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KEY PERFORMANCE INDICATORS

Operational figures

2013 2012 2011 2010 2009
Retail electricity supply GWh 5,873 6,708 6,685 6,920 6,659
Electricity production GWh 4,811 5,039 5,252 5,851 4,872
Aggregate heat supply GWh 2,310 2,451 2,320 2,679 2,372
Number of employees at the end of the year 1,426 1,380 1,323 1,324 1,374
Financial figures*
2013 2012 2011 2010 2009 2013 2012 2011 2010 2009
LVL’000 LVL’000 LVL’'000  LVL'000 LVL'000| EUR000 EUR0O00 EUR000 EUR'000 EUR000
Revenue 663,773 655,415 700,914 655,247 609,750 944,464 932,572 997,311 932,332 867,596
Including electricity supply 544,758 532,855 541,604 480,186  439,531| 775,122 758,185 770,633 683,243 625,396
heat supply 73,205 79,689 59,702 60,810 60,307| 104,161 113,387 84,948 86,525 85,809
Result from transfer of business activity - - 577,989 - - - - 822,404 - -
EBITDA" 86,149 89,799 188,809 204,757 143,478| 122,579 127,772 268,651 291,343 204,151
Operating profit” 20,698 37,697 87,669 62,619 32,055 29,452 53,639 124,742 89,099 45,610
Profit for the year 18,433 31,718 80,510** 44,562 20,230 26,228 45,131 114,555** 63,406 28,785
Dividends 16,590 28,546 39,900 35,000 20,230 23,605 40,617 56,773 49,801 28,785
Non-current assets at the end of the year 1,882,419 1,910,692 1,844,504 1,929,846 1,459,655| 2,678,442 2,718,671 2,624,493 2,745,923 2,076,902
Total assets at the end of the year 2,270,877 2,261,394 2,143,457 2,270,323 1,694,273| 3,231,169 3,217,674 3,049,865 3,230,379 2,410,733
Equity at the end of the year 1,435,430 1,439,103 1,397,101 1,340,374  887,235| 2,042,434 2,047,660 1,987,896 1,907,180 1,262,422
Borrowings at the end of the year 647,055 587,739 515,425 540,359 503,932 920,677 836,277 733,384 768,862 717,030
Cash flow from operating activities 6,393 63,711 165,620 163,987 161,599 9,097 90,653 235,656 233,332 229,935
Capital expenditure 46,826 99,007 180,529 121,276 102,666 66,627 140,874 256,870 172,560 146,081
Financial ratios*
2013 2012 2011 2010 2009
EBITDA margin * % 13 14 27 31 23
Operating margin * % 3 6 12 10 5
Profit for the year margin > % 3 5 11 7 3
Return on assets (ROA)® % 0.8 1.4 3.6 2.3 1.2
Return on equity (ROE)” % 1.3 2.2 5.9 4.0 2.3

*on 1 October 2011 Latvenergo AS invested distribution system assets in the share capital of Sadales Tikls AS and on 1 April 2011 transmission system assets in the share capital of Latvijas elektriskie tikli AS, excluding real
estate connected and related to distribution system network and transmission infrastructure, and hereafter those assets are managed by Sadales tikls AS and Latvijas elektriskie tikli AS, affecting financial figures and ratios in
2011

** not included profit from transfer of business activity

Y EBITDA — earnings before interest, income tax, share of result of associates, depreciation and amortisation, and impairment of intangible and property, plant and equipment and result from transfer of business activity
2 Operating profit — earnings before income tax, finance income and costs and result from transfer of business activity

9 EBITDA margin — EBITDA / revenue

4 Operating margin — operating profit / revenue

% Profit for the year margin — profit for the year / revenue

9 Return on assets (ROA) — profit for the year / average value of assets (assets at the beginning of the year + assets at the end of the year/2)

) Return on equity (ROE) — profit for the year / average value of equity (equity at the beginning of the year + equity at the end of the year/2)
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MANAGEMENT REPORT

Public limited company Latvenergo or Latvenergo
AS (hereinafter— the Company) is a power supply
utility operating in generation and supply of
electricity and thermal energy in Latvia.

INCREASE OF LATVENERGO AS
REVENUE

In 2013, the revenue of Latvenergo AS has
increased by 1% reaching LVL 663.8 million ( EUR
944.5 million), (2012: LVL 655.4 million (EUR 932.6
million)), net profit was LVL 18.4 million ( EUR 26.2
million), while LVL 28.5 million (EUR 40.6 million)
were paid in dividends into the state budget.

In 2013, the results of Latvenergo AS were
positively impacted by increase of mandatory
procurement revenues due to a change of the
mandatory procurement public service obligation fee
on 1 April 2013 and recognition of balanced
revenues and costs of mandatory procurement due
to the amendments of the mandatory procurement
administration  process  according to the
Amendments to the Electricity Market Law of the
Republic of Latvia announced on 27 November
2013.

While the results were negatively affected by:

- unearned revenues in the amount of LVL 31 million
(EUR 44 million) due to electricity supply at the
regulated tariff in Latvia;

- lower water inflow in the Daugava River;

- higher electricity purchase costs for electricity
supply to retail customers;

- decline in industrial sector electricity consumption
in Latvia.

In 2013, a one-off impairment loss of Riga combined
heat and power plants (Riga CHHPSs) in the amount
of LVL 12.4 million (EUR 17.7 million) has been
recognised. The necessity of impairment loss
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recognition was determined by application of the
Subsidised Energy Tax for a four-year period as of 1
January 2014. The tax provides a 15% reduction of
the receivable amount of guaranteed payments for
installed electrical capacity at Riga CHPPs.

LATVENERGO GROUP SUPPLIES
MORE THAN 25% OF ELECTRICITY
ABROAD

Latvenergo Group has successfully retained its
leadership in electricity supply on the Baltic market,
supplying 7,954 GWh of electricity to Baltic retail
customers. 5,873 GWh of electricity were supplied
to retail customers in Latvia (2012: 6,708 GWh),
while the supply volume outside Latvia reached
2,081 GWh, which represents more than a quarter
of the retail electricity supply and has increased by
32% compared to 2012.

Change in electricity supply volume in Latvia was
determined by 5% lower electricity consumption in
Latvia and increased competition. However, the
amount of electricity supplied by competing
electricity suppliers in Latvia (1,407 GWh) was 674
GWh lower than the amount supplied abroad by
Latvenergo Group.

In 2013, 4,811 GWh of electricity were generated at
power plants of Latvenergo AS (2012: 5,039 GWh).
Compared to 2012, electricity output at Riga
combined heat and power plants increased by 39%
or 548 GWh due to commissioning of the Riga TEC-
2 second power unit and higher electricity price.
While lower water inflow in the Daugava River
determined a decrease of Daugavas HPPs output
by 21% or 775 GWh. In 2013, the total amount of
thermal energy generated by Latvenergo AS was
2,310 GWh — 6% lower than previous year. The
decrease of thermal energy output was due to a

higher average temperature in Latvia during the
heating season.

In 2013, the total amount of investments was LVL
48.8 million (EUR 66.6 million).

RIGA TEC-2 , THE MOST ADVANCED
POWER PLANT IN THE BALTICS, HAS
BEEN COMMISSIONED

In late 2013, the second power unit of Riga TEC-2
was commissioned, completing the reconstruction
project of Riga TEC-2 — the most efficient and up-to-
date combined cycle power plant in the Baltics.
From now the Company possesses the base-load
capacity in order to fully cover Latvian electricity
consumption in case if the electricity import price is
higher than variable costs at combined heat and
power plants. The total construction costs of the
power unit from March 2010 to December 2013 are
LVL 225 million (EUR 320 million).

TOTAL AMOUNT OF BONDS
ISSUED REACHED EUR 105
MILLION

Latvenergo AS has diversified the financing sources
by issuing debt securities (bonds) — the total amount
of bonds issued reaches LVL 74 million (EUR 105
million). In 2013, bonds in the amount of LVL 35
million (EUR 50 million) with maturity of 5 years and
in the amount of LVL 25 million (EUR 35 million)
with maturity of 7 years were issued.

Due to investments in the reconstruction of the
second power unit of Riga TEC-2 second power
unit, net debt of Latvenergo AS has increased and
reaches LVL 475 million (EUR 675.9 million) as at
31 December 2013 (2012: LVL 424.3 million (EUR
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603.7 million)). The funds were attracted for
Latvenergo Group investment financing. The capital
ratio is 63% which is considered to be an
appropriate rate for the industry and shows a stable
capital structure. In 2013, all the binding financial
covenants set in Latvenergo AS loan agreements
have been met.

In 2013, the international rating agency Moody’s
Investors Service has re-confirmed Latvenergo AS
credit rating as Baa3 with a stable outlook and
reconfirmed it on 20 March 2014.

Activities of Latvenergo AS are exposed to a variety
of financial risks, particularly, the credit risk, liquidity
risk, foreign currency and interest rate risks as well
as fair value risk of financial assets and liabilities.

The management of Latvenergo AS seeks to
minimize potential adverse effects of financial risks
on the financial position of the company through
regular credit risk analysis and monitoring, as well
as conducting regular customer credit control.

Latvenergo AS follows prudent risk management by
providing appropriate and sufficient availability of
funds to meet its obligations on a timely manner.
(See Note 3).

The Management Board of Latvenergo AS:

In 2013, the overall Latvenergo AS performance has
been successful and it has made a significant
contribution to accomplishment of the strategic goals
defined in the Latvenergo Group strategy. The
development of Latvenergo AS will be continued.

Events after the reporting period

On 1 January 2014, Latvia has joined the Euro
zone, converting the Latvian Lats (LVL) into the
Euros at fixed exchange rate EUR 1 = LVL
0.702804. As of this date, the Company balance
account values were converted into the Euro
currency and financial reports for 2014 and the
following years will be prepared in Euro currency.

All other significant events subsequent to the end of
the reporting period that would materially affect the
financial position of the Company are disclosed in
the Notes to the Financial Statements of the
Company (see Note 32).

Statement of management responsibility

Based on the information available to the
Management Board of Latvenergo AS in all material
aspects Latvenergo AS Annual Report 2013 has
been prepared in accordance with applicable laws
and regulations and gives a true and fair view of
assets, liabilities, financial position and profit and
loss of Latvenergo AS.

Profit distribution

Fulfilling the requirements of the Law on state and
municipality owned shares and companies,
Regulations No. 1074 of the Cabinet of Ministers of
the Republic of Latvia dated 25 November 2010 On
amendments of regulations No. 1471 of 15
December 2009 on Procedure how to determine and
transfer to the State Budget the share of the profit
payable for use of State Capital, the Management
Board of Latvenergo AS proposes to allocate profit
of the year in the amount of LVL 16.6 million (EUR
23.6 million) to be paid out in dividends and the rest
of the profit to be transferred to Latvenergo AS
reserves.

The distribution of profit for 2013 is subject to a
resolution of Latvenergo AS Shareholders’ Meeting.

____ (signed by) (signed by) (signed by) (signed by) (signed by)

Aris Zigurs Zane Kotane Uldis Bariss Maris Kunickis Arnis Kurgs

Chairman of the Management Member of the Management Member of the Management Member of the Management Member of the Management
Board Board Board Board Board

15 April 2014

LATVENERGO AS — ANNUAL REPORT 2013

6 from 52



FINANCIAL STATEMENTS

Income Statement

Notes 2013 2012 2013 2012
LVL’000 LVL’000 EUR’000 EUR’000
Revenue 5 663,773 655,415 944,464 932,572
Costs (capitalised) attributable to non-current assets 13 6,728 - 9,573 -
Other income 6 2,750 2,312 3,913 3,290
Raw materials and consumables used 7 (367,942) (343,152) (523,534) (488,261)
Personnel expenses 8 (24,402) (22,135) (34,721) (31,495)
Depreciation, amortisation and impairment of intangible assets and
property, plant and equipment 12, 13 (65,451) (52,102) (93,128) (74,134)
Other operating expenses 9 (194,758) (202,641) (277,115) (288,333)
Operating profit 20,698 37,697 29,452 53,639
Income from investments in subsidiaries 14 ¢) 6,400 3,449 9,106 4,907
Finance income 10 a) 7,942 9,025 11,300 12,841
Finance costs 10 b) (12,902) (11,417) (18,358) (16,245)
Profit before taxes 22,138 38,754 31,500 55,142
Real estate tax (706) (691) (1,004) (983)
Corporate income tax 11 - (7,404) - (10,535)
Deferred income tax 11 (2,999) 1,059 (4,268) 1,507
Profit for the year 18,433 31,718 26,228 45,131

Notes on pages 12 to 52 form an integral part of these financial statements.

The Management Board of Latvenergo AS:

____ (signed by) (signed by) (signed by) (signed by) (signed by)

Aris Zigurs Zane Kotane Uldis Bariss Maris Kunickis Arnis Kurgs

Chairman of the Management Member of the Management Member of the Management Member of the Management Member of the Management
Board Board Board Board Board

15 April 2014
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Balance sheet as at 31 December 2013

Notes 31/12/2013 31/12/2012 31/12/2013 31/12/2012
LVL'000 LVL'000 EUR'000 EUR'000
ASSETS
Non-current assets
Intangible assets 12 12,589 8,664 17,913 12,328
Property, plant and equipment
Land and buildings 664,995 618,683 946,203 880,307
Equipment and machinery 325,026 156,284 462,470 222,372
Other property, plant and equipment 24,044 20,332 34,212 28,930
Assets under construction and advances for property, plant and equipment 18,757 260,458 26,689 370,598
Total property, plant and equipment 13 1,032,822 1,055,757 1,469,574 1,502,207
Investment property 13d) 841 896 1,197 1,275
Non-current financial investments
Investments in subsidiaries 14 a) 574,169 574,169 816,969 816,969
Investments in associates and other non-current investments 14 b) 28 3,889 40 5,534
Loans to subsidiaries 27 1) 241,878 247,183 344,161 351,710
Investments in held-to-maturity financial assets 29 20,092 20,134 28,588 28,648
Total non-current financial investments 836,167 845,375 1,189,758 1,202,861
Total non-current assets: 1,882,419 1,910,692 2,678,442 2,718,671
Current assets
Inventories 15 3,930 4,691 5,592 6,675
Receivables
Trade receivables 16 a) 43,667 60,810 62,133 86,525
Loans to subsidiaries 271),9) 93,526 84,253 133,076 119,881
Receivables from subsidiaries 27 ¢),d) 25,527 14,190 36,322 20,191
Corporate income tax overpayment 25 7,700 7,010 10,956 9,974
Other receivables 16 b) 37,799 12,074 53,783 17,180
Total receivables 208,219 178,337 296,270 253,751
Derivative financial instruments 26 a) 434 4,237 617 6,028
Available-for-sale financial investments 14 b) 3,861 - 5,494
Cash and cash equivalents 17 172,014 163,437 244,754 232,550
Total current assets: 388,458 350,702 552,727 499,003
TOTAL ASSETS 2,270,877 2,261,394 3,231,169 3,217,674
Notes on pages 12 to 52 form an integral part of these financial statements.
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Balance sheet as at 31 December 2013
(continued)

Notes 31/12/2013 31/12/2012 31/12/2013 31/12/2012
LVL'000 LVL'000 EUR'000 EUR'000
EQUITY AND LIABILITIES
Equity
Share capital 18 905,219 904,605 1,288,011 1,287,137
Non-current assets revaluation reserve 19 465,349 465,738 662,132 662,685
Hedge reserve 19 (6,914) (13,130) (9,838) (18,682)
Other reserves 19 53,343 50,172 75,901 71,388
Retained earnings 18,433 31,718 26,228 45,131
Total equity: 1,435,430 1,439,103 2,042,434 2,047,659
Provisions
Provisions for post-employment benefits 21 a) 3,055 2,802 4,347 3,987
Environmental provisions 21b) 1,034 1,000 1,471 1,423
Total provisions 4,089 3,802 5,818 5,410
Non-current liabilities
Borrowings from credit institutions 20 481,514 495,703 685,133 705,322
Issued debt securities (bonds) 20 73,655 14,033 104,802 19,967
Deferred income tax liabilities 11 86,354 83,423 122,871 118,700
Derivative financial instruments 26 4,384 12,555 6,238 17,864
Other non-current payables and deferred income 565 535 804 761
Total non-current liabilities: 646,472 606,249 919,848 862,614
Current liabilities
Borrowings from credit institutions 20 91,886 72,672 130,742 103,403
Borrowings from subsidiaries 27 h) - 5,331 - 7,585
Issued debt securities (bonds) 20 488 13 694 18
Trade payables 22 38,461 69,236 54,725 98,515
Accounts payable to subsidiaries 27 c) 32,417 37,617 46,125 53,524
Taxes and the state social security contributions 25 3,419 1,258 4,865 1,790
Other payables 24 2,462 11,297 3,503 16,075
Accrued liabilities 23 3,668 2,472 5,219 3,518
Derivative financial instruments 26 12,085 12,144 17,195 17,279
Issued guarantees 28 - 200 - 285
Total current liabilities: 184,886 212,240 263,069 301,992
TOTAL EQUITY AND LIABILITIES 2,270,877 2,261,394 3,231,169 3,217,675
Notes on pages 12 to 52 form an integral part of these financial statements.
The Management Board of Latvenergo AS:
__(signed by) (signed by) (signed by) (signed by) (signed by)
Aris Zigurs Zane Kotane Uldis Bariss Maris Kunickis Arnis Kurgs
Chairman of the Management Member of the Management Member of the Management Member of the Management Member of the Management
Board Board Board Board Board
15 April 2014
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Statement of Changes in Equity

