
tion facilities are controlled on the basis of long-lasting
experience, knowledge and regular training of the em-
ployees and the established methods of production fa-
cility operation. Separate departments in the HSE Group
are responsible for the continuous operation of produc-
tion units and other electric power devices and they carry
out regular maintenance and periodic controls of devices
(measurements, diagnostics of devices). Our production
units have modern monitoring systems in place, with
which we regularly monitor the condition of key compo-
nents, allowing us to quickly detect mechanical and elec-
trical breakdowns on equipment. This way, we reduce the
chances of realization of unplanned congestion or outag-
es of production units.

Unification, optimization and modernisation of produc-
tion unit maintenance strategies and approaches was
further supported in 2019 by the implementation of the
joint maintenance support information system - SAP
PM (EAM). The integration of processes within the SAP
system enables a unified inspection and more appropri-
ate response to device management, thereby managing
unplanned events in the field of production unit mainte-
nance more efficiently. In 2019, we successfully managed
production outages mainly by carrying out inspections
and repairs and by replacing production from available
units in the HSE Group. Additional measures in 2019 con-
tribute to more efficient risk management in the field of
management of production units and contribute to re-
ducing HSE Group’s exposure to these risks.

The risks are controlled by long-term and short-term
forecasting of the consumption profile, sale of electricity
and daily monitoring of quantity deviations of the major-
ity of consumption and sales points. A major role in this
is played by the Control Centre, which received a software
and hardware upgrade in 2019. The upgrade has also im-
proved cyber security and enabled the continued safe and
reliable operation of our power plants.
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We are
introducing
digitalization

to increase the reliability of
operation of our production
units and cyber security

The key factor of quantity/production risks is hydrology,
which is controlled by production planning based on sev-
eral annual average flows and the predicted probability of
occurrence of hydrology. In 2019, the frequency of produc-
ing a hydrology estimate has been upgraded to a monthly
level, based on the latest available meteorological data.
The resulting production deviations are mainly controlled
in the next step by redistribution of production in the HSE
Group and electricity trading. Due to the importance of
the impact of this risk, we are also working on projects to
produce more accurate hydrological models on individual
basins that will further improve the short and long-term
hydrology assessments. Exposure to these risks remains
at a similar level to the previous year, and from the per-
spective of the share in the overall risk profile of the HSE
Group, these risks currently represent the highest risks of
the HSE Group.

The risk of failure of planned quantities of coal from PV
may be due to external factors such as pillar bursts, stop-
pings, water and gas leakage, i.e. factors not affected by
PV and internal factors such as operational reliability de-
pending on the condition of machinery and devices that
are exposed to demanding conditions in the coal mine.
We managed the risks in 2019 through the preparation
of long-term excavation plans, monitoring and main-
taining the appropriate strategic quantity of coal landfill
stocks, equipment replacement measures, continuous
maintenance of equipment and control over operations,
optimising material costs for construction of excavation
lines and in case of difficulties with the introduction of
additional working days to compensate for the lost pro-
duction. The risk is very important for the HSE Group as it
also affects production in TES.
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2.7.2 Market risks

In its operations, the HSE Group is highly
exposed to risks arising from fluctuations

in electricity prices in the region and CO,
emission coupons, as well as indirectly

to fluctuations in the prices of the energy
source group (coal, gas and oil), which
constitute a key influencing factor on the
trend electricity prices. Price risks are
managed at the level of the HSE Group in the
context of the activity of the parent company
HSE. In addition to the trend and volatility
of prices, the difference between the amount
of electricity purchased and sold at a certain
point of supply in the future, the so-called
open position, and the correlation between
the price trends between the individual
markets where HSE carries out individual
purchases and sales are also important
factors.

As in previous years, the trend of increased volatility on
the day-ahead markets continued in 2019, driven by the
increasing presence of renewable sources in Europe’s en-
ergy systems. A similar picture was shown by the long-
term product market, where energy prices were key fac-
tors and where liquefied natural gas (LNG) played an
important role in 2019, and in the political dimension the
processes and uncertainties brought by BREXIT and trade
war between the U.S. and China.

Due to the increased share
of own production sales
hedging against price risks,

the exposure of the HSE
Group's portfolio to price
risks decreased in 2019.
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Market risks in the sales segment of own production,
which represents the largest and most important seg-
ment of the HSE Group’s operations, were managed
in 2019 in line with the set strategy of selling our own
production and purchasing CO, emission coupons for the
needs of our own production. In 2019, on the basis of mar-
ket analyses, we dynamically adjusted the pace of imple-
mentation of the strategy, thereby successfully manag-
ing the price fluctuations that occurred on the electricity
market and on the CO, emission coupons market in 2019.
In the field of sale of hydro production, great emphasis
in 2019 was placed mostly on the control of great market
price dynamics during the year and the simultaneous in-
tensive dynamics of the sale of quantities produced by
hydro power plants at monthly levels when compared to
the planned values.

In 2019, the trend of negative deviations in production
quantities continued during the months, during which sta-
tistically as a rule, there was more rainfall. From the per-
spective of the risk profile of the HSE Group, the risks of
own-production sales also represent the biggest shift rela-
tive to 2018, downgraded compared to 2018 due to a higher
percentage of the year-ahead own-production price lock.

In the electricity trading segment, we managed market
risks based on the set and limitation of the above values
of parameters that we have been monitoring for this pur-
pose in recent years. Having the key parameter VaR (5-day
VaR with 95% confidence interval, “Value at Risk”) also
follows the venture capital parameter, and in addition we
have protected the already achieved added value of the
portfolio based on the moving profit loss limit parameter.
We manage risks by actively managing portfolio positions
to ensure that parameter values are within limits. Expo-
sure to these risks remained at a similar level compared
to 2018, but with the additional measures described, we
are more effective and achieve higher added value.

The process of monitoring market risks is subject to con-
tinuous improvements and adjustments to new market
conditions and at the same time to the new possibilities
of implementing price protection offered by the market
through its development. In this respect, the effective-
ness of the implementation of the risk management sys-
tem is constantly monitored and upgraded.

Additional information relating to the price risk manage-
ment is stated in the accounting section of the report (Fi-
nancial instruments and risk control).
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2.7.3 Strategic and business risks

Strategic and business risks are the risk
that appear due to inadequate strategic and
business decisions and unresponsiveness to
the changes in the business environment.

In order to manage the solvency and capital adequacy
risks of individual HSE companies, the solvency indica-
tors under the Financial Operations, Insolvency Proceed-
ings, and Compulsory Dissolution Act shall be regularly
monitored at HSE Group level and appropriate corrective
measures taken in a timely manner. From the aspect of
long-term solvency, we tend to provide such a volume of
long-term sources of finance that is sufficient for the size
and kind of transactions conducted under consideration
of the risks we are exposed to. For more information on
the solvency and capital adequacy measures of the com-
panies of the HSE Group, see the financial report of the
HSE Company and Group.

Regulatory risks are controlled by regular monitoring of
legislative amendments and analysing of their impacts
on the operations of the HSE Group before the intro-
duction of the amendment to the applicable legal order
and regular information submitted of the employees in
the Group on the relevant legislative changes that have
an impact on the operations of the HSE Group. In 2019,
we have actively responded in public hearings related to
changes in sectoral legislation, at the level of laws, by-
laws and strategies with the aim of co-forming an appro-
priate regulatory environment for the operations of the
HSE Group.

In 2019, as part of regulatory risk management measures,
we continued activities to extend the PV Concession Con-
tract - amendment of the Mining Act (ZRud), as well as
activities to adopt the national coal abandonment strate-
gy and the action plan for the restructuring of the Saleska
dolina region. Both documents will be ready by the end of
2020 and will determine, from the perspective of the HSE
Group, the most appropriate year of abandoning coal and
arrange funding for “closing works,” including commit-
ments from the concession-granting authority.
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Both already taken and future decisions by government
and non-governmental institutions in the field of closing
production facilities using conventional sources also af-
fect the costs associated with the extraction of lignite in
PV. In this area, because of increased costs throughout
the production chain from conventional sources and en-
suring an adequate level of competitiveness of the en-
ergy source, both a proactive policy of reducing the cost
of materials and services and a proactive cooperation
with social partners are essential to reduce labor costs
effectively, gradually and permanently. In 2019, both PV
and HSE set very important and ambitious goals for the
future period, which will ensure a satisfactory level of
competitiveness of the HSE Group in the whole chain of
supply of electricity from a conventional energy source.

The HSE Group regularly maintains and invests in highly
technologically demanding and interrelated production
facilities. In order to effectively manage the funds allo-
cated for this purpose, in 2019 we started establishing
appropriate uniform acts at the level of the HSE Group,
on the basis of which the risks related to construction,
investment maintenance and other investments in im-
proving the business will be effectively monitored and
unifiedly managed by individual groups of investments,
especially in view of the increase in costs and delays that
may occur.
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2.7.4 Operational risks

Operational risks are the risk occurring due
to inadequate or unsuccessful operation
in the field of operations of the HSE Group
or implementation of internal processes,
personnel recruitment and control of
external events and impacts of individual
companies of the HSE Group. The key
element of controlling these risks is
establishing an efficient internal controls
system whereby we focus mostly on the
correctness and reliability of financial
reporting, provision of compliance of
operations with external and internal
acts and efficiency and reliability of
implementation of business processes.

The aim of controlling operational risks is an effective
prevention of potential loss events, efficient elimination
of consequences in case of occurrence of an individu-
al event, optimisation of business processes and pro-
fessional and ethical work of the employees in the HSE
Group.

Compared to 2018, we reduced our exposure to contractu-
al risks by successfully completing the refinancing of part
of HSE's existing long-term debt in 2019 and attained a
mitigation of certain commitments compared to the pre-
vious loan, thereby reducing the risk of early termination
of the loan or additional costs associated with obtaining
waivers.

€

refinancing
financial
obligations

in 2019 we successfully
reduced our exposure to
contract risk.
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Environmental risks are associated with identified envi-
ronmental aspects resulting from the implementation of
the activities of individual companies of the HSE Group
in the field of raw materials extraction and energy con-
version. The HSE Group is aware that in taking advantage
of business effects negative impacts such as emissions
into the air, emissions of substances into water and soil,
electromagnetic and ionising radiation, environmental
noise, degradation and usurpation of space, environ-
mental odors, and effects in the formation and manage-
ment of waste occur. The HSE Group strictly follows the
established environmental policy that defines important
objectives in the field of environmental management
system and also the key guidelines of implementing
measures for the environmental management control (a
detailed description is given in the section Sustainable
development of the HSE Group). We managed the risks
successfully in 2019.

We have improved IT risk management in 2019 by unify-
ing and consolidating the IT field, upgrading the ERP SAP
EHP8 source planning system, adding new functionality
with the SAP PM maintenance module, and upgrading the
eDMS document system. These measures have improved
strategic management and risk management at group
level, achieved a higher level of system performance and
increased the level of automation and operation of inter-
nal controls. In the field of ensuring the functioning of
ICT systems and business solutions, we fully transferred
information solutions to a single platform based on two
data centers (Sostanj and Maribor) in 2019, thereby re-
ducing risks while increasing capacity and reliability and
security of the operation of HSE Group information sys-
tems.

This risk category includes personnel risks (mainly from
the point of view of the leaving of some key employees as
a consequence of the implementation of reorganisation
processes in some companies of the HSE Group), fraud
risks and compliance risks. These risks in 2019 did not
detect significant changes in exposure compared to 2018
and were successfully managed.
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2.7.5 Security risks

Security risks are the risks that occur due
to inadequate or unsuccessful security of
information, property, health and safety at
work and unforeseeable external events
that may have an exceptional impact on the
operations of the companies. These risks
are successfully controlled by establishing
and regular upgrading of adequate
preventive measures and systems for timely
identification of changes in the operating
environment.

Risks in the field of health and safety at work and fire
safety are effectively controlled by planning, implemen-
tation, supervision, acting and preventing and/or min-
imising the number of accidents at work and other ex-
traordinary events. We provide safe working environment
to our employees and external providers. For all of the job
positions and technologies, we monitor the risks for the
occurrence of accidents and health damage. The risks are
evaluated periodically, maintained at an acceptable lev-
el by adequate protective measures and in the long run
we can influence the continuous improvement in work-
ing conditions. Various preventive measures reduce the
possibility of disability or health restrictions. Emergency
preparedness is increased by conducting various training
courses and exercises. In 2019, the HSE Group organised
and conducted over 80 exercises/training courses from
the field of health and safety at work and fire safety
(evacuation and rescue exercises for the employees in the
facilities, fire extinguishing, spilling of hazardous sub-
stances, administering first aid, coal mine rescue team
exercices, etc.).

Information security risks are controlled at several levels
by using different technological solutions (upgrade of the
information system), carrying out procedures in scope of
standard IS0 27001 (security policy and information secu-
rity organization) and training and raising the awareness
of users of IT solutions. Technologically, the security is
ensured by means of the most-advanced fire walls, use
of modern and reliable information security systems on
servers and work stations, limiting user permissions for
the access to the data and assets, encrypting and remote
control of portable devices. In 2019, we conducted a com-
prehensive review of the existing information security
situation in the HSE Group for the purposes of planning,
decision-making and upgrading of risk management in
this area. In order to prevent risks, connected with cyber
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security in recent years, the HSE Group has approached
the study for the establishment of the joint Security Op-
erating Centre (S0C) of the HSE Group, which is indirect-
ly provided for in the Information Security Act (ZinFV, O
No. 30/2018) regarding the implementation of obliga-
tions to protect own information infrastructure. The aim
of the introduction of local SOC within the HSE Group is
to provide an efficient, advanced and intelligent securi-
ty system that will respond effectively to security events
and ensure full automation of information security and
cyber processes.

Risks of asset protection are controlled by property insur-
ance and establishing/maintaining security systems and/
or security architecture that includes the organisational
and functional measures for establishing and/or provid-
ing business and internal security, security sub-systems
(video supervision, physical and technical security, etc.)
and security culture of the employees. The objective of
implementing security measures is mainly providing se-
curity of the employees, efficient security of the assets
of the HSE Group and safe and undisturbed operations in
all companies of the HSE Group.

O

In 2019, the HSE Group
organised and conducted
over

80 exercises/
training
courses

from the field of health
and safety at work
and fire safety
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2.7.6 Financial risks

Liquidity is defined as accurate monitoring
and planning of daily, monthly and annual
cash flows at the level of the Company

and at the consolidated level by effective
allocation of surpluses within the Group,
provision of adequate available credit lines
with commercial banks and careful and safe
placement of free cash. In order to properly
manage the liquidity risk, we also had
sufficient levels of credit lines in the form
of revolving loans at commercial banks in
2019,

Credit risks are controlled by a detailed verification of the
credit rating of operations of the existing and potential
business partners and a clearly defined procedure of debt
recovery, reminder system and conclusion of contracts
with suitable security (bank and corporate guarantees,
advances and other adequate insurance). The level of
assessed risk depends mainly on the business results of
the partner, especially the indebtedness level, short-term
liquidity, and solvency and profitability indicators. Great
emphasis has been placed on obtaining topical informa-
tion from the market, as a status of an individual partner
can change quickly due to various market and regulatory
changes. From the aspect of controlling the credit risk to
banks and other financial institutions, we regularly mon-
itor the data on operations of financial institutions we
cooperate with.
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The HSE Group operates
to a greater extent in the
domestic currency of EUR

and therefore is exposed to
the exchange rate risk only
to a lesser extent.

Various financial instruments are available for the con-
trol of the interest rate risk (e.g. interest rate swaps),
whose purpose is reducing negative effects while market
interest rates change. As a rule, the scope of exposure
to the interest rate risk depends on the size of the share
in financial liabilities and investments in the company.
Given the strategy for managing interest risk and taking
into account market forecasts regarding interest rate
movements in 2019, there were no grounds after shield-
ing against interest rate rises, so we did not conclude IRS
contracts.

The HSE Group operates to a greater extent in the do-
mestic currency of EUR and therefore is exposed to the
exchange rate risk only to a lesser extent. In the case of
the purchase of electricity in foreign currency, however,
we enter into foreign currency forwards (FX Forward) to
limit the risk.

Detailed information on the exposure to an individual fi-
nancial risk and disclosures relating to financial instru-
ments is stated in the accounting section of the report
(Financial instruments and risk control).
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2.7.7 Influence of COVID-19 coronavirus on HSE Group operations

As early as 24 February 2020, the HSE Group immediately began preparing and setting up
preventive measures to ensure the continued production and sale of electrical and thermal
energy, with the first announcement that the COVID-19 epidemic had largely started in the

immediate vicinity of Slovenia - Italy.

As a result, gradually and in line with the current situa-
tion in the country, we have started implementing meas-
ures in accordance with the business continuity plan and
with the aim of securing the assets of the HSE Group.
Given the current situation, the company started with a
timely and appropriate implementation of measures and

2.7.7.1 Price risks

In line with the deteriorating health situation in China in
January as well as in Europe in February and March 2020,
we witnessed a gradual breakdown of a greater part of
social and economic activities, with the exception of ur-
gent services, followed by the prices of energy products
— oil, gas, coal, as well as electricity and CO, emission
coupons prices. From the point of view of the HSE Group,
the decline in electricity prices mainly has an impact on
the added value of the renewable sources production of
our hydroelectric power plants, while the price ratios have
not changed significantly from the standpoint of thermo
production. The difference between electricity prices and
CO, emission coupons is maintained. In the field of sales

2.7.7.2 Credit risks

As a result of the current situation, we can also expect
an increasing incidence of late payment of invoices with-
in the contractual deadlines of our partners (in particular
partial payments or late payments) to a certain extent.
Such problems are expected mainly for partners who are
also heavily involved in the distribution of electricity to
final consumers, and for partners who are themselves
end-users (large consumers of electricity). We have the
largest share of partners belonging to such a group main-
ly in Slovenia and, due to the current situation, we also
monitor them more closely. In this context, we are cur-
rently monitoring the implementation of all EU countries’
crisis measures to mitigate the consequences of the pan-
demic and its impact on the economy. At the moment,
most countries have already approached the rescuing of
the economy (including, inter alia, the resolving of cor-
porate liquidity problems), thus the initially expected ef-

with limiting the possible consequences, as the business
is running smoothly for the time being. Below, we give an
assessment of the impact of the epidemic or measures to
slow the epidemic on the business and results of the HSE
Group by area.

of its own production for 2020, the HSE Group has sold
practically the entire volume of planned production, so
we have already limited to a greater extent the impact of
the absolute drop in electricity prices on hydro production
added value, and some of it still depends on potential
changes in the price ratio for the supply of electricity day
and night, which is not insured. 66% of hydro production
in 2021, 15% in 2022 and 4% in 2023 are already secured.
However, from the point of view of trading activities
which are not related to the sale of own production, the
fall in prices on correctly placed market positions does
not have a negative impact on the added value of the HSE
Group and will not have it in view of current positions.

fects of the pandemic will not be reflected in such a large
scale (depending on the duration of the crisis situation),
which is already reflected in the stock markets. We regu-
larly monitor their exposure, payment habits and perform
contractual payment netting with all partners, and we
have appropriate insurances for key partners that could
be cashed in, if necessary, in case of potential defaults
or late payments. Also, if we find that current insurance
for certain partners would not be sufficient or appropriate
to the amount of transactions and the situation, we will
approach individual partners with a claim for additional
insurance.
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2.7.7.3 Quantity/production risks

The impact on production under emergency conditions is
not expected within a shorter period of time, but if the
situation lasted for a longer period, the consequences
could also be felt in this area. In the field of production,
we are currently implementing all measures in accord-
ance with emergency plans and instructions from state
institutions. The consequences of the situation related to
the deviation of actual production from the planned one
could be mainly due to the lack of input materials and raw
materials (mainly the thermal part of production), the in-
ability to provide external services related to production
(overhauls, emergency maintenance works, etc.) and as
the consequence of other risks (e.g. increased levels of
sick leaves of key personnel, failure to make urgent in-

2.7.7.4 Other risks

From the perspective of other risks, we also highlight the
regulation-related risks, as due to the extensive alloca-
tion of funds for the purpose of urgent economic meas-
ures at EU level, a partial delay in the implementation of
the European Green Deal and the implementation of the
Fair Transition Fund may also be expected, which would
result in affect the delay in the implementation of fair

2.7.7.5 Liquidity of the HSE Group

In the short term, the liquidity of the HSE Group was
most affected by the fall in prices on electricity and relat-
ed products markets, which was successfully neutralised
by the appropriate ratio of purchase and sales positions
in these markets and by the drawing of revolving loans
concluded for this purpose at commercial banks. To fur-
ther reduce the liquidity risk, we will gain the necessary
approvals for additional indebtedness in April and pro-
vide adequate credit lines with banks. This way, we will
be able to provide the appropriate liquidity reserve nec-
essary in the operations of the HSE Group in crisis situ-
ations.

The described consequences of the COVID-19 epidemic
in the HSE Group will be the most visible at the parent
company HSE, as it limits the risks of subsidiaries linked
to both prices and electricity generation outages by con-
tractual relationships. Nevertheless, we believe that if
the situation is normalized within two months, the con-
sequences of the epidemic do not represent a significant
impact either on the company’s operations or on the op-
erations of HSE subsidiaries. However, if the emergency
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vestments, restriction of people in workspaces, etc.). All
risks are currently managed by the implementation of ad-
ditional measures, but should there be a tightening of the
situation (prolongation of the emergency situation, fall
of sales prices below the threshold price of production,
failure of part of the planned production, etc.), depending
on the estimated consequences of individual scenarios,
we are also preparing appropriate additional measures
(for example, if prices on electricity markets fall below
the limit prices of each part of production, we will begin
with a gradual restriction of production throughout the
production chain; in the thermal part this means both in
PV and in TES).

transition measures at national levels. As a result of the
above, it is possible to expect a delay in the preparation
of the regulatory framework for the exit from coal (strat-
egy, action plans, law), which could lead to a delay in the
possibility of drawing funds to finance a fair transition
for the needs of the gradual closure of PV and coal Units
of TES.

period lasted for a long period of time, the consequences
described could also be expressed in PV, which represents
the first link in the thermal production chain and could
affect both the liquidity and solvency of the company.
This would in turn activate the implementation of liquid-
ity and solvency measures (short-term loans, maturity
extentions, advances, etc.) and cost-effectiveness (re-
duction of costs of materials, services, labour, CAPEX).
Among the other HSE subsidiaries, which are also linked
to revenues outside the HSE Group, the consequences of
the situation will be felt mainly by RGP and HSE Invest.
However, in the light of the current estimates, we believe
that the impacts will not be critical for the continued op-
erations of the aforementioned companies or the HSE
Group and will be controlled mainly in the context of li-
quidity management measures both at the company level
and at the level of the HSE Group.

02 Business Report

«

93 >

2.8 Development strategy of the HSE Group

The development of the HSE Group is set out in the HSE Group and Company business plan
for 2020-2022 and in the Development Plan of the HSE Group and Company 2020-2024 with a

view to 2030.

We have carried out a comprehensive restructuring of the
HSE Group, improved credit rating, established appropri-
ate relationships with banks and a sustainable structure
of funding sources. We have provided the conditions for
setting ambitious strategic objectives with a focus on

strengthening production, research and development, in-
vestment, as well as sales, trading and development of
new products or services to raise the competitive capaci-
ty, growth and development of the HSE Group.

Strategic
challenges in
the business
environment

Decarbonisation of the economy - the decline in
the importance of coal in the EU energy mix and the
pressures to abandon its use in electricity genera-
tion as soon as possible. The aim is to adopt Slo-
venia’s long-term decarbonisation strategy on the
foundations of a fair transition and a programme of
gradual omission of coal use while maintaining the
competitiveness of the existing production portfo-
lio.

The introduction of new technologies related to
the digitization and use of smart networks, storage
tanks and virtual power plants. The aim is to adapt
the business model of the HSE Group and develop
for the market of interesting services and products.

Regionalisation of the system services market, in-
crease in the volume of variable and decentralised
electricity production from renewable sources,
intensifying growth in energy efficiency and accel-
erated electrification in transport and heating. The
aim is to optimise the existing production portfolio
of the HSE Group and improve the price competi-
tiveness of the HSE Group.

Ensuring the reliability of self-sufficiency supply
- the introduction of capacity mechanisms through
which conventional power plants recognize a key
role in the transition of the power system to a
greater share of low-carbon electricity generation.
The goal is self-sufficiency through an appropriate
energy mix.
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2.8.1 Business policy of the HSE Group

MISSION

VISION

VALUES

The HSE Group is the largest Slovenian producer and seller of electricity from
its own, domestic sources.

We strive for safe, reliable, competitive and profitable generation of electrici-
ty, which we, with experienced and committed employees, carry out effectively
and responsibly towards the environment in which we operate.

We will remain the leading national producer and seller of electricity and a key
pillar of self-sufficiency and sustainable energy transition in Slovenia.

Our efforts will focus on growing electricity from renewable sources and ex-
panding the content, scale and profitability of the business.

By monitoring trends in the business, market and technological environment,
we will seek the best business answers to the upcoming challenges and con-
tinue to actively participate in the country’s energy orientations.

RESPONSIBILITY: We actively participate in the formation of business goals.
We are responsible for the realization of goals, for our own development, to
our colleagues, business partners, owners and the environment.

EFFICIENCY: We master our business. We optimize processes, simplify proce-
dures. We're doing the right things.

INNOVATION AND CREATIVITY: We are looking for the best solutions. We
have the courage to be original and the constant desire for improvement. We
look at business challenges from different points of view. We are open-mind-
ed and express creativity at work.

POSITIVE ATTITUDE: We tackle tasks with optimism and positive energy. We
are passionate. We are confident about our knowledge and abilities.

HONESTY AND CREDIBILITY: We stick to our agreements, we keep our
promises. We are trustworthy, sincere, act ethically and transparently.

RESPECT AND COOPERATION: We nurture interpersonal relationships. We
are respectful. We believe that together we can be more successful. We see
the best in our coworkers, clients, business partners. We understand and re-
spect diversity. We are open and trustworthy.
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2.8.2 Environmental and competition analysis

2.8.2.1 Environmental analysis

EXTERNAL
ENVIRONMENT

INTERNAL
ENVIRONMENT

POLITICAL ASPECT

» decarbonisation and accelerated abandonment of coal,

e introduction of capacity mechanisms (emphasis on gas power plants),

* increasing need for regional system services and shortening of the
maturity of contracts,

« shortening trading intervals (with 2021 15-minute trading and product
portfolio balancing),

* maintaining support schemes after 2020; and

* raising environmental and concession duties.

BUSINESS ASPECT

« growth of use and limited production growth in Slovenia,

» growth in electricity prices and CO, emission coupons; and

 integration of markets and additional transmission links in the region of
southeastern Europe.

TECHNOLOGICAL AND ENVIRONMENTAL ASPECT

« electrification of transport,

- digitisation of electricity consumption,

 increasing needs for energy storage capacity,

+ make use of all available renewable energy sources; and

* raising environmental requirements for the construction of new production
facilities.

ELECTRICITY GENERATION

 coal extraction conditions are becoming more and more demanding, coal
reserves are getting smaller; and

+ high availability of production capacities of the HSE Group.

SALES OF ELECTRICITY

 long position of the portfolio of the HSE Group in the southeastern
European region,

 favourable situation in the area of balancing deviations, well-developed
intraday trading; and

* access to the retail market and development of new products and services.

FINANCIAL AREA
» good access to financial markets and banking providers; and
 facing a high ratio of financial debt to EBITDA.

PERSONNEL MANAGEMENT
 high average age of employees, non-existent succession policy and
outstanding high proportion of actively indifferent employees.
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2.8.2.2 Comparative analysis of competing energy companies' strategies

We reviewed the strategies of energy companies in Eu-
rope. We analysed their existing production portfolio, ob-
jectives and strategies, and the consistency of their plans
and objectives with the national energy policy orienta-
tions. After receiving all national energy climate plans

from EU Member States, which will define the develop-
ment of the energy sector until 2030 with a view to 2040,
the European Commission will carry out their evaluation
by the end of June 2020 and propose further action.

2.8.2.3 Key findings of the review of national energy policies

DECARBONISATION

Accelerated decarbonisation in electricity generation is
also increasingly being talked about by state strategies
that have a significant share of coal in their portfolio, and
support for substantial portfolio change will be provided
by gas or nuclear power plants and accelerated deploy-

COAL

It remains mainly in the energy strategies of those coun-
tries that have domestic coal and still receive, to a great-
er extent, free CO, emission coupons for electricity for
domestic consumption — mainly non-member countries
of the European Union (Bosnia and Herzegovina, North
Macedonia, Serbia).

In the group of EU member states that receive free CO;

emission coupons and have domestic coal, some have al-
ready announced an accelerated exit from coal - Slovakia

GAS

ment of renewable energy sources (RES, mainly solar and
wind energy) — Germany (38% coal share, abandonment
by 2038), Greece (36% coal share, abandonment by 2028),
Spain (22% coal share, abandonment by 2030), Hungary
(16% coal share, abandonment by 2030).

by 2023, the Czech Republic will set an exit date in 2020.
Exceptions in this group of countries are Poland (77%
share), Bulgaria (48% share) and Romania (19% share),
which do not intend to abandon coal in the medium term.

Slovenia, Greece, Hungary are the only countries in the
group that no longer receive free CO, emission coupons.
Both Greece and Hungary have already set an exit date
from coal - Greece by 2028, Hungary by 2030.

Countries that have spent their RES potential in the greater part (hydro) will replace coal sources with gas (Austria, Hun-

gary, Italy, Romania, Spain, Croatia).
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GAS Introduction
of CRM
mechanisms.
Gas as back-up
for renewable
energy sources.
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2.8.2.5 Competitors in their strategies emphasize

2 the importance of managing the whole chain from
production to final customer (digitisation of solutions),

> developments in segments not linked to the wholesale
market:

» development of long-term bilateral contracts with
the inclusion of measures for end-client processes
electrification — carbon footprint reduction/efficient
use measures,

» development of new services in the field of energy
efficiency and flexibility, as well as electrification
of heating, cooling, e-mobility -> allows for less
exposure to the wholesale market — utilising the
possibilities of digitisation,

> the key role of optimising the existing production
portfolio to ensure cost efficiency, reliability and
flexibility,

Y establishing a good base in the regulated activity, such
as capacity mechanisms, renewable energy source
support schemes, distribution, balancing market,
ensuring stable, regulated revenue and reducing the
risk of a liberalised part of the activity,

2 conventional sources (gas) as necessary for the
successful transition of the power system towards low-
carbon,

> development in the field of renewable energy sources
(mainly sun and wind energy due to subsidies),
electrification and

? process of finding opportunities and innovation in
the field of digitisation, end-customer services and
decarbonisation as an integral part of the business.

In most cases, entrepreneurial strategies are aligned with
national strategies, thus demonstrating the possible co-
operation and support of European countries to national
energy companies. Exiting from coal is part of national
energy policy in countries where coal is not dominant in
the energy mix, but if it will be part of the national energy
policy despite a greater share in the energy mix (Germany,
Greece, for example), it will be designed systematically,
progressively, strategically at the country level.

02 Business Report

2.8.3 Strategic policies of the HSE Group

«

99 >

The energy of the HSE Group will focus on three strategic areas, namely:

Existing production

capacities

Strategic orientation: to increase
cost efficiency and flexibility

of existing production portfolio
accompanied by a safe and reliable
supply and to carry out a fair
transition

Due to the limited increase in electricity

production at existing locations we will;

> lower our own production price in
order to improve competitiveness by

* reducing fixed costs (labour,
investments),

* reducing variable costs (material,
maintenance optimization),

* reducing our own consumption of
electricity at all production facilities
including the Velenje Coal Mine and
with energy efficiency measures at
all the locations of the HSE Group,

Y increase portfolio flexibility with the
aim to become a leading vendor of

all forms of systemic services (also

abroad),

Y prepare the necessary measures and
bases for the implementation of a fair
transition in the coal regions.

Development and
investments

Strategic orientation: to increase
the volume of production and
reduce the average production price
of the production portfolio

Focus on R&D in order to widen

the array of acceptable investment
opportunities with a goal to invest in
production capacities that would reduce
HSE Group's own portfolio price.

For this purpose we will:

Y establish a new development process,
access to competitive financial
resources, European and national
grants,

Y actively seek investment
opportunities, substantively
harmonize them with the
requirements of the National Energy
and Climate Plan (NEPN) and
successfully implement the best ones,

Y complete the construction of the HPP
on the lower Sava River and begin
with the construction of the HPP on
the middle Sava River and the HPP on
the Mura River,

9 build gas power plants to cover needs
for electricity due to decarbonization
and electrification of the society.

Trade and sale of
electricity

Strategic orientation: to reduce
dependence on wholesale market
and to increase the added value
of the portfolio and the entire hse
group with new energy products

The HSE Group will:

> rapidly reduce its dependencies on the
wholesale market (focusing on end
customers by concluding long-term
supply contracts),

Y introduce new products and services
in the field of sales and trading to
existing customers in the context of
synergies of the HSE balance sheet
group and to new customers by
entering the retail market (including
digitalization and energy contracting).

(>

@
o

(>

OPTIMAL ORGANIZATIONAL, PERSONNEL AND FINANCIAL STRUCTURE

OF THE HSE GROUP
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The realisation of the strategic objectives of the HSE
Group is largely dependent on two key parameters: elec-
tricity prices and CO, emission coupons prices. In the cal-
culation of the key strategic indicators of the HSE Group,
we used for the not yet sold part of electricity and not

EBITDA IN EUR MILLION AND NET
FINANCIAL LIABILITIES/EBITDA

2018 F 2020 F 2021 F 2022

M EBITDA = Net financial liabilities / EBITDA

NET PROFIT OR LOSS AND REVENUE
IN EUR MILLION

2,242
1,955
1,838
1,730
T T
2019 F 2020 F 2021 F 2022
M Cisti poslovniizid = Prihodki
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yet purchased part of CO, emission coupons in the peri-
od 2020 - 2022 the closing prices for electricity forward
agreements and CO, emission coupons as at 30 August
2018.

VALUE ADDED PER EMPLOYEE IN EUR
AND ROE IN %

6.75

106,396

93,725

2019 F 2020 F 2021 F 2022

M Value added per employee — ROE

PRODUCTION AND SALE
OF ELECTRICITY IN GWh

36,757

33,638

2019 F 2020 F2021 F 2022

M Electricity produced — Electricity sold

02 Business Report

«

101 >

2.8.4 Energy policy and regulatory environment in 2019

In 2019, the energy and climate regulatory framework was

dominated by topics that will have a significant impact

on the operations of the HSE Group in the future, namely:

* ensuring stability of the power system at national
level,

« placement of HSE hydropower plants and other
development projects in key national strategic
documents,

» abandoning coal use with a focus on the fair transition
of coal regions.

Below, we highlight key 2019 milestones for the HSE
Group.

2.8.4.1 Administrative direction of the placement of HPP on the Mura river and

filing of a claim for compensation

At the end of May, the Government of the Republic of Slo-
venia adopted a decision to stop the process of preparing
the State Spatial Plan (SSP) for the Hrastje — Mota HPP
area. This prevented the continuation of the procedures
for the construction of this hydro power plant on Mura
River and deprived DEM as an investor of the right and

the opportunity to prove that the construction of Hrastje
— Mota HPP on the Mura River is possible by carrying out
compensatory measures. On the basis of this fact, DEM
filed a claim for damages to the State Attorney’s Office in
late December against the Republic of Slovenia amount-
ing to EUR 6.5 million. The process is ongoing.

2.8.4.2 Amendment of the Energy Act and network charges act

The amendment of the Energy Act in June 2019 ensures
the payability of all system services, including the pro-
vision of a frequency maintenance reserve (RVF or so-
called primary frequency regulation), which we have been
working on for a long time in the HSE Group. In November
2019, an amendment to the Legal Act on the methodolo-

gy for determining the regulatory framework and network
charges was adopted, which continues to exempt Avce
PSPP from paying the network charge for electricity ac-
quisition for energy storage purposes and its subsequent
conversion to electric energy.

2.8.4.3 Beginning of the preparation of the National Energy and Climate Plan

In 2019, Slovenia had to prepare a National Energy and
Climate Plan until 2030 (NEPN). The HSE Group took an
active part in the preliminary consultation in March 2019
and in all subsequent preparation procedures with two
key objectives:
« that NEPN recognizes the necessity of carrying out
all planned projects of the HSE Group (HPP on the
Central Sava River, HPP on the Mura River, gas-steam
power plants) as key to achieving national climate and
energy goals,
» that NEPN envisages the preparation of a long-
term strategy for transition to a low-carbon
society, including the preparation of a national coal
abandonment programme for electricity generation
and the Law on gradual closure of the Velenje Coal
Mine and Law on the restructuring of the region,

which will follow the principles of fair transition and
correct sharing of the burden of transition to a low-
carbon society between sectors and resolve the issue
of restructuring financing.

NEPN, confirmed in February 2020, represents a major
challenge in the field of HSE Group projects, but the HSE
Group will, as a company, a strategic investment by the
State, the largest producer of electricity in Slovenia both
from renewable energy sources and domestic coal, and
the holder of the concession for using the water poten-
tial of the HPP on the Central Sava River and Mura River
responsibly, with all its capital potential and expertise,
implement projects to raise our competitive capacity on
the market.
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At the same time, in line with our efforts to identify the
importance of a fair transition in the context of the de-
carbonisation process of the economy and society, NEPN
promises that by 2021 the State will adopt a precise
timetable for coal abandonment and restructuring coal
regions in accordance with the principle of fair transition,
and in 2021 also prepare the Law on gradual closure of
the Velenje Coal Mine and the Law on the restructuring
of the region. In the HSE Group, we will endeavour to pre-
pare the coal abandonment strategy and the two men-
tioned laws, taking into account the interests of PV and
TES companies and the HSE Group as a whole. By taking
into account the interests and expectations of key stake-
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holders, businesses and employees, it will be possible to
achieve successful preparation and implementation of
the Coal Abandonment Strategy, which must provide the
Saleska dolina region, the power plant, the coal mine and
their employees over the next decades with the neces-
sary clarity regarding further development, financing and
restructuring, which should not be a mere burden of the
HSE Group, and a support framework that will ensure a
fair, economically sustainable and socially balanced tran-
sition that will bring growth, development and jobs, while
maintaining an adequate level of security of supply in
Slovenia.

2.8.4.4 Accession of Slovenia to the EU Coal Platform and the creation of a
Government Working Group on the Restructuring of Coal Regions

At the initiative of the HSE Group, Slovenia joined the EU
Platform for Coal Regions in Transition with the joint pilot
coal region of Saleska dolina and Zasavje in March 2019.
At the same time, at the end of May 2019, the Govern-
ment of the Republic of Slovenia established a working
group on the restructuring of coal regions, which is tasked
with drawing up a timeline and a fair plan for early closure
of the Velenje Coal Mine (PV) and the abandonment of
the use of fossil fuels in the So&tanj Thermal Power Plant
(TES) by the end of 2020. A working group of the Minis-
try of Infrastructure has also been established to assist
the Government Working Group to prepare restructuring

measures for coal regions, including representatives of
HSE, PV and TES. In autumn 2019, the Group successfully
coordinated with the European Commission the imple-
mentation of a project to prepare a national coal phasing
out strategy and restructuring action plans for the two
coal regions. The project will be funded by non-reimburs-
able European funds, the contractor selected by the Eu-
ropean Commission, and is expected to be completed in
autumn 2020, when the contractor will prepare and sub-
mit a proposal for the strategy and both action plans to
the Ministry of Infrastructure.

2.8.4.5 Adoption of the Green Deal - EU reference document on climate change

The year 2019 ended with the presentation of the so-
called Green Deal by the European Commission. It is a
document that will have a dominant impact on the crea-
tion of a regulatory framework in the field of energy over
the next five years, representing a new EU development
paradigm to achieve EU climate neutrality by 2050 and
contains a detailed plan of legislative, strategic and other
activities, with which the EU would achieve this objective.

From the perspective of the HSE Group, the most crucial
element of the Green Deal is the awareness that this ob-
jective will not be achieved without focusing on the fair
transition of coal regions. The establishment of the Fair
Transition Mechanism to support these regions will mo-
bilise EUR 100 billion of the European funds in the period
2021-2027.

02 Business Report

«

103 >

2.8.5 Investment policy of the HSE Group

Investment policy of the HSE Group is an integral part of the development strategy of the HSE
Group. The HSE Group implements investment plans in accordance with the adopted strategic
orientation and with the aim of achieving sustainable growth.

In 2019 the investments continued that were of key im-
portance for the sustainable competitiveness of the HSE
Group in the field of production and operation as well as
the environment. The investments that prevailed were
needed in order to be able to ensure the security of opera-
tion. A large share of investments and overhauls belongs
to investment maintenance or investments in the relia-
bility of production. Thereby, synergies within the HSE
Group are exploited by internal ordering and combining
human resource potentials.

We have completed investments in coal technologies,
namely Unit 6 of TES, which complies with internation-
al standards of best available technologies (BAT) with
planned operation until 2054, and Unit 5 of TES, which
emits significantly less pollutants after ecological re-
habilitation and revitalization (compared Unit 4 of TES,
permanently stopped in 2018, 60% lower nitrogen oxide
emissions, 50% sulphur dioxide and 80% lower dust par-
ticulate emissions) and will operate until 2030 as a re-
placement Unit for Unit 6 of TES during maintenance or
overhaul or in case of favourable market conditions.

INVESTMENTS IN THE HSE GROUP IN EUR

2019 40,971,390

2018 57,444,700

Over the last two years, we have again intensified activi-
ties mainly in the field of coordination of the concession
contract for the construction of HPP on the Central Sava
River. We are also carrying out the construction of sHPP
on the Soca (in 2019, the new KneZa sHPP began to op-
erate) and Drava basin, which have received operational
support under the support scheme for RES, and continue
the activities for the placement of Mura HPP.

In the future, investments are planned in development
projects, renewable sources in the region (SPP, WPP, small
HPP), development of energy storage tanks (battery stor-
age, pumped-storage HPP, hydrogen), continuation of
already started activities on renewable energy projects
(large HPP, SOEN project) and projects of effective energy
use, all in accordance with national and European orien-
tations and adopted strategic documents.

INVESTMENTS BY COMPANIES

in EUR 2019 2018
HSE 899,352 1,247,046
DEM 10,038,229 8,207,773
SENG 5,123,707 6,770,284
TES 5,080,143 21,547,219
HSE EDT 10,055 1,241
PV 18,097,524 17,441,225
HTZ 268,763 566,805
SIPOTEH 43,883 29,185
PLP 3,566 0
PV INVEST 0 32,198
RGP 1,381,398 1,539,656
HSE Invest 2418 61147
HSE BH 652 921
Total 40,971,390 57,444,700

Major investments in HSE Group companies are presented below.



HPPs on the middle Sava river

HSE Control Centre equipment update

Digitisation of the maintenance process in the
HSE Group
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In 2019, the negotiations regarding the concession agreement
continued. In November 2019, the clean copy of the
concession contract proposal was forwarded by the Ministry
of the Environment and Spatial Planning as the final result

of the working group. The Minister responsible for the field

of waters will decide on further steps (interdepartmental
coordination, coordination with the State Attorney’s Office
and intervention in the consideration of material to the
Government of the Republic of Slovenia).

The project started in 2018 and was successfully completed
on 19 December 2019.

The SAP4PM project started on 30 August 2018 and was
successfully completed on 25 October 2019, according to the
schedule. Five companies with 210 users were included in
the common business system. In 2019, the implementation
of the project, the implementation of the live transition,
the education of all end users of the SAP PM module, and
support after the live transition have been completed.

sHPP (Otiski vrh, Dobrije, Ravne, Antonski
potok, Cermernica, Vuhreééica, Vuzenica,
Zamusani)

Refurbishment of spillways and operating
locks

Maintenance of the energy potential

Refurbishment of bridges over supply and
discharge channels of HPPs

Under construction is the investment and project
documentation for sHPP for which water permits have
already been obtained, and we will continue only with those
projects that can be positioned and demonstrate proper
profitability.

Measurements of wind potential over Dravograd were
carried out for the Ojstrica project and locations on Radl
pass, Primoz na Pohorju and Konjiska gora. Activities
continued only in locations with recognized sufficient
wind potential. For Ojstrica WPP, in 2018 the Government
of the Republic of Slovenia adopted a decision on the
commencement of the National Spatial Plan procedure.
Professional bases for the preparation of the environmental
report are being set. An initiative has been developed for
WPP Paski Kozjak and WPP Rogatec to start the National
Spatial Plan procedure.

The operating capacity of locks for water transmission is
of essential importance for the safety of HPP facilities and
of the flood area. Investments in the refurbishment and
overhauls of locks and power units have been continuously
made for many years.

This is a continuous process in scope of which a useful
volume and water surface has been maintained in the water
storage basins of the HPP chain on the Drava River and thus
the safety of the flood area along the Drava River.

With the construction of the HPPs, several bridges for
the establishment of passage over the channels were
constructed. In line with the commitments arising from
the concession agreement the refurbishment of bridges is
carried out by con-financing of individual municipalities.
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sHPP Kneza

Overhaul of Avce PSPP and other primary
equipment

Reconstruction of the Plave 1 HPP

Reconstruction of Plave transformer
substation

Reconstruction of Hubelj sHPP

The construction of the SHPP Kneza was completed in
December 2018, when an authorisation of use was obtained.
At the end of June 2019, the asphalt paving of the roadway
in which the pressure pipeline was dug was completed,

and at the end of December 2019 a cleaning machine was
installed on the grids before the inlet into the pressure
pipeline. The investment is finished.

The overhaul began in November 2018. By the end of

2018, turbine disassembly and all equipment and material
procurement procedures have been carried out. From
January to March 2019, turbine and generator assembly and
dry tests were carried out. In early April 2019, all start-up
tests and testing were successfully carried out before
regular service again. The overhaul was completed on 19
April 201.

Works are completed, a technical inspection was carried
out in September 2018. The facility is in regular service. On
30 July 2019, the Ministry of the Environment and Spatial
Planning issued an authorisation of use. The investment is
finished.

Reconstruction of 110 kV of Plave transformer substation
is technically completed and operational. Elimination of
defects took place in 2019, an authorisation of use was
obtained in December.

Preparation of the necessary investment and project

documentation is underway. Additional geological surveys
and geological-geomechanical report were carried out. The
building permit was obtained at the end of December 2019.

Revitalisation of Unit 5

Replacement of high voltage and low voltage
power supplies on coal transport

Replacement of spray nozzles on flue-gas
desulfurization (FGD 5)

Contract test operation successfully completed on the

NOx reduction package, guarantee measurements were
realized for lowering NO, and CO; emissions, while block
efficiency measurements were carried out. The results

of the measurements showed that the revitalization of

the Unit was successfully carried out and all contractual
guarantee conditions are met. The efficiency of the Unit did
not change significantly compared with the situation prior
to the revitalization of the Unit.

Existing electrical equipment on coal transport was
obsolete, service life expired, spare parts can no longer be
ordered. In order to ensure the safe and reliable operation of
all thermo Units, reconstruction and upgrading of the power
supply of coal transport was carried out, which consisted of
the replacement of high voltage 6.3 kV and 10.5 kV and low
voltage 0.4 kV electrical equipment.

To ensure adequate SO, emissions of flue gases on Unit 5,
it was necessary to upgrade the flue-gas washing system
with new spray nozzles in the flue-gas desulphurisation
washer - FGD5.
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Construction of mine stability facilities

Construction of the new ventilation shaft 1ZJN

and access routes

Investments in production reliability

2.8.6 Development research projects

OSMOSE

OSMOSE is an acronym for Optimal System-Mix Of flex-
ibility Solutions for European electricity. It is a project
where partners address the problem of flexibility in the
existing electricity system (ES). The issue is compre-
hensively addressed by 33 partners involved in 8 work-
ing groups. Working groups range from a review of cur-
rent regulatory frameworks and a proposal for changes
that would allow for more flexibility in the ES, to four
demonstration groups that will implement pilot projects.
Demonstration groups will show the establishment of ES
with hybrid storage tanks, the provision of system servic-
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A spare water route was built; it will be used for the needs
of drainage of the northern pit part. Coal mine connecting
routes have also been built, which will serve to continue the
excavation of the G area in the Preloge coal mine, and a coal
mine pumping station that will serve to supply the Preloge
coal mine with ash mixes.

The shaft has been constructed and connected to the coal
mine routes. Construction of access coal mine routes is
underway. In 2019, we continued the construction of the
coal mine connection routes and connected the mineshaft
to the floors at k.-110 in the footwall part of the Pesje coal
mine. Technical-technological and design documentation
was prepared, which will contain technical solutions for
ventilation or ventnilation stations at the location of the
NOPII minehole.

The largest investments have been made for the purpose
of modernising excavation equipment and equipment for
the construction of coal mine routes and structures. In
particular, the components of the new hydraulic support,
which we produce on our own, and electrical machinery
replacement parts for the maintenance of chain conveyors,
collection machines, belt conveyors, progression machines
and infrastructure equipment were procured. Part of the
funds were spent on the procurement of equipment for
separation, classification and crushing of coal and for the
purposes of carrying out logistical processes.

es in the coordination of large consumers and distributed
energy sources, the provision of system services through
the coordination of storage tanks and FACTS devices, and
cross-border trading near the moment of delivery. The re-
sults of the demonstration groups will be analysed and
the result of the analysis will be a proposal for regulatory
changes in order to bring solutions into practice at the
Pan-European level. HSE and HSE Invest are involved in
the project. The project was presented at the EEM19 Con-
ference.

02 Business Report

FARCROSS

The purpose of the project Farcross (Facilitating regional
CROSS-border electricity transmission through innova-
tion) is to optimize the use of cross-border transmission
capacity for electricity transmission. In order to achieve
energy objectives and security of electricity supply, the
EU needs to create a better functioning internal market,
and one of the main obstacles to this is currently sub-
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optimal cross-border connections. The Farcross project
will develop new machine and programme solutions, and
the project will also try to eliminate possible regulatory
obstacles. This would increase the transmission capacity
of existing transmission infrastructure and facilitate the
transfer of energy between EU countries. HSE is involved
in the project.

CROSS-BORDER NATURE PARK ISONZO - SOCA

The aim of the project is the integrated arrangement of
the banks of the Soc¢a River in the municipalities of Nova
Gorica, Sempeter — Vrtojba and Gorizia (IT). The project is
managed by EGTC GO, which is responsible for coordinat-
ing funding, coordinating the different phases of the de-
sign and execution of procurement and preparing a joint

SPARE-ASP170

The purpose of the project, in accordance with regulations
and strategic guidelines for water management and nature
conservation, is to support methodologically and procedur-
ally the decision-making on priorities for the conservation

LIFE AND ARRS

The LIFE for Drava project aims to improve the flow ca-
pacity of existing riverbeds and have a positive impact
on bird nesting sites and the conservation of other areas.
Great emphasis is also placed on environmental issues,
where we continue to manage and use sediments in the

CE-HEAT

Within the framework of the international project Interreg
CENTRAL EUROPE, we participated in the development
of systems for the utilization of excess heat in the indus-
try and an online calculator in the field of utilization of
excess heat, which can be used for preliminary economic

strategy for communication and promotion. The company
SENG participates in the project, that also submitted a
proposal to include the connecting route from the kay-
ak center Solkan to the Solkan HPP and the public route
via the Solkan HPP facility on the right bank of the Soca
River.

or restoration of river ecosystems, as well as justification
of deviations from environmental goals due to the use of
water and water space or protection against the adverse
effects of water. SENG is involved in the project.

area of the Ptuj Lake. For this purpose, we are currently
working with ZAG Ljubljana on the application of the pro-
ject to ARRS regarding the possibility of using silt (prod-
ucts) for further use. DEM is involved in projects.

and technical calculations. We set up a pilot system for
exploiting excess heat of the generator on the Fala HPP,
which is used to heat the museum building, consistent
with the group’s goals in the field of energy efficiency in-
crease. DEM participated in the project.

DEVELOPMENT OF A MICRO WIND POWER PLANT

Together with the Faculty of Energy Technology, as part of the project, we developed a new geometry of wind power
plants wings that is suitable for Slovenian wind conditions. DEM participated in the project.
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2.9 Sustainable development

of the HSE Group

02 Business Report

In the field of sustainable development of energy in the
HSE Group we have pursued the outlined environmental
policy from the very beginning.

In the HSE Group, we recognise the need to adapt to climate change, which has become

a global environmental challenge. We support the guidelines of Slovenia and of the
European Union for achieving carbon neutrality by 2050 and fulfilling the Paris Agreement
commitments in a way that will enable sustainable development and secure, reliable and

competitive energy supply.

For the HSE Group, which is the largest Slovenian produc-
er of electricity from renewable energy sources, adapta-
tion to climate change represents a development chal-
lenge and a potential for further growth of the business
in the field of low-carbon sources and technologies. It
also represents responsibility in relation to the abandon-
ment of the use of coal in the production of electricity,
which provided Slovenia with a good third of the reliable
supply of electricity from a domestic energy source.

2.9.1 Environmental policy

As noted in the mission of the HSE Group, we strive for
safe, reliable, competitive and profitable generation of
electricity, which we, with experienced and committed
employees, carry out effectively and responsibly towards
the environment in which we operate.

Electricity

Reliable Competitive

production

Profitable

Sustainable development within the HSE Group is

achieved through continuous improvement of the inte-

grated management system based on the process ap-

proach. At HSE level, we have the following policies in

place:

e quality policy of the HSE Group,

« environmental policy of the HSE Group,

« health and safety at work and fire safety policy of the
HSE Group,

 information security management policy of the HSE
Group,

e HSE Group and Company management policy; and

« social responsibility policy of the HSE Group.

The environmental policy in the HSE Group is based on
the principles of caution, identification and prevention
of environmental impacts. As part of our activities of
renovation and new production facilities, which also en-
able the use of renewable sources, environmental care is
included already at the planning stage. When operating
conventional production sources, we operate in accord-
ance with environmental permits, taking into account
the best available techniques (BAT). We inform about our
environmental policy both employees and our business
partners, suppliers, local community and individuals act-
ing on behalf of the HSE Group.

respect of the legislation and all recommendations,
establishment of an environmental management
system in all companies of the HSE Group (monitoring
and analysis of all environmental impacts),

taking into account the best available techniques and
reference documents at the project planning stage,
energy saving and the efficient use of energy,

increase in the share of production from renewable
energy sources,

identification of important environmental aspects,
prevention of environmental emergency,

maintenance and upgrade of optimal structure of
production sources,

taking into account the optimal use of national energy
sources,

sustainable embedding of large power generation
facilities in the space under consideration of NATURE
2000,

ENVIRONMENTAL DATA

HSE GROUP

Drinking water consumption (in m®)

Wastewater (refrigerant/technological in m’)
Electricity consumption from the network (in MWh)
Non-hazardous waste (in t)

Hazardous waste (in t)

Processed waste (in t)

Air emissions (in t)

- of which CO; emissions

- other emissions

Fines and non-monetary sanctions for non-compliance with environmental

rules (4-EN29) (in T EUR)

Environmental protection costs (in T EUR)

All companies of the HSE Group have the international
quality certificate ISO 9001. They have implemented the
ISO 14001 environmental management system, the ex-
ception is only PLP. International environmental certifi-
cate 1SO 14001 is held by companies producing electrici-
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« reliability of supply,

+ concluding partnership relations with local
communities, joint solving of environmental problems
and planning sustainable development of electricity
generation,

« regular monitoring of environmental impacts (air,
water, soil),

- regular maintenance of water storage basins (removal
of deposits),

+ regular maintenance of the PV extraction area and
the area of repairment of depressions (repariment
of surface depressions and of the embankments
between Velenje and Sostanj lake) and monitoring
of wells at the PSU, monitoring and monitoring of
surface movements, implementation of measures
to limit the effects of stabilisation on ecological
parameters in waterways,

 sustainable regulation of water infrastructure and

+ aprotection and rescue plan in the event of high water
(concern for minimising the impacts of electricity
production on the environment and protection of
civilians living along rivers against floods).

2019 2018
9,521,223 10,490,857
4,030,295 4,520,750
65,005 63,346
686,149 793,158
267 542
675,648 732,453
3,824,665 3,936,227
3,817,347 3,927,162
7,318 9,065

0 0

53,183 45,031

ty and PV, HTZ and RGP. By consistently complying with
the aforementioned certificates, we ensure the safe and
environmentally-friendly production of electricity in all
power plant facilities.



< 110

«

Annual Report of the HSE Group and HSE Company 2019

CERTIFICATES OBTAINED IN COMPANIES OF THE HSE GROUP

OHSAS

1SO 14001 18001 1S0O 27001

IS09001 Environmen-  Occupational Information

Quality tal manage- health and security

management ment safety management

HSE | O | |
DEM | | | |
SENG | | [ | O
TES [ | [ ] [ | O
PV | | | O
HTZ [ | | [ | O

PLP |

RGP | | | O
HSE Invest | | ] O

M certification

The companies HSE EDT and Sipoteh hold no certificates.

O observance of obligatory controls

1SO/IEC .
17025:2005 EE TUV
General Certification of EEnew
requirements the generation Generation
for the of electricity  of electricity
competence from renew- with the re- DPP
of testing and able sources quirements Pol Familiy
calibration (electricity from new Certificate Friendly
laboratories generation) HPP of origin Company
| | | |
| | | |
| |

2.9.1.1 HSE Group's participation in the redesign of strategic documents

The HSE Group is actively involved in the redesign of key
strategic documents and the legislative framework in the
field of energy and environment, as well as the legislative
framework in the field of climate change. We are com-
mitted to adopting a national regulatory framework that
will enable the energy sector to be decarbonised accord-
ing to the principles of fair transition. We stress the need
to prepare a national decarbonisation strategy, which
will form the basis for an economically, socially and envi-
ronmentally fair energy transition while maintaining the
global competitiveness of the Slovenian economy.

As part of the preparation of the National Energy Climate
Plan (NEPN), which is a key national document for achiev-
ing Slovenia’s energy climate objectives and its contri-
bution to the EU’'s common objectives until 2030 and
afterwards, we are committed to integrating measures
in the field of environmentally acceptable exploitation
of hydropower and other renewable energy sources and
measures in the field of decarbonisation strategy. The
Government of the Republic of Slovenia adopted on 27
February 2020 a comprehensive NEPN that will present
a major challenge for the HSE Group in the effective im-

plementation of renewable energy development goals, in
the construction of new gas steam plants to replace elec-
tricity from coal Units, as well as in the sense of achieving
the appropriate exit dynamics from domestic-use coal for
the production of electricity, while providing sources for
PV closure works outside the electricity price.

In the HSE Group, we will discuss the implementation of
measures and the realisation of investments under the
so-called Green Deal, at the heart of which is the energy
transition and the restructuring of coal and carbon-inten-
sive industrial regions, seek access to financial resources
under the Just Transition Fund and other European Un-
ion financial mechanisms for a fair transition in the next
multiannual financial framework 2021-2027.

The HSE Group was also among the first signatories to
the Declaration on Electrification in 2019. With EUELEC-
TRIC, key stakeholders in the European electricity econ-
omy support reducing carbon intensity and increasing
investment in clean technologies and promoting the inte-
gration of the electricity sector with the cooling, heating
and transport sectors.

02 Business Report
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2.9.1.2 Energy savings and energy efficiency

Companies in the HSE Group improve the energy effi-
ciency of production facilities in the context of regular
rebuilding and investment maintenance. In the past pe-
riod, we carried out a extensive reconstruction of genera-
tors at some major hydro power plants (Doblar 1, Plave 1,
etc.) at the end of their service life, thereby significantly
improving the efficiency of the conversion of water po-
tential into electricity. As part of the investment mainte-
nance, we also carry out energy rehabilitation of buildings
with the renovation of insulation coats, the installation
of more energy-efficient windows and doors and the in-
stallation of more energy-efficient equipment (lighting,

technological equipment,...). We also implement projects
in the area of utilization of excess heat on generators/
turbines, thereby increasing the overall efficiency of the
HPP. We carried out such a pilot project in 2019 at the Fala
HPP, where we use the excess heat of the generator for
heating the museum building, as well as the HPP busi-
ness premises. The project was co-financed by EU funds
and the Eco Fund. Particular attention is paid to the an-
nual disposal of gravel and silt from accumulation pools,
thereby preserving the energy potential of reservoirs and
flood safety.

2.9.1.3 Responsibility to the natural environment

Nature along the rivers and their basins is biotically very
diverse. As a renewable electricity producer, we are direct-
ly related to nature and its laws. Responsibility to nature
and the environment and respect for nature are present
in all areas of activity, in particular in our environmen-
tal policy, where, in addition to statutory regulations, we
also implement internal environmental programmes that
direct and define activities and, consequently, responsi-
bilities in the field of environmental protection.

2.9.1.4 Environmental Programme

In the HSE Group, we implement programmes for the
disposal of deposits and debris in the concession area of
the HPP on the So¢a and Drava rivers, programs for the
multi-use of space along the banks of reservoirs, environ-
mental monitoring to reduce environmental impacts due

In order for the HSE Group to fulfil its commitment to
implementing the principles of sustainable development
and unobtrusive integration of energy into the natural
beauty of the riverside world, we respect international
environmental standards, concession obligations and
comprehensive environmental management systems,
public opinion and cost consequences. Much attention is
paid to long-term stable partnership relations with the
environment and multifunctional exploitation of facili-
ties. Great emphasis is also placed on other environmen-
tal issues, not forgetting about the accelerated electrifi-
cation of traffic and heating.

to water abstraction, water permits as compensation for
concession contracts in accordance with the legislation
and the programme for rinsing/cleaning of the reservoirs
of the HPP.

2.9.1.5 Activities in the field of public communication relating to the
relationship with the environment in the HSE Group

In the HSE Group, due to the involvement of our produc-
tion facilities in local environments, we pay special atten-
tion to environmental communication. Among the more
exposed environmental topics in 2019, co-incineration of
alternative fuel from non-hazardous waste in TES, tem-

porary storage of ash from Energetika Ljubljana in Tr-
bovlje, purchase of hydrogen buses and construction of
construction of a filling station and a production unit for
hydrogen at the TES site, and construction of alternative
sources of electricity (solar and wind power plants).
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In 2019,

communication
activities in the field
of environmental
content covered the
following projects:

Modri Jan, which highlighted the environmental
orientation, concern for renewable energy sources
and energy efficiency in educational content for
children on the website and in the printed maga-
zine.