Retained

Retained

Share capital Reserves earnings Total Share capital Reserves earnings Total

LVL'000 LVL'000 LVL'000 LVL'000 EUR'000 EUR'000 EUR'000 EUR'000

Balance as at 31 December 2011 325,862 412,739 658,499 1,397,100 463,660 587,276 936,960 1,987,896
Increase of share capital 578,743 (577,989) - 754 823,477 (822,404) - 1,073
Dividends for 2011 - - (39,900) (39,900) - - (56,773) (56,773)
Transfer to reserves - 618,599 (618,599) - - 880,187 (880,187) -
Cash flow hedge - (4,883) - (4,883) - (6,948) - (6,948)
Revaluation of property, plant and equipment - 54,314 - 54,314 - 77,281 - 77,281
Profit for the year - - 31,718 31,718 - - 45,131 45,131
Balance as at 31 December 2012 904,605 502,780 31,718 1,439,103 1,287,137 715,392 45,131 2,047,660
Increase of share capital 614 - - 614 874 - - 874
Dividends for 2012 - - (28,547) (28,547) - - (40,619) (40,619)
Transfer to reserves - 3,171 (3,171) - - 4,512 (4,512) -
Cash flow hedge - 6,216 - 6,216 - 8,844 - 8,844
Revaluation of property, plant and equipment - (389) - (389) - (553) - (553)
Profit for the year - - 18,433 18,433 - - 26,228 26,228
Balance as at 31 December 2013 905,219 511,778 18,433 1,435,430 1,288,011 728,195 26,228 2,042,434

Notes on pages 12 to 52 form an integral part of these financial statements.
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Cash Flow Statement

Notes 31/12/2013 31/12/2012 31/12/2013 31/12/2012
LVL'000 LVL'000 EUR'000 EUR'000
Cash flows from operating activities
Profit before taxation 22,138 38,754 31,500 55,142
Adjustments for:
- amortisation and depreciation 12,13 52,999 49,508 75,410 70,443
- impairment of non-current assets 13,14 a) 12,452 2,594 17,718 3,691
- profit from disposal of non-current assets (793) (359) (1,128) (511)
- interest expenses 10 b) 15,410 15,099 21,926 21,484
- interest income 10 a) (6,272) (7,797) (8,924) (11,094)
- (gains)/ losses from changes in the fair value of the financial instruments 7,10 1,589 (5,870) 2,260 (8,352)
- Increase/ (decrease) in provisions 21 287 (116) 408 (165)
- income from investments in subsidiaries 14 ¢) (6,400) (3,449) (9,106) (4,907)
- (gains) / losses from exchange rate fluctuations 10 a) (98) (866) (138) (1,232)
Operating profit before working capital adjustments 91,312 87,498 129,927 124,499
Decrease in inventories 761 6 1,083 9
(Increase)/ decrease in receivables (18,774) 2,536 (26,713) 3,608
(Decrease) / increase in payables (47,077) 1,176 (66,985) 1,673
Cash generated from operating activities 26,222 91,216 37,311 129,789
Interest paid (17,304) (19,875) (24,621) (28,280)
Interest received 5,891 7,467 8,382 10,625
Corporate income tax and real estate tax paid (8,416) (15,097) (11,975) (21,481)
Net cash generated from operations 6,393 63,711 9,097 90,653
Cash flows from investing activities
Loans issued to subsidiaries (286,232) (227,327) (407,271) (323,457)
Received repayment of the issued loans 282,811 241,581 402,404 343,739
Proceeds from sale of non-current assets 772 378 1,098 538
Acquisition of intangible assets and property, plant and equipment (39,432) (92,527) (56,107) (131,654)
Costs of acquisition of shares and bonds - (3,626) - (5,159)
Proceeds from the disposal of shares and bonds 42 44,974 60 63,992
Received/ (repaid) European Union and other funding 107 (6,355) 152 (9,042)
Proceeds from investments in subsidiaries 14 ¢) 6,400 7,349 9,106 10,456
Net cash used in investing activities (35,532) (35,553) (50,558) (50,587)
Cash flows from financing activities
Proceeds on issued debt securities 59,622 14,033 84,835 19,967
Proceeds from borrowings from financial institutions 20 77,309 112,449 110,001 160,001
Repayment of borrowings from financial institutions 20 (72,347) (45,344) (102,941) (64,519)
Dividends paid * (21,537) (39,900) (30,644) (56,773)
Net cash generated from financing activities 37,716 33,438 53,665 47,577
Net increase / (decrease) in cash and cash equivalents 8,577 61,596 12,204 87,643
Cash and cash equivalents at the beginning of the reporting year 163,437 101,841 232,550 144,907
Cash and cash equivalents at the end of reporting year 17 172,014 163,437 244,754 232,550
* dividends for the year 2012 LVL 7 million (EUR 10 million) are covered by corporate income tax overpayment
Notes on pages 12 to 52 form an integral part of these financial statements.
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Notes to the Financial statements

1. GENERAL INFORMATION ON THE COMPANY

All of the shares of public limited company
Latvenergo (hereinafter — Latvenergo AS or the
Company) are owned by the State of Latvia and are
held by the Latvian Ministry of Economics. The
registered address of the Company is 12 Pulkveza
Brieza St., Riga, LV-1230, Latvia. Pursuant to the
Latvian Energy Law, Latvenergo AS is designated
as national economy object of state importance and,
therefore, is not subject to privatisation. Latvenergo

2. ACCOUNTING POLICIES

The principal accounting policies applied in the
preparation of these Financial Statements are set
out below. These policies have been consistently
applied to all the years presented.

2.1. Financial statements preparation basis

Financial Statements are prepared in accordance
with the Annual Accounts Law of the Republic of
Latvia and are prepared under the historical cost
convention, except for certain property, plant and
equipment group revaluation and revaluation of
derivative instruments at fair value.

The profit and loss account is prepared in
accordance with the period costs method.

The cash flow statement has been prepared using
indirect cash flow method.

Financial Statements are in compliance with
comparability of indicators, in cases in accounting
period is changed financial statement presentation
of information, comparative figures have been also
reclassified and are comparable.

All amounts shown in these Financial Statements
are presented in Latvian Lats (LVL), and are

LATVENERGO AS — ANNUAL REPORT 2013

AS is engaged in the generation and supply of
electricity and thermal energy in the Baltic states.
Latvenergo AS is one of the largest corporate
entities in the territory of Latvia.

The Annual report for year 2013 include the financial
information in respect of Latvenergo AS for the
annual period ending 31 December 2013 and

translated into Euros (EUR) using official currency
rate of the Bank of Latvia 1IEUR = 0.702804 LVL.

These are separate Company’s financial
statements. The Consolidated Financial Statements
are prepared in accordance with International
Financial Reporting Standards as adopted by the
European Union and in accordance with Article
No0.16 of the Law on Consolidated Annual Reports
of the Republic of Latvia.

2.2. Financial investments

Investments in subsidiary undertakings and
associated companies are accounted for at cost net
of accumulated impairment loss. The Company
recognises the income only to the extent the
distribution of the profit accumulated after the
acquisition date is received from the respective
subsidiary or associated company. Received
distributions in excess of such profit are regarded as
recovery of the investment and are booked as a
decrease of the cost of investment.

When there is objective evidence that the carrying
amount of the investment in subsidiary undertaking
or associated company has impaired, the
impairment loss is calculated as a difference

comparative information for year ending 31
December 2012.

Latvenergo AS Management Board has approved
Annual report on 15 April 2014.

The Company’s auditor is the certified audit
company Ernst & Young Baltic SIA and certified
auditor in charge Diana KriSjane.

between the carrying amount of the investment and
its recoverable amount. The recoverable amount is
determined as the higher of its fair value less costs
to sell and its value in use. An impairment loss
recognised in prior periods can be reversed only if
there has been a change in the estimates used to
determine the investment’s recoverable amount
since the last impairment loss was recognised.

2.3. Foreign currency translation into Lats

a) Functional and presentation currency

Iltems included in the Financial Statements are
measured using the currency of the primary
economic environment in which the Company
operates (“the functional currency”). The Financial
Statements have been prepared in Latvian Lats
(LVL), which is the Company’s functional, and the
Company’s second presentation currency — Euro
(EUR).

b) Transactions and balances

All transactions denominated in foreign currencies
are translated into functional currency at the
exchange rates prevailing at the date of the
transaction. Monetary assets and liabilities
denominated in foreign currencies are translated
into functional currency using the exchange rate of
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Bank of Latvia at the last day of the reporting year.
The resulting gain or loss from the settlement of
transaction denominated in foreign currencies and
monetary assets and liabilities denominated in
foreign currencies is charged to the Income
Statement.

2.4. Intangible assets

Intangible assets are shown at historical cost net of
accumulated amortisation.

a) Connection usage rights

Connection usage rights are shown at historical
cost, based on methodology determined by the
Public Utilites Commission, net of accumulated
amortisation. Amortisation is calculated using the
straight-line  method to allocate the cost of
connection usage rights to the residual value over
the estimated period of relationship with a customer
(connection user) — 20 years.

b) Licenses and software

Licenses and software, if meets an asset
recegnition criteria, are shown at historical cost less
accumulated amortisation. Amortisation s
calculated using the straight-line method to allocate
the cost of licenses and software over their
estimated useful lives (5 years). Computer software
development costs recognised as assets are
amortised over their estimated useful lives, not
exceeding a period of five years.

c) Greenhouse gas emission allowances

Emission rights for greenhouse gases (or
allowances) are recognised at purchase cost.
Allowances received from the Government free of
charge are recognised at zero cost. Emission rights
are recognised at cost when the Company is able to
exercise the control. If the quantity of emitted
greenhouse gases exceeds the quantity of
allowances allocated by the state free of charge, the
Group purchases additional allowances and carrying
value of those allowances is determined on the
basis of the market price of greenhouse gas
emission allowances at the reporting period.
Allowances are accounted for within ‘Intangible
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assets (see Note 12 a). The forward agreements for
purchase or sale of emission allowances for trade
rather than for own use in the Company are defined
as derivatives (see points 2.19, 3.3 and Note 26 d).

2.5. Property, plant and equipment

All property, plant and equipment (PPE) are stated
at historical cost or revalued amount (see point 2.6),
less accumulated depreciation and accumulated
impairment loss.

The cost comprises the purchase price,
transportation costs, installation, and other direct
expenses related to the acquisition or
implementation. The cost of the self-constructed
item of PPE includes the cost of materials, services
and workforce. Subsequent costs are included in the
asset’s carrying amount or recognised as a separate
asset, as appropriate, only when it is probable that
future economic benefits associated with the item
will flow to the Company and the cost of an item can
be measured reliably. Such costs are depreciated
over the remaining useful life of the related asset.
Repairs and maintenance are charged to the
Income Statement during the period in which they
are incurred. Borrowing costs are capitalised
proportionally to the part of the cost of asset under
construction over the period of borrowing.

If an item of PPE consists of components with
different useful lives, these components are
depreciated as separate items. Homogenous items
with similar useful lives are accounted for in groups.

Land is not depreciated. Depreciation on the other
assets is calculated using the straight-line method to
allocate their cost over their estimated useful lives,
as follows:

121212 Eh ey, it i stimated useful life, years

equipment

Buildings and facilities:

- hydropower plants, thermal power plants 15 -100
- power plant constructions 50
- other buildings and constructions 20 -80
Technology equipment and machinery:

- hydropower plants 10-40
- thermal power plants 3-25
- other technology equipment 10-20
Other property, plant and equipment 2-10

The assets’ residual values and useful lives are
reviewed, and adjusted if appropriate, at the end of
each reporting period.

An asset’'s carrying amount is written down
immediately to its recoverable amount if the asset’s
carrying amount is greater than its estimated
recoverable amount (see point 2.8).

Gains or losses on disposals are determined by
comparing carrying amount with proceeds and gains
from related asset’s revaluation reserve write-off and
are charged to the Income Statement.

2.6. Revaluation of property, plant and
equipment

Revaluations have been made with sufficient
regularity to ensure that the carrying amount of
property, plant and equipment items subject to
valuation does not differ materially from that which
would be determined using fair value at the end of
reporting period.

The following property, plant and equipment groups

are revalued regularly but not less frequently than

every five years:

¢ buildings and facilities of hydropower plants,

e technology equipment and machinery of
hydropower plants,

e other property, plant and equipment of
hydropower plants.

Increase in the carrying amount arising on
revaluation net of deferred tax is credited to “Long-
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term investments revaluation reserve” in equity.
Decreases that offset previous increases of the
same asset are charged against the revaluation
reserve directly in equity; all other decreases are
charged to the current year's Income Statement.
Any accumulated depreciation at the date of
revaluation is restated proportionately with the
change in the gross carrying amount of the asset so
that the carrying amount of the asset after the
revaluation equals its revalued amount.

Long-term investments revaluation reserve is
decreased at the moment, when revalued asset has
been eliminated or disposed.

Revaluation reserve cannot be distributed in
dividends, used for indemnity, reinvested in capital
or other reserves, or used for other purposes.

2.7. Leases

a) The Company is the lessee

Leases in which a significant portion of the risks and
rewards of ownership are retained by the lessor are
classified as operating leases. Payments made
under operating leases (net of any incentives
received from the lessor) are charged to the Income
Statement on a straight-line basis over the period of
the lease.

b) The Company is the lessor

Assets leased out under operating leases are
recorded within property, plant and equipment at
historic cost less depreciation. Depreciation is
calculated on a straight-line basis to write down
each asset to its estimated residual value over
estimated useful life. Rental income from operating
lease and advance payments received from clients
(less any incentives given to lessee) are recognised
in the Income Statement on a straight-line basis
over the period of the lease.

2.8. Impairment of non-financial assets
Assets that are subject to depreciation or
amortisation and land are reviewed for impairment

whenever events or changes in circumstances
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indicate that the carrying amount may not be
recoverable. An impairment loss is recognised for
the amount by which the asset’s carrying amount
exceeds its recoverable amount. The recoverable
amount is the higher of the asset’s fair value less
costs to sell and value in use. In assessing the value
in use, the estimated future cash flows are
discounted to their present value using a pre-tax
discount rate that reflects the current market
expectations regarding the time value of money and
the risks specific to the asset. For an asset that does
not generate largely independent cash inflows, the
recoverable amount is determined for the cash-
generating unit to which the asset belongs.
Impairment losses are recognised in the Income
Statement within depreciation of property, plant and
equipment, amortisation of intangible assets and
impairment charge expenses.

The key assumptions used in determining
recoverable amounts of the assets are based on the
Company’s management best estimation of the
range of economic conditions that will exist over the
remaining useful life of the asset, on the basis of the
most recent financial budgets and forecasts
approved by the Company’s management for a
maximum period of 10 years. Assets are reviewed
for possible reversal of the impairment at each
reporting date. Gain on such reversal is recognised
in Income Statement (for property, plant and
equipment within depreciation, for other assets —
within other operating expenses).

2.9. Inventories

Inventories are stated at the lower of cost and net
realizable value. Net realizable value is the
estimated selling price in the ordinary course of
business, less applicable variable selling expenses.
Cost is determined using the weighted average
method.

Purchase cost of inventories consists of the
purchase price, import charges and other fees and
charges, freight-in and related costs as well as other
costs directly incurred in bringing the materials and
goods to their present location and condition. The

value of inventories is assigned by charging trade
discounts, reductions and similar allowances.

Amount of inventories as of the end of reporting
period is verified during stock-taking.

During the reporting year at least each month has
revaluation of the inventories been performed with
purpose to identify obsolete and damaged
inventories. Allowances for an impairment loss are
recognised for those inventories.

The following basic principles are used in
determining impairment losses for idle and obsolete
inventories:

e inventories that haven't turned over during last
12 months are fully impaired,

e machinery and equipment of hydropower plants
and thermal power plants that haven’t turned
over during last 12 months are impaired in
amount of 90%,

e inventories that haven’t turned over during last 6
months are impaired in amount of 50%,

¢ machinery and equipment of hydropower plants
and thermal power plants that haven't turned
over during last 6 months are impaired in
amount of 45%,

e Allowances are not calculated for the inventory
of heating materials necessary to ensure
uninterrupted operations of Riga TEC (CHPP).