OSMOSE - an international research project test-
ing-new solutions for a successful transition to a
higher share of electricity generation from unstable
renewable energy sources.

2.9.2 Social policy

Social responsibility is not understood only as acting for
the benefit of the company and its external and internal
stakeholders, these are also voluntary policies that con-
firm our responsible and ethical attitude to fellow human
beings, partners, local communities, the state and its
bodies and especially the environment.

Sponsorships, donations and humanitarian projects are an
integral part of our mission and the basis of coexistence
in and with the environment where our production facil-
ities operate. In our conduct, we are guided by eight key
values, among which responsibility is the one that also de-
scribes our relationship with the wider social environment.
HSE Group companies financially assist sports, cultural,
educational, philanthropic and other organisations in the
environments where our power plants operate. Thus, we
contribute to the development of talent, the implementa-
tion of programs and the sharing of knowledge.

Modra energija, which promotes the use of renew-
able energy sources from Slovenian rivers on which
HSE hydropower plants operate.

FARCROSS - a project aimed at simplifying the flow
of electricity between the members of the European
Union, which also takes into account the integra-

tion of a larger share of renewable energy sources
into electricity systems.

In 2019, we dedicated most of our sponsorship and donor
funds to support sports and recreation. We are proud pa-
trons of the Olympic Committee of Slovenia and a long-
time sponsor of the Canoe Federation of Slovenia, and in
2019 we also devoted some of the sports funds to volley-
ball and basketball.

Investing in science and education is paid off mostly in
sponsorships of professional events, which are also at-
tended by our experts of the HSE Group and thus provide
for the transfer of knowledge and experience to the wid-
er Slovenian energy industry. We have to mention DEM’s
cooperation with the Municipality of Maribor and Borzen;
energy-coloured playgrounds have been set up in the city,
which inform users about renewable energy sources and
efficient use of energy.

02 Business Report

In the HSE Group, we also support cultural events, such as
the well-known festival Lent, and we are also active in the
humanitarian field: with the New Year’s donation to the
Dr Franc Derganc General Hospital, SENG helped equip a
therapy room in the Department for Disabled Youth and
Rehabilitation, which serves children as an additional
therapeutic space to gain new sensory experiences. The

2019

LEGEND:

M Sport and recreation

M Education and science

M Humanitarian purpose
Environmental protection
Culture
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PV group helped the TopolSica Hospital to purchase new
hospital beds. Last but not least, the whole of Slovenia
and also our company Sipoteh responded to a fundraising
campaign for Kris, a boy who received a cure for his iliness
in the United States. Thankfully, he is recovering well, at
least for now. We are especially proud of such stories!

2018

SPONSORSHIPS AND DONATIONS IN EUR

634,267

SPONSORSHIPS
478,212

403,325
DONATIONS
2,041,993

W09 W08

In 2019, the HSE Group contributed over EUR 600 thou-
sand to local environments in the form of sponsorships
and EUR 400 thousand in the form of donations.

In accordance with the Public Information Access Act, all
recipients of sponsorships and donations are published
by the companies of the HSE Group on their websites.
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Trade Unions and Works Councils are a link between the
employees and the management board. Through the
Trade Union Chairman or the Works Council Chairman,
the employees can submit their questions and initiatives
for discussion. An important source of information are
regular meetings of the social partners with the manage-
ment board and the annual Works Council meeting where
the employees are informed about the reporting results,
plans for the future and the strategy of HSE Group devel-
opment and other topical information.

The HSE Group has organised a Joint Works Council of
the HSE Group, where Works Councils of the companies
in the HSE Group participate, with the exception of the
Works Council of the HSE Company. The latter cooperates
with the HSE management board in a way specified in the
Worker Participation in Management Act and the Partici-
pation agreement and together with trade union it repre-
sents the interests of the employees.

NUMBER OF SOLIDARITY AIDS PAID OUT

2019

2018

The reduction in the number of solidarity aid paid out
is due to the revised eligibility criteria for the payment
of solidarity aid in the PV group, which, in the case of
a longer continuous sick leave, are linked to income per
family member.
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For the tenth year in a row, we have been spreading the
culture of a family-friendly company with our employees.
The full Family-Friendly Company Certificate is another
proof that we take the responsibility to our employees
seriously and want to further improve the quality of the
working environment to better coordinate the work and
family life of our employees. As part of the certification
ceremony, we received special recognition for the renewal
of the full Family-Friendly Company Certificate. Through
a number of measures within the framework of the cer-
tificate, we facilitate the coordination of family and work
life for employees and in this way strengthen the organi-
zational culture and organisational climate.

EMPLOYEES ON PARENTAL LEAVE

2019

2018

In the HSE Group, 15 employees less than in the year be-
fore benefited from parental leave in 2019.
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2.9.3 Personnel policy
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2.9.3.1 Responsibility towards employees and HR management policy

Responsibility, fairness and credibility, respect and co-
operation, efficiency and positive orientation guide us
in setting goals, achieving results, and working with em-
ployees. We actively participate in the establishment of
business goals, we are responsible for the realization of
goals and our own development in order to achieve the

NUMBER OF EMPLOYEES IN THE HSE GROUP

HSE 186 176
HSE EDT 17 17
DEM 236 238
SENG 127 121
TES 319 312
PV 1193 1.231
HTZ 813 783
Sipoteh 37 35
PLP 37 0
RGP 130 107
HSE Invest 49 51
HSE BH 1 1
HSE MAK 0 0
HSE BE 2 2
Total 3,147 3,074

NOTE: The company PLP was in 2018 not included in the consolidation procedure due
to its planned sale in early 2019. In the absence of sales, PLP is consolidated in 2019.

strategic objectives of the HSE Group. Together, we build
a culture of mutual trust, respect, collaboration and
teamwork, continuous learning and responsible and ef-
fective work. In our work, we are looking for the best solu-
tions, we are developmentally oriented with a constant
desire for improvement.

PERSONNEL TURNOVER IN THE HSE GROUP

e ARRIVALS +337

I, c
New employment I 141

Reallocation from [ 33
another company |l 34

(]
& M295
R Fa2

Employment after | 7
suspension 0 7

Acquisition of the l 36
company I 6

LEGEND:
M 2019
2018

e DEPARTURES -263 M 238

>o|Jo

F 30

I 20

Retirement 81

Reallocationto NN 34

another company 33

I 103

Departure 79

Departuredueto [ 7
suspension 8

Acquisition of the 0
company 6

LEGEND:
M 2019
2018
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EMPLOYEES BY AGE
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- J oo ] _won | 2 accoring to 2018

number of number of number of
age class male female male female male female
employees employees employees
to 30 years 380 373 7 348 344 4 +32 +29 +3
from 31to 40 years 813 739 74 798 716 82 +15 +23 -8
from 41to 50 years 18 984 134 1,104 974 130 +14 +10 +4
from 51to 60 years 788 619 169 780 623 157 +8 -4 +12

over 61years

EMPLOYEES BY GENDER IN THE H5E GROUP

88 2,756

on leading

positions 8 8 %

2.9.3.2 Persons with disabilities

The business premises of the companies in the HSE
Group are adapted to disabled persons, with the excep-
tion of some production facilities, which, due to their pur-
pose, do not permit the removal of architectural barriers.

NUMBER OF DISABLED PERSONS
AS AT 31 DECEMBER

2018

2018

48 41 7 44 38 6 +4 +3 +1
ERLY) 2,756 391 3,074 2,695 379 +73 +61 +12

29

on leading
positions

The business premises are adapted to disabled persons
and equipped with lifts which enable disabled persons
to have an easy access to their workplace. The place of
work used by a disabled person is adapted to enable such
a person to work smoothly and in an undisturbed manner.

Part of the HSE Group is also HTZ, which employs disa-
bled persons. It is the largest company for disabled peo-
ple in Slovenia as it employs almost 800 people and is
also the largest subsidiary in the PV Group. HTZ is of vi-
tal importance for the operation of PV from the aspect
of providing complete support services that are needed
for the performance of the core activity of coal extrac-
tion. HTZ employs disabled persons from PV who became
unable to perform the heavy work in the pit in the basic
production process.

02 Business Report
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2.9.3.3 Voluntary supplementary pension insurance of the employees

In the HSE Group voluntary supplementary pension insurance of the employees is an integral part of the salary policy. It
includes the employees of the parent company all subsidiaries in the HSE Group. By doing so, as an informed employer,
we take care of increased financial security for our employees even after they retire.

2.9.3.4 We share knowledge and experience with the younger generation

(mentoring)

We also share our knowledge and experience to younger
generations. Already during their schooling, as a social-
ly responsible group, we are systematically working with
young potential personnel before they enter the labour
market. We actively cooperate with secondary schools,
higher education institutions and faculties in the prepa-

NUMBER OF SCHOLARSHIP RECIPIENTS

2019

2018

ration of educational programs, compulsory practice pro-
grams and promotion of various professions, especially
occupations in deficit. We give out scholarships to young
and promising students to ensure their first contact with
the working environment.

We enable students, under the mentorship of our experts,
to do their mandatory practice and student work and par-
ticipate in the preparation of seminar assignments and
final works.

We also use the mentoring system for new employees
and those who take on new, more responsible tasks. This
enables the exchange of experiences and the upgrading
of acquired skills.

2.9.3.5 Development and training of employees

Special attention is paid to training, education, instruc-
tion and development of employees. In order to strength-
en the leadership skills of managers, we conducted lead-
ership competences assessment, coaching for managers
and improvement of management skills, primarily with
a view to enhancing knowledge in the field of targeted
management and delegation of tasks, transfer of infor-
mation and communication with coworkers, motivat-
ing and conflict resolution, understanding mutual rela-
tions, promoting cooperation, innovating and promoting
change, and managing the work performance and devel-
opment of coworkers.

We recognise the performance of employees and their
well-performed work and motivate them through dif-
ferent forms of reward for further work. In this way, we
would like to encourage commitment and loyalty and
award productivity and excellence. Last year, we started
the Renewal of rewarding project with the method of 6
hats and active participation of employees in the project.

The employees are encouraged to constantly search for
ways leading to better and high-quality performance
of work in their daily performance of tasks. Within the
framework of the continuous improvement system a sys-
tem of innovations and improvements in work has been
established.
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77,248
hours of training

232
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internal training courses

18

group workshops
at the level
of the HSE Group

25

hours of

training/employee

STATUS OF EMPLOYEES BY EDUCATIONAL STRUCTURE

I DR T T A according to 201
HSE

EDUCATION

A 2018

+ 12,527

+ 57

+3

HSE HSE GROUP HSE HSE GROUP HSE GROUP

8/2 3 14 2 12 +1 +2
8/1 29 72 26 70 +3 +2
7 78 271 75 268 +3 +3
6/2 46 21 42 205 +4 +6
6/1 19 336 20 338 =1 =2
5 n 837 n 813 +0 +24
4 1,068 1,070 +0 =2

3 53 56 +0 =3

2 106 94 +0 +12

1 179 148 +0 +31

EMPLOYEES EMPLOYED FOR A DEFINITE/

INDEFINITE PERIOD OF TIME

2019

2018

3,147

3,074

M indefinite period [ Definite period
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2.9.3.6 Year-end reviews

With regular year-end reviews, we have introduced tar-
geted management into practice while opening a new
communication channel between managers and employ-
ees, giving feedback on achieving the goals set. We use
year-end reviews to monitor employee development,
which serve us as an excellent tool for reviewing individ-
ual development plans and analyzing educational needs.

«
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They also serve us as an overview of career change desires
and a plan for developing competences. Year-end reviews
enable us to betterimplement the education and training
plan in the field of management and expertise. They al-
low us to create homogeneous groups for the implemen-
tation of language education. adapted by content and
difficulty, and education in the field of computer science.

2.9.3.7 Employee satisfaction and commitment

We started measuring the organisational climate, satis-
faction and commitment of employees in HSE as early as
2012. Every two years, we measure the organisational cli-
mate, satisfaction and commitment of employees, which
serves as a tool for preparing improvement measures that
contribute to creating an efficient and creative working
environment and employee engagement, and last but not
least to better business results. We want our coworkers
to be highly motivated and committed, so we pursue the

2.9.3.8 Health and Safety at Work

We provide safe working environment to our employees
and external providers. For all of the job positions and
technologies, we monitor the risks for the occurrence
of accidents and health damage. We periodically assess
the risks and maintain them at a suitable level with ap-
propriate health measures. This affects the ongoing im-
provement of working conditions in the long-term. With
different preventive measures, we manage to reduce the
opportunities for the occurrence of handicaps and health
limitations. The system for managing health and safety
at work complies with the standard BS OHSAS 18001:2007
and is included in the integrated management system.
Taking care of health of our employees is a joint respon-

goal that apart from excellent business results, satisfac-
tion of all shareholders and positive impact on the wider
environment, our employees are satisfied, well-informed,
adequately rewarded and have wide possibilities of fur-
ther development. Through various measures, we have
achieved an improvement in the organizational climate,
satisfaction and commitment of employees compared to
the measurement from two years ago, which we are very
proud of.

sibility of all employees, their managers, professional
services and specialists from the field of occupational
medicine. Workers’ Councils are also involved in these
activities.

HSE Group companies coordinate safety and health at
work and fire safety activities at safety meetings, which
are conducted quarterly. In 2019, a common catalogue
of personal protective equipment was produced, which
defines technical requirements for personal protective
equipment. As the HSE Group, we also organised periodic
training for managers and executives in 2019.



A

120

1l
A\
A

PREVENTIVE
MEDICAL EXAMINATIONS

PRELIMINARY E

DIRECTED

2019 Mo

NUMBER OF ACCIDENTS AT WORK

2019
2018

SICK LEAVES

YEAR/WORKING HOURS 2019 2018

Sickness benefits at the

expense of the Company R 223,520

Sickness benefits at the
expense of the Health 313,374 310,240
Insurance Institue of Slovenia

Total 562,049 539,760
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NUMBER OF EXERCISES FOR
BETTER EMERGENCY PREPAREDNESS

2018

2018

The number of accidents at work is higher in 2019 com-
pared to 2018 due to the increased number of accidents
in the PV group.

ABSENTEEISM

ABSENTEEISM 2019

Number of days lost in a

. . 67,409 65,964
certain period
Average number of employees 3,128 3,078
Number of all working days 261 261
(per employee)
Absenteeism (health) in% 8% 8%

In the HSE Group, 562,049 working hours were lost due to sick leave in 2019, representing 9% of the total fund of hours
of regular work. When compared to the year 2018, the number of working hours lost decreased by 1% due to sick-leave

absenteeism.
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2.9.3.9 Spending of high-quality free time

With a wide range of activities that can be attended through sports, cultural and other associations we provide qual-
ity leisure time for employees. Last year, we organized sports games of the HSE Group, which were a good basis for
strengthening social ties between the employees of all companies of the group. The employees can also spend their
annual leave in holiday facilities, propriety of subsidiaries, at various locations in Slovenia and Croatia. Every year, a
New Year celebration is organised for the employees and Santa Claus visits children in December. We don’t forget about
our retired coworkers, for whom we organize a special meeting every year. Employees are active participants in various
organised voluntary, charitable and other campaigns to show responsibility towards the wider society. Employees of the
HSE Group have the opportunity to benefit from a medically preventive active vacation. In 2019, 216 employees attended
it, most of them in PV and TES.



{ 122

«

2.9.4 Human rights

Our operation is based on equal opportunities for all and
on following the legislation and respecting the ethical atti-
tude to fellow human beings and the wide social environ-
ment. We respect human rights covered by internationally
recognised principles and guidelines, including the United
Nations Declaration of Human Rights. The Code of Ethics
of the HSE Group obliges us to follow the ethical and pro-
fessional standards of work and conduct. They ensure the
employees equal possibilities regardless of gender, race,
religion, nationality or other cultural differences.

Annual Report of the HSE Group and HSE Company 2019

Each company in the HSE Group defines the procedures
and takes measures for ensuring corporate compliance
with internal acts, decisions of the Management Board,
decisions of the Supervisory Boards and in the event of
one-tier management the decision of a single member.
The companies in the HSE Group have the established ad-
equate internal codes of conduct and procedures, within
which mechanisms operate and ensure compliance with
the legislation and other regulations. In the HSE Group, we
work with all regulators, agencies and other supervisory in-
stitutions proactively, timely and transparently.

2.9.4.1 The Code of Ethics of the HSE Group

The Code of Ethics of the HSE Group obliges us to follow
the ethical and professional standards of work and con-
duct. They ensure the employees equal possibilities re-
gardless of gender, race, religion, nationality or other cul-
tural differences. Discrimination as one of the elements
of unequal treatment of individuals is strictly sanctioned.
For this purpose, the companies in the HSE Group have

appointed internal bodies whose primary tasks are the
evaluation and judgement of reported cases of mobbing,
including reports on discriminatory conduct. The estab-
lished internal bodies in 2019 did not receive any reports
of discriminatory conduct, countermeasures, sexual har-
assment and other harassment or ill-treatment at work.

2.9.4.2 Protection of privacy and personal data and information security

We respect the General Data Protection Regulation, so we
have defined the types of personal data that we process
and regulated data flows, thus we can carefully monitor
the processing of personal data.

We process personal data only with an appropriate legal
basis and in accordance with the purpose of processing. We
provide individuals with all necessary information about
the processing of their personal data in accordance with
the General Data Protection Regulation, and also inform
them of their right to become aware of personal data, to
delete personal data and to limit and object to processing.

2.9.4.3 Temporary work

The HSE Group is committed to reducing the use of tem-
porary forms of work, as mainly uncertainty, flexibility,
low payment and short-term are characteristic of these
forms of work.

We take care of information security through constant
updates and various measures. The use of software that
provides access to the personal data register is limited to
authorised persons. Access is protected by a system for
authorization and identification of users.

With regard to the protection of privacy and personal
data and software and hardware, we have adopted inter-
nal acts regulating and laying down rules for the process-
ing of personal data and software and hardware.

The companies in the HSE Group apply the zero-toler-
ance as regards the infringement of human rights, abu-
sive practices at work, non-payment of work and unsafe
working conditions.

02 Business Report

2.9.4.4 Prevention and detection of fraud

The Fraud Prevention and Detection Service carried out
tasks in 2019 in accordance with the adopted Rules for
the Implementation of Fraud Prevention, Detection and
Investigation Tasks in the HSE Group. It received five re-
ports of alleged wrongdoing in 2019. Three very extensive
forensic investigations in several HSE Group companies
were completed in mid-2019, and four partial and three
comprehensive reports were produced. Several proposals
for measures were issued, including to correct irregulari-

2.9.4.5 Corporate security

Corporate security is also very important for the HSE
Group, because the functioning of each company is in-
fluenced by various threat factors, such as various safe-
ty occurences in the world, natural disasters and various
negative deviations in society in our country.

Corporate security is concerned by the Corporate Security
Service of the HSE Group. It is authorised to implement/
manage and provide all activities in HSE Group compa-
nies that define and implement the necessary security
and systemic measures to manage security risks and en-
sure the safety of people and property and information
security and combines organisational, technical, legal,
functional and personnel measures in order to maintain
order, respect for laws, regulations and administrative
provisions and internal general and individual acts in the
HSE Group.

In accordance with the decision of the Government of
the Republic of Slovenia, TES and PV are obligated to or-
ganise security. The corporate security service of the HSE
Group, in cooperation with TES and PV, organizes and
implements security and safety measures in accordance
with the regulations and standards of the profession,
thereby ensuring the safety of employees, facilities and
enabling the continuous operation of key systems.

In 2019, we conducted a comprehensive review of the
existing state of overall information security in the HSE
Group and continued to upgrade the equipment of tech-
nical security systems in HSE Group companies, where,
through the unified design of technical security systems

«
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ties and to strengthen corporate integrity or compliance
with legislation, other rules, applicable recommenda-
tions, internal regulations and good business practices
and ethical principles. As part of these, individual com-
panies were also given instructions, explanations (edu-
cation), including for strengthening corporate integrity.
With regard to the findings in the reports issued, the
management of HSE also took several decisions to imple-
ment the proposed measures.

in group companies, a step-by-step joint HSE Group Se-
curity-operational Centre (SOC), which will be directly
linked to the National Crisis Management Centre (NCMC)
after launch. The aim of the introduction of SOC within
the HSE Group is to provide an efficient, advanced and
intelligent security system that will respond effectively
to security events and ensure full automation of informa-
tion security and cyber processes.

Functioning of each
company is influenced by
various threat factors, such
as various safety occurences

in the world, natural

disasters and various
negative deviations in
society in our country.

Vv

In 2019, we conducted a
comprehensive
review of the
information

security
and upgraded

technical security
systems
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3.1 Independent Auditor's Report for the
HSE Group

- Deloitte revizija d.o.o.
e OI e Dunajska cesta 165
1000 Ljubljana
® Slovenia
VAT ID: S162560085

Tel: +386 (0) 1 3072 800
Fax: +386 (0) 1 3072 900
www.deloitte.si

INDEPENDENT AUDITOR’S REPORT
to the owners of HOLDING SLOVENSKE ELEKTRARNE d.o.o0.

Opinion

We have audited the consolidated financial statements of the HOLDING SLOVENSKE ELEKTRARNE
d.o.o. and its subsidiaries (hereinafter ‘the Group’), which comprise the consolidated statement of
financial position as at 31 December 2019, and the consolidated income statement, consolidated
statement of other comprehensive income, consolidated statement of changes in equity and
consolidated cash flow statement for the year then ended, and notes to the financial statements,
including a summary of significant accounting policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all material
respects, the consolidated financial position of the Group as at 31 December 2019, and its
consolidated financial performance and consolidated cash flows for the year then ended in
accordance with International Financial Reporting Standards as adopted by the EU (hereinafte
‘IFRS’). ;

Basis for Opinon

We conducted our audit in accordance with International Standards on Auditing. Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for the
Audit of the Consolidated Financial Statements section of our report. We are independent of the
Company in accordance with the International Ethics Standards Board for Accountants’ Code of
Ethics for Professional Accountants (IESBA Code) and other ethical requirements that are relevant
to our audit of the financial statements in Slovenia, and we have fulfilled our other ethical
responsibilities in accordance with these requirements. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our audit opinion.

Other matter paragraph
The financial statements of the company for the year ended December 31, 2019, were audited by
another auditor who expressed an unmodified opinion on those statements on May 17, 2019.

Other information
Management is responsible for the other information. The other information comprises the
information, included in Annual report, other than the financial statements and our auditor’s report
thereon.
Our opinion on the consolidated financial statements does not cover the other information and we
express no assurance thereon.
In connection with our audit of the consolidated financial statements, our responsibility is to read
the other information and, in doing so, assess whether the other information is materially
inconsistent with the consolidated financial statements, legal requirements or our knowledge
obtained in the audit, or otherwise appears to be materially misstated. If based on our work
performed we conclude that other information include material misstatement we need to report
such circumstances.
In relation to this and based on our procedures performed, we report that:
e Other information are, in all material respects, consistent with the consolidated financial
statements;
e Other information are prepared in compliance with applicable law or regulation; and
e Based on our knowledge and understanding of the Group and its environment obtained in
the audit, we did not identify any material misstatement of fact related to the other
information.
Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee (*DTTL"), its network of member firms, and their related

entities. DTTL and each of its member firms are legally separate and independent entities. DTTL (also referred to as “Deloitte Global”) does not provide services to
clients. Please see http://www.deloitte.com/si for a more detailed description of DTTL and its member firms.

In Slovenia the services are provided by Deloitte revizija d.0.0. and Deloitte svetovanje d.0.0. (jointly referred to as “Deloitte Slovenia”) which are affiliates of Deloitte
Central Europe Holdings Limited. Deloitte Slovenia is one of the leading professional services organizations in the country providing services in audit, tax, consulting,
financial advisory and legal services, through over 100 national and foreign professionals.

Deloitte revizija d.o.o. - The company is registered with the Ljubljana District Court, registration no. 1647105 - VAT ID S162560085 - Nominal capital EUR 74,214.30.

© 2020. Deloitte Slovenia

Responsibilities of Management and Those Charged with Governance for the
Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with IFRS, and for such internal control as management determines is
necessary to enable the preparation of consolidated financial statements that are free from
material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements of the Group, management is responsible for
assessing its ability to continue as a going concern, disclosing matters related to going concern
and using the going concern basis of accounting unless management either intends to liquidate the
Group or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Group’s financial reporting
process and for approving audited annual report.

Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial
statements as a whole are free from material misstatement, whether due to fraud or error, and to
issue an auditor’s report that includes our opinion. Reasonable assurance is a high level of
assurance, but is not a guarantee that an audit conducted in accordance with auditing rules will
always detect a material misstatement when it exists. Misstatements can arise from fraud or error
and are considered material if, individually or in the aggregate, they could reasonably be expected
to influence the economic decisions of users taken on the basis of these consolidated financial
statements.

As part of an audit in accordance with auditing rules, we exercise professional judgment and
maintain professional scepticism throughout the audit. We also:

e Identify and assess the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error, design and perform audit procedures
responsive to those risks, and obtain audit evidence that is sufficient and appropriate to
provide a basis for our opinion. The risk of not detecting a misstatement resulting from
fraud is higher than for one resulting from error, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations, or the override of internal control.

e Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Group’s internal controls.

e Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management.

e Conclude on the appropriateness of management’s use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty
exists related to events or conditions that may cast significant doubt on the Group’s ability
to continue as a going concern. If we conclude that a material uncertainty exists, we are
required to draw attention in our auditor’s report to the related disclosures in the
consolidated financial statements or, if such disclosures are inadequate, to modify our
opinion. Our conclusions are based on the audit evidence obtained up to the date of our
auditor’s report. However, future events or conditions may cause the organization to cease
to continue as a going concern.

e Evaluate the overall presentation, structure and content of the consolidated financial
statements, including the disclosures, and whether the consolidated financial statements
represent the underlying transactions and events in a manner that achieves fair
presentation.

e Obtain sufficient appropriate audit evidence concerning the financial information of the
entities or business activities within the Group in order to express an opinion on the
consolidated financial statements. We are responsible for conducting, overseeing and
performing the audit of the Group. We have sole responsibility for the audit opinion
expressed.
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With those charged with governance we communicate the planned scope and timing of the audit
and significant findings from the audit, including deficiencies in internal control we have identified

during our audit.

DELOITTE REVIZIJA d.o.0.

Tina Kolenc Praznik
Certified auditor

For signature please refer to the original
Slovenian version.

Ljubljana, April 10, 2020

Deloitte,

DELOITTE REVIZIJAD.O.O.

Ljubljana, Slovenija 3

TRANSLATION ONLY, SLOVENE ORIGINAL PREVAILS
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3.2 Statement of
Management's
responsibility

The management is responsible for the
preparation of the consolidated financial
statements for each financial year in
accordance with the International Financial
Reporting Standards, as adopted by the
European Union, and the applicable
legislation, ie. in a manner that they
represent the true and honest presentation
of the operations of the HSE Group.

The Management reasonably expects that in the forese-
eable future the HSE Group will have sufficient assets to
continue its operations; therefore, the consolidated fi-
nancial statements are prepared on a going concern basis.

The responsibility of Management in preparation of con-
solidated financial statements includes the following:

» accounting policies are appropriately selected and
consistently used;

* judgements and assessments are reasonable and
prudent.

The management is responsible for managing appropria-
te records, which at any time clearly and accurately repre-
sent the financial position of the HSE Group, and that the
consolidated financial statements are in accordance with
the International Financial Reporting Standards. The Ma-
nagement is also responsible for safeguarding the HSE
Group's assets and preventing and detecting fraud and
other irregularities.

The management confirms that the consolidated financi-
al statements for 2019 have been prepared in accordance
with the provisions of the International Financial Repor-
ting Standards, as adopted by the European Union.

On 10 April 2020, the management adopted the consoli-
dated financial statements of the HSE Group for the bu-

siness year which ended on 31 December 2020.

Ljubljana, 10 April 2020

«

Stojan Nikoli¢, M.Sc.
Managing Director of HSE

Viktor Vracar, Ph.D.

Business Director of HSE

Mirko Marincic, M.Sc.
Business Director of HSE
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3.3 Introductory notes to the preparation of
consolidated financial statements

The accounting part of the consolidated financial statements represents the consolidated financial statements with
explanations from the HSE Group.

Based on the decision of the Capital Assets Management Agency of the Republic of Slovenia acting in the role of the
representative of the then founder of 29 November 2010, the HSE Group has been preparing consolidated financial sta-
tements and explanations since 1 January 2011, in accordance with the International Financial Reporting Standards, as
adopted by the European Union.

The audit firm Deloitte revizija d.o.o. has audited the consolidated financial statements with explanatory notes and
prepared the Independent Auditor's Report included in the beginning of the section.

03 Accounting Report of the HSE Group

3.4 Consolidated financial statements

3.4.1 Consolidated statement of financial position

in EUR
ASSETS
A. LONG-TERM ASSETS
I. Intangible assets
II. Property, plant and equipment
IIl. Right to use leased assets
IV. Investment property
V. Long-term investments in subsidiaries
VI. Other long-term investments and loans
VII. Long-term trade receivables
VIII. Other long-term assets
IX. Deferred Tax Assets Liabilities
B. SHORT-TERM ASSETS
I. Assets included in the disposal group
II. Inventories

IIl. Short-term investments and loans

IV. Short-term trade receivables from customers

V. Contract assets
VI. Current tax assets
VII. Other short-term assets
VIII. Cash and cash equivalents
CAPITAL AND LIABILITIES
A. CAPITAL
|. Called-up capital
II. Capital surplus
IIl. Profit reserves
IV. Risk hedging reserve
V. Fair value reserve
VI. Retained earnings or losses

VII. Foreign currency translation reserve

VIII. Capital of owners of non-controlling shares

B. LONG-TERM LIABILITIES

|. Provisions for severance payments upon retirement and jubilee bonuses

II. Other provisions
Il. Other long-term liabilities
IV. Long-term financial liabilities
V. Long-term financial liabilities from leases
VI. Long-term trade liabilities
VII. Deferred tax liabilities
C. SHORT-TERM LIABILITIES

II. Short-term financial liabilities

IIl. Short-term financial liabilities from leases

IV. Short-term trade liabilities
V. Contractual obligations
VI. Current tax assets

VII. Other short-term liabilities

* Explanations to the financial statements are part of the financial statements and must be read in conjunction with them.

Explanation

13

18
21

20

«

31.12.2019
2,073,747,513
1,791,601,320

24,798,588
1,601,008,874
4,678,163
17,557,518

0
140,660,755
1,012,879
1,163,178
721,365
282,146,193
215,722
33,092,936
12,602,021
142,196,584
457,771
691,240

50,372,320

42,517,599
2,073,747,513

1,064,640,823
29,558,789
561,243,185
413,856,350
20,452,278
-2,195,785
42,105,069
-617,401
238,338
745,967,743
19,988,568
54,193,524
1,633,156
666,418,394
3,452,707
258,785
15,608
263,138,947
65,935,349
1,748,662
137,975,629
0

4,268,719
53,210,588

131 )

31.12.2018
2,134,733,707
1,822,951,151
23,780,085
1,636,937,210
0

17,183,899
510,445
139,480,575
3,690,818
650,703
717,416
311,782,556
793,856
30,435,378
13,013,546
135,127,685
1,014,437
26,772
47,860,353
83,510,529
2,134,733,707
1,091,245,475
29,558,789
561,243,185
413,856,350
75,592,356
-958,415
12,620,282
1,055,098
388,027
764,028,047
14,621,657
46,282,925
1,884,226
701,130,810

0

89,640
18,789
279,460,185
83,006,503
0

141,184,257
13,800
2,072,212
53,183,413
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3.4.2 Consolidated income statement

in EUR Explanation 2019 2018
OPERATING INCOME 1,728,616,033 1,489,591,259
1. Net sales revenue 23 1,710,574,972 1,471,965,221
2. Other operating income 24 18,041,061 17,626,038
OPERATING EXPENSES 1,654,515,725 1,459,148,470
3. Costs of goods, material and services 25 1,376,079,482 1,185,855,448
4. Labour costs 26 131,729,583 124,518,622
5. Value write-downs 27 86,517,293 97,686,938
6. Change in value of stocks of products and production in progress -814,422 -1,221,885
7. Capitalised own products and services 28 -14,224,268 15,395,195
8. Other operating expenses 29 75,228,057 67,703,542
EARNINGS BEFORE INTEREST AND TAX 74,100,308 30,442,789
9. Financial revenue 7,078 162,871
10. Financial expenses 32,230,827 33,367,602
FINANCIAL RESULT 30 -32,223,748 -33,204,731
11. Share in profit or loss of associates and jointly-controlled companies 1,349,462 1,915,087
PROFIT OR LOSS BEFORE TAXES 43,226,022 -846,855
TAX 31 13,498,042 10,955,748
12. Current tax 13,501,990 10,847,119
13. Deferred tax -3,948 108,629
NET PROFIT OR LOSS FOR THE FINANCIAL YEAR 32 29,727,980 -11,802,603
Owner of the parent company 29,730,397 11,567,589
Non-controlling share -2,417 -235,014

* Explanations to the financial statements are part of the financial statements and must be read in conjunction with them
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3.4.3 Consolidated statement of other comprehensive income

in EUR Explanation
NET PROFIT OR LOSS FOR THE FINANCIAL YEAR 33
Change in the fair value reserve of property, plant and equipment 13
Actuarial revenues and losses of programmes with defined employee benefits 14

Revenues and losses arising from the conversion of financial statements of
foreign companies

Items that will not subsequently be reclassified to profit or loss

Net effective part of change in the fair value of cash flow hedging instruments 13
Net effective part of change in the fair value of cash flow hedging instruments 13
transferred to profit or loss

Change in the fair value reserve of financial assets available for sale 13

Items that may later be reclassified to profit or loss

TOTAL COMPREHENSIVE INCOME IN THE REPORTING PERIOD
Owner of the parent company
Non-controlling share

* Explanations to the financial statements are part of the financial statements and must be read in conjunction with them.
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2019
29,727,980
-43,000
-1,451,375

-137,915

-1,632,290
-55,123,646

-16,433

2,878
-55,137,201
-27,041,51

-27,039,094

2,417
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2018
-11,802,603
0

-172,529

17,282

155,247
64,734,631

104,346

1,342
64,840,319
52,882,469

53,110,300
-227,831
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3.4.4 Consolidated cash flow statement
in EUR 2019 2018 in EUR 2019 2018
CASH FLOWS FROM OPERATING CASH FLOWS FROM FINANCING
Net profit of loss 29,727,979 -11,802,603 Remuneration from leases 4,325113 0
Adjustments for: Remuneration from long-term loans received 181,440,000 4,606,183
Amortisation of property, plant and equipment, intangible assets, investment property and right to 79 764 137 76 945 954 Remuneration from short-term oans recelved 42:514.000 2240753
use assets e o Remuneration from other long-term financial liabilities received 669,780 508,421
Impairments/write-offs/sales of property, plant and equipment, intangible assets and investment £169.589 20079193 Remuneration from other short-term financial liabilities received 7,208,705 0
property o o Expenses for loan interest -23,235,612 -26,097,136
\Write-offs of inventories >44.315 222,833 Expenses for other financial liabilities -8,865,320 -6,262,882
Write-offs of operating receivables 38,652 65,638 Expenses for repayment of long-term loans -233,248,613 -72,570,275
Reversal of write-off/impairment of operating receivables -45,741 -407,866 Expenses for repayment of short-term loans 42,893,838 -22.596,955
Loss in the sale of property, plant and equipment 0 373,320 Expenses for repayment of other short-term financial liabilities -7,233,758 -116,070
Financial revenue 7,079 162871 Expenses for repayment of other long-term financial liabilities -276,515 0
Financial expenses 32,230,828 33,367,602 Cash from financing -79,596,058 -100,086,921
Share in profit or loss of associates and jointly-controlled companies -1,349,462 -1,915,087 INITIAL BALANCE OF CASH AND CASH EQUIVALENTS 83,510,529 61,693,442
Revenue in the sale of property, plant and equipment -734,688 -1,371,075 Profit or loss for the pariod -40,992,931 21,817,087
Taxes 13:498,042 10,955,748 FINAL BALANCE OF CASH AND CASH EQUIVALENTS 42,517,598 83,510,529
Operating profit before changes in net short-term assets and taxes 153,837,172 126,350,786 * Explanations to the financial statements are part of the financial statements and must be read in conjunction with them.
Changes in net short-term assets and provisions
Changein:
Inventories -3,202,473 -6,235,355
Trade receivables and other assets -8,330,817 -12,593,116
Assets intended for sale 578,134 318,961
Operating liabilities to suppliers and other liabilities -20,187,048 105,103,927
Provisions 12,080,263 -2,529,498
Profit tax paid -11,969,951 -4,564,221
Cash from operations 128,805,280 205,851,484
CASH FLOWS FROM INVESTMENTS
Interest received 3,755 3,006
Remuneration from other financing 364 52,865
Dividends received 2,960 107,000
Remuneration from the sale of property, plant and equipment 1,709,818 1,835,506
Remuneration from the sale of investment property 323,795 1,816,582
Remuneration from reduction of short-term loans given 12,899,641 0
Remuneration from the reduction of long-term loans given 10,000 0
Remuneration from the reduction of other short-term financial investments 0 13,469,817
Expenses for the purchase of property, plant and equipment -48,245,566 -56,633,163
Expenses for the purchase of intangible assets -37,342,409 -31,253,025
Expenses for the purchase of investment property -691,574 -108,092
Expenses for the purchase of subsidiaries 0 -350,001
Expenses for leases -5,757,168 0
Expenses for the increase of short-term loans given -12,508,326 0
Expenses for the increase of long-term loans given -7,443 0
Expenses for the increase of other short-term financial investments 0 12,887,971
Cash from investment -90,202,153 -83,947,476

CONTINUES ON NEXT PAGE



03 Accounting Report of the HSE Group << 137 >

< 136

<< Annual Report of the HSE Group and HSE Company 2019

3.4.5 Consolidated statement of changes in capital

PITAL RECERVES RETAINED EARNINGS OR LOSSES
Share capital Capital surplus Othzs':?’fei: idHe T::gicg Fair value reserve loss Ft’)rr?)fl:tg:; Ne:izl::lfciital:fyil:: Forelgt:a.:lusrlr:trilgz minoritc:g:ile::
forward reserve
Balance as at 31.12.2017 29,558,789 561,243,185 413,856,350 10,753,380 -1,294,792 16,377,674 8,268,978 -1,072,381 615,858 1,038,307,041
E;LeiE?;ﬁth?;ignevgnsrﬂgﬁgSpg;neiicw in the transfer from property, plant and 338,831 338,831
Balance as at 1.1.2018 29,558,789 561,243,185 413,856,350 10,753,380 -1,294,792 16,038,843 8,268,978 -1,072,381 615,858 1,037,968,210
B.2. Changes in total comprehensive income 0 0 0 64,838,976 -91,603 -86,767 -11,567,588 17,282 -227,831 52,882,469
Entry of net profit or loss of the reporting period -11,567,588 -235,015 -11,802,603
Items that will not subsequently be reclassified to profit or loss 0 0 0 0 -92,946 -86,767 0 17,282 7,184 -155,247
Actuarial revenues and losses of programmes with defined employee benefits -92,946 -86,767 7,184 172,525
E{Der:/%na?ﬁ;sand losses arising from the conversion of financial statements of foreign 17,282 17,282
Items that may later be reclassified to profit or loss 0 0 0 64,838,976 1,343 0 0 0 0 64,840,319
Net effective part of change in the fair value of cash flow hedging instruments 64,734,630 64,734,630
L\lrg‘;;fzicet[ijvteopparr;f[ijtfgplaorlsgse in the fair value of cash flow hedging instruments 104,346 0 104,346
Change in the fair value reserve of financial assets available for sale 1,343 1,343
B.3. Changes in capital 0 ] 0 0 427,980 8,235,792 -8,268,978 0 0 394,793
Eﬁgﬁ%ﬁf&iﬁi [r)e]cncw(—aa[ijri]tt;e]r of the net profit of the comparative reporting period to 0 8268978 -8.268,978 0
E;Lei;trr?gﬁthsgignevians;/ranlsﬁiispozﬁeer‘ir;od in the transfer from property, plant and 430,447 430,447
Other changes in capital 0 0 -2,467 -33,186 0 -35,653
Balance as at 31.12.2018 29,558,789 561,243,185 413,856,350 75,592,356 -958,415 24,187,868 -11,567,588 -1,055,099 388,027 1,091,245,473
Balance as at 1.1.2019 29,558,789 561,243,185 413,856,350 75,592,356 -958,415 24,187,870 -11,567,588 -1,055,099 388,027 1,091,245,473
B.2. Changes in total comprehensive income 0 0 0 -55,140,078 -1,237,370 -254,128 29,730,396 -137,915 -2,417 -27,041,512
Entry of net profit or loss of the reporting period 29,730,396 -2,417 29,727,979
Items that will not subsequently be reclassified to profit or loss 0 0 0 0 -1,240,247 -254,128 0 -137,915 0 -1,632,290
Change in surplus from revaluation of property, plant and equipment -43,000 -43,000
Actuarial revenues and losses of programmes with defined employee benefits -1197,247 -254,128 -1,451,375
CRDer\;epr;L;ﬁ;Sand losses arising from the conversion of financial statements of foreign 137,975 137,915
Items that may later be reclassified to profit or loss 0 0 0 -55,140,078 2,877 0 0 0 0 -55,137,201
Net effective part of change in the fair value of cash flow hedging instruments -55,123,645 -1 0 -55,123,646
Jliz‘;s}f;frcetlijv‘?opsrr;fci)tf;Plaonsie in the fair value of cash flow hedging instruments 16,433 16,433
Change in the fair value reserve of financial assets available for sale 2,878 2,878
B.3. Changes in capital 0 0 0 0 0 -11,559,069 11,567,588 575,613 -147,272 436,860
(Elti;teribctétrincgoc;;fli (r)efr?aa;Ttdaelr of the net profit of the comparative reporting period to 0 11,567,588 11.567.588 0
Other changes in capital 0 0 0 0 8,516 575,613 -147,272 436,857
Balance as at 31.12.2019 29,558,789 561,243,185 413,856,350 20,452,278 -2,195,785 12,374,673 29,730,396 -617,401 238,338 1,064,640,823

* Explanations to the financial statements are part of the financial statements and must be read in conjunction with them
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3.5 Notes to the consolidated financial

statements

3.5.1 Reporting entity

The consolidated financial statements for the HSE Gro-
up are prepared by the controlling company Holding Slo-
venske elektrarne d.o.o0. The registered address of the
Controlling Company is Koprska ulica 92, 1000 Ljubljana,
Slovenia. At this address, the consolidated financial sta-
tements as part of the annual report of the company and
the Group are available.

The consolidated financial statements as of 31 December
2018 represent the operations of the Group and includes
the Controlling Company and its dependent companies,
as well as the shares in the jointly-controlled companies
and the shares in the affiliated companies.

HSE GROUP AS AT 31 DECEMBER 2019

Company % ownership 31.12.2019
HSE d.o.o. 100.0%
DEM d.o.o0. 100.0%
SENG d.o.0. 100.0%
TES d.o.0. 100.0%
PVd.d.o. 100.0%

HTZ IP d.o.0. 100.0%

RGP d.o.0. 100.0%

SIPOTEH d.o.0. 100.0%

PLP d.o.o0. 100.0%
HSE EDT d.o.0. 100.0%
HSE Invest d.o.o0. 100.0%
SRESA d.o.0. 60.0%
sHPP LOBNICA d.o.0. 65.0%
ELPROM d.o.0. 100.0%
HSE MAK Enery DOOEL 100.0%
HSE ADRIA d.o.0. - in liquidation 0.0%
HSE BH d.o.0. 100.0%
HSE Balkan Energy d.o.o. 100.0%

In May 2019, HSE d.o.0. bought a 25% share in HSE Invest
d.o.o. In December 2019, the liquidation procedure of HSE
Adria d.o.o was concluded with the removal from the re-
gister of economic operators.

The intention to sell PLP d.o.0. was abandoned in 2019,
so in 2019 the company is included in the consolidated
financial statements.

The Group is the largest producer (hydro and thermal
production) and retailer with electricity on the wholesale
market in Slovenia and in Europe. The Group as a whole
also covers the production of primary energy products for
the needs of producing electricity in the thermal power
plant, which uses coal. All of the production capacities of
the Group are located in Slovenia.

The business year of the Group equals the calendar year.
Below are the consolidated financial statements for the
business year which ended on 31 December 2019.

Country of the company's
registered office

% ownership 31.12.2018

100.0% Slovenia
100.0% Slovenia
100.0% Slovenia
100.0% Slovenia
100.0% Slovenia
100.0% Slovenia
100.0% Slovenia
100.0% Slovenia
100.0% Slovenia
100.0% Slovenia
75.0% Slovenia
60.0% Slovenia
65.0% Slovenia
100.0% Slovenia
100.0% North Macedonia
100.0% Croatia
100.0% Bosnia and Herzegovina
100.0% Serbia

With the entry of PLP d.o.0., the assets of the HSE Group
increased by EUR 1,143 thousand, of which long-term as-
sets by EUR 368 thousand and liabilities of the Group by
EUR 840 thousand.

03 Accounting Report of the HSE Group << 139 >

ACQUIRED ASSETS AND ASSUMED LIABILITIES OF THE GROUP

Assets 1142,81
Liabilities 840,186
Net value of assets acquired 302,625

The subsidiary TET Novi materiali d.o.o. is currently not on the level of the Group. The non-inclusion of this com-
operating or was due to its insignificance not included into pany is not important for the true and honest presentation
the consolidation on the level of its controlling company or of the operations of the Group.

SIGNIFICANT AMOUNTS IN THE FINANCIAL STATEMENTS OF SUBSIDIARIES

Net profit or loss

Assets (excludinLgiac:i:itt:; Revenue for the financial Sespt ‘::fa:;:::
year

TES 1,016,196,704 651,658,677 227,201,572 -19,582,324 364,537,027
PV 139,920,428 103,610,691 12,725,689 -6,584,420 36,309,737
DEM 453,346,543 13,131,228 67,679,679 5,126,118 440,215,315
HSE BH 9,694,678 8,662,157 53,347,080 278,893 1,032,521
SENG 225,002,840 21,132,726 37,715,283 4,980,024 203,870,114
HTZ I.P. 16,158,442 14,275,061 32,521,790 -1,542,243 1,883,381
HSE MAK Energy 6,404,842 6,063,733 29,566,177 205,029 341,109
RGP 9,958,998 6,991,260 18,107,350 703,937 2,967,738
HSE Invest 2,034,631 1,688,589 3,830,532 -232,382 346,042
PLP 1,701,396 884,159 3,104,376 169,876 817,237
SIPOTEH 1,341,749 614,416 2,755,297 271,007 727,333
HSE Balkan Energy 1,104,100 177,245 1,207,202 37,699 926,855
HSE EDT 3,265,047 1,806,176 1,012,679 -708,656 1,458,871
sHPP Lobnica 617,439 2,514 28,951 -978 614,925
SRESA 57,793 n 0 -5,187 57,782
HSE Adria - in liquidation 0 0 0 -5,663 0
ELPROM 51,443 16 0 -253 51,427

1,886,857,073 830,699,659 590,803,657 -16,889,522 1,056,157,414
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ASSOCIATES

Company name Co-owner Coun:;;/i::e::il ;‘:,';;::nvls % of co-ownership 0] owner;hSiEp gt:z:
TESd.o.0. Slovenia 8.0%
Pvd.d. Slovenia 11.0%

RCE d.o.0. - in liquidation 24.5%
HTZ IPd.o.0. Slovenia 1.0%
PV INVEST d.o.o0. Slovenia 4.5%
DEM d.o.0. Slovenia 30.8%

HESS d.o.0. HSE d.o.o. Slovenia 15.4% 49.0%
SENC d.o0.0. Slovenia 2.8%

DATA ON ASSOCIATES AS AT 31 DECEMBER 2018

Company Address Activity

electricity production in hydroelectric power

HESS Cesta bratov Cerjakov 33a, BreZice
plants

research and development activities in other

RCE d.o.0. - in liquidation fields of science and technology

Preloska cesta 1, Velenje

JOINTLY-CONTROLLED COMPANIES

Company Address Activity % ownership

production of electricity and

SOENERGETIKA d.o.0.
thermal energy

Stara cesta 3, 4000 Kranj 25%

BRANCHES

The Group has a branch in the Czech Republic and Mace- branch the scope of operations was minimal. The operati-
donia. No business operations were conducted through ons of the branches are included in the consolidated finan-
the Czech branch in 2019, while through the Macedonian cial statements of the Group.
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3.5.2 Basis for preparation

A) STATEMENT OF COMPLIANCE

When preparing the consolidated financial statements
on 31 December 2019, the Group took into consideration
the following:

- International Financial Reporting Standards (IFRS),
which include the International Accounting Standards
(IAS), Interpretations from the Standing Interpretations
Committee (SIC) and Interpretations from the
International Financial Reporting Interpretations
Committee (IFRIC), as adopted by the European Union,

«
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« Companies Act,

* Energy Act,

» Corporate Income Tax Act,

* Rules on the implementing the Corporate Income Tax
Act and its implementing regulations,

e Accounting Manual of the HSE Group,

» other relevant legislation.

B) ACCOUNTING ASSUMPTIONS AND QUALITATIVE CHARACTERISTICS OF

FINANCIAL STATEMENTS

The financial statements of the Group were prepared by ta-
king into consideration the basic accounting assumptions:

- the accrual principal (i.e. the occurrence of a business
event), and

 the going concern principal (i.e. unlimited duration of
operations).

The impacts of transactions and other business events
are recognised when they occur, not when they are paid,
and are recorded and reported for the periods to which
they apply. Therefore, the consolidated financial state-
ments also include information on liabilities regarding
monetary payments in the future, as well as assets which
will generate cash in the future.

The financial statements of the Group were prepared by
taking into consideration the assumption that the Group
would not significantly decrease the scope of its operati-
ons, or even cease its operations, and that it shall conti-
nue with its operations in the foreseeable future.

The following qualitative characteristics of consolidated
financial statements have been taken into account:

» FAIR PRESENTATION AND COMPLIANCE WITH
THE INTERNATIONAL FINANCIAL REPORTING
STANDARDS: the consolidated financial statements
fairly represent the financial position, financial
performance and cash flows of the Group.

* PRESENTATION CONSISTENCY: For the sake
of comparability of data, the presentation and
classification of items in financial statements is the
same from period to period.

* MATERIALITY AND AGGREGATION: each material
group which comprises similar items is presented
separately in the consolidated financial statements.
Items of a dissimilar nature or function are presented
separately unless they are immaterial.

* OFFSETTING: assets and liabilities, and income and
expenses, are not offset unless this is required or
permitted by a standard or an interpretation.

+ COMPARATIVE INFOMRATION: unless the standard
or the interpretation permit or require otherwise,
for all of the presented amounts in the consolidated
financial statements, comparative information
is disclosed in respect of the previous period.
Comparative information is included in the narrative
and descriptive information when it is relevant for the
understanding of consolidated financial statements
for the relevant period.

» CHANGES TO SIGNIFICANT ACCOUNTING POLICIES:
the same accounting bases, policies and valuation and
recognition principles were observed while compiling
the consolidated financial statements as for the year
2018, except for the changes stated below.

As of 1]anuary 2019, the Group started applying the new
IFRS 16 - Leases standard.

In 2019, the Group complemented the applicable accou-
nting policies and management of business events and
their posting in financial statements, namely in line with
the requirements of IFRS 16, which entered into force on
1January 2019.
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IFRS 16 replaces the International Accounting Standard
IAS 17 - Leases and equates the treatment of operating
and financial leases with lessees. On the basis of lease
agreements, the lessees shall, in the statement of finan-
cial position, post the funds leased among fixed assets
as right-of-use assets, in connection with the lease lia-
bilities. The value of the leased assets is transferred to
costs through amortisation, and the cost of financing is
borne by financial expenses. The standard provides les-
sees with two exceptions to recognition, namely in the
case of leases of low-value assets and short-term leases.
The treatment of leases with the lessor does not differ
significantly from that of IAS 17.

The Group reviewed and analysed lease agreements con-
cluded with a duration of more than one year. Based on
lease costs and the duration of the lease agreements, the
Group assessed the value of the right to use the leased
assets and lease liabilities and recognised them on 1 Ja-
nuary 2019 in the statement of financial position for a pe-
riod of five years. In the case of agreements with indefini-
te duration with the right to terminate the agreement by
the Group companies' management, in accordance with
item 18 of IFRS 16, it is quite certain that the lease will
not be terminated for at least another five years, while
the estimate of a longer lease agreement cannot be gi-
ven with considerable certainty. Therefore, in the case of
agreements with indefinite duration, the lease period is
set at five years.

EFFECTS OF THE ADOPTION OF IFRS 16

in EUR

ASSETS

Long-term assets

Right to use leased assets
TOTAL ASSETS

CAPITAL AND LIABILITIES
Long-term liabilities
Lease liabilities
Short-term liabilities
Lease liabilities

TOTAL LIABILITIES
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The Group made use of an exemption for the recognition
of the right to use assets for low-value leases.

Interest rates accepted at the conclusion of leases are
not disclosed in the agreements. IFRS 16 in item 26 refers
the lessee to the utilisation of the incremental borrowing
rate, i.e. the borrowing rate that the Group would pay if
they bought the asset and were in debt for the purchase.
The Group does not have such interest rates, as following
from the analysis of sources of financing, it has financed
the working capital with the existing sources.

If the lessee cannot obtain information on the amount
of the borrowing interest rate from a financial institution
or from other sources, the lessee shall apply the average
rates of the loan agreements concluded with non-financi-
al corporations in credit institutions during the month of
the lease, which Banka Slovenije published in its Bulletin.
The values of the right to use the leased assets and the
lease liabilities are estimated on the basis of discounting
future cash flows for the duration of the lease. In case
of leases, the Group used an interest rate calculated as
the average of interest rates for 2018, published in the
Bulletin of Banka Slovenije, for maturity over 1to 5 years
separately for amounts up to 1 million and for amounts
above 1 million. The average interest rate thus calculated
for amounts up to 1 million is 2,69% and 1,96% for amo-
unts above 1 million.

IFRS 16
31.12.2018 Transition 1.1.2019
0 5,757,168 5,757,168
0 5,757,168 5,757,168
0 5,757,168 5,757,168
0 4,325,116 4,325,116
0 4,325,116 4,325,116
0 1,432,052 1,432,052
0 1,432,052 1,432,052

5,757,168 5,757,168
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Amortization of rights of use
Lease costs

Earnings before interest and tax
Financing expenses

Profit or loss before taxes

C) BASIS FOR MEASUREMENT

1,475,460
1,563,939
88,479
108,038
-19,559

Group's consolidated financial statements are prepared on the basis of historical values, except for derivatives, assets
available for sale and investment properties, which are disclosed at fair value.

D) FUNCTIONAL AND PRESENTATION CURRENCY

In this report, the consolidated financial statements are presented in EUR (excluding cents), which represents the fun-
ctional and representational currency of the Group. Due to the rounding of amounts, minor but insignificant deviations

exist in the tables.

E) USE OF ESTIMATES AND JUDGEMENTS

The preparation of consolidated financial statements
requires the companies' management to form certain
estimates and assumptions which affect the disclosed
amounts of assets and liabilities, revenue and expenses
and disclosures of contingent assets and liabilities in
the reporting period. The formation of estimates and of
accompanying assumptions and uncertainties are disclo-
sed in notes to individual items.

Estimates and judgements are based on past experience
and other factors that are considered reasonable in the
given circumstances and on the basis of which the jud-
gements on the carrying amount of assets and liabiliti-
es are expressed. Since the estimates and assumptions
are subject to subjective judgement and certain level of
uncertainty, subsequent actual results can differ from
assessments. The estimates are examined on a regular
basis. Changes in accounting estimates are recognised in
the period in which the assessments were changed if the
change affects only that period or in the period of change
and in future periods in case the change affects future
periods.

Estimates and assumptions are present at least in the
following judgements:

« assessment of useful life of amortisable assets (Note
1, 2, 3 of the consolidated income statement),

 impairment testing of long-term assets (Note 1, 2 and
3 of the consolidated income statement),

« assessment of the liquid amount of receivables
(disclosure Credit risk)

« assessment of net realisable value of inventories
(Note 7 of the consolidated statement of financial
position);

+ assessment of provisions for post-employment
and other long-term employees benefits (severance
payments at retirement) (Note 14 of the consolidated
statement of financial position),

- assessment of other provisions (Note 14 of the
consolidated statement of financial position); and

+ assessment of contingent liabilities and assets
(disclosure Note 22).
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Further assessments of management in preparing the fi-
nancial statements on 31 December 2019 are as follows:

1. HSE has the right to buy back 35.6% of the sharehol-
ding in HESS, which it has sold (redemption right), and
the purchaser/acquirer are obliged to sell their shares
at any time between 1.6.2023 and 31.12.2023. The re-
demption right relates to the redemption of the total
shareholding in the amount of 35.6%, representing
SEL's total business share of 14.7% of the share capital
in HESS and GEN's total business share of 20.9% of
the share capital in HESS. HSE must exercise the re-
demption right from both companies/acquirers at the
same time.

2. The obligation of dismantling power plants relates so-

lely to the replacement of Block 6 of TES, as indicated
in the Energy licence for this building. The environmen-
tal permits for other production facilities do not inclu-
de the obligation of dismantling.
In the case of hydropower plants, regular maintenance
is required during the period of the concession right.
Costs of dismantling are not anticipated for the con-
cession operator after the expiry of the concession.

3. The obligation to form provisions for closing works of
the remaining excavation in Velenje is formed on the
basis of the cost estimate for the closing works as laid
down in the study Evaluations of activities relating
to closing the caves of the PV upon abandoning the
exploitation of the Velenje's part of the site, compiled
by a group of Company experts. In December 2017, PV
also received an external valuation assessment on the
closing works, prepared by the Institute for Mining, Ge-
otechnics and the Environment. With the calculation,
the current market values for carrying out the defined
activities on the basis of the obtained offers for mo-
nitoring and ecological restructuring, as well as the
assessed cost of the material and work for individual
liqguidation works are taken into consideration.
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4. The parent company concludes the sales and purchase
transactions (except for transactions with derivative
financial instruments) in order to trade with electricity,
i.e. physical supply. According to IFRS 9, those transa-
ctions are not included in the transactions within the
scope of financial instruments.

5. In case of impairment testing of assets with infinite
useful life (hydro power plants and goodwill), yearly
business projections are used for such money-genera-
ting units (until 2030), but for the money-generating
unit with assets with limited useful life (thermal power
plants, coal mine), the business projections for the en-
tire useful life (i.e. up until 2054) are used. With the
former, the used price projections for price fluctuations
of electricity and CO, emission coupons, prepared by an
external independent institution, are limited to a peri-
od of 8 years (2023-2030 period), and with the latter to
a period of 32 years (2023-2054 period). The reasons
for using long-term projections for realising the testing
of impairment include: the nature of activity itself
which demands long-term investment cycles, adopting
investment decisions based on taking into considerati-
on long-term market projections, the existence of lon-
g-term projections for price fluctuations of the most
important entry data for the realisation of impairment
testing, equal distribution of investments into preser-
ving capacities through the periods of the envisaged
operations of energy facilities, as well as adapting the
scope of production to the availability of the energy
product.
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3.5.3 Significant accounting policies
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Consolidated financial statements are prepared on the basis of accounting policies presented below. The above-mentio-
ned accounting policies are used for both years presented, unless otherwise indicated. When necessary, the comparative
datais adjusted so that it is in accordance with the presentation of data in the current year.

FOREIGN CURRENCY CONVERSION

Transactions expressed in foreign currency are translated
into the relevant functional currency at the exchange rate
applicable on the date of transaction.

Cash and liabilities expressed in a foreign currency at the
end of the reporting period are converted into functional
currency at then applicable exchange rate.

Positive or negative foreign exchange differences are di-
fferences between amortised cost in the functional cur-
rency at the beginning of the period, which is repaired for
the amount of effective interest and payments during
the period, as well as amortised cost in foreign currency
converted at the exchange rate at the end of the period.

BASIS FOR CONSOLIDATION

Consolidated financial statements comprise financial
statements of the controlling company and subsidiari-
es. Subsidiaries are entities controlled by the Group. This
means that the Group is able to decide on financial and
business orientations of the company for obtaining be-
nefits from its operations. Financial statements of subsi-
diaries are included in consolidated financial statements
from the date when the controlling begins to the date
when it stops.

Transactions with the owners of non-controlling share are
considered in a same way as transactions with external
partners. Profits and losses of the owners of non-control-
ling share are disclosed in the consolidated income state-
ment. The capital of non-controlling share owners in the
consolidated statement of financial position is disclosed
separately from other capital items.

Foreign exchange differences are recognised in the in-
come statement, namely in net amounts.

In conversion of financial statements of subsidiaries ab-
road, whose functional value is not equal to presentation
value of the Group, the following exchange rates are used:

 assets and liabilities (except capital) translated at the
exchange rate on the reporting date,

 capital at initial exchange rate, and

» revenue and expenses at average exchange rate in the
reporting year.

Financial statements of companies from the Group are
consolidated into the consolidated financial statements
on the basis of full consolidation. The financial sta-
tements are merged item by item by adding up similar
items of assets, liabilities, capital, revenue and expenses.
When preparing the consolidated financial statements,
the statuses of receivables and liabilities between the
companies in the Group, revenues and expenditures, as
well as realised profits and losses arising from the tran-
sactions within the Group, are excluded.

Exchange rate differences from the translation of financi-
al statements of dependent companies (whose function
currency is not the same as the presentation currency of
the Group) are recognised in the translated reserve of the
capital or in the statement of other all-inclusive yield.
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INTANGIBLE ASSETS

Intangible assets are classified as long-term assets and
enable realisation of activities of the Group, but do not
exist in any physical form. An item of intangible assets
comprises long-term property rights and emission cou-
pons for the purposes of electricity production in the HSE
Group, goodwill and other intangible assets.

Upon initial recognition, an intangible asset is measured
at cost. The cost also includes import and non-refundable
purchase taxes after the commercial and other discounts
have been deducted and all costs directly attributable to
preparation of an asset for the intended use. Borrowing
costs that are directly attributed to the purchase of an
intangible qualifying asset (until its capitalisation) are
recognised as a part of cost of such asset.

Intangible assets are subsequently measured using the
cost model.