2.10. Trade receivables

Trade receivables are recognised initially at fair
value and subsequently measured at amortised
cost, less allowances for impairment. An allowance
for impairment of trade receivables is established
when there is objective evidence that the Company
will not be able to collect all amounts due according
to the original terms of repayment. Significant
financial difficulties of the debtor, probabilities that
the debtor will enter bankruptcy or financial
reorganisation, and default or delinquency in
payments (more than 30 days overdue) are
considered as indicators that the trade receivable is
impaired.
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An allowance for impairment of doubtful debts is
calculated on the basis of trade receivables aging
analysis according to estimates defined by the
Company’s management, which are revised at least
once a year. Allowances for electricity trade
receivables are calculated for debts overdue 45
days, and, if the debt is overdue for more than 181
day, allowances are established at 100%. For other
trade receivables allowances are calculated for
debts overdue 31 day, and, if the date of payment is
overdue for more than 91 day, allowances are
established at 100%. Individual impairment
assessments are performed for the debtors if their
debt balance exceeds LVL 500 thousand (EUR 710
thousand) and debt repayment schedule has been
individually agreed. The level of allowance for such
type of debtors is based on the individual risk
assessment of insolvency probability (see Note
16 a).

The carrying amount of the asset is reduced through
the use of an allowance account, and the amount of
the loss is recognised in the Income Statement
within selling and customer services costs. When a
trade receivable is uncollectible, it is written off
against the allowance account for trade receivables.
Subsequent recoveries of amounts previously
written off are credited against selling and customer
services costs in the Income Statement.

Income occurred in the reporting period, but for what
no invoice has been issued to the customers is
disclosed in ,,Accrued income”.

2.11. Cash and cash equivalents

Cash and cash equivalents include cash balances
on bank accounts, demand deposits at bank and
other short-term deposits with original maturities of
three months or less.

If the Company has overdraft arrangement and it
has been used, creating negative balance in bank
account at the end of the period, amount of overdraft
in full amount should be included in Company’s
liabilities as borrowings from credit institution.
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2.12. Dividend distribution

Dividend distribution to the Company’s shareholder
is recognised as a liability in the Financial
Statements in the period in which the dividends are
approved by the Company’s shareholder.

2.13. Pensions and employment benefits

a) Pension obligations

The Company makes monthly contributions to a
closed defined contribution pension plan on behalf
of its employees. The plan is managed by the non-
profit public limited company Pirmais Slégtais
Pensiju Fonds, with the participation of the
Company amounting for 50% of its share capital. A
defined contribution plan is a pension plan under
which the Company pays contributions into the
plan. The Company has no legal or constructive
obligations to pay further contributions if the fund
does not hold sufficient assets to pay all employees
benefits relating to employee service in the current
and prior periods. The contributions amount to 5%
of each pension plan members salary. The
Company recognises the contributions to the
defined contribution plan as an expense when an
employee has rendered services in exchange for
those contributions.

b) Provisions for post-employment obligations
arising from collective agreement

In addition to the aforementioned plan, the Company
provides certain post-employment benefits to
employees whose employment meets certain
criteria. Obligations for benefits are calculated taking
into account the current level of salary and number
of employees eligible to receive the payment,
historical termination rates as well as number of
actuarial assumptions.

The defined benefit obligations are calculated
annually by independent gualified actuaries. The
expected costs of these benefits are accrued over
the period of employment using the same
accounting principles as used for defined benefit
pension plans.

The liability recognised in the Balance Sheet in
respect of post-employment benefit plan is the
present value of the defined benefit obligation at the
end of the reporting period less accrued costs or
revenue referring to employment relationships until
the change of benefit conditions. The defined
obligation is calculated annualy using the projected
unit credit method.

The present value of the defined benefit obligation is
determined by discounting the estimated future cash
outflows. According to projected unit credit method
it has been stated that each period of work makes
benefit obligation extra unit and the sum of those
units comprises total Company’s obligations of post-
employment benefits. The Company uses objective
and mutually compatible actuarial assumptions on
variable demographic factors and financial factors
(including expected remuneration increase and
determined changes in benefit amounts).

The Company’s net total of current service cost,
interest cost, actuarial gains and losses arising from
changes in assumptions, past service costs, and the
effect of any settlements is recognised as expense
or income in the Income Statement.

2.14. Corporate income tax

Income tax expense for the period comprises
current income tax and deferred income tax. Income
tax is calculated in accordance with Latvian tax
regulations and is based on the taxable income
reported for the taxation period.

Deferred income tax is calculated using the liability
method on temporary differences arising between
the tax bases of assets and liabilities and their
carrying amounts in the financial statements.
However, the deferred income tax is not accounted
if it arises from initial recognition of an asset or
liability other than a business combination that at the
time of the transaction affects neither accounting nor
taxable profit nor loss. Deferred income tax is
determined using tax rate (and laws) that have been
enacted by the end of reporting period and are
expected to apply when the related deferred income
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tax asset is realised or the deferred income tax
liability settled.

Deferred income tax assets are recognised to the
extent that it is probable that future taxable profit will
be available against which the temporary differences
can be utilised.

Tax incentives for new technological equipment are
not considered when calculated deferred income
tax.

Deferred income tax is provided on temporary
differences arising on investments in subsidiaries
and associates, except where the Company controls
the timing of the reversal of the temporary difference
and it is probable that the temporary difference will
not reverse in the foreseeable future.

2.15. Borrowings and loans

Borrowings are recognised initially at fair value, net
of transaction costs incurred. Borrowings are
subsequently stated at amortised cost; any
difference between the proceeds (net of transaction
costs) and the redemption value is recognised in the
Income Statement over the period of the borrowings
using the effective interest method, except for the
capitalised part.

Borrowings are classified as current liabilities unless
the Company has an unconditional right to defer
settlement of the liability at least for 12 months after
the end of reporting period.

The Company capitalises the borrowing costs
related with new capital expenditure funding (see
point 2.5).

Issued loans are recognised initially at fair value and
subsequently measured at amortised cost. The
amount between loans issued and loans repayment
value is gradually recognised in the Income
Statement during the period of the loan. Loans are
classified as current receivables and non-current
receivables if the Company has an unconditional
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right to defer settlement of the liability at least for 12
months after the end of reporting period.

2.16. Provisions

Provisions are recognised when the Company has a
present obligation as a result of past event, it is
probable that an outflow of resources embodying
economic benefits will be required to settle the
obligation, and when a reliable estimate can be
made of the amount of the obligation. Provisions are
not recognised for future operating losses.

Provisions are presented in the Balance Sheet at
the best estimate of the expenditure required to
settle the present obligation at the end of reporting
period. Provisions are used only for expenditures for
which the provisions were originally recognised and
are reversed if an outflow of resources is no longer
probable.

Provisions are measured at the present value of the
expenditures expected to be require settling the
obligation by using pre-tax rate that reflects current
market assessments of the time value of the money
and the risks specific to the obligation as a discount
rate. The increase in provisions due to passage of
time is recognised as interest expense.

2.17. Provision for vacation

Provision for vacation is formed to reflect precisely
company’s liability to employees depending on
unused vacation, if any. Amount for provision has
been reviewed once per year at the balance sheet
date.

2.18. Grants

Government grants are recognised as income over
the period necessary to match them with the related
costs, for which they are intended to compensate,
on a systematic basis..

Property, plant and equipment received at nil
consideration are accounted for as grants.

The Company ensures the management, application
of internal controls and accounting for the
Company’s projects financed by the European
Union funds or other funding, according to the
guidelines of the European Union and legislation of
the Republic of Latvia.

Accounting of the transactions related to the projects
financed is ensured using separately identifiable
accounts. The Company ensures separate
accounting of financed projects with detailed income
and expense, non-current investments and value
added tax in the relevant positions of the Company’s
Income Statement and Balance Sheet.

2.19. Derivative financial instruments and
hedging activities

The Company uses derivatives such as interest rate
swaps, forward foreign exchange contracts and
electricity swaps to hedge risks associated with the
interest rate, currency exposures and purchase
price fluctuations.

Derivatives are initially recognised at fair value on
the date a derivative contract is entered into and are
subsequently re-measured at their fair value. Fair
values are obtained from quoted market prices and
discounted cash flow models as appropriate (see
point 3.3).

The method of recognising the resulting gain or loss
depends on whether the derivative is designated as
a hedging instrument, and if so, what is position of
highly probable forecasted (for example, concluded
agreement) or certain (for example, received or
issued invoice) revenue or capital expenditure,
inventories or operating expenses. The Company
designates certain derivatives as either:

e hedges of a particular risk associated with a
recognised liability or highly probable forecast
transactions denominated in foreign currency
(cash flow hedge),

e derivatives are accounted for at fair value
through Income Statement.
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The Company documents at the inception of the
transaction the relationship between hedging
instruments and hedged items, as well as its risk
management objectives and strategy for undertaking
various hedging transactions. The Company also
documents its assessment, both at hedge inception
and on an on-going basis, whether the derivatives
that are used in hedging transactions are highly
effective in offsetting changes in fair values or cash
flows of hedged items).

The fair values of derivative instruments used for
hedging purposes are disclosed in Note 26.
Movements on the hedging reserve in shareholders’
equity are shown in Note 19. The fair value of a
hedging derivative is classified as a non-current
asset or liability when the remaining maturity of the
hedged item is more than 12 months and as a
current asset or liability when the remaining maturity
of the hedged item is less than 12 months. Those
derivatives are carried as assets when fair value is
positive and as liabilities when fair value is negative.

a) Cash flow hedge

The effective portion of changes in the fair value of
derivatives that are designated and qualify as cash
flow hedges is recognised in equity within ‘Hedging
reserve’. The gain or loss relating to the ineffective
portion, if such arise, would be recognised
immediately in the Income Statement.

Amounts accumulated in equity are recycled in the
Income Statement in the periods when the hedged
item affects profit or loss.

The gain or loss relating to the ineffective portion of
electricity swaps hedging variable electricity prices is
recognised in the Income Statement position ‘Raw
materials and consumables used’ (see Note 7). The
gain or loss relating to the ineffective portion of
interest rate swaps hedging variable rate borrowings
is recognised in the Income Statement.

When a hedging instrument expires or is sold, or
when a hedge no longer meets the criteria for hedge
accounting, any cumulative gain or loss existing in
equity at that time remains in equity and is
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recognised when the forecast transaction is
ultimately recognised in the Income Statement.

b) Financial assets at fair value through profit
and loss

Financial assets at fair value through profit or loss
are financial assets held for trading. A financial
asset is classified in this category if acquired
principally for the purpose of selling in the short
term. Derivatives are also categorised as held for
trading unless they are designated as hedges.
Assets in this category are classified as current
assets if expected to be settled with 12 months;
otherwise, they are classified as non-current.

Changes in the fair value of derivatives at fair value
through profit or loss, ineffective part of changes in
the fair value of hedging derivatives and amounts
accumulated in equity that are recycled to the
Income Statement, are classified according to the
purpose of the derivatives — gains/losses from
electricity SWAP agreements and CO2 forward
contracts are recognised within ‘Raw materials and
consumables used’, while gains/losses from interest
rate SWAP agreements and forward foreign
currencies exchange contracts are recognised within
‘Finance costs’ or ‘Finance income’.

2.20. Revenue recognition

Revenue comprises the value of goods sold and
services rendered in the ordinary course of the
Company’s activities. Revenue is shown at net value
excluding value-added tax, estimated returns,
rebates and discounts. The Latvian regulatory
authority (Public Utilities Commission) determines
tariffs for electricity and heat.

Revenue is recognised as follows:

a) Electricity sales

The Company records electricity sales to residential
customers on the basis of reported meter readings.
Where relevant, this includes an estimate of the
electricity supplied between the date of the last
meter reading and the year-end. Electricity sales to
corporate customers are recognised on the basis of

issued invoices according to information provided by
distribution system operators on meter readings of
customers. Revenues from electricity sales to
associated users are based on regulated tariffs
approved by Public Utilities Commission, while
revenues from market participants - on contractual
prices included in electricity trade agreements.
Revenues from trade of electricity in NordPool
energy exchange are based on the calculated
market prices.

b) Heat sales

The Company recognises revenue from sales of
thermal energy at the end of each month on the
basis of the meter readings.

c) Sales of IT & telecommunication services
Revenues derived from information technology
services (internet connection services, data
communication services), open electronic
communication network and telecommunication
services to customers are recognised on the basis
of invoices which are prepared for clients upon
either usage of services listed in
telecommunications billing system.

d) Other revenue

Revenue derived from assets lease and
maintenance, management, vehicle fleet
management, customer service, credit control and
other services are recognised according to invoices
issued to customers in accordance to mutual
agreements.

e) Interestincome

Interest income is recognised using the effective
interest method. Interest income is recorded in the
Income Statement as ‘Finance income’.

f) Dividend income

Revenue is recognised when the Company’s right to
receive the payment is established, which is
generally when shareholders approve the dividend
(Note 14 b).
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g) Accrued income on mandatory procurement

public service obligation fee
Revenue is recognised as the amount of income on
mandatory procurement can be reliably measured
and it is virtually certain that the economic benefits
from mandatory procurement will flow to the
Company with collected mandatory procurement
public service obligation fees from electricity end
users.

Income from mandatory procurement component is
calculated as difference between mandatory
procurement expenses above the electricity market
price and collected mandatory procurement
component payments from all end users of
electricity.

2.21. Expenses recognition

Expenses are recognised based on accruals basis.
Calculating expenses for the reporting period,
should be taken into account all of the estimated
and potential expenses that are incurred in the
reporting period or in previous years, even if those
expenses become aware in the period from balance
sheet date and date of financial statement
preparation, regardless the date of invoice received
as the Company’s operating transactions are
recognised in the reporting period based on
economical substance and nature, not only legal
form.

Operating and other expenses disclosed in the
Income Statement notes are shown detailed
according to its nature.

2.22. Non-current and current liabilities

Liability is an obligation of an entity arising from past
transactions or events, the settlement of which may
result in the transfer or use of assets, provision of
services or other yielding of economic benefits in the
future. For example, as a result of goods purchased
or services acquired states debts to creditors, or
after bank loan acquirement there is an obligation to
repay particular loan.
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The Company’s trade payables are recognised
initially at fair value and subsequently measured at
amortised cost using the effective interest rate
method.

Accrued liabilities are expenses occurred in
reporting period, certain of amount in the reporting
period, but for what no invoice has been received.
Such expenses are disclosed in ‘Accrued liabilities’.

Income received prior balance sheet date, but that
refers to next 12 months (current) or refers to period
after 12 months (non-current) — is disclosed as next
period income in current or non-current creditors.

2.23. Related parties

Related parties are subsidiaries and associates,
Shareholder of the Company who could control or
who has significant influence over the Company in
accepting operating business decisions. Key
management personnel of the Company and close
family members of any above-mentioned persons,
as well as companies over which those persons
have control or significant influence.

2.24. Non-current assets held for sale

The Company classifies non-current assets as held
for sale if their carrying amount will be recovered
principally through a sale transaction rather than
through continuing use, and sale will be considered
highly probable. Non-current assets held for sale are
measured at the lower of their carrying amount and
fair value less costs of selling.

2.25. Investment property

Investment properties are land or a building or part
of a building held by the Company as the owner to
earn rentals or for capital appreciation, rather than
for use in the production of goods or supply of
services or for administrative purposes, or sale in
the ordinary course of business. The investment
properties are initially recognised and subsequently
measured at acquisition cost net of accumulated
depreciation and impairment losses. The applied

depreciation rates are based on estimated useful life
set for respective fixed asset categories — from 15 to
80 years.

2.26. Share capital

The Company’s share capital consists of ordinary
shares.

2.27. Held-to-maturity investments

Held-to-maturity financial assets are non-derivative
financial assets, quoted on an active market, with
fixed or determinable payments and fixed maturities
that the Company’s Management has the positive
intention and ability to hold to maturity. If the
Company were to sell other than an insignificant
amount of held-to-maturity financial assets, the
whole category would be tainted and reclassified as
available for sale. Held-to-maturity financial assets
with maturities more than 12 months from the end of
the reporting period are included in non-current
assets; however those with maturities less than 12
months from the end of the reporting period are
classified as current assets.

The Company follows the IAS 39 guidance on
classifying non-derivative financial assets with fixed
or determinable payments and fixed maturity as
held-to-maturity.  This  classification  requires
significant judgement. In making this judgement, the
Company evaluates its intention and ability to hold
such investments to maturity.

If the Company fails to keep these investments to
maturity other than for specific circumstances
explained in IAS 39, it will be required to reclassify
the whole class as available-for-sale. Therefore the
investments would be measured at fair value not at
amortised cost.

Purchases and sales of financial assets held-to-
maturity are recognised on trade date — the date on
which the Company commits purchase of the asset.
Financial assets are derecognised when the rights
to receive cash flows from the financial assets have
expired. Held-to-maturity financial assets are carried
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at amortised cost using the effective interest rate
method, net of accumulated impairment losses.
Gains and losses arising from changes in the
amortised value of the financial instruments are
included in the Income Statement in the period in
which they arise.