The residual value of an intangible asset is an estimated
amount the Group would receive upon disposal of such
asset, after the reduction by estimated costs of disposal,

ESTIMATED USEFUL LIFE - INTANGIBLE ASSETS
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if such asset was old enough and if its state reflected the
end of its useful life. The Group has no intangible assets,
for which it would record the residual value when purcha-
sed.

Goodwill appears in consolidation and represents a
surplus of cost over the acquirer's share in fair value of
acquired recognisable assets, liabilities and contingent
liabilities of the subsidiary on the date of acquisition.
Goodwill is recognised as an asset and is examined at le-
ast once per year due to impairment. Each impairment is
immediately recognised in the consolidated income sta-
tement and is not subsequently reversed. Upon disposal
of the subsidary, the appropriate amount of goodwill is
included into establishing the profit or loss at the time of
sale and affects the profit and loss account of the Group.
Amortisation is accounted for on a straight-line basis,
taking into account the useful life of each individual (in-
tegral) part of an intangible asset. Amortisation is mea-
sured at cost when an asset is available for use. Emission
coupons are not amortised, since they are purchased for
individual periods in which they are used.

2019 2018

Computer software
Licenses
Other long-term property rights

Other intangible assets

Useful lives of groups of intangible assets are examined
at the end of each financial year and adapted, if needed.
In the event their useful life is extended, the cost of amor-
tisation in the current year is decreased. If useful life is
shortened, amortisation costs increase. The adjustment
of useful life has to be calculated in a manner that the
asset will be amortised in the new predicted useful life.
The change of the useful life is treated as a change of
the accounting assessment and affects only the period
in which the accounting assessment was changed and for
each subsequent period in the remaining useful life.

2-20 years 2-20 years
4-10 years 4-10 years
4-10 years 4-10 years
4-10 years 4-10 years

Subsequent costs inrelation tointangible assets are capi-
talised only in cases when they increase future economic
benefits arising from an asset to which the costs refer. All
other costs are recognised in profit or loss as expenses as
soon as they are incurred.

An intangible asset is exempted from the books of acco-
unt upon its disposal and the difference between the net
sale value and the book value of the disposed intangible
asset is added to other business revenues or write-offs
of value.
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PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment are long-term assets
owned by the Group companies and used for the perfor-
mance of their activities. Property, plant and equipment
comprise land, buildings, production equipment, other
equipment and assets in the course of construction.

Property, plant and equipment are carried at cost less
accumulated amortisation and accumulated losses from
impairments. Cost includes costs that can be directly
attributed to the acquisition of an item of property, plant
and equipment. Cost includes also borrowing costs rela-
ting to the acquisition of an item of property, plant and
equipment until the asset is made ready for tis intended
use, depending on the type of an item of property, plant
and equipment and cost of dismantling.

The parts of items of plant and equipment with different
useful lives are accounted for as individual assets. Spare
parts of major values are recorded among property, plant
and equipment and amortised during the asset's useful
life for which they were acquired.

The anticipated cost of regular inspections and repairs
of property, plant and equipment are treated as parts of
fixed assets. They include repairs that are usually carried
out every few years (periodically) and require substantial
resources.
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The cost of property, plant and equipment which were
constructed or produced in the Group include the costs
incurred by their construction or production and indirect
costs of their construction or production which can be
attributed thereto.

For subsequent measurement of property, plant and equ-
ipment, the cost model is used.

The residual value of property, plant and equipment is
the assessed amount which the Group would receive du-
ring the disposal of the asset, upon reducing it for the
expected cost of disposal, if the age and the condition of
the fixed asset would indicate an end of its useful life.
The Group has no properties, plant and equipment for
which the remaining value would be determined.

Amortisation is calculated using the straight-line amor-
tisation method, taking into account the useful life of
an individual (integral) part of property, plant and equ-
ipment. Amortisation begins when an asset is available
for use. Land, quarries and assets in construction or pro-
duction are not amortised.

Assets acquired free-of-charge are not amortised, while
at the same time a part of long-term deferred revenue is
transferred to other operating revenue. This part equals
the value of calculated amortisation.

ESTIMATED USEFUL LIFE - PROPERTY, PLANT AND EQUIPMENT

2019 2018

Buildings

Parts of buildings

Production equipment

Parts of production equipment
Computer equipment
Furniture

Small tools

Passenger vehicles

Other vehicles

Other plant and equipment

10-70 years 10-70 years
5-70 years 5-70 years
4-50 years 4-50 years
5-25 years 5-25 years
2-10 years 2-10 years
4-10 years 4-10 years
3-10 years 3-10 years
5-10 years 5-10 years
4-10 years 4-10 years
2-16 years 2-16 years
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The useful lives of groups of property, plant and equ-
ipment are checked at the end of each business year and
adjusted if necessary. In the event their useful life is
extended, the cost of amortisation in the current year is
decreased. If useful life is shortened, amortisation costs
increase. The adjustment of the useful life must be recal-
culated in a manner which allows the property, plant and
equipment to be finally amortised in the new envisaged
useful life. The change in useful life is considered as a
change in accounting estimate and it affects solely the
period in which the accounting estimate was changed and
every following period of the remaining useful life.

The costs of replacing a part of property, plant and equ-
ipment are attributed to the carrying amount of this as-
set in case it is possible that future economic benefits
related to a part of this asset will flow to the company
and if costs can be reliably measured. All other costs (e.g.
regular maintenance) are recognised in profit or loss as
expenses as soon as they are incurred.

INVESTMENT PROPERTY

Investment property includes property owned by the Gro-
up with the purpose to result in rents or increase the va-
lue of the long-term investment or both.

Investment properties include also properties in course of
construction or completion.
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Revenues and losses that occur upon disposal of pro-
perty, plant and equipment are recognised as a differen-
ce between the net sales value and carrying amount of a
disposed asset and are recorded among other operating
income or write-downs in value.

The Group verifies on a yearly basis whether there is in-
dication of impairment relating to property, plant and
equipment being acquired. Significant indication of im-
pairment includes following circumstances:

» adopting the decision on suspending a certain
investment and

« material deterioration of circumstances relating to the
economic efficiency of an individual investment.

If part of the property is used for performing the activity
and the other part as investment property, a separation
or calculation of shares is necessary. Should this not be
possible, the entity assesses which part is more signifi-
cant and discloses it as such in its books of account.

Investment properties are valued at fair value, which is
defined by using the market-based approach and the vyi-
eld-based method.

LONG-TERM INVESTMENTS IN ASSOCIATES AND JOINTLY-CONTROLLED

COMPANIES

Investments in associated companies are those in which
the Group has an important influence, but as a rule, the
sharing in such companies is 20 - 50%.

Investments in jointly-controlled companies are those in
which the Group, together with other owners, jointly con-
trols the operations of these companies on the basis of
the contractually agreed sharing of control.

Investments in associates and in jointly-controlled com-
panies are at acquisition carried at cost in consolidated
financial statements, whereas later on their carrying
amount changes due to write-ups as the result of using
the equity method.
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FINANCIAL ASSETS

Financial assets include cash and cash equivalents, recei-
vables and loans, as well as financial investments. Among
financial investments, the Group posts investments in
jointly-controlled companies, investments in associates
and investments in financial instruments.

The Group initially recognises loans and receivables and
deposits on the date of their formation. Other financial
assets are initially recognised at the exchange date or
when the Group becomes a party to the instrument's con-
tractual terms.

A financial asset is derecognised when contractual rights
to cash flows from this asset are discontinued or when
the rights to contractual cash flows from the financial as-
set are transferred on the basis of a transaction in which
all risks and benefits from the ownership of financial as-
set are transferred.
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Upon initial recognition, the Group's financial instru-
ments are classified as follows:

« financial assets measured at fair value through profit
or loss,

 financial assets measured at fair value through other
comprehensive income,

« financial assets measured at amortised cost.

The classification depends on the business model se-
lected for asset management and whether the Group
acquires contractual cash flows from financial instru-
ments exclusively from the principal payments and in-
terest on the outstanding principal amount. Apart from
operating receivables that do not contain significant
components of financing, the Group measures the finan-
cial asset during its initial recognition at fair value, which
is increased by the cost of transaction. Operating receiva-
bles that do not contain significant components of finan-
cing are measured at the transaction price.

A)FINANCIAL ASSETS MEASURED AT FAIR VALUE THROUGH PROFIT OR LOSS

Financial assets at fair value through profit or loss inclu-
de financial assets held for trading, financial assets at
fair value through profit or loss and financial assets that
must be measured at fair value.

Financial assets are classified as held for trading if they
are acquired for selling or repurchasing in the near future.
Derivatives are classified as held for trading, except in the
case of effective hedging instruments.

Financial assets that generate cash flows and are not so-
lely principal and interest payments, are classified and
measured at fair value through profit or loss regardless of
the business model chosen.

Financial assets at fair value through profit or loss are in
the statement of financial position disclosed at their fair
value, including the net change in the fair value recogni-
zed in the income statement.

B) FINANCIAL ASSETS AT FAIR VALUE THROUGH OTHER COMPREHENSIVE INCOME

(DEBT INSTRUMENTS)

Financial assets recognised at fair value through other
comprehensive income, which have the nature of an equ-
ity instrument, are those financial assets that the Group
owns within the business model for obtaining contractual
cash flows, which comprise solely payments of the capi-
tal amounts and related interest, and for sale.

As for debt instruments that are recognised at fair va-
lue through other comprehensive income, the interest
income, foreign exchange gains or losses arising on im-
pairment or reversal are recognised in the income sta-
tement and accounted by applying the same method as
for financial assets at amortised cost. Other changes in
fair value are recognised in the statement of other com-
prehensive income. Upon derecognition, the cumulative
change in fair value, recognised in other comprehensive
income, is reclassified to the income statement.
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C) FINANCIAL ASSETS AT FAIR VALUE THROUGH OTHER COMPREHENSIVE INCOME (EQUITY

INSTRUMENTS)

Financial assets recognised at fair value through other
comprehensive income, which have the nature of an equ-
ity instrument, are those financial assets that meet the
equity-related definition in accordance with IAS 32 - Fi-
nancial Instruments, and for which the company irrevo-
cably chooses to be classified as equity instruments at

D) FINANCIAL ASSETS AT AMORTIZED COST

Financial assets at amortized cost include financial as-
sets held by the Group within the business model for ob-
taining contractual cash flows and if cash flows represent
exclusively principal payments and interest on outstan-
ding principal amounts. Financial assets at amortized
cost include also loans and receivables. Given their ma-
turity, they are classified as short-term financial assets
(maturity of up to 12 months after the date of the state-
ment of financial position) or long-term financial assets
(maturity over 12 months after the date of the statement
of financial position).

FINANCIAL LIABILITIES

Group's financial liabilities include loans received and li-
abilities to suppliers. They are, upon initial recognition,
classified as financial liabilities at fair value through pro-
fit or loss, loans received or operating liabilities. All other
financial liabilities are initially recognized on the date of
trading or when the Group becomes a contracting party
in connection with the instrument. Apart from the loans
received, all financial liabilities are initially measured at
fairvalue. Loans received are measured at amortized cost
using the applicable *interest rate. In terms of maturi-
ty, loans are classified as short-term financial liabilities

fair value through other comprehensive income and that
are not held for trading. The classification is stipulated by
individual financial instrument.

Revenues and losses on these financial assets are never
reallocated to the income statement.

Financial assets at amortized cost are initially recognized
at fair value increased by direct transaction costs. Upon
initial recognition, they are measured at amortized cost
using the effective interest rate method less any impa-
irment losses. Revenues and losses are recognized in pro-
fit or loss upon reversal, changes or impairments.

(maturity of up to 12 months after the date of statement
of financial position) or long-term financial liabilities
(maturity over 12 months after the date of the statement
of financial position). Profits and losses are recognised in
the income statement upon derecognising the financial
liability within the amortisation of the applicable interest
rate.

The Group derecognises a financial liability when the obli-
gations defined in the relevant contract are met, cancel-
led or expired.
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DERIVATIVE FINANCIAL INSTRUMENTS

Derivatives are used for the hedging of Group's cash flow
exposure against price and currency risks, as well as tra-
ding risk. Within the hedging framework, the Group con-
cluded currency swaps as well as standardized futures
contracts for the purchase of electricity and emission co-
upons in the following years.

These are financial instruments that do not require initial
financial investment, while their value is changing due to
change in goods prices or foreign exchange rates.

Derivative financial instruments are initially recognised
at fair value by applying the net principle, which means
that the value of the concluded transaction is not disclo-
sed in the financial statements.

Following the initial recognition, the derivative financial
instruments are measured at fair value, whilst the perta-
ining changes are treated differently with regard to the
fact whether the derivative financial instruments fulfil
the conditions for hedge accounting or not.

When aderivativeisdefined as hedgingin case of exposure
to changeability of cash flows that may be attributed to
an individual risk related to recognised asset, liability or
very probable envisaged transactions, which can affect
the profit or loss, the successful portion of changes in fair
value of derivative is recognised in period's other compre-
hensive income and disclosed in risk hedging reserve. The
unsuccessful part of changes in the fair value of financi-
al instrument is directly recognised in the income state-
ment. The Group shall prospectively discontinue the hed-
ge accounting if the hedge no longer meets the criteria
for hedge accounting or if the hedging instrument is sold,
terminated or exercised. The accumulated profit or loss
recognised in the period's comprehensive income remains
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recorded in the risk hedging reserve until the envisaged
transaction impacts the profit or loss. If the envisaged
transactions can no longer be expected, the amount in
other comprehensive income must be directly recognised
in profit or loss. In other cases, the amount recognised
as comprehensive income is transferred to profit or loss
in the same period in which the item, subject of hedging,
affects the profit or loss.

Effects of other derivative financial instruments, not de-
fined as risk hedging in the case of cash flow variability
exposure or attribution to an individual risk, associated
with a recognised asset or liability, shall be recognised in
profit or loss among other operating income or other net
operating expenses.

If forward purchases and sales for physical supply of
electricity are treated as contracts concluded within the
Group's own use, they are not subject to criteria under
IFRS 9. This occurs in the case when the following condi-
tions are met:

+ physical supply is part of all such contracts,

+ energy volume, purchased or sold under the contracts,
corresponds to the operational needs of the Group,

+ contracts cannot be considered as an option, as
defined in the standard. In the case of electricity
sales contracts, the contract is equivalent to the
fixed forward sales or can be considered as sales of
capacity.

The Group is of the opinion that transactions, subject to
negotiations on balancing the commitments on purcha-
sing and selling electricity, are to be considered as part of
their operations and not within the scope of IFRS 8.
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INVENTORIES

Inventories are evaluated at historical cost or net realisa-
ble value, whichever is lower. Historical cost includes cost
that is composed of purchase price, import duties and di-
rect costs of purchase. The purchase price is reduced by
discounts received. Direct costs of purchase are costs of
transport services, costs of loading, cargo handling and
unloading, costs of monitoring of goods and other costs
that can be attributed to directly obtained merchandise,
materials and services. Purchase price discounts compri-
se discounts indicated in the invoice, as well as discou-
nts that are received subsequently and refer to individual
purchases.

The value of finished products and work in progress in-
cludes total production costs in a narrow sense, which
comprise direct costs of materials, direct costs of ser-
vices, direct labour costs, direct amortisation costs and
general production costs. General production costs are
costs of materials, services, salaries and amortisation,
which are charged in the framework of production pro-
cess, but cannot be directly connected to developing bu-
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siness effects. A part of production costs in total costs
(materials, services, labour costs and amortisation) is
established once per year on the basis of data from the
previous year.

The net realisable value is assessed based on the sale pri-
ce in ordinary operations, reduced for the assessed costs
of finishing and the assessed costs of selling. The write-
-downs of damaged, expired and useless inventories are
regularly performed during the year by individual items.

At least once per year, namely as at the date of prepa-
ration of annual financial statements, the evidence on
impairment of inventories is assessed. The impairment
of inventories is assessed for each individual type of in-
ventories. Individual types of inventories are classified as
groups of inventories with similar characteristics on the
basis of time component of changes in inventories. In the
assessment of impairment for an individual group, the
criteria of professional assessment, further utilisation or
sale are used.
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IMPAIRMENT OF ASSETS
FINANCIAL ASSETS

Pursuant to IFRS 9, the Group on 1 January 2018 started
to apply the expected loss model, according to which not
only incurred losses are recognised, but also losses that
are expected to occur in the future.

A financial asset is considered impaired, if there is
objective evidence from which it is evident that, due to
one or more events, the expected future cash flows ari-

Impairment of receivables and loans

Whether it is assessed that the carrying amount of a re-
ceivable has exceeded its fair value (realisable value), the
receivable is impaired.

For subsequent write-offs of receivables relevant do-
cuments of proof are needed: legally enforceable decisi-
ons of enforced settlement, bankruptcy proceeding, court
ruling or other relevant document.

The impairment assessment is based on the expected
credit losses associated with the probability of defaults
on loans and receivables in the next 12 months, unless the
credit risk significantly increased since the initial recogni-
tion. In these cases, the impairment assessment is based
on the probability of default over the entire duration of
the financial asset (CECL). Expected credit losses repre-
sent the difference between contractual cash flows that
are due under the contract and all cash flows for which
the Group expects to receive them. Expected cash flows
will include the cash flows from the sale of security.

Impairments for expected credit losses are assessed in
two stages. As for credit exposures where no significant
increase in credit risk was established after initial recogni-
tion, impairments for expected credit losses are recogni-
sed for credit losses arising from defaults that are possi-
ble within the next 12 months. For those credit exposures,
for which a significant increase in credit risk has occurred
since the initial recognition, the Group recognises an al-
lowance from losses expected in the remaining useful life
of the exposure, regardless of the default period.

Doubtful receivables from others are those which are not
settled within 180 days after their due date.

«

153 >

sing from this assets that can be reliably measured have
been decreased.

Objective evidence on the impairment of financial assets
can be: non-compliance or violation by the debtor, deteri-
oration of borrowers' solvency, signs that the debtor will
go bankrupt and disappearance of active market for such
instrument.

Disputed receivables are those which comply with one of
the following conditions:

* the legal collection procedure began in court,
+ the decision on beginning of enforced settlement,
liquidation or bankruptcy is published.

The impairment of receivables, that as such are insigni-
ficant, is assessed collectively so that receivables with
similar risk characteristics are grouped together. The Gro-
up forms groups of receivables based on their maturity.
In assessing collective impairment, the Group uses his-
torical trends of the probability of default, the timing of
recoveries and the amount of loss incurred, adjusted for
management's judgement as to whether current econo-
mic and credit conditions are such that the actual losses
are likely to be greater or less than suggested by histori-
cal trends.

In case all actions were performed with the carefulness of
a good manager, with intention to repay certain unsettled
receivables and in case that due to the amount of receiva-
bles, it would not be economic for the Group to enter the
collection procedure through court, receivables are finally
written-off in full based on the management's decision.

The Group assesses evidence on loan impairment for each
significant loan.

Loss due to impairment, related to a financial asset carri-
ed at realisable value, is calculated as difference between
the carrying amount of an asset and expected cash flows
discounted at historical interest rate. Loss is recognised
in the consolidated income statement among operating
costs.
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NON-FINANCIAL ASSETS

On each date of reporting, companies from the Group
check the book value of important non-financial assets
in order to establish whether any signs of impairment are
present or not. If such signs exist, the recoverable amou-
nt of the asset is assessed based on impairment testing.
Non-financial assets are tested annually for impairment
prior to compilation of annual financial statements. An
impairment loss is recognised if the carrying amount of
an asset or cash-generating unit (CGU) exceeds its reco-
verable amount.

The recoverable amount of an asset or cash-generating
unit is either value in use or fair value less costs of sale,
whicheveris higher. When determining the value of an as-
set in use, the expected future cash flows are discounted
to their current value by using the discount rate before
tax that reflects regular market assessments of the time
value of money and risks that typically occur in relation
to the asset. For the purpose of impairment testing, the
assets that cannot be individually tested are classified in
the smallest possible group of assets that generate cash
flows from further use and are mostly independent from
receipts of other assets and groups of assets (cash-gene-
rating unit). Subject to an operating segment ceiling test,
for the purposes of goodwill impairment testing, CGUs

CAPITAL

Share capital and capital surplus represent cash contribu-
tions and in-kind contributions made by the owner of the
controlling company.

On 31 December 2002, the general recalculation allowan-
ces for capital (in accordance with the then applicable
Slovenian Accounting Standards) included revalorisation
of the share capital before 2002. The adjustment due to
the transfer to new SAS has been transferred to capital
surplus.

Legal reserves are amounts that are intentionally reta-
ined from the parent company's revenue of previous peri-
ods. They are created on the basis of the decision by rele-
vant management and supervisory body.

The risk hedging reserve includes the effect of changed
fair value of derivatives, which were classified as success-
ful hedges in case of exposure to cash flow fluctuations.
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to which goodwill has been allocated are aggregated so
that the level at which impairment testing is performed
reflects the lowest level at which goodwill is monitored
for internal reporting purposes.

Impairment losses are recognised in profit or loss. Impa-
irment losses recognised in respect of CGUs are allocated
first to reduce the carrying amount of any goodwill allo-
cated to the CGU (group of CGUs), and then to reduce the
carrying amounts of the other assets in the CGU (group of
CGUs) on a pro rata basis.

Companies from the Group may assess the losses due to
impairment in past periods at the end of the reporting
period and therefore establish whether the loss has been
reduced or even eliminated. Loss due to impairment is re-
versed in case there has been a change in assessments,
on the basis of which a company defines the recoverable
amount of an asset. The impairment loss is reversed to
the amount up to which the asset's increased carrying
amount does not exceed the carrying amount that would
have been determined after the amortisation write-off
deduction, had no impairment loss been recognised for
the asset in prior periods. Loss due to impairment of go-
odwill is not derecognised.

The fair value reserve represents the revaluation amou-
nts of financial assets at fair value through other compre-
hensive income and revaluation amounts of investment
properties upon their transfer from property, plant and
equipment to investment property, and the cumulative
value of written-up actuarial gains or losses arising on
provisions for post-employment and other long-term
payables to employees (severance payments upon retire-
ment).

In the deferred profit and loss account, the profit and loss
accounts of companies from the Group for the current
and previous years are disclosed.

In the converted capital reserve, the exchange rate from
the recalculations of items in financial statements of
companies from the Group which operate abroad are pre-
sented, where different reporting currencies are used for
reporting.

Minority interest represents the share of minority owners
in the total capital of subsidiaries.

03 Accounting Report of the HSE Group
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PROVISIONS FOR POST-EMPLOYMENT AND
OTHER LONG-TERM EMPLOYEE BENEFITS

In accordance with legal regulations, collective agree-
ments and internal rules, the Group companies are obli-
ged to pay jubilee bonuses to employees and severance
payments upon their retirement for which long-term pro-
visions are created. There are no other existing pension
liabilities.

Provisions are created in the amount of the assessed
future payments for severance pay upon retirement and
jubilee bonuses, discounted at the end of the business
year. The calculation is prepared for each employee by ta-
king into account the costs of severance payments upon

EMPLOYEE BENEFITS

Short-term employee benefit obligations are measured
on an undiscounted basis and are expensed as the rela-
ted service is provided. A liability is recognised for the
amount expected. A liability is recognised for the amount

OTHER PROVISIONS

Provisions are recognised, if the Group has legal or in-
direct commitments due to past events which can be
reliably assessed and for which it is likely that with the
settlement of the commitment an outflow of factors
would be necessary to enable economic benefits.

The amount of the provision must be equal to the pre-
sent value of the expenses, expected to be required to
settle the liability. Since provisions are intended for co-
vering probable, but not certain liabilities, the amount
recognised as a provision is merely the best estimate of
the expenses needed for the settlement of liabilites exi-
sting on the date of the statement of financial position.
In reaching the best estimate of a provision, the risks and
uncertainties that inevitably surround the events and cir-
cumstances are taken into account.

Provisions are reduced directly for costs and expenses for
which they were created. This means that in the financial
year such costs or expenses do not appear in the consoli-
dated income statement anymore.

retirement and costs of all expected jubilee bonuses un-
til retirement. The actuary prepares the calculation for
companies from the Group by using the projected unit.
Payments for severance payments upon retirement and
jubilee bonuses decrease the created provisions.

Labour costs and interest costs are recognised in the
income statement, while the restatement of post-
-employment benefits or of unrealised actuarial revenues
or losses arising on severance payments upon retirement
are recognised in other comprehensive income.

expected to be paid under short-term cash bonus, if the
Group has a present legal or constructive obligation to pay
this amount as a result of past service provided by the
employee, and the obligation can be estimated reliably.

The Group has created provisions for the closing works of
the remaining excavation in the Velenje coalmine on the
basis of the discounted assessment of values of closing
works from the document which is annually prepared or
updated by an internal working group. When evaluating
the costs, the costs connected with the technical and
technological aspect of closing (hydrogeological and ge-
omechanical monitoring, the costs of liquidating the co-
almine facilities and the costs of ecological restructuring
of the surface) with regard to the currently applicable
starting points of the excavation are taken into conside-
ration. With the calculation, the current market values for
carrying out the defined activities on the basis of the ob-
tained offers for monitoring and ecological restructuring,
as well as the assessed cost of the material and work for
individual liquidation works are taken into consideration.
The starting points are related to the legislative basis,
human personnel and financial forecasts, as well as the
operational regime of Termoelektrarna Sostan;.

Provisions are reduced directly for costs and expenses for
which they were created. This means that in the financial
year such costs or expenses do not appear in the consoli-
dated income statement anymore. The effects of disco-
unting are recognised within the framework of financial
expenses.
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In the event the anticipated liabilities do not occur, or
if the period of drawing the provisions is extended, the
amount of the created provisions is reversed to the cre-
dit of operating costs. Additional creation of provisions is
disclosed as part of investments into the coalmine faci-
lities; similar applies to all of the effects on the value of
the disclosed provisions which arise from the change of
the amount of the used discount rate with discounting of
the envisaged amounts of future expenditures for closing
the coalmine.

Based on the energy permit from the Ministry of the Eco-
nomy and the assessment of costs of decommissioning,
the Group prepared the costs of decommissioning for re-
moving Block 6 after the end of its use. The key elements,
based on which Termoelektrarna Sostanj has prepared
the assessment of the necessary decommissioning and
the assessment of possible income arising from the sale
of decommissioned materials/equipment, are as follows:

* the costs of decommissioning are assessed on the
basis of inventory of the built-in quantities and
materials. For the decommissioning of each of the
materials a specific price is determined by unit,

GOVERNMENT GRANTS

All types of government grants are initially recognised as
deferred income within long-term liabilities when there is
reasonable assurance that they will be received and that
the Group will comply with terms and conditions associ-
ated with the grant. Subsequently, they are recognised in

OTHER ASSETS AND LIABILITIES

Other assets include advances given, receivables due
from state and other institutions, and short-term defer-
red costs and accrued income, which are not related to
sales contracts. Deferred costs represent the amounts
incurred but not yet charged against the Group's profit
or loss.

With the introduction of IFRS 15, unaccounted revenue
associated with sales contracts with customers is no lon-
ger part of other assets but is posted under Contract As-
sets.
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- for all facilities which have a period of use that
is longer than 20 years, the assessed value of
decommissioning and the time of activation is
adjusted every 5 years,

 itis planned that the process of decommissioning will
take 2 to 4 years,

» according to some expert sources, the total costs
of decommissioning are between 10 and 15% of the
investment value of the constructions.

When planning and managing the decommissioning, it
will be necessary to take into consideration the current
and future standards, as well as the conditions for these
kinds of works (environmental conditions, conditions for
protecting health, handling certain materials that might
be labelled as dangerous in the future, etc.). Most of the-
se conditions will be determined in the consents and the
building permit at the beginning of decommissioning.

The assessment of the costs of decommissioning is pre-
pared on the basis of the quantity of the built-in materials
and the expert assessment of their removal. As support,
studies of assessments of the costs for decommissioning
certain similar facilities around Europe have been used.

the income statement among other operating income in
the useful life of each individual asset. Government grants
received for covering costs and expenses are recognised
asincome in periods in which the relevant costs arise that
are to be replaced by the government grants.

Other liabilities include advances received, liabilities to
employees, liabilities to the State and other institutions,
and long-term and short-term accrued costs and deferred
income, which are not related to liabilities arising on sa-
les contracts. Accrued costs are amounts that have not
occurred yet but will in the future and have already an
impact on the Group's profit or loss.

With the introduction of IFRS 15, deferred income from
sales contracts with customers is no longer part of other
liabilities but is posted under Contract Liabilities.

03 Accounting Report of the HSE Group

CONTINGENT LIABILITIES
Contingent liability is:

» apossible liability arising from past events and whose
existence is confirmed solely by the occurrence or non-
occurrence of one or more uncertain future events
that the Group does not fully control; or
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* apresent obligation arising from past events, which
is not recognised, since it is not probable that the
outflow of resources embodying economic benefits
will be required to settle the obligation or the amount
of obligation cannot be reliably measured.

Contingent liabilities are not yet recognised in the conso-
lidated statement of financial position.

REVENUE FROM CONTRACTS WITH CUSTOMERS

Revenue from contracts with customers is recognized
when control over goods or services is transferred to
the buyer in an amount that reflects the compensation,
which the Group believes to be entitled to receive in re-
turn for these goods or services. Revenue from contracts
with customers is recognised at fair value of received re-
payment or receivable arising thereunder.

Sale of goods

When selling goods, the performance obligation occurs
upon the supply of goods. Goods are invoiced within 14
days or on a monthly basis. The sale of electricity accou-
nts for the largest share within the sale of goods structu-
re, which is followed by the sale of secondary and terti-
ary energy, deviations from the sale of electricity, sale of
thermal energy and sale of other products. This part also

Sale of services

When selling services, the performance obligation arises
while rendering the services, while invoicing is performed
on a monthly basis. The largest share within the structure
of the sale of services relates to electricity and constru-
ction, mining and maintenance services.

Unaccounted revenue includes revenue that is conside-
red in the income statement although not invoiced yet.
In compliance with IFRS 15, they are recognized in the

Revenue is disclosed when the buyer assumes all signifi-
cant types of risks and benefits related to the ownership
of the asset, when there is a certainty in relation to reco-
verability of receivables and related costs or possibility of
repayment of products and when the Group stops deci-
ding on products sold.

includes the sale of emission coupons arising on trading,
and sale of other merchandise and material.

In case the Group has more positive than negative ope-
rating foreign exchange differences, they are recorded as
net revenue from the sales of merchandise at net princi-

ple.

statement of financial position as contract assets and re-
present the right to compensation in return for goods or
services, which is transferred to the buyer.

Deferred income is presented in accordance with IFRS 15
as a contract liability and is recognized as revenue when
the company meets its performance obligation under the
contract.
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OTHER OPERATING AND FINANCIAL INCOME

Revenue arising from default interest charges and re-
lated receivables are recognised upon occurrence if it is
probable that economic benefits, related to the transa-
ction, will flow into the Group. On the contrary, default
interest charges are recorded as contingent assets and
are recognised in the Group's books of account upon
payments. Recording of default interest is considered in-
dividually.

Other business expenses, which are connected with busi-
ness effects, include revenues from removing provisions,

OPERATING AND FINANCIAL EXPENSES

Expenses are recognised if a decrease in economic bene-
fits in the accounting period gives rise to a decrease in as-
sets or increase in debt and this decrease can be reliably
measured. Business expenses are recognised, if the costs
are no longer deferred in the value of the inventories, pro-
ducts or unfinished production, or once the commercial
goods are sold. Costs that cannot be held in inventories
of products and production in progress are recognised as
operating expenses upon their occurrence.

In the purchase value of the sold goods, we recognise
the expenses, connected with the sale of electricity, and
dependent costs of electricity. In the event the Group
has more negative than positive exchange rate differen-
ces from the operations, the latter are recognised in the
purchase value of the sold goods.

Costs of materials are historical costs of materials
purchased that are directly used for creating products
and services (direct costs of material), as well as costs
of material that do not have such characteristics and are
included in relevant purpose (functional) groups of indi-
rect operating costs. The first subgroup includes costs of
raw materials, other materials and purchased parts and
semi-finished products whose consumption can be rela-
ted to creating products and services. The second group
includes costs of auxiliary materials for maintenance of
property, plant and equipment, small tools whose useful
life does not exceed one year, spare parts for servicing of
products after their sale, office supplies, specialised lite-
rature and other items. Costs of materials cover also the
accrued costs of shrinkage, spilling, breakage and failure.

Costs of services are historical costs of purchased servi-
ces that are directly used for creating products and servi-
ces (costs of direct services) as well as costs of services

except in the case of provisions for severance pay upon
retirement and jubilee bonuses, revenues from drawing
deferred revenues, profits from selling fixed assets, re-
moving bad liabilities, compensations and contractual
penalties and similar revenues received (e.g. government
grants).

Financial revenue comprises revenue from shares in inve-
stments, interest on loans and deposits given and reve-
nue of associates. Interest revenue is recognised upon its
occurrence, in the amount of agreed-upon interest rate.

that do not have such characteristics and are included in
adequate purpose (functional) groups of indirect opera-
ting costs. The first group mostly includes the costs of
services for production of goods, while the second group
includes mainly the costs of transport services, mainte-
nance services, services of fairs, marketing and enterta-
inment, costs of insurance premiums, payment transa-
ctions and other banking services (except interest), rents,
advisory services, business travels and similar services.

Write-downs in value include amortisation costs related
to consistent transfer of value of amortisable intangible
assets and amortisable property, plant and equipment to
the Group's profit or loss. Write-downs in value also in-
clude impairments, write-offs and losses from the sales
of intangible assets and property, plant and equipment,
costs arising on revaluation of investment property, as
well as impairments or write-off of receivables and in-
ventories.

Labour costs are historical costs related to accrued wa-
ges and similar amounts into gross amounts, as well as
the duties charged on that basis and are not part of gross
amounts. These costs can be directly charged against cre-
ation of products and services (costs of direct work) or
they have the nature of indirect costs and are comprised
in relevant purpose (functional) groups of indirect costs.

Other operating expenses occur in relation to creation of
provisions, environmental charges, concessions, donati-
ons and other duties.

Financial costs comprise borrowing costs and impairment
of financial assets. Interest expenses are recognised
upon their occurrence, in the amount of agreed-upon in-
terest rate.
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TAXATION

Taxes include current and deferred tax liabilities. Current
taxisincludedinthe consolidated income statement. De-
ferred tax in recognised in the consolidated income sta-
tement and in the consolidated statement of financial
position.

Current tax liabilities are based on the taxable base for
the business year. The taxable profit defers from net pro-
fit reported in the income statement, since it excludes
items of income or expenses that are taxable or deducti-
ble in other years, as well as items that are never taxable
or deductible. The Group's current tax liabilities are calcu-
lated using the tax rate that is applicable on the reporting
date. Current tax liabilities decrease in the event of ad-
vance payments of corporate income tax during the year.
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Deferred tax is completely disclosed using the liabilities
method after the statement of financial position for tem-
porary differences arising between the tax base of assets
and liabilities and their carrying amounts in financial sta-
tements. Deferred income tax is defined using tax rate
applicable on the date of financial position and for which
itis expected to be in use when the receivable for deferred
tax is realised or the liability for deferred tax is settled.

A deferred tax asset is recognised if there is a possibility
that a taxable profit will be available in the future, from
which it will be possible to utilise temporary differences.
It represents the amount of the calculated corporate in-
come tax on deductible temporary differences.

The deferred liability for tax represents the amount of the
calculated tax from the corporate tax of deductible tem-
porary differences, which means higher payment of tax
in the future.

CONSOLIDATED CASH FLOW STATEMENT

The consolidated cash flows statement comprises chan-
ges in the balance of cash and cash equivalents for the
period for which it was compiled. The consolidated cash
flow statement is prepared by using the indirect method
and data from the consolidated statement of financial
position, the consolidated income statement pursuant to
International Financial Reporting Standards (IFRS).

SEGMENT REPORTING

Cash assets of the Group include cash, cash in bank acco-
unts, deposits with agreed maturity date and time depo-
sits for the period up to 3 months.

The Group does not disclose operations by segments in the annual report. Segment reporting must be disclosed by the
companies whose treasury or debt securities are traded in the market and companies which are issuing treasury or debt

securities in public security markets.
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INITIAL APPLICATION OF NEW AMENDMENTS TO EXISTING STANDARDS IN
FORCE DURING THE CURRENT REPORTING PERIOD

In the current reporting period, the following standards, amendments to the existing standards and interpretations
issued by the International Accounting Standards Board (IASB) and adopted by the EU are applied:

IFRS 16 — Leases accepted by the EU on 31 October 2017 (valid for annual periods beginning
on or after 1 January 2019).
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Amendments to IAS 28 - Investments in Associates and Joint Ventures — Long-term Interests
in Associates and Joint Ventures adopted by the EU on 8 February 2019 (apply for annual
periods beginning on or after 1 January 2019).

IFRS 16 - Leases, published by the IASC on 13 January
2016. The lessee shall recognise the right to use the asset
and lease liabilities in accordance with IFRS 16. The right
to use the asset is treated in a similar manner to other
non-financial assets and is accordingly amortised. The le-
ase liability is initially valued at the present value of the
rents paid during the lease period, discounted at the im-
plied interest rate, if it can be determined immediately.
If this rate cannot be determined immediately, the les-
see must use the assumed borrowing rate. As with IAS 17,
which was replaced by IFRS 16, the lessor defines the lea-
se as business or financial according to the nature of the

lease. A lease is classified as a financial lease, if almost
all the risks and benefits associated with the ownership
of the asset are transferred to it. Otherwise, it's a busi-
ness lease. In the case of a financial lease, the lessor shall
recognise the financial income during the lease period on
the basis of a sample reflecting the fixed period of return
on the net investment. Payments from business leases
shall be recognised by the lessor as income on the basis
of a steady time method, or if the sample reflects the ear-
lier reduction of the benefit from the use of that asset,
using another systematic method.

Amendments to IFRS 9 Financial Instruments — Prepayment Features with Negative
Compensation (apply to annual periods beginning on or after 1 January 2019).

Amendments to IFRS 9 - Financial Instruments — Pre-
payment Features with Negative Compensation issued by
the IASC on 12 October 2017. The existing requirements of
IFRS 9 on the right to terminate the agreement are amen-
ded to allow measurement at amortised value (or fair va-
lue via other comprehensive income depending on the
business model), even in the case of negative compensa-
tion payments. According to the changes, the signature
of the amount of the advance is irrelevant — in view of the
prevailing interest rate, the payment may also be made

for the benefit of the contracting party making the early
payment. The calculation of compensation must be the
same in the case of penalties for early repayment and in
the case of an early repayment reward. The changes also
include explanations regarding accounting for changes in
financial liabilities that do not result in derecognition. In
this case, the carrying amount shall be adjusted to the
result recognised in comprehensive income. The effective
interest rate shall not be recalculated.

Amendments to IAS 19 - Employee Benefits — Plan Amendment, Curtailment or Settlement,
adopted by the EU on 13 March 2019 (apply to annual periods beginning on or after 1 January

2019).

Amendments to IAS 19 Employee Benefits — Plan Amen-
dment, Curtailment or Settlement by the IASC on Febru-
ary 7, 2018. The amendments require the use of updated

remeasurement assumptions to determine current servi-
ce costs and net interest for the remainder of the repor-
ting period following the change of the plan.

Amendments to IAS 28 - Investments in Associates and
Joint Ventures — Long-term Interests in Associates and
Joint Ventures, published by the IASC on 12 October 2017.
The amendments aim to clarify that an entity applies
IFRS 9, including impairment requirements, to long-term
interests in an associate or joint venture that are part

of a net investment in an associate or joint venture and
to which the equity method does not apply. The amen-
dments also eliminate paragraph 41, as the Committee
considers it merely repeated requirements in IFRS 9 and
caused confusion about the accounting of long-term sha-
reholdings.

Amendments to the various standards due to Improvements to IFRS (2015-2017) resulting from
the annual IFRS improvement project (IFRS 3, IFRS 11, IAS 12 and IAS 23), in particular with a
view to addressing inconsistencies and interpreting texts adopted by the EU on 14 March 2019

(valid for annual periods starting on or after 1 January 2019).

Amendments to various standards due to Improvements
to IFRS (period 2015-2017) published by the IASC on 12
December 2017. Amendments to the various standards
result from the annual IFRS improvement project (IFRS
3, IFRS 11, IAS 12 and IAS 23) and are primarily aimed
at correcting non-compliance and interpreting the text.
The amendments include the following explanations: An
entity remeasures its previous share in the joint activity

when it acquires control of an entity (IFRS 3); if an entity
gains joint control over a business entity, it does not re-
measure its previous stake in the joint activity (IFRS) 11);
the entity accounts for all consequences of the payment
of dividends on income tax in the same way (IAS 12); and
the entity treats as part of general loans all loans origi-
nally intended to develop an asset such as an asset qua-
lified for intended use or sale (IAS 23).

IFRIC 23 — Uncertainty over income tax treatments accepted by the EU on 23 October 2018
(applicable for annual periods beginning on or after 1 January 2019).

IFRIC 23 - Uncertainty over income tax treatments issued
by the IASC on 7 June 2017. There may be some confusion
as to how the tax legislation applies to a particular tran-
saction or circumstance, or whether the tax authority will
accept the treatment of the tax in the company. IAS 12 In-

come Tax sets out how current and deferred tax should be
accounted for, rather than how the effects of uncertainty
should be reflected. IFRIC 23 complements the require-
ments of IAS 12 by specifying how the effect of uncerta-
inty must be reflected in the accounting of income tax.

The adoption of these new standards, changes to existing standards and explanations did not lead to significant chan-
ges in the group's financial statements, except for the introduction of IFRS 16, the transition effects of which were
shown above among significant changes in accounting policies.
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STANDARDS AND AMENDMENTS TO EXISTING STANDARDS ISSUED BY THE
IASC AND ADOPTED BY THE EU BUT NOT YET ADOPTED

The following standards, changes to existing standards and new clarifications have been issued at the date of approval
of these financial statements, but have not yet entered into force:

Amendments to IAS 1- Presentation of Financial Statements and IAS 8 - Accounting Policies,
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NEW STANDARDS AND CHANGES TO EXISTING STANDARDS ISSUED BY THE
IASC BUT NOT YET ADOPTED BY THE EU

Currently, IFRS as adopted by the EU do not differ significantly from those adopted by the International Accounting
Standards Committee (IASC) with the exception of the following new standards and amendments to existing standards
as of 31 December 2019 (dates of entry into force below for IFRS as issued by the IASC):

Changes in Accounting Estimates and Errors — Definition Essential (applicable to annual

periods beginning on or after 1 January 2020).

Amendments to IAS 1- Presentation of Financial State-
ments and IAS 8 - Accounting Policies, Changes in Acco-
unting Estimates and Errors — Definition Essential publi-

shed by the IASC on 31 October 312018. The amendments
explain the definition of the term essential and how it
should be included in the definition guidance.

Amendments to IFRS 9 - Financial Instruments, IAS 39 - Financial Instruments: Recognition
and Measurement and IFRS 7 - Financial Instruments: Disclosures — Interest Rate
Benchmark Reform (applicable for annual periods beginning on or after 1 January 2020).

Amendments to IFRS 9 - Financial Instruments, I1AS 39
- Financial Instruments: Recognition and Measurement
and IFRS 7 - Financial Instruments: Disclosures — Inte-
rest Rate Benchmark Reform issued by the IASC on 26
September 2019. Changes to Interest Rate Benchmark
Reform:

a) amend the specific hedge accounting requirements in
such a way that undertakings can account for hedging
on the assumption that the reference rate on which
hedged cash flows and cash flows from the hedging in-
strument are based due to the interest rate benchmark
reform will not change;

b) are mandatory for all hedging ratios directly affected
by the interest rate benchmark reform;

c) are not intended to facilitate other consequences of
the interest rate benchmark reform (if the hedging ra-
tio no longer meets the requirements for hedging acco-
unting for reasons other than those mentioned in the
changes, hedging accounting should be terminated)
and

d) require specific disclosures on the extent to which
changes of the reform affect hedging ratios among
companies.

Amendments to the Conceptual Framework References in IFRS (apply to annual periods

beginning on or after 1 January 2020).

Amendments to the Conceptual Framework References
in IFRS issued by the IASC on 29 March 2018. In order
to revise the Conceptual Framework for IFRS, the IASC
updated the reference to it in IFRS standards. The do-
cument contains amendments to IFRS 2, IFRS 3, IFRS 6,
IFRS 14, 1AS 1, 1AS 8, IAS 34, 1AS 37, 1AS 38, IFRIC12, IFRIC

19, IFRIC 20, IFRIC 22 and SIC-32. The amendments aim to
support the transition to a revised conceptual framework
for companies that develop their accounting policies
through this framework when no IFRS standard applies
to a specific transaction.

IFRS 14 — Regulatory Deferral Accounts (applicable for annual periods beginning on or after 1
January 2016) — The European Commission has decided not to initiate the validation process
of this intermediate standard and to await the release of its final version.

IFRS 14 — Regulatory Deferral Accounts published by the
IASC on 30 January 2014. The aim of the standard is to
enable companies, that use IFRS for the first time and

that recognise regulatory deferral accounts in compliance
with the previous GAAP, to continue with such recogniti-
on when transitioning to IFRS.

IFRS 17 Insurance Contracts (valid for annual periods beginning on or after 1 January 2021).

IFRS 17 Insurance Contracts published by the IASC on 18
May 2017. The new standard requires the measurement of
insurance liabilities at the current value of fulfilment and
brings a more uniform method of measurement and pre-

sentation for all insurance contracts. The purpose of the
requirements is to ensure consistent and principle-based
accounting for insurance contracts. IFRS 17 replaces IFRS
4 - Insurance Contracts and related Interpretations.

Amendments to IFRS 3 — Business Combinations — Definition of a business (in effect for
business combinations where the acquisition date is equal to the beginning date of the first
annual reporting period beginning on or after 1 January 2020 and the acquisition of assets
occurring at the beginning of this period or after it).

Amendments to IFRS 3 - Business Combinations — De-
finition of a business issued by the IASC on 22 October
2018. Changes have been introduced to improve the de-
finition of a business. The amended definition highlights
that the business entity's business purpose is to provide

goods and services to customers, while the previous defi-
nition highlighted returns in the form of dividends, lower
costs and other economic benefits to investors and other
shareholders. In addition to the amended wording, the
Committee provided further guidance on the definition.

Amendments to IFRS 10 - Consolidated Financial Statements and IAS 28 - Investments in
Associates and Joint Ventures — Sale or contribution of assets between an investor and
his associate or joint venture, and subsequent amendments (the effective date is postponed
indefinitely until the completion of the research project related to the equity method).

Amendments to IFRS 10 - Consolidated Financial State-
ments and IAS 28 - Investments in Associates and Joint
Ventures — Sale or contribution of assets between an
investor and his associate or joint venture, published by
the IASC on 11 September 2014. The amendments relate

to the divergence of the requirements under IAS 28 and
IFRS 10 and explain that the extent of recognition of pro-
fit or loss in the business with an associate or in a joint
venture depends on whether the assets sold or contri-
buted constitute a business entity.

The Group foresees that the introduction of these new standards and changes to existing standards during the period of
initial application will not have a significant impact on the financial statements of the Group.

Hedge accounting for a portfolio of financial assets and liabilities of which the EU has not adopted principles remains

unregulated.
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3.5.4 Fair value measurement

With reference to disclosing fair values of non-financial
and financial assets and liabilities, the determination of
fair value is required either for measuring individual as-
sets or due to additional fair value disclosures. Fair value
is the amount by which an asset can be sold or a liabili-
ty settled between knowledgeable, willing parties in an
arm's length transaction.

When determining fair value of financial instruments,
the following hierarchy of fair value defining levels is
considered:

- first level comprises quoted prices (unmodified) in
active markets for equal assets or liabilities,

+ second level comprises inputs besides quoted prices
included in the first level that are directly (i.e. as
prices) or indirectly (i.e. as derived from prices)
evident for asset or liability,

« third level comprises input data for an asset or
liability that are not based on evident market data.

3.5.5 Financial risk management

Detection and management of financial risks is defined
in the business report. In notes to consolidated financial
statements, the risks are presented in connection with
items in consolidated financial statements (note “Finan-
cial instruments and risks'), namely:

Annual Report of the HSE Group and HSE Company 2019

Quoted prices are used as a basis for determining the
fair value of financial instruments. In case a financial in-
strument is not quoted on the regulated market or the
market is assessed as inactive, the second and third level
input data is used to assess the fair value of the financial
instrument.

In order to determine the fair value of interest and curren-
cy swaps we use information submitted to the Company
by the bank where an individual swap was concluded. Va-
lues are verified in the company's financial department.

In order to determine the fair values for derivatives rela-
ted to electricity and emission coupons, the known stock
prices are used as at the balance sheet date.

» credit risk,
 liquidity risk,

e currency risk,

* interest rate risk, and
 price risk.
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3.5.6 Group's changes in the financial year 2019

COMPANY'S INCLUSION INTO THE GROUP

The PLP company was not included in the consolidation
procedure in 2018 due to its planned sale at the beginning
of 2019. This was abandoned in 2019, so in 2019 the com-
pany isincluded in the consolidated financial statements.

With the entry of PLP d.o.0., the assets of the HSE Group
increased by EUR 1,143 thousand, of which long-term as-
sets by EUR 368 thousand and liabilities of the Group by
EUR 840 thousand.

ACQUIRED ASSETS AND ASSUMED LIABILITIES OF THE GROUP

Assets
Liabilities

Net value of assets acquired

3.5.7 Notes to consolidated financial statements

3.5.7.1 Consolidated statement of financial position

On 31 December 2019, the Group's assets amount to EUR 2,076,156,260.

INTANGIBLE ASSETS (1)

in EUR

Emmission coupons

Other long-term property rights
Goodwill

Total

1,142,81

840,186

302,625

31.12.2019 31.12.2018
7,920,430 7,375,403

4,054,904 3,581,428

12,823,254 12,823,254
24,798,588 23,780,085

Goodwill represents more than a half of all intangible assets, other components of the value are emission allowances

and other long-term property rights (mostly software).
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MOVEMENT OF INTANGIBLE ASSETS

Cost 1.1.2019

Acquisitions

Disposals - write-offs, sales
Transfers - re-posting
Group change

Write-offs

Cost 31.12.2019

Depreciable amount 1.1.2019
Disposals - write-offs, sales
Group change

Amortisation

Write-offs

Depreciable amount 31.12.2019

Book value 1.1.2019
Book value 31.12.2019

Cost 1.1.2018

Acquisitions

Disposals - write-offs, sales
Transfers - re-posting
Write-offs

Cost 31.12.2018

Depreciable amount 1.1.2018
Disposals - write-offs, sales
Transfers - re-posting
Amortisation

Write-offs

Depreciable amount 31.12.2018

Book value 1.1.2018
Book value 31.12.2018

Emmission
coupons

7,375,403
36,885,817

-36,340,790

0
0
0
7,920,430

o o o o o

7,375,403
7,920,430

Emmission

coupons

3,089,569

30,617,038
-26,331,204
0

0
7,375,403

0
0
0
0
0
0

3,089,569
7,375,403
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Other long-term
property rights

16,998,969
1,028,376
-298,628
158,768

0

-497,930
17,389,555

13,417,541
-298,628
0

713,012
-497,274
13,334,651

3,581,428
4,054,904

Other long-term
property rights

16,003,634
765,220
-340,476
666,860
-96,269
16,998,969

12,809,150
-230,661
137,539
797,782
-96,268
13,417,541

3,194,484
3,581,428

Goodwill

12,823,254

o o o o o

12,823,254

0O o oo o o

12,823,254
12,823,254

12,823,254
0
0
0
0
12,823,254

0o o o o o o

12,823,254
12,823,254

Other intangible
assets

Other intangible
assets

4,980

4,980

37,202,606
37,914,183
-36,639,418
158,768
24,078
-497,930
38,162,297

13,422,521
-298,628
24,078
713,012
-497,274
13,363,709

23,780,085
24,798,588

31,921,437
31,382,258
-26,671,680
666,860
-96,269
37,202,606

12,814,130
-230,661
137,539
797,782
-96,269
13,422,521

19,107,307
23,780,085
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The Group purchases emission coupons for the purpose of
electricity production within the Group. Due to the chan-
ge of legislation, since 2013 all thermal power plants have
had to buy emission allowances on the market. The initial
balance of Group emission coupons is 4,190,421 coupons,
4,160,428 coupons in the amount of EUR 36,885,817 were
purchased in 2019 and 4,233,328 coupons in the amount
of EUR 36,340,790 were sold or spent. Thus, the group
has 4,117,521 emission coupons at the end of 2019.

Among other long-term property rights, licensed softwa-
re used by the Group for informational support has the
highest value. In 2019, there were EUR 1,028,376 in new
purchases, EUR 796,558 write-downs and disposals with
a current value of EUR 656 and EUR 158,768 transfers
and transfers, which in principal represent the transfer of
assets from property, plant and equipment to intangible
assets.

Increase in intangible assets includes in 2019 the upgrade
of the software in the Control Centre and the SAP softwa-
re ERP module PM.

The amortisation of other long-term property rights in
2019 amounted to EUR 713,012. The useful lives of more
important software have been reviewed in 2019. It is
established that the useful lives remain unchanged and
are correctly assessed in the light of current assumptions
about the usefulness of these assets.
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In 2019, impairments of long-term property rights were
not carried out.

In 2019, the companies of the Group did not enter inte-
rest rates against the purchase value of intangible assets
prior to bringing them to working condition because the
intangible assets purchased in 2019 had not been brought
to working condition for a long time.

The Group has no pledged intangible assets.

On 31 December 2019, the Group had EUR 766,058 of con-
tracts concluded for the purchase of intangible assets in
future years.

Goodwill refers to SENG in the amount of EUR 12,387,056
and to Sipoteh in the amount of EUR 436,198.

As at 30 September 2019, impairment testing of the cash
generating unit SENG and Sipoteh was carried out from
which goodwill arises.

Assumptions, considered in the impairment testing of
the goodwill, and relevant results are outlined below.
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GOODWILL - :

2@9 SENG 2@8

Method used for the definition of the recoverable amount in the impairment testing

Value in use (present value of expected free cash flow)

Value in use (present value of expected free cash flow)

Date of performance of the impairment testing

30.09.2019

30.09.2018

Important assumptions used in the performance of the impairment testing

The company's operations until 2030.

The company's operations until 2030.

The discount rate at a nominal amount of 6.89% adjusted to
the real level of 4.80%, which was taken into account throu-
ghout the period until 2030.

Discount rate at a nominal amount of 7.43% adjusted to the
real level: 5.27% in October-December 2018 and 5.30% until
and including 2019.

Stock exchange prices for electricity forward contracts on
HUPX for the period 2020 - 2022, with an initial price of 54.67
EUR/MWh and a price change over the period of 3.03%.

Stock exchange prices for electricity forward contracts on
HUPX for the period 2020 - 2021, with an initial price of 40.39
EUR/MWh and a price change over the period of 26.32%.

Long-term forecasts of trends in market prices for electricity
(Poyry Management Consulting) for the period 2023 - 2030,
with an initial price of 60.87 EUR/MWh and and a price chan-
ge over the period of 16.98%.

Long-term forecasts of trends in market prices for electricity
(Poyry Management Consulting) for the period 2022 - 2030,
with an initial price of 55.85 EUR/MWh and and a price chan-
ge over the period of 23.31%.

The average annual growth rate of normalized real free cash
flow is 0%.

The average annual growth rate of normalized real free cash
flow is 0%.

The average production of 744 GWh/year has been taken
into account. The average production of hydroelectric power
stations on the Soca River was determined on the basis of
statistical data about the average hydrology of the Soca
River. 70% probability is taken into account. In 2027 (lower by
134 GWh), lower electricity production is envisaged due to the
overhaul of the Avce PSPP.

The average production of 786 GWh/year has been taken
into account. The average production of hydroelectric power
stations on the Soca River was determined on the basis of
statistical data about the average hydrology of the So¢a Ri-
ver. A decrease in the production of electricity is expected for
2019 (90 GWh decrease) and 2025 (90 GWh decrease), due to
the overhauling of the Avée PSPP, and in 2028 - 2030, due to
the expected renovation of the Solkan HPP (8 GWh decrease).

CAPEX over the projection period of EUR 38,546,000.

CAPEX over the projection period of EUR 56,584,000.

Results of impairment testing carried out

The book value of goodwill before the impairment testing
amounts to EUR 218,223,000.

The book value of goodwill before the impairment testing
amounts to EUR 221,782,000.

Recoverable amount of EUR 348,056,000.

Recoverable amount of EUR 369,013,000.

Revaluation expenses due to impairment of EUR 0.

Revaluation expenses due to impairment of EUR 0.
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SENSITIVITY ANALYSIS - IMPAIRMENT TESTING OF GOODWILL

Sensitivity (change) of recoverable value in EUR

Recoverable amount

Goodwill in EUR
1 Change in discount rate (WACC) in % points
-0.5 0.5
IN SENG 348,056,000 35,545,000 -29,058,000

Sipoteh also does not need a goodwill impairment on the basis of impairment testing.

PROPERTY, PLANT AND EQUIPMENT (2)

in EUR 31.12.2019 31.12.2018
Land 25,506,351 24,868,027
Buildings 388,361,583 387,762,512
Production equipment 1,134,646,090 1,165,711,053
Other equipment 5,582,134 6,336,466
Property, plant and equipment in acquisition 46,912,716 52,259,152
Total 1,601,008,874 1,636,937,210

Most of the Group's companies produce electric energy or raw materials for its production, which requires special equ-
ipment; due to their activity, the values of structures are important, too. Property, plant, and equipment thus present
the major part of the Group's assets.
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MOVEMENT OF PROPERTY, PLANT AND EQUIPMENT

Buildings

Production
equipment

Other
equipment

Property,
plant and
equipment
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Buildings

Production
equipment

Other
equipment
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Property,
plant and
equipment in
acquisition
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Cost 31.12.2018

Reclassification financial leases
IFRS 16

Cost 1.1.2019

Acquisitions

Disposals

Transfers from investments
Transfers - re-posting

Change in discounting of
decommissioning assets

Group change - PLP d.o.o.
Exchange differences
Write-offs

Cost 31.12.2019

Depreciable amount 31.12.2018

Reclassification financial leases
IFRS 16

Depreciable amount 1.1.2019
Disposals

Transfers - re-posting

Group change - PLP d.o.o.
Amortisation

Exchange differences
Impairments

Write-offs

Depreciable amount 31.12.2019

Book value 1.1.2019
Book value 31.12.2019

30,527,370
0

30,527,370
18,900
-532,134
720,476

0

0

0

-6,358
30,728,254

5,659,343

0

5,659,343
-446,387
0

0

5,948

0

2,999

0
5,221,903

24,868,027
25,506,351

1,237,427,390
0

1,237,427,390
0

0

8,222,124

0

6,927,000

41,452

-1

-83,173
1,252,904,792

849,664,878
0

849,664,878
0

7,062
226,334
14,715,043

0

0

-70,108
864,543,209

387,762,512
388,361,583

3,227,455,484
-523,724

3,226,931,760
3,566
-5,962,612
29,136,484
-6,097

1,636,178

3,220,834
.

5,842,212
3,249,117,900

2,061,744,431

-22,524

2,061,721,907
-5,955,365

0

2,964,377
61,454,799

0

0

-5,713,908
2,114,471,810

1,165,711,053
1,134,646,090

85,706,474
0

85,706,474

-18,832,0M
810,685
16,152

0

52,486
196
2,648,843
65,104,133

79,370,008
0

79,370,008
18,549,875
-1

48,292
1,295,130
191

0
-2,642,746
59,521,999

6,336,466
5,582,134

in acquisition

60,276,441
0

60,276,441
48,245,566

-38,888,769
-166,621

-8,563,178

0

0
-5,972,434
54,930,005

8,017,289
0

8,017,289

o o o o o o o

8,017,289

52,259,152
46,912,716

4,641,393,159
-523,724

4,640,869,435
48,268,032
-25,326,757

0

-156,566

0

3,684,772

194
14,554,026
4,652,785,084

3,004,455,949
-22,524

3,004,433,425
-24,951,627
7,061
3,240,003
77,470,920

191

2,999
-8,426,762
3,051,776,210

1,636,937,210
1,601,008,874

Cost 1.1.2018

Acquisitions

Disposals

Transfers from investments
Transfers - re-posting

Transfers - transfer from NNO to NN
Transfers - HSE EDT inclusion
Transfers - category reorganisation

Change in discounting of
decommissioning

Write-offs
Cost 31.12.2018

Depreciable amount 1.1.2018
Disposals

Transfers - re-posting

Transfers - transfer from NNO to NN
Transfers - HSE EDT inclusion
Amortisation

Impairments

Write-offs

Depreciable amount 31.12.2018

Book value 1.1.2018
Book value 31.12.2018

31,011,325
0

-253,774
256,209
-159,999
-481,461
116,626

0

0

-1,556
30,527,370

5,890,709
-199,568
-101,760
-269,167
116,626
5,948
216,555

5,659,343

25,120,616
24,868,027

1,162,673,695
0

-588,358
5,701,966
101,615
2,409,858
74,408,069

0

-2,318,000

-141,738
1,237,427,390

763,707,374
-585,457
151,583
-2,322,899
74,408,069
14,443,845
0

137,637
849,664,878

398,966,321
387,762,512

3,186,294,617
0

1,354,382
58,522,275
-5,224,694

0

22,138,425
-2,480,764

-755,481

-29,684,512
3,227,455,484

1,995,264,010
-1124,584
-4,659,058

0

22,136,563
60,195,464
18,489,038
-28,557,002
2,061,744,431

1,191,030,607
1,165,711,053

70,300,174
0
15,887,085
1,327,318
-121,226

0
52,775,808
21,513,612

0

-1,174,903
85,706,474

41,193,058
-14,964,282
-62,021

0
52,780,074
1,502,969

0
1,079,790
79,370,008

29,107,116
6,336,466

46,132,958
55,877,682
0
-65,879,966
203,709

0

0
23,994,376

0

-52,318
60,276,441

8,069,607

O o olo o o

-52,318
8,017,289

38,063,351
52,259,152

4,496,412,769
55,877,682
18,083,599
-32,198
-5,200,595
-2,891,320
149,438,928

0

-3,073,481

-31,055,027
4,641,393,159

2,814,124,758
-16,873,891
-4,671,256
-2,592,066
149,441,332
76,148,226
18,705,593
-29,826,747
3,004,455,949

1,682,288,011
1,636,937,210
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The most significant among investments in property,
plant and equipment of Group companies in 2019 are the
investments made in the reconstruction of production fa-
cilities and purchasing equipment for conducting the core
activity in the total amount of EUR 48,245,566.