3. FINANCIAL RISK MANAGEMENT
3.1. Financial risk factors

The Company’s activities expose it to a variety of
financial risks: market risk (including currency risk,
fair value and cash flow interest rate risk), credit risk,
pricing risk and liquidity risk. The Company’s overall
risk management programme focuses on the
unpredictability of financial markets and seeks to
minimise potential adverse effects on the
Company’s financial performance. The Company
uses derivative financial instruments to hedge
certain risk exposures.

Risk management is carried out by the Company’s
Treasury department (the Treasury) according to the
Financial Risk Management Policy approved by the
Company’s Management Board. The Treasury
identifies, evaluates and hedges financial risks in
close co-operation with the Company’s operating
units/subsidiaries. The Company’s Management
Board by approving the Financial Risk Management
Policy provides written principles for overall risk
management, as well as written policies covering
specific areas, such as interest rate risk, foreign
exchange risk, liquidity risk, and credit risk, use of
derivative financial instruments and non-derivative
financial instruments, and investment of excess
liquidity.

a) Market risk

I) Foreign exchange risk

During 2013 the Company was exposed to currency
risk primarily arising from settlements in foreign
currencies for recognised assets and liabilities
(mainly, borrowings), capital expenditures and
imported electricity.
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2.28. Issued guarantees

Guarantees issued are initially recognised at fair
value, which is usually equal to the premium

However, the peg of Lat to Euro at the beginning of
the year 2005 resulted in limited EUR / LVL currency
risk, while the introduction of Euro in Latvia at 1
January 2014 prevented the Euro currency risk. At
31 December 2013 the Group had borrowings
denominated only in Euros (Note 20).

The Company’s management has set up a Financial
Risk Management Policy inter alia to manage the
Company’s foreign currencies exchange risk against
functional currency. To manage the Company’s
foreign currencies exchange risk arising from future
transactions and recognised assets and liabilities,
the Company uses forward contracts, transacted by
the Treasury. Foreign currencies exchange risk
arises when future transactions or recognised
assets or liabilities are denominated in a currency
that is not the Company’s functional currency.

The Treasury’s Financial Risk Management Policy is
to hedge all anticipated cash flows (capital
expenditure and purchase of inventory) in each
major foreign currency that might create significant
currency risk. During 2013 the Company had one
committed capital expenditure project whose
expected transactions in USD created significant
currency risk and qualified as ‘highly probable’
forecast transactions for hedge accounting purposes
(Note 26 e).

The Company has certain investment in subsidiary,
which are exposed to foreign currency risks.
Nevertheless currency exposure arising from the net
assets of the Company’'s foreign operations in
Lithuania is limited as subsidiary have insignificant

received. Subsequently they are measured at the
higher of the amount expected to be paid and the
amount initially recognised less accumulated
amortisation.

amount of assets and Lithuania has fixed currency
peg to Euro.

II) Cash flow and fair value interest rate risk

As the Company has significant floating interest-
bearing assets and liabilities exposed to interest rate
fluctuations (loans issued to subsidiaries and
borrowings received from credit institutions and
subsidiaries), the Company’s financial income and
operating cash flows are dependent on changes in
market interest rates. The Group’s internal financing
is organised on mutual loan bases, which
occasionally creates receivable balances to the
benefit of the Company. Such loans issued have
floating interest rates based on market rates;
therefore the intra-group loans have some impact on
profit or loss of the Company.

During 2013, if Lats and Euro interest rates had
been 50 basis points higher or lower with all other
variables held constant, the Company’s income from
the cash reserves held at bank for the year
considering the issued intra-group loans would have
been LVL 194 thousand (EUR 276 thousand) higher
or lower (2012: LVL 210 thousand (EUR 299
thousand)).

The Company’s cash flow interest rate risk mainly
arises from long-term borrowings at variable rates.
They expose the Company to a risk that finance
costs might increase significantly when interest rates
rise up. The Company’s Financial Risk Management
Policy is to maintain at least 35% of its borrowings
as fixed interest rates borrowings (taking into
account the effect of interest rate swaps) with
duration between 2-4 years. To hedge a cash flow
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risk, the Company has entered into interest rate
swap agreements with the total notional amount LVL
244.4 million (EUR 347.7 million) (2012: LVL 269.1
million (EUR 382.8 million)) (see Note 26 b).

44% of the Company’s borrowings as at 31
December 2013 had fixed interest rate (taking into
account the effect of the interest rate swaps)
(31/12/2012: 46%) and average fixed rate duration
2.1 years (2012: 2.0 years).

The Company analyses its interest rate risk
exposure on a dynamic basis. Various scenarios are
simulated taking into consideration refinancing,
renewal of existing positions and hedging. Based on
these scenarios, the Company calculates the impact
on profit and loss as well as on cash flows of a
defined interest rate shift.

Based on the various scenarios, the Company
manages their cash flow interest rate risk by using
floating-to-fixed interest rate swaps. Such interest
rate swaps have the economic effect of converting
borrowings from floating rates to fixed rates.
Generally, the Company raises long-term
borrowings at floating rates and swaps them into
fixed rates that are lower than those available if the
Company borrowed at fixed rates directly. Under the
interest rate swaps, the Company agrees with other
parties to exchange, at specified intervals (primarily
semi-annually), the difference between fixed
contract rates and floating-rate interest amounts
calculated by reference to the agreed notional
amounts.
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During 2013, if interest rates on Euro denominated
borrowings at floating base interest rate after
considering hedging effect had been 50 basis points
higher or lower with all other variables held constant,
the Company’s post-tax profit for the year would
have been LVL 1,333 thousand (EUR 1,897
thousand (2012: LVL 1,156 thousand (EUR 1,645
thousand)) lower or higher. The Company’s
borrowings with floating rates do not impose fair
value interest rate risk. Derivatives such as interest
rate swaps are the only source of fair value interest
rate risk.

At 31 December 2013, if short and long term Euro
interest rates had been 50 basis points higher or
lower with all other variables held constant fair value
of interest rate swaps would have been LVL 3,914
thousand (EUR 5,569 thousand) higher or lower
(31/12/2012: LVL 4,577 thousand (EUR 6,512
thousand)). Furthermore LVL 290 thousand (EUR
413 thousand) (2012: LVL 481 thousand (EUR 684
thousand)) would have been attributable to the
Company’s Income Statement and LVL 3,624
thousand (EUR 5,156 thousand) (2012: LVL 4,096
thousand (EUR 5,828 thousand)) to the Company’s
equity as hedge accounting item.

) Price risk

Price risk is the risk that the fair value and cash
flows of financial instruments will fluctuate in the
future due to reasons other than changes in the
market prices resulting from interest rate risk or
foreign exchange risk. The purchase and sale of
goods produced and the services provided by the
Company under the free market conditions, as well

as the purchases of resources used in production is
impacted by the price risk.

The most significant price risk is related to purchase
of electricity. To hedge the risk related to changes in
the price of electricity the Company has purchased
electricity swap contracts (Note 26 c).

As at 31 December 2013 the Company has no
outstanding CO;, emission allowance purchase or
sale forward contracts. In 2012 fair value changes of
CO. emission allowances forward contracts are
included in the Income Statement (see Notes 7 and
26 d).

b) Credit risk

Credit risk is managed at the Group level. Credit risk
arises from cash and cash equivalents, derivative
financial instruments and deposits with banks,
outstanding receivables. Credit risk exposure in
connection with trade receivables is limited due to
broad range of the Company’s customers. The
Company has no significant concentration of credit
risk with any single counterparty or group of
counterparties having similar characteristics (Note
16), however regarding to subsidiaries concentration
of the Company’s credit risk reached 57% from the
maximum exposure of credit risk on financial assets.
Impairment loss has been deducted from gross
accounts receivable (Note 16).

The maximum credit risk exposure related to
financial assets comprises of carrying amounts of
cash and cash equivalents (see table below and
Note 17) and trade and other receivables (Note 16).
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Assessment of maximum possible
exposure to credit risk:

Notes 31/12/2013 31/12/2012 31/12/2013 31/12/2012

LVL’000 LVL’000 EUR’000 EUR’000

External trade receivables 16 a) 43,667 60,810 62,133 86,525
Receivables from subsidiaries 27 c), d), f), 9) 360,931 345,626 513,559 491,782
Accrued income 16 b) 36,953 7,574 52,579 10,776
Other current financial receivables 16 b) 267 140 380 199
Cash and cash equivalents 17 172,014 163,437 244,754 232,550
Derivative financial instruments 26 434 4,237 618 6,029
Held-to-maturity financial assets 29 20,092 20,134 28,588 28,648
634,358 601,958 902,611 856,509

Maximum credit risk related to the issued guaranties
amounts to the outstanding loan balances as at the
end of the year (Note 28). For banks and financial
institutions, independently rated parties with own or
parent bank’s minimum rating of investment grade
are accepted. Otherwise, if there is no independent
rating, management performs risk control to assess
the credit quality of the financial counterparty, taking
into account its financial position, past co-operation
experience and other factors. After performed
assessment individual credit limits are set based on
internal ratings in accordance with principles set by
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the Financial Risk Management Policy. The basis for
estimating the credit quality of financial assets not
past due and not impaired is credit ratings assigned
by the rating agencies or, in their absence, the
earlier credit behaviour of clients and other parties to
the contract.

Credit limits are regularly monitored.

Credit risk related to cash and short-term deposits
with banks is managed by balancing the placement
of financial assets in order to maintain the possibility
to choose the best offers and to reduce probability to

For estimation of the credit quality of fully performing

trade receivables two rating categories are used:

= Customers with no overdue receivables,
= Customers with overdue receivables.

incur losses.
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The table below shows the balance of cash and cash equivalents by financial counterparties at the end of the reporting period:

31/12/2013 31/12/2012 31/12/2013 31/12/2012

LVL’000 LVL’000 EUR’000 EUR’000

Investment level credit rating 146,090 133,742 207,867 190,298
No or non-investment level credit rating 25,924 29,695 36,887 42,252
172,014 163,437 244,754 232,550

No credit limits were exceeded during the reporting
period, and the Company’s management does not
expect any losses from non-performance by these
counterparties.

c) Liquidity risk

The Company’s policy of liquidity risk management
is to maintain sufficient amount of cash and cash
equivalents, the availability of long and short term
funding through an adequate amount of committed

credit facilities (Note 20) to meet commitments
according to the Company’s strategic plans as well
as to compensate the fluctuations in the cash flows
due to occurrence of variety of financial risks.

The Company’s management is monitoring rolling
forecasts of the Company’s liquidity reserve, which
comprises of undrawn borrowing facilities (Note 20),
and cash and cash equivalents (Note 17).

Liguidity analysis (contractual undiscounted cash flows):

The table below analyses the Company’s financial
liabilities and net-settled derivative financial liabilities
into relevant maturity groupings based on the
remaining period at the Company’s Balance Sheet
to the contractual maturity date. The amounts
disclosed in the table are the contractual
undiscounted cash flows. Contractual undiscounted
cash flows originated by the borrowings are
calculated taking into account the actual interest
rates at the end of reporting period.

Less than e IS Over Less than e e Over
1 year 1to2 3to5 5 years TOTAL 1 year 1to 2 3to5 5 years TOTAL
years years years years

LVL'000 LVL'000 LVL'000 LVL'000 LVL’000 EUR’000 EUR’000 EUR’000 EUR’000 EUR’000
As at 31 December 2013
Borrowings from banks 97,296 157,038 169,901 184,809 609,044 138,439 223,445 241,747 262,960 866,591
Issued debt securities (bonds) 2,066 2,066 54,018 25,976 84,126 2,940 2,940 76,861 36,960 119,701
Derivative financial instruments 15,733 4,828 4,676 1,294 26,531 22,386 6,870 6,653 1,841 37,750
Trade and other payables* 73,178 - - - 73,178 104,123 - - - 104,123

188,273 163,932 228,595 212,079 792,879 267,888 233,255 325,261 301,761 1,128,165
As at 31 December 2012
Borrowings from banks 81,018 91,216 275,322 168,316 615,872 115,278 129,788 391,748 239,492 876,306
Issued debt securities (bonds) 394 394 14,843 - 15,631 561 561 21,120 - 22,242
Derivative financial instruments 22,088 7,720 5,854 - 35,662 31,428 10,985 8,329 - 50,742
Issued guarantees 8,994 - - - 8,994 12,797 - - - 12,797
Trade and other payables* 117,136 - - - 117,136 166,670 - - - 166,670

229,630 99,330 296,019 168,316 793,295 326,734 141,334 421,197 239,492 1,128,757

* Excluding advances received, deferred income, tax related liabilities and other non-current or current non-financial payables

3.2. Capital risk management

The Company’s objectives when managing capital
are to safeguard the Company’s ability to continue
as a going concern as well as to ensure necessary
financing for investment program and to avoid
breaches of covenants, which are linked to capital
structure and are stipulated in the majority of loan
agreements.
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In order to maintain or adjust the capital structure,
the Company may evaluate the amount and timing
of raising new debt due to investment programs or
initiate new investments in the share capital by
shareholder. Also asset revaluation directly
influences the capital structure. To comply with loan
covenants, the Company monitors capital on the
basis of the capital ratio.

This ratio is calculated by dividing the equity by the
sum of total assets and nominal value of issued and
outstanding financial guarantees. According to the
Company’s strategy and defined loan covenants as
per loan agreements the capital ratio shall be
maintained at least at 30% level.
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31/12/2013 31/12/2012 31/12/2013 31/12/2012

LVL’'000 LVL'000 EUR’000 EUR’000

Total equity 1,435,430 1,439,103 2,042,434 2,047,660
Total assets and outstanding financial guarantees

issued 2,270,877 2,270,388 3,231,169 3,230,472

Capital Ratio (%) 63% 64% 63% 64%

3.3. Fair value estimation of financial
instruments

The fair value of financial instruments is defined as
the price that would be received to sell an asset or
paid to transfer a liability in an orderly transaction
between market participants at the measurement
date. Fair values are estimated based on market
prices and discounted cash flow models as
appropriate (Note 4 c).

The fair value of financial instruments traded in
active markets is based on quoted market prices at
the end of reporting period. The quoted market

prices used for financial assets held by the
Company is the current bid prices.

The fair value of financial instruments that are not
traded in an active market is determined by using
valuation techniques. The Company uses a variety
of methods and make assumptions that are based
on market conditions existing at each end of
reporting period. Estimated discounted cash flows
are used to determine fair value for the remaining
financial instruments.

The fair value of interest rate swaps is calculated as
the present value of the estimated future cash flows,

4. CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS

Estimates and judgments are regularly evaluated
and are based on historical experience and other
factors, including expectations of future events that
are believed to be reasonable wunder the
circumstances. The resulting accounting estimates
will, by definition, seldom equal the related actual
results. The estimates and assumptions that have a
significant risk of causing a material adjustment to
the carrying amounts of assets and liabilities within
the next financial year are discussed below.

a) Estimates concerning property, plant and
equipment

1) Useful lives of property, plant and equipment
The Company makes estimates concerning the
expected useful lives and residual values of
property, plant and equipment. These are reviewed
at the end of each reporting period and are based
on the past experience as well as industry practice.
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Il) Recoverable amount of property, plant and
equipment

When the events and circumstances indicate a
potential impairment, the Company performs
impairment tests for items of property, plant and
equipment. According to these tests assets are
written down to their recoverable amounts, if
necessary. When carrying out impairment tests
management uses various estimates for the cash
flows arising from the use of the assets, sales,
maintenance, and repairs of the assets, as well as in
respect of the inflation and growth rates. The
estimates are based on the forecasts of the general
economic environment, consumption and the sales
price of electricity. If the situation changes in the
future, either additional impairment could be
recognised, or the previously recognised impairment
could be partially or fully reversed. Such factors as
high maintenance and reconstruction costs, low load

by discounting their future contractual cash flows at
current market interest rates for similar financial
instruments.

The fair value of electricity swap agreements is
calculated as discounted difference between actual
market and settlement prices multiplied by the
volume of the agreement.

Fair values of financial instruments are obtained
from corresponding bank’s revaluation reports and
in financial statements fair values of financial
instruments as specified by banks are disclosed.

of several auxiliaries, comparatively substantial
maintenance expense, limited facilities to sell
property, plant and equipment in the market and
other essential factors have an impact of decreasing
of the recoverable amounts. If discount rate used for
the purposes of impairment charge calculation
would be lower or higher by one per cent point the
current year’'s impairment charge on technological
equipment would be by LVL 25.8 million (EUR 36.8
million) higher or lower (2012: LVL 27.9 million (EUR
39.7 million)). Impairment charges recognised
during the current reporting year are disclosed in
Note 13 b.