Group's property, plant and equipment being acquired
primarily comprises investments in the middle Sava
HPP, Kozjak PSPP and the Mura HPP. Investments being
acquired refer to the compilation of the pre-investment,
investment and other documentation, required within
procedure of setting up the hydro-power plants into the
environment.

Due to the difficult situation on the electricity market as
well as inthe HSE Group, projects are taking place in order
to prevent long-lasting space placement processes being
stopped. All the documentation compiled so far together
with expert opinions were prepared so that they will not
fall under the statute of limitation and can be used by the
new investor as the basis for further activities. As a result
of the Government's decision to stop the preparation of
the State Spatial Plan for the Hrastje-Mota hydro power
plant area on Mura, a write-off of the investment in pro-
gress of EUR 5,960,636 was carried out on 31.12.20189.

The item transfers - accounting transfer deals with a
transfer to intangible fixed assets.

Annual Report of the HSE Group and HSE Company 2019

The write-offs are mainly represented by write-offs of
the production equipment due to the modernisation of
the production equipment.

In 2019, the useful lifes of major fixed assets were revi-
ewed and were found to be properly assessed in the light
of current assumptions about the usefulness of these
assets.

The Group has registered loan insurance mortgages of
EUR 94,191,419 in book value (EUR 90,192,060 in 2018).

At the end of 2019, the Group's concluded contracts for
the purchase of immovable property, plant, and equ-
ipment amounted to EUR 8,883,931.

As at 30 September 2019, the Group performed impa-
irment testing of property, plant and equipment in cash
generating units (CGUs), which recorded losses. Among
these, the most important cash generating unit is the
unit which includes production of electricity at TES and
procurement of the energy product for this production at
PV (coal mining). Accredited company valuers valued the
recoverable value of assets.

The tables below show the assumptions applied in the
impairment testing and the relevant result for fixed as-
sets of the cash generating units TES, PV and HTZ.
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ASSETS

IN TES

Method used for the definition of the recoverable amount in the impairment testing

Y

Value in use (present value of expected free cash flow)

Y

Value in use (present value of expected free cash flow)

Date of performance of the impairment testing

Y
30.09.2019

Y
30.09.2018

Impoftant assumptions used in the performance of the impairment tésting

v

The company's operations until 2054.

v

The company's operations until 2054.

The discount rate at a nominal amount of 8.72% adjusted to the real
level of 4.97%, which was taken into account throughout the period
until 2054.

Discount rate at a nominal amount of 7.71% adjusted to the real level:
5.54% in October-December 2018 and 5.57% to 2019 included.

Stock exchange prices for electricity forward contracts on HUPX for
the period 2020 - 2022, with an initial price of 54.67 EUR/MWh and a
price change over the period of 3.03%.

Stock exchange prices for electricity forward contracts on HUPX for
the period 2020 - 2021, with an initial price of 40.39 EUR/MWh and a
price change over the period of 26.32%.

Stock exchange prices for CO, emission coupons on EEX for the period
2020 - 2022, with an initial price of 20.32 EUR/t and a price change
over the period of 37.23%.

Stock exchange prices for CO; emission coupons on EEX for the period
2019 - 2021, with an initial price of 6.45 EUR/t and a price change
over the period of 230.95%.

Long-term forecasts of trends in market prices for electricity (Poyry
Management Consulting) for the period 2023 - 2054, with an initial
price of 60.87 EUR/MWh and a price change over the period of
19.65%.

Long-term forecasts of trends in market prices for electricity (Poyry
Management Consulting) for the period 2022 - 2040, with an initial
price of 55.85 EUR/MWh and a price change over the period of
32.14%.

Long-term forecasts of trends in market prices for CO; emission
coupons (Poyry Management Consulting) for the period 2023 - 2030,
with an initial price of 19.00 EUR/t and a price change over the period

of 15.79%. From 2031 onwards, the ratio between electricity prices
and CO; emission coupons is maintained at 33%.

Long-term forecasts of trends in market prices for CO, emission
coupons (Poyry Management Consulting) for the period 2022 - 2030,
with an initial price of 15.09 EUR/t and a price change over the period

of 50.10%. From 2031 onwards, the ratio between electricity prices
and CO; emission coupons is maintained at 33%.

In the period 2041 - 2054, long-term forecasts of trends in market
prices for electricity (Poyry Management Consulting) are taken into
account.

During the period 2041 - 2054, the prices of electricity and CO;
emission coupons from 2040 are taken into account.

Average annual production of electricity from coal-fired power plants
of 3,7 TWh over the period 2020 - 2030, 2,5 TWh over the period 2031
- 2040 and 2.0 TWh over the period 2041 - 2054.

Average annual production of electricity from coal-fired power plants
of 3.7 TWh over the period 2019 - 2030, 2,5 TWh over the period 2031
- 2040 and 2.0 TWh over the period 2041 - 2054.

Value of other income (i.e. income on providing system services, ther-
mal energy, income on sale of ash and gypsum) in the amount of EUR
23,668,000 in 2020 up to EUR 44,090,000 in 2054.

Value of other income (i.e. income on providing system services, ther-
mal energy, income on sale of ash and gypsum) in the amount of EUR
27,926,000 in 2018 up to EUR 18,475,000 in 2054.

CAPEX over the projection period of EUR 164,768,000.

CAPEX over the projection period of EUR 151,221,000.

Results of impairment testing carried out

Y

The book value of assets before the impairment testing amounts to
EUR 933,963,000.

Y

The book value of assets before the impairment testing amounts to
EUR 981,900,000.

Recoverable amount of EUR 1,036,978,000.

Recoverable amount of EUR 963,411, 000.

Revaluation expenses due to impairment of EUR 0.

Revaluation expenses due to impairment of EUR 18,489,000.
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ASSETS

IN PV

Method used for the definition of the recoverable amount in the impairment testing

Value in use (present value of expected free cash flow)

Value in use (present value of expected free cash flow)

Date of performance of the impairment testing

30.09.2019

30.09.2018

Impoftant assumptions used in the performance of the impairment tésting

The company's operations until 2054.

The company's operations until 2054.

The discount rate at a nominal amount of 8.72% adjusted to the real
level of 6.59%, which was taken into account throughout the period
until 2054.

The discount rate at a nominal amount of 9.18% adjusted to the real
level of 7.04%, which was taken into account throughout the period
until 2054.

Coal sales price of EUR 2.75/G) over the whole period until 2054.

Coal sales price of EUR 2.75/G) over the whole period until 2054.

Expenses for the closure of the coal mine after the end of operati-
on of an estimated amount of EUR 40,928,000 (discounted to the
present value of EUR 4,460,000).

Expenses for the closure of the coal mine after the end of the opera-
tion of the coal mine in an estimated amount of EUR 43,299,000.

Average annual coal production of 34,914 T) per year in the period
2020 - 2030, a drop in operating volume in the period 2030 - 2040
due to the planned gradual closure of the coal mine, a constant pro-
duction and sales of coal of 19,168 T| per year is projected after 2040.

Average annual coal production of 35,367 T| per year in the period
2019 - 2030, a drop in operating volume in the period 2030 - 2040
due to the planned gradual closure of the coal mine, a constant pro-
duction and sales of coal of 19,168 TJ per year is projected after 2040.

CAPEX in the projection period 2020 - 2054 of EUR 310,513,000.

CAPEX over the projection period of EUR 328,047,445.

The recoverable value of investments in subsidiaries and other com-
panies of EUR 20,817,000.

Recoverable value of investments in subsidiaries and other compani-
es of EUR 21,248,000.

Recoverable value of business unnecessary assets of EUR 17,509,000.

Recoverable value of business unnecessary assets of EUR 2,658,000.

We provide the assumption that the company will not be required
to fulfill obligations that are not explicitly stated in the current
concession contract.

We provide the assumption that the company will not be required
to fulfill obligations that are not explicitly stated in the current
concession contract.

Results of impairment testing carried out

The book value of assets before the impairment testing amounts to
EUR 82,647,000.

The book value of assets before the impairment testing amounts to
EUR 79,769,000.

Recoverable amount of EUR 92,326,000.

Recoverable amount of EUR 82,719,000.

Revaluation expenses due to impairment of EUR 0.

Revaluation expenses due to impairment of EUR 0.

03 Accounting Report of the HSE Group

«

175 >

ASSETS

IN HTZ

Method used for the definition of the recoverable amount in the impairment testing

Value in use (present value of expected free cash flow)

Value in use (present value of expected free cash flow)

Date of performance of the impairment testing

30.09.2019

30.09.2018

Impoftant assumptions used in the performance of the impairment tésting

The company's operations until 2054.

The company's operations until 2054.

The discount rate at a nominal amount of 8.72% adjusted to the real
level of 6.59%, which was taken into account throughout the period
until 2054.

Discount rate at a nominal amount of 7.96% adjusted to the real le-
vel: 5.79% in October-December 2018 and 5.82% from 2019 included.

Average annual net sales revenue in the period 2020-2030 of EUR
22,829,070, EUR 17,400,649 for the period 2031-2040, EUR 14,206,124
from 2041 onwards.

Average annual net sales revenue in the period 2019-2030 of EUR
21,026,908, EUR 14,722,389 for the period 2031-2040, EUR 12,019,557
from 2041 onwards.

Average annual other operating income in the period 2020-2030
of EUR 6,878,067, EUR 4,944,146 in the period 2031-2040, EUR
4,036,467 from 2041 onwards.

Average annual other operating income in the period 2019-2030
of EUR 6,203,156, EUR 4,283,010 in the period 2031-2040, EUR
3,496,707 from 2041 onwards.

Average annual labour costs in the period 2020-2030 of EUR
22,631,211, EUR 16,880,653 for the period 2031-2040, EUR 13,781,592
from 2041 onwards.

Average annual labour costs in the period 2019-2030 of EUR
20,681,849, EUR 14,251,905 for the period 2031-2040, EUR 11,635,447
from 2041 onwards.

Average annual service costs in the period 2020-2030 of EUR
2,992,206, EUR 2,373,392 in the period 2031-2040, EUR 1,937,669
from 2041 onwards.

Average annual service costs in the period 2013-2030 of EUR
2,820,638, EUR 1,966,696 in the period 2031-2040, EUR 1,605,637
from 2041 onwards.

Average annual costs of material in the period 2020-2030 of EUR
2,509,214, EUR 1,953,790 for the period 2031-2040, EUR 1,595,100
from 2041 onwards.

Average annual costs of material in the period 2019-2030 of EUR
1,999,091, EUR 1,420,837 for the period 2031-2040, EUR 1,159,991
from 2041 onwards.

Recoverable value of surplus assets of EUR 1,819,375.

Recoverable value of surplus assets of EUR 1,788,500.

CAPEX over the projection period of EUR 18,935,803.

CAPEX over the projection period of EUR 21,446,647.

Cost of closing the company in 2054 of EUR 8,039,262
(discounted to the present value of EUR 876,037).

Costs of closing the company in 2054 of EUR 11,958,436.

Results of impairment testing carried out

The book value of assets before the impairment testing amounts to
EUR 10,510,346.

The book value of assets before the impairment testing amounts to
EUR 10,925,451.

Recoverable amount of EUR 11,480,319.

Recoverable amount of EUR 12,171,120.

Revaluation expenses due to impairment of EUR 0.

Revaluation expenses due to impairment of EUR 0.
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SENSITIVITY ANALYSIS - IMPAIRMENT TESTING OF THE LONGTERM INVESTMENT IN TES,

PV AND HTZ

Recoverable amount
in EUR

Long-term fixed assets

IN TES 1,036,978,000
IN PV 92,326,000
IN HTZ 11,480,319

Given the valuation of property, plant and equipment as
at 31 December 2019 and the fact that the impairment
tests were carried out as at the balance of 30 September
2019, the Group assessed the changed circumstances of
CGU's business operations in the last month of the fiscal
year 2019. It was established that relevant circumstances

INVESTMENT PROPERTY (3)

in EUR
Land
Buildings
Total

The main part of investment property are apartments. In
2019, the group generated revenues of EUR 770,808 and
costs worth EUR 120,774 by leasing investment proper-
ties.

Investment property under mortgage are recorded at EUR
4,275,051.

MOVEMENT OF INVESTMENT PROPERTIES

Sensitivity (change) of recoverable value in EUR

Change in discount rate (WACC) in % points

-0.5 0.5
79,839,000 -72,132,000
3,667,000 -3,354,000
225,951 -217,957

of business operations have not significantly changed in
the last quarter of 2019, showing that the valuation of
property, plant and equipment as at 31 December 2019
remains unchanged in view of the balance as at 30 Sep-
tember 2019.

31.12.2019 31.12.2018
2,424,461 2,263,524
15,133,057 14,920,375
17,557,518 17,183,899

The assessment of the fair value of the investment pro-
perties held by PV Group as part of the capital assessment
by the authorised value of the investment property ow-
ned by PV was carried out on 30. 9. 2019. Fair value is
calculated using the method of market comparisons and
using the method of capitalization of returns (a yield-ba-
sed method).

in EUR Land Buildings Total
Fair value 1.1.2018 1,644,836 16,383,642 18,028,478
Acquisitions 0 108,092 108,092
Transfers - redistribution of property, plant and equipment to investment property 266,294 185,482 451,776
Disposals -57,852 1,777,042 -1,834,894
Fair value 31.12.2018 2,263,524 14,920,375 17,183,899
Fair value 1.1.2019 2,263,524 14,920,375 17,183,899
Acquisitions 172,937 518,637 691,574
Transfers - redistribution of investment property to property, plant and equipment 0 7,062 7,062
Disposals -12,000 -311,795 -323,795
Impairments 0 1,222 1,222

Fair value 31.12.2019

2,424,461 15,133,057 17,557,518
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OTHER LONG-TERM INVESTMENTS AND LOANS (4)
in EUR 31.12.2019 31.12.2018
Long-term investments in associates 139,999,792 138,823,264
Long-term investments in jointly-controlled entities 440,384 437,659
Available-for-sale long-term financial assets 163,958 160,406
Other long-term investments 14,690 14,690
Long-term financial receivables and loans 41,931 44,556
Total 140,660,755 139,480,575
A) INVESTMENTS IN ASSOCIATES
in EUR 31.12.2019 31.12.2018
HESS 139,999,792 138,823,264
Total 139,999,792 138,823,264
MOVEMENT OF OTHER LONG-TERM INVESTMENTS IN ASSOCIATES
in EUR 2019 2018
Balance 1.1. 138,823,264 137,272,000
Recognised income by capital method 1,176,528 1,744,895
Transfer of PLP to subsidiary 0 -193,631
Balance 31.12. 139,999,792 138,823,264

SIGNIFICANT AMOUNTS FROM THE FINANCIAL STATEMENTS OF ASSOCIATES FOR 2019

Liabilities Net profit or loss Amount of total

capital

(excluding Revenue for the financial
capital) year

HESS 342,524,469 57,996,282 20,022,166 2,401,078 284,528,187

B) INVESTMENTS IN JOINTLY-CONTROLLED ENTITY

in EUR 31.12.2019 31.12.2018
SOENERGETIKA d.o.0. 440,384 437,658
Total 440,384 437,659

MOVEMENT OF LONG-TERM FINANCIAL INVESTMENTS INTO JOINTLY-CONTROLLED
COMPANIES

vEUR 2019 2018
Balance 1.1. 437,659 443,368
Profit disbursement -170,209 -175,901
Recognised income by capital method 172,934 170,192
Balance 31.12. 440,384 437,659
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SIGNIFICANT AMOUNTS IN THE FINANCIAL STATEMENTS OF THE JOINTLY-CONTROLLED

COMPANIES FOR 2018

SOENERGETIKA 2,748,088

DEFERRED TAX ASSETS (5)

in EUR
Provisions
Impairments
Amortisation

Total

Deferred tax assets amount to EUR 721,364 and are recal-
culated using a 19% tax rate. They were formed from the
expenses that affect profit or loss of each year, but are
not fully or partially tax deductible in this year (provisions
for jubilee bonuses and severance payments upon retire-

MOVEMENT OF DEFERRED TAX ASSETS

Provisions
Balance as at 1.1.2019 481,283
Charged or credited to profit or loss -41,689
Balance as at 31.12.2019 439,594
Balance as at 1.1.2018 482,339
Charged or credited to profit or loss -1,056

Charged or credited to other

A 0
comprehensive income

Balance as at 31.12.2018 481,283

Changes in deferred tax assets from provisions refer
to changes in provisions for jubilee bonuses, severance
payments upon retirement, and changes in other provi-
sions.

Liabilities Net profit or loss
o 5 - Amount of total
(excluding Revenue for the financial .
R capital
capital) year
926,028 3,817,482 691,738 1,822,060
31.12.2019 31.12.2018
439,594 481,283
281,763 236,062
7 71
721,364 717,416

ment, the business amortisation over tax recognised im-
pairment of investments and receivables). When forming
deferred tax receivables, the Group takes into account the
possibility of their recovery in the future in relation to fu-
ture operations.

Impairment Amortisation
236,062 il ] 717,416
45,701 -64 0 3,948
281,763 7 0 721,364
233,932 201 121,151 837,623
2,130 -130 -108,573 -108,629
0 0 -11,578 -11,578
236,062 n 0 717,416

Changes in deferred tax assets related to impairment re-
late to the adjustment of the value of the assets.

Changes in deferred tax asstes relating to amortisati-
on and amortisation arise from differences established
between the operating and tax amortisation in 2019.
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LIABILITIES FOR DEFERRED TAXES (6)
in EUR 31.12.2019 31.12.2018
Financial assets 6,566 5,891
Other 9,043 12,898
Total 15,609 18,789

Deferred tax liabilities amount to EUR 15,609. Deferred tax liabilities result from a change in the value of financial in-
vestments available for sale, for which fair value and changes in fair value of foreign exchange swaps can be measured
reliably.

MOVEMENT OF DEFERRED TAX LIABILITIES

in EUR Financial assets Other Total
Balance 1.1.2019 5,891 12,898 18,789
Charged or credited to profit or loss 0 (3,855) (3,855)
Charged or credited to other comprehensive income 675 0 675
Balance 31.12.2019 6,566 9,043 15,609
Balance 1.1.2018 5,576 0 5,576
Charged or credited to profit or loss 315 0 315
Charged or credited to other comprehensive income 0 12,898 12,898
Balance 31.12.2018 5,891 12,898 18,789

INVENTORIES (7)

in EUR 31.12.2019 31.12.2018
Material 27,998,838 26,454,484
Unfinished production 10,134 5,838
Products and trade goods 5,083,964 3,975,056
Total 33,092,936 30,435,378
The largest amount in the inventories of spare parts and The highest amount among inventories of products and
materials is represented by inventories of spare parts and merchandise refers to inventory of coal.
materials for maintenance, which are necessary for fast
repair of defects of production equipment and thus ensu- The Group has no pledged inventory.

ring reliable production.

In the course of the inventory, the Group identified the following differences between the actual and the carrying amo-
unt of inventory:

INVENTORY SURPLUSES AND DEFICITS

in EUR 31.12.2019 31.12.2018
Surpluses in inventories 11,465 14,672

Shortages in inventories -30,124 -16,759
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In order to adjust the value of inventories to net realiza-
ble value, the Group established an inventory correction
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Due to their non-current status, the Group has written off
and excluded from use EUR 7,115 of inventories.
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OTHER SHORT-TERM ASSETS (11)

v

K = m

of EUR 534,899. The largest share, amounting to EUR
382,129, relates to the adjustment of the value of the
spare parts invenotries in TES and, in the value of EUR
122,517, to the correction of the value of the goods in DEM.

SHORT-TERM INVESTMENTS AND LOANS (8)

in EUR 31.12.2019 31.12.2018
f::i:t;lterm investments for financial instruments at fair value through 47,597 67,885
Short-term financial receivables and loans to others without interest 51 0
Short-term deposits given to others 12,554,373 12,945,661
Total 12,602,021 13,013,546

The majority of deposits granted to others in the amount of EUR 12,508,240 refers to the deposit, which the subsidiary
TES disclosed in connection with the obligations under the loan contract with EBRD; the deposit is earmarked for re-
paying the loan instalments in 2020. The deposit must not be used to regulate current liquidity.

SHORT-TERM TRADE RECEIVABLES (9)

in EUR 31.12.2019 31.12.2018

Short-term trade receivables from associates 69,194 175,056

Short-term trade receivables from jointly-controlled companies 146

Short-term trade receivables from customers 142,127,244 134,952,629

Total 142,196,584 135,127,685
Most of the short-term trade receivables relates to recei- Disclosures in relation to maturity of receivables, al-

vables arising from the sale of electricity. lowances for receivables and insuring short-term opera-
ting receivables are represented in the section on financi-

al risk management hereunder.

CONTRACT ASSETS (10)

in EUR 31.12.2019 31.12.2018
Unaccounted revenue 457,771 1,014,437
Total 457,771 1,014,437

Unaccounted revenue is revenue that is taken into account in profit or loss, although it has not yet been charged and
constitutes a right to compensation in exchange for goods or services transferred to the buyer.

in EUR 31.12.2019 31.12.2018

Short-term advances given 3,024,621 1,551,533

Short-term trade receivables from state and other institutions 30,035,899 25,818,824

Short-term trade receivables from others 14,697,156 16,620,623

Short-term deferred costs and expenses 2,614,644 3,869,373

Total 50,372,320 47,860,353
The majority of receivables among other short-term as- Most of short-term operating receivables due from others
sets are receivables from state and other institutions refer to exceeding the overdraft, which was authorised for
where receivables mainly refer to the input value-added operations in connection with derivatives by the control-
tax. ling company.

Short-term deferred costs primarily relate to transactions
arising in connection with electricity trading.

CASH AND CASH EQUIVALENTS (12)

in EUR 31.12.2019 31.12.2018
Cash in the cash register and cheques received 3,732 3,342
Cash at the bank 26,060,779 56,132,612
Cash items in the process of collection -1,950,939

Deposits held at call 17,151,315 23,354,237
Deposits for a fixed term up to 3 months 1,252,711 4,020,338
Total 42,517,598 83,510,529

In its operations, the Group uses transaction accounts open in Slovenia as well as abroad (particularly the parent com-
pany).
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CAPITAL (13)

in EUR

Called-up capital

Capital surplus

Other profit reserves

Rislk hedging reserve

Fair value reserve

Retained earnings or losses

Foreign currency translation reserve
Capital of owners of non-controlling shares

Total

CAPITAL SURPLUS

in EUR
Capital surplus paid-up

Amounts resulting from the reversal of the general revaluation
adjustment of capital

Total

The value of share capital, capital surplus and revenue re-
serves remained unchanged in 20189.

Other revenue reserves refer to the portion of controlling
company's profits brought forward and generated up un-
til 31 December 2013. Since that date, possible profits of
the controlling company, which are allocated to revenue
reserves in the consolidated financial statements remain
recorded under retained earnings or losses.

MOVEMENT OF THE RISK HEDGING RESERVE

Balance as at 1.1.2019

Decrease
Transfer into expenses

Balance as at 31.12.2019

Balance as at 1.1.2018
Forming, increase

Decrease
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31.12.2019 31.12.2018
29,558,789 29,558,783
561,243,185 561,243,185
413,856,350 413,856,350
20,452,278 75,592,356
-2,195,785 -958,415
42,105,068 12,620,282
-617,401 1,055,099
238,338 388,027

1,064,640,823 1,091,245,475

31.12.2019 31.12.2018
561,243,070 561,243,070
13 13
561,243,185 561,243,185

Among the hedge reserves on 31 December 2019 in the
value of EUR 20,452,278, the Group discloses:

 results of standardised forward contracts for
electricity (forward contracts) amounting to EUR
-499,816,

« results of standardised forward contracts for emission
coupons (forward contracts) amounting to EUR
20,913,540, and

 fairvalue of currency swaps in the amount of EUR
38,554,

Standardised Ll
contracts
forward contracts f - Currency swaps
= ‘or emission
for electricity
coupons
-1,678,240 77,215,610 54,986 75,592,356
-287,757 -56,302,070 -16,432 -56,606,259
1,466,181 0 0 1,466,181
-499,816 20,913,540 38,554 20,452,278
1,177,938 9,624,800 -49,358 10,753,380
4,736,726 67,590,810 104,344 72,431,880
-783,950 0 0 -783,950
-6,808,954 0 0 -6,808,954

Transfer into expenses

Balance as at 31.12.2018

-1,678,240 77,215,610 54,986 75,592,356
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The risk hedging reserve fell by EUR 55,140,078 in 2019
compared to the previous year. This decrease is mainly at
the expense of closing contracts to buy emission coupons
for December 2019. The risk hedging reserve includes the
trading with standard futures on the electricity markets
and emission coupons.

Electricity futures contracts refer to concluding deals on
purchase of electricity on foreign electricity stock exchan-
ges for the period from 2020 to 2021, thus securing the
already concluded deals for the sale of electricity in the
same period. In the case of standardised forward con-
tracts for emission coupons, it is about concluded tran-
sactions for purchases and sales of emission coupons in
foreign exchange for the period from 2020 to 2022. No

MOVEMENT OF FAIR VALUE

«
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deferred taxes were accounted in this relation, as the
company will pay an agreed-upon price during the deal's
realisation.

In 2019, the Company closed the currency swaps, whose
positive fair value amounted as at 31 December 2018 (in-
clusive of deferred taxes) to EUR 54,986. In 2019, it con-
cluded new transactions and also partly closed some of
them. The overall change in the fair value is negative and
recorded at EUR 16,432. The positive fair value of open
currency swaps at the end of 2019 amounts to EUR 47,597,
from which the Company charged EUR 9,043 of deferred
tax liabilities. The final amount with the deferred tax ta-
ken into account is thus EUR 38,554.

Financial assets
measured at fair

Revaluation of
investment

property

Balance as at 1.1.2019 430,447
Forming, increase
Decrease -43,000

Transfer to profit or loss brought forward

Balance as at 31.12.2019 387,447
Balance as at 1.1.2018 0
Forming, increase 430,447
Decrease

Transfer to profit or loss brought forward

Balance as at 31.12.2018 430,447

At the end of 2019, the Group holds the following in the
fair value reserve:

- effects of revaluation of investment property at fair
value

« change in the value of financial assets available for
sale,

e actuarial losses on severance payments upon
retirement, and

 revaluation of land.

value through

comprehensive

Actuarial
revenues/losses
on severance
other
payments
- upon retirement
income
41,514 -1,441,940 11,565 -958,414
2,877 -1,305,824 -1,302,947
61,308 18,308
47,269 47,269
44,391 -2,639,187 11,565 -2,195,784
37,534 -1,343,891 11,565 -1,294,792
3,980 -116,403 318,024
-68,416 -68,416
86,769 86,769
41,514 -1,441,940 11,565 -958,415
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RETAINED EARNINGS

in EUR 2019 2018
Net profit or loss for the financial year 29,730,396 11,567,589
Retained earnings or losses 12,374,673 24,187,870
Total 42,105,069 12,620,281

The Group generated EUR 29,730,396 in net profit or loss Capital of the non-controlling interest represents the va-
in 2019. lue of owners holding non-controlling interests in subsi-
diaries and is posted at EUR 238,337.

NON-CONTROLLING INTERESTS

31.12.2019 1-12/2019 31.12.2018 1-12/2018

Non-controlling Interest in profit Non-controlling Interest in profit

interests or loss interests or loss

HSE Invest d.o.o. 147,272 -231,563
SRESA d.o.0. 23113 -2,075 25,188 -2,078
sHPP LOBNICA d.o.0. 215,224 -342 215,566 -1,373

Total 238,337 388,026 -235,014

The balance operating outturn is not established for the group.

PROVISIONS FOR SEVERANCE PAYMENTS UPON RETIREMENT AND JUBILEE
BONUSES (14)

in EUR 31.12.2019 31.12.2018
Provisions for severance payments upon retirement 16,922,977 11,223,161
Provisions for jubilee bonuses 3,065,591 3,398,496
Total 19,988,568 14,621,657

The Group posts provisions for severance payments upon retirement and jubilee bonuses, which have been allocated on
the basis of the actuarial calculation on 31 December 2019.
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MOVEMENT OF PROVISIONS FOR SEVERANCE PAYMENTS AND JUBILEE BONUSES

Provisions for  Provisions for jubilee

severance payments bonuses
Balance as at 1.1.2019 11,223,161 3,398,496 14,621,657
Forming, increase 9,394,013 1,597,013 10,991,026
Decrease, drawing -2,000,304 -199,850 -2,200,154
Decrease, elimination -1,693,893 1,730,068 -3,423,961
Balance as at 31.12.2019 16,922,977 3,065,591 19,988,568
Balance as at 1.1.2018 10,619,802 3,299,053 13,918,855
Forming, increase 2,242,816 640,673 2,883,489
Decrease, drawing 1,001,408 -360,352 -1,361,761
Decrease, elimination -638,048 -180,878 -818,926
Balance as at 31.12.2018 11,223,161 3,398,496 14,621,657
The actuarial calculation was based on: « for 2020 and 2021, the rates of increase in average

salaries from the autumn forecast of economic
trends 2019 (Institute of Macroeconomic Analysis
and Development) are taken into account. From 2022
onwards, average salaries in the Republic of Slovenia
service on 31.12. 2019, years of service up to first are projected to increase annually by 2.0% inflation
employment in the Group, type of contract, average and for real growth by 1.0%,
gross salary, etc.); » the discount rate is set in the range of 0.4% -0.7%,
employee turnover by age category, based on the published profitability of Slovenian
demographic assumptions (mortality tables, government bonds as at 31.12.2019; and
employee fluctuation, retirement),  provisions of the new corporate collective agreement,
adopted in April 2019, which redefine the rights to
jubilee bonuses and severance payments and their
amount.

data on employees (gender, date of birth, date of
first employment in the Group, employment for an
indefinite or definite period, years of pensionable

Analysis of the sensitivity of the change in discounted interest rate and salary growth to provisions for severance
payments and jubilee bonuses in 2019:

SENSITIVITY ANALYSIS FOR PROVISIONS FOR SEVERANCE PAYMENTS UPON RETIREMENT
AND JUBILEE BONUSES

Discount rate Salary growth
in EUR Decrease of 0.5% Increase of 0.5%  Decrease of 0.5% Increase of 0.5%
Provisions for severance payments upon retirement 305,684 -351,724 -299,121 314,038
Provisions for jubilee bonuses 37,807 -44,660 -39,846 41,163
Total 2019 343,491 -396,384 -338,967 355,201
Provisions for severance payments upon retirement 231,809 -213,964 -215,963 234,121
Provisions for jubilee bonuses 87,381 -81,069 -85,481 90,426

Total 2018 319,190 -295,033 -301,444 324,547
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OTHER PROVISIONS (15)

in EUR

For lawsuits

For the closing works of coal mines
For decommissioning

For compensations

Other provisions

Total
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31.12.2019 31.12.2018
661,523 1,361,675
36,468,052 29,205,052
12,489,398 10,728,721
1,645,920 1,920,748
2,928,631 3,065,728
54,193,524 46,282,924

The increase in provisions mainly relates to the increase in provisions related to the closing works of coal mines and to
the decommissioning of block 6 resulting from the effect of the change in the discount rate in relation to the previous

year.

MOVEMENT OF OTHER PROVISIONS

For the closing

For lawsuits works of _coal

mines

Balance as at 1.1.2019 1,361,675 29,205,052
Forming, increase 49,848 7,263,000
Decrease, drawing 0 0
Decrease, elimination -750,000 0
Balance as at 31.12.2019 661,523 36,468,052
Balance as at 1.1.2018 4,363,077 31,224,052
Forming - increase 361,675 0
Decrease - drawing -930,000 0
Decrease - elimination -2,433,077 -2,019,000
Balance as at 31.12.2018 1,361,675 29,205,052

Provisions for lawsuits were allocated on the basis of
the estimation of liability from lawsuits where the gro-
up appears as defendant. Formation of these provisions
refers also to the increase due to new lawsuits and char-
ged default interest on the part of damage amounts cla-
imed. The reduction of provisions in the amount of EUR
750,000 from lawsuits is due to the reversal of provisions
for compensation to the Municipality of Velenje.

For 2019, PV reassessed the activity valuation and the
value of closing works in December 2019, and on this ba-
sis further formulated provisions for closing works in the
amount of EUR 1,592,000. The effect of the harmonisa-
tion of discounting of stated provisions increases by EUR
336,000 in 2019, and the provisions increased further

For For Other
decomissioning compensations provisions
10,729,721 1,920,748 3,065,728 46,282,924
1,758,677 0 220,434 9,292,959
0 -139,428 -291,629 -431,057
0 -135,400 -65,902 -951,302
12,489,398 1,645,920 2,928,631 54,193,524
11,375,992 1,647,362 3,885,277 52,495,760
0 422,875 269,931 1,054,481
0 -149,489 -594,540 -1,674,029
-646,271 0 -494,940 -5,593,288
10,729,721 1,920,748 3,065,728 46,282,924

through the increase in the value of cave buildings due
to the expected closing works of EUR 5,335,000, which is
due to the effect of the change in the discount rate appli-
ed in relation to the previous year.

Based on the Energy licence and assessment of costs for
dismantling the Block 6 upon the expiry of the useful life,
the company TES additionally formed provisions in the
amount of EUR 1,759,677. The increase of provisions for
dismantling the Block 6 includes EUR 123,499 of finance
costs (discounting due to expiry), while EUR 1,636,178 re-
fers to the effect of the changed discount rate, which is
disclosed through the changed value of investments in
construction works.
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OTHER LONG-TERM LIABILITIES (16)

in EUR

Emmission coupons

Other government grants received
Other long-term liabilities

Total

The majority of other long-term liabilities includes gover-
nment grants, which refer to assigned contributions for
the disabled, in accordance with the Vocational Rehabi-
litation and Employment of Disabled Persons Act. They

MOVEMENT OF OTHER LONG-TERM LIABILITIES

K = w187 >
31.12.2019 31.12.2018
32,041 148,159
1,154,756 1,250,317
452,359 485,750
1,639,156 1,884,226

are used to settle costs indicated in the aforementioned
Act. The Group's other long-term liabilities include also
co-financing assets received in connection with a Euro-
pean project.

Balance as at 1.1.2019

Acquisitions
Disposals

Exchange differences
Release

Balance as at 31.12.2019

Balance as at 1.1.2018
Acquisitions
Disposals

Balance as at 31.12.2018

] Other
Emmission
government
coupons .

grants received
70,008 1,328,468 485,750 1,884,226
0 7,152,635 351,488 7,504,123
0 -7,326,347 -384,898 -7,711,245
0 0 19 19
-37,967 0 0 -37,967
32,041 1,154,756 452,359 1,639,156
115,343 1,619,446 0 1,734,789
0 6,915,970 485,750 7,401,720
-45,335 -7,206,948 0 -7,252,283
70,008 1,328,468 485,750 1,884,226
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LONG-TERM FINANCIAL LIABILITIES (17)

in EUR
Long-term financial liabilities to banks
Other long-term financial liabilities

Total

Long-term financial liabilities to banks include long-term
borrowings that were granted by Slovenian and foreign
banks. Interest rates are fixed and variable, with varia-
ble interest rates based on 1-, 3- and 6-month Euribor,
respectively, and a markup ranging from 0.91% to 4.9%.
In the case of negative Euribor, some loans are only re-
munerated by taking into account the markup. The fixed
rate is 5,46%.

The values of loan principals due in 2020 are recorded
as short-term liabilities to banks in the amount of EUR
65,736,824,
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31.12.2019 31.12.2018
666,419,394 700,788,733
0 342,077
666,419,394 701,130,810

In 2019, the Group successfully refinanced part of the exi-
sting long-term loan, amounting to EUR 160,000,000 of
fixed long-term loan with a maturity of seven years and
EUR 50,000,000 of a long-term revolving loan with a ma-
turity of three years, and agreed for some new loans lower
interest rates.

Moreover, the Group regularly monitors the movement of
Euribor market interest rates and accordingly compiles
periodical Strategies of interest rate management of the
company. The objective of interest rate risk management
is to limit and reduce the risk associated with changes
in interest rates and in this way to stabilise cash flows.
No new contracts were concluded for interest-rate risk in-
surance in 2019.

MOVEMENT OF LONG-TERM FINANCIAL LIABILITIES

Balance as at 31.12.2018
Reclassification financial leases IFRS 16
Balance as at 1.1.2019

Acquisitions

Transfers to short-term liabilities
Repayments

Other

Balance as at 31.12.2019

Balance as at 1.1.2018
Acquisitions

Transfers to short-term liabilities
Repayments

Balance as at 31.12.2018

All Group's long-term loans are collateralised with mort-
gages on properties, assignment of receivables, pledge of
accounts, cash and shareholding interests, and a guaran-
tee of the parent company, a guarantee of a subsidiary,
and a guarantee of the Republic of Slovenia and with bills
of exchange.

Long-term financial

Other long-term

liabilities to banks financial liabilities
700,788,733 342,077 701,130,810
0 -342,077 -342,077
700,788,733 0 700,788,733
181,440,000 0 181,440,000
-65,829,820 0 65,829,820
150,909,096 -150,909,096
929,577 929,577
666,419,394 0 666,419,394
779,479,756 63,165 779,542,921
4,606,183 508,421 5,114,604
-82,784,706 -229,509 -83,014,215
-512,500 0 -512,500
700,788,733 342,077 701,130,810

The Group's contracts on long-term loans include bank
covenants, which were fully met as at 31 December 2019.
Maturities of long-term liabilities by period are disclosed
within the section on liquidity risk.
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SHORT-TERM FINANCIAL LIABILITIES (18)
in EUR 31.12.2019 31.12.2018
Short-term financial liabilities to banks without interest 65,736,820 82,626,356
Short-term financial liabilities to banks with interest 17,742 133,445
Other short-term financial liabilities 80,787 246,702
Total 65,935,349 83,006,503

The bulk of short-term financial liabilities are represented by loan liabilities to banks, namely part of the Group's long-
-term loans due within a year following the date of the consolidated statement of financial position.

MOVEMENT OF SHORT-TERM FINANCIAL LIABILITIES

Short-term Short-term

financial LLEDE] Other short-

liabilities to liabilities to Snorttenm term financial

banks without banks with liabilities

interest interest

Balance as at 31.12.2018 82,626,356 133,445 0 246,702 83,006,503
Reclassification financial leases IFRS 16 0 0 0 -140,912 -140,912
Balance as at 1.1.2019 82,626,356 133,445 0 105,790 82,865,591
Increase 42,514,000 23,410,134 0 7,208,705 73,132,839
Transfers from long-term liabilities 65,829,820 0 0 0 65,829,820
Short-term repayments -42,893,838 -23,425,837 0 -7,233,758 -73,553,433
Long-term repayments -82,339,517 0 0 0 -82,339,517
Other 0 0 50 50
Balance as at 31.12.2019 65,736,821 117,742 0 80,787 65,935,350
Balance as at 1.1.2018 71,556,466 138,838 60,937 140,055 71,835,359
Increase 22,441,793 26,581,923 0 2,033,165 51,056,881
Transfers from long-term liabilities 82,784,706 0 0 229,509 83,014,215
Short-term repayments -22,596,955 -26,587,316 0 -2,039,957 -51,224,228
Long-term repayments 72,057,775 0 0 -116,070 -72,173,845
Other 498121 0 -60,937 0 498,121
Balance as at 31.12.2018 82,626,356 133,445 0 246,702 83,006,503
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SHORT-TERM TRADE LIABILITIES TO SUPPLIERS (19)

in EUR 31.12.2019 31.12.2018
Short-term trade liabilities to associates 1,635,480 1,940,758
Short-term trade liabilities to jointly-controlled companies 78,938 62,918
Short-term trade liabilities to suppliers 136,261,211 139,180,581
Total 137,975,629 141,184,257

Disclosures regarding the maturity of trade liabilities to suppliers are provided in the section discussing liquidity risk.

OTHER SHORT-TERM LIABILITIES (20)

in EUR 31.12.2019 31.12.2018
Short-term trade liabilities on the basis of advances 305,215 86,810
Short-term trade liabilities to employees 13,088,357 14,199,050
Short-term trade liabilities to state and other institutions 28,947,982 26,818,171
Short-term trade liabilities to others 2,432,103 3,520,520
Short-term accrued costs and expenses 8,436,932 8,558,865
Total 53,210,589 53,183,416
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LEASES - MSRP 16 (21)

When moving to IFRS 16, the Group chose a modified
retrospective approach where assets representing the
right of use are measured as an amount equal to the le-
ase liabilities. The introduction of IFRS 16 did not have
a significant impact on the financial statements of the
Group. As a result of the transition to IFRS 16, the Com-
pany's fixed assets under the right of use increased by
EUR 5,757,169 on 1 January 2019 and funding liabilities
increased by the same amount. Due to the chosen tran-
sition method, there were no effects on retained profits.

RIGHT TO USE LEASED ASSETS

in EUR
Right to use leased assets

Total

MOVEMENT OF THE RIGHT TO USE ASSETS
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In order to recognise liabilities arising from short-term
leases and leases of smaller value, the Group applies the
exception permitted by the standard. The value of shor-
t-term leases was EUR 172,076 in 2019 and the value of

leases of smaller value was EUR 45,161.

31.12.2019 31.12.2018
4,678,163 0
4,678,163 (1]

Liabilities to state and other institutions account nearly
half of other short-term liabilities, where most thereof
relates to VAT arising from emission coupons given to
the State. Approximately a quarter of other short-term
liabilities, which mostly include liabilities to employees,
refer to December earnings paid out in January 2019. The

Group hereunder discloses also liabilities in connection
with unused days of holiday leave in the amount of EUR
1,379,481(2018: EUR 1,554,785). Short-term accrued costs
largely refer to costs for accounted interest and bank gu-
arantees, costs for damages and costs relating to electri-
city purchases.

Cost 1.1.2019 3,302,724
Reclassification financial leases IFRS 16 0
Cost 1.1.2019 3,302,724
Acquisitions 0
Cost 31.12.2019 3,302,725
Depreciable amount 1.1.2019 0
Reclassification financial leases IFRS 16

Depreciable amount 1.1.2019 0
Amortisation 660,545
Depreciable amount 31.12.2019 660,545
Book value 1.1.2019 3,302,724
Book value 31.12.2019 2,642,180

Buildings :;?ﬂ:;:;: Other equipment
1,364,004 930,343 160,097 5,757,168
0 523,724 0 523,724
1,364,004 1,454,067 160,097 6,280,892
0 0 0 0
1,364,004 1,454,067 160,097 6,280,893
0 0 0 0
22,524 22,524
0 22,524 0 22,524
287,158 569,917 62,586 1,580,206
287,158 592,441 62,586 1,602,730
1,364,004 1,431,543 160,097 6,258,368
1,076,846 861,626 97,51 4,678,163
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FINANCIAL LIABILITIES FROM LEASES

in EUR 31.12.2019 31.12.2018
Long-term financial liabilities from leases 3,452,707 0
Short-term financial liabilities from leases 1,748,662 0
Total 5,201,369 0

MOVEMENT OF FINANCIAL LIABILITIES FROM LEASES

Long-term financial Short-term financial

liabilities from leases liabilities from leases
Balance as at 1.1.2019 4,325,116 1,432,052 5,757,168
Reclassification financial leases IFRS 16 342,077 140,912 482,989
Balance as at 1.1.2019 4,667,193 1,572,964 6,240,157
Acquisitions 669,780 669,780
Transfers to short-term liabilities -1,884,265 0 -1,884,265
Transfers from long-term liabilities 0 1,884,265 1,884,265
Repayments 1,708,568 -1,708,568
Balance as at 31.12.2019 3,452,708 1,748,661 5,201,369

CONTINGENT LIABILITIES (22)

in EUR 31.12.2019 31.12.2018
Guarantees for a good performance of work/correcting errors 816,296 1,124,430
Other 0 250,000
Total 816,296 1,374,430

Performance/deficiency rectification guarantees include the Group's guarantees to third parties from executed transa-
ctions.
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3.5.7.2 Consolidated income statement

NET SALES REVENUE (23)

in EUR

On the domestic market
Electricity

Thermal energy

Other products

Other trade goods and materials
Other services

On a foreign market

Electricity

Other products

Other trade goods and materials
Other services

Total

Most of the revenue refers to the revenue generated thro-
ugh the sale of electricity by the parent company.

Revenue from thermal energy fully refers to the company
TES, which produces thermal energy.

OTHER OPERATING INCOME (24)

in EUR

Revenues from the reversal of provisions

Drawing of deferred revenue

Reversal of impairment of receivables

Income from compensations and contractual penalties
Default interest

Profit in the sale of fixed assets

Other

Total

Among other operating revenue, the drawing up of defer-
red revenue represents the largest part and mainly refers
to the utilisation of contributions assigned to disabled
employees.
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2019 2018
604,861,463 538,683,506
582,756,501 521,860,433
6,700,411 5,985,743
564,355 463,168
1,562,056 1,464,444
13,278,140 8,909,712
1,105,713,512 933,281,715
1,091,470,545 915,601,745
371,802 6,077
76,002 125,731
13,795,163 17,548,162
1,710,574,975 1,471,965,221

Income generated on other merchandise and material
include mainly sale of waste material and the sales of
emission coupons.

Revenue from other services provided is generated largely
through services in connection with electricity (i.e. contri-
bution for allocation of transfer capacities, etc.), whereas
the rest refers to construction, mining and maintenance
services, rents and other services.

2019 2018
967,934 2,928,333
7,334,718 7,218,970
45,741 407,866
1,021,096 871,067
164,418 67,225
539,461 1,371,075
7,967,693 4,760,502
18,041,061 17,626,038

Most of other operating revenue refers to profits gene-
rated on trading with standardized futures contracts in
relation to electricity and emission coupons.
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COSTS OF GOODS, MATERIALS AND SERVICES (25)

in EUR

Cost of goods sold

Dependent cost of goods sold

Total cost of goods sold

Cost of material

Cost of auxiliary material

Energy costs

Cost of spare parts

Cost of small tools

Office supplies

Professional literature

Harmonization of costs of material and small tools
Cost of fire prevention

Cost of material to eliminate damage
Other

Total cost of material

Cost of services when creating products
Cost of transport services

Maintenance services

Lease costs

Employee reimbursements costs related to work
Insurance and banking costs

Intellectual and personal service costs
Research and development costs

Cost of fairs, commercials and representation
Cost of services of natural persons
Utilities

Costs of mining damages

Security and control costs

Cleaning services

Coal sorting

Membership fees

Property management

Forwarding costs

Cost of arranging landfill

Formation of annual reports and journals
Costs of copying and plotting

Other

Total cost of services

Total

2019
1,258,820,543
42,104,635
1,300,925,178
24,286,974
2,791,855
2,046,660
5,523,649
403,817
171,630
16,130
35,213

0

0

1,234,714
36,510,642
8,637,803
844,447
10,741,694
845,540
327,154
5,854,928
4,728,926
0

945,910
875,844
3,289,152
141,758
39,759
9,361

0

198,452
229,715
2,990
110,328

0

12,087
807,814
38,643,662
1,376,079,482

2018
1,078,719,619
35,706,938
1,114,426,557
22,132,953
2,535,016
1,835,147
7,061,006
385,338
206,406
40,752
2,034
3,696
1,056
1138,401
35,341,805
4,811,150
885,451
9,232,931
2,895,803
260,989
5,392,942
4,990,656
126,442
766,065
860,392
3,828,028
0

192,784
187,697
21627
180,294
113,175
3,902
450,511
1,983
10,764
873,500
36,087,086

1,185,855,448
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Costs of goods sold include mainly costs of purchasing
electricity and accompanying expenses thereof.

Costs of materials comprise the most significant costs of
energy products required for the production of electricity
(except costs of coal) and thermal energy, as well as costs
of spare parts and material for maintenance of plant and
equipment.

AUDITOR COSTS

in EUR
Auditing of the annual report
Other assurance services

Total

The financial statements of the HSE Group companies in
Slovenia were in 2019 audited by the audit firm Deloitte
revizija d.o.0., which also carried out a review of finan-
cial information of subsidiaries abroad that are included
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Costs of services to a large extent include maintenance
costs of Group's fixed assets, costs of insurance, costs of
personal and professional services; services relating to
creating products include construction services, drilling
work and diverse restoration work, and sewage disposal
services. The increase in the cost of services when crea-
ting products is due to the increased volume of operati-
ons.

2019 2018
38,71 123,074
5,300 9,108

104,011 132,182

in the consolidation; however, their financial statements
were not audited in the country of residence. Two com-
panies, which are registered abroad, were audited by the
audit companies in their respective countries.
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LABOUR COSTS (26)

in EUR

Salaries

Costs of the pension insurance scheme
Costs of other insurance

Other labour costs

Total

Labour costs comprise salaries and compensations, soci-
al insurance contributions, additional pension insurance
and other labour costs (meal allowance, commuting al-
lowance, annual leave allowance, financial support, pro-
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2019 2018
91,185,131 89,864,875
15,674,309 15,301,567
6,675,669 6,538,015
18,194,474 12,815,165
131,729,583 124,519,622

visions for jubilee bonuses and severance payment upon
retirement, etc.). Costs of compensations for unused ho-
liday leave in 2019, which can be utilised by 30 June 2020,
are accounted as well.

NUMBER OF EMPLOYEES AND AVERAGE NUMBER OF EMPLOYEES BY EDUCATIONAL

STRUCTURE
Educational class 1.1.2019
1 157
2 106
3 53
4 1,077
5 820
6/1 338
6/2 206
7 269
8/1 70
8/2 12

WRITE-DOWNS IN VALUE (27)

in EUR

Amortisation of intangible assets

Amortisation of property, plant and equipment

Amortisation of leased assets

Impairments/write-offs of receivables

Impairments/write-offs of inventories

Impairment in property, plant and equipment and intangible assets
Write-offs in property, plant and equipment

Sales in property, plant and equipment and investment property

Total

31.12.2019 Average number of employees
178 168
106 106

53 53
1,068 1,073
837 829
336 337
2N 209
271 270
72 7

14 13
EALY) 3,128
2019 2018
713,0M 797,781
77,470,921 76,148,173
1,580,206 0
38,652 65,638
544,915 222,833
4,221 18,705,593
6,127,922 1,373,600
37,445 373,320

86,517,293 97,686,938
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The majority of write-downs in value made in 2019 relates
to the impairment of property, plant and equipment, as
well as investment property.

In order to adjust the value of inventories to net realiza-
ble value, the Group established an inventory correction
of EUR 534,899.

The largest share of write-down of property, plant and
equipment relates to the write-down of the investment
in course of the Hrastje-Mota hydro power plant on the
Mura River in the amount of EUR 5,960,636, due to the
adopted Government decision to stop the preparation

CAPITALISED OWN PRODUCTS (28)

in EUR
Capitalised own products and services

Total

Capitalised own products and services largely comprise:

K = 1w
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of the national spatial plan for the Hrastje-Mota hydro
power plant on the Mura River.

Amortisation of fixed assets acquired through gover-
nment grants or free of charge is accounted for separa-
tely. For the amount of accumulated amortisation, lon-
g-term deferred income is utilised, and other operating
income is recorded.

Among the value adjustments of trade receivables, dou-
btful receivables from operating activities are recognised,
which is disclosed in the credit risk in this report.

+ engineering services rendered during the construction and reconstruction of HPP,

» works related to cave sites.

OTHER OPERATING EXPENSES (29)

in EUR

Forming of provisions

Compensation for use of building land
Concessions

Environmental protection expenses
Donations

Other operating expenses

Total

The most important among other operating expenses are
the environmental levies (costs of emission coupons and
water recovery), the concession contribution paid to the

2019 2018
-14,224,268 15,395,195
-14,224,268 -15,395,195

2019 2018

223,910 1,054,478
9,878,716 11,688,755
16,009,266 14,223,216
45,365,336 35,971,004
392,096 2,042,048
3,358,733 2,723,040
75,228,057 67,703,542

state, and charge for the use of construction land. The
reason for the increase in environmental protection costs
is the higher price of emission coupons in 2019.
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FINANCIAL RESULT (30)

The Group incurred in 2019 a negative financial result in the amount of EUR 30,874,287.

FINANCIAL REVENUE

in EUR 2019 2018
Financial revenue from dividends and other profit shares 2,960 106,959
Financial revenue from loans and deposits given 3,755 3,006
Financial revenue from sales of financial investments 0 52,697
Other financial revenue 364 209
Total 7,079 162,871

The share in the positive operating result of associates and jointly-controlled companies, which was accounted by using
the equity method, was in this report disclosed in the consolidated income statement under a separate item. The share
of profit or loss of associates and joint ventures for the year 2019 amounted to EUR 1,273,673.

FINANCIAL EXPENSES

in EUR 2019 2018
Financial expenses for interest 23,219,909 26,091,743
Financial expenses from the sale of financial investments 26,684 0
Other financial expenses 8,984,234 7,275,859
Total 32,230,827 33,367,602

Other finance expenses largely refer to costs associated with loans taken.
Financial expenses from the sale of investments relates to the realised loss at the time of the liquidation of HSE Adria.

Other finance costs largely include costs and collaterals related to the borrowings raised.
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TAXES (31)

in EUR
Current tax

Deferred taxes

Total tax from profit recognised in the income statement

Deferred tax recognised in capital

Companies of the Group are liable for corporation tax, va-
lue-added tax, financial services and excise tax.

In 2019, four out of fourteen Group companies in Slove-
nia were liable to pay corporate income tax, as well as all
three companies abroad. Other companies did not esta-
blish a basis for the payment due to tax relief, drawing
tax losses and negative operating results.

Current tax of Group companies in 2019 amounted to EUR
13,501,990. On the basis of current tax at the end of 2019,
Group companies disclose EUR 691,240 of current tax as-
sets and EUR 4,268,719 of current tax liabilities.

Deferred taxes relate to deferred tax assets recognised in
the amount of probable profits against which tax can be
offset in the future. Deferred tax assets are decreased by
the amount up to which it is no longer probable that tax

CALCULATION OF THE EFFECTIVE TAX RATE

in EUR

Profit or loss before taxes

Calculated tax at the applicable tax rate

Tax on revenues that lower the tax base

Tax on tax deductions

Tax on expenses that lower the tax base

Tax on unrecognised expenses

Tax from other changes in the tax balance sheet
Tax effect of unrecognised deferred tax losses
Tax levied

Deferred taxes

Total taxes

Effective tax rate

K = 199 >
2019 2018
13,501,990 10,847,119
-3,948 108,629

13,498,042 10,955,748

-9,043 -12,584

deductible expenses can be utilised in the future or the
amount up to which expenses have been included in tax
statements for the current year.

Among deferred taxes, the Group recorded deferred tax
assets in the amount of EUR 721,364 and EUR 15,609 in
deferred tax liabilities. Further details on deferred tax as-
sets are disclosed in Notes 5 and 6 of the consolidated
statement of financial position.

At the end of 2019, the Group companies have unused tax
losses in the amount of EUR 902,467,194, for which they
did not create deferred tax assets.

In establishing the base for current tax, revenue and
expenses established in accordance with IFRS were cor-
rected in terms of decrease and increase in tax base, as
shown in the table below.

2019 2018
29,720,235 -846,855
8,403,543 165,730

-265,666 589,443
-1,114,431 -885,960
-81,626 -1,060,815
1,040,661 963,386
123,154 377,621
5,396,355 11,029,174
13,501,990 10,847,119
-3,948 108,629
13,498,042 10,955,748

45.00% /
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NET PROFIT OR LOSS FOR THE PERIOD (32)

in EUR

Gross return from operations
Earnings before interest and tax
Financial result

Profit or loss before taxes

Net profit or loss for the financial year

2019 2018
1,743,654,723 1,489,591,259
74,100,308 30,442,789
-32,223,748 33,204,731
43,226,022 -846,855
29,727,980 -11,802,603

In 2019, the HSE Group generated a positive net profit or loss of EUR 29,727,980.

3.5.7.3 Related companies

Related companies are entities in which the Group has a
significant influence and companies in which the Group
jointly controls with other owners the operations of this
entity, and of the entities where the government owns
the majority equity interest.

The Group operated with related parties based on sale/
purchase contracts. The turnover of all transactions
(excluding VAT) including financial revenues is recorded
between sales and purchases. Transactions with associ-
ates mostly refer to the purchase of electricity from the
HESS and the write-up of profits in this company.

The most important transactions with related companies
include the following:

* transactions with associates and jointly-controlled
companies and

 transactions with companies that are directly
or indirectly owned by the Republic of Slovenia
(ownership exceeds 50%) and are important for HSE
from the perspective of significance of transactions
(income or expenses in 2019 exceed EUR 2,000,000),
except banks where all transactions are disclosed.
Transactions relate mostly to electricity trading and
the funding of the HSE Group.

The parent company is 100% owned by the Republic of
Slovenia. Dividends were not paid in 2019.

DATA ON TRANSACTIONS WITH RELATED COMPANIES

Associates 1,737,180
Jointly-controlled companies 173,054
Total 1,910,234

Receivables Liabilities

Purchases as at as at
31.12.2019 31.12.2019

9,566,334 69,194 1,635,480
863,151 146 78,938

10,429,485 69,340 1,714,418
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TRANSACTIONS WITH THE REPUBLIC OF SLOVENIA AND LEGAL ENTITIES DIRECTLY
OWNED BY THE REPUBLIC OF SLOVENIA

Open receivables Open liabilities Revenue Expenses

as at 31.12.2019 as at 31.12.2019 1-12 2019 1-12 2019

BORZEN d.o.0. 369,233 271,728 9,126,222 8,790,496
BSP d.o.o0. 311,588 496,306 70,062,092 51,901,194
ECE d.o.o0. 12,619,128 713,177 130,333,078 7,499,171
ELES d.o.o. 2,558,041 71,577 24,588,632 3,594,162
ELEKTRO MARIBOR ENERGIJA PLUS d.o.o. 6,294,139 8,214 65,340,119 1,869,978
E3d.o.0. 7,818,403 349,683 69,491,472 4,586,671
GEN ENERIGJA d.o.0. 83,918 21,784 818,346 383,091
GEN-I d.o.o. 10,329,928 13,319,357 83,396,706 93,706,703
PETROL d.d. 5,955,726 8,451,634 47,036,264 49,907,224
Energy companies - total 46,340,105 24,343,460 500,192,931 222,238,690
TALUM d.d. 1,699,743 269,902 16,605,665 925,843
Aluminium production 1,699,743 269,902 16,605,665 925,843
AVTENTA d.o.0. 0 36,997 0 137,838
VGP DRAVA Ptuj d.o.o. 0 21,724 0 643,426
Other - total 0 248,721 0 781,264
NLB d.d. 0 57,000,014 1,533 1,396,555
SID d.d. 0 55,532,386 0 1,395,009
ABANKA d.d. 0 1,634 0 23,443
Gorenjska banka d.d. 0 2,934 0 46,991
Nova KBM d.d. 0 17,409 0 200,504
SKB d.d. 0 228 0 46,207
BKS BANK AG 0 13,490 0 74,340
Banks - total 0 112,568,095 1,533 3,183,049
Total 48,039,848 137,430,178 516,800,129 227,128,846
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3.5.7.4 Remuneration

Remuneration of managers and employees who are not
subject to the tariff part of the collective agreement in-
cludes:

* gross compensation included in the income tax return
statement,

- other allowances (meals, transportation, daily
allowances, untaxed portion of jubilee bonuses), and

* premiums paid for voluntary supplementary pension
insurance.

Annual Report of the HSE Group and HSE Company 2019

Remuneration of Supervisory Board members includes
gross attendance fees of all members (composition of
the Supervisory Board changed during the year), including
travel expenses related to the performance of tasks in the
Supervisory Boards and their Committees.

Board members and managerial staff, employees that are
not subject to the tariff part of collective agreements and
the members of the supervisory boards of group compa-
nies did not receive profit shares from the Assembly, nor
did companies granted advances, new loans or guarante-
es in 2019 by HSE Group companies.