IIl) Revaluation of property, plant and equipment
External, certified valuers have performed
revaluation of the Company’s property, plant and
equipment by applying the depreciated replacement
cost model. Valuation has been performed
according to international standards on property
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valuation and JIAS 16 “Property, plant and
equipment”, based on current use of property, plant
and equipment. As a result of revaluation,
depreciated replacement cost was determined for
each asset. Depreciated replacement cost is
calculated as land’s instant market value at its
current use, increased by the replacement cost of
existing buildings and refinements on the said land
plot and decreased by the depreciation expenses
and other impairment losses. Last revaluation was
performed for assets of Daugava hydropower plants
as at 1 January 2012 and results of revaluation are
disclosed in Note 13 a.

b) Recoverable amount of trade receivables

The estimated collectability of accounts receivable is
assessed on an individual basis for each customer.
In case individual assessment is not possible due to
the large number of individual balances, receivables
are classified into groups of similar credit risk
characteristics and are collectively assessed for
impairment, using historical loss experience.
Historical loss experience is adjusted on the basis of
current observable data to reflect the effects of
current conditions that did not affect the period on
which the historical loss experience is based and to
remove the effects of conditions in the historical
period that do not exist currently. The circumstances
indicating an impairment loss may include initiated
insolvency of the debtor and inability to meet
payment terms (Note 2.10.). The methodology and
assumptions used for estimating future cash flows
are reviewed regularly to reduce any differences
between loss estimates and actual loss incurred
(Note 16).
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c) Fair values of financial instruments

The fair value of financial instruments that are not
traded in an active market is determined by using
valuation techniques. In valuation models is used only
observable data, however in such factors as credit
risk (both own and counterparty’s), volatility and
corellation requires the management’s estimates.

The Company uses a variety of methods and make
assumptions that are based on market conditions
existing at each end of reporting period. However,
changes in assumptions about these factors could not
affect fair value of financial instruments as disclosed
in financial statements, as for the accounting has
been used fair values of the financial instruments
respectively disclosed in the corresponding banks’
reports (Note 26).

d) Recognition of connection service fees

Connection and other service fees are recognised
as income over the estimated customer relationship
period, which is 20 years. The estimated customer
relationship period is based on the Company’s
Management estimate.

e) Evaluation of effectiveness of hedging
instruments

The Company has concluded swap agreements to
hedge the risk of the interest rate fluctuations to
which cash flow hedge risk accounting is applied.
The gains and losses from changes in the fair value
of the effective hedging instruments and items
secured against risk are included in respective
equity reserve. The evaluation of the effectiveness
of the hedging is based on the Company’s
Management estimates with regard to signed
variable interest loan agreements. When hedging
instruments turn out to be ineffective, gains/losses
from the changes in the fair value is recognised in
the Company’s Income Statement (Note 26).
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5. REVENUE

2013 2012 2013 2012

LVL’000 LVL’000 EUR’000 EUR’000

Electricity sales 544,758 532,855 775,122 758,185
Heat sales 73,205 79,689 104,161 113,387
Lease of assets 11,210 6,357 15,950 9,045
Other revenue 34,600 36,514 49,231 51,955
663,773 655,415 944,464 932,572

Geographical distribution of revenues

2013 2012 2013 2012

LVL’000 LVL’000 EUR’000 EUR’000

Latvia 614,492 595,458 874,344 847,261
Lithuania 6,922 20,904 9,849 29,744
Estonia 21,615 15,030 30,755 21,386
Other European Union countries 679 1,772 966 2,521
Other countries 20,065 22,251 28,550 31,660
663,773 655,415 944,464 932,572

6. OTHER INCOME

2013 2012 2013 2012

LVL’000 LVL’000 EUR’000 EUR’000

Gain from sale of investment property and property, plant and equipment 645 186 918 265
Gain from disposal of non-current assets revaluation reserve (Note 19) 457 569 650 810
Gain from sale of current assets and recovered inventories 806 345 1,147 491
Compensation of losses, fines and penalties and other income 842 1,212 1,198 1,724
2,750 2,312 3,913 3,290

LATVENERGO AS — ANNUAL REPORT 2013 25 from 52



7. RAW MATERIALS AND CONSUMABLES USED

2013 2012 2013 2012
LVL’000 LVL’000 EUR’000 EUR’000
Electricity:
Purchased electricity 211,071 207,630 300,326 295,431
Fair value loss / (income) on electricity swaps (Note 26 c) 3,125 (1,525) 4,447 (2,170)
214,196 206,105 304,773 293,261
Fuel expense 142,948 131,257 203,398 186,762
Fair value income on CO, emission allowances forward contracts (Note 26 d) - (4,598) - (6,542)
Raw materials, spare parts and maintenance costs 10,798 10,388 15,363 14,780
367,942 343,152 523,534 488,261
8. PERSONNEL EXPENSES
2013 2012 2013 2012
LVL’000 LVL’000 EUR’000 EUR’000
Wages and salaries 18,335 16,940 26,089 24,103
Expenditure of employment termination 736 249 1,047 355
Pension costs — defined contribution plan 799 746 1,137 1,061
State social insurance contributions and other benefits defined in the Collective Agreement 4,532 4,200 6,448 5,976
Total (including remuneration to the management): 24,402 22,135 34,721 31,495
Remuneration to the management:
- wages and salaries 388 224 552 319
- pension costs — defined contribution plan 19 9 27 13
- state social insurance contributions and other benefits defined in the Collective Agreement 93 55 132 78
500 288 711 410
2013 2012
Number of employees at the end of the year 1,428 1,380
Average number of employees during the year 1,426 1,348

Remuneration to the management includes remuneration to the members of the Company’s Management Board.
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9. OTHER OPERATING EXPENSES

2013 2012 2013 2012
LVL’000 LVL’000 EUR’000 EUR’000
Selling expenses and customer service costs 12,568 12,880 17,883 18,327
Transmission system service costs 1,759 2,897 2,503 4,122
Distribution system service costs 160,468 168,181 228,325 239,300
Telecommunication and information technology maintenance expenses 3,898 3,930 5,546 5,592
Transportation expenses 1,805 1,711 2,568 2,435
Environment protection and work safety expenses 2,326 2,015 3,310 2,867
Rent, maintenance and other utilities and service costs 4,176 2,821 5,942 4,014
Electricity transit and capacity utilisation costs 2,608 2,333 3,711 3,320
Public utilities regulation fee 672 427 956 608
Other expenses 4,478 5,446 6,371 7,748
194,758 202,641 277,115 288,333
10. FINANCE INCOME AND COSTS
a) Finance income
2013 2012 2013 2012
LVL’000 LVL’000 EUR’000 EUR’000
Interest income 5,189 6,700 7,383 9,533
Coupon interest income from held-to-maturity financial assets 1,083 1,097 1,541 1,561
Fair value gain on interest rate swaps (Note 26 b) 1,347 - 1,917 -
Fair value gain on issued guarantees (Note 28) 200 136 285 194
Net gain on redemption of held-to-maturity financial assets - 226 - 321
Net gain on issued debt securities (bonds) 25 - 36 -
Net gain from currency exchange rate fluctuations 98 866 138 1,232
7,942 9,025 11,300 12,841
b) Finance costs
2013 2012 2013 2012
LVL’000 LVL’000 EUR’000 EUR’000
Interest expense on borrowings 8,940 10,235 12,720 14,563
Interest expense on interest rate swaps 6,470 4,864 9,206 6,921
Management commission on borrowings 23 106 33 151
Fair value loss on interest rate swaps (Note 26 b) - 283 - 403
Fair value loss on forward foreign currencies exchange contracts (Note 26 e) 11 105 16 149
Capitalised borrowing and finance costs (2,584) (4,176) (3,677) (5,942)
Net losses on redemption of held-to-maturity financial assets 42 - 60 -
12,902 11,417 18,358 16,245
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11. INCOME TAX

2013 2012 2013 2012

LVL’000 LVL’000 EUR’000 EUR’000

Current income tax - 7,404 - 10,535
Deferred income tax 2,999 (1,059) 4,268 (1,507)
2,999 6,345 4,268 9,028

The tax on the Company’s profit before tax differs from the theoretical amount that would arise if using the tax rate applicable to profits of the Company as follows:

2013 2012 2013 2012

LVL’000 LVL’000 EUR’000 EUR’000

Profit before tax 22,138 38,754 31,500 55,142
Corporate income tax at the statutory rate 15% 3,321 5,813 4725 8,271
Real estate tax (106) (104) (151) (148)
Expenses non-deductible for tax purpose 143 217 203 309
Dividends received from subsidiaries (960) (517) (1,366) (736)
Tax deductions for donations - (175) - (249)
Allowances for trade receivables 1,466 1,616 2,087 2,299
Tax losses transferred to subsidiaries 2,723 - 3,874 -
Other expenses (50) (17) (71) (24)
Tax incentives for new technological equipment * (3,538) (488) (5,033) (694)
2,999 6,345 4,268 9,028

* - increase in the amount of depreciation of property, plant and equipment applying coefficients for additions of property, plant and equipment and calculation of depreciation for
tax purposes as defined in article No. 13 of the Law of Corporate Income Tax of the Republic of Latvia

In accordance with section 14.' of the Law Of Deferred income tax assets and liabilities are offset liabilities and when the deferred income taxes
Corporate Income Tax of the Republic of Latvia, in in the Company when there is a legally enforceable relate to the same taxation authority.
2013 Latvenergo AS transferred its tax losses to right to offset current tax assets against current tax

subsidiaries free of charge in the amount of LVL
18,153 thousand (EUR 25,829 thousand).

The movement on the deferred income tax accounts is as follows:

2013 2012 2013 2012

LVL’000 LVL’000 EUR’000 EUR’000

At the beginning of the year 83,423 74,896 118,700 106,567
Expenses charged / (income credited) to the Income Statement 2,999 (1,059) 4,268 (1,507)
Attributable to non-current assets revaluation reserve in equity (68) 9,586 (97) 13,640
Deferred tax liabilities at the end of the year 86,354 83,423 122,871 118,700
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Deferred income tax has been calculated from the following temporary differences between assets and liabilities values for financial reporting and tax purposes:

2013 2012 2013 2012
LVL’000 LVL’000 EUR’000 EUR’000
Deferred tax liabilities: Accelerated tax depreciation
At the beginning of the year 85,641 78,005 121,856 110,992
Expenses charged / (income credited) to the Income Statement 3,338 (1,950) 4,750 (2,776)
Attributable to non-current assets revaluation reserve in equity (69) 9,586 (98) 13,640
At the end of the year 88,910 85,641 126,508 121,856
Deferred tax assets: Accruals/provisions
At the beginning of the year (2,218) (3,109) (3,156) (4,424)
(Income credited) / expenses charged to the Income Statement (338) 891 (481) 1,268
At the end of the year (2,556) (2,218) (3,637) (3,156)
Deferred tax liabilities at the end of the year 86,354 83,423 122,871 118,700
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12. INTANGIBLE ASSETS

Connection CEECS ungjer Connection GELS unFier
usage rights Software gggsgyf;:rllzg TOTAL usage rights Software gggséé?gr']zg TOTAL
and licenses payments and licenses payments
LVL’000 LVL’000 LVL’000 LVL’000 EUR’000 EUR’000 EUR’000 EUR’000
At 31 December 2011
Cost 3,992 19,139 497 23,628 5,681 27,232 707 33,620
Accumulated amortisation (815) (14,748) - (15,563) (1,160) (20,985) - (22,145)
Net book amount 3,177 4,391 497 8,065 4,521 6,247 707 11,475
Year ended 31 December 2012
Opening net book amount 3,177 4,391 497 8,065 4,521 6,247 707 11,475
Additions 2 1,012 2,088 3,102 3 1,440 2,971 4,414
Disposals* (281) (1) - (282) (400) (1) - (401)
Amortisation charge - (2,221) - (2,221) - (3,160) - (3,160)
Closing net book amount 2,898 3,181 2,585 8,664 4,124 4,526 3,678 12,328
At 31 December 2012
Cost 3,994 19,855 2,585 26,434 5,683 28,251 3,678 37,612
Accumulated amortisation (1,096) (16,674) - (17,770) (1,559) (23,725) - (25,284)
Net book amount 2,898 3,181 2,585 8,664 4,124 4,526 3,678 12,328
Year ended 31 December 2013
Opening net book amount 2,898 3,181 2,585 8,664 4,124 4,526 3,678 12,328
Additions 2,144 2,228 1,283 5,655 3,051 3,170 1,826 8,047
Disposals* (299) - - (299) (426) - - (426)
Amortisation charge - (1,431) - (1,431) - (2,036) - (2,036)
Closing net book amount 4,743 3,978 3,868 12,589 6,749 5,660 5,504 17,913
At 31 December 2013
Cost 6,139 20,815 3,868 30,822 8,735 29,617 5,504 43,856
Accumulated amortisation (1,396) (16,837) - (18,233) (1,986) (23,957) - (25,943)
Net book amount 4,743 3,978 3,868 12,589 6,749 5,660 5,504 17,913

* Amortisation charge of connection usage rights is included in the Company’s Income Statement position ‘Other operating expenses’.
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a) Greenhouse gas emission allowances:

2013 2012

Number of allowances Number of allowances

At the beginning of the year 2,950,301 505,263
Allowances allocated free of charge 502,865 2,858,891
Purchased allowances - 562,188
Used allowances (1,075,392) (906,041)
Sales of allowances - (70,000)
At the end of the year 2,377,774 2,950,301

Allowances are allocated free of charge in
accordance with the law “On Pollution” and
Directives of the Ministry of Environmental Protection
and Regional Development of the Republic of Latvia
and are recognised at zero cost.

As at the end of reporting year the number of
allowances in the Company received in 2013 from
the Government free of charge was 502,865
(31/12/2012: 2,858,891). Therefore their carrying
amount as at the end of reporting year was nil
(31/12/2012: nil).

LATVENERGO AS — ANNUAL REPORT 2013

The fair value of greenhouse gas emission
allowances as at 31 December 2013 was LVL 1,774
thousand (EUR 2,524 thousand) (31/12/2012: LVL
13,462 thousand (EUR 19,155 thousand)). For
estimation of the fair value of allowances were used
closing market prices of NASDAQ OMX
Commodities exchange on the last trade date on 31
December 2013 - 5.02 EUR/t (30/12/2012: 6.7
EUR/).

In 24 October 2012 in accordance with Directive No.
51 of the Ministry of Environmental Protection and
Regional Development of the Republic of Latvia “For
additional allocation of gas emission allowances for
Latvenergo AS thermal plant TEC-2 in period from
2009 until 2012” all allowances for four-year period are
received and allocated in 2012 and transferred to next
allocation period.
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13. PROPERTY, PLANT AND EQUIPMENT AND INVESTMENT PROPERTY

Revalued

Revalued

Daugava Non- ) Land, Daugava Non- Technology Revalued reva’;lL?enc; Other SRS RS Property,
hydropower reya!ued buildings  hydropower revalued equipment Daugava v property, = pIa_nt and

LVL plants’ buildings and plants’ technology and hydropower plant and equipment,

buildings and facilities, technology equipment, machinery, plants’ PR, equipment, Ui EEETEE TOTAL

and facilities total equipment, machinery total other PPE pla}nt e total Paviients
facilities machinery LRI
LVL’000 LVL’000 LVL’000 LVL’000 LVL'000 LVL’000 LVL’000 LVL’000 LVL’000 LVL’000 LVL’000
As at 31 December 2011
Cost or valuation 1,041,813 222,846 1,264,659 158,771 216,532 375,303 7,477 76,916 84,393 193,932 1,918,287
Accumulated depreciation and impairment (592,764) (57,285) (650,049) (120,410) (127,354) (247,764) (3,675) (60,041) (63,716) (4,710) (966,239)
Net book amount 449,049 165,561 614,610 38,361 89,178 127,539 3,802 16,875 20,677 189,222 952,048
Year ended 31 December 2012
Opening net book amount 449,049 165,561 614,610 38,361 89,178 127,539 3,802 16,875 20,677 189,222 952,048
Revaluation of PPE 12,634 - 12,634 51,294 - 51,294 539 - 539 - 64,467
Additions 4,044 4,013 8,057 2,633 709 3,342 21 6,647 6,668 77,836 95,903
Invested in Latvijas elektriskie tikli AS - - - - - B - - . (6,662) (6,662)
Invested in share capital - 1,062 1,062 - - - - - - - 1,062
Transfers 1,418 (1,330) 88 (928) 932 4 282 (374) (92) - -
Reclassified to investment property - (896) (896) - - - - - - - (896)
Disposals (7) (32) (39) (19) (58) (77) - (14) (14) (154) (284)
Impairment charge - 304 304 - (3,114) (3,114) - - - 216 (2,594)
Depreciation (10,980) (6,157) (17,137) (7,060) (15,644) (22,704) (459) (6,987) (7,446) - (47,287)
Closing net book amount 456,158 162,525 618,683 84,281 72,003 156,284 4,185 16,147 20,332 260,458 1,055,757
As at 31 December 2012
Cost or valuation 1,051,763 221,289 1,273,052 227,803 215,928 443,731 9,598 77,628 87,226 264,953 2,068,962
Accumulated depreciation and impairment (595,605) (58,764) (654,369) (143,522) (143,925) (287,447) (5,413) (61,481) (66,894) (4,495) (1,013,205)
Net book amount 456,158 162,525 618,683 84,281 72,003 156,284 4,185 16,147 20,332 260,458 1,055,757
Year ended 31 December 2013
Opening net book amount 456,158 162,525 618,683 84,281 72,003 156,284 4,185 16,147 20,332 260,458 1,055,757
Additions - 7 7 - 7 7 - 6,189 6,189 34,354 40,557
Invested in share capital - 614 614 - - - - - - - 614
Transfers 2,363 61,030 63,393 4,557 202,992 207,549 - 5,007 5,007 (275,949) -
Disposals - (8) (8) - - - - (17) (17) (61) (86)
Impairment charge - - - - (12,407) (12,407) - - - (45) (12,452)
Depreciation (11,030) (6,664) (17,694) (7,293) (19,114) (26,407) (356) (7,111) (7,467) - (51,568)
Closing net book amount 447,491 217,504 664,995 81,545 243,481 325,026 3,829 20,215 24,044 18,757 1,032,822
As at 31 December 2013
Cost or valuation 1,053,855 282,753 1,336,608 231,539 408,703 640,242 9,598 84,677 94,275 23,296 2,094,421
Accumulated depreciation and impairment (606,364) (65,249) (671,613) (149,994) (165,222) (315,216) (5,769) (64,462) (70,231) (4,539) (1,061,599)
Net book amount 447,491 217,504 664,995 81,545 243,481 325,026 3,829 20,215 24,044 18,757 1,032,822
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Revalued Revalued Non-
Daugava Non- } Lgnd. Daugava Non- Techpology Revalued R Other Assets Property,
hydropower revalued buildings  hydropower revalued equipment Daugava o property, under plant and

EUR plants’ buildings and plants’ technology and hydropower Gl plantand  construction equipment,

buildings and facilities,  technology equipment, machinery, plants’ plroperty| equipment, and advance TOTAL

and facilities total equipment, machinery total other PPE P a}nt £l total payments
facilities machinery e
EUR’000 EUR’'000 EUR’000 EUR’'000 EUR’000 EUR’000 EUR’000 EUR’000 EUR’000 EUR’000 EUR’000

As at 31 December 2011
Cost or valuation 1,482,366 317,081 1,799,447 225,911 308,097 534,008 10,639 109,442 120,081 275,940 2,729,476
Accumulated depreciation and impairment (843,427) (81,509) (924,936) (171,328) (181,208) (352,536) (5,229) (85,431) (90,660) (6,702) (1,374,834)
Net book amount 638,939 235,572 874,511 54,583 126,889 181,472 5,410 24,011 29,421 269,238 1,354,642
Year ended 31 December 2012
Opening net book amount 638,939 235,572 874,511 54,583 126,889 181,472 5,410 24,011 29,421 269,238 1,354,642
Revaluation of PPE 17,977 - 17,977 72,985 - 72,985 767 - 767 - 91,729
Additions 5,754 5,710 11,464 3,746 1,009 4,755 30 9,458 9,488 110,750 136,457
Invested in Latvijas elektriskie tikli AS - - - - - - - - - (9,479) (9,479)
Invested in share capital - 1,511 1,511 - - B - - - 1,511
Transfers 2,018 (1,892) 126 (1,321) 1,326 5 401 (532) (131) - -
Reclassified to investment property - (1,275) (1,275) - - - - - - - (1,275)
Disposals (10) (46) (56) (27) (83) (110) - (20) (20) (218) (404)
Impairment charge - 433 433 - (4,431) (4,431) - - B 307 (3,691)
Depreciation (15,623) (8,761) (24,384) (10,045) (22,259) (32,304) (653) (9,942) (10,595) - (67,283)
Closing net book amount 649,055 231,252 880,307 119,921 102,451 222,372 5,955 22,975 28,930 370,598 1,502,207
As at 31 December 2012
Cost or valuation 1,496,525 314,866 1,811,391 324,133 307,238 631,371 13,657 110,455 124,112 376,994 2,943,868
Accumulated depreciation and impairment (847,470) (83,614) (931,084) (204,212) (204,787) (408,999) (7,702) (87,480) (95,182) (6,396) (1,441,661)
Net book amount 649,055 231,252 880,307 119,921 102,451 222,372 5,955 22,975 28,930 370,598 1,502,207
Year ended 31 December 2013
Opening net book amount 649,055 231,252 880,307 119,921 102,451 222,372 5,955 22,975 28,930 370,598 1,502,207
Additions - 10 10 - 10 10 - 8,806 8,806 48,881 57,707
Invested in share capital - 874 874 - - - - - - - 874
Transfers 3,362 86,838 90,200 6,484 288,832 295,316 - 7,124 7,124 (392,640) -
Disposals - (12) (12) - - - - (24) (24) (86) (122)
Impairment charge - - - - (17,654) (17,654) - - - (64) (17,718)
Depreciation (15,694) (9,482) (25,176) (10,377) (27,197) (37,574) (507) (10,117) (10,624) - (73,374)
Closing net book amount 636,723 309,480 946,203 116,028 346,442 462,470 5,448 28,764 34,212 26,689 1,469,574
As at 31 December 2013
Cost or valuation 1,499,501 402,321 1,901,822 329,450 581,532 910,982 13,657 120,485 134,142 33,147 2,980,093
Accumulated depreciation and impairment (862,778) (92,841) (955,619) (213,422) (235,090) (448,512) (8,209) (91,721) (99,930) (6,458) (1,510,519)
Net book amount 636,723 309,480 946,203 116,028 346,442 462,470 5,448 28,764 34,212 26,689 1,469,574
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According to The State Land Service data the
cadastral value of Latvenergo AS real estate in 2013
amounted to LVL 65,816 thousand (EUR 93,648
thousand) (2012: LVL 68,926 thousand (EUR 98,073
thousand)).

In 2013 the Company has capitalised borrowing and
finance costs in the amount of LVL 2,584 thousand
(EUR 3,677 thousand) (2012: LVL 4,176 thousand
(EUR 5,942 thousand)) and has capitalised fuel costs
in the amount of LVL 6,728 thousand (EUR 9,573
thousand) during the adjustment of new power unit for
Riga 2nd combined heat and power plant.

a) Property, plant and equipment revaluation
Latvenergo AS revalued assets of Daugava
hydropower plants as at 1 January 2012. Valuation
have been done by independent certified valuators by
applying the cost model, which provides, that the
assets value comprises replacement or renewal costs
of similar asset at the date of revaluation less the
accumulated depreciation and impairment losses. To
determine original cost replacement value of the
revaluated asset is used current acquisition or
purchase cost.

As at the end of the reporting period carrying value of
the Daugava hydropower plants assets approximates
its fair value. In 2012 the increase in revalued
Daugava hydropower plants in amount of LVL 64,436
thousand (EUR 91,684 thousand), net of deferred tax,
was charged to non-current assets revaluation
reserve under the equity and the increase in the
amount of LVL 31 thousand (EUR 44 thousand), that
has been previously charged to expenses, in the

Company’s Income Statement wunder position
‘Increase  of non-current assets value due
revaluation’.

The carrying amounts of revalued property, plant and equipment of Daugava hydropower plants assets at revalued amounts and their cost basis are as follows:

Technology  Other property, Technology  Other property,
Buildings and  equipment and plant and TOTAL Buildings and equipment and plant and TOTAL
facilities machinery equipment facilities machinery equipment
LVL’000 LVL’000 LVL’000 LVL’000 EUR’000 EUR’000 EUR’000 EUR’000
At revalued amounts:
As at 31 December 2012
Revalued 1,051,763 227,803 9,598 1,289,164 1,496,524 324,134 13,657 1,834,315
Accumulated depreciation (595,605) (143,522) (5,413) (744,540) (847,470) (204,213) (7,702) (1,059,385)
Revalued net book amount 456,158 84,281 4,185 544,624 649 054 119,921 5,955 774,930
As at 31 December 2013
Revalued 1,053,855 231,539 9,598 1,294,992 1,499,501 329,450 13,657 1,842,608
Accumulated depreciation (606,364) (149,994) (5,769) (762,127) (862,778) (213,422) (8,209) (1,084,409)
Revalued net book amount 447,491 81,545 3,829 532,865 636,723 116,028 5,448 758,199
At amounts stated on historical cost basis:

As at 31 December 2012
Cost 72,063 101,198 7,558 180,819 102,536 143,992 10,754 257,282
Accumulated depreciation (23,057) (69,804) (6,336) (99,197) (32,807) (99,322) (9,015) (141,144)
Net book amount 49,006 31,394 1,222 81,622 69,729 44,670 1,739 116,138
As at 31 December 2013
Cost 74,420 105,447 7,558 187,425 105,890 150,038 10,754 266,682
Accumulated depreciation (24,362) (72,697) (6,460) (103,519) (34,664) (103,439) (9,192) (147,295)
Net book amount 50,058 32,750 1,098 83,906 71,226 46,599 1,562 119,387

b) Impairment

Impairment review performed in accordance with IAS
36 ‘Impairment of Assets’ and resulted in an
impairment charge on technological equipment and
machinery of the Riga combined heat and power plant
(carried in non-revalued technology equipment and
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machinery) based on value in use calculations. The
accumulated impairment as at 31 December 2013
amounted to LVL 65,902 thousand (EUR 93,770
thousand) (31/12/2012: LVL 53,495 thousand (EUR
76,117 thousand)). The cash-generating unit is
defined as the assets of Riga combined heat and
power plant. In 2013, a one-off impairment loss of

Riga combined heat and power plants (Riga CHHPS)
in the amount of LVL 12.4 million (EUR 17.7 million)
has been recognised. Additional impairment was
made due the Subsidised Energy Tax (SET) Law
adopted by the Saiema (the Parliament of the
Republic of Latvia) in late 2013 which provides
implementation of subsidised energy tax (hereinafter -
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SEN). Law shall come into force from 1 January 2014
and tax will be applied for taxable income from 1
January 2014 until 31 December 2017. For Riga

combined heat and power plants, which use fossil
energy resources for electricity generation, estimated
tax rate is 15%. Nominal pre-tax discount rate used to

determine value in use of cash-generating unit by
discounting cash flows is 7.3% (2012: 7.4%).

c) Operating lease of assets (the Company as lessor)

Assets leased to subsidiaries Latvijas elektriskie tikli AS and Sadales tikls AS:

Latvijas elektriskie tikli AS Sadales tikls AS TOTAL Latvijas elektriskie tikli AS Sadales tikls AS TOTAL
LVL’000 LVL’000 LVL’000 EUR’000 EUR’000 EUR’000

As at 31 December 2013
Cost or valuation 24,205 65,232 89,437 34,441 92,817 127,258
Accumulated depreciation (5,666) (31,330) (36,996) (8,062) (44,579) (52,641)
Net book amount 18,539 33,902 52,441 26,379 48,238 74,617

In order to provide its operating activities Latvenergo
AS on 1 April 2011 entered into agreement with
subsidiary Latvijas elektriskie tikli AS for lease of the
real estate related to transmission system network
infrastructure with duration of five years. Real estate
and non-current assets rent for the period from 2013
until 2016 is calculated on the basis of the Company’s

d) Investment property

management estimates for the foreseeable value
changes of leased assets.

On 1 October 2011 Latvenergo AS invested most of
the distribution system assets in its subsidiary
Sadales ftikls AS, which continues the management
and maintenance of assets. Rent for lease of the real

Property, plant and equipment had not used in operating activities in 2012 were reclassified to investment property.

estate related to distribution system network
infrastructure is calculated for 2012 on the basis of the
Company’s management estimates as at the date of
preparation of financial statements for the foreseeable
value changes of assets as a result of capital
investment projects realised by the Company.

Type of property, plant and Land
equipment

TOTAL land and

Buildings buildings

Land

TOTAL land and

Buildings buildings

31/12/2013  31/12/2012

31/12/2013  31/12/2012 31/12/2013 31/12/2012 | 31/12/2013

31/12/2012  31/12/2013 31/12/2012 31/12/2013 31/12/2012

LVL’000 LVL'000

LVL'000 LVL'000 LVL'000 LVL'000 EUR’000

EUR’000 EUR’000 EUR’000 EUR’000 EUR’000

At the beginning of the year 187 - 709 - 896 - 266 - 1,009 - 1,275 -
Reclassified from property,

plant and equipment to

investment property - 187 - 709 - 896 - 266 - 1,009 - 1,275
Released (20) - (35) - (55) - (28) - (50) - (78) -
At the end of the year 167 187 674 709 841 896 238 266 959 1,009 1,197 1,275

Based on fair value estimations for real estate assets
prepared by external, certified valuers the fair value of
the investment property at the end of 2013 assessed
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in the amount of LVL 1,844 thousand (EUR 2,624
thousand). As the estimated fair value is higher than
assets closing net book amount therefore investment

property is recognised and accounted at amounts
stated on historical cost basis less accumulated
depreciation and impairment loss.
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14. INVESTMENTS

The Company’s participating interest in subsidiaries and associates (%):

31/12/2013 31/12/2012

Subsidiaries:
Management of

Latvijas elektriskie tikli AS Latvia transmission system assets 100% 100%
Sadales tikls AS Latvia Electricity distribution 100% 100%
Elektrum Eesti OU Estonia Electricity supply 100% 100%
Elektrum Latvija SIA Latvia Electricity supply 100% 100%
Elektrum Lietuva UAB Lithuania Electricity supply 100% 100%
Liepajas energija SIA Latvia Thermal energy and electricity generation and supply 51% 51%
Associates:
Pirmais Slégtais Pensiju Fonds AS Latvia Management of pension plans 46.30% 46.30%
Nordic Energy Link AS — investment held
for sale Estonia Electricity transmission 25% 25%

The Company owns 46.30% of the shares of the
closed pension fund Pirmais Slégtais Pensiju Fonds
AS. However, the Company is only a nominal
shareholder as all risks and benefits arising from
associate’s activities will accrue to the Company’s
employees who are members of the pension fund.

Movement on investments in subsidiaries:

Investments in subsidiaries

On 30 November 2012 the Company increased its
investment in subsidiary Latvijas elektriskie tikli AS
with property investment in the amount of LVL 3,631
thousand (EUR 5,167 thousand) which was defined as
the positive difference between the net investment in

project’'s ,330 kV Kurzeme Ring construction” assets
under construction in the amount of LVL 6,661
thousand (EUR 9,478 thousand) and relevant liabilities
of project in the amount of LVL 3,030 thousand (EUR
4,311 thousand).