REMUNERATION
in EUR Gross 0t!|er Bonus Reimbursement Attendance Total
salary  remuneration of costs fees
Management board members 1,239,599 142,256 47,772 23,766 1,453,393
Members of Supervisory Boards and
Committees of the Supervisory Board 0 0 456 3.022 243,263 h e
Employees not subject to the tariff part of 1232.973 121,291 39.917 24116 0 1418297

the collective agreement

Total 2019 2,472,572 263,547 88,145 50,904 243,263 ERNEREY
Management board members 1,126,507 45,947 41,776 20,667 7,867 1,242,764
Members of Supervisory Boards and

Committees of the Supervisory Board 0 0 1350 2.233 233,353 237,602
Employees not subject to the tariff part of 104,468 122,740 34,308 21,554 0 1,283,070
the collective agreement

Total 2018 2,230,975 168,687 78,034 44,514 241,226 2,763,436
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REMUNERATION OF THE MANAGEMENT OF COMPANIES

Gross Other Reimbursement i

salary remuneration Bonuses of costs attendafnce

ees
Stojan Nikoli¢- HSE 130,137 4,724 2,445 2,623 7,544 147,473
Viktor Vraéar-HSE, TES 75,247 8,014 3,778 783 440 88,262
Matjaz Marovt - HSE 42,723 33,906 2,740 349 1,954 81,672
Marjan Pintar - SENG 8,417 112 18 8,647
Arman Koritnik - TES 31,967 787 2,253 239 35,246
Ludvik Golob - PV 90,322 4,246 875 991 96,434
Mojca Letnik - PV 102,600 3,959 3,780 1,493 111,832
Suzana Kozeljnik- HTZ 69,21 3,982 28 2,836 76,057
Andrej Tumpej - DEM 107,058 4,725 7,830 1,921 121,534
Miha Pecovnik - HSE Invest 86,263 1,905 7,086 1,880 97,144
Anton 2agar-RGP 68,400 3,982 2,842 1,267 76,491
Iztok Kikec - SIPOTEH 48,000 3,268 28 2,032 53,328
Damijan Kanduti - PLP 68,257 4,078 1,605 1,462 75,402
Marko Mavec - PV 12,513 966 428 13,907
Gregor Uranjek - PV 77,038 12,890 1,560 1,860 93,348
Radovan Jereb - SENG 85,985 1,905 1,837 1,481 91,208
Mitja Tasler -TES 72,959 4,020 6,298 1,207 84,484
Mirko Marincic - HSE 48,845 2,128 2,665 640 54,278
Bogdan Makovsek - PV 13,657 42,771 156 56,584

Total 1,239,599 47,772 23,766 1,463,331

REMUNERATION OF MEMBERS OF THE SUPERVISORY BOARD

Gross Travel
attendance Bonuses
fees expenses
Stojan Nikolic - Chairman of the PV SB 7,392 152 7,544
Bostjan Jancar - Member of the HSE SB 15,370 15,370
Bostjan Markoli - Member of the HSE SB and Deputy Chairperson of the PV SB 18,775 93 18,868
Jernej Otic - Member of the HSE SB 15,920 1,719 17,639
Milo$ Pantos - Member of the HSE SB 15,509 25 15,534
Milan Perovi¢ - Chairman of the HSE SB 6,788 53 6,841
Viktor Vracar - Member of the HSE SB 5,215 12 5,227
Matjaz Marovt - Chairman of the PV SB 2,088 152 2,240
Barbara Gorjup - Deputy Chairperson of the HSE SB 14,935 14,935
Drago Polak - Deputy Chairperson of the HSE Invest SB 220 220
Danilo Rednjak - Member of the PV SB 6,006 152 6,158
Alida Rejec - Member of the HSE Invest SB 660 660
Andrej Tumpej Member of the HSE Invest SB 660 660
Katja Rejec - Member of HSE Invest SB 660 660
Gregor Mikelj - Member of the HSE Invest SB 660 660
Vesna Cukrov - Member of the HSE SB 15,530 354 15,944
Petja Rijavec - Member of the HSE SB 14,849 69 14,918
Tomaz Besek - Chairman of the HSE SB 1,777 131 11,908
Goran Brankovi¢ - Member of the HSE SB 10,814 10,814
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REMUNERATION OF MEMBERS OF THE AUDIT COMMITTEE

in EUR

Bostjan Jancar - Member of the Audit Committee

Bostjan Markoli - Member of the Audit Committee

Barbara Gorjup - Chairperson of the Audit Committee

Maja Zaman Groff - External Member of the Audit Committee

Total

REMUNERATION OF MEMBERS OF THE PERSONNEL COMMITTEE

in EUR

Bostjan Markoli- Member of the Personnel Committee

Milo$ Pantos - Chairman of the Personnel Committee from 5.4.2019
Milan Perovic - Chairman of the Personnel Committee to 28.3.2019
Barbara Gorjup - Member of the Personnel Committee

Petja Rijavec - Member of the Personnel Committee

Alenka Erker Lozinsek - PV Personnel Committee

Total

Gross
attendance fees

4,504
4,101
571
13,851
28,167

Gross
attendance fees

4,981
3,867
2,214
4,981
5,201
1,320
22,564

Travel expenses

126
19
51
87
283

Travel expenses

21
10
27
52
0

0
110

REMUNERATION OF THE MEMBERS OF THE RESTRUCTURING COMMITTEE

in EUR

Jernej Otic - Member of the Restructuring Committee

Milos Pantos - Member of the Restructuring Committee

Viktor Vracar - Chairman of the Restructuring Committee to 28.3.2019
Vesna Cukrov - Member of the Restructuring Committee

Goran Brankovic - Chairman of the Restructuring Committee from 8.4.2019

Total

REMUNERATIONS OF MEMBERS OF THE MARKETING AND INVESTMENT COMMITTEE

in EUR

Bostjan Jancar - Member of the Marketing and Investment Committee
Bostjan Markoli - Member of the Marketing and Investment Committee
Milos Pantos - Chairman of the Marketing and Investment Committee
Viktor Vracar - Member of the Marketing and Investment Committee
Goran Brankovi¢ - Member of the Marketing and Investment Committee

Total

Gross
attendance fees

3,353
3,265
1,598
2,825
3,391
14,432

Gross
attendance fees

3,221
2,825
4,634
1,095
2437
14,212

Travel expenses

135
5

3
19

162

Travel expenses

n

Total

4,630
4,120
5762

13,938
28,450

Total

5,002
3,877
2,241
5,033
5,201
1,320
22,674

Total

3,488
3,270
1,601
2,844
3,391
14,594

Total

3,221
2,831
4,639
1,085
2,437
14,223
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3.5.7.5 Financial instruments and risks
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This section is related to the chapter Financial Risk Management and the chapter on financial risks in the operations

part.

CREDIT RISK

98% of Group's revenue refers to the activity of electrici-
ty trading, therefore most of the credit risk management
activities are centred in the controlling company. The la-
tter manages credit risk in accordance with procedures
described in section Credit risk in the Accounting report
of the controlling company, which discusses also the
structure of the controlling company's short-term recei-
vables and their management. The HSE Company, which
purchases most of the production from its subsidiaries or
the Group's production units, settles its liabilities pursu-
ant to provisions of the contract on electricity purchase
concluded by the controlling company on an annual bases
with its subsidiaries engaged in electricity production.
The electricity is thereupon sold by the HSE company on
the market, indicating that it is thus mostly exposed to
credit risk. The credit risks of subsidiaries are managed
according to internal policies and procedures of each in-
dividual subsidiary.

Group companies manage credit risks by means of a de-
tailed examination and rational selection of its business
partners prior to their approval, by means of regular mo-
nitoring of the business partner's operations upon their
approval, and by means of a conservative approach that
further defines the volume of operations with individual
partner.

Operating receivables are insured with bank guarantees,
corporate guarantees, pledge of receivables under con-
tracts on managing bank accounts, with deposits, with
advance payments, bills of exchange and enforcement
drafts. Group companies have insured approximately 79%
of short-term trade receivables, which represent the ma-
jority of all group receivables.

In the case of a delay of payment, the purchasers in Slo-
venia and abroad are charged with contractually agreed
late payment interests.

LONG-TERM TRADE AND FINANCIAL RECEIVABLES ACCORDING TO THEIR MATURITY DATE

Long-term deposits given to others

Long-term trade receivables

Long-term advances given

Long-term trade receivables from others

Total 31.12.2019
Long-term deposits given to others
Long-term trade receivables

Long-term advances given

Long-term trade receivables from others

Total 31.12.2018

Maturity date

up to 2 years 3 to5years over 5 years
after the date after the date after the date
of SFP of SFP of SFP

17,564 7,756 16,611 41,931

0 168,646 0 168,646

10,147 27,440 9,145 46,732

0 0 797,501 797,501

27,711 203,842 823,257 1,054,810
10,000 21,437 13,119 44,556
583,035 0 0 583,035
10,147 28,440 18,292 56,873
0 0 3,050,904 3,050,904
603,182 49,877 3,082,315 3,735,374
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SHORT-TERM TRADE AND FINANCIAL RECEIVABLES ACCORDING TO THEIR MATURITY DATE

Maturity date
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Short-term financial

Not past
due

Upto3
months past
due (up to 90
days)

receivables and loans given 51 0
to others

Short-term deposits given to 12,554,373 0
others

Short-term.trade receivables 69.194 0
from associates

Short-term trade receivables

from jointly-controlled 146 0
companies

Short-term trade receivables 137,345,293 4,413,022
from customers

Short-term advances given 3,024,621 0
Short-term trade receivables

from state and other 30,035,899 0
institutions

Short-term trade receivables 14,637.156 0

from others

Total 31.12.2019 197,726,733 4,413,022
Short-term deposits given to 12,935,641 0
others

Short-term_trade receivables 166,362 8,694
from associates

Short-term trade receivables 127.429.575 7198.251
from customers

Short-term advances given 1,551,533 0
Short-term trade receivables

from state and other 25,818,824 0
institutions

Short-term trade receivables 16,620,623 0

from others

Total 31.12.2018

184,522,558

7,206,945

From3to 6 From6 to 9
months past

months past
due (from

due (from 91
t0180 days) 181to 272
days)
0 0
0 0
0 0
0 0
26,682 10,177
0 0
0 0
0 0

From 9 to 12
months past
due (from
271to 360
days)

11,320

Overa
year past
due (from
361days
onwards)

6,677,348

206,731

559,151

7,443,230

6,595,417

206,731

1,068,191

7,870,339

MOVEMENT OF VALUE ADJUSTMENTS OF SHORT-TERM TRADE RECEIVABLES

in EUR
Balance as at 1.1.

Recovered written-off receivables

Formation of adjustments to the value of receivables

Definitive write-off of receivables

Balance as at 31.12.

2019
7,668,235
-28,766
31,480
-548,469
7,122,480

51

12,554,373

69,194

146

148,483,842

3,231,352

30,035,899

15,256,307
209,631,164

12,945,661

175,056

141,345,942

1,758,264

25,818,824

17,688,814

199,732,561

2018
7,806,090
-387,257
367,612
-118,210
7,668,235
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At the end of 2019, the Group has a total of EUR 7,122,480
of value allowances for doubtful and disputable short-
-term operating receivables.

In 2019, the Group formed allowances for short-term rece-
ivables pursuant to provisions of IFRS 9. Accordingly, the
Group applied the new impairment model already in 2018,
which is not solely founded on realised credit losses but
takes into account expected credit losses (ECL). Given the

LIQUIDITY RISK

Liquidity risk or insufficient solvency risk is the risk asso-
ciated with the lack of available financial resources and
the inability of the group to meets its obligations in due
time.

In order to manage liquidity risk, the Group's cash flow
was regularly monitored and planned at the parent com-
pany at a daily, monthly and annual level. Much of atten-
tion is paid to the preparation of cash flow plans, as only
in this way an optimum liquidity management is ensured,
in addition to a timely forecast on using possible liquidity
surpluses or coverage of deficits. The risk of short-term
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total value of operating receivables, the ECL has no impa-
ct on the fair presentation of assets, as the Group already
in the past properly disclosed and formed allowances for
short-term operating receivables.

Credit risks were properly managed in 2019.

The value of the pledged receivables for loans on 31 De-
cember 2018 amounts to EUR 2,302,483.

solvency has been successfully controlled by the ongoing
reconciliation of the maturity of receivables and liabiliti-
es, consistent recovery of receivables and the provision
of adequate available credit lines with commercial banks.

Based on the centralized cash flow planning, implemen-
ted measures for restructuring and optimizing debt's
maturity, proper liquidity reserve provided, and an active
attitude towards the financial markets, the Group's liqu-
idity reserve was under control and ensured in 2019 and
thus the liquidity reserve appropriately managed.

Liquidity risk management is monitored by individual categories of business groups, namely:

MANAGEMENT OF LIQUIDITY RISK ARISING ON
OPERATING ACTIVITIES, which is closely linked to
the credit risk. Liquidity risk from operations is control-
led mainly by harmonising payment deadlines of receiva-
bles and liabilities arising from the core activity - trading
with electricity, as well as payment deadlines of other
obligations in such a way that the companies in the gro-
up settle their trade payables on time. The measure for
managing this category of liquidity risk aims at providing
for optimum payment ability for settling current liabili-
ties of Group companies in normal, as well as critical cir-

MANAGEMENT OF LIQUIDITY RISK ARISING ON
INVESTMENT ACTIVITIES, which is closely linked to
investment risk. Management of liquidity risk arising on
investment activities relates to financing investments in
accordance with investment-related programmes and in
a way that sufficient funds anticipated in the financial
plans are timely ensured, and that no delays occur in the

cumstances that arise from electricity trading, transfer
capacities, emission coupons and futures contracts that
require an adequate amount of liquidity reserves in order
to ensure stable daily operations and trading. Measures
include up-to-date monitoring of supplier settlements,
extension of payment deadlines, delay arrangements and
provision of sufficient liquidity resources to cover basic
and flexible margins on electricity exchanges and with
the clearing bank. Liquidity risk from operation in 2019 is
estimated as adequately controlled.

implementation of projects. Investment-related liquidity
risk is also reflected on the side of inflows - by implemen-
ting divestment activities that are carried out within the
process of optimising business operations of Group com-
panies. Liquidity risk in investing in 2019 is estimated as
adequately controlled.
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MANAGEMENT OF LIQUIDITY RISK ARISING ON
FINANCING ACTIVITIES is the risk linked to provi-
ding sufficient funds for Group's operating and inve-
stment activities, which includes an active relationship
to financial markets, obtaining of sufficient short-term
borrowings and credit lines, as well as long-term sour-
ces of financing for the purpose of a timely repayment
of Group companies' liabilities that arise on operating
and investment activities by taking into account obliga-
tions defined in the loan contracts with banks. The Group

Based on deleveraging according to the plan and main-
taining the credit ratings "Ba2 positive" (Moody's) and
"BB positive" (Standard & Poor's), both with a positive
outlook, the Company and the Group additionally disclose
business stability. The credit rating agency Moody's imp-
roved the future outlook from stable to positive, mainly
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applies the so-called 'cash management system in form
of short-term loans among Group companies. The pri-
mary source of financing short-term deficits recorded by
Group companies are the surpluses of free cash of other
Group companies, whereas liquidity of individual Group
companies is optimised. Liquidity risk arising from finan-
cing was adequately managed in 2016, because the group
has managed to provide a sufficient amount of credit and
guarantee lines for smooth operation.

due to meeting planned deleveraging and creating suffi-
cient free cash flow.

The maturity of Group's long-term and short-term liabili-
ties is outlined in following tables.

LONG-TERM TRADE AND FINANCIAL RECEIVABLES ACCORDING TO THEIR MATURITY DATE

Long-term financial liabilities to banks

Long-term financial liabilities from leases
Long-term trade liabilities to suppliers

Long-term trade liabilities on the basis of advances
Other long-term trade liabilities

Total 31.12.2019

Long-term financial liabilities to banks

Other long-term financial liabilities

Long-term trade liabilities on the basis of advances
Other long-term trade liabilities

Total 31.12.2018

Maturity date

up to 2 years 3 to 5 years over 5 years

after after after

the date of SFP  the date of SFP  the date of SFP
69,171,172 219,158,007 378,089,215 666,419,394
600,205 2,852,502 0 3,452,707
0 164,236 0 164,236
0 0 42,296 42,256
29,192 0 23,062 52,254
69,800,569 222,175,745 378,154,573 670,130,887
80,392,170 273,571,884 346,824,679 700,788,733
9,090 332,987 0 342,077
0 0 39,096 39,096
26,518 0 24,026 50,544

80,427,778

273,904,871 346,887,801 701,220,450
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SHORT-TERM TRADE AND FINANCIAL LIABILITIES ACCORDING TO THERI MATURITY DATE

Short-term financial liabilities
to banks

Other short-term financial
liabilities

Short-term financial liabilities
from leases

Short-term trade liabilities to
associates

Short-term trade liabilities to
jointly-controlled companies

Short-term trade liabilities to
suppliers

Short-term trade liabilities on
the basis of advances

Short-term trade liabilities to
employees

Short-term trade liabilities to
state and other institutions

Other short-term trade
liabilities
Total 31.12.2019

Short-term financial liabilities
to banks

Other short-term financial
liabilities

Short-term trade liabilities to
associates

Short-term trade liabilities to
jointly-controlled companies

Short-term trade liabilities to
suppliers

Short-term trade liabilities on
the basis of advances

Short-term trade liabilities to
employees

Short-term trade liabilities to
state and other institutions

Other short-term trade
liabilities

Total 31.12.2018

not past due

65,854,562

80,787

1,748,662

1,635,481

78,938

135,210,783

305,215

11,708,876

28,947,982

2,428,878

248,000,164

55,724,848

246,702

1,776,790

62,918

136,243,853

86,810

14,193,050

26,818,171

3,520,520

238,679,662

upto3
months
past due
(up to 90
days)

1,050,339

1,053,564

1,792,529

163,968

2,882,926

4,839,423

from3to 6 from6to9
months months past
past due due
(from 91to (from 181to
180 days) 272 days)
0 0

0 0

0 0

0 0

0 0

0 0

0 0

0 0

0 0

0 0

11,500,000

51,451

11,551,451

2,242,424

2,242,424

from 9 to 12
months past
due (from
271to

360 days)

11,500,000

11,500,479

Maturity date

over a year
past due
(from
361days
onwards)

65,854,562

80,787

1,748,662

1,635,481

78,938

136,261,209

305,215

11,708,876

28,947,982

2,432,103

249,053,815

82,759,801

246,702

1,940,758

62,918

139,180,579

86,810

14,199,050

26,818,171

3,520,520

268,815,309
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The liquidity risk exposure due to financial liabilities to
banks on 31 December 2019 is shown in the table below.
The amounts presented are not discounted and include
contractually anticipated interest rates. The group has
sufficient financial resources to repay liabilities to ban-
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ks, which shall be due in 2020. The source is operating
revenue, while at the same time the Group has a liqui-
dity reserve in the form of cash of EUR 42,517,598 and
long-term revolving loans of EUR 50,300,000, which were
wholly unused as at 31.12.20189.

EXPOSURE TO LIQUIDITY RISK ARISING ON FINANCIAL LIABILITIES TO BANKS

Estimated cash flows

Upto2 From 2 to 12 From 1to 2 From2to 5 Over 5 years

months after months after years after years after after
the date the date the date the date the date

of SFP

Financial liabilities to banks without interest rate hedging

of SFP of SFP of SFP of SFP

short-term loans -40,000 -339,838 -339,838

long-term loans -1,209,419 -64,527,405 69,444,066 -218,886,126 -378,089,204 732,156,218

-1,249,419 -64,667,242 -69,444,066 -218,886,126 -378,089,204 -732,496,057

CURRENCY RISK

The Group is exposed to currency risk in a lesser extent
since the majority of inflows and outflows are performed
in domestic currency euro.

The foreign exchange risk of the group was adequately
controlled in 2019. While hedging against currency risk,
the company acts in compliance with the Group's inter-
nal rules. The parent company is primarily faced with the
exchange rate risk for electricity trade in foreign currenci-
es on foreign markets, where exposure is protected thro-
ugh the use of derivatives as needed. The latter applies
mainly in the case of auctions for the purchase of electri-
city in Hungary, when payments are made in the HUF cur-
rency and we are insured against the exchange rate risk
by means of a forward purchase of that currency.

EXCHANGE RATES

Country Currency code
Czech Republic CzZK
Hungary HUF
Romania RON
USA usb
United Kingdom GBP
Bulgaria BGN
Croatia HRK

Serbia RSD

The exposure to currency risk occurs also in operations of
subsidiaries registered in SE Europe. With regard to the
fact that operations of subsidiaries based in SE Europe
represent a smaller segment of operations in comparison
with total HSE Group operations, the exposure to curren-
cy risk is thus minimum.

As other currencies in transactions are present to a lesser
extent, the group does not prepare a sensitivity analysis
to change exchange rates of other currencies, as the
change in these rates would not have any significant im-
pact on the Group's profit.

To convert the Group's assets and liabilities on 31 Decem-
ber 2019, the following exchange rates were used:

Closing EUR rate for 2019 Closing EUR rate for 2018

25.4080 25.7240
330.5300 320.9800
4.7830 4.6635
11234 1.1450
0.8508 0.8945
1.9558 1.9558
7.4395 7.4125
117.3800 118.4300
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EXPOSURE TO RISK OF CHANGE OF EXCHANGE RATES

in EUR

Long-term financial receivables and loans
Long-term trade receivables

Short-term financial receivables and loans
Short-term trade receivables

Long-term financial liabilities

Long-term trade liabilities

Short-term financial liabilities

Short-term trade liabilities

Net exposure of the SFP 31.12.2019

Long-term financial receivables and loans
Long-term trade receivables

Short-term financial receivables and loans
Short-term trade receivables

Long-term financial liabilities

Long-term trade liabilities

Short-term financial liabilities

Short-term trade liabilities

Net exposure of the SFP 31.12.2018

EUR

41,931
768,045
12,554,424
189,566,206
-669,872,100
-258,640
-67,684,0M
-180,961,344
-715,844,489

34,556
3,193,578
12,945,661
176,364,024
-701,130,810
-89,640
-83,006,503
-182,109,052
-773,798,185

HUF

-103,709
-103,709

485

-904,757
-904,272

«

Ostale valute
243,834
388,055

-146

-304,752
326,991

10,000
497,238

2,754,156

1,240,214
2,021,181

211

v

Skupaj
41,931
1,012,879
12,554,424
189,954,261
-669,872,100
-258,786
-67,684,011
-181,369,805
-715,621,207

44,556
3,690,818
12,945,661
179,118,665
-701,130,810
-89,640
-83,006,503
-184,254,023
772,681,276

CONCLUDED CONTRACTS FOR CURRENCY SWAPS ACCORDING TO THE MATURITY DATE

in EUR

Currency swap contracts by maturity - up to 12 months

Total

CURRENCY SWAP EFFECT

in EUR
Unrealised profit of effective transactions
Realized profit of effective transactions

Realized loss of effective transactions

31.12.2019
10,774,892
10,774,892

2019
38,554
27,103
-1M7,172

31.12.2018
5,982,329
5,982,329

2018
54,987
32,773
-178,938
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INTEREST RATE RISK

The Group manages interest rate risks in compliance with
its internal rules, which define the policy of managing
interest rate risk in Group companies. Interest rate risk
was adequately managed in 2019, with limited and redu-
ced risks associated with interest rate changes and thus
stabilised cash flows.

As at 31 December 2019, EUR 421 million of Group's long-
-term loans bore the fixed interest rate, while the residu-
al amount was subject to the variable interest rate.
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Interest rate risk is regularly monitored and reported by
the group's companies. We also regularly monitor de-
velopments on the money market, interest rate deve-
lopments and the value of interest rate shielding deals
and adopt appropriate interest-rate risk strategies in this
context. As in many past years, we have not entered into
deals of shielding interest rate rises in 2019 and we have
no so-called IRS contracts concluded.

CASH FLOW SENSITIVITY ANALYSIS WITH FINANCIAL INSTRUMENTS BEARING A VARIABLE INTEREST

RATE

The change in interest rate for 50 b. p. on the reporting
date would increase (decrease) the Group's net profit or
loss for the values stated below. Analysis prepared for
both years assumes that all variables, particularly foreign
currency rates, remain unchanged. In case of borrowings
that bear the Euribor interest rate with the "zero floor"
clause, a markup of + 0.50 b.p. to the average Euribor
value in 2019 was taken into account (average value of

the 3-month Euribor -0.356%; average value of 6-month
Euribor -0.302%). Borrowings without the "zero floor"
clause, the change of the interest rate +/- 50 b.p. was
taken into account, with regard to the Euribor value as
at the date of fixation prior to individual interest period.
Consequently, the final result is different with +/- 50 b.p.
change in interest rate.

FINANCIAL INSTRUMENTS BEARING THE VARIABLE INTEREST RATE

Financial instruments bearing the variable interest rate

Financial liabilities

PRICE RISK

The price risk derives from the fluctuation of market pri-
ces of electricity and emission permits, which is the re-
sult of changed market categories such as market prices
of other energy products (e.g. coal, gas, oil, etc.), changes
in the structure of offer and demand on the market, as
well as regulatory and other impacts.

The impact of price risk on the group's operations can be
quantified on the basis of key variables:

« Group's market position on individual markets and
products at a specific moment of supply,

« volatility or price fluctuation on individual markets
and products at a specific moment of supply, and

» correlation between prices on individual markets and
products in a certain moment of supply.

Net profit or loss 2019

Net profit or loss 2018

Increase by Decrease by Increase by Decrease by
50 bp 50 bp 50 bp 50 bp
-802,829 529,900 -1142,137 674,205
-802,829 529,900 -1142137 674,205

The metrics monitors for the purpose of price risk mana-
gement are diverse in respect on the type of activity.

In order to manage price risks in the field of trading, three
key parameters were applied in 2019, namely the VaR (va-
lue-at-risk) parameter, the floating stop-loss limit, and
the limiting the capital risked.

The VaR parameter is the central metrics, which indicates
the current exposure of price risk. It includes key impacts
of the risk exposure, such as the observed portfolio's po-
sition, the fluctuation of price markets to which this mar-
ket is exposed to, and the statistics link between market
and product prices, which have an impact on the portfo-
lio's value. The relevant parameter discloses the risk rate
in respect of the chosen length of the time interval and
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the trust rate of the price exposure. The Group monitors
the 5-day VaR with a 95% confidence interval. The re-
spective parameter represents the amount of possible
loss of the trading portfolio in five days, which in 95% of
cases of normal market movements will not be exceeded
in view of market prices, correlation and volatility, as well
as in view of the volume position. The floating stop-loss
limit aims to ensure the portfolio's achieved value. Limi-
ting risked capital represents the value's loss limit, which
is still acceptable to the Group for a certain portfolio; in
case of higher loss, however, the portfolio-related activi-
ties ceased to be carried out.

The sale of electricity and purchase of emission coupons
relating to own production is managed on the basis of the
relevant Strategy of selling own production and purcha-
se of emission coupons for Group's own production. The
respective strategy aims to disperse the price risk over a
longer trading period. The parent company reduces the
risk associated with the price of electricity to the parti-
al sale volumes of its own production and purchases of
emission allowances in the energy markets for the years
ahead. The length of the future time interval limits the
market liquidity of long-term products. The development
of markets tends to increase also the liquidity of long-
-term products in the region, indicating that we can in-
sure in terms of price also more distant periods of supply.
Procedures related to own production sales strategy can
be regularly monitored and assessed within meetings of
the group in charge of own production sales.

FORWARD CONTRACTS FOR ELECTRICITY

The Group trades with futures with the purpose to insure
protect long-term positions, arising on own production,
against price risks, and with the purpose of position tra-
ding.

In sales and purchase of electricity with physical supply,
the Group simultaneously concludes future contracts
with the position contrary quantity and the same ma-
turity or future contracts with a maturity that is in line
with the planned quantity of own production. This way,
the Group financially fixes the revenue, indicating that
the loss arising from the purchase of forward contracts is
compensated with revenue from physical quantity of the
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The Group manages and controls price risks through the
following activities and methods:

¢ daily monitoring of market positions on a group
level as well as parent company by countries and by
individual groups of transactions,

 daily market activities - conclusion of counter
transactions with equal volume on the same market
or purchasing and selling forward contracts, with
respect to the type of the trading deal,

+ daily monitoring and analysing the prices of energy
products and forecasting expected price changes on
various markets,

 daily monitoring of market activities on the emission
coupons market,

« monitoring of investment decisions in the energy
sector in European Union and growth of leading
countries;

+ daily monitoring and analysing the value of the
parameter VaR and MtM (Mark-to-Market) in terms
of individual groups of transactions by taking into
account limitations or the levels of the VaR value
defined within internal rules,

* regular weekly treatment of changes in value and risk
parameters within the sub-committee for market risk
management.

purchased/sold electricity or produced physical quantity
of electricity. The planned electricity production by the
Group is used as the platform for implementing the price
insurance strategy for the planned quantities of own pro-
duction. Thus, the Group is already now selling electricity
of subsidiaries for several years ahead, while the main
objective of the strategy is to maximise profit and provi-
de stable revenue from electricity sales.

In this relation, the Group recorded at the year-end
forward contracts in the amount of EUR 43,890,631. Re-
lated disclosures are provided in the section Capital.
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CONCLUDED STANDARDISED FORWARD CONTRACTS FOR HEDGING PUPOSES

in EUR
For electricity - to insure the purchase
For electricity - to insure sales

Total

The purchase or sales of futures contract with the purpo-
se of position trading in the time of open position incre-
ases the price exposure of the Group since it is concluded
with the intention to generate revenue on the account
of changes in the prices of electricity. The price exposure

31.12.2019 31.12.2018
67,870,597 22,389,291
90,042,732 21,501,340
157,913,329 43,890,631

is reduced only in case of concluding diametric forward
contracts or physical contracts. Disclosures of respective
transactions are provided in section Capital. At the end
of the year, the Group recorded EUR 100,426,110 of open
future contracts held for trading.

CONCLUDED STANDARDISED FORWARD CONTRACTS FOR TRADING

in EUR
For electricity - trading - purpose of purchase
For electricity - trading - purpose of sale

Total

EMMISSION COUPONS

The Group concluded forward contracts in 2019 for the
purchase and sale of emission coupons in order to insure
quantities of emission coupons, relating to own produ-
ction requirements; the Group concluded also forward
contracts in a limited scope also in connection with the

31.12.2019 31.12.2018
59,478,153 40,162,709
40,947,957 17,952,306
100,426,110 58,115,015

trading activity, which was not linked to own production.
At the end of 2019, the Group recorded in this respect EUR
118,223,740 of open contracts for insuring the purchase
and sale of emission coupons. Related disclosures are
provided in the section Capital.

CONCLUDED STANDARDISED FORWARD CONTRACTS FOR HEDGING PUPOSES

in EUR
For emission coupons - to insure the purchase
For emission coupons - to insure the sales

Total

CAPITAL MANAGEMENT

in EUR

Long-term financial liabilities
Short-term financial liabilities
Total financial liabilities
Capital

Financial liabilities/Capital
Cash and cash equivalents
Net financial liability

Net debt/Capital

31.12.2019 31.12.2018
112,080,880 63,567,160
6,142,860 3,516,970
118,223,740 67,084,130
31.12.2019 31.12.2018
669,872,101 701,130,810
67,684,011 83,006,503
737,556,112 784,137,313

1,064,640,821 1,091,245,472

0.69 0.72
42,517,598 83,510,529
695,038,514 700,626,784
0.65 0.64
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The main purpose of capital management is to ensure
the best possible credit rating and capital adequacy for
the purposes of financing operations and investments.
An adequate volume of capital guarantees the Group the
trust of creditors, partners and potential investors as well
as maintains the future development of activities.

FAIR VALUES
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The Group monitors changes in capital using the financial
leverage ratio, which is calculated by dividing total net li-
abilities by total capital. Net liabilities of the Group inclu-
de loans received and other financial liabilities less cash.

The ratio shows the relationship between the Group's
indebtedness and capital. The financial leverage ratio at
the end of 2019 was higher than in 2018.

The Group estimates that the book value of financial instruments is a reasonable approximation for their fair value,

except for derivatives, which are recorded at fair value.

BOOK VALUES AND FAIR VALUES OF FINANCIAL INSTRUMENTS

Non-derivative financial assets at fair value

Available-for-sale financial assets
Derivative financial assets at fair value
Derivative Financial Instruments (receivables)
Non-derivative financial assets at amortised cost
Financial receivables
Trade and other receivables
Cash
Total

Non-derivative financial liabilities at amortised cost
Bank loans
Other financial liabilities
Trade liabilities and other liabilities

Total

Group financial assets valued at fair value are classified
into three levels. First-level assets of EUR 39,427 relate
to Triglav shares, second-level financial assets of EUR

31.12.2019 31.12.2018
Book value Fair value Book value ETTAVEITT
178,648 178,648 175,096 175,096
178,648 178,648 175,096 175,096
47,597 47,597 67,885 67,885
47,597 47,597 67,885 67,885
248,537,436 248,537,436 279,310,229 279,310,229
12,643,952 12,643,952 12,990,217 12,990,217
190,967,139 190,967,139 182,809,483 182,809,483
42,517,598 42,517,598 83,510,529 83,510,529
248,763,681 248,763,681 279,553,210 279,553,210
921,286,299 921,286,299 970,035,761 970,035,761
732,273,956 732,273,956 783,548,534 783,548,534
80,787 80,787 588,779 588,779
188,931,556 188,931,556 185,898,448 185,898,448
921,286,299 921,286,299 970,035,761 970,035,761

47,597 relate to unrealised revenue in effective foreign
exchange swap transactions and third-level assets repre-
sent available for sale in the amount of EUR 139,221 EUR.
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3.5.8 Events after the balance sheet date

After the date of the statement of financial position in
the Group, there were no corporate events that could
affect the financial statements in 2019.

On 12.3.2020, the COVID-19 epidemic was declared, which
changed the circumstances of the business, to which the
Group has adapted accordingly.

As early as 24 February 2020, the HSE Group immedia-
tely began preparing and setting up preventive measures
to ensure the continued production and sale of electrical
and thermal energy, with the first announcement that

PRICE RISKS

In line with the deteriorating health situation in China in
January as well as in Europe in February and March 2020,
we witnessed a gradual breakdown of a greater part of
social and economic activities, with the exception of ur-
gent services, followed by the prices of energy products
— oil, gas, coal, as well as electricity and CO 2 emission
coupons prices. From the point of view of the HSE Group,
the decline in electricity prices mainly has an impact on
the added value of the renewable sources production of
our hydroelectric power plants, while the price ratios have
not changed significantly from the standpoint of thermo
production. The difference between electricity prices and
CO, emission coupons is maintained. In the field of sales

CREDIT RISKS

As aresult of the current situation, we can also expect an
increasing incidence of late payment of invoices within
the contractual deadlines of our partners (in particular
partial payments or late payments) to a certain extent.
Such problems are expected mainly for partners who are
also heavily involved in the distribution of electricity to
final consumers, and for partners who are themselves en-
d-users (large consumers of electricity). We have the lar-
gest share of partners belonging to such a group mainly
in Slovenia and, due to the current situation, we also mo-
nitor them more closely. In this context, we are currently
monitoring the implementation of all EU countries' crisis
measures to mitigate the consequences of the pandemic
and its impact on the economy. At the moment, most
countries have already approached the rescuing of the

the COVID-19 epidemic had largely started in the imme-
diate vicinity of Slovenia - Italy. As a result, gradually and
in line with the current situation in the country, we have
started implementing measures in accordance with the
business continuity plan and with the aim of securing the
assets of the HSE Group. Given the current situation, the
Group started with a timely and appropriate implemen-
tation of measures and with limiting the possible con-
sequences, as the business is running smoothly for the
time being. Below, we give an assessment of the impact
of the epidemic or measures to slow the epidemic on the
business and results of the HSE Group by area.

of its own production for 2020, the HSE Group has sold
practically the entire volume of planned production, so
we have already limited to a greater extent the impact of
the absolute drop in electricity prices on hydro producti-
on added value, and some of it still depends on potential
changes in the price ratio for the supply of electricity day
and night, which is not insured. 66% of hydro production
in 2021, 15% in 2022 and 4% in 2023 are already secured.
However, from the point of view of trading activities whi-
ch are not related to the sale of own production, the fall
in prices on correctly placed market positions does not
have a negative impact on the added value of the HSE
Group and will not have it in view of current positions.

economy (including, inter alia, the resolving of corporate
liquidity problems), thus the initially expected effects of
the pandemic will not be reflected in such a large scale
(depending on the duration of the crisis situation), whi-
ch is already reflected in the stock markets. We regularly
monitor their exposure, payment habits and perform
contractual payment netting with all partners, and we
have appropriate insurances for key partners that could
be cashed in, if necessary, in case of potential defaults
or late payments. Also, if we find that current insurance
for certain partners would not be sufficient or appropriate
to the amount of transactions and the situation, we will
approach individual partners with a claim for additional
insurance.
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QUANTITY/PRODUCTION RISKS

The impact on production under emergency conditions is
not expected within a shorter period of time, but if the
situation lasted for a longer period, the consequences
could also be felt in this area. In the field of production,
we are currently implementing all measures in accordan-
ce with emergency plans and instructions from state in-
stitutions. The consequences of the situation related to
the deviation of actual production from the planned one
could be mainly due to the lack of input materials and raw
materials (mainly the thermal part of production), the
inability to provide external services related to producti-
on (overhauls, emergency maintenance works, etc.) and
as the consequence of other risks (e.g. increased levels
of sick leaves of key personnel, failure to make urgent in-

OTHER RISKS

From the perspective of other risks, we also highlight the
regulation-related risks, as due to the extensive alloca-
tion of funds for the purpose of urgent economic mea-
sures at EU level, a partial delay in the implementation of
the European Green Deal and the implementation of the
Fair Transition Fund may also be expected, which would
result in affect the delay in the implementation of fair

LIQUIDITY OF THE HSE GROUP

In the short term, the liquidity of the HSE group was most
affected by the fall in prices on electricity and related pro-
ducts markets, which was successfully neutralised by the
appropriate ratio of purchase and sales positions in these
markets and by the drawing of revolving loans concluded
for this purpose at commercial banks. To further reduce
the liquidity risk, we will gain the necessary approvals
for additional indebtedness in April and provide adequ-
ate credit lines with banks. This way, we will be able to
provide the appropriate liquidity reserve necessary in the
operations of the HSE Group in crisis situations.

The described consequences of the COVID-19 epidemic in
the HSE Group will be the most visible at the parent com-
pany HSE, as it limits the risks of subsidiaries linked to
both prices and electricity generation outages by contrac-
tual relationships. Nevertheless, we believe that if the si-
tuation is normalized within two months, the consequen-
ces of the epidemic do not represent a significant impact
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vestments, restriction of people in workspaces, etc.). All
risks are currently managed by the implementation of ad-
ditional measures, but should there be a tightening of the
situation (prolongation of the emergency situation, fall
of sales prices below the threshold price of production,
failure of part of the planned production, etc.), depending
on the estimated consequences of individual scenarios,
we are also preparing appropriate additional measures
(for example, if prices on electricity markets fall below
the limit prices of each part of production, we will begin
with a gradual restriction of production throughout the
production chain; in the thermal part this means both in
PV and in TES).

transition measures at national levels. As a result of the
above, it is possible to expect a delay in the preparation
of the regulatory framework for the exit from coal (stra-
tegy, action plans, law), which could lead to a delay in the
possibility of drawing funds to finance a fair transition
for the needs of the gradual closure of PV and coal blocks
of TES.

either on the company's operations or on the operations
of HSE subsidiaries. However, if the emergency period
lasted for a long period of time, the consequences descri-
bed could also be expressed in PV, which represents the
first link in the thermal production chain and could affect
both the liquidity and solvency of the company. In additi-
on to implementing measures in the field of liquidity/sol-
vency (short-term borrowing, deferrals, advances, etc.), it
will be necessary to approach measures that will affect
the reduction of the company's costs (materials, services,
labour, CAPEX). Among the other HSE subsidiaries, which
are also linked to revenues outside the HSE group, the
consequences of the situation will be felt mainly by RGP
and HSE Invest. However, in the light of the current esti-
mates, we believe that the impacts will not be critical for
the continued operations of the aforementioned compa-
nies or the HSE Group and will be controlled mainly in the
context of liquidity management measures both at the
company level and at the level of the HSE Group.
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4.1 Independent Auditor's Report of the
HSE Company

- Deloitte revizija d.o.o.
Dunajska cesta 165
® 1000 Ljubljana

Slovenia
VAT ID: SI62560085

Tel: +386 (0) 1 3072 800
Fax: +386 (0) 1 3072 900

www.deloitte.si

INDEPENDENT AUDITOR’S REPORT
to the owners of HOLDING SLOVENSKE ELEKTRARNE d.o.0.

Opinion

We have audited the financial statements of the company HOLDING SLOVENSKE ELEKTRARNE
d.o.o. (hereinafter ‘the Company’), which comprise the statement of financial position as at

31 December 2019, and the income statement, statement of other comprehensive income,
statement of changes in equity and cash flow statement for the year then ended, and notes to the
financial statements, including a summary of significant accounting policies.

In our opinion, the accompanying financial statements present fairly, in all material respects, the
financial position of the Company as at 31 December 2019, and its financial performance and cash
flows for the year then ended in accordance with International Financial Reporting Standards as
adopted by the EU (hereinafter ‘IFRS’).

Basis for Opinon

We conducted our audit in accordance with International Standards on Auditing. Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for the
Audit of the Financial Statements section of our report. We are independent of the Company in
accordance with the International Ethics Standards Board for Accountants’ Code of Ethics for
Professional Accountants (IESBA Code) and other ethical requirements that are relevant to our
audit of the financial statements in Slovenia, and we have fulfilled our other ethical responsibilities
in accordance with these requirements. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit opinion.

Other matter paragraph

The financial statements of the company for the year ended December 31, 2019, were audited by
another auditor who expressed an unmodified opinion on those statements on May 17, 2019.

Other information
Management is responsible for the other information. The other information comprises the
information, included in Annual report, other than the financial statements and our auditor’s report
thereon.
Our opinion on the financial statements does not cover the other information and we express no
assurance thereon.
In connection with our audit of the financial statements, our responsibility is to read the other
information and, in doing so, assess whether the other information is materially inconsistent with
the financial statements, legal requirements or our knowledge obtained in the audit, or otherwise
appears to be materially misstated. If based on our work performed we conclude that other
information include material misstatement we need to report such circumstances.
In relation to this and based on our procedures performed, we report that:
¢ Other information are, in all material respects, consistent with the financial statements;
¢ Other information are prepared in compliance with applicable law or regulation; and
« Based on our knowledge and understanding of the Company and its environment obtained
in the audit, we did not identify any material misstatement of fact related to the other
information.

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee (*DTTL"), its network of member firms, and their related

entities. DTTL and each of its member firms are legally separate and independent entities. DTTL (also referred to as “Deloitte Global”) does not provide services to
clients. Please see http://www.deloitte.com/si for a more detailed description of DTTL and its member firms.

In Slovenia the services are provided by Deloitte revizija d.0.0. and Deloitte svetovanje d.o.o. (jointly referred to as “Deloitte Slovenia”) which are affiliates of Deloitte

Central Europe Holdings Limited. Deloitte Slovenia is one of the leading professional services organizations in the country providing services in audit, tax, consulting,
financial advisory and legal services, through over 100 national and foreign professionals.

Deloitte revizija d.o.o. - The company is registered with the Ljubljana District Court, registration no. 1647105 - VAT ID S162560085 - Nominal capital EUR 74,214.30.

© 2020. Deloitte Slovenia

Responsibilities of Management and Those Charged with Governance for the Financial
Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with IFRS, and for such internal control as management determines is necessary to
enable the preparation of financial statements that are free from material misstatement, whether
due to fraud or error.

In preparing the financial statements of the Company, management is responsible for assessing its
ability to continue as a going concern, disclosing matters related to going concern and using the
going concern basis of accounting unless management either intends to liquidate the Company or
to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Company'’s financial reporting
process and for approving audited annual report.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an
auditor’s report that includes our opinion. Reasonable assurance is a high level of assurance, but is
not a guarantee that an audit conducted in accordance with auditing rules will always detect a
material misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be expected to
influence the economic decisions of users taken on the basis of these financial statements.

As part of an audit in accordance with auditing rules, we exercise professional judgment and
maintain professional scepticism throughout the audit. We also:

e Identify and assess the risks of material misstatement of the financial statements, whether
due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion.
The risk of not detecting a misstatement resulting from fraud is higher than for one
resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control.

e Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Company's internal controls.

e Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management.

e Conclude on the appropriateness of management’s use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty
exists related to events or conditions that may cast significant doubt on the Company’s
ability to continue as a going concern. If we conclude that a material uncertainty exists, we
are required to draw attention in our auditor’s report to the related disclosures in the
financial statements or, if such disclosures are inadequate, to modify our opinion. Our
conclusions are based on the audit evidence obtained up to the date of our auditor’s
report. However, future events or conditions may cause the organization to cease to
continue as a going concern.

e Evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the underlying
transactions and events in a manner that achieves fair presentation.

With those charged with governance we communicate the planned scope and timing of the audit
and significant findings from the audit, including deficiencies in internal control we have identified
during our audit.
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Report on Other Legal and Regulatory Requirements

The Company disclosed its financial statements by activity, with explanations in the chapter
Additional disclosures under the Energy Act, which include the statement of financial position by
activity as at December 31, 2019, the income statement by activity, and a statement of cash flows
by activity for the year then completed.

The management of the company is responsible for keeping separate accounting records by activity,
using the criteria in accordance with the Law on Transparency of Financial Relations and Separate
Registration of Different Activities (ZPFOLERD-1) and in compliance with the provisions of the Energy
Act (EZ-1).

It is our responsibility to verify the appropriateness of the criteria and the correctness of their use
in accordance with the requirements of ZPFOLERD-1, and whether the Company has complied with
the provisions of EZ-1 regarding the disclosure of financial statements by activity.

Based on the procedures we have performed in auditing the financial statements, we report that the
Company has disclosed its financial statements by activity and that the criteria used by the company
are appropriate and that the company has correctly used separate accounting records for individual
activities.

DELOITTE REVIZIJA d.o.o.

beioitte.

DELOITTE REVIZIJAD.O.O.
Ljubljana, Slovenija 3

Tina Kolenc Praznik

Certified auditor

For signature please refer to the original
Slovenian version.

Ljubljana, April 10, 2020

TRANSLATION ONLY, SLOVENE ORIGINAL PREVAILS
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4.2 Statement of
Management's
responsibility

The management is responsible for the
preparation of the financial statements for
each financial year in accordance with

the International Financial Reporting
Standards, as adopted by the European
Union, and the applicable legislation, ie. in
a manner that they represent the true and
honest presentation of the operations of the
company Holding Slovenske elektrarne d.o.o.
(hereinafter HSE company' or Company).

The Management reasonably expects that in the foresee-
able future the Company will have sufficient assets to
continue its operations and therefore the financial state-
ments are prepared on a going concern basis.

The Management's responsibility in preparation of the
financial statements includes the following:

* accounting policies are appropriately selected and
consistently used,

* judgements and assessments are reasonable and
prudent.

The management is responsible for managing appropri-
ate records, which at any time clearly and accurately rep-
resent the financial position of the Company and that the
financial statements are in accordance with the Interna-
tional Financial Reporting Standards. The Management
is also responsible for protecting the Company's assets
and preventing and detecting fraud and other irregular-
ities.

The management confirms that the financial statements
have been prepared in accordance with the provisions
of the International Financial Reporting Standards, as
adopted by the European Union.

The financial accounts of Holding Slovenske Elektrarne
d.o.o. for the financial year that ended on 31 December

2019, were accepted by the management on 10 April 2020.

Ljubljana, 10 April 2020

«

Stojan Nikoli¢, M.Sc.
Managing Director of HSE

Viktor Vracar, Ph.D.

Business Director of HSE

Mirko Marincic, M.Sc.
Business Director of HSE
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4.3 Introductory notes to the preparation of 4.4 Financial statements of the HSE Company

flﬂ&ﬂClal statements 4.4.1 Statement of financial position of the HSE Company

The financial report of the company Holding Slovenske Elektrarne d.o.o. represents the financial statements with notes. in EUR Explanation 31122019 31122018

ASSETS 1,418,699,514 1,381,683,132
Based on the decision of the Capital Assets Management Agency of the Republic of Slovenia acting in the role of the A. LONG-TERM ASSETS 1,187,486,164 1,132,223,499
representative of the founder of 29 November 2010, the Company has been preparing financial statements and expla- I Intangible assets 1 40,826,749 31725965
nations since 1 January 2011, in accordance with the International Financial Reporting Standards, as adopted by the II. Property, plant and equipment 2 11,816,615 11,917,946
European Union. Ill. Right to use leased assets 21 1,122,914 0

V. Long-term investments in subsidiaries 3 985,825,813 953,851,547

The auditing company Deloitte revizija d.o.o. audited the financial statements with notes and an independent auditor VI Other long-term investments and loans 4 146,759,633 131,409,249
prepared the report, which is included at the beginning of the chapter. c
6

VII. Long-term trade receivables 797,501 3,050,904
IX. Deferred Tax Assets Liabilities 336,939 267,888
B. SHORT-TERM ASSETS 231,213,350 249,459,633
II. Inventories 0 2,594
I1l. Short-term investments and loans 7 4,288,633 1,956,229
IV. Short-term trade receivables from customers 8 156,432,704 135,490,797
V. Contract assets 9 3,042,090 3,016,725
VII. Other short-term assets 10 39,853,143 41,234,040
VIII. Cash and cash equivalents 1 27,596,780 67,759,248
CAPITAL AND LIABILITIES 1,418,699,514 1,381,683,132
A. CAPITAL 12 984,344,305 979,389,150
|. Called-up capital 29,558,789 29,558,789
II. Capital surplus 561,243,185 561,243,185
I1l. Profit reserves 562,744,824 562,744,824
IV. Risk hedging reserve 20,452,278 75,592,355
V. Fair value reserve 74,525 -26,773
VI. Retained earnings or losses -189,580,246 -249,723,230
B. LONG-TERM LIABILITIES 213,876,626 194,193,846
I. Provisions for severance payments upon retirement and jubilee bonuses 13 1,195,929 949,464
II. Other provisions 14 334,875 311,675
IIl. Other long-term liabilities 15 324,006 485,750
IV. Long-term financial liabilities 16 211,151,515 192,434,058
V. Long-term financial liabilities from leases 21 861,258 0
VII. Deferred tax liabilities 9,043 12,898
C. SHORT-TERM LIABILITIES 220,478,583 208,100,136
II. Short-term financial liabilities 17 11,442,813 27,140,461
[Il. Short-term financial liabilities from leases 21 274,264
IV. Short-term trade liabilities 18 146,594,106 132,676,890
VI. Current tax assets 30 3,742,580 1,490,042
VII. Other short-term liabilities 19 58,424,810 46,792,743

* Explanations to the financial statements are part of the financial statements and must be read in conjunction with them.
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4.4.2 Income statement of the HSE Company

in EUR
OPERATING INCOME
1. Net sales revenue
2. Other operating income
OPERATING EXPENSES
3. Costs of goods, material, and services
4. Labour costs
5. Value write-downs
8. Other operating expenses
EARNINGS BEFORE INTEREST AND TAX
9. Financial revenue
10. Financial expenses
FINANCIAL RESULT
PROFIT OR LOSS BEFORE TAXES
TAX
12. Current tax
13. Deferred tax
NET PROFIT OR LOSS FOR THE FINANCIAL YEAR

Owner of the parent company

Explanation 2019
1,746,883,338

22 1,740,154,682

23 6,728,656

1,678,442,008

24 1,664,392,762
25 11,412,626
26 882,302
27 1754,318
68,441,330

28 15,235,001
29 11,813,585
3,421,416

71,862,746

30 11,745,030
11,814,081

-69,051

31 60,117,716
60,117,716

* Explanations to the financial statements are part of the financial statements and must be read in conjunction with them.

2018

1,485,894,248
1,481,938,763

3,955,485

1,431,439,881
1,418,386,924

10,499,858
885,927
667,172
54,454,367
33,283,502
69,458,334
-36,174,832
18,279,535
8,793,266
8,805,263
-11,997
9,486,269
9,486,269
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4.4.3 Statement of other comprehensive income of the HSE Company

in EUR Explanation
NET PROFIT OR LOSS FOR THE FINANCIAL YEAR 31
Actuarial revenues and losses of programmes with defined employee benefits
Items that will not subsequently be reclassified to profit or loss
Net effective part of change in the fair value of cash flow hedging instruments 12

Net effective part of change in the fair value of cash flow hedging instruments

transferred to profit or loss 12

Items that may later be reclassified to profit or loss

TOTAL COMPREHENSIVE INCOME IN THE REPORTING PERIOD

* Explanations to the financial statements are part of the financial statements and must be read in conjunction with them.

2019
60,117,716
22,483
-22,483
-55,123,645

-16,433

-55,140,078
4,955,155

2018
9,486,269
-65,168
-65,168
64,734,630

104,346

64,838,976
74,260,077
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4.4.4 Statement of cash flows of the HSE Company
in EUR 2019 2018 in EUR 2019 2018
CASH FLOWS FROM OPERATING CASH FLOWS FROM FINANCING
Net profit of loss 60,117,717 9,486,269 Leases 1,135,522
i Remuneration from long-term loans received 180,000,000
Adjustments for:
o . . Remuneration from short-term loans received 36,000,000 15,000,000
Amortisation of intangible assets 246,699 376,643
o ) Expenses for loan interest -6,401,271 -7,823,799
Amortisation of property, plant and equipment 351,809 492,274
o Expenses for other financial liabilities -5,387,395 -4,906,040
Amortisation leases 280,706
) ) Expenses for repayment of long-term loans -178,393,938 -17,484,848
Write-offs of property, plant and equipment 2,407
) ) ) Expenses for repayment of short-term loans -36,000,000 -15,000,000
Write-offs of operating receivables 660 16,973
) ) . ) ) Cash from financing -9,047,082 -30,214,687
Reversal of write-off/impairment of operating receivables -43
) . INITIAL BALANCE OF CASH AND CASH EQUIVALENTS 67,759,248 26,727,874
Loss in the sale of property, plant and equipment 20 37
) ) Profit or loss for the period -40,162,468 41,031,374
Financial revenue -15,235,001 -33,283,502
. ) FINAL BALANCE OF CASH AND CASH EQUIVALENTS 27,596,780 67,759,248
Financial expenses 11,813,586 69,458,334
) ) * Explanations to the financial statements are part of the financial statements and must be read in conjunction with them.
Revenue in the sale of property, plant and equipment -4,552 -53,817
Profit on sale of intangible assets -4,628
Taxes 1,745,030 8,793,267
Operating profit before changes in net short-term assets and taxes 69,319,038 55,281,850

Changes in net short-term assets and provisions

Change in:
Inventories 2,594 -2,594
Trade receivables and other assets -18,314,725 -7,677,928
Operating liabilities to suppliers and other liabilities -27,172,140 65,932,704
Advances received 161,744 485,750
Provisions 317,416 126,800
Profit tax paid -9,561,533 -6,045,392
Cash from operations 14,428,906 108,101,190
CASH FLOWS FROM INVESTMENTS
Interest received 929,490 210,867
Dividends received 10,170,209 30,353,648
Remuneration from other financing 882,228 1,000,733
Remuneration from the sale of property, plant and equipment 5,813 755,071
Remuneration from the sale of intangible assets 27,412,664 25,850,491
Remuneration from reduction of short-term loans given 560,000
Remuneration from the reduction of long-term loans given 32,235,500 1,000,000
Expenses for the purchase of property, plant and equipment -254,166 -685,017
Expenses for the purchase of intangible assets -36,760,147 -31,109,465
Expenses for leases -1,403,620
Expenses for the purchase of subsidiaries -32,076,763
Expenses for the increase of long-term loans given -46,685,500 -64,791,457
Cash from investment -45,544,292 -36,855,129

CONTINUES ON NEXT PAGE
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4.4.5 Statement of changes in equity of the HSE Company

Cﬁktf.?Al:P PROFIT RESERVES RETAINED EARNINGS OR LOSSES
Share capital Capital surplus Other profit reserves Rislk hedging reserve Fair value reserve brozg:::i:t:'u::: for tﬁl:tfrl:::ictiglr\lyoe:

Balance as at 1.1.2018 29,558,789 561,243,185 562,744,824 10,753,380 51,227 -259,222,330 0 905,129,075
B.2. Changes in total comprehensive income 0 0 0 64,838,976 -78,000 12,830 9,486,269 74,260,075
Input of the net profit or loss for the reporting period 9,486,269 9,486,269
Items that will not later be reclassified to profit or loss 0 0 0 0 -78,000 12,830 0 -65,170
Actuarial gains and losses of programmes on defined employee benefit plans -78,000 12,830 -65,170
Items that will be later reclassified to profit or loss 0 0 0 64,838,976 0 0 0 64,838,976
Net effective part of fair value change of instruments for hedging against cash flow variability 64,734,630 64,734,630
L\lrt;‘;E;‘Zt:rcet.ijviaopsrrct)f?{c})‘?il;\slzlue change of instruments for hedging against cash flow variability 104,346 104,346
B.3. Changes in equity 0 0 0 0 0 9,486,269 -9,486,269 0
Settlement of loss as a deductible equity component 9,486,269 -9,486,269 0
Balance as at 31.12.2018 29,558,789 561,243,185 562,744,824 75,592,356 -26,773 -249,723,231 0 979,389,150
Balance as at 1.1.2019 29,558,789 561,243,185 562,744,824 75,592,356 -26,773 -249,723,231 0 979,389,150
B.2. Changes in total comprehensive income 0 0 0 -55,140,078 -47,752 25,269 60,117,716 4,955,155
Input of the net profit or loss for the reporting period 60,117,716 60,117,716
Items that will not later be reclassified to profit or loss 0 0 0 0 -47,752 25,269 0 -22,483
Actuarial gains and losses of programmes on defined employee benefit plans -47,752 25,269 -22,483
Items that will be later reclassified to profit or loss 0 0 0 -55,140,078 0 0 0 -55,140,078
Net effective part of fair value change of instruments for hedging against cash flow variability -55,123,645 -55,123,645
Net effective part of fair value change of instruments for hedging against cash flow variability 16433 16.433
transferred to profit or loss ' !

B.3. Changes in equity 0 0 0 0 0 60,117,716 -60,117,716 0
Settlement of loss as a deductible equity component 60,117,716 -60,117,716 0
Balance as at 31.12.2019 29,558,789 561,243,185 562,744,824 20,452,278 -74,525 -189,580,246 0 984,344,305

* Explanations to the financial statements are part of the financial statements and must be read in conjunction with them.
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4.5 Notes to the financial statements of the

HSE Company

4.5.1 Reporting entity

Holding Slovenske elektrarne d.o.0. (v nadaljevanju
“druzba”) je druzba, registrirana s sedezem v Sloveniji in
je obvladujoca druzba skupine HSE. Naslov registrirane-
ga sedeza je Koprska ulica 92, 1000 Ljubljana. Glavna de-
javnost druZbe je trgovanje z elektri¢no energijo.

4.5.2 Basis for preparation

A) STATEMENT OF COMPLIANCE

In the preparation of the financial statements on Decem-
ber 2019, the Company took into account the following:

 International Financial Reporting Standards
(IFRS), which include the International Accounting
Standards (IAS), Interpretations from the Standing
Interpretations Committee (SIC), the International
Financial Reporting Standards, and Interpretations
from the International Financial Reporting
Interpretations Committee (IFRIC), as adopted by the
European Union,

Poslovno leto druzbe je enako koledarskemu letu. V na-
daljevanju so predstavljeni lo€eni racunovodski izkazi
druzbe za leto, ki se je koncalo dne 31. decembra 2019.

e Companies Act,

* Energy Act,

» Corporate Income Tax Act,

* Rules on the implementing the Corporate Income Tax
Act and its implementing regulations,

e Company's Accounting Rules, and

» other relevant legislation.

B) ACCOUNTING ASSUMPTIONS AND QUALITATIVE CHARACTERISTICS OF

FINANCIAL STATEMENTS

The impacts of transactions and other business events
are recognised when they occur, not when they are paid,
and are recorded and reported for the periods to which
they apply. Therefore, the financial statements also in-
clude information on liabilities regarding monetary pay-
ments in the future, as well as assets which will generate
cash in the future.

The financial statements are based also on the assump-
tion that the Company will not considerably shrink the
volume of its operations or even terminate them, thus
that it will continue to operate in the foreseeable future.

The following qualitative characteristics of financial
statements have been taken into account:

e FAIR PRESENTATION IN COMPLIANCE WITH
THE INTERNATIONAL FINANCIAL REPORTING
STANDARDS: the financial statements fairly represent
the financial position, financial performance and cash
flows of the Company.

* CONSISTENT PRESENTATION: the presentation and
classification of items in the financial statements
equals the form applied in the previous year.
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* MATERIALITY AND AGGREGATION: each material
group which comprises similar items is presented
separately in the consolidated financial statements.
Items of a dissimilar nature or function are presented
separately unless they are immaterial.

« OFFSETTING: assets and liabilities, and income and
expenses, are not offset unless required or permitted
by a standard or an interpretation.

¢ COMPARATIVE INFORMATION: unless the standard
or the explanation permit or require otherwise, for all
of the presented amounts in the financial statements
comparative information is disclosed in respect of the
previous period. Comparative information is included
for narrative and descriptive information when it is
relevant to an understanding of the current period's
financial statements.

e CHANGES TO SIGNIFICANT ACCOUNTING POLICIES:
the same accounting bases, policies and valuation and
recognition principles were observed while compiling
the consolidated financial statements as for the year
2018, except for the changes stated below.

As of 1 )anuary 2019, the Company began to apply a new
standard, IFRS 16: Leases.

In 2019, the Company complemented the applicable ac-
counting policies and management of business events
and their posting in financial statements, in line with the
requirements of IFRS 16, which entered into force on 1
January 2019.

IFRS 16 replaces the International Accounting Standard
IAS 17 - Leases and equates the treatment of operating
and financial leases with lessees. On the basis of lease
agreements, the lessees shall, in the statement of finan-
cial position, post the funds leased among fixed assets
as right-of-use assets, in connection with the lease lia-
bilities. The value of the leased assets is transferred to
costs through amortisation, and the cost of financing is
borne by financial expenses. The standard provides les-
sees with two exceptions to recognition, namely in the
case of leases of low-value assets and short-term leases.
The treatment of leases with the lessor does not differ
significantly from that of IAS 17.
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The Company reviewed and analysed lease agreements
concluded with a duration of more than one year. Based
on lease costs and the duration of the lease agreements,
the Company assessed the value of the right to use the
leased assets and lease liabilities and recognised them on
1January 2019 in the statement of financial position for a
period of five years. In the case of agreements with indef-
inite duration with the right to terminate the agreement,
the management, in accordance with item 18 of IFRS 16,
is quite certain that the lease will not be terminated for
at least another five years, while the estimate of a longer
lease agreement cannot be given with considerable cer-
tainty. Therefore, in the case of agreements with indefi-
nite duration, the lease period is set at five years.

The Company applied the exemption for the recognition
of the right to use assets for short-term leases for up to
one year in accordance with item 5 of IFRS 16.

Interest rates accepted at the conclusion of leases are not
disclosed in the agreements. IFRS 16 in item 26 refers the
lessee to the application of the incremental borrowing
rate, i.e. the borrowing rate that HSE would pay if they
bought the asset and were in debt for the purchase. HSE
does not have such interest rates, as it follows from the
analysis of sources of financing that HSE financed invest-
ments in subsidiaries and partly working capital through
existing sources.

If the lessee cannot obtain information on the amount
of the borrowing interest rate from a financial institution
or from other sources, the lessee shall apply the average
rates of the loan agreements concluded with non-finan-
cial corporations in credit institutions during the month
of the lease, which Banka Slovenije published in its Bul-
letin.

The values of the right to use the leased assets and the
lease liabilities are estimated on the basis of discount-
ing future cash flows for the duration of the lease. In the
case of leases, the Company used an interest rate calcu-
lated as the average of interest rates for 2018, published
in the Bulletin of Banka Slovenije, for maturity over1to 5
years separately for amounts up to EUR 1 million and for
amounts above EUR 1 million. The average interest rate
thus calculated for amounts up to EUR 1 million is 2.69%
and 1.96% for amounts above EUR 1 million.



234

A
1l
A
A

Annual Report of the HSE Group and HSE Company 2019

IMPACT OF THE ADOPTION OF IFRS 16 ON THE STATEMENT OF FINANCIAL POSITION OF
THE HSE COMPANY AS AT 1 JANUARY 20189

Amendment

in EUR 31.12.2018 to IFRS 16 1.1.2019
ASSETS

Long-term assets 0 1,403,620 1,403,620
Right to use leased assets 0 1,403,620 1,403,620
TOTAL ASSETS (1] 1,403,620 1,403,620

CAPITAL AND LIABILITIES

Long-term liabilities 0 1,135,522 1,135,522
Long-term financial liabilities from leases 0 1,135,522 1,135,522
Short-term liabilities 0 268,098 268,098
Short-term financial liabilities from leases 268,098 268,098
TOTAL LIABILITIES 1] 1,403,620 1,403,620

EFFECT OF THE ADOPTION OF IFRS 16 ON THE INCOME STATEMENT OF THE HSE COMPANY
OVER THE PERIOD FROM 1 JANUARY TO 31 DECEMBER 2018

Amortization of rights of use 280,706
Lease costs -297,288
Earnings before interest and tax 16,582
Financing expenses 259,189
Profit or loss before taxes -12,607

C) BASIS FOR MEASUREMENT

The Company's financial statements are prepared on the basis of historical values, except for derivatives and assets
available for sale, which are disclosed at fair value or amortised cost.

D) FUNCTIONAL AND PRESENTATION CURRENCY

The financial statements contained in this report are presented in euro (EUR) without cents. The euro has been the func-
tional and presentation currency of the Company. Due to the rounding of amounts, minor but insignificant deviations
exist in the tables.
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E) USE OF ESTIMATES AND JUDGEMENTS

The preparation of financial statements requires the
management to form certain estimates and assumptions
which affect the disclosed amounts of assets and liabili-
ties, revenue and expenses and disclosures of contingent
assets and liabilities in the reporting period. The forma-
tion of estimates and of accompanying assumptions and
uncertainties are disclosed in notes to individual items.

Estimates and judgements are based on past experi-
ence and other factors that are considered reasonable in
the given circumstances and on the basis of which the

Estimates and assumptions are present at the following
judgements:

* inassessing the useful life of amortisable assets,
When assessing the useful life of assets, the
Company takes into account expected physical
exploitation, technical ageing, economic ageing and
expected legal and other usage restrictions. In the
case of major assets, the Company shall verify the
useful life and determine whether there have been
any changes in the circumstances that led to a change
in the useful life.

* in the impairment testing of non-financial assets,
At least once a year, the Company verifies whether
there are any impairment indicators for each cash-
generating unit, where the recoverable value of
non-financial assets is determined on the basis
of the present value of cash flows, based on an
estimate of expected cash flows from cash-generating
units as well as setting an appropriate discount
rate. In assessing whether there is a need to be an
impairment of property, the Company takes into
account that the individual property as a whole
generates cash inflows depending on the rest of the
property.

* inassessing the liquid amount of receivables and
assets arising from contracts with buyers,

When the financial statements are drawn up, the
Company estimates the value adjustments based on
the expected credit loss model, according to which
the expected losses to be incurred in the future are
estimated.

judgements on the carrying amount of assets and liabili-
ties are expressed. Since the estimates and assumptions
are subject to subjective judgement and certain level of
uncertainty, subsequent actual results can differ from
assessments. The estimates are examined on a regular
basis. Changes in accounting estimates are recognised in
the period in which the assessments were changed if the
change affects only that period or in the period of change
and in future periods in case the change affects future
periods.

* when assessing provisions for post-employment
and other long-term employee benefits (severance
payments upon retirement),
Under employment benefit obligations, the present
value of severance payments upon retirement is
recorded. It is recognised on the basis of an actuarial
calculation based on the assumptions and estimates
in force at the time of the calculation, which may
differ from the actual assumptions that will apply at
the time due to future changes. This mainly concerns
the determination of the discount rate, estimates
of employee fluctuations, mortality estimates and
estimates of wage growth. Due to the completedness
of actuarial calculation and long-term character,
the obligations for the post-employment benefit
of employees are sensitive to changes in those
estimates.

* inrecognition of provisions for lawsuits and
contingent liabilities,
Provisions are recognised when the Company has
legal or constructive liabilities arising from a past
event, which can be reliably assessed, and when it is
likely that that an outflow of resources embodying
economic benefits will be required to settle the
liability. The management of the Company shall
regularly check whether an outflow of funds allowing
economic benefits is likely to be fulfilled in order to
settle a possible liability. If it becomes fulfilled, the
possible liability shall be redistributed by forming
a provision in the financial statements at the time
when the probability rate changes.
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Further assessments of management in preparing the fi-
nancial statements on 31 December 2019 are as follows:

1. HSE has the right to buy back 35.6% of the sharehold-
ing in HESS, which it has sold (redemption right), and
the purchaser/acquirer are obliged to sell their shares
at any time between 1 June 2023 and 31 December
2023. The redemption right relates to the redemption
of the total shareholding in the amount of 35.6%, rep-
resenting SEL's total business share of 14.7% of the
share capital in HESS and GEN's total business share of
20.9% of the share capital in HESS. HSE must exercise
the redemption right from both companies/acquirers
at the same time.

2. The Company makes its transactions of sale and pur-
chase of electricity (excluding transactions in deriva-
tives) with the goal of trading with electricity. This is
therefore physical delivery. According to IFRS 9, those
transactions are not included in the transactions with-
in the scope of financial instruments.
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3. In the case of impairment testing for a cash-generating
unit with assets for limited useful life (TES), business
projections for its entire useful life are used. With the
former, the used price projections for price fluctuations
of electricity and CO, emission coupons, prepared by an
external independent institution, are limited to a peri-
od of 8 years (2023-2030 period), and with the latter
to a period of 32 years (2032-2054 period). Reasons
for using long-term projections during impairment
testing comprise following: nature of the activity that
required long-term investment cycles, adoption of in-
vestment-related decisions based on observing long-
term market projections, existence of long-term pro-
jections on price fluctuations for the most significant
input data used in impairment testing, uneven posting
of investments in maintaining capacities throughout
the period of anticipated business operation of energy
facilities and adjusting the production volume to the
energy product’s availability.

4.5.3 Branches and the representative office

The Company has a branch office in the Czech Republic.
The Company did not perform any transactions through
the Czech branch office in 2019 as the trade with electrici-

4.5.4 Significant accounting policies

The Company’s financial statements are prepared on
the basis of accounting policies presented below. The
above-mentioned accounting policies are used for both
years presented, unless otherwise indicated. When nec-

FOREIGN CURRENCY CONVERSION

Transactions expressed in foreign currency are translated
into the relevant functional currency at the exchange rate
applicable on the date of transaction.

Cash and liabilities expressed in a foreign currency at the
end of the reporting period are converted into functional
currency at then applicable exchange rate.

ty was transferred to the parent company itself. The oper-
ations of the branch are included in financial statements
of the Company.

essary, the comparative data was adjusted so that it is in
accordance with the presentation of data in the current
year.

Positive or negative foreign exchange differences are dif-
ferences between amortised cost in the functional cur-
rency at the beginning of the period, which is repaired for
the amount of effective interest and payments during
the period, as well as amortised cost in foreign currency
converted at the exchange rate at the end of the period.

Foreign exchange differences are recognised in the in-
come statement, namely in net amounts.
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INTANGIBLE ASSETS

Intangible assets are long-term assets enabling perfor-
mance of the Company’s registered activities, whereas
physically they do not exist. Among the Company’s intan-
gible assets are the long-term property rights and allow-
ances for the purpose of electricity production in the HSE
Group. Emission coupons for trading are disclosed among
inventories.

Upon initial recognition, an intangible asset is measured
at cost. Cost includes costs that can be directly attribut-
ed to the acquisition of an item of intangible assets. The
Company did not finance purchases of intangible assets
through loans; therefore, historical cost does not com-
prise loan costs.

Intangible assets are subsequently measured using the
cost model.

The Company has no intangible assets, for which it would
record the residual value when purchased.
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Amortisation is accounted for on a straight-line basis,
taking into account the useful life of each individual (in-
tegral) part of an intangible asset. Amortisation is meas-
ured at cost when an asset is available for use. Emission
coupons are not amortised, since they are purchased for
individual periods in which they are used.

Methods of amortisation and useful life of groups of
assets are examined at the end of each financial year
and adapted if needed. In the event their useful life is
extended, the cost of amortisation in the current year is
decreased. If useful life is shortened, amortisation cost
increases. The adjustment of useful life has to be cal-
culated in a manner that the asset will be amortised in
the new predicted useful life. The change in useful life is
considered as a change in accounting estimate and it af-
fects solely the period in which the accounting estimate
was changed and every following period of the remaining
useful life.

ESTIMATED USEFUL LIFE OF INTANGIBLE ASSETS

2019 2018

Computer software

2-20 years 2-20 years

Subsequent costs in relation to intangible assets are capitalised only in cases when they increase future economic ben-
efits arising from an asset to which the costs refer. All other costs are recognised in profit or loss as expenses as soon

as they are incurred.
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PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment are long-term assets
owned by the Company and used for the performance of
its registered activities. Property, plant and equipment
comprise land, buildings, production equipment, other
equipment and assets in the course of construction.

Property, plant and equipment are posted at cost less ac-
cumulated amortisation. Cost includes costs that can be
directly attributed to the acquisition of an item of proper-
ty, plant and equipment. The parts of items of plant and
equipment with different useful lives are accounted for as
individual assets. Loan costs that are directly allocated to
the purchase, construction or production of a qualifying
asset, i.e. until the capitalisation of an asset, are recog-
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nised as a part of cost of such an asset. The Company had
no loans for the acquisition of fixed assets, so that loan
costs and assets under construction are non-attributed.
For subsequent measurement of property, plant and
equipment, the cost model is used.

The Company has no property, plant and equipment for
which it would record the residual value when purchased.
Amortisation is calculated using the straight-line amor-
tisation method, taking into account the useful life of
an individual (integral) part of property, plant and equip-
ment. Amortisation begins to be calculated from the cost
when an asset is available for use. Assets in the course of
construction or production are not depreciated.

ESTIMATED USEFUL LIFE - PROPERTY, PLANT AND EQUIPMENT

2019 2018

Business premises
Solar power plant
Computer equipment
Furniture

Small tools
Passenger vehicles

Other plant and equipment

Amortisation methods, useful life and other values of
groups of assets are examined at the end of each finan-
cial year and adapted if necessary. In case the useful life
is extended, the Company decreases accrued amortisa-
tion costs in the discussed financial year, while in case
the useful life is shortened, it increases them. The ad-
justment of useful life has to be calculated in a manner
that the asset will be amortised in the new predicted use-
ful life.

The change in useful life is considered as a change in
accounting estimate and it affects solely the period in
which the accounting estimate was changed and every
following period of the remaining useful life.

The costs of replacing a part of property, plant and equip-
ment are attributed to the carrying amount of this as-
set in case it is possible that future economic benefits
related to a part of this asset will flow to the Company

50 years 50 years
25 years 25 years
2-5 years 2-5years
10 years 10 years

5 years 3-5years

5 years 5years
3-10 years 3-10 years

and if costs can be reliably measured. All other costs (e.g.
regular maintenance) are recognised in profit or loss as
expenses as soon as they are incurred.

Gains and losses that occur upon disposal of property,
plant and equipment are recognised as a difference be-
tween the net sales value and carrying amount of a dis-
posed asset and are recognised among other operating
income or write-downs in value.

The Company verifies on a yearly basis whether there is
indication of impairment relating to property, plant and
equipment being acquired. Significant indication of im-
pairment includes following circumstances:

» adopting the decision on suspending a certain
investment,

« material deterioration of circumstances relating to the
economic efficiency of an individual investment.
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LONG-TERM INVESTMENTS IN SUBSIDIARIES

Investments in subsidiaries are those where the Compa-
ny has the controlling influence and it performs consoli-
dated financial statements for this group of companies.

In financial statements, investments in subsidiaries are
disclosed at cost.

The Company recognises revenue from investment in the
period when the decision on payment of profit shares was
adopted.

Any indications of impairment of investments in subsid-
iaries are determined on an annual basis. In the event
impartial evidence exists that a loss due to impairment
was incurred, the amount of loss is measured as the dif-

ference between the carrying amount of a financial asset
and its recoverable amount (the higher of fair value less
selling costs and value in use) and is recognised as a fi-
nancial expense.

In the event of the liquidation of a subsidiary, the differ-
ence between the book value and the liquidation value
of the investment is recorded under financial revenue or
expense.

In the event of a sale of a share in a subsidiary, the dif-
ference between the book value and the contractual value
of the investment is recorded under financial revenue or
expense.

LONG-TERM INVESTMENTS IN ASSOCIATES AND

JOINTLY-CONTROLLED COMPANIES

Investments in associate companies are those in which
the Company has significant influence, its share in these
companies’ ranges between 20% and 50%.

Investments in jointly-controlled companies are invest-
ments in which the Company controls the operations of
such companies together with other owners, namely on
the basis of contractually-agreed division of control.

FINANCIAL ASSETS

Financial assets include cash and cash equivalents, re-
ceivables and loans, as well as financial investments.
Among financial investments, the Company posts in-
vestments in jointly-controlled companies, investments
in associates and investments in financial instruments.

The Company initially recognises loans and receivables
and deposits on the date of their formation. Other finan-
cial assets are initially recognised at the exchange date or
when the Company becomes a party to the instrument’s
contractual terms.

The Group derecognises a financial asset when contractu-
al rights to contractual cash flows from the financial as-
set are transferred on the basis of a transaction in which
all risks and benefits from the ownership of financial as-
set are transferred.

In the Company’s financial statements, investments in
associates as well investments in jointly-controlled com-
panies are carried at cost.

Upon initial recognition, the Company’s financial instru-
ments are classified as follows:

+ financial assets measured at amortised cost,

 financial assets measured at fair value through other
comprehensive income, and

« financial assets measured at fair value through profit
or loss,

The classification depends on the business model select-
ed for asset management and whether the company ac-
quires contractual cash flows from financial instruments
exclusively from the principal payments and interest on
the outstanding principal amount. Apart from operating
receivables that do not contain significant components
of financing, the Company measures the financial asset
during its initial recognition at fair value, which is in-
creased by the cost of transaction. Operating receivables
that do not contain a significant component of financing
shall be measured at the transaction price determined in
accordance with the provisions of IFRS 15.
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A)CASH AND CASH EQUIVALENTS

Cash and cash equivalents comprise cash in the cash
register, bank deposits of up to three months and other
short-term quickly realisable investments with original
maturity of three months or less.
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For the conversion of cash from foreign currency, the
Company uses the reference rate of the European Central
Bank (ECB) published by the Banka Slovenije, summa-
rised by the exchange rate of the ECB, except for those
currencies for which the ECB does not publish reference
rates on a daily basis and are subject to a monthly ex-
change rate.

B) FINANCIAL ASSETS MEASURED AT FAIR VALUE THROUGH PROFIT OR LOSS

Financial assets at fair value through profit or loss in-
clude financial assets held for trading, financial assets at
fair value through profit or loss and financial assets that
must be measured at fair value.

Financial assets are classified as held for trading if they
are acquired for selling or repurchasing in the near future.
Derivatives are classified as held for trading, except in the
case of effective hedging instruments.

Financial assets that generate cash flows and are not
solely principal and interest payments, are classified and
measured at fair value through profit or loss regardless of
the business model chosen.

Financial assets at fair value through profit or loss are in
the statement of financial position disclosed at their fair
value, including the net change in the fair value recog-
nized in the income statement.

C) FINANCIAL ASSETS AT FAIR VALUE THROUGH OTHER COMPREHENSIVE INCOME

(CAPITAL INSTRUMENTS)

Financial assets recognised at fair value through other
comprehensive income, which have the nature of an eqg-
uity instrument, are those financial assets that meet the
equity-related definition in accordance with IAS 32 - Fi-
nancial Instruments, and for which the company irrevo-
cably chooses to be classified as equity instruments at

D) FINANCIAL LOANS AT AMORTISED VALUE

Financial assets at amortized cost include financial as-
sets held by the Company within the business model for
obtaining contractual cash flows and if cash flows rep-
resent exclusively principal payments and interest on
outstanding principal amounts. Financial assets at amor-
tized cost include also loans and receivables. Given their
maturity, they are classified as short-term financial as-
sets (maturity of up to 12 months after the date of the
statement of financial position) or long-term financial
assets (maturity over 12 months after the date of the
statement of financial position).

fair value through other comprehensive income and that
are not held for trading. The classification is stipulated by
individual financial instrument.

Revenues and losses on these financial assets are never
reallocated to the income statement.

Financial assets at amortized cost are initially recognized
at fair value increased by direct transaction costs. Upon
initial recognition, they are measured at amortized cost
using the effective interest rate method less any impair-
ment losses. Revenues and losses are recognized in profit
or loss upon reversal, changes or impairments.
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FINANCIAL LIABILITIES

Company'’s financial liabilities include loans received and
liabilities to suppliers. They are, upon initial recognition,
classified as financial liabilities at fair value through prof-
it or loss, loans received or operating liabilities. All other
financial liabilities are initially recognized on the date
of trading or when the Company becomes a contracting
party in connection with the instrument. Apart from the
loans received, all financial liabilities are initially meas-
ured at fair value. Loans received are measured at am-
ortized cost using the applicable interest rate. In terms
of maturity, loans are classified as short-term financial

DERIVATIVE FINANCIAL INSTRUMENTS

Derivatives are used for the hedging of Company’s cash
flow exposure against price and currency risks, as well as
trading risk. Within the hedging framework, the Company
concluded currency swaps as well as standardized futures
contracts for the purchase of electricity and emission
coupons in the following years.

These are financial instruments that do not require initial
financial investment, while their value is changing due to
change in goods prices or foreign exchange rates.

Derivative financial instruments are initially recognised
at fair value by applying the net principle, which means
that the value of the concluded transaction is not dis-
closed in the financial statements.

Following the initial recognition, the derivative financial
instruments are measured at fair value, whilst the per-
taining changes are treated differently with regard to the
fact whether the derivative financial instruments fulfil
the conditions for hedge accounting or not.

When a derivative is defined as hedging in case of expo-
sure to changeability of cash flows that may be attributed
to an individual risk related to recognised asset, liability
or very probable envisaged transactions, which can affect
the profit or loss, the successful portion of changes in fair
value of derivative is recognised in period’'s other com-
prehensive income and disclosed in risk hedging reserve.
The unsuccessful part of changes in the fair value of fi-
nancial instrument is directly recognised in the income
statement. The Company shall prospectively discontinue
the hedge accounting if the hedge no longer meets the
criteria for hedge accounting, if the hedging instrument
is sold, terminated or exercised. The accumulated profit
or loss recognised in the period’s comprehensive income
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liabilities (maturity of up to 12 months after the date of
statement of financial position) or long-term financial li-
abilities (maturity over 12 months after the date of the
statement of financial position). Profits and losses are
recognised in the income statement upon derecognising
the financial liability within the amortisation of the ap-
plicable interest rate.

The Company derecognises a financial liability when the
obligations defined in the relevant contract are met, can-
celled or expire.

remains recorded in the risk hedging reserve until the
envisaged transaction impacts the profit or loss. If the
envisaged transactions can no longer be expected, the
amount in other comprehensive income must be directly
recognised in profit or loss. In other cases, the amount
recognised as comprehensive income is transferred to
profit or loss in the same period in which the item, sub-
ject of hedging, affects the profit or loss.

Effects of other derivatives, which are not defined as risk
hedges in case of exposure to cash flow changeability or
cannot be attributed to individual risk related to recog-
nised asset or liability, are recognised in profit or loss i.e.
among other operating income to other operating costs
by applying the net principle.

If forward purchases and sales for physical supply of
electricity are treated as contracts concluded within the
Group’s own use, they are not subject to criteria under
IFRS 9. This occurs in the case when the following condi-
tions are met:

» physical supply is part of all such contracts,

+ energy volume, purchased or sold under the contracts,
corresponds to the operational needs of the Group,

» contracts cannot be considered as an option, as
defined in the standard. In the case of electricity
sales contracts, the contract is equivalent to the
fixed forward sales or can be considered as sales of
capacity.

The Company is of the opinion that transactions subject
to negotiations on balancing the commitments on pur-
chasing and selling electricity are to be considered as part
of their operations and not within the scope of IFRS 9.
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IMPAIRMENT OF ASSETS
I. FINANCIAL ASSETS

Pursuant to IFRS 9, the Company on 1)anuary 2018 start-
ed to apply the expected loss model, according to which
not only incurred losses are recognised but also losses
that are expected to occur in the future.

A financial asset is considered impaired, if there is objec-
tive evidence from which it is evident that, due to one or
more events, the expected future cash flows arising from
this assets that can be reliably measured have been de-
creased.

Impairment of receivables and loans

Whether it is assessed that the carrying amount of a re-
ceivable has exceeded its fair value (realisable value), the
receivable is impaired.

For subsequent write-offs of receivables relevant docu-
ments of proof are needed: legally enforceable decisions
of enforced settlement, bankruptcy proceeding, court rul-
ing or other relevant document.

The impairment assessment is based on the expected
credit losses associated with the probability of defaults
on loans and receivables in the next 12 months, unless the
credit risk significantly increased since the initial recogni-
tion. In these cases, the impairment assessment is based
on the probability of default over the entire duration of
the financial asset (CECL). Expected credit losses repre-
sent the difference between contractual cash flows that
are due under the contract and all cash flows for which the
Company expects to receive them. Expected cash flows
will include the cash flows from the sale of security.

Impairments for expected credit losses are assessed in
two stages. As for credit exposures where no significant
increase in credit risk was established after initial recog-
nition, impairments for expected credit losses are recog-
nised for credit losses arising from defaults that are possi-
ble within the next 12 months. For those credit exposures
for which a significant increase in credit risk has occurred
since the initial recognition, the Company recognises an
allowance from losses expected in the remaining useful
life of the exposure, regardless of the default period.

Doubtful receivables from others are those which are not
settled within 180 days after their due date.

Annual Report of the HSE Group and HSE Company 2019

Objective evidence on the impairment of financial as-
sets can be: non-compliance or violation by the debtor,
signs that the debtor will go bankrupt; restructuring the
amount, owned to the company by others, and disappear-
ance of active market for such instrument.

Disputed receivables are those which comply with one of
the following conditions:

« the legal collection procedure began in court,
* the decision on beginning of enforced settlement,
liquidation or bankruptcy is published.

The impairment of receivables, that as such are insig-
nificant, is assessed collectively so that receivables with
similar risk characteristics are grouped together. The
Company forms groups of receivables based on their ma-
turity. In assessing collective impairment, the Company
uses historical trends of the probability of default, the
timing of recoveries and the amount of loss incurred, ad-
justed for management’s judgement as to whether cur-
rent economic and credit conditions are such that the ac-
tual losses are likely to be greater or less than suggested
by historical trends.

In the event all actions have been carried out with due dil-
igence to achieve the repayment of certain outstanding
receivables and in the event that, due to the amount of
receivables it would be uneconomical for the company to
go in the recovery process through the court, the receiva-
ble in whole is finally written down, based on the decision
of the management.

The Company assesses evidence on loan impairment for
each significant loan.

Loss due to impairment, related to a financial asset car-
ried at realisable value, is calculated as difference be-
tween the carrying amount of an asset and expected cash
flows discounted at historical interest rate. Loss is recog-
nised among operating expenses in profit or loss.
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II. NON-FINANCIAL ASSETS

On each reporting date, the Company verifies the carrying
amount of significant non-financial assets with the pur-
pose of establishing whether there are any signs of im-
pairment. If such signs exist, the recoverable amount of
the asset is assessed based on impairment testing.

The recoverable amount of an asset or cash-generating
unit is either value in use or fair value less costs of sale,
whichever is higher. When determining the value of an
asset in use, the expected future cash flows are discount-
ed to their current value by using the discount rate before
tax that reflects regular market assessments of the time
value of money and risks that typically occur in relation
to the asset. For the purpose of impairment testing, the
assets that cannot be individually tested are classified in
the smallest possible group of assets that generate cash
flows from further use and are mostly independent from
receipts of other assets and groups of assets (cash-gen-
erating unit).

CAPITAL

Total capital of the Company represents its liability to
owners which falls due if the company ceases to operate,
whereby the amount of capital is adjusted with respect to
the then attainable price for the Company’s net assets.
It is determined by both the amounts invested by own-
ers and the amounts generated in the course of operation
that belong to the owners. It is decreased by the loss in-
curred in the course of operations and increased by the
profit in the period.

Share capital and capital surplus represent owner’s cash
contributions and contributions in kind.

General capital revaluation adjustments on 31 December
2002 in accordance with the then applicable Sloveni-
an Accounting Standards include the revaluation of the
share capital prior to 2002. The adjustment due to the
transfer to new SAS has been transferred to capital sur-
plus. The amount can only be used for increase in share
capital.
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The impairment of an asset or the cash-generating unit
is recognised when its carrying amount exceeds its recov-
erable amount. Impairment is disclosed among operating
expenses in the income statement.

Impairment losses recognised in prior periods are as-
sessed by the Company at each reporting date for any in-
dications that the loss has decreased or no longer exists.
Loss due to impairment is reversed in case there has been
a change in assessments, on the basis of which a compa-
ny defines the recoverable amount of an asset. The im-
pairment loss is reversed to the amount up to which the
asset’s increased carrying amount does not exceed the
carrying amount that would have been determined after
the amortisation write-off deduction, had no impairment
loss been recognised for the asset in prior periods.

Impairment losses that occurred in previous years are not
eliminated in case of investments in subsidiaries, associ-
ates and jointly-controlled entities.

Other reserves are purposely retained earnings from the
previous years. They are designed on the basis of a de-
cision of the appropriate authority or the control of the
owner.

The risk hedging reserve includes the effect of changed
fair value of derivatives, which were classified as success-
ful hedges in case of exposure to cash flow fluctuations.

The fair value reserve includes actuarial gains or loss-
es related to provisions for post-employment and other
long-term employee benefits (severance payments upon
retirement).

Retained earnings include unallocated profit or loss of
the current year.
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PROVISIONS FOR POST-EMPLOYMENT AND
OTHER LONG-TERM EMPLOYEE BENEFITS

In accordance with legal regulations, collective agree-
ment and internal rules, the Company is obliged to pay
jubilee bonuses to employees and severance payments
upon retirement, for which long-term provisions are cre-
ated. There are no other existing pension liabilities.

Provisions are created in the amount of the assessed fu-
ture payments for severance pay upon retirement and ju-
bilee bonuses, discounted at the end of the business year.
The calculation is prepared for each employee by taking
into account the costs of severance payments upon re-

EMPLOYEE BENEFITS

Short-term employee benefit obligations are measured
on an undiscounted basis and are expensed as the related
service is provided. A liability is recognised for the amount
expected. Liabilities are recognized in the amount ex-

OTHER PROVISIONS

Provisions are recognised when the company has legal or
constructive obligations arising from a past event, which
can be reliably assessed, and when it is likely that that an
outflow of resources embodying economic benefits will
be required to settle the liability.

The amount of the provision must be equal to the present
value of the expenses, expected to be required to settle
the liability. Since provisions are intended for covering
probable, but not certain liabilities, the amount recog-
nised as a provision is merely the best estimate of the
expenses needed for the settlement of liabilities exist-
ing on the date of the statement of financial position. In

tirement and costs of all expected jubilee bonuses until
retirement. The calculation with the use of projected unit
is prepared by an actuary. Severance pay upon retirement
and jubilee bonuses in the current year reduce the formed
provisions.

Labour costs and interest costs are recognised in the in-
come statement, while the restatement of post-employ-
ment benefits or of unrealised actuarial revenues or loss-
es arising on severance payments upon retirement are
recognised in other comprehensive income.

pected to be paid in the form of short-term benefits if
the Company has a present legal or indirect obligation
to make such payments because of the employee’s past
work performed and the liability can be measured reliably.

reaching the best estimate of a provision, the risks and
uncertainties that inevitably surround the events and cir-
cumstances are taken into account.

Provisions are reduced directly for costs and expenses for
which they were created. This means that in the financial
year or such costs no longer appear in the income state-
ment.

If the expected liabilities do not occur, the amount of cre-
ated provisions is reversed and recognised under other
operating revenue.
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OTHER ASSETS AND OTHER LIABILITIES

Other assets include advances, receivables from state
and other institutions, and short-term deferred costs
and accrued revenues, which represent deferred costs
and non-accrued revenue that is not related to sales con-
tracts. Deferred costs represent the amounts incurred but
not yet charged against the profit or loss.

With the introduction of IFRS 15, non-accrued revenue is
no longer part of other assets, but non-accrued income
from sales contracts with customers is recognized under
Contract assets.

CONTINGENT LIABILITIES

Contingent liability is:
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Other liabilities include advances, liabilities to employ-
ees, state and other institutions, and long-term and
short-term accrued costs and deferred revenues, which
represent accrued costs and deferred revenue that is not
related to sales contracts. Accrued costs are amounts
that have not occurred yet, but they will in the future and
are already influencing the profit or loss.

By introducing IFRS 15, deferred revenue is no longer part
of other liabilities: Instead, deferred revenue arising from
sales contracts with customers are recognised under Con-
tract liabilities.

« apossible liability that arises from past events and whose existence will be confirmed only by the occurrence or
non-occurrence of one or more uncertain future events not controlled by the company as a whole, or

» apresent obligation arising from past events, which is not recognised, since it is not probable that the outflow of
resources embodying economic benefits will be required to settle the obligation or the amount of obligation cannot

be reliably measured.

Contingent liabilities include the guarantees granted and parent guarantees.

REVENUE FROM CONTRACTS WITH CUSTOMERS

Revenue from contracts with customers is recognized
when control over goods or services is transferred to the
buyerin anamount that reflects the compensation, which
the Company believes to be entitled to receive in return
for these goods or services. Revenue from contracts with
customers is recognised at fair value of received repay-
ment or receivable arising thereunder.

Sale of goods

When selling goods, the performance obligation occurs
upon the supply of goods. Goods are invoiced with-
in 14 days or on a monthly basis. The sale of electricity
accounts for the largest share within the sale of goods
structure, which is followed by the sale of secondary and
tertiary energy and deviations from the sale of electricity.
This part includes also the sale of emission coupons aris-
ing on trading.

Revenue is disclosed when the buyer assumes all signifi-
cant types of risks and benefits related to the ownership
of the asset, when there is a certainty in relation to re-
coverability of receivables and related costs or possibility
of repayment of products and when the Company stops
deciding on products sold.

In case the Company has more positive than negative
operating foreign exchange differences, they are record-
ed as net revenue from the sales of merchandise at net
principle.
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Sale of services

When selling services, the performance obligation arises
while rendering the services, while invoicing is performed
on a monthly basis. The largest share within the structure
of sale of services relates to services provided in connec-
tion with IT transmission capacities, services relating to
guarantees of origin, services of negative electricity pric-
es, and advisory services provided in the accounting, le-
gal, HR and financial sectors.
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Unaccounted revenue is revenue that is taken into ac-
count in the profit or loss, although it has not been
charged yet. In compliance with IFRS 15, these assets are
disclosed as Contract assets in the income statement and
include the right to compensation in return for goods or
services, which is transferred to the buyer.

Deferred income is presented in accordance with IFRS 15
as a Contract liability and is recognized as revenue when
the company meets its performance obligation under the
contract.

OTHER OPERATING AND FINANCIAL INCOME

Other operating income relating to operating effects in-
cludes income from interest of advances granted, income
from default interest, gains arising from sales of fixed as-
sets, received compensations and contractual penalties
and similar revenue.

Revenue arising from default interest charges and related
receivables is recognised upon occurrence, if it is proba-
ble that the economic benefits related to transaction will
flow to the company. On the contrary, default interest

OPERATING AND FINANCIAL EXPENSES

Expenses are recognised if a decrease in economic ben-
efits in the accounting period gives rise to a decrease in
assets or increase in debt and this decrease can be relia-
bly measured.

Operating expenses are recognised once the merchandise
has been sold.

The cost of sold goods discloses expenses related to the
sale of electricity, emission coupons for trading and their
dependent costs. In case the Company has more nega-
tive than positive operating foreign exchange differences,
they are recorded as costs of goods sold.

Costs of materials are historical costs of materials pur-
chased, namely costs of protection equipment, small
tools, whose useful life does not exceed one year, energy
products, office material, technical literature and other
materials.

Cost of materials for the original cost of purchased ser-
vices, namely services for maintenance of computer pro-
grams, buildings and equipment, advertising services,
entertainment, insurance premiums, payment and other

charges are recorded as contingent assets and are recog-
nised in the company’s books of account upon payments.
Recording of default interest is considered individually.

Finance income comprises income from shares in invest-
ments (dividends), interest on deposits and loans grant-
ed, and income from parent guarantees granted, and
profits on hedging instruments, which are recognised in
the income statement.

banking services (excluding interest), lease advisory ser-
vices, missions and similar services.

Write-downs in value include amortisation costs related
to consistent transfer of value of amortisable intangible
assets and property, plant and equipment. The write-
downs recorded write-downs and losses on disposal of
intangible assets and property, plant and equipment and
write-downs of trade receivables.

Labour costs are historical costs related to accrued wag-
es and similar amounts into gross amounts, as well as
the duties charged on that basis and are not part of gross
amounts.

Other operating expenses occur in connection with pro-
visions, grants and other duties, as well as contractual
penalties for unsupplied electricity.

Financial expenses comprise loan costs, including related
derivatives and losses from impairment of financial as-
sets and liquidations of subsidiaries. Interest expenses
are recognised upon their occurrence, in the amount of
agreed-upon interest rate.
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TAXATION

Taxes include current and deferred tax liabilities. Current
taxisincluded in the income statement. The deferred tax
is recorded in the income statement and the statement
of financial position.

Current tax liabilities are based on the taxable base for
the business year. The taxable profit defers from net
profit reported in the income statement, since it excludes
items of income or expenses that are taxable or deduct-
ible in other years, as well as items that are never tax-
able or deductible. The Company’s current tax liabilities
are calculated using tax rate that is applicable on the re-
porting date. Current tax liabilities decrease in the event
of advance payments of corporate income tax during the
year.

Deferred tax is completely disclosed using the liabilities
method after the statement of financial position for
temporary differences arising between the tax base of
assets and liabilities and their carrying amounts in finan-

STATEMENT OF CASH FLOWS

The cash flows statement comprises changes in the bal-
ance of cash and cash equivalents for the period for which
it was compiled. The cash flow statement is prepared by
using the indirect method and data from the statement
of financial position and the income statement, pursuant
to International Financial Reporting Standards (IFRS).

SEGMENT REPORTING
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cial statements. Deferred income tax is defined using tax
rate applicable on the date of financial position and for
which it is expected to be in use when the receivable for
deferred tax is realised or the liability for deferred tax is
settled.

A deferred tax asset is recognised if there is a possibility
that a taxable profit will be available in the future, from
which it will be possible to utilise temporary differences.
It represents the amount of the calculated corporate in-
come tax on deductible temporary differences.

The deferred liability for tax represents the amount of the
calculated tax from the corporate tax of deductible tem-
porary differences, which means higher payment of tax
in the future.

In 2019, the applicable tax rate for corporate income tax
amounted to 19%, based on the currently applicable tax
legislation.

The Company’s item of cash comprises bank balances,
call deposits and deposits of up to three months.

The Company does not disclose operations by segments in the annual report. Segment reporting must be disclosed by
companies whose equity or debt instruments are traded in the public market, and companies which are issuing equity or

debt instrument in public markets.
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INITIAL APPLICATION OF NEW AMENDMENTS TO EXISTING STANDARDS IN
FORCE DURING THE CURRENT REPORTING PERIOD

In the current reporting period, the following standards, amendments to the existing standards and interpretations
issued by the International Accounting Standards Board (IASB) and adopted by the EU are applied:

IFRS 16 — Leases accepted by the EU on 31 October 2017 (valid for annual periods beginning

on or after 1 January 2019).

IFRS 16 - Leases, published by the IASC on 13 January
2016. The lessee shall recognise the right to use the as-
set and lease liabilities in accordance with IFRS 16. The
right to use the asset is treated in a similar manner to
other non-financial assets and is accordingly amortised.
The lease liability is initially valued at the present value
of the rents paid during the lease period, discounted at
the implied interest rate, if it can be determined immedi-
ately. If this rate cannot be determined immediately, the
lessee must use the assumed borrowing rate. As with IAS
17, which was replaced by IFRS 16, the lessor defines the
lease as business or financial according to the nature of

the lease. A lease is classified as a financial lease, if al-
most all the risks and benefits associated with the own-
ership of the asset are transferred to it. Otherwise, it's a
business lease. In the case of a financial lease, the lessor
shall recognise the financial income during the lease pe-
riod on the basis of a sample reflecting the fixed period
of return on the net investment. Payments from business
leases shall be recognised by the lessor as income on the
basis of a steady time method, or if the sample reflects
the earlier reduction of the benefit from the use of that
asset, using another systematic method.

Amendments to IFRS 9 Financial Instruments - Prepayment Features with Negative
Compensation (apply to annual periods beginning on or after 1 January 2019).

Amendments to IFRS 9 - Financial Instruments - Prepay-
ment Features with Negative Compensation issued by
the IASC on 12 October 2017. The existing requirements
of IFRS 9 on the right to terminate the agreement are
amended to allow measurement at amortised value (or
fair value via other comprehensive income depending on
the business model), even in the case of negative compen-
sation payments. According to the changes, the signature
of the amount of the advance is irrelevant - in view of the
prevailing interest rate, the payment may also be made

for the benefit of the contracting party making the early
payment. The calculation of compensation must be the
same in the case of penalties for early repayment and in
the case of an early repayment reward. The changes also
include explanations regarding accounting for changes in
financial liabilities that do not result in derecognition. In
this case, the carrying amount shall be adjusted to the
result recognised in comprehensive income. The effective
interest rate shall not be recalculated.

Amendments to IAS 19 - Employee Benefits - Plan Amendment, Curtailment or Settlement,
adopted by the EU on 13 March 2019 (apply to annual periods beginning on or after 1 January

2019).

Amendments to IAS 19 Employee Benefits - Plan Amend-
ment, Curtailment or Settlement by the IASC on 7 Feb-
ruary 2018. The amendments require the use of updated

remeasurement assumptions to determine current ser-
vice costs and net interest for the remainder of the re-
porting period following the change of the plan.

04 Accounting Report of the HSE Company

«

249 )

Amendments to IAS 28 - Investments in Associates and Joint Ventures - Long-term Interests in
Associates and Joint Ventures adopted by the EU on 8 February 2019 (apply for annual periods

beginning on or after 1 January 2019).

Amendments to IAS 28 - Investments in Associates and
Joint Ventures - Long-term Interests in Associates and
Joint Ventures, published by the IASC on 12 October 2017.
The amendments aim to clarify that an entity applies
IFRS 9, including impairment requirements, to long-term
interests in an associate or joint venture that are part

of a net investment in an associate or joint venture and
to which the equity method does not apply. The amend-
ments also eliminate paragraph 41, as the Committee
considers it merely repeated requirements in IFRS 9 and
caused confusion about the accounting of long-term
shareholdings.

Amendments to the various standards due to Improvements to IFRS (2015-2017) resulting from
the annual IFRS improvement project (IFRS 3, IFRS 11, IAS 12 and IAS 23), in particular with a
view to addressing inconsistencies and interpreting texts adopted by the EU on 14 March 2019
(valid for annual periods starting on or after 1 January 2019).

Amendments to various standards due to Improvements
to IFRS (period 2015-2017) published by the IASC on 12
December 2017. Amendments to the various standards
result from the annual IFRS improvement project (IFRS
3, IFRS 11, IAS 12 and IAS 23) and are primarily aimed at
correcting non-compliance and interpreting the text. The
amendments include the following explanations: an enti-
ty remeasures its previous share in the joint activity when

it acquires control of an entity (IFRS 3); if an entity gains
joint control over a business entity, it does not remeas-
ure its previous stake in the joint activity (IFRS) 11); the
entity accounts for all consequences of the payment of
dividends on income tax in the same way (IAS 12); and the
entity treats as part of general loans all loans originally
intended to develop an asset such as an asset qualified
for intended use or sale (1AS 23).

IFRIC 23 - Uncertainty over income tax treatments accepted by the EU on 23 October 2018
(applicable for annual periods beginning on or after 1 January 2019).

IFRIC 23 - Uncertainty over income tax treatments issued
by the IASC on 7 June 2017. There may be some confusion
as to how the tax legislation applies to a particular trans-
action or circumstance, or whether the tax authority will
accept the treatment of the tax in the company. IAS 12 In-

come Tax sets out how current and deferred tax should be
accounted for, rather than how the effects of uncertainty
should be reflected. IFRIC 23 complements the require-
ments of IAS 12 by specifying how the effect of uncer-
tainty must be reflected in the accounting of income tax.

The adoption of these new standards, changes to existing standards and interpretations did not lead to significant
changes in the Company’s financial statements, except for the introduction of IFRS 16, the transition effects of which
were shown above among significant changes in accounting policies.
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STANDARDS AND AMENDMENTS TO EXISTING STNDARDS ISSUED BY THE
IASC AND ADOPTED BY THE EU BUT NOT YET ADOPTED

The following standards, changes to existing standards and new interpretations have been issued at the date of approv-
al of these financial statements, which have not yet entered into force:

Amendments to IAS 1- Presentation of Financial Statements and IAS 8 - Accounting Policies,
Changes in Accounting Estimates and Errors - Definition Essential (applicable to annual periods
beginning on or after 1 January 2020).
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NEW STANDARDS AND CHANGES TO EXISTING STANDARDS ISSUED BY THE
IASC BUT NOT YET ADOPTED BY THE EU

Currently, IFRS as adopted by the EU do not differ significantly from those adopted by the International Accounting
Standards Committee (IASC) with the exception of the following new standards and amendments to existing standards
as of 31 December 2019 (dates of entry into force below for IFRS as issued by the IASC):

IFRS 14 - Regulatory Deferral Accounts (applicable for annual periods beginning on or after 1
January 2016) - The European Commission has decided not to initiate the validation process of

Amendments to IAS 1- Presentation of Financial State-
ments and IAS 8 - Accounting Policies, Changes in Ac-
counting Estimates and Errors — Definition Essential

published by the IASC on 31 October 2018. The amend-
ments explain the definition of the term essential and
how it should be included in the definition guidance.

Amendments to IFRS 9 - Financial Instruments, IAS 39 - Financial Instruments: Recognition
and Measurement and IFRS 7 - Financial Instruments: Disclosures — Interest Rate Benchmark
Reform (applicable for annual periods beginning on or after 1 January 2020).

Amendments to IFRS 9 - Financial Instruments, I1AS 39
- Financial Instruments: Recognition and Measurement
and IFRS 7 - Financial Instruments: Disclosures — Inter-
est Rate Benchmark Reform issued by the IASC on 26
September 2019. Changes to Interest Rate Benchmark
Reform:

a) amend the specific hedge accounting requirements in

b) are mandatory for all hedging ratios directly affected
by the interest rate benchmark reform;

c) are not intended to facilitate other consequences of
the interest rate benchmark reform (if the hedging ra-
tio no longer meets the requirements for hedging ac-
counting for reasons other than those mentioned in
the changes, hedging accounting should be terminat-
ed) and

this intermediate standard and to await the release of its final version.

IFRS 14 - Regulatory Deferral Accounts published by the
IASC on 30 January 2014. The aim of the standard is to
enable companies, that use IFRS for the first time and

that recognise regulatory deferral accounts in compliance
with the previous GAAP, to continue with such recogni-
tion when transitioning to IFRS.

IFRS 17 Insurance Contracts (valid for annual periods beginning on or after 1 January 2021).

IFRS 17 Insurance Contracts published by the IASC on 18
May 2017. The new standard requires the measurement of
insurance liabilities at the current value of fulfilment and
brings a more uniform method of measurement and pres-

entation for all insurance contracts. The purpose of the
requirements is to ensure consistent and principle-based
accounting for insurance contracts. IFRS 17 replaces IFRS
4 - Insurance Contracts and related Interpretations.

such a way that undertakings can account for hedging d) require specific disclosures on the extent to which
on the assumption that the reference rate on which changes of the reform affect hedging ratios among

Amendments to IFRS 3 - Business Combinations - Definition of a business (in effect for business
combinations where the acquisition date is equal to the beginning date of the first annual
reporting period beginning on or after 1 January 2020 and the acquisition of assets occurring

hedged cash flows and cash flows from the hedging in-
strument are based due to the interest rate benchmark
reform will not change;

companies.

Amendments to the Conceptual Framework References in IFRS (apply to annual periods

beginning on or after 1 January 2020).

Amendments to the Conceptual Framework Referenc-
es in IFRS issued by the IASC on 29 March 2018. In order
to revise the Conceptual Framework for IFRS, the IASC
updated the reference to it in IFRS standards. The doc-
ument contains amendments to IFRS 2, IFRS 3, IFRS 6,
IFRS 14, 1AS 1, 1AS 8, IAS 34, 1AS 37, 1AS 38, IFRIC 12, IFRIC

19, IFRIC 20, IFRIC 22 and SIC-32. The amendments aim
to support the transition to a revised conceptual frame-
work for companies that develop their accounting policies
through this framework when no IFRS standard applies
to a specific transaction.

at the beginning of this period or after it).

Amendments to IFRS 3 - Business Combinations — Defi-
nition of a business issued by the IASC on 22 October
2018. Changes have been introduced to improve the defi-
nition of a business. The amended definition highlights
that the business entity’s business purpose is to provide

goods and services to customers, while the previous defi-
nition highlighted returns in the form of dividends, lower
costs and other economic benefits to investors and other
shareholders. In addition to the amended wording, the
Committee provided further guidance on the definition.

Amendments to IFRS 10 - Consolidated Financial Statements and IAS 28 - Investments in
Associates and Joint Ventures - Sale or contribution of assets between an investor and his
associate or joint venture, and subsequent amendments (the effective date is postponed
indefinitely until the completion of the research project related to the equity method).

Amendments to IFRS 10 - Consolidated Financial State-
ments and IAS 28 - Investments in Associates and Joint
Ventures — Sale or contribution of assets between an in-
vestor and his associate or joint venture, published by the
IASC on 11 September 2014. The amendments relate to

the divergence of the requirements under IAS 28 and IFRS
10 and explain that the extent of recognition of profit or
loss in the business with an associate orin a joint venture
depends on whether the assets sold or contributed con-
stitute a business entity.
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The Company foresees that the introduction of these new standards and changes to existing standards during the period 4.5.7 Notes to the financial statements
of initial application will not have a significant impact on the financial statements of the Company.
Hedge accounting for a portfolio of financial assets and liabilities of which the EU has not adopted principles remains 4.5.7.1 Statement of financial position
unregulated.
The Company estimates that the use of hedging accounting for financial assets and liabilities in accordance with IAS 39 INTANGIBLE ASSETS (1)
- Financial Instruments: Recognition and Measurement would not have a significant impact on the Company’s financial .
. . in EUR 31.12.2019 31.12.2018
statements if it were applied at the balance sheet date.
Emmission coupons 38,239,692 29,537,397
Other long-term property rights 2,587,057 2,188,568
4.5.5 Fair value measurement Total 40,826,749 31,725,965

With reference to disclosing fair values of non-financial
and financial assets and liabilities, the determination of
fair value is required either for measuring individual as-
sets or due to additional fair value disclosures. Fair value
is the amount by which an asset can be sold or a liabili-
ty settled between knowledgeable, willing parties in an
arm’s length transaction.

Quoted prices are used as a basis for determining the
fair value of financial instruments. In case a financial in-
strument is not quoted on the regulated market or the
market is assessed as inactive, the second and third level
input data is used to assess the fair value of the financial
instrument.

In order to determine the fair value of interest and curren-

Among intangible assets, emission coupons for the purpose of electricity production in the HSE Group and software are

posted.

MOVEMENT OF INTANGIBLE ASSETS

Emmission

Other long-term

in EUR . Total
- . . . . . . . coupons roperty rights
When determining fair value of financial instruments, cy swaps we use information submitted to the Company . e
the following hierarchy of fair value defining levels is con- by the bank where an individual swap was concluded. Val- Purchase cost 1.1.2019 29,537,397 6,986,011 36,523,408
sidered: ues are verified in the company’s financial department. Acquisitions 36,686,730 73417 36,760,147
Disposals - write-offs, sales -27,984,435 273,135 -27,711,300
« first level comprises quoted prices on active markets In order to determine the fair values for derivatives that Purchase cost 31.12.2019 38,239,692 7,332,563 45,572,255
for equal assets or liabilities; related to electricity and emission coupons, the known
. . . " Write-off value 1.1.2019 4,797,443 4,797,443
« second level covers values not equal to the quoted stock prices are used as at the financial position state-
prices in terms of the first level but can nevertheless ment date. Disposals - write-offs, sales ~298,636 ~298,636
be obtained directly (i.e. as prices) or indirectly (i.e. Depreciation 246,699 246,699
as derived from prices) on the basis of comparable Write-off value 31.12.2019 4,745,506 4,745,506
market data,
) o Book value 1.1.2019 29,537,397 2,188,568 31,725,965
« third level comprises input data for an asset or
Book value 31.12.2019 38,239,692 2,587,057 40,826,749

liability that are not based on evident market data.

4.5.6 Financial risk management

Emmission
coupons

Other long-term

property rights

Purchase cost 1.1.2018 24,726,009 6,764,458 31,490,467
Detection and management of risks is defined in the « credit risk, Acquisitions 30,547,436 562,023 31109,465
business part of the annual reporting, in the notes to + liquidity risk, Disposals - write-offs, sales -25736,048 -340,476 -26,076,524
the financial statements, the risks are presented in con-  currency risk, Purchase cost 31.12.2018 29,537,397 6,986,011 36,523,408
nection with items in consolidated financial statements e interest rate risk, and .

. . Ly \ . . Write-off value 1.1.2018 4,651,461 4,651,461

(section 4.5.7.6 Financial instruments and risk manage- e price risk.

Disposals - write-offs, sales -230,661 -230,661
ment), namely:

Depreciation 376,643 376,643

Write-off value 31.12.2018 4,797,443 4,797,443

Book value 1.1.2018 24,726,009 2,112,997 26,839,006

Book value 31.12.2018 29,537,397 2,188,568 31,725,965
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The Company posts emission coupons among intangi-
ble assets for the purpose of covering the needs of its
own electricity generation in subsidiaries TES and HSE
EDT, under the Emission Coupons Portfolio Management
Agreement, from which it follows that the Company man-
ages emission coupons of subsidiaries. The Company pur-
chased the necessary number of allowances several years
in advance (depending on the quantities of electricity sold
for this period). The number of coupons needed at TES
and HSE EDT for the current period is determined at the
beginning of the next year, thus the sale and transfer of
coupons to the companies TES and HSE EDT is carried out
in the next period. All effects from the sale are already in-
cluded in the Company’s profit or loss of the current year.

At the beginning of 2019, the Company had 4,096,165
emission coupons in order to satisfy the needs of its own
electricity production subsidiaries. For this purpose, in
2019 the Company bought 3,827,000 and sold 4,011,744
coupons, the stock as at 31 December 2019 is 3,911,421
coupons. The sale of emission coupons to subsidiaries in-
dicates profit for the Company as at 31 December 2018 in
the amount of EUR 382,551.

PROPERTY, PLANT AND EQUIPMENT (2)

in EUR

Buildings

Production equipment

Other equipment

Property, plant and equipment in acquisition

Total

The buildings include a portion of the Company’s prem-
ises in Ljubljana. The Company has the remaining part of
the business premises in Ljubljana, premises in Sostanj,
Maribor and Nova Gorica in lease. Among the production
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A more significant value of long-term property rights is
represented by SAP software and eDMS document sys-
tem.

Increase in intangible assets includes in 2019 the upgrade
of the software in the Control Centre and the SAP soft-
ware ERP module PM.

The Company assessed the useful lives of significant
software and established they can remain unchanged.

As at 31 December 2019, the Company recorded EUR
673,691 obligations relating to software upgrade, the
Control Centre simulator, and the SAP software ERP
module PM.

No pledges , financial leases or other ownership-related
limitations referring to intangible assets exist.

31.12.2019 31.12.2018
1,208,220 1,224,594
81,286 86,367
705,572 872,794
9,821,536 9,734,192
11,816,614 11,917,947

equipment, a solar power plant is posted. Among other
machinery and equipment, the Company posts software
equipment.

04 Accounting Report of the HSE Company

MOVEMENT OF PROPERTY, PLANT AND EQUIPMENT

Buildings Pro:liuction
equipment

Purchase cost 1.1.2019 1,733,285 127,009
Acquisitions
Disposals
Transfers from investments 18,852
Write-offs
Purchase cost 31.12.2019 1,752,137 127,009
Write-off value 1.1.2019 508,692 40,642
Disposals
Depreciation 35,226 5,081
Write-offs
Write-off value 31.12.2019 543,918 45,723
Book value 1.1.2019 1,224,593 86,367
Book value 31.12.2019 1,208,219 81,286

Buildings Pror:luction
equipment

Purchase cost 1.1.2018 1,733,285 127,009
Acquisitions
Disposals
Transfers from investments
Write-offs
Purchase cost 31.12.2018 1,733,285 127,009
Write-off value 1.1.2018 473,694 35,562
Disposals
Depreciation 34,998 5,080
Write-offs
Write-off value 31.12.2018 508,692 40,642
Book value 1.1.2018 1,259,591 91,447
Book value 31.12.2018 1,224,593 86,367

Other equipment

4,903,552

-42,081
147,970
1,997,008
3,012,433

4,030,758
-40,800
311,504
1,994,601
2,306,861

872,794
705,572

Other equipment

9,440,736

-5,058,804
527,575
-5,955
4,903,552

7,942,029
-4,357,513
452,196
-5,954
4,030,758

1,498,707
872,794

«

Property, plant
and equipment
in acquisition
9,734,192
254,166

-166,822

9,821,536

9,734,192
9,821,536

Property, plant

and equipment
in acquisition

9,576,750
685,017

-527,575

9,734,192

9,576,750
9,734,192
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16,498,038
254,166
-42,081

0
-1,997,008
14,713,115

4,580,092
-40,800
351,81
1,994,601
2,896,502

11,917,946
11,816,613

20,877,780
685,017
-5,058,804
0

-5,955
16,498,038

8,451,285
-4,357,513
492,274
-5,954
4,580,092

12,426,495
11,917,946



The bulk of the Company’s property, plant and equipment
under construction demonstrates an investment in hydro
power plants on the Middle Sava River in the amount of
EUR 9,476,826. This relates to the preparation of pre-in-
vestment, investment and other documentation nec-
essary for the procedure of placing hydroelectric power
plants in the area. In 2019, the investment in hydro power
plants on the Middle Sava River has not changed. Due to
the difficult situation on the electricity market as well
as the HSE Group, the project’s activities are limited to
prevent lengthy procedures of placement in the area. All
the documentation compiled so far together with expert
opinions were prepared so that they will not fall under the
statute of limitation and can be used by the new inves-
tor as the basis for further activities. All the above-men-
tioned confirms that regardless of the investment’s slow-
down, the investment itself is not at risk. Circumstances
that could indicate the need for impairment have not oc-
curred in 20189.

The investment in Slovenia-ltaly commercial water in-
creased as well, namely in the amount of EUR 47,553.

The useful lives of significant equipment were assessed

in 2019 and the Company established that they remain
unchanged.

INVESTMENTS IN SUBSIDIARIES (3)

LONG-TERM INVESTMENTS IN SUBSIDIARIES

in EUR

DEM

SENG

TES

HSE EDT

PV

HSE Invest

SRESA

HSE Balkan Energy
HSE Adria - in liquidation
HSE MAK Energy
HSE BH

Total

Annual Report of the HSE Group and HSE Company 2019

The Company does not have any item of property, plant
and equipment under mortgage. As of 31 December 2019,
the Company has EUR 83,815 of obligations to acquire
buildings and other equipment.

Plant and equipment were not impaired in 2019 as the
useful life of relevant equipment does not exceed five
years. The Company examined the possible indication
of impairment of investments in business premises, by
comparing the market value at the end of 2019 with their
carrying amount. It was determined that differences be-
tween the carrying and market value are immaterial and
indicate that the reasons for impairment are not required
to be checked.

No pledges, finance leases or other ownership-related
limitations referring to property, plant and equipment
exist.

Disclosures on the right to use leased assets are in sec-
tion LEASES - IFRS 16 (21).

31.12.2019 31.12.2018
387,058,979 387,058,979
152,692,248 152,692,248
399,314,819 367,318,000

2,153,668 2,153,669
42,989,329 42,989,329
160,000 80,000
60,000 60,000
856,001 856,000

0 102,553

26,778 26,778
513,990 513,990
985,825,813 953,851,547

A large part of the Company’s assets is comprised of long-term investments in subsidiaries. They include investments in
companies, in which the Company - directly or indirectly through other owners - owns a controlling interest and prepares
consolidated financial statements for this group of companies.
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DATA ON SUBSIDIARIES

Company
DEM
SENG
TES

PV

HSE EDT

HSE Balkan Energy

HSE MAK Energy

HSE Adria - in
liquidation

HSE BH

*ELPROM

*HTZ I.P.
*SIPOTEH
*RGP

*sHPP Lobnica
*pLP
SRESA

HSE Invest

Address

Obrezna ulica 170, 2000 Maribor
Erjavceva 20, 5000 Nova Gorica
Cesta Lole Ribarja 18, 3325 Sostanj
Partizanska 78, 3320 Velenje

Ob Zeleznici 27,1420 Trbovlje

Bulevar Mihaila Pupina 117,
Belgrade

Belasica no. 2, 1000 Skopje
Miramarska24,10000 Zagreb
Ul. Alije Isakovica br.1, Sarajevo

Erjavceva 20, 5000 Nova Gorica

Partizanska 78, 3320 Velenje
Partizanska cesta 78, 3320 Velenje
Rudarska cesta 6,3320 Velenje

Obrezna ulica 170, Maribor
Partizanska cesta 78, 3320 Velenje
Ob Zeleznici 27,1420 Trbovlje

ObreZna ulica 170 a, 2000 Maribor

* HSE recognises indirect ownership in these companies

Country

Slovenia

Slovenia

Slovenia

Slovenia

Slovenia

Serbia

North
Macedonia

Croatia

Bosnia and
Herzegovina

Slovenia

Slovenia
Slovenia

Slovenia

Slovenia

Slovenia

Slovenia

Slovenia

Activity
Electricity production in
hydroelectric power plants

Electricity production in
hydroelectric power plants

Electricity production in thermal
power plants

Excavation of brown coal and
lignite

Electricity production in thermal
power plants

Electricity trading

Electricity trading

Electricity trading

Electricity trading

Electricity production in
hydroelectric power plants

Repair of machinery and equipment
Manufacture of metal structures
Specialised construction work

Electricity production in
hydroelectric power plants

Sawmilling, planing and
impregnation of wood

Electricity production in
hydroelectric power plants

Other project engineering and
technical consulting

«

% Ownership

100.0%

100.0%

100.0%

100.0%

100.0%

100.0%

100.0%

0.0%

100.0%

100.0%

100.0%
100.0%
100.0%

65.0%

100.0%

60.0%

50.0%
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% Voting
rights

100.0%

100.0%

100.0%

100.0%

100.0%

100.0%

100.0%

0.0%

100.0%

100.0%

100.0%
100.0%
100.0%

65.0%

100.0%

60.0%

50.0%
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SIGNIFICANT AMOUNTS IN THE FINANCIAL STATEMENTS OF SUBSIDIARIES

TES 1,016,196,704
DEM 453,346,543
SENG 225,002,840
PV 139,920,428
HTZ I.P. 16,158,442
RGP 9,958,998
HSE BH 9,694,678
HSE MAK Energy 6,404,842
HSE EDT 3,265,047
HSE Invest 2,034,631
PLP 1,701,396
SIPOTEH 1,341,749
HSE Balkan Energy 1,104,100
sHPP Lobnica 617,439
SRESA 57,793
ELPROM 51,443

HSE Adria - in liquidation

1,886,857,073

Liabilities

(excluding
capital)

651,659,677

13,131,228
21,132,726
103,610,691
14,275,061
6,991,260
8,662,157
6,063,733
1,806,176
1,688,583
884,159
614,416
177,245
2,514

830,699,659

Revenue

227,201,572
67,679,673
37,715,283

112,725,689
32,521,790
18,107,350

53,347,080
28,566,177

1,012,679
3,830,532
3,104,376
2,755,297
1,207,202
28,951

0

590,803,657

Net profit or loss
for the
financial year

-19,582,324
5,126,118
4,980,024
-6,584,420
-1,542,243
703,937
278,893
205,029
-708,656
-232,382
169,876
271,007
37,698
-978

-5,187

-253

-5,663
-16,889,522

CHANGES IN LONG-TERM FINANCIAL INVESTMENTS IN SUBSIDIARIES

in EUR

Recapitalisation of TES

Acquisition of a share in HSE Invest
Liquidation of HSE Adria - in liquidation
Impairment of TES investment

Total

2019
31,996,818
80,000
-102,553

31,974,265

Amount

of total capital
364,537,027
440,215,315
203,870,114
36,309,737
1,883,381
2,967,738
1,032,521
341,109
1,458,871
346,042
817,237
727,333
926,855
614,925
57,782

51,427

0
1,056,157,414

2018

0

0

0
56,721,354
56,721,354
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MOVEMENT OF LONG-TERM FINANCIAL INVESTMENTS IN SUBSIDIARIES

in EUR

Cost 1.1.

Acquisitions

Liquidation of HSE Adria
Cost 31.12.

Depreciable amount 1.1.
Impairments

Depreciable amount 31.12.

Book value 1.1.

Book value 31.12.

The subsidiary HSE Adria was liquidated in 2019. As part
of the voluntary liquidation process, HSE Adria - in lig-
uidation on 10 December 2019, prepared the final finan-
cial statements and closed the business operations. The
liquidation proceedings were formally concluded on 10
December 2019, when the company was deleted from the
business register. In relation to this, the Company posted
EUR 26,684 of financial expenses in 2019.

In May, the Company bought back its business share in
HSE Invest, amounting to 25%. Thus HSE Invest is 100%
owned by HSE Group.

In 2019, TES was recapitalised in the amount of EUR
31,996,818.