2013 2012 2013 2012

LVL’000 LVL’000 EUR’000 EUR’000

At the beginning of the year 574,169 570,538 816,969 811,802
Increase of subsidiaries’ share capital - 3,631 - 5,167
At the end of the year 574,169 574,169 816,969 816,969
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a) Investments in associates and other non-current financial investments

31/12/2013 31/12/2012 31/12/2013 31/12/2012
LVL’000 LVL’000 EUR’000 EUR’000
Investments in associates:
Investment in Nordic Energy Link AS - 3,861 - 5,494
Investment in Pirmais Slégtais Pensiju Fonds AS 25 25 36 36
Other non-current financial investments:
Investment in Rigas siltums AS 3 3 4 4
28 3,889 40 5,534
Financial investments held for sale *:
Reclassified investment in Nordic Energy Link AS 3,861 - 5,494 -
3,889 - 5,534 -

* On 26 September Shareholder's Meeting of Latvenergo AS decided to terminate Latvenergo AS participation in Nordic Energy Link AS. According to the Directive 2009/72/EC of the European Parliament and of the
Council of 13 July 2009 concerning common rules for the internal market in electricity and repealing Directive 2003/54/EC, Latvenergo AS, as electricity generator and supplier, needs to perform activities so that after 31
December 2013 it would not be owner of the electricity transmission infrastructure. As at 31 December 2013 investment in Nordic Energy Link AS is presented as the current asset held for sale and measured at lower
carrying amount or net recoverable amount. On 12 February 2014 the Cabinet of Ministers of the Republic of Latvia adopted decision No. 67 ,On Latvenergo AS termination of partnership in Nordic Energy Link AS”.

b) Income on the Company’s participating interest in subsidiaries

2013 2012 2013 2012
LVL’000 LVL’000 EUR’000 EUR’000
Dividends received:
Latvijas elektriskie tikli AS 4,940 2,534 7,028 3,605
Sadales tikls AS 498 - 709 -
Elektrum Lietuva UAB 428 712 609 1,013
Elektrum Eesti OU 305 203 434 289
Liepajas energija SIA 229 - 326 -
6,400 3,449 9,106 4,907
Income on sale of investment in Augstspriequma tikls AS - 3,900 - 5,549
Sold investment in Augstsprieguma tikls AS - (3,900) - (5,549)
Name Equity Net profit / (loss) Net shaye of interest Equity Net profit / (loss) for Net shqre of interest from
of the Gompany for the year from investment the year investment
31/12/2013 31/12/2012 2013 2012 31/12/2013 31/12/2012 | 31/12/2013 31/12/2012 2013 2012 31/12/2013 31/12/2012
LVL’000 LVL’000  LVL'000  LVL'000 LVL’000 LVL’000 EUR’000 EUR’000 EUR’000 EUR’000 EUR’000 EUR’000
Subsidiaries:
Latvijas elektriskie tikli AS 139,699 136,228 8,411 5,489 130,457 130,457 198,774 193,835 11,968 7,810 185,624 185,624
Sadales tikls AS 407,841 399,896 8,443 553 441,119 441,119 580,305 569,001 12,013 787 627,656 627,656
Elektrum Eesti OU 603 740 169 340 25 25 858 1,053 240 484 36 36
Elektrum Lietuva UAB 452 641 240 476 69 69 643 912 341 677 98 98
Liepajas energija SIA 9,256 7,064 2,645 901 2,499 2,499 13,170 10,051 3,763 1,282 3,556 3,556
557,851 544,569 19,908 7,759 574,169 574,169 793,750 774,852 28,325 11,040 816,970 816,970
Financial investments held for sale:
Nordic Energy Link AS 22,659 19,838 2,821 1,174 3,861 3,861 32,241 28,227 4,014 1,670 5,494 5,494
22,659 19,838 2,821 1,174 3,861 3,861 32,241 28,227 4,014 1,670 5,494 5,494
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15. INVENTORIES

31/12/2013 31/12/2012 31/12/2013 31/12/2012
LVL’000 LVL’000 EUR’000 EUR’000
Raw materials and spare parts 3,252 2,869 4,628 4,082
Technological fuel, petrol, oils and lubricants 3,212 4,124 4,570 5,868
Advance payments for inventories 7 9 10 13
Allowance for raw materials, spare parts, technological fuel (2,541) (2,311) (3,616) (3,288)
3,930 4,691 5,592 6,675
Movements on allowances for inventories:
2013 2012 2013 2012
LVL’000 LVL’000 EUR’000 EUR’000
At the beginning of the year 2,311 2,241 3,288 3,189
Inventories written off (5) (13) (6) (19)
Charged to the Income Statement 235 83 334 118
At the end of the year 2,541 2,311 3,616 3,288
16. TRADE RECEIVABLES AND OTHER CURRENT RECEIVABLES
a) Trade receivables
31/12/2013 31/12/2012 31/12/2013 31/12/2012
LVL'000 LVL’'000 EUR’000 EUR’000
Receivables
- Electricity customers 57,843 58,637 82,303 83,433
- Heating customers 10,846 16,579 15,432 23,590
- Other trade receivables 3,994 4,870 5,684 6,929
72,683 80,086 103,419 113,952
Allowances for impaired receivables
- Electricity customers (28,405) (18,770) (40,417) (26,707)
- Heating customers (229) (249) (326) (354)
- Other trade receivables (382) (257) (544) (366)
(29,016) (19,276) (41,286) (27,427)
Receivables, net
- Electricity customers 29,438 39,867 41,887 56,726
- Heating customers 10,617 16,330 15,106 23,236
- Other trade receivables 3,612 4,613 5,140 6,563
43,667 60,810 62,133 86,525
The Company’'s Management has estimated debtor (see point 2.10). The carrying amount of trade The Company’s Management assumptions and
allowances for impaired receivables on the basis of receivables, less provision for impairment, is assumed methodology for estimation of recoverable amount of
aging of trade receivables and by evaluating liquidity to approximate their fair values. trade receivables and evaluation of impairment risk
and history of previous payments of each significant are described in Note 4 b.
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Movements on allowances for impairment of trade receivables are as follows:

2013 2012 2013 2012
LVL’000 LVL’000 EUR’000 EUR’000
At the beginning of the year 19,276 8,674 27,427 12,342
Receivables written off as uncollectible (957) (487) (1,361) (693)
Allowances for impaired receivables 10,697 11,089 15,220 15,778
At the end of the year 29,016 19,276 41,286 27,427
The charge and release of allowance for impaired ‘Other operating expenses’ as selling expenses and
trade receivables due to delayed payments have been customer services costs (Note 9).
recorded in the Company’s Income Statement position
b) Other current receivables
31/12/2013 31/12/2012 31/12/2013 31/12/2012
LVL’000 LVL’000 EUR’000 EUR’000
Accrued income on coupon interest from issued debt securities
(bonds) 807 809 1,148 1,151
Accrued income on mandatory procurement component* 31,593 - 44,953 -
Other accrued income 4,553 6,765 6,478 9,626
Deducted pre-tax - 3,830 - 5,450
Overpaid taxes (Note 25) - 1 - 1
Deferred expenses 579 529 824 753
Other receivables 267 140 380 199
37,799 12,074 53,783 17,180

* Accrued income from mandatory procurement component is calculated as difference between procurement expenditure above electricity market price and collected mandatory procurement component
payments from electricity end users in 2013. According to the conditions included in the article No. 37 of transition terms of the amendments to the Electricity Market Law of the Republic of Latvia, approved
on 6 November 2013, uncollected difference for the year 2013 will be compensated by newly established subsidiary in 12 months period starting from overtake of public supplier obligations as at 1 April

2014, wusing government grant implicit for mandatory procurement component reduction, stated per Law on

17. CASH AND CASH EQUIVALENTS

the State Budget for 2014, as part of compensation.

31/12/2013 31/12/2012 31/12/2013 31/12/2012

LVL’000 LVL’000 EUR’000 EUR’000

Cash at bank 153,686 145,109 218,676 206,472
Short-term bank deposits 18,328 18,328 26,078 26,078
172,014 163,437 244,754 232,550

Cash at bank balances earns daily interest for the
Company mostly based on floating interbank deposit
rates. Short-term deposits are placed by the Company
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for different periods between several days and three
months depending on the immediate cash needs of
the Company and cash flow forecasts. During 2013

the average annual effective interest rate earned on
short-term cash deposits was 0.36% (2012: 1.05%),
see also Note 3.1.b.
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18. SHARE CAPITAL

As at 31 December 2013 the registered share capital
of Latvenergo AS is LVL 905,219 thousand (EUR
1,288,011 thousand) (31/12/2012: LVL 904,605
thousand (EUR 1,287,137 thousand)).

In October 2013, in accordance with the Directive No.
421 of the Cabinet of Ministers of the Republic of

19. RESERVES AND DIVIDENDS

Latvia, dated 23 September 2013 “‘On the
Investment of the State’s property units in the Share
Capital of Latvenergo AS”, real estate in the amount of
LVL 614 thousand (EUR 874 thousand) was invested
in the share capital of Latvenergo AS (2012: real
estate in the amount of LVL 753 thousand (EUR 1,071
thousand)). The value of real estate was determined
by independent certified valuation experts applying

The Company cannot distribute the non-current assets revaluation reserve and hedge reserve into dividends.

amortised cost model, based on construction or
acquisition costs of similar assets. Increase in the
share capital was approved by the Latvenergo AS
Shareholders’ Meeting on 31 May 2013 and registered
with the Commercial Register of the Republic of Latvia
on 9 October 2013.

Non-current Non-current
CSIES Hedge  Giper reserves TOTAL assets Hedge  oiper reserves* TOTAL
revaluation reserve revaluation reserve

reserve reserve

LVL’000 LVL’000 LVL’000 LVL’000 EUR’000 EUR’000 EUR’000 EUR’000
As at 31 December 2011 411,426 (8,247) 9,562 412,741 585,406 (11,734) 13,606 587,278
Transfer from previous year profit - - 40,610 40,610 - - 57,783 57,783
Revaluation of non-current assets (Note 13) 64,467 - - 64,467 91,729 - - 91,729
Change of non-current assets revaluation
reserve (Note 6) (569) - - (569) (810) - - (810)
Deferred tax related to non-current assets
revaluation reserve (Note 11) (9,586) - - (9,586) (13,640) - - (13,640)
Loss from fair value changes in derivative
financial instruments - (4,883) - (4,883) - (6,948) - (6,948)
As at 31 December 2012 465,738 (13,130) 50,172 502,780 662,685 (18,682) 71,389 715,392
Transfer from previous year profit - - 3,171 3,171 - - 4,512 4,512
Change of non-current assets revaluation
reserve (Note 6) (457) - - (457) (650) - - (650)
Deferred tax related to non-current assets
revaluation reserve (Note 11) 68 - - 68 97 - - 97
Income from fair value changes in
derivative financial instruments - 6,216 - 6,216 - 8,844 - 8,844
As at 31 December 2013 465,349 (6,914) 53,343 511,778 662,132 (9,838) 75,901 728,195

* - in accordance with the Shareholder’s decisions previous year profit is transferred into other reserves for the Company’s future development

The dividends paid in 2013 were LVL 28,547 thousand
(EUR 40,619 thousand), in 2012 - LVL 39,900
thousand (EUR 56,773 thousand).

Latvenergo AS is fulfilling the requirements of the Law
on state and municipality owned shares and
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companies, Regulations No. 1074 of the Cabinet of
Ministers of Latvia dated 25 November 2010 On
amendments of regulations No. 1471 dated 15
December 2009 On Procedure how the payable part
of the profit for the use of the state’s capital is

determined and paid into the state’s budget and the
Law on state’s budget for 2013.

The distribution of net profit for the 2013 is subject to a
resolution of the Company’s Shareholders meeting.
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20. BORROWINGS

31/12/2013 31/12/2012 31/12/2013 31/12/2012
LVL’000 LVL’000 EUR’000 EUR’000
Non-current borrowings from financial institutions 481,514 495,703 685,133 705,322
Issued debt securities (bonds) 73,655 14,033 104,802 19,967
Total non-current borrowings 555,169 509,736 789,935 725,289
Accrued coupon interest on issued debt securities
(bonds) 488 - 694 -
Current portion of non-current borrowings from financial
institutions 90,680 71,529 129,026 101,777
Accrued interest on non-current borrowings 1,206 1,143 1,716 1,626
Total current borrowings 92,374 72,672 130,742 103,403
Total borrowings 647,543 582,408 921,371 828,692
Movement in borrowings:
2013 2012 2013 2012
LVL’000 LVL’000 EUR’000 EUR’000
At the beginning of the year 582,408 502,294 828,692 714,700
Borrowings received 77,309 112,449 110,001 160,001
Borrowings repaid (72,347) (45,344) (102,941) (64,519)
Change in accrued interest on borrowings and coupon
interest liabilities 551 (1,024) 784 (1,457)
Issued debt securities (bonds) 59,622 14,033 84,835 19,967
At the end of the year 647,543 582,408 921,371 828,692
Borrowings by categories of lenders:
31/12/2013 31/12/2012 31/12/2013 31/12/2012
LVL’000 LVL’000 EUR’000 EUR’000
Foreign investment banks 378,458 338,617 538,497 481,809
Commercial banks 194,942 229,758 277,378 326,916
Issued debt securities (bonds) 74,143 14,033 105,496 19,967
Total borrowings: 647,543 582,408 921,371 828,692
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Borrowings by maturity (excluding the effect of derivative financial instruments):

31/12/2013 31/12/2012 31/12/2013 31/12/2012
LVL’000 LVL’000 EUR’000 EUR’000
Fixed rate non-current and current borrowings:

-<1year 774 297 1,101 423
- 1- 5 years 49,837 14,736 70,912 20,967
- > 5 years 24,240 - 34,490 -
74,851 15,033 106,503 21,390

Floating rate non-current and current borrowings:
- < 1 year (current portion of non-current borrowings) 91,599 72,376 130,334 102,982
- 1- 5 years 310,999 344,832 442,512 490,652
- > 5 years 170,094 150,167 242,022 213,668
572,692 567,375 814,868 807,302
Total borrowings: 647,543 582,408 921,371 828,692

Borrowings by pricing period (considering the effect of derivative financial instruments):

31/12/2013 31/12/2012 31/12/2013 31/12/2012
LVL'000 LVL'000 EUR’000 EUR’000
-<1year 365,225 308,880 519,669 439,497
- 1- 5 years 177,255 210,276 252,211 299,196
- > 5 years 105,063 63,252 149,491 89,999
Total borrowings: 647,543 582,408 921,371 828,692

At 31 December 2013 and at 31 December 2012 the
Company had none of their borrowings denominated
in other currencies than Euro.

The fair value of current and non-current borrowings
with floating rates equals their carrying amount, as
their actual floating interest rates approximate the

Borrowings from related parties:

market price of similar financial instruments available
to the Company, and the effect of fair value
revaluation is not significant. The fair value of current
and non-current borrowings with fixed rates (excluding
the effect of derivative financial instruments) exceeds
their carrying amounts by LVL 44.45 thousand (EUR
63.25 thousand) (2012: LVL 79.35 thousand (EUR

112.9 thousand)). The fair value calculations are
based on discounted cash flows using discount factor
of respective EUR swap rates increased by market
average added interest rate. Therefore the average
interest rate for discounting cash flows of non-current
borrowings was 2.2% (2012: 2.4%).

31/12/2013 31/12/2012 31/12/2013 31/12/2012
LVL‘000 LVL‘000 EUR’000 EUR’000
Current borrowings from related parties (Note 27 h) - 5,331 - 7,585
- 5,331 - 7,585
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a) Pledges
The Company’s assets are not pledged to secure the
borrowings.

b) Un-drawn borrowing facilities

As at 31 December 2013 the undrawn portion of
committed non-current credit facilities amounts to LVL
63.3 million (EUR 90.0 million) (31/12/2012: LVL 140.8
million (EUR 200.3 million)).

At 31 December 2013 the Company had entered into
three overdraft agreements with total notional amount

of LVL 24 million (EUR 34.2 million) (31/12/2012: LVL
24 million (EUR 34.2 million)) and in respect of those

21. PROVISIONS

a) Provisions for post-employment benefits

all conditions precedent had been met. At the end of
the reporting year overdrafts were not used.

c) Weighted average effective interest rate

During the reporting year the weighted average
effective interest rate (including interest rate swaps)
on non-current borrowings was 2.5% (2012: 2.86%),
weighted average effective interest rate for current

borrowings was 1.18% (2012: 1.08%). At 31
December 2013 interest rates for non-current
borrowings in Euro were 3 and 6 month

EURIBOR+0.92%
EURIBOR+0.70%).

(31/12/2012: 3 and 6 month

d) Issued debt securities (bonds)

In 2013 bonds in amount of EUR 50 million were
issued with the maturity date — 15 December 2017
(2012: EUR 20 million) and in amount of 35 million
with maturity date — 22 May 2020. Thus the total
nominal amount of issued bonds amounts to EUR 105
million. The annual coupon rate for issued bonds is
2.8%. All issued bonds are quoted in NASDAQ OMX
Baltic Stock Exchange. At the end of reporting year
the issued debt securities (bonds) is measured at
amortised cost. The carrying amortised cost of issued
bonds is assumed to be approximate to their fair
values.