None of its subsidiaries or comparable companies is list-
ed on a stock exchange, so the reasons for potential im-
pairment could not be determined on the basis of market
prices. Possible grounds for impairment were examined

2019 2018
1,684,472,759 1,684,472,759
32,076,818 0

-102,552 0

1,716,447,025 1,684,472,759

-730,621,212 -673,899,858

0 -56,721,354
-730,621,212 -730,621,212
953,851,547 1,010,572,901
985,825,813 953,851,547

based on the Company’s business results and by com-
paring the differences between the carrying amount of
the Company’s long-term investment with a proportion-
ate share of the carrying amount of the total capital of
subsidiaries. Certified company appraisers performed
impairment testing of long-term investments in relation
to companies that recorded negative results or where the
carrying amount of the long-term investment exceeded
the proportionate share of the carrying amount of the to-
tal capital. The carrying amounts of the total capital of
subsidiaries are, in case of all subsidiaries, higher or equal
to the carrying amount of a long-term investment in an
individual company. Impairment testing of long-term fi-
nancial assets were conducted by certified appraisers for
the companies TES and the PV Group companies. None of
the companies were subject to any impairment.

The tables below show the assumptions applied in the
impairment testing and the relevant result.
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Method used for the definition of the recoverable amount in the impairment testing

Value in use (present value of expected free cash flow) Value in use (present value of expected free cash flow)

Date of performance of the impairment testing

30.09.2019 30.09.2018

Impoftant assumptions used in the performance of the impairment tésting
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LONG-
TERM
e . FINANCIAL = ccecceeeermeremnnnnennnes
: INVESTMENTS :
2013 IN PV 2018

Method used for the definition of the recoverable amount in the impairment testing

Value in use (present value of expected free cash flow) Value in use (present value of expected free cash flow)

Date of performance of the impairment testing

30.09.2019 30.09.2018

Impoftant assumptions used in the performance of the impairment tésting

The company's operations until 2054.

The company's operations until 2054.

The discount rate at a nominal amount of 8.72% adjusted to the real
level of 4.97%, which was taken into account throughout the period
until 2054.

Discount rate at a nominal amount of 7.71% adjusted to the real level:
5.54% in October-December 2018 and 5.57% to 2019 included.

Stock exchange prices for electricity forward contracts on HUPX for
the period 2020 - 2022, with an initial price of 54.67 EUR/MWh and a
price change over the period of 3.03%.

Stock exchange prices for electricity forward contracts on HUPX for
the period 2020 - 2021, with an initial price of 40.39 EUR/MWh and a
price change over the period of 26.32%.

Stock exchange prices for CO; emission coupons on EEX for the period
2020 - 2022, with an initial price of 20.32 EUR/t and a price change
over the period of 37.23%.

Stock exchange prices for CO, emission coupons on EEX for the period
2019 - 2021, with an initial price of 6.45 EUR/t and a price change
over the period of 230.95%.

Long-term forecasts of trends in market prices for electricity (Poyry
Management Consulting) for the period 2023 - 2054, with an initial
price of 60.87 EUR/MWh and a price change over the period of
19.65%.

Long-term forecasts of trends in market prices for electricity (Poyry
Management Consulting) for the period 2022 - 2040, with an initial
price of 55.85 EUR/MWh and a price change over the period of
32.14%.

Long-term forecasts of trends in market prices for CO, emission
coupons (Poyry Management Consulting) for the period 2023 - 2030,
with an initial price of 19.00 EUR/t and a price change over the period

of 15.79%. From 2031 onwards, the ratio between electricity prices
and CO; emission coupons is maintained at 33%.

Long-term forecasts of trends in market prices for CO; emission
coupons (Poyry Management Consulting) for the period 2022 - 2030,
with an initial price of 15.09 EUR/t and a price change over the period

of 50.10%. From 2031 onwards, the ratio between electricity prices
and CO; emission coupons is maintained at 33%.

In the period 2041 - 2054, long-term forecasts of trends in market
prices for electricity (Poyry Management Consulting) are taken into
account.

During the period 2041 - 2054, the prices of electricity and CO, emis-
sion coupons from 2040 are taken into account.

Average annual production of electricity from coal-fired power plants
of 3.7 TWh over the period 2020 - 2030, 2.5 TWh over the period 2031
- 2040 and 2.0 TWh over the period 2041 - 2054.

Average annual production of electricity from coal-fired power plants
of 3.7 TWh over the period 2019 - 2030, 2.5 TWh over the period 2031
- 2040 and 2.0 TWh over the period 2041 - 2054.

Value of other income (i.e. income on providing system services, ther-
mal energy, income on sale of ash and gypsum) in the amount of EUR
23,668,000 in 2020 up to EUR 44,090,000 in 2054.

Value of other income (i.e. income on providing system services, ther-
mal energy, income on sale of ash and gypsum) in the amount of EUR
27,926,000 in 2018 up to EUR 18,475,000 in 2054.

CAPEX over the projection period of EUR 164,768,000.

CAPEX over the projection period of EUR 151,221,000.

Results of impairment testing carried out

The book value of the financial investment before the impairment
testing amounts to EUR 367,318,000.

The book value of the financial investment before the impairment
testing amounts to EUR 424,039,354.

Recoverable amount of EUR 443,293,000.

Recoverable amount of EUR 367,318,000.

Revaluation expenses due to impairment of EUR 0.

Revaluation expenses due to impairment of EUR 56,721,354.

The company's operations until 2054.

The company's operations until 2054.

The discount rate at a nominal amount of 8.72% adjusted to the real
level of 6.59%, which was taken into account throughout the period
until 2054.

The discount rate at a nominal amount of 9.18% adjusted to the real
level of 7.04%, which was taken into account throughout the period
until 2054.

Coal sales price of 2.75 EUR/G) over the whole period until 2054.

Coal sales price of 2.75 EUR/G) over the whole period until 2054.

Expenses for the closure of the coal mine after the end of operation
of an estimated amount of EUR 40,928,000 (discounted to the pres-
ent value of EUR 4,460,000).

Expenses for the closure of the coal mine after the end of the opera-
tion of the coal mine in an estimated amount of EUR 43,299,000.

Average annual coal production of 34,914 T) per year in the period
2020 - 2030, a drop in operating volume in the period 2030 - 2040
due to the planned gradual closure of the coal mine, a constant pro-
duction and sales of coal of 19,168 TJ per year is projected after 2040.

Average annual coal production of 35,367 T) per year in the period
2019 - 2030, a drop in operating volume in the period 2030 - 2040
due to the planned gradual closure of the coal mine, a constant pro-
duction and sales of coal of 19,168 T| per year is projected after 2040.

CAPEX in the projection period 2020 - 2054 of EUR 310,513,000.

CAPEX over the projection period of EUR 328,047,445.

The recoverable value of investments in subsidiaries and other com-
panies of EUR 20,817,000.

Recoverable value of investments in subsidiaries and other compa-
nies of EUR 21,248,000.

Recoverable value of business unnecessary assets of EUR 17,509,000.

Recoverable value of business unnecessary assets of EUR 2,658,000.

We provide the assumption that the company will not be required to
fulfill obligations that are not explicitly stated in the current conces-
sion contract.

We provide the assumption that the company will not be required to
fulfill obligations that are not explicitly stated in the current conces-
sion contract.

Results of impairment testing carried out

The book value of the financial investment before the impairment
testing amounts to EUR 42,989,329.

The book value of the financial investment before the impairment
testing amounts to EUR 42,989,329.

Recoverable amount of EUR 63,139,000.

Recoverable amount of EUR 47,947,000.

Revaluation expenses due to impairment of EUR 0.

Revaluation expenses due to impairment of EUR 0.
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SENSITIVITY ANALYSIS FOR THE PERFORMED IMPAIRMENT TESTING OF LONG-TERM
FINANCIAL INVESTMENTS

. o Recoverable amount Sensitivity (change) of recoverable value in EUR
Long-term financial investment .
in EUR Change in discount rate (WACC) in % points

-0.5 0.5
IN TERMOELEKTRARNA SOSTAN] 443,293,000 79,839,000 -72,132,000
IN PREMOGOVNIK VELENJE 63,139,000 3,667,000 -3,354,000

OTHER LONG-TERM INVESTMENTS AND LOANS (4)

in EUR 31.12.2019 31.12.2018
Long-term investments in associates 40,513,942 40,513,942
Long-term investments in jointly-controlled entities 255,000 255,000
Available-for-sale long-term financial assets 111,000 111,000
Other long-term investments 500 500
Long-term financial receivables and loans 105,879,190 90,528,807
Total 146,759,632 131,409,249

Among other long-term investments, the largest share is represented by long-term investments in associated compa-
nies and long-term loans with interest, to the companies in the Group.

MOVEMENT OF OTHER LONG-TERM FINANCIAL INVESTMENTS AND LOANS

Long-term oyt
Long-term investments Available-for- Other ng-ter
. . e financial
investments in in jointly-  sale long-term long-term I
. . oans to group
associates controlled assets investments s
o companies
entities
Balance as at 1.1.2019 40,513,942 255,000 111,000 500 90,528,807 131,409,249
Acquisitions 50,863,646 50,863,646
Transfers to short-term receivables -3,516,500 -3,516,500
Recapitalisation in TES -31,996,763 -31,996,763
Balance as at 31.12.2019 40,513,942 255,000 111,000 500 105,879,190 146,759,632
Balance as at 1.1.2018 40,513,942 255,000 111,000 500 24,883,567 65,764,009
Acquisitions 66,645,240 66,645,240
Transfers to short-term receivables -1,000,000 -1,000,000
Balance as at 31.12.2018 40,513,942 255,000 111,000 500 90,528,807 131,409,249

a) Long-term investments in associates

In 2019, there were no changes in investments in associated associates. As for the investment in the associate, the
Company does not detect indication of impairment, thus no impairment testing was carried out.

SIGNIFICANT AMOUNTS FROM THE FINANCIAL STATEMENTS OF ASSOCIATES FOR 2019

Liabilities Net profit or loss Amount

of total capital

(excluding Revenue for the financial
capital) year

HESS 342,524,469 57,996,282 20,022,166 2,401,078 284,528,187
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DATA ON ASSOCIATES
in EUR \EH [ Dejavnost % lastnistva
Cesta bratov Cerjakov 33a, electricity production in o
HESS 8250 Brezice hydroelectric power plants 15.4%

b) Long-term investments in jointly-controlled entities

Investments in jointly-controlled entities include the 25% equity interest in the company Soenergetika in the amount of
EUR 255,000. No changes were recorded in 2019.

SIGNIFICANT AMOUNTS IN THE FINANCIAL STATEMENTS OF THE JOINTLY-CONTROLLED
COMPANIES FOR 2019

Liabilities Net profit or loss Amount

of total capital

(excluding Revenue for the financial
capital) year

SOENERGETIKA 2,748,088 926,028 3,817,482 691,738 1,822,060

DATA ON JOINTLY-CONTROLLED COMPANIES

in EUR Address Activity % ownership % voting rights

production of
electricity and 25% 25%
thermal energy

Stara cesta 3,

SOENERGETIKA 4000 Kranj

c) Other long-term investments

Other long-term investments comprise the investment in the company Stelkom (12.13% share) at EUR 111,000 and the
contribution in Zavod CO NOT in the amount of EUR 500. No changes were recorded with these investments in 2019.

D) Long-term financial loans to group companies
LONG-TERM FINANCIAL RECEIVABLES AND LOANS TO COMPANIES IN THE GROUP

in EUR 31.12.2019 31.12.2018
Long-term financial receivables and loans to companies in the group 97,216,456 85,282,956

Long-term financial receivables and loans to companies in the group for

. 8,662,734 5,245,851
interest

105,879,190 90,528,807

MOVEMENT OF LONG-TERM FINANCIAL RECEIVABLES AND LOANS

in EUR 2019 2018
Balance 1.1. 90,528,807 24,883,567
Acquisitions 50,863,646 66,645,240
Transfers to short-term receivables -3,516,500 -1,000,000
Recapitalisation of TES -31,996,763 0
Balance 31.12. 105,879,190 90,528,807



264

A
1l
A
A

Long-term financial receivables and loans include loans
to Group companies and related interest. The principal to
PV amounts to EUR 15,350,000, to HSE-EDT EUR 433,500
and to TES EUR 81,432,956. The value of long-term loans’
principal amounts that mature in 2019 is disclosed among
short-term loans to companies in the group in the amount
of EUR 3,516,500. The interest rate on long-term loans is
determined in accordance with the transfer pricing meth-
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odology and ranges from 3.60% to 4.20%. The loan to the
PV Company is insured with bills of exchange. Loans to
TES mature in the period from 2026 to 2037, whereby the
maturity of loans to the PV Company by 2022. The val-
uation of long-term loans is assessed together with es-
tablished recoverable value of investments in interests of
HSE Group companies.

LONG-TERM OPERATING RECEIVABLES (5)

in EUR
Long-term trade receivables from others

Total

31.12.2019 31.12.2018
797,501 3,050,903
797,501 3,050,903

The Company’s long-term operating receivables from others include financial coverages extended for the purpose of

electricity trading.

DEFERRED TAX ASSETS (6)

in EUR
Provisions
Impairments
Amortisation

Total

Deferred tax assets amount to EUR 336,969 and are cal-
culated by applying the tax rate of 19%. They were formed
from the expenses that affect profit or loss of each year,
but are not fully or partially tax deductible in this year
(provisions for jubilee bonuses and severance payments

MOVEMENT OF DEFERRED TAX ASSETS

Provisions
Balance as at 1.1.2019 90,199
To debit/credit of profit or loss 23,414
Balance as at 31.12.2019 113,613
Balance as at 1.1.2018 78,080
To debit/credit of profit or loss 12,119
Balance as at 31.12.2018 90,199

31.12.2019 31.12.2018
113,613 90,198
223,319 177,618

7 71
336,939 267,888

upon retirement, the business amortisation over tax rec-
ognised impairment of investments and receivables).
They are formed from the fair value of derivative financial
instruments, recorded in the risk hedging reserve and do
not affect profit or loss.

Impairment Amortisation
177,618 VAl 0 267,888
45,701 -64 69,051
223,319 7 ] 336,939
177,610 201 11,578 267,469
8 -130 -11,578 419
177,618 n 0 267,888

The bulk of the changes in deferred tax assets in 2019 is the formation of deferred taxes on actuarial items and write-off

of receivables.
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SHORT-TERM INVESTMENTS AND LOANS (7)
in EUR 31.12.2019 31.12.2018
Short-term financial receivables from group companies 711,120 872,874
Short-term loans to Group companies given 3,516,500 1,000,000
Short-term financial receivables from group companies for interest 13,415 15,470
Fair value of currency futures 47,597 67,885
Total 4,288,632 1,956,229

Short-term financial receivables from Group companies comprise receivables for repaying allowances for securities and
guarantees to Group companies given, and the value of the principal amount of the loans given to the subsidiaries HSE
EDT and PV, that falls due in 2020.

MOVEMENT OF SHORT-TERM FINANCIAL RECEIVABLES AND LOANS

in EUR 2019 2018
Balance 1.1. 1,888,344 2,583,874
Acquisitions 1,335,370 1,075,177
Transfer from long-term receivables 3,516,500 1,000,000
Other -55 0
Repayments -2,499,124 -2,770,707
Balance 31.12. 4,241,035 1,888,344

On 2019 December 2019, there were no grounds for impairment of short-term financial receivables and loans.

SHORT-TERM TRADE RECEIVABLES (8)

in EUR 31.12.2019 31.12.2018
Short-term receivables from Group companies 21,728,431 6,167,482
Short-term trade receivables from associates 2,583 5,079
Short-term trade receivables from jointly-controlled companies 146 0
Short-term trade receivables from customers 134,700,544 129,318,234
Total 156,432,704 135,490,795

Short-term trade receivables in the amount of EUR 134,700,544 consist mostly of receivables from sale of electricity in
Slovenia and abroad.
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SHORT-TERM RECEIVABLES FROM GROUP COMPANIES

in EUR Country 31.12.2019 31.12.2018
DEM Slovenia 131,252 177,357
SENG Slovenia 2,800,718 170,683
TES Slovenia 5,125,515 94,889
HSE EDT Slovenia 26,290 20,442
PV Slovenia 1,764,371 2,237,894
RGP Slovenia 121 0
HSE Invest Slovenia 11,215 2,377
HSE Balkan Energy Serbia 160,134 476,735
HSE Adria - in liquidation Croatia 0 1,164
HSE MAK Energy North Macedonia 5,849,953 1,944,755
HSE BH Hgfzse”;gvaigg 5,859,862 1,041,186
Total 21,729,431 6,167,482
Short-term trade receivables due from Group companies Maturities for short-term operating receivables due from
comprise receivables arising from sales of electricity and Group companies are presented within the section dis-
various services provided for subsidiaries (e.g. trading, fi- cussing the credit risks.

nancial function, IT function, etc.).

CONTRACT ASSETS (9)

in EUR 31.12.2019 31.12.2018
Contract assets 3,042,090 3,016,725
Total 3,042,090 3,016,725

Contract assets include income not yet charged but taken into account in the operating result.

OTHER CURRENT ASSETS (10)

in EUR 31.12.2019 31.12.2018
Short-term advances given 1,445,649 649
Short-term trade receivables from state and other institutions 22,057,193 22,1M,931
Short-term trade receivables from others 14,447,254 15,847,655
Short-term deferred costs and expenses 1,903,047 3,273,808
Total 39,853,143 41,234,043

Most of other short-term operating receivables comprise Most of short-term operating receivables due from others

receivables due from state and other institutions, which refer to exceeding the overdraft, which was authorised for

primarily refer to the input VAT. The largest value there- operations in connection with derivatives.

under refers to electricity-related invoices received from

abroad, where self-taxation is carried out. The right to Short-term deferred costs and expenses comprise trans-

deduct VAT is gained on the date of the invoice received actions related to electricity trading.

from abroad.
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CASH AND CASH EQUIVALENTS (11)
in EUR 31.12.2019 31.12.2018
Cash items in the process of collection -1,950,939 0
Cash at the bank 16,632,989 48,131,317
Deposits held at call 11,662,019 15,607,593
Deposits for a fixed term up to 3 months 1,252,71 4,020,338
Total 27,596,780 67,759,248

For the purposes of carrying out its activities, the Company holds bank accounts in Slovenia and abroad and discloses
EUR 16,632,989 in cash.

On 31 December 2019, the Company had no approved overdraft on bank accounts.

CAPITAL (12)

in EUR 31.12.2019 31.12.2018
Called-up capital 29,558,789 29,558,789
Capital surplus 561,243,185 561,243,185
Other profit reserves 562,744,824 562,744,824
Rislk hedging reserve 20,452,278 75,592,356
Fair value reserve -74,525 -26,773
Retained earnings or losses -189,580,246 -249,723,231
Total 984,344,305 979,389,150

CAPITAL SURPLUS

in EUR 31.12.2019 31.12.2018
Capital surplus paid-up 561,243,072 561,243,072

Amounts resulting from the reversal of the general revaluation

adjustment of capital n3 13

Total 561,243,185 561,243,185
The value of share capital and capital surplus remained Among the risk hedge reserves on 31 December 2019 in
unchanged in 2019. the value of EUR 20,452,278, the Company discloses:

 results of standardised forward contracts for
electricity (forward contracts) amounting to EUR
-499,816,

 results of standardised forward contracts for emission
coupons (forward contracts) amounting to EUR
20,913,540, and

« fairvalue of currency swaps in the amount of EUR
38,554.
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MOVEMENT OF THE RISK HEDGING RESERVE

Balance as at 1.1.2019

Decrease
Transfer to expenditure

Balance as at 31.12.2019

Balance as at 1.1.2018
Formation, increase
Decrease

Transfer to expenditure
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Standardised s
contracts
forward contracts f o Currency swaps
s 'or emission
for electricity
coupons
-1,678,240 77,215,610 54,986 75,592,356
-287,757 -56,302,070 -16,432 -56,606,259
1,466,181 1,466,181
-499,816 20,913,540 38,554 20,452,278
1,177,938 9,624,800 -49,358 10,753,380
4,736,726 67,590,810 104,344 72,431,880
-783,950 -783,950
-6,808,954 -6,808,954
-1,678,240 77,215,610 54,986 75,592,356

Balance as at 31.12.2018

The risk hedging reserve decreased in 2019 by EUR
55,140,078 relative to the previous year. This decrease is
mainly at the expense of closing contracts to buy emis-
sion coupons for December 2019. The risk hedging reserve
includes the trading with standard futures on the elec-
tricity markets and emission coupons.

Electricity futures contracts refer to concluding deals
on purchase of electricity on foreign electricity stock ex-
changes for the period from 2020 to 2021, thus securing
the already concluded deals for the sale of electricity in
the same period. In the case of standardised forward con-
tracts for emission coupons, it is about concluded trans-
actions for purchases and sales of emission coupons in
foreign exchange for the period from 2020 to 2022. No

MOVEMENT OF THE FAIR VALUE RESERVE

Balance as at 1.1.2019

Formation, increase

Decrease

Transfer to retained profit or loss

Balance as at 31.12.2019

Balance as at 1.1.2018

Formation, increase

Decrease

Transfer to retained profit or loss

Balance as at 31.12.2018

deferred taxes were accounted in this relation, as the
company will pay an agreed-upon price during the deal’s
realisation.

In 2019, the Company closed the currency swaps, whose
positive fair value amounted as at 31 December 2018 (in-
clusive of deferred taxes) to EUR 54,986. In 2019, it con-
cluded new transactions and also partly closed some of
them. The overall change in the fair value is negative and
recorded at EUR 16,432. The positive fair value of open
currency swaps amounted at the end of 2019 to EUR
47,597, whereof EUR 9,043 were accounted for deferred
tax liabilities. Thus, the closing balance, inclusive of de-
ferred taxes, is recorded at EUR 38,554.

Actuarial revenues/losses on

severance payments upon

retirement

-26,773 -26,773
-36,275 -36,275

13,791 13,791
-25,268 -25,268
-74,525 -74,525
51,227 51,227
-88,312 -88,312
23,143 23,143
-12,831 -12,831

-26,773 -26,773
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The fair value reserve in the total value of EUR 74,525
disclosed at the year-end of 2019 includes actuarial loss
arising on accounted severance payments upon retire-
ment paid to employees. The actuarial loss increased in

ACCUMULATED PROFIT OR LOSS

in EUR
Net profit or loss for the financial year
Transferred revenues/loss transferred

Accumulated profit or loss

At the end of the year, the Company shows a negative
retained profit, which consists of net income in 2019
amounting to EUR 60,117,716, decreased by the negative
retained profit from 2018, adjusted for the drawdowns
of provisions for severance payments upon retirement in
2019 in the amount of EUR 25,268.

RETAINED EARNINGS

in EUR
Retained earnings or losses

Total

K = 269

v

2019 by EUR 47,752. According to the actuarial calcula-
tion, retained earnings or losses increased due to reversal
of severance payments upon retirement by EUR 25,268.

2019 2018
60,117,716 9,486,269
-249,697,962 -259,209,499
-189,580,246 249,723,230

The total capital of the companyin 2019 increased by EUR
4,955,155, namely:

» net operating income for the period in the amount of
EUR 60,117,716, and

 retained net operating income in the amount of EUR
25,268,

« change in the risk hedging reserve in the amount of
EUR -55,140,078, and

» change in the fair value reserve in the amount of EUR
-47,752.

2019 2018
-189,580,246 -249,723,230
-189,580,246 -249,723,230
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PROVISIONS FOR SEVERANCE PAYMENT UPON RETIREMENT AND

JUBILEE BONUSES (13)

Provisions for severance payment upon retirement and
jubilee bonuses include provisions for severance payment
upon retirement and jubilee bonuses. They are formed in
the amount of estimated future payments for severance
payments and jubilee bonuses, discounted at the end of

in EUR
Provisions for severance payments upon retirement
Provisions for jubilee bonuses

Total

The Company discloses provisions for severance pay-
ments upon retirement and jubilee bonuses, created on
the basis of an actuarial calculation prepared as at 31 De-
cember 2019.

The calculation of provisions for severance payment upon
retirement and jubilee bonuses is based on the actuarial
calculation, observed following actuarial assumptions:

provisions of the new corporate collective agreement,
adopted in April 2019, which redefine the rights

to jubilee bonuses and severance payments upon
retirement and their amount,

the year. The calculation is prepared for each employee
by taking into account the costs of severance payments
upon retirement and costs of all expected jubilee bonuses
until retirement.

31.12.2019 31.12.2018
113,339 728,726
82,590 220,738
1,195,929 949,464

* mortality tables,

 staff fluctuation,

+ retirement,

+ rate of increase in average salaries and amounts
provided for in the Regulation in the Republic of
Slovenia, which foresees growth of 2.0% for inflation
and 1% for real growth from 2022 on,

» salary growth rate in the Company,

» discount rate, which is defined as at 31 December 2019
at 0.7%.

MOVEMENT IN PROVISIONS FOR SEVERANCE PAYMENTS AND JUBILEE BONUSES

in EUR

Balance as at 1.1.2019

Interest costs

The cost of real-time service

Past service costs

Actuarial gains - elimination

Actuarial losses - formation and consumption
Benefit payments in the financial year

Balance as at 31.12.2019

Balance as at 1.1.2018

Interest costs

The cost of real-time service

Past service costs

Actuarial gains and losses - modified actuarial items
Actuarial gains - elimination

Actuarial losses - formation and consumption
Benefit payments in the financial year

Balance as at 31.12.2018

Provisions for  Provisions for jubilee

severance payments bonuses UL
728,726 220,738 949,464
11,275 914 12,189
112,385 10,177 122,562
267,213 125,510 141,703
-106,231 -17,785 -124,016
128,714 11,960 140,674
-28,744 -17,904 -46,648
1,113,338 82,590 1,195,928
625,249 196,648 821,897
5,558 1,666 7,225
87,255 36,702 123,957
-9,328 3,366 -5,962
78,393 20,315 98,708
-23,143 -7,388 -30,531
9,919 9,919
-45,178 -30,571 -75,749

728,726 220,738 949,464
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Change in actuarial revenues and losses in the amount of EUR 47,752 arising from severance payment upon retirement
is disclosed in the movement of fair value reserve.

SENSITIVITY ANALYSIS FOR PROVISIONS FOR SEVERANCE PAYMENTS UPON RETIREMENT
AND JUBILEE BONUSES

Discount rate Salary growth
in EUR Decrease of 0.5% Increase of 0.5%  Decrease of 0.5% Increase of 0.5%
Provisions for severance payments upon retirement 80,294 -73,071 -73,795 78,897
Provisions for jubilee bonuses 4,660 -4,316 -4,498 4,742
Total 2019 84,954 -77,387 -78,293 83,639
Provisions for severance payments upon retirement 50,471 -45,588 -47,077 50,795
Provisions for jubilee bonuses 8,118 -7,581 -7,944 8,348
Total 2018 58,589 -53,169 -55,021 59,143

OTHER PROVISIONS (14)

in EUR 31.12.2019 31.12.2018
For lawsuits 334,875 31,675
Total 334,875 311,675

MOVEMENT OF OTHER PROVISIONS

in EUR For lawsuits Total
Balance as at 1.1.2019 311,675 311,675
Formation, increase 23,200 23,200
Balance as at 31.12.2019 334,875 334,875
Balance as at 1.1.2018 0 0
Formation - increase 311,675 311,675
Balance as at 31.12.2018 311,675 311,675

Among other provisions, the Company only posts additional payments made in 2019 for default interest, which belong
to a principal of EUR 290,000.
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OTHER LONG-TERM LIABILITIES (15)

in EUR 31.12.2019 31.12.2018
Other long-term liabilities 324,006 485,750
Total 324,006 485,750

Among other long-term liabilities, the Company posts, in principal, the funds received from co-financing in the European
OSMOSE project and a smaller part of the co-financing received in the European project FARCROSS. The drawing refers
to the share of costs incurred in this projects in 2019.

MOVEMENT OF OTHER LONG-TERM LIABILITIES

in EUR Other Total
Balance as at 1.1.2019 485,750 485,750
Acquisitions 223,154 223,154
Pumping -384,898 -384,898
Balance as at 31.12.2019 324,006 324,006
Balance as at 1.1.2018 0 0
Acquisitions 485,750 485,750
Balance as at 31.12.2018 485,750 485,750
LONG-TERM FINANCIAL LIABILITIES (16)
in EUR 31.12.2019 31.12.2018
Long-term financial liabilities to banks 211,151,515 192,434,059
Total 211,151,515 192,434,059

The Company’s long-term financial liabilities to banks
include long-term loans in the total amount of EUR
211,151,515, namely: The values of loan principals due in
2019 are recorded as short-term liabilities to banks in the
amount of EUR 11,303,030. EUR 26,893,938 of long-term
loans were repaid in 2019.

The Company’s contracts on long-term loans include
bank covenants, which were fully met as at 31 December
2019 by the Company.
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MOVEMENT OF LONG-TERM FINANCIAL LIABILITIES

Long-term financial liabilities to
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Balance as at 1.1.2019
Acquisitions

Transfers to current liabilities
Repayments

Other

Balance as at 31.12.2019

Balance as at 1.1.2018
Transfers to current liabilities

Balance as at 31.12.2018

In August 2019, the Company successfully refinanced
part of the existing long-term loan, amounting to EUR
160,000,000 of fixed long-term loan with a maturity of 7
years and EUR 50,000,000 of a long-term revolving loan
with a maturity of 3 years.

Revolving loans as at 31 December 2019 were not drawn.

The loans bear interest at the variable interest rate, which
is based on the 3-month or 6-month Euribor, which in
case of a negative Euribor equals 0 and a markup, ranged
between 1.24% and 1.65%.

The Company settles instalments on principals that are
due and attributable interest on time.

banks

192,434,059 192,434,059
180,000,000 180,000,000
-11,303,030 -11,303,030
150,909,091 150,909,091
929,577 929,577
211,151,515 211,151,515
219,420,786 219,420,786
-26,986,727 -26,986,727
192,434,059 192,434,059

Moreover, the Company regularly monitors the movement
of Euribor market interest rates and accordingly compiles
periodical Strategies of interest rate management of the
Company. The objective of interest rate risk management
is to limit and reduce the risk associated with changes in
interest rates and in this way to stabilise cash flows. No
new contracts were concluded for interest-rate risk insur-
ance in 2019.

Long-term loans to banks are secured by bills of exchange
and business share.

Further details are provided in the section on interest rate
risk.

Disclosures on long-term financial leasing obligations are
found in section LEASES — IFRS 16 (21).

SHORT-TERM FINANCIAL LIABILITIES (17)

in EUR

Short-term financial liabilities to banks without interest
Short-term financial liabilities to banks with interest
Other short-term financial liabilities

Total

31.12.2019 31.12.2018
11,303,030 26,986,727
59,117 48,226
80,665 105,508
11,442,812 27,140,461

The majority of short-term financial liabilities represents the short-term part of principals of long-term loans, which

mature in 2020, and amount to EUR 11,303,030.
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MOVEMENT OF SHORT-TERM FINANCIAL LIABILITIES

S Short-term Short-term
HLELE] ’ a . % Short-term
liabilities to financial financial P Other
liabilities to liabilities to T Short-term short-term
Group liabilities to gl . :
. Group banks derivatives financial
companies n - banks g
. companies without - liabilities
without . . with interest
. for interest interest
interest
Balance as at 1.1.2019 0 26,986,727 48,226 0 105,508 27,140,461
Increase 12,020,833 64,658 36,000,000 6,144,401 2,282,002 56,521,894
Transfers from long-term 11,303,030 11,303,030
liabilities
Short-term repayments -12,020,833 -64,658 -36,000,000 -6,133,510 -2,316,845 -56,535,846
Long-term repayments -26,986,727 -26,986,727
Balance as at 31.12.2019 0 0 11,303,030 59,117 0 80,665 11,442,812
Balance as at 1.1.2018 16,986,727 60,902 92,915 17,140,544
Increase 18,341,143 198,082 10,000,000 7,641,534 60,937 2,027,550 38,010,227
Transfers from long-term 26,986,727 26,986,727
liabilities
Short-term repayments -18,341,143 -198,082 -10,000,000 7,654,210 -60,937 -2,014,857 -38,010,310
Long-term repayments -17,484,848 -17,484,848
Other 498,121 438,121
Balance as at 31.12.2018 0 0 26,986,727 48,226 0 105,508 27,140,461

Disclosures on long-term financial leasing liabilities are found in section LEASES — IFRS 16 (21).

SHORT-TERM OPERATING LIABILITIES (18)

in EUR 31.12.2019 31.12.2018

Short-term trade liabilities to Group companies 35,897,802 21,216,035

Short-term trade liabilities to associates 1,630,861 1,400,082

Short-term trade liabilities to jointly-controlled companies 78,938 62,918

Short-term trade liabilities to suppliers 108,986,505 109,997,855

Total 146,594,106 132,676,890
Short-term operating liabilities to group companies Among short-term operating liabilities to suppliers, the
mostly comprise liabilities arising under the purchase of company mostly includes liabilities for electricity pur-
electricity. chased in Slovenia and abroad.
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SHORT-TERM TRADE LIABILITIES TO GROUP COMPANIES

in EUR

DEM

sHPP Lobnica
SENG

TES

HSE EDT

PV

HTZ I.P.

RGP

HSE Invest

HSE Balkan Energy
HSE MAK Energy

HSE BH

Total

OTHER SHORT-TERM LIABILITIES (19)

in EUR

Short-term trade liabilities on the basis of advances
Short-term trade liabilities to employees

Short-term trade liabilities to state and other institutions
Short-term trade liabilities to others

Short-term accrued costs and expenses

Total

Other short-term liabilities mostly consist of liabilities to
state and other institutions as well as accrued costs and
expenses.

Short-term liabilities to state and other institutions com-
prise VAT liabilities, customs duty liabilities, liabilities for
December contributions for salaries and contributions on
other employment-related income payable by the em-
ployer. The highest liability of the Company is disclosed
by the value-added tax. It is related to the electricity bills
received from abroad, where a system of self-taxation is
in force, and where the right to deduct VAT is acquired on
the day on which the received invoice was issued.

Country 31.12.2019 31.12.2018
Slovenia 10,693,000 8,811,372
Slovenia 6,026 1,595
Slovenia 8,110,834 4,205,819
Slovenia 7,475,149 5,593,109
Slovenia 6,488 0
Slovenia 144 137
Slovenia 17,418 14,526
Slovenia 0 163
Slovenia 96,963 85,956
Serbia 202,713 497,658
North Macedonia 3,618,717 1,028,371
Hgfzse”éivai;g 5,670,350 976,329
35,897,802 21,216,035

31.12.2019 31.12.2018

84,128 26,529

1,189,694 1,134,304

19,606,123 17,815,874

12,369 12,457

37,532,496 27,803,581
58,424,810 46,792,745

Accrued expenses are expenses that relate to 2019 and
are included in the income statement, in 2019 the com-
pany did not yet receive the invoice or accounts for those.
Most come from purchases of electricity for 2019 from a
subsidiary. Other are deviations from schedules for the
month of December 2019 and interest on loans taken out
for which the Company has not yet received the accounts
in 2019.
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CONTINGENT LIABILITIES AND CONTINGENT ASSETS (20)

in EUR 31.12.2019 31.12.2018
Guaran_tees granted and parent guarantees issued for subsidiaries in 104,383,357 136,389,178
Slovenia
Bank guarantees issued for subsidiaries in Slovenia 572,81 503,739
Bank and parent guarantees issued for foreign subsidiaries 841,405 386,808
Total 105,797,573 137,279,725
Contingent liabilities include the guarantees granted and parent guarantees.
GUARANTEES GRANTED AND PARENT GUARANTEES
in EUR
o - Contingent liability Contingent liability
Beneficiary Type of guarantee \EUT: [14Y as at 31.12.2019 as at 31.12.2018
& Guarantee for the For the duration of
%
EBRD TES EBRD loan the credit agreement 104.0M,837 125,726,123
Unicredit banka d.d. TES Short-terrm oan 3112.2018 0 6,000,000
guarantee
NLE d.d. RCP Cuarantees for the For the duration of 0 283,080
bank guarantee the agreement

Guarantee forthev
liabilities of PV, TES,

Petrol d.d. HSE R 3112.2020 247,928 274,682
Petrol d.d.

Geoplin d.o.o. TES Cuarantee statement 30.01.2020 123,592 105,293

BKS BANK AG TES Short-term credit 31122018 0 4,000,000
guarantee

Total 104.383.357 136.389.178

* As a contingent liability, the principal amount of the loan received is disclosed.

The securities and parent guarantees given were reduced in bulk compared to 2018 due to the repayment of part of the
principal of the EBRD loan.
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LEASES - IFRS 16 (21)
When moving to IFRS 16, the Company chose a modi- Company. As a result of the transition to IFRS 16, the
fied retrospective approach, where assets representing Company’s fixed assets under the right of use increased
the right of use are measured as an amount equal to the by EUR 1,403,620 on 1)anuary 2019 and funding liabilities
lease liabilities. The introduction of IFRS 16 did not have increased by the same amount. Due to the chosen tran-
a significant impact on the financial statements of the sition method, there were no effects on retained profits.
STATEMENT OF FINANCIAL POSITION
in EUR 31.12.2019 31.12.2018
ASSETS
Long-term assets 1,122,914 0
Right to use leased assets 1,122,914 0
TOTAL ASSETS 1,122,914 (]

CAPITAL AND LIABILITIES

Net profit of loss -12,606 0
Net profit of loss -12,606 0
Long-term liabilities 861,258 0
Long-term financial liabilities from leases 861,258 0
Short-term liabilities 274,264 0
Short-term financial liabilities from leases 274,264 0
TOTAL LIABILITIES 1,122,914 1]

INCOME STATEMENT

Amortization of rights of use 280,705
Lease costs -297,288
Earnings before interest and tax 16,583
Financing expenses 29,189
Profit or loss before taxes -12,606

RIGHT TO USE LEASED ASSETS

in EUR 31.12.2019 31.12.2018
Right to use leased assets 1,122,914 0
Total 1,122,914 0
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MOVEMENT OF THE RIGHT TO USE ASSETS

in EUR Buildings Total
Purchase cost 1.1.2019 1,403,620 1,403,620
Purchase cost 31.12.2019 1,403,620 1,403,620
Write-off value 1.1.2019 ] 0
Depreciation 280,706 280,706
Write-off value 31.12.2019 280,706 280,706
Book value 1.1.2019 0 0
Book value 31.12.2019 1,122,914 1,122,914

LONG-TERM FINANCIAL LIABILITIES FROM LEASES

in EUR 31.12.2019 31.12.2018
Long-term financial liabilities from leases 861,258 0
Total 861,258 (1]

MOVEMENT OF LONG-TERM FINANCIAL LIABILITIES FROM LEASES

Long-term financial liabilities

from leases
Balance as at 1.1.2019 1,403,620 1,403,620
Decrease -268,098 -268,098
Transfer to short-term financial liabilities from leases -274,264 274,264
Balance as at 31.12.2019 861,258 861,258

SHORT-TERM FINANCIAL LIABILITIES FROM LEASES

in EUR 31.12.2019 31.12.2018
Short-term financial liabilities from leases 274,264 0
Total 274,264 1]

WRITE-OFFS OF THE VALUE OF LEASED ASSETS

in EUR 2019 2018
Amortisation of leased assets 280,706 0
Total 280,706 1]

The Company applied the exemption for the recognition of the right to use assets for short-term leases for up to one year
in accordance with item 5 of IFRS 16 in the amount of EUR 36,982.
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4.5.7.2 Income statement

NET SALES REVENUE (22)

in EUR 2019 2018

On the domestic market 597,671,103 536,246,172
Electricity 595,255,160 533,652,161
Other trade goods and materials 384,658 569,186
Other services 2,031,285 2,024,825
On a foreign market 1,142,483,579 945,692,591
Electricity 1,129,088,695 928,467,032
Other services 13,394,884 17,225,559
Total 1,740,154,682 1,481,938,763
The Company generates, in the main, net sales revenue Revenue from services provided was generated through
through the sale of electricity. The revenue from the sale services in connection with electricity (transfer capac-
of electricity accounts for 99.09% of all net sales reve- ities, contribution for allocation of transfer capacities,
nue. Net sales revenue is higher compared to 2018 due to guarantee of origin), and services provided for the sub-
more electricity volumes sold on both domestic and for- sidiaries.

eign markets.

OTHER OPERATING REVENUE (23)

in EUR 2019 2018

Reversal of impairment of receivables 43 0
Income from compensations and contractual penalties 62,332 6,182
Default interest 382,457 52,698
Profit in the sale of fixed assets 4,552 58,445
Profit of derivatives from electricity trading and emission coupons 6,019,262 3,802,695
Other 260,010 35,466
TOTAL 6,728,656 3,955,486

Most of other operating revenue refers to profits generated on trading with standardized futures contracts in relation
to electricity and emission coupons.
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COSTS OF GOODS, MATERIALS AND SERVICES (24)

in EUR

Cost of goods sold

Dependent cost of goods sold

Total cost of goods sold

Energy costs

Cost of small tools

Other

Total cost of material

Cost of transport services

Maintenance services

Lease costs

Employee reimbursements costs related to work
Insurance and banking costs

Intellectual and personal service costs

Cost of fairs, commercials and representation
Cost of services of natural persons

Security and control costs

Membership fees

Other

Total cost of services

Total

The purchase value of the sold goods, which represents
98.68% of all operating expenses, comprises electricity
purchase costs and the costs related to this.

The largest amounts among costs of material refer to
professional literature, costs of energy and costs of office
stationery.

AUDITOR COSTS

in EUR
Auditing of the annual report
Other assurance services

Total

2019 2018
1,614,284,245 1,376,533,467
42,102,762 35,318,502
1,656,387,007 1,411,851,969
50,313 35,831

9,495 3,348
31,844 255,71
371,652 294,890
59,314 93,601
924,944 1,420,322
213,481 973,915
113,709 104,738
1,476,525 1,108,348
2,206,799 2,191,385
579,330 438,799
282,045 273,236

454 3,500

47,198 38,538
1,730,303 593,622
7,634,102 7,240,064
1,664,392,761 1,419,386,923

Costs of services include mostly costs for professional
services, maintenance costs of computer hardware and
software, and costs of insurance and bank services. High-
er costs of services are due to the increase in the cost of
banking services and the cost of other services, where the
largest proportion is the IT costs, the increase of which
is due to the transfer of part of the IT business process
to DEM.

2019 2018
14,500 15,000
500 408
15,000 15,408

Apart from auditing the annual report, the company Deloitte revizija d.o.o. received no other payments from the Com-

pany in 2019.
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LABOUR COSTS (25)
in EUR 2019 2018
Salaries 8,486,391 7,811,013
Costs of the pension insurance scheme 1,111,880 1,057,890
Costs of other insurance 641,907 585,517
Other labour costs 1,172,448 1,045,438
Total 11,412,626 10,499,858
Labour costs comprise costs of salaries and other receipts can be utilised by 30 June 2020, are accounted as well.
by employees, including employer’s contributions. Costs Employee benefits expense increased in comparison with
of compensations for unused holiday leave in 2019, which 2018 due to higher average number of employees.

NUMBER OF EMPLOYEES AND AVERAGE NUMBER OF EMPLOYEES BY EDUCATION STRUCTURE

Educational class 1.1.2019 31.12.2019 Average number of employees
5 1l n 1l
6/1 18 19 18
6/2 42 46 44
7 75 78 77
8/1 25 29 27
8/2 2 3 3

Total 174 186 180

WRITE-DOWNS IN VALUE (26)

in EUR 2019 2018
Amortisation of intangible assets 246,699 376,643
Amortisation of property, plant and equipment 351,809 492,274
Impairments/write-offs of receivables 661 16,973
Write-offs in property, plant and equipment 2,406 0
Sales in property, plant and equipment 21 37
Amortisation of leased assets 280,706 0

Total 882,302 885,927

Write-downs in value comprise the amortisation of the Disclosures on the amortisazion of leased assets are in
Company’s assets, write-downs of receivables, and loss section LEASES — IFRS 16 (21).
on the sale of equipment.
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OTHER OPERATING EXPENSES (27)

in EUR

Forming of provisions

Compensation for the use of building land
Donations

Other operating expenses

Total

Annual Report of the HSE Group and HSE Company 2019

2019 2018
23,200 31,674
11,263 11,106
75,300 36,255
1,644,555 308,137
1,754,318 667,172

The increase in other operating expenses compared to the previous year is represented by higher costs of fees paid in
courts related to the conduct of litigation initiated by the audited company and contractual penalties for system ser-

vices.

FINANCIAL REVENUE (28)

in EUR

Financial income from dividends and other shares in profits
Financial income from loans given and deposits made
Other financial revenue

Total

Finance income from shares and interests comprises
profit pay-outs of subsidiaries DEM (total amount of EUR
10,000,000) and the jointly-controlled entity Soenerget-
ika (EUR 170,208).

FINANCIAL EXPENSES (29)

in EUR

Financial expenses for interest

Financial expenses from the impairment of financial investments
Financial expenses from the liquidation of a financial investment
Other financial expenses

Other financial expenses from leases

Total

Interest-related financial expenses comprise interest
on short-term and long-term loans received from banks
(EUR 6,347,505), and accounted interest on short-term
loans from HSE Group companies (EUR 64,658).

2019 2018
10,170,209 30,353,648
4,344,318 2,056,977

720,474 872,877
15,235,001 33,283,502

Financial revenue from loans and deposits granted main-
ly comprises accrued interest for the loans given to the
companies in the Group.

Among other financial instruments, the Company’s reve-
nue mainly stems from parent guarantees given to com-
panies in the Group.

2019 2018
6,412,162 7,811,123
0 56,721,354

26,684 0
5,345,551 4,925,857
29,189 0
11,813,586 69,458,334

Financial expenses from the liquidation of the financial
investment represents expenses resulting from the liqui-
dation of HSE Adria in 2019.

Other finance expenses refer to the guarantee given by
DEM, costs of the withholding tax for foreign loans and
costs of raising long-term loans.
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TAX (30)

in EUR
Current tax

Deferred taxes

Total income tax recognised in the operating income statement

Deferred tax recognised in capital

The company is subject to the Value Added Tax Act, the
Excise Duty Act, the Financial Services Tax Act, and the
Corporate Income Tax Act. The branch of the company in
the Czech Republic is subject to corporation tax in the
Czech Republic.

In accordance with the Corporate Income Tax Act, the tax
for 2019 amounted to 19% of the tax base reported in the
Company's tax return.

The Company’s current tax in 2019 amounted to EUR
11,814,081. Based on the 2018 tax return, the Company
made a EUR 8,071,491 advance payment of income tax for
2019. At the end of 2019, the Company discloses a liability
in the amount of EUR 3,742,590.

CALCULATION OF THE EFFECTIVE TAX RATE

<L - 283 )
2019 2018
11,814,081 8,805,263
-69,051 -11,996

11,745,030 8,793,267

-9,043 -12,898

Deferred taxes include deferred tax assets. Allocation
and drawdown per value are shown in the disclosure of
deferred tax assets (explanatory note 6 in the Statement
of financial position).

In establishing the base for current tax, revenue and
expenses established in accordance with IFRS were cor-
rected in terms of decrease and increase in tax base, as
shown in the following table.

2019 2018

Profit or loss before taxes

Calculated tax at the applicable tax rate

Tax on revenues that lower the tax base

Tax on tax deductions

Tax on expenses that lower the tax base

Tax on unrecognised expenses

Tax from other changes in the tax balance sheet
Tax levied

Deferred taxes

Total taxes

Effective tax rate

As at 31 December 2019, temporary deductible differenc-
es for which deferred tax assets were not formed are re-
corded at EUR 604,772,720; they arise from impairment
of investments made in subsidiaries. Pursuant to IAS 12
- Income tax, deferred tax assets are recognised only if it

71,862,746 18,278,536
13,653,922 3,473,1M
1,948,431 -5,769,179
-148,4399 155,895
-4,499 -7,331
166,694 10,909,163
94,893 355,394
11,814,080 8,805,263
-69,051 -11,996
11,745,029 8,793,267
16.34% 48.10%

is possible that temporary differences can be eliminated
in the foreseeable future. The Company did not form de-
ferred tax assets in this relation as it has no intention to
dispose these investments in the foreseeable future.
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NET PROFIT OF LOSS FOR THE PERIOD (31)

in EUR

Gross return from operations
Earnings before interest and tax
Financial result

Profit or loss before taxes

Net profit or loss for the financial year

2019 2018
1,746,883,338 1,485,894,249
68,441,330 54,454,368
3,421,416 -36,174,832
71,862,746 18,279,536
60,117,716 9,486,269

The Company concluded 2019 with a net result of EUR 60,117,716.

4.5.7.3 Related companies

Related companies are subsidiaries, associates and joint-
ly-controlled entities that are controlled directly or indi-
rectly by the Company through its subsidiaries.

Related companies also include companies that are ma-
jority state-owned.

The sales and purchases columns show the turnover of
all transactions (excluding VAT) between the Company
and the associated companies in 2019. For financial re-
ceivables and loans granted and received, the balance at
the end of 2019 is presented (principal amount with inter-

DATA ON RELATED COMPANIES

DEM 417,416
sHPP Lobnica

SENG 9,293,948
TES 5,464,084
HSE EDT 137,084

TET Novi materiali

PV 3,710,862
HTZ I.P.

RGP

HSE Invest 44,690
HSE Balkan Energy 1,006,351
HSE Adria - in liquidation 2,588
HSE MAK Energy 24,684,206
HSE BH 38,895,475

Total 2019 83,656,704

est). Revenue from parent guarantees granted in 2019 are
disclosed separately, in the net value (exclusive of VAT).
The value of parent guarantees is disclosed in the section
Contingent liabilities and Contingent assets (Note 20 to
the Statement of financial postition).

The situation of outstanding receivables from associated
persons is disclosed in the chapter Short-term operating
receivables from buyers; the status of outstanding op-
erating liabilities is disclosed in the chapter Short-term
operating liabilities to suppliers.

Granted loans,

Purchases guarar_lt.ees a_nd Income from granted
securities with parent guarantees
interest
65,538,324
17,451
37,003,825
218,016,091 90,787,245 711,120
425118 451,434
657 18,881,547
109,237
9,350
159,702
1,209,140
24,047,445
31,954,273
378,481,263 110,120,226 720,470
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Sales and purchase prices for services are defined on the The Company is 100% owned by the Republic of Slove-
basis of the applicable internal price list of HSE Group nia. In 2019, the Company concluded no transactions with
companies, rentals based on comparable free prices, the Government of the Republic of Slovenia. In 2019, the
sales prices for electricity on the basis of comparable Company paid no dividend to the owner.

free prices and cost mark-up methods, purchase prices
for electricity on the basis of cost mark-up methods, the
comparable free prices or a combination of both.

DATA ON RELATED COMPANIES - ASSOCIATES

Granted loans,
guarantees and Loans with

Income from Prihodki od
granted parent  danih starSevskih
guarantees garancij

U R securities with interest received
interest
HESS 21,103 9,565,601 0 0 0

Total 2019 9,565,601

DATA ON RELATED COMPANIES - JOINTLY-CONTROLLED COMPANIES

Granted loans,
guarantees and Loans with
securities with interest received

interest

SOENERGETIKA 120 863,151 0 0 0

Income from
granted parent
guarantees

Purchases

Total 2019 863,151
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TRANSACTIONS WITH THE REPUBLIC OF SLOVENIA AND
LEGAL ENTITIES DIRECTLY OWNED BY THE REPUBLIC OF SLOVENIA

Open receivables as Open liabilities as at

at 31.12.2019 31.12.2019 Revenue 2019 Expenses 2019
BORZEN d.o.o0. 336,506 271,728 8,738,879 8,790,496
BSP d.o.0. 311,588 496,306 70,062,092 51,901,194
ECE d.o.0. 12,619,128 713,177 130,333,078 7,499,171
ELES d.o.0. 2,558,041 7,577 24,588,632 3,594,162
ELEKTRO MARIBOR ENERGIJA PLUS d.o.0. 6,294,139 8,214 65,340,119 1,869,978
E3d.o.0. 7,818,403 349,683 69,491,472 4,586,671
GEN ENERIGJA d.o.0. 83,919 21784 818,346 383,091
GEN-I d.o.0. 10,329,928 13,319,357 83,396,706 93,706,703
PETROL d.d. 5,955,726 8,451,634 47,036,264 49,907,224
Energy companies - total 46,307,378 24,343,460 499,805,588 222,238,690
TALUM d.d. 1,699,743 269,902 16,605,665 925,843
Aluminium production 1,699,743 269,902 16,605,665 925,843
AVTENTA d.o.0. 0 36,997 0 137,838
Other - total 0 36,997 0 137,838
NLBd.d. 0 57,000,000 0 1,391,622
SiD d.d. 0 40,363,636 0 1,102,442
Banks - total 0 97,363,636 0 2,494,064
Total 48,007,121 122,013,995 516,411,253 225,796,435
The table shows transactions with entities, which are di- lion), except banks where all transactions are disclosed.
rectly orindirectly majority-owned by the Republic of Slo- Other transactions with companies, ministries, agencies
venia (more than 50% equity) and are important for the and other legal entities, where the Republic of Slovenia
Company from the perspective of significance of trans- is @ majority or minority owner, are irrelevant in terms of
actions (income or expenses in 2019 exceed EUR 2 mil- reporting.
4.5.7.4 Remuneration
Remuneration of managers and employees who are not In 2019, the Company provided no advances, loans or
subject to the tariff part of the collective agreement in- guarantees to these persons. At the end of 2019, the
cludes: Company had no receivables from the Management and
Supervisory Boards members.
» gross compensation included in the income tax return
statement, Among short-term operating debts, liabilities for Decem-
- other allowances (meals, transportation, daily ber salaries to members of the Management Board and
allowances), the employees for whom the tariff part of the collective
e premiums paid for voluntary supplementary pension agreement does not apply, and for December meeting ex-
insurance. penses to the members of the Supervisory Board and the

members of the committees of the Supervisory Board.
The remuneration of the members of the Supervisory
Board contains gross meeting expenses of all members,
including travel expenses for exercising their functions in
the Supervisory Board and the Supervisory Board's com-
mittees.
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REMUNERATION
in EUR Gross 0t!1er Bonus Reimbursement Attendance Total
salary  remuneration of costs fees
Members of the Management Board 296,952 43,672 11,628 4,395 9,938 366,585
Membe.rs of Supervisory ?oards and 1498 2,959 219,725 224182
Supervisory Board Committees
Employees not subject to the tariff part of the 331,633 15.706 16.561 7.743 371,643
collective agreement
Total 2019 628,585 59,378 29,687 15,097 229,663 962,410
Members of the Management Board 266,025 9,188 14,982 3,436 7,867 301,498
Membe.rs of Supervisory ?oards and 1377 2293 211,385 215,055
Supervisory Board Committees
Employees not subject to the tariff part of the 235 755 12.207 13.952 4928 266,842
collective agreement
Total 2018 501,780 21,395 30,311 10,657 219,252 783,395

MANAGEMENT REMUNERATION

Other remuneration

Salary - holiday bonus and B Costs Attendance
onus .
gross  voluntary supplementary reimbursment fees*
pension scheme

Nikoli¢ Stojan 130,137 4,724 2,445 2,623 7,544 147,473
Vracar Viktor 75,247 2,914 3,778 783 440 83,162
Marincic Mirko 48,845 2,128 2,665 640 0 54,278
Marovt Matjaz 42,723 33,906 2,740 349 1,954 81,672

Total 296,952 43,672 11,628 4,395 9,938 366,585

*For members of the Management Board Stojan Nikoli¢, Matjaz Marovt and Viktor Vragar, the amount of the attendance fee received as members of the Supervisory Board in PV and
HSE Invest is taken into account among the items of the attendance fee.

REMUNERATION OF MEMBERS OF THE SUPERVISORY BOARD

Attendance Attendance
fee gross/ Attendance Attendance Travel
fee gross/ o
- basic fee gross fee net expenses
meetings
payment
]ANCAR BD§T]AN Member of the HSE SB 4,070 152 11,300 15,370 1,104 0 15,522
BRANKOVIC GORAN Member of the 3,190 60 7,624 10,814 7,849 0 10,874
HSE SB
BESEK TOMAZ Chairman of the HSE SB
from 12.06.2019 2,255 70 9,522 n777 8,547 131 1,978
CUKROV VESNA Member of the HSE SB 4,290 152 11,300 15,590 1,264 354 16,096
MARKOLI BOSTJAN Deputy Chairperson
of the HSE SB to 24.03.2019 2,467 152 12,876 15,343 11,085 30 15,525
OTIf]ERNE] Member of the HSE SB 4,620 152 11,300 15,920 1,504 1,719 17,791
PANTOS MILOS Member of the HSE SB 4,209 152 11,300 15,509 1,205 25 15,686
PEROVIC MILAN Chairman of the HSE SB
t0 25.03.2019 1,320 152 5,468 6,788 4,862 53 6,993
VRACAR VIKTOR Member of the HSE SB 1,700 152 3,675 4,775 3,399 12 4,939
RIJAVEC PETJA Member of the HSE SB 3,549 152 11,300 14,849 10,725 0 15,001
GORJUP BARBARA Deputy Chairperson 2,860 152 12,075 14,935 10,788 69 15,156

of the HSE SB from 25.03.2019
Total 33,930 1,498 107,740 141,670 102,332 2,393 145,561
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REMUNERATION OF MEMBERS OF THE AUDIT COMMITTEE

Attendance
fee gross/ Attendance
EH fee gross

payment

Attendance

fee gross/
meetings

Attendance
fee net

Travel
expenses
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REMUNERATIONS OF MEMBERS OF THE MARKETING AND INVESTMENT COMMITTEE

Attendance

Attendance
fee gross/
meetings

fee gross/ Attendance Attendance Travel

basic fee gross fee net expenses

payment

JANCAR BOSTJAN MARKOJI BOSTJAN Member of the Marketing
Member of the Audit Committee 1.673 2,825 4.504 3,276 126 4630 and Investment Committee 0 2,825 2.825 2,055 6 2.831
MARKOLI BOSTJAN BRANKOVIC GORAN Member of the Marketing
Member of the Audit Committee 1.276 2,825 4101 2,983 9 iy and Investment Committee 616 1.821 2:437 1772 0 ZREY
GORJUP BARBARA JANCAR BOSTJAN Member of the Marketing
Chairwoman of the Audit Committee 1474 4237 >/ 4154 o 57122 and Investment Committee 3% 2.825 3.221 2,343 0 1220
ZAMAN GROFF MAJA PANTOS MILOS Chairman of the Marketing and
External Member of the Audit Committee 2,551 11300 13,851 10,074 8/ [EEEE Investment Committee 396 4.238 4634 3.370 > Sile=E
Total 6,980 21,187 28,167 20,487 283 28,450 VRACAR VIKTOR Meml_)er of the Marketing 176 919 1095 796 0 1,095
and Investment Committee
Total 1,584 12,628 14,212 10,336 1n 14,223

REMUNERATION OF MEMBERS OF THE PERSONNEL COMMITTEE

Attendance
fee gross/ Attendance

Attendance
fee gross/

. basic fee gross
meetings

payment

MARKOLI BOSTJAN Member of the Personnel

Committee 2,156 2,825 4,981
PANTOS MILOS Chairman of the Personnel

Committee from 05.04.2019 1100 2.767 3.867
RI]AVE.C PETJA Member of the Personnel 2,376 2,825 5,201
Committee

PEROVIC MILAN Chairman of the Personnel

Commission to 28.03.2019 836 1.378 2.214
GOR]U_P BARBARA Member of the Personnel 2156 2,825 4.981
Committee

Total 8,624 12,620 21,244

REMUNERATION OF THE MEMBERS OF THE RESTRUCTURING COMMITTEE

Attendance Attendance
P fee gross/ Attendance
‘ee gross/ s
. basic fee gross
meetings
payment
CUKROV VESNA
Member of the Restructuring Committee 0 2,825 2825
OTIC JERNE])
Member of the Restructuring Committee 528 2,825 3,353
PANTOS MILOS
Member of the Restructuring Committee 440 2825 3,265
BRANKOVIC GORAN
Chairman of the Committee from 08.04.2019 660 2731 3,391
VRACAR VIKTOR
Chairman of the Committee to 28.03.2019 220 1.378 1,598
Total 1848 12,584 14,432

Attendance
fee net

3,623

2,812

3,783

1,610

3,623

15,451

Attendance

fee net

2,055

2,439

2,375

2,466

1162

10,497

Travel
expenses

Travel
expenses

162

5,002

3,877

5,201

2,241

5,033

21,354

2,844

3,488

3,270

3,391

1,601

14,594

4.5.7.5 Financial instruments and risk management

This section relates to the sections Management of Financial Risks of the Financial Statement and the section on finan-

cial risks in the business part.

CREDIT RISK

The major part of activities where the Company meets
credit risk stems in particular from the activity of electric-
ity trading. The portfolio of partners, with which we con-
clude contracts in the field of electricity trading, mostly
refers to companies with a high credit rating and payment
discipline. Activities for managing credit risks are subject
to the Company’s adopted internal acts that clearly de-
fine the procedures and due diligence applied while se-
lecting and monitoring business partners. We decide on
the type of business relation with partners on the basis
of previous analyses of the partner’s credit rating, which
in continuation determine a possible extent and time ho-
rizon of operations, elements of contractual relation, and
in particular the required extent of additional insurance
in the form of bank and corporative guarantees, received
advances, and other suitable forms of insurance.

The Company monitors credit exposure to individual part-
ners on a daily basis. An important measure of credit risk
mitigation is the conclusion of contractual frameworks,
i.e. general and umbrella agreements (e.g. EFET), which
determine, inter alia, the monthly financial netting of re-
ceivables and liabilities as well as the netting of a wide
range of mutual receivables and liabilities in the event of
early termination of the agreement due to possible insol-
vency of the partner.

The Company’s maximum exposure to credit risk arising
under its short-term operating and financial receivables
is represented by the carrying amount of short-term op-
erating receivables, decreased by financial collateral, and
financial off-set of receivables and liabilities from those
partners where it is legally and contractually possible.
Receivables from partners are insured by means of bank
and corporate guarantees, pledge of receivables based
on contracts for managing bank accounts, advance pay-
ments, enforcement drafts and bills of exchange.
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TRADE RECEIVABLES

in EUR Receivables
Short-term receivables from Group companies 17,040,905
Short-term receivables from associates 2,583
Short-te.rm receivables from jointly-controlled 146
companies

Short-term trade receivables from customers 134,700,544
Total 31.12.2019 151,744,178
Short-term receivables from Group companies 6,167,484
Short-term receivables from associates 5,079
Short-term trade receivables from customers 129,318,230

Total 31.12.2018

The unsecured part of receivables is the sum of sales to
partners made via the open account within the approved
credit limits, in line with the applicable internal act i.e.
given their financial strength and risk to which they are
exposed to in business operations with individual part-
ners. The most frequent among the unsecured receiva-
bles are primarily the receivables from partners with good
credit rating and from partners which belong to a high-
ly-regulated activity and are frequently state-owned (e.g.
providers of system services, etc.). Short-term receiva-
bles from Group companies are managed in view of their
liquidity and solvency. They are accordingly eliminated
from the following analysis of receivables in respect of
IFRS 9 and additional requirements for the formation of
allowances.

135,490,793

Annual Report of the HSE Group and HSE Company 2019

Secured Unsecured

() [+)

receivables 2 receivables e

14,145,662 83% 2,895,243 7%

2,583 100% 0 0%

146 0% 0 0%

114,556,800 85% 20,143,743 15%
128,705,191 85% 23,038,987

5,068,370 82% 1,099,114 18%

5,079 100% 0 0%

110,046,606 85% 19,271,624 15%

115,120,055 20,370,738

The following analysis shows the unsecured short-term
trade receivables as at 31 December 2019 in respect of
the internal customer classification by credit ratings, age
structure of unsecured receivables, and the structure of
receivables by country.

Based on granting a credit rating to individual partners
(IBR) and their guarantors (i.e. in case of financial insur-
ance), which is defined on the basis of a combination of
theoretical financial models and the credit rating agen-
cy’s transition matrices, the Company regularly monitors
the risk of default by the partner or the guarantor, and
accordingly adjusts the structure of insurance and the ap-
proved limits. In line with the internal methodology, this
affects the quality and structure of the Company’s oper-
ating receivables.

UNSECURED TRADE RECEIVABLES BY AGE STRUCTURE AND IBR AS AT 31 DECEMBER 2018

IN EUR
12,500,000 —
ES
]
in
10,000,000
7,500,000 —
ES
m ¥
5 0
5,000,000 — I
2,500,000
= 2 = 2 &
- 2 o o o
I ° ° e
0 T T T T ]
Not yet due Overdue from 1to 30 days Overdue from 31to 90 days  Overdue from 91t0 180 days Overdue more than 181 days
M BR1-2 IBR3-4 [IBR5-6 iBR7-8 BRI
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UNSECURED TRADE RECEIVABLES BY AGE STRUCTURE AS AT 31 DECEMBER 2019 IN EUR

25,000,000

19,968,902 174,800 0

0 a1 20,143,743

20,000,000

15,000,000

10,000,000

5,000,000+

Overdue Overdue
from 1to 30 days

Not yet due

With respect to 2018, the overall value of business re-
ceivables from customers increased slightly, however,
through careful management of partners, we maintained
the values of unsecured receivables at the corporate re-

from 31to 90 days

Overdue
more than 181 days

Overdue

T
from 91t0 180 days Operating receivaables

ceivables level as at 31 December 2018. Trade receivables
from customers in Slovenia as at 31 December 2019 rep-
resent 45% of all trade receivables, which represents an
increase by 4% compared to 2018.

TRADE RECEIVABLES BY COUNTRY AS AT 31 DECEMBER 2019 AND 2018

2019

Other; 18%

Sl; 44%
IT; 5%

HU; 6%

DE; 9%

CH; 9%

CZ; 9%

2018

Other; 15%

HU; 4%
Sl; 41%
IT; 6%

CZ;11%

CH; 11%
DE; 12%
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The analysis of the partners’ repayment dynamics and
the payment discipline in 2017 and 2018 (shown in the
table below) shows that partners regularly (with rare ex-
ceptions) settled their liabilities in the past.
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In the event of delayed payment, the customers are
charged contractually defined default interest.

THE REPAYMENT DYNAMICS IN TERMS OF TOTAL INVOICED RECEIVABLES IN 2018 AND

2017 IN EUR

1,400,000,000 —

1,200,000,000 — 73.19%

1,000,000,000

800,000,000

600,000,000

400,000,000

200,000,000

0.20 %

0.50 % 0.00% 0.03% 0.00% 0.00% 0.00% 0.00%

in due time from 1to 30 days

The Company establishes that the current internal policy
of forming allowances and impairing operating receiva-
bles is appropriate and that the application of the dis-
closure-related guidelines under IFRS 9 in view of the
expected credit loss (ECL) on trade receivables has no sig-
nificant impact on the fair presentation of the Company’s
assets. Based on the guidelines of the said standards and
the findings from the analysis of past patterns of pay-
ment by the company’s customers by age structure, the
expected loss arising from trade receivables from cus-
tomers for the Company as at 31 December 2019 is esti-
mated at EUR 41.1.

We herewith conclude that the calculated ECL, given the
total value of operating receivables, indicates no impact
on the fair presentation and that the allowances of trade

Payment Overdue ‘ Overdue
from 31to 90 days

M 2o1s 2017

Overdue ‘ Overdue

from 91t0 180 days more than 181 days Unpaid

receivables were already in the past appropriately dis-
closed and formed by the Company. The possible credit
loss estimate took account the trade liabilities as at 31
December 2019, the Company’s ownership-related con-
nection with the business partner, the past repayment
dynamics in terms of invoices issued, the possibility of
default by the partners in view of their financial situa-
tion, the type of insurance received, and the age structure
of trade receivables as at 31 December 2018.

As at 31 December 2019, the Company is reporting EUR
1,090,349 in doubtful receivables. Doubtful receivables
are in the main part receivables arising from the sale of
electricity to Korlea Invest a.s and to S.C. Transenergo
com S.A.

MOVEMENT OF VALUE ADJUSTMENTS FOR SHORT-TERM TRADE RECEIVABLES

in EUR
Balance as at 1.1.
Formation of allowances for receivables

Balance as at 31.12.

2019 2018
1,090,349 850,258
0 240,091
1,090,349 1,090,349

04 Accounting Report of the HSE Company
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LONG-TERM TRADE AND FINANCIAL RECEIVABLES ACCORDING TO THEIR MATURITY

Long-term financial receivables and loans to group companies

Long-term financial receivables and loans to companies in the interest

group

Long-term operating receivables from others

Total 31.12.2019

Long-term financial receivables and loans to group companies

Long-term financial receivables and loans to companies in the interest group

Long-term operating receivables from others

Total 31.12.2018

up to 2 years

after the date

of SFP
3,698,000

513,075

4,211,075

Maturity date
3 to 5years over 5 years
after the date after the date
of SFP of SFP
9,585,500 83,932,956
799,289 7,350,370
797,501
10,384,789 92,080,827
85,282,956
5,245,851
3,050,904

93,579,711

97,216,456

8,662,734

797,501
106,676,691
85,282,956
5,245,851
3,050,904
93,579,711

SHORT-TERM TRADE AND FINANCIAL RECEIVABLES ACCORDING TO THEIR MATURITY

Short-term financial receivables and
loans to group companies

Short-term financial receivables and

loans to companies in the interest group

Short-term operating receivables from
group companies

Short-term operating receivables from
associates

Short-term operating receivables from
jointly controlled companies

Short-term trade receivables
Short-term advance payments

Short-term operating receivables from
state and other institutions

Short-term operating receivables from
others
Total 31.12.2019

Short-term financial receivables and
loans to group companies

Short-term financial receivables and

loans to companies in the interest group

Short-term operating receivables from
group companies

Short-term operating receivables from
associates

Short-term trade receivables
Short-term advance payments

Short-term operating receivables from
state and other institutions

Short-term operating receivables from
others

Total 31.12.2018

not past due

4,227,620

13,416

20,413,399

2,583

146

130,804,145
1,445,649

22,057,193

14,447,254
193,411,405

1,872,874

15,470

4,310,751

5,079

122,643,976
649

22,1M,931

15,847,655

166,808,385

Upto3

months past
due (up to 90
days)

1,080,978

3,896,400

4,977,378

1,278,155

6,674,207

7,952,362

Maturity date

From3to 6
months past
due (from 91
to 180 days)

235,054

235,054

578,576

578,576

overa
year past
due (from

361days
onwards)

From6to9
months past
due (from 181
to 272 days)

41 1,090,307

1,090,307

1,090,400

1,090,400

4,227,620

13,416

21,729,431

2,583

146

135,790,893
1,445,649

22,057,193

14,447,254

199,714,185

1,872,874

15,470

6,167,482

5,079

130,408,583
643

22,1M,931

15,847,655

176,429,723
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LIQUIDITY RISK

The Company’s and the Group’s liquidity risk manage-
ment is largely linked and interconnected due to mutual
relationships arising from the purchase/sale of electricity
and coal, and from the provision of finance sources relat-
ing to financing of investments in the Unit 6 of TES.

To manage the liquidity risk, we regularly monitor and
plan cash flow at daily, monthly and annual levels. Much
of the Company’s attention in 2019 was paid to the
preparation of cash flow plans, as only in this way an op-
timum liquidity management is ensured, in addition to
a timely forecast and use of possible liquidity surpluses
or notice and coverage of deficits. The risk of short-term
solvency has been successfully controlled by the ongoing
reconciliation of the maturity of receivables and liabili-
ties, consistent recovery of receivables and the provision
of adequate available credit lines with commercial banks.
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At the end of 2018, the Company’s liquidity reserve,
which consists of unused approved long-term revolving
loans and available bank balances, amounted to EUR
77,596,780 and is earmarked to balancing the cash flows
and significantly reduces the liquidity risk of the HSE
Company and Group.

On 31 December 2019, all due short-term liabilities of the
Company were settled.

The maturity of long-term operating and financial liabil-
ities of the Company in the coming years is shown in the
tables below. A portion of long-term loans that fall due
within one year is disclosed among short-term financial
liabilities.

LONG-TERM TRADE AND FINANCIAL RECEIVABLES ACCORDING TO THEIR MATURITY DATE

Long-term financial liabilities to banks
Long-term financial liabilities from leases

Total 31.12.2019

Long-term financial liabilities to banks

Total 31.12.2018

Maturity date
Up to 2 years 3 to 5 years Over 5 years
after the date after the date after the date
of SFP of SFP of SFP
20,803,030 99,909,091 90,439,394 211,151,515
280,575 580,683 861,258

21,083,605 100,489,774 90,439,394 212,012,773
26,555,272 143,454,545 22,424,242 192,434,059
26,555,272 143,454,545 22,424,242 192,434,059

The liquidity risk exposure due to financial liabilities to banks on 31 December 2019 is shown in the table below. Amounts
in the table are not discounted and include contractually envisaged interest rates and costs of insurance.

EXPOSURE TO LIQUIDITY RISK ARISING ON FINANCIAL LIABILITIES TO BANKS

Upto2 From 2 to 12 From 1to 2 From2to 5
months after months after years after years after
the date of the date of the date of the date of
SFP SFP SFP

SFP

Financial liabilities to banks without interest rate hedging

Estimated cash flows

Over 5 years Skupaj
after the date
of SFP

Long-term loans 0 -11,303,030 -20,803,030 -99,909,091 -90,439,394 -222,454,545

Total 31.12.2019 11,303,030 -20,803,030 -99,909,091 -90,439,394 -222,454,545

Financial liabilities to banks without interest rate hedging

Long-term loans 0 -27,484,848 -27,484,848 -143,454,545 -22,424,242 -220,848,483

Total 31.12.2018 -27,484,848 -27,484,848 -143,454,545 22,424,242 -220,848,483
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The Company secured additional liquidity in 20139 within
the framework of HSE Group’s cash management, relat-
ing to the free cash flows of DEM. The loan was settled
in form of set-off i.e. pay-out of the accumulated profit
of DEM.

In order to ensure an appropriate structure of sources of
financing, the Company has sufficient long-term sources.
In addition, the Company disposes of a liquidity reserve in
form of a long-term revolving loan of EUR 50,000,000 for

CURRENCY RISK

Currency risk is a risk associated with transactions in-
volving foreign currencies and is subject to changes in
exchange rates. Currency risk in operations is small, since
the majority of inflows and outflows are in domestic cur-
rency - EUR. In 2019, the Company was exposed to some
other currencies (HUF, RON) in the context of electricity
trading, where it used a protection against exposure with
the use of derivatives, if needed.

Other currencies are present in minimum amount and
therefore the Company does not perform sensitivity anal-
ysis for the change in foreign exchange rates, since the
change in exchange rate would not significantly affect
the profit or loss.

EXCHANGE RATES

Country Currency code
Czech Republic CZK
Hungary HUF
Romania RON
USA usb
United Kingdom GBP
Bulgaria BCGN
Croatia HRK
Serbia RSD
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the period of up to August 2021.

Based on the centralized cash flow planning, implement-
ed measures for restructuring and optimizing the debt’s
maturity, a proper liquidity reserve provided, an active
attitude towards the financial markets, the Company’s
liquidity was under control and ensured in 2019 and thus
the liquidity risk appropriately managed.

The Company constantly monitors the currency risk and
reports on its management regularly. Additionally, the
Company continuously follows developments on the
money market, changes in prices and values of currency
hedging contracts.

To convert the Company’s assets and liabilities on 31 De-
cember 2019, the following exchange rates were used:

Closing EUR rate for 2019 Closing EUR rate for 2018

25,4080 25,7240
330,5300 320,9800
4,7830 4,6635
11234 11450
0,8508 0,8945
1,9558 19558
7,4395 7,4125
117,3800 118,4300
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EXPOSURE TO EXCHANGE RATE FLUCTUATION RISK

in EUR

Long-term financial receivables and loans
Long-term trade receivables

Short-term financial receivables and loans
Short-term trade receivables

Long-term financial liabilities

Short-term financial liabilities

Short-term trade liabilities

Net exposure of the SFP 31.12.2019

Long-term financial receivables and loans
Long-term trade receivables

Short-term financial receivables and loans
Short-term trade receivables

Long-term financial liabilities

Short-term financial liabilities

Short-term trade liabilities

Net exposure of the SFP 31.12.2018

EUR
105,879,130
553,667
4,241,036
194,097,202
-212,012,773
-1,717,077
-167,077,960
-86,036,715

90,528,807
2,553,666
1,888,344
172,366,193
-192,434,058

-27,140,461
-149,834,753
-102,072,263

CURRENCY SWAP CONTRACTS BY MATURITY

in EUR

Currency swap contracts by maturity - up to 12 months

Total

CURRENCY SWAP EFFECT

in EUR
Unrealised profit of effective transactions
Realized profit of effective transactions

Realized loss of effective transactions

HUF

-103,709
-103,709

485

-904,757
-904,272

31.12.2019
10,774,892
10,774,892

2019
38,554
27,103
-1M7,172

Ostale valute

243,834

285,598

-304,752
224,680

497,239

1,084,352

-486,331
1,095,260

Total
105,879,190
797,501
4,241,036
194,382,800
-212,012,773
-11,717,077
-167,486,421
-85,915,744

90,528,807
3,050,905
1,888,344

173,451,030

-192,434,059

27,140,461

-151,225,841
-101,881,275

31.12.2018
5,982,329
5,982,329

2018
54,987
32,773
178,938
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INTEREST RATE RISK

The Company is managing the interest rate risk ade-
quately by regularly monitoring its interest rate exposure
through the policy of interest risk management, in the
context of which it monitors cash market development,
interest rate and interest rate swap movement, with the
aim of proposing measures of interest rate hedging in a
timely manner. The decision on interest rate hedging is
based on the forecast on the interest rate development,
interest swaps and the impact on the amount of finan-
cial expenses, whereby it should be emphasised that the
Euribor value was negative throughout the 2019 period.
The Company concluded contracts for long-term loans in
a way that the variable interest rate equals 0 if the Eu-
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ribor is negative (i.e. zero floor) and is exposed to Euri-
bor growth to the positive area. Hedging of short-term
maturity rates would in circumstances that apply to the
money market and interest rate development additional-
ly increase costs of financing and expose the Company to
the risk of a decline in interest rates. Consequently, the
Company concluded no new interest rate hedging in 2019.

Interest rate risks are regularly monitored and reported
about.

Interest-bearing and non-interest bearing financial as-
sets and liabilities are outlined in the table below:

FINANCIAL INSTRUMENTS BEARING THE VARIABLE INTEREST RATE

in EUR

Financial liabilities

31.12.2019 31.12.2018
222,454,545 220,848,485

CASH FLOW SENSITIVITY ANALYSIS WITH FINANCIAL INSTRUMENTS BEARING A VARIABLE INTEREST

RATE

The change in the variable interest rate for 50 base
points on the reporting date would increase (decrease)
the net profit or loss for the values stated below. Anal-
ysis prepared for both years assumes that all variables,
particularly foreign currency rates, remain unchanged.
In the calculation, the receivables/liabilities at variable
interest rate are decreased by the total amount of IRS
transactions concluded. Due to negative values of market

interest rates of Euribor in 2019, we used in our sensi-
tivity analysis only a markup/increase of +0.50 b. p. In
case of loans that bear the Euribor “'zero floor” interest
rate, a markup of + 0.50 b.p. to the average Euribor val-
ue in 2019 was taken into account (average value of the
3-month Euribor -0.356%; average value of 6-month Eu-
ribor -0.302%).

FINANCIAL INSTRUMENTS BEARING THE VARIABLE INTEREST RATE

Net profit of loss 2019

Net profit of loss 2018

Financial instruments bearing the variable interest rate

Financial liabilities

Increase by Decrease by Increase by Decrease by
50 bp 50 bp 50 bp 50 bp
-265,891 n/a -454,396 n/a
-265,891 n/a -454,396 n/a

Fixed interest rates are agreed for the financial assets, thus the sensitivity analysis has not been conducted for this part.
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PRICE RISK
FORWARD CONTRACTS FOR ELECTRICITY

The Company trades with forward contracts with the pur-
pose to insure hedging of long-term positions, arising on
own production, against price risks, and with the purpose
of position trading.

In sales and purchase of electricity with physical supply,
the Company simultaneously concludes forward con-
tracts with the contrary quantity and the same maturity
or forward contracts with a maturity that is in line with
the planned quantity of own production. This way, the
Company financially fixes the revenue, indicating that
the loss arising from the purchase of future contracts
is compensated with revenue from physical quantity of
the purchased/sold electricity or produced physical quan-
tity of electricity. The planned electricity production by
subsidiaries is used as the platform for implementing
the price insurance strategy for the planned quantities
of own production. Thus, the Company is already now
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selling electricity of subsidiaries for several years ahead,
while the main objective of the strategy is to maximise
profit and provide stable revenue from electricity sales.

In this relation, the Company recorded at the end of the
year forward contracts in the amount of EUR 157,913,329.
Related disclosures are provided in the section Capital.

The purchase or sales of a forward contract with the
purpose of position trading in the time of open position
increases the price exposure of the Company, since it is
concluded with the intention to generate revenue on the
account of changes in the prices of electricity. The price
exposure is reduced only in case of concluding diametric
forward contracts or physical contracts. At the end of the
year, the Company recorded EUR 100,426,110 of open for-
ward contracts held for trading.

CONCLUDED STANDARDISED FORWARD CONTRACTS FOR HEDGING PUPOSES

in EUR
For electricity - to insure the purchase
For electricity - to insure sales

Total

31.12.2019 31.12.2018
67,870,597 22,389,291
90,042,732 21,501,340
157,913,329 43,890,631

CONCLUDED STANDARDISED FORWARD CONTRACTS FOR TRADING

in EUR
For electricity - trading - purpose of purchase
For electricity - trading - purpose of sale

Total

31.12.2019 31.12.2018
59,478,153 40,162,709
40,947,957 17,952,306
100,426,110 58,115,015
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EMMISSION COUPONS

The Company concluded forward contracts in 2019 for the
purchase and sale of emission coupons in order to insure
quantities of emission coupons, relating to own produc-
tion requirements; the Company also concluded forward
contracts in a limited scope in connection with the trad-
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ing activity, which was not linked to own production. At
the end of 2019, the Company recorded in this respect
EUR 118,223,740 of open contracts for insuring the pur-
chase and sale of emission coupons. Related disclosures
are provided in the section Capital.

CONCLUDED STANDARDISED FORWARD CONTRACTS FOR HEDGING PUPOSES

in EUR
For emission coupons - to insure the purchase
For emission coupons - to insure the sales

Total

CAPITAL MANAGEMENT

in EUR

Long-term financial liabilities
Short-term financial liabilities
Total financial liabilities
Capital

Financial liabilities/Capital
Cash and cash equivalents
Net financial liability

Net debt/Capital

The main purpose of capital management is to ensure the
best possible credit rating and capital adequacy for the
purposes of financing operations and investments. An
adequate volume of capital guarantees the Company the
trust of creditors and market, as well as maintains the
future development of activities.

31.12.2019 31.12.2018
112,080,880 63,567,160
6,142,860 3,516,970
118,223,740 67,084,130
31.12.2019 31.12.2018
212,287,037 192,434,059
1,442,812 27,140,461
223,729,849 219,574,520
984,344,305 978,388,150
0.23 0.22
27,586,780 67,759,248
196,133,069 151,815,272
0.20 0.16

The Company monitors changes in capital using the fi-
nancial leverage ratio, which is calculated by dividing
total net liabilities by total capital. Net liabilities of the
Company include loans received and other financial liabil-
ities less cash.

The ratio shows the relationship between the Company’s
indebtedness and capital. The ratio at the end of 2019
was higher than in 2018 due to higher indebtedness.
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FAIR VALUES
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The Company estimates that the carrying amount is a sufficient approximation for its financial instruments, except

derivatives, which are recorded at fair value.

BOOK VALUES AND FAIR VALUES OF FINANCIAL INSTRUMENTS

Non-derivative financial assets at fair value

Financial assets measured at fair value through profit or loss
Derivative financial assets at fair value

Derivative Financial Instruments (receivables)
Non-derivative financial assets at amortised cost

Financial receivables

Trade and other receivables

Cash
Total

Non-derivative financial liabilities at amortised cost
Bank loans
Other financial liabilities
Trade liabilities and other liabilities

Total

31.12.2019 31.12.2018

Book value Fair value Book value Fair value
111,500 111,500 111,500 111,500
111,500 111,500 111,500 111,500
47,597 47,597 67,885 67,885
47,597 47,597 67,885 67,885
332,944,904 332,944,904 336,746,218 337,106,218
110,167,823 110,167,823 92,485,036 92,845,036
195,180,301 195,180,301 176,501,934 176,501,934
27,596,780 27,586,780 67,759,248 67,759,248
333,056,404 159,097 336,857,718 179,385
394,156,384 194,156,384 373,229,264 373,229,264
222,513,662 22,513,662 219,469,012 219,469,012
80,665 80,665 105,508 105,508
171,562,057 171,562,057 153,654,744 153,654,744
394,156,384 194,156,384 373,229,264 373,229,264

FINANCIAL ASSETS AND LIABILITIES CARRIED AT FAIR VALUE BY HIERARCHY

in EUR
Financial assets at fair value of second level

Financial assets at fair value of third level

4.5.8 Events after the reporting date

After the date of the statement of financial position, the
Company had no corporate events that could affect the fi-
nancial statements for 2019. On 12 March 2020, the COV-
ID19 epidemic was declared in Slovenia, which changed
the circumstances of the business, to which the Company
adapted accordingly.

As early as 24 February 2020, the Company immediate-
ly began preparing and setting up preventive measures
to ensure the continued production and sale of electrical
and thermal energy, with the first announcement that
the COVID-19 epidemic had largely started in the imme-

2019 2018
47.597 67.885
111.500 111.500

diate vicinity of Slovenia - Italy. As a result, gradually and
in line with the current situation in the country, we have
started implementing measures in accordance with the
business continuity plan and with the aim of securing
the assets of the HSE Group. Given the current situation,
the Company started with a timely and appropriate im-
plementation of measures and with limiting the possi-
ble consequences, as the business is running smoothly
for the time being. Below, we give an assessment of the
impact of the epidemic or measures to slow the epidemic
on the business and results of the HSE Company by area.

04 Accounting Report of the HSE Company

PRICE RISKS

In line with the deteriorating health situation in China in
January as well as in Europe in February and March 2020,
we witnessed a gradual breakdown of a greater part of
social and economic activities, with the exception of ur-
gent services, followed by the prices of energy products —
oil, gas, coal, as well as electricity and CO 2 emission cou-
pons prices. From the point of view of the HSE Company,
the decline in electricity prices mainly has an impact on
the added value of the renewable sources production of
our hydroelectric power plants, while the price ratios have
not changed significantly from the standpoint of ther-
mo production. The difference between electricity prices
and CO, emission coupons is maintained. In the field of
sales of its own production for 2020, the HSE Company

CREDIT RISKS

As a result of the current situation, we can also expect
an increasing incidence of late payment of invoices with-
in the contractual deadlines of our partners (in particular
partial payments or late payments) to a certain extent.
Such problems are expected mainly for partners who are
also heavily involved in the distribution of electricity to
final consumers, and for partners who are themselves
end-users (large consumers of electricity). We have the
largest share of partners belonging to such a group main-
ly in Slovenia and, due to the current situation, we also
monitor them more closely. In this context, we are cur-
rently monitoring the implementation of all EU countries’
crisis measures to mitigate the consequences of the pan-
demic and its impact on the economy. At the moment,
most countries have already approached the rescuing of

QUANTITY/PRODUCTION RISKS

The impact on production under emergency conditions is
not expected within a shorter period of time, but if the
situation lasted for a longer period, the consequences
could also be felt in this area. In the field of production,
we are currently implementing all measures in accord-
ance with emergency plans and instructions from state
institutions. The consequences of the situation related to
the deviation of actual production from the planned one
could be mainly due to the lack of input materials and raw
materials (mainly the thermal part of production), the in-
ability to provide external services related to production
(overhauls, emergency maintenance works, etc.) and as
the consequence of other risks (e.g. increased levels of
sick leaves of key personnel, failure to make urgent in-

«
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has sold practically the entire volume of planned produc-
tion, so we have already limited to a greater extent the
impact of the absolute drop in electricity prices on hydro
production added value, and some of it still depends on
potential changes in the price ratio for the supply of elec-
tricity day and night, which is not insured. 66% of hydro
production in 2021, 15% in 2022 and 4% in 2023 are al-
ready secured. However, from the point of view of trading
activities which are not related to the sale of own produc-
tion, the fall in prices on correctly placed market positions
does not have a negative impact on the added value of
the HSE Company and will not have it in view of current
positions.

the economy (including, inter alia, the resolving of cor-
porate liquidity problems), thus the initially expected ef-
fects of the pandemic will not be reflected in such a large
scale (depending on the duration of the crisis situation),
which is already reflected in the stock markets. We regu-
larly monitor their exposure, payment habits and perform
contractual payment netting with all partners, and we
have appropriate insurances for key partners that could
be cashed in, if necessary, in case of potential defaults
or late payments. Also, if we find that current insurance
for certain partners would not be sufficient or appropriate
to the amount of transactions and the situation, we will
approach individual partners with a claim for additional
insurance.

vestments, restriction of people in workspaces, etc.). All
risks are currently managed by the implementation of ad-
ditional measures, but should there be a tightening of the
situation (prolongation of the emergency situation, fall
of sales prices below the threshold price of production,
failure of part of the planned production, etc.), depending
on the estimated consequences of individual scenarios,
we are also preparing appropriate additional measures
(for example, if prices on electricity markets fall below
the limit prices of each part of production, we will begin
with a gradual restriction of production throughout the
production chain; in the thermal part this means both in
PV and in TES).
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OTHER RISKS

From the perspective of other risks, we also highlight the
regulation-related risks, as due to the extensive alloca-
tion of funds for the purpose of urgent economic meas-
ures at EU level, a partial delay in the implementation of
the European Green Deal and the implementation of the
Fair Transition Fund may also be expected, which would
result in affect the delay in the implementation of fair

LIQUIDITY

In the short term, the liquidity of the HSE Company was
most affected by the fall in prices on electricity and relat-
ed products markets, which was successfully neutralised
by the appropriate ratio of purchase and sales positions
in these markets and by the drawing of revolving loans
concluded for this purpose at commercial banks. To fur-
ther reduce the liquidity risk, we will gain the necessary
approvals for additional indebtedness in April and pro-
vide adequate credit lines with banks. This way, we will
be able to provide the appropriate liquidity reserve neces-
sary in the operations of the HSE Company and Group in
crisis situations.

The described consequences of the COVID-19 epidemic
in the HSE Group will be the most visible at the parent
company HSE, as it limits the risks of subsidiaries linked
to both prices and electricity generation outages by con-
tractual relationships. Nevertheless, we believe that if
the situation is normalized within two months, the con-
sequences of the epidemic do not represent a significant

Annual Report of the HSE Group and HSE Company 2019

transition measures at national levels. As a result of the
above, it is possible to expect a delay in the preparation
of the regulatory framework for the exit from coal (strat-
egy, action plans, law), which could lead to a delay in the
possibility of drawing funds to finance a fair transition
for the needs of the gradual closure of PV and coal blocks
of TES.

impact either on the company’s operations or on the op-
erations of HSE subsidiaries. However, if the emergency
period lasted for a long period of time, the consequences
described could also be expressed in PV, which represents
the first link in the thermal production chain and could
affect both assuring the liquidity and solvency/capital
adequacy of the Company. In addition to implementing
measures in the field of liquidity/solvency (short-term
borrowing, deferrals, advances, etc.), it will be necessary
to approach measures that will affect the reduction of
the company’s costs (materials, services, labour, CAPEX).
Among the other HSE subsidiaries, which are also linked
to revenues outside the HSE group, the consequences of
the situation will be felt mainly by RGP and HSE Invest.
However, in the light of the current estimates, we believe
that the impacts will not be critical for the continued op-
erations of the aforementioned companies or the HSE
Group and will be controlled mainly in the context of li-
quidity management measures both at the company level
and at the level of the HSE Group.

04 Accounting Report of the HSE Company

4.5.9 Additional disclosures
pursuant to the Energy Act

In 2011, the company commenced producing electric-
ity at its Velenje Solar Power Plant. In accordance with
provisions of the Energy Act, the Company is required to
monitor its activity of electricity production in the SPP
separately.

The statement of financial position regarding production
of solar power at the solar power plant was drawn up in
accordance with the following rules:

* the property, plant, and equipment in the disclosure
of production equipment shows the book value of the
solar power plant,

» short-term operating receivables present receivables
from the buyers of electricity and the input value-
added tax,

» profit or loss of individual activities and the difference
between assets and liabilities in the statement of
financial position are disclosed in capital,

« short-term operating liabilities present liabilities
to suppliers for the solar power plant operation and
maintenance and the output value-added tax.

«
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In 2011, the company
began with the
production

of electricity at

the solar power plant in
Velenje
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4.5.9.1 The statement of financial position as at 31 December 2019 (Energy Act) 4.5.9.2 Income statement for 2019 (Energy Act)
in EUR Electricity trading TR Total in EUR Electricity trading L ) 2019
of solar energy of solar energy
ASSETS 1,420,901,308 206,950 1,421,108,258 OPERATING INCOME 1,746,863,642 19,696 1,746,883,338
A. LONG-TERM ASSETS 1,187,404,875 81,287 1,187,486,162 1. Net sales revenue 1,740,134,986 19,696 1,740,154,682
I Intangible assets 40,826,749 40,826,749 4. Other operating income 6,728,656 0 6,728,656
II. Property, plant and equipment 1735327 81,287 1,816,614 OPERATING EXPENSES 1,678,434,282 7,726 1,678,442,008
lll. Right to use leased assets 122,914 1122,514 5. Costs of goods, material and services 1,664,390,116 2,646 1664,392,762
IV. Long-term investments in subsidiaries 985,825,813 985,825,813 6. Labour costs 11.412.626 11412 626
V. Other long-term investments and loans 146,759,632 146,759,632 7 Write-downs in value 877222 5080 882302
VI. Long-term trade receivables 797,501 797,501 8. Other operating expenses 1754318 1754,318
VIl Deferred Tax Assets Liabilities 336,333 336333 EARNINGS BEFORE INTEREST AND TAX 68,429,360 1,970 68,441,330
. SHORT-TERM ASSETS 233,496,433 125,663 233,622,096 . )
! i 9. Financial revenue 15,235,001 0 15,235,001
II. Inventories 0 0 . )
10. Financial expenses 11,813,585 0 11,813,585
IIl. Short-term financial investments 4,288,633 4,288,633
FINANCIAL RESULT 3,421,416 0 3,421,416
IV. Short-term trade receivables from customers 158,840,436 1,015 158,841,451
PROFIT OR LOSS BEFORE TAXES 71,850,776 11,970 71,862,746
V. Contract assets 3,042,089 3,042,089
TAXES 11,742,756 2,274 11,745,030
VI. Other short-term assets 39,853,056 87 39,853,143
. 11. Current tax 11,811,807 2,274 11,814,081
VIII. Cash and cash equivalents 27,472,219 124,561 27,596,780
CAPITAL AND LIABILITIES 1,420,901,308 206,950 1,421,108,258 12 Deferred taxes 63,051 63,051
A. CAPITAL 984,138,084 206,221 984,344,305 NET PROFIT OR LOSS FOR THE FINANCIAL YEAR 60,108,020 9,696 60,117,716
I. Called-up capital 29.558.789 29.558.789 Majority owner 60,108,020 9,696 60,117,716
II. Capital surplus 561,096,840 146,345 561,243,185
IIl. Profit reserves 562,744,824 562,744,824
V. Risk hedging reserve 20452278 20452278 The income staFement for elect.rluty productllon has thus materials and services closts include a recordlof the
. been drawn up in accordance with the following rules: costs related to the maintenance and operation of the
V. Fair value reserve -74,525 -74,525
i i solar power plant;
VI. Retained earnings or losses -189,640,122 59,876 -189,580,246 . X i K . i X
* the value of invoices issued to buyers of the SPP amortisation costs refer to the amortisation of the
. LONG-TERM LIABILITIES 214,150,890 1] 214,150,890 C \ . . .
electricity is disclosed in net operating income, SPP,
. Provisions for severance payments upon retirement and jubilee bonuses 1,195,929 1,185,929 the current tax is calculated as corporate income tax
Il. Other provisions 334,875 334,875 based on the operating result of the activity.
IIl. Other long-term liabilities 324,006 324,006
IV. Long-term financial liabilities 211,151,515 211,151,515
V. Long-term trade liabilities from leases 1,135,522 1,135,522
VI. Deferred tax liabilities 9,043 9,043
C. SHORT-TERM LIABILITIES 222,612,334 729 222,613,063
II. Short-term financial liabilities 1,442,812 1,442,812
Il. Short-term trade liabilities to suppliers 149,002,305 546 149,002,851
V. Current tax assets 3,742,580 3,742,580
VI. Other short-term liabilities 58,424,627 183 58,424,810
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4.5.9.3 Statement of cash flows for 2019 (Energy Act)
in EUR Electricity trading T 2019 in EUR Electricity trading L ) 2019
of solar energy of solar energy
CASH FLOWS FROM OPERATING CASH FLOWS FROM FINANCING
Net profit of loss 60,108,021 9,696 60,117,717 Leases 1,135,522
. Remuneration from long-term loans received 180,000,000 180,000,000
Adjustments for:

o ) ) Remuneration from short-term loans received 36,000,000 36,000,000
Amortisation of intangible assets 246,699 246,699

o ) Expenses for loan interest -6,401,271 -6,401,271
Amortisation of property, plant and equipment 346,729 5,080 351,809

o Expenses for other financial liabilities -5,387,395 -5,387,395
Amortisation leases 280,706 280,706

) ) Expenses for repayment of long-term loans -178,393,938 -178,393,938
Write-offs of property, plant and equipment 2,407 2,407

) ) ) Expenses for repayment of short-term loans -36,000,000 -36,000,000
Write-offs of operating receivables 660 660

o ) ) Cash from financing -10,182,604 0 -9,047,082
Elimination of write-off of trade receivables -43 -43

) ) INITIAL BALANCE OF CASH AND CASH EQUIVALENTS 67,649,453 109,795 67,759,248
Loss in the sale of property, plant and equipment 20 20

) ) Profit or loss for the period -40,177,234 14,766 -40,162,468
Financial revenue -15,235,001 -15,235,001

) ) FINAL BALANCE OF CASH AND CASH EQUIVALENTS 27,472,219 124,561 27,596,780
Financial expenses 11,813,586 11,813,586
Revenue in the sale of property, plant and equipment -4,552 -4,552
Taxes 1,742,756 2,274 11,745,030
Operating profit before changes in net short-term assets and taxes 69,301,988 17,050 69,319,038

Changes in net short-term assets and provisions

Changein:

Inventories 2,594 2,594
Trade receivables and other assets -18,314,864 139 -18,314,725
Operating liabilities to suppliers and other liabilities -27,171,991 -149 -27,172,140
Advances received and other liabilities -161,744 -161,744
Provisions 317,416 317,416
Profit tax paid -9,558,259 -2,274 -9,561,533

Cash from operations 14,414,140 14,766 14,428,906

CASH FLOWS FROM INVESTMENTS

Interest received 929,490 929,490
Remuneration from other financing 882,228 882,228
Dividends received 10,170,209 10,170,209
Remuneration from the sale of property, plant and equipment 5,813 5,813
Remuneration from the sale of intangible assets 27,412,664 27,412,664
Remuneration from reduction of short-term loans given 0

Remuneration from the reduction of long-term loans given 32,235,500 32,235,500
Expenses for the purchase of property, plant and equipment -254,166 -254,166
Expenses for the purchase of intangible assets -36,760,147 -36,760,147
Expenses for purchase leases -1,403,620
Expenses for the purchase of associates -32,076,763 -32,076,763
Expenses for the increase of long-term loans given -46,685,500 -46,685,500
Cash from investment -44,140,672 0 -45,544,292

CONTINUES ON NEXT PAGE
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Abbreviations

AC
AJPES
cc
DEM
EBIT
EBITDA
ECB

EE

EIB
ELES
EU
EUR/€
HESS
HPP
HSE
HSE Adria
HSE BE
HSE BH
HSE EDT
HSE Mak
HTZ
IAS

ICT
IFRS
IFRSIS
ISDA
ISO
ISO/IEC
IT

MIC
MSR
NEK
NEPN
OHSAS

Audit Committee

Agency of the Republic of Slovenia for Public Legal Records and Related Services
Control Centre

Dravske elektrarne Maribor d.o.0.

Earnings before interest and tax

Earnings before interest, taxes, depreciation, and amortisation
European Central Bank

Electricity

European Investment Bank

ELES d. 0. 0., systemic operator of the electrical power transmission system
European Union

Euro

Hidroelektrarne na Spodnji Savi d.o.o.

Hydro-power plant

Holding Slovenske elektrarne d.o.o.

HSE Adria d.o.0. - in liquidation

HSE Balkan Energy d.o.o.

HSE Bosna in Hercegovina d.o.o.

HSE Energetska druzba Trbovlje d.o.o.

HSE Mak Energy DOOEL

HTZ harmonija tehnologije in znanja invalidsko podjetje d.o.o. Velenje
International Accounting Standards

Information and communication technology

International Financial Reporting Standards

International Financial Reporting Standards Interpretations Committee
International Association of Swaps and Derivatives

International Organization for Standardisation

Information protection management system

Information technology

Marketing and Investment Committee

Market Stability Reserve

Nuklearna elektrarna Krsko d.o.o.

National Energy Climate Plan of the Republic of Slovenia

Occupational health and safety management system

OPEC
PC
PLP
Pol
PSPP
PV

RC
RES
RGP
SB
WMP
SDH
SE
SENG
SFP
sHPP
SIPOTEH
socC
SPESS
SRESA
SRF

TES
TPP
USD
VAT
WPP

«

Organisation of Petroleum Exporting Countries
Personnel Committee

PLP Lesna industrija d.o.o. Velenje
Certificates of origin

Pump-storage power plant

Premogovnik Velenje d.o.o.

Restructuring Committee

Renewable energy sources

RGP Rudarski gradbeni program d.o.o.
Supervisory Board

Water Management Plan

Slovenski drzavni holding d.d.

Solar power plant

Soske elektrarne Nova Gorica d.o.o.
Statement of financial position

Small hydro power plant

SIPOTEH Strojna in proizvodna oprema d.o.o.
Security-operational Centre of the HSE Group
Trade Union for the Procurement of Energy Raw Materials of Slovenia
Srednjesavske elektrarne d.o.o.

Solid Recovered Fuels

Alternative fuel from non-hazardous waste
Termoelektrarna Sostanj d.o.o.

Thermal power plant

US dollar

Value added tax

Wind power plant
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HOLDING SLOVENSKE ELEKTRARNE D.0.0.

Stojan Nikoli¢, Managing Director
Viktor Vraéar, Business Director
Mirko Marincic, Business Director

© Koprska ulica 92
1000 Ljubljana, Slovenia

& +38614704100
&3 hse@hse.si

@ www.hse.si
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DRAVSKE ELEKTRARNE MARIBOR D.0.0.

Andrej Tumpej, Director

© Obrezna ulica170
2000 Maribor, Slovenia

R +38623005000
& info@dem.si
@ www.dem.si

SOSKE ELEKTRARNE NOVA GORICA D.0.0.

Radovan Jereb, Director

Erjavéeva ulica 29
5000 Nova Gorica, Slovenia

Q +38653396310
& seng@seng.si
@& www.seng.si

SREDNJESAVSKE ELEKTRARNE D.0.0.

Matjaz Eberlinc, Director

0b Zeleznici 27
1420 Trbovlje, Slovenia

R /
=

@ /

TERMOELEKTRARNA SOSTANJ D.0.0.

Viktor Vracar, Managing Director
Mitja Tasler, Director

© Cesta Lole Ribarja 18
3325 Sostanj, Slovenia

& +38638993100
™ info@te-sosanj.si
@

www.te-sosanj.si

PREMOGOVNIK VELENJE D.O.O.

Marko Mavec, Managing Director
Mojca Letnik, Director

© Partizanska cesta 78
3320 Velenje, Slovenia

R +38338996100
™ info@rlv.si

@ www.rlv.si

HTZ VELENJE I.P.

Suzana Kozeljnik, Director

© Partizanska cesta 78
3320 Velenje, Slovenia

R +38638984001
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SIPOTEH D.O.0.

Iztok Kikec, Director

© Partizanska cesta 78
3320 Velenje, Slovenia

& +38638996419

& htzerlv.si & info@sipoteh.si
@ www. htz.si @ www.sipoteh.si
PLP D.0.0. RGP D.0.0.

Damijan Kanduti, Director

Partizanska cesta 78
3320 Velenje, Slovenia

Q +38638996200
& info-plp@rlv.si
& www.plp.si

Anton Zagar, Director

Rudarska cesta 6
3320 Velenje, Slovenia

Q +38638982170
& info@rgp.si
@& www.rgp.si

HSE - ENERGETSKA DRUZBA TRBOVLJE D.0.0.

Ervin Renko, Director

© 0b zeleznici 27
1420 Trbovlje, Slovenia

R +38635651200
& info@hse-edt.si
@ www.hse-edt.si

HSE INVEST D.O.0O.

Miha Pecovnik, Director

© Obrezna ulica170
2000 Maribor, Slovenia

& +38623005992
& info@hse-invest.si

@ www.hse-invest.si
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SOENERGETIKA D.O.0O.
Ale$ Azman, Director

Stara cesta 3
4000 Kranj, Slovenia

Q +38642083531
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HSE BE D.O.0.

Irena Stare, Director
Drago Skornsek, Director

Milutina Milankovica 27
11070 Beograd, Serbia

Q +381113115586

&3 / & balkan.energy@hse.si
@ / @ /
HSE BH D.0.0. HSE MAK ENERGY DOOEL

Zlatko Sahadzic, Director

Ulica Alije Isakovica br.1
71000 Sarajevo, Bosnia and Herzegovina

Q +38733266495
&3 hse.bh@hse.si

@

Primoz Pogacnik, Director
Drago Skornsek, Director

Blvd. »llinden« No. 47/1-2
1000 Skopje, North Macedonia

& /

&3 info@hse.si

@ /

HSE PRAGUE BRANCH OFFICE

Drago Skornsek, Head of Branch Office

© Ujezd 409/19
118 00 Praha 1 - Mala Strana, Czech Republic

& +42603252259
& hse.praha@hse.si

@ /

«

313



	Index - left - P1W: 
	Page 2: 
	Page 5: 
	Page 6: 
	Page 7: 
	Page 14: 
	Page 42: 
	Page 63: 
	Page 110: 
	Page 155: 

	Index - right - P1W: 
	Page 2: 
	Page 5: 
	Page 6: 
	Page 7: 
	Page 14: 
	Page 63: 
	Page 110: 
	Page 155: 

	Previous - P1W: 
	Page 2: 
	Page 5: 
	Page 6: 
	Page 7: 
	Page 14: 
	Page 42: 
	Page 63: 
	Page 110: 
	Page 155: 

	
Next - P1W: 
	Page 2: 
	Page 5: 
	Page 6: 
	Page 7: 
	Page 14: 
	Page 63: 
	Page 110: 
	Page 155: 

	Index - left - P2: 
	Index - left - P1: 
	Page 3: 
	Page 4: 
	Page 8: 
	Page 9: 
	Page 10: 
	Page 11: 
	Page 12: 
	Page 13: 
	Page 15: 
	Page 16: 
	Page 17: 
	Page 18: 
	Page 19: 
	Page 20: 
	Page 21: 
	Page 22: 
	Page 23: 
	Page 24: 
	Page 25: 
	Page 26: 
	Page 27: 
	Page 28: 
	Page 29: 
	Page 30: 
	Page 31: 
	Page 32: 
	Page 33: 
	Page 34: 
	Page 35: 
	Page 36: 
	Page 37: 
	Page 38: 
	Page 39: 
	Page 40: 
	Page 41: 
	Page 43: 
	Page 44: 
	Page 45: 
	Page 46: 
	Page 47: 
	Page 48: 
	Page 49: 
	Page 50: 
	Page 51: 
	Page 52: 
	Page 53: 
	Page 54: 
	Page 55: 
	Page 56: 
	Page 57: 
	Page 58: 
	Page 59: 
	Page 60: 
	Page 61: 
	Page 62: 
	Page 64: 
	Page 65: 
	Page 66: 
	Page 67: 
	Page 68: 
	Page 69: 
	Page 70: 
	Page 71: 
	Page 72: 
	Page 73: 
	Page 74: 
	Page 75: 
	Page 76: 
	Page 77: 
	Page 78: 
	Page 79: 
	Page 80: 
	Page 81: 
	Page 82: 
	Page 83: 
	Page 84: 
	Page 85: 
	Page 86: 
	Page 87: 
	Page 88: 
	Page 89: 
	Page 90: 
	Page 91: 
	Page 92: 
	Page 93: 
	Page 94: 
	Page 95: 
	Page 96: 
	Page 97: 
	Page 98: 
	Page 99: 
	Page 100: 
	Page 101: 
	Page 102: 
	Page 103: 
	Page 104: 
	Page 105: 
	Page 106: 
	Page 107: 
	Page 108: 
	Page 109: 
	Page 111: 
	Page 112: 
	Page 113: 
	Page 114: 
	Page 115: 
	Page 116: 
	Page 117: 
	Page 118: 
	Page 119: 
	Page 120: 
	Page 121: 
	Page 122: 
	Page 123: 
	Page 124: 
	Page 125: 
	Page 126: 
	Page 127: 
	Page 128: 
	Page 129: 
	Page 130: 
	Page 131: 
	Page 132: 
	Page 133: 
	Page 134: 
	Page 135: 
	Page 136: 
	Page 137: 
	Page 138: 
	Page 139: 
	Page 140: 
	Page 141: 
	Page 142: 
	Page 143: 
	Page 144: 
	Page 145: 
	Page 146: 
	Page 147: 
	Page 148: 
	Page 149: 
	Page 150: 
	Page 151: 
	Page 152: 
	Page 153: 
	Page 154: 
	Page 156: 
	Page 157: 

	Index - right - P1: 
	Page 3: 
	Page 4: 
	Page 8: 
	Page 9: 
	Page 10: 
	Page 11: 
	Page 12: 
	Page 13: 
	Page 15: 
	Page 16: 
	Page 17: 
	Page 18: 
	Page 19: 
	Page 20: 
	Page 21: 
	Page 22: 
	Page 23: 
	Page 24: 
	Page 25: 
	Page 26: 
	Page 27: 
	Page 28: 
	Page 29: 
	Page 30: 
	Page 31: 
	Page 32: 
	Page 33: 
	Page 34: 
	Page 35: 
	Page 36: 
	Page 37: 
	Page 38: 
	Page 39: 
	Page 40: 
	Page 41: 
	Page 42: 
	Page 43: 
	Page 44: 
	Page 45: 
	Page 46: 
	Page 47: 
	Page 48: 
	Page 49: 
	Page 50: 
	Page 51: 
	Page 52: 
	Page 53: 
	Page 54: 
	Page 55: 
	Page 56: 
	Page 57: 
	Page 58: 
	Page 59: 
	Page 60: 
	Page 61: 
	Page 62: 
	Page 64: 
	Page 65: 
	Page 66: 
	Page 67: 
	Page 68: 
	Page 69: 
	Page 70: 
	Page 71: 
	Page 72: 
	Page 73: 
	Page 74: 
	Page 75: 
	Page 76: 
	Page 77: 
	Page 78: 
	Page 79: 
	Page 80: 
	Page 81: 
	Page 82: 
	Page 83: 
	Page 84: 
	Page 85: 
	Page 86: 
	Page 87: 
	Page 88: 
	Page 89: 
	Page 90: 
	Page 91: 
	Page 92: 
	Page 93: 
	Page 94: 
	Page 95: 
	Page 96: 
	Page 97: 
	Page 98: 
	Page 99: 
	Page 100: 
	Page 101: 
	Page 102: 
	Page 103: 
	Page 104: 
	Page 105: 
	Page 106: 
	Page 107: 
	Page 108: 
	Page 109: 
	Page 111: 
	Page 112: 
	Page 113: 
	Page 114: 
	Page 115: 
	Page 116: 
	Page 117: 
	Page 118: 
	Page 119: 
	Page 120: 
	Page 121: 
	Page 122: 
	Page 123: 
	Page 124: 
	Page 125: 
	Page 126: 
	Page 127: 
	Page 128: 
	Page 129: 
	Page 130: 
	Page 131: 
	Page 132: 
	Page 133: 
	Page 134: 
	Page 135: 
	Page 136: 
	Page 137: 
	Page 138: 
	Page 139: 
	Page 140: 
	Page 141: 
	Page 142: 
	Page 143: 
	Page 144: 
	Page 145: 
	Page 146: 
	Page 147: 
	Page 148: 
	Page 149: 
	Page 150: 
	Page 151: 
	Page 152: 
	Page 153: 
	Page 154: 
	Page 156: 
	Page 157: 

	Previous - P1: 
	Page 3: 
	Page 4: 
	Page 8: 
	Page 9: 
	Page 10: 
	Page 11: 
	Page 12: 
	Page 13: 
	Page 15: 
	Page 16: 
	Page 17: 
	Page 18: 
	Page 19: 
	Page 20: 
	Page 21: 
	Page 22: 
	Page 23: 
	Page 24: 
	Page 25: 
	Page 26: 
	Page 27: 
	Page 28: 
	Page 29: 
	Page 30: 
	Page 31: 
	Page 32: 
	Page 33: 
	Page 34: 
	Page 35: 
	Page 36: 
	Page 37: 
	Page 38: 
	Page 39: 
	Page 40: 
	Page 41: 
	Page 43: 
	Page 44: 
	Page 45: 
	Page 46: 
	Page 47: 
	Page 48: 
	Page 49: 
	Page 50: 
	Page 51: 
	Page 52: 
	Page 53: 
	Page 54: 
	Page 55: 
	Page 56: 
	Page 57: 
	Page 58: 
	Page 59: 
	Page 60: 
	Page 61: 
	Page 62: 
	Page 64: 
	Page 65: 
	Page 66: 
	Page 67: 
	Page 68: 
	Page 69: 
	Page 70: 
	Page 71: 
	Page 72: 
	Page 73: 
	Page 74: 
	Page 75: 
	Page 76: 
	Page 77: 
	Page 78: 
	Page 79: 
	Page 80: 
	Page 81: 
	Page 82: 
	Page 83: 
	Page 84: 
	Page 85: 
	Page 86: 
	Page 87: 
	Page 88: 
	Page 89: 
	Page 90: 
	Page 91: 
	Page 92: 
	Page 93: 
	Page 94: 
	Page 95: 
	Page 96: 
	Page 97: 
	Page 98: 
	Page 99: 
	Page 100: 
	Page 101: 
	Page 102: 
	Page 103: 
	Page 104: 
	Page 105: 
	Page 106: 
	Page 107: 
	Page 108: 
	Page 109: 
	Page 111: 
	Page 112: 
	Page 113: 
	Page 114: 
	Page 115: 
	Page 116: 
	Page 117: 
	Page 118: 
	Page 119: 
	Page 120: 
	Page 121: 
	Page 122: 
	Page 123: 
	Page 124: 
	Page 125: 
	Page 126: 
	Page 127: 
	Page 128: 
	Page 129: 
	Page 130: 
	Page 131: 
	Page 132: 
	Page 133: 
	Page 134: 
	Page 135: 
	Page 136: 
	Page 137: 
	Page 138: 
	Page 139: 
	Page 140: 
	Page 141: 
	Page 142: 
	Page 143: 
	Page 144: 
	Page 145: 
	Page 146: 
	Page 147: 
	Page 148: 
	Page 149: 
	Page 150: 
	Page 151: 
	Page 152: 
	Page 153: 
	Page 154: 
	Page 156: 
	Page 157: 

	
Next - P1: 
	Page 3: 
	Page 4: 
	Page 8: 
	Page 9: 
	Page 10: 
	Page 11: 
	Page 12: 
	Page 13: 
	Page 15: 
	Page 16: 
	Page 17: 
	Page 18: 
	Page 19: 
	Page 20: 
	Page 21: 
	Page 22: 
	Page 23: 
	Page 24: 
	Page 25: 
	Page 26: 
	Page 27: 
	Page 28: 
	Page 29: 
	Page 30: 
	Page 31: 
	Page 32: 
	Page 33: 
	Page 34: 
	Page 35: 
	Page 36: 
	Page 37: 
	Page 38: 
	Page 39: 
	Page 40: 
	Page 41: 
	Page 42: 
	Page 43: 
	Page 44: 
	Page 45: 
	Page 46: 
	Page 47: 
	Page 48: 
	Page 49: 
	Page 50: 
	Page 51: 
	Page 52: 
	Page 53: 
	Page 54: 
	Page 55: 
	Page 56: 
	Page 57: 
	Page 58: 
	Page 59: 
	Page 60: 
	Page 61: 
	Page 62: 
	Page 64: 
	Page 65: 
	Page 66: 
	Page 67: 
	Page 68: 
	Page 69: 
	Page 70: 
	Page 71: 
	Page 72: 
	Page 73: 
	Page 74: 
	Page 75: 
	Page 76: 
	Page 77: 
	Page 78: 
	Page 79: 
	Page 80: 
	Page 81: 
	Page 82: 
	Page 83: 
	Page 84: 
	Page 85: 
	Page 86: 
	Page 87: 
	Page 88: 
	Page 89: 
	Page 90: 
	Page 91: 
	Page 92: 
	Page 93: 
	Page 94: 
	Page 95: 
	Page 96: 
	Page 97: 
	Page 98: 
	Page 99: 
	Page 100: 
	Page 101: 
	Page 102: 
	Page 103: 
	Page 104: 
	Page 105: 
	Page 106: 
	Page 107: 
	Page 108: 
	Page 109: 
	Page 111: 
	Page 112: 
	Page 113: 
	Page 114: 
	Page 115: 
	Page 116: 
	Page 117: 
	Page 118: 
	Page 119: 
	Page 120: 
	Page 121: 
	Page 122: 
	Page 123: 
	Page 124: 
	Page 125: 
	Page 126: 
	Page 127: 
	Page 128: 
	Page 129: 
	Page 130: 
	Page 131: 
	Page 132: 
	Page 133: 
	Page 134: 
	Page 135: 
	Page 136: 
	Page 137: 
	Page 138: 
	Page 139: 
	Page 140: 
	Page 141: 
	Page 142: 
	Page 143: 
	Page 144: 
	Page 145: 
	Page 146: 
	Page 147: 
	Page 148: 
	Page 149: 
	Page 150: 
	Page 151: 
	Page 152: 
	Page 153: 
	Page 154: 
	Page 156: 

	Index - left - P3: 
	Section - left - P1W: 
	Page 5: 
	Page 6: 
	Page 7: 
	Page 14: 
	Page 42: 
	Page 63: 
	Page 110: 
	Page 155: 

	Section - right - P1W: 
	Page 5: 
	Page 6: 
	Page 7: 
	Page 14: 
	Page 63: 
	Page 110: 
	Page 155: 

	Section - left - P1: 
	Page 8: 
	Page 9: 
	Page 10: 
	Page 11: 
	Page 12: 
	Page 13: 
	Page 15: 
	Page 16: 
	Page 17: 
	Page 18: 
	Page 19: 
	Page 20: 
	Page 21: 
	Page 22: 
	Page 23: 
	Page 24: 
	Page 25: 
	Page 26: 
	Page 27: 
	Page 28: 
	Page 29: 
	Page 30: 
	Page 31: 
	Page 32: 
	Page 33: 
	Page 34: 
	Page 35: 
	Page 36: 
	Page 37: 
	Page 38: 
	Page 39: 
	Page 40: 
	Page 41: 
	Page 43: 
	Page 44: 
	Page 45: 
	Page 46: 
	Page 47: 
	Page 48: 
	Page 49: 
	Page 50: 
	Page 51: 
	Page 52: 
	Page 53: 
	Page 54: 
	Page 55: 
	Page 56: 
	Page 57: 
	Page 58: 
	Page 59: 
	Page 60: 
	Page 61: 
	Page 62: 
	Page 64: 
	Page 65: 
	Page 66: 
	Page 67: 
	Page 68: 
	Page 69: 
	Page 70: 
	Page 71: 
	Page 72: 
	Page 73: 
	Page 74: 
	Page 75: 
	Page 76: 
	Page 77: 
	Page 78: 
	Page 79: 
	Page 80: 
	Page 81: 
	Page 82: 
	Page 83: 
	Page 84: 
	Page 85: 
	Page 86: 
	Page 87: 
	Page 88: 
	Page 89: 
	Page 90: 
	Page 91: 
	Page 92: 
	Page 93: 
	Page 94: 
	Page 95: 
	Page 96: 
	Page 97: 
	Page 98: 
	Page 99: 
	Page 100: 
	Page 101: 
	Page 102: 
	Page 103: 
	Page 104: 
	Page 105: 
	Page 106: 
	Page 107: 
	Page 108: 
	Page 109: 
	Page 111: 
	Page 112: 
	Page 113: 
	Page 114: 
	Page 115: 
	Page 116: 
	Page 117: 
	Page 118: 
	Page 119: 
	Page 120: 
	Page 121: 
	Page 122: 
	Page 123: 
	Page 124: 
	Page 125: 
	Page 126: 
	Page 127: 
	Page 128: 
	Page 129: 
	Page 130: 
	Page 131: 
	Page 132: 
	Page 133: 
	Page 134: 
	Page 135: 
	Page 136: 
	Page 137: 
	Page 138: 
	Page 139: 
	Page 140: 
	Page 141: 
	Page 142: 
	Page 143: 
	Page 144: 
	Page 145: 
	Page 146: 
	Page 147: 
	Page 148: 
	Page 149: 
	Page 150: 
	Page 151: 
	Page 152: 
	Page 153: 
	Page 154: 
	Page 156: 
	Page 157: 

	Section - right - P1: 
	Page 8: 
	Page 9: 
	Page 10: 
	Page 11: 
	Page 12: 
	Page 13: 
	Page 15: 
	Page 16: 
	Page 17: 
	Page 18: 
	Page 19: 
	Page 20: 
	Page 21: 
	Page 22: 
	Page 23: 
	Page 24: 
	Page 25: 
	Page 26: 
	Page 27: 
	Page 28: 
	Page 29: 
	Page 30: 
	Page 31: 
	Page 32: 
	Page 33: 
	Page 34: 
	Page 35: 
	Page 36: 
	Page 37: 
	Page 38: 
	Page 39: 
	Page 40: 
	Page 41: 
	Page 42: 
	Page 43: 
	Page 44: 
	Page 45: 
	Page 46: 
	Page 47: 
	Page 48: 
	Page 49: 
	Page 50: 
	Page 51: 
	Page 52: 
	Page 53: 
	Page 54: 
	Page 55: 
	Page 56: 
	Page 57: 
	Page 58: 
	Page 59: 
	Page 60: 
	Page 61: 
	Page 62: 
	Page 64: 
	Page 65: 
	Page 66: 
	Page 67: 
	Page 68: 
	Page 69: 
	Page 70: 
	Page 71: 
	Page 72: 
	Page 73: 
	Page 74: 
	Page 75: 
	Page 76: 
	Page 77: 
	Page 78: 
	Page 79: 
	Page 80: 
	Page 81: 
	Page 82: 
	Page 83: 
	Page 84: 
	Page 85: 
	Page 86: 
	Page 87: 
	Page 88: 
	Page 89: 
	Page 90: 
	Page 91: 
	Page 92: 
	Page 93: 
	Page 94: 
	Page 95: 
	Page 96: 
	Page 97: 
	Page 98: 
	Page 99: 
	Page 100: 
	Page 101: 
	Page 102: 
	Page 103: 
	Page 104: 
	Page 105: 
	Page 106: 
	Page 107: 
	Page 108: 
	Page 109: 
	Page 111: 
	Page 112: 
	Page 113: 
	Page 114: 
	Page 115: 
	Page 116: 
	Page 117: 
	Page 118: 
	Page 119: 
	Page 120: 
	Page 121: 
	Page 122: 
	Page 123: 
	Page 124: 
	Page 125: 
	Page 126: 
	Page 127: 
	Page 128: 
	Page 129: 
	Page 130: 
	Page 131: 
	Page 132: 
	Page 133: 
	Page 134: 
	Page 135: 
	Page 136: 
	Page 137: 
	Page 138: 
	Page 139: 
	Page 140: 
	Page 141: 
	Page 142: 
	Page 143: 
	Page 144: 
	Page 145: 
	Page 146: 
	Page 147: 
	Page 148: 
	Page 149: 
	Page 150: 
	Page 151: 
	Page 152: 
	Page 153: 
	Page 154: 
	Page 156: 
	Page 157: 

	More-1: 
	Button 29: 
	Button 23: 
	Button 24: 
	Button 25: 
	Button 27: 
	Button 26: 
	Button 28: 