2013 2012 2013 2012

LVL'000 LVL’000 EUR’000 EUR’000

At the beginning of the year 2,802 2,890 3,987 4,112
Current service cost 123 112 175 159
Interest cost 145 160 206 228
Post-employment benefits paid (73) (394) (104) (560)
Losses as a result of changes in actuarial assumptions 58 34 83 48
At the end of the year 3,055 2,802 4,347 3,987

Total charged provisions are included in the Company’s Income Statement position ‘Personnel expenses’ (Note 8):

2013 2012 2013 2012

LVL’000 LVL’000 EUR’000 EUR’000

At the beginning of the year 2,802 2,890 3,987 4,112
Provisions received from Sadales tikls AS - 50 - 71
Charged to the Income Statement 253 (138) 360 (196)
At the end of the year 3,055 2,802 4,347 3,987

Discount rate used for discounting benefit obligations
was 4.75% (2012: 5.7%), considering the market yields
on government bonds at the end of the reporting year.
The Company’s Collective Agreement provides
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indexation of employees’ wages at least at the level of
inflation. Long-term inflation determined at the level of
3% (2012: 3%) when calculating long-term post-
employment benefits. In calculation of these liabilities

also the probability, determined on the basis of previous
experience, of retirement in different employees’ aging
groups was also considered.
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b) Environmental provisions

2013 2012 2013 2012
LVL'000 LVL’000 EUR’000 EUR’000
At the beginning of the year 1,000 1,028 1,423 1,463
Charged to the Income Statement 34 (28) 48 (40)
At the end of the year 1,034 1,000 1,471 1,423
Total charged provisions are included in the thousand)) represents the estimated cost of cleaning provisions is calculated taking into account the
Company’s Income Statement position ‘Other up Riga TEC-1 combined heat and power plant ash- construction cost index (data from the Central
operating expenses’. The environmental provision in fields in accordance with the requests made by the Statistical Bureau).
the amount of LVL 1,034 thousand (EUR 1,471 regional Environmental Authority of Riga and
thousand) (2012: LVL 1,000 thousand (EUR 1,423 feasibility study on this project. The amount of the
22. TRADE PAYABLES
31/12/2013 31/12/2012 31/12/2013 31/12/2012
LVL’000 LVL’000 EUR’000 EUR’000
Payables for materials and services 20,199 49,968 28,740 71,099
Payables for electricity 18,100 18,254 25,754 25,973
Advances received from deliveries of materials and services 162 1,014 231 1,443
38,461 69,236 54,725 98,515
The carrying amounts of trade payables are assumed to approximate their fair values.
23. ACCRUED LIABILITIES
31/12/2013 31/12/2012 31/12/2013 31/12/2012
LVL'000 LVL'000 EUR’'000 EUR'000
Accrued liabilities on expenses 2,382 1,333 3,389 1,898
Accrued liabilities on unpaid vacations 886 800 1,261 1,138
Accruals for bonuses on financial results of previous years 350 296 498 421
Accruals for benefits and post-employment plan contributions 50 43 71 61
3,668 2,472 5,219 3,518
24. OTHER PAYABLES
31/12/2013 31/12/2012 31/12/2013 31/12/2012
LVL'000 LVL’'000 EUR’'000 EUR'000
Calculated value added tax 32 9,955 46 14,166
Payables to personnel 977 839 1,390 1,194
Deferred income and other current payables 1,453 503 2,067 716
2,462 11,297 3,503 16,075
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25. TAXES AND STATE SOCIAL SECURITY CONTRIBUTIONS

31/12/2012 Calculated Paid 31/12/2013 31/12/2012 Calculated Paid 31/12/2013
LVL’000 LVL’000 LVL’000 LVL’000 EUR’000 EUR’000 EUR’000 EUR’000
Corporate income tax 7,010 - 690 7,700 9,974 - 982 10,956
Value added tax * (161) (20,353) 18,355 (2,159) (229) (28,960) 26,117 (3,072)
Tax on electricity - (367) 343 (24) - (522) 488 -
State social security contributions (667) (6,495) 6,398 (764) (949) (9,242) 9,104 (1,087)
Personal income tax (414) (3,819) 3,780 (453) (589) (5,434) 5,378 (645)
Real estate tax (1) (705) 703 (3) (1) (1,003) 1,000 (4)
Natural resources tax (15) (72) 71 (16) (21) (102) 101 (23)
5,752 (31,811) 30,340 4,281 8,185 (45,263) 43,170 6,125
Tax receivables 7,010 - - 7,700 9,974 - - 10,956
Tax liabilities (1,258) - - (3,419) (1,790) - - (4,865)
* Includes value added tax overpayment as at 31 December 2012 in the amount of LVL 1 thousand.
26. DERIVATIVE FINANCIAL INSTRUMENTS
a) Outstanding fair values of derivatives and their classification
In the next two tables are disclosed outstanding fair values of derivatives:
Notes 31/12/2013 31/12/2012 31/12/2013 31/12/2012
LVL’'000 LVL'000 EUR'000 EUR'000
Assets Liabilities Assets Liabilities Assets Liabilities Assets Liabilities
Interest rate swaps 26 b) (434) 9,492 - 16,735 (617) 13,506 - 23,812
Electricity swaps 26 c) - 6,966 (4,195) 7,964 - 9,912 (5,969) 11,331
Forward foreign currencies exchange contracts 26 e) - 11 (42) - - 16 (59) -
Total outstanding fair values of derivatives: (434) 16,469 (4,237) 24,699 (617) 23,434 (6,028) 35,143
31/12/2013 31/12/2012 31/12/2013 31/12/2012
LVL’'000 LVL'000 EUR'000 EUR'000
Assets Liabilities Assets Liabilities Assets Liabilities Assets Liabilities
Non-current - 4,384 - 12,555 - 6,238 - 17,864
Current (434) 12,085 (4,237) 12,144 (617) 17,196 (6,028) 17,279
Total: (434) 16,469 (4,237) 24,699 (617) 23,434 (6,028) 35,143
According to amendments to IAS 1 a financial liability above-mentioned amendments to IAS 1 in its the end of the reporting period have been classified as

or asset that is not held for trading purposes should be Financial
presented as current or non-current on the basis of its

settlement date. The Company implemented the

LATVENERGO AS - ANNUAL REPORT 2013

Statements from 2008. Derivatives that
have a maturity of more than twelve months and are
expected to be held for more than twelve months after

non-current assets or liabilities.
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b) Interest rate swaps

As at 31 December 2013 the Company had interest
rate swap agreements with total notional amount of
LVL 244.4 million (EUR 347.7 million) (31/12/2012:
LVL 269.1 million (EUR 382.8 million)). Interest rate
swaps are concluded with 6 to 10 year maturities and
hedged floating rates are 6 month EURIBOR. As at 31

December 2013 fixed interest rates vary from 1.548%
t0 4.4925% (31/12/2012: from 1.548% to 4.4925%).

88% of all outstanding interest rate swap agreements
or agreements with notional amount of LVL 216.3
million (EUR 307.7 million) are designated to comply
with hedge accounting and were re-measured
prospectively and retrospectively to test whether they

In the table below fair value changes of interest rate swaps are disclosed:

are effective within the hedging period (31/12/2012:
LVL 230.4 million (EUR 327.8 million)). All contracts
are designed as cash flow hedges. It was established
that they are fully effective and therefore there is no
ineffective portion to be recognised within profit or loss
in the Income Statement.

2013 2012 2013 2012
LVL’000 LVL’000 EUR'000 EUR'000
Assets Liabilities Assets Liabilities Assets Liabilities Assets Liabilities
Outstanding fair value at the beginning of the year - 16,735 - 11,819 - 23,812 - 16,817
Included in the Income Statement, net (Note 10) - (1,347) - 283 - (1,917) - 403
Included in hedge reserve (Note 19) (434) (5,896) - 4,633 (618) (8,389) - 6,592
Outstanding fair value at the end of the year (434) 9,492 - 16,735 (618) 13,506 - 23,812

The main interest rate hedging criteria stated in the
Financial Risk Management policy is to ensure
average fixed rate duration from 2 to 4 years and fixed
rate portion at more than 35% of borrowings. As at 31
December 2013 44% (31/12/2012: 46%) of the
Group’s borrowings had fixed interest rates (taking
into account the effect from the interest rate swaps),
and average remaining time to interest re-pricing was
2.1 years (2012: 2.0 years).

c¢) Electricity swaps
As at 31 December 2013 the Group has entered into
electricity swap contracts with total outstanding

volume of 1,073,417 MWh (31/12/2012: 4,180,372
MWh) and notional value of LVL 31.2 million (EUR
44.4 million) (31/12/2012: LVL 129.3 million (EUR
184.0 million)). Electricity swaps contracts are
concluded signed for the maturities from one quarter
to one year during the period from 1 January 2014 to
31 December 2015.

Electricity swap contracts are agreed for hedging
purposes through financial counterparties and by
using the Nordic energy exchange Nord Pool Spot
pricing. All purchased swap contracts were contracts
with fixed amount of electricity and price in Euros.

In the table below fair value changes of electricity swaps are disclosed:

As at 31 December 2013 none of the electricity swap
contracts are designated to comply with hedge
accounting treatment and not re-measured
prospectively and retrospectively to test whether they
are effective within the hedging period (31/12/2012: 29
contracts).

As at 31 December 2013 all outstanding fair value
changes of valid electricity swap contracts are
included in the Consolidated Income Statement (see
Note 7).

2013 2012 2013 2012
LVL’000 LVL’000 EUR’000 EUR’000
Assets Liabilities Assets Liabilities Assets Liabilities Assets Liabilities
Outstanding fair value at the beginning of the year (4,195) 7,964 (2,060) 7,347 (5,969) 11,331 (2,931) 10,453
Included in the Income Statement (Note 7) - 3,125 - (1,525) - 4,447 (2,170)
Included in hedge reserve (Note 19) 4,195 (4,123) (2,135) 2,142 5,969 (5,866) (3,038) 3,048
Outstanding fair value at the end of the year - 6,966 (4,195) 7,964 - 9,912 (5,969) 11,331
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d) CO, emissions allowances forward contracts

As at 31 December 2013 the Company has no outstanding forward contracts of CO, emission allowances purchase or sale.

In 2012 CO, emission allowances forward contracts fair value changes are included in the Income Statement in the amount of LVL 4,598 thousand (EUR 6,542 thousand) — see Note

7.

In the table below fair value changes of CO, emission allowances forward contracts are disclosed:

2013 2012 2013 2012
LVL’000 LVL’000 EUR’000 EUR’000
Liabilities Liabilities Liabilities Liabilities
Outstanding fair value at the beginning of the year - 4,598 - 6,542
Included in the Income Statement (Note 7) - (4,598) - (6,542)
Outstanding fair value at the end of the year - - - -
e) Forward foreign currencies exchange contracts for USD transactions of Riga TEC-2 combined heat commissioning of reconstruction project of Riga TEC-2
and power plant second power generation unit second power generation unit in September 2013 are
As at the end of reporting period the Company has reconstruction contract. As at the date of conclusion of recognised in the hedge reserve (Note 19) as they
entered into one EUR/USD forward foreign currencies these contracts it was not possible to use LVL/USD qualify under IAS 39 requirements of hedge
exchange contract with the notional principal amount forward foreign currencies exchange contracts due to accounting.
as at 31 December 2013 LVL 0.3 million (USD 0.6 limited maturities and availability, then instead the
million) (for valid contracts at 31/12/2012: LVL 1.7 EUR/USD forward foreign currencies exchange As at 31 December 2013 fair value changes of
million (USD 3.2 million)). contracts were used to employ the existing peg outstanding EUR/USD forward foreign currencies
between Latvian Lats and Euros. exchange contract are included in the Income
All terminated during 2013 and outstanding EUR/USD Statement (see Note 10).
forward foreign currencies exchange contracts at 31 Fair value gains and losses on EUR/USD forward
December 2013 were designed as cash flow hedges foreign currencies exchange contracts until the
In the table below fair value changes of forward foreign currencies exchange contracts are disclosed:
2013 2012 2013 2012
LVL'000 LVL’'000 EUR’000 EUR’000
Assets Liabilities Assets Liabilities Assets Liabilities Assets Liabilities
Outstanding fair value at the beginning of the year (42) - (390) - (59) - (554) -
Included in the Income Statement (Note 10) - 11 105 - - 16 149 -
Included in hedge reserve (Note 19) 42 - 243 - 59 - (346) -
Outstanding fair value at the end of the year - 11 (42) - - 16 (59) -
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27. RELATED PARTY TRANSACTIONS

The Company and, indirectly, its subsidiaries are controlled by the Latvian state. The Company’s related parties, excluding subsidiaries, are associates, key management personnel
of the Company and Supervisory body — Audit commitee, as well as entities over which the Company has significant influence.

2013 2012 2013 2012
LVL’000 LVL’000 EUR’000 EUR’000
a) Sales of goods and services and finance income:
- subsidiaries 95,921 82,787 136,483 117,795
- associates - - - -
95,921 82,787 136,483 117,795
b) Purchases of goods and services and finance costs:
- subsidiaries 195,216 183,173 277,767 260,632
- associates 1,938 2,148 2,758 3,056
197,154 185,321 280,525 263,688
c) Balances at the end of the year arising from sales/purchases of goods and services:
Trade receivables:
- subsidiaries 15,400 9,614 21,912 13,679
- associates - - - -
15,400 9,614 21,912 13,679
Trade payables:
- subsidiaries 32,417 37,617 46,125 53,524
- associates - 131 - 186
32,417 37,748 46,125 53,710
d) Accrued income arising from related party transactions:
- subsidiaries 10,127 4,576 14,409 6,511
10,127 4,576 14,409 6,511
e) Accrued expenses arising from related party transactions:
- subsidiaries 22,382 18,799 31,847 26,749
22,382 18,799 31,847 26,749
The Company has not incurred write-offs of trade Receivables and payables with related parties are Remuneration to the key management personnel that
payables and receivables from transactions with current balances for services and goods. None of the is defined as Members of the Management Board of
related parties, as all debts are recoverable. amounts at the end of the reporting year are secured. the Company and Supervisory body is disclosed in
Note 8.
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f) Non-current loans to related parties

In accordance with the Agreement of non-current debt
financing related to transmission system, dated 1 April
2011, the Company signed with its subsidiary Latvijas
elektriskie tikli AS, the Company in 2011 issued non-
current loan to Latvijas elektriskie tikli AS in the
amount of LVL 68,500 thousand (EUR
97,467 thousand). During the reporting year Latvijas
elektriskie tikli AS was repaid on this loan LVL
8,744 thousand (EUR 12,442 thousand) (2012: LVL
5,453 thousand (EUR 7,759 thousand)).

On 3 September 2013 the Company entered into
agreement with subsidiary on reclassification of
current loan to subsidiary as the non-current loan with
a maturity date — 10 September 2023. During 2013 in
accordance with this agreement LVL 16,024 thousand
(EUR 22,800 thousand) are reclassified as non-
current loan. Total non-current loans as at 31
December 2013 amounted to LVL 65,422 thousand
(EUR 93,087 thousand) (31/12/2012: LVL 58,142
thousand (EUR 82,729 thousand)), including current

Non-current loans to Latvijas elektriskie tikli AS by maturity:

portion of the loan repayable in 2014 — LVL 10,258
thousand (EUR 14,596 thousand) (2012: LVL 8,744
thousand (EUR 12,442 thousand)). As at 31
December 2013 for 76% of the loans issued to
subsidiary (31/12/2012: 100%) was set floating
interest rate, which was influenced by 6 months
EURIBOR interbank rate fluctuations. During 2013 the
effective average interest rate of non-current loans
was 1.31% (2012: 1.58%).

31/12/2013 31/12/2012 31/12/2013 31/12/2012
LVL’'000 LVL’000 EUR’000 EUR’000

Non-current loan:
— < 1year (including accrued interest liabilities) 10,591 8,744 15,070 12,442
— 1-5years 40,009 40,384 56,928 57,461
— >5years 15,155 9,014 21,563 12,826
65,755 58,142 93,561 82,729

In accordance with the Agreement of non-current debt
financing related to distribution system economic
activities, dated 29 September 2011, the Company
signed with its subsidiary Sadales tikls AS, the
Company in 2011 issued non-current loan to Sadales
tikls AS in the amount of LVL 222,277 thousand (EUR
316,272 thousand). On 10 May 2012 the Company
entered into agreement with Sadales tikls AS on
reissuing of current loan portion to non-current loan in
the amount of LVL 30,000 thousand (EUR 42,686

Non-current loans to Sadales tikls AS by maturity:

thousand). On 18 September 2013 the Company
entered into agreement with subsidiary on
reclassification of current loan to non-current loan in
the amount of LVL 30,000 thousand (EUR 42,686
thousand) with a maturity date — 10 August 2023.
Total non-current loans as at 31 December 2013
amounted to LVL 227,786 thousand (EUR 324,110
thousand) (31/12/2012: LVL 230,751 thousand (EUR
328,330 thousand)), including current portion of the
loan repayable in 2014 — LVL 41,072 thousand (EUR

58,440 thousand) (2012: LVL 32,966 thousand (EUR
46,906 thousand)). As at 31 December 2013 for 76%
of the loans issued to subsidiary (31/12/2012: 87%)
was set floating interest rate, which was influenced by
6 months EURIBOR interbank rate fluctuations. During
2013 the effective average interest rate of non-current
loans was 1.56% (2012: 1.78%).

31/12/2013 31/12/2012 31/12/2013 31/12/2012
LVL’000 LVL’000 EUR’000 EUR’000

Non-current loan:
— <1lyear (including accrued interest liabilities) 42,151 33,832 59,976 48,138
— 1-5years 140,285 143,047 199,608 203,538
— >5years 46,429 54,738 66,062 77,885
228,865 231,617 325,646 329,561
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g) Current loans to related parties

Financial transactions between related parties have
also been carried out by using current loans -
overdrafts. The Company issues and receives loans
from subsidiaries in accordance with the applicable
annual interest rate for Latvenergo Group, that
consists from RIGIBOR O/N or EURIBOR indexes and
average added interest rate used for external current
financing of Latvenergo AS.

Interest received from related parties:

At the end of the reporting period Latvenergo AS has
loaned LVL 25,788 thousand (EUR 36,693 thousand)
to Sadales tikls AS (31/12/2012: LVL 37,026 thousand
(EUR 52,683 thousand)), LVL 8,337 thousand (EUR
11,862 thousand) to Latvijas elektriskie tikli AS, LVL
1,864 thousand (EUR 2,652 thousand) to Elektrum
Eesti OU and LVL 4,795 thousand (EUR 6,823
thousand) to Elektrum Lietuva UAB (31/12/2012: LVL

4,651 thousand (EUR 6,618 thousand)). During 2013
the effective average interest rate was 1.06% (2012:
1.24%) in loan transactions with Sadales tikis AS and
Latvijas elektriskie tikls AS and 0.73% in transactions
with Elektrum Eesti OU and Elektrum Lietuva UAB
(2012: 0.93%). Interest income on intra-group
borrowing transactions are included in ‘Finance
income’ (Note 10.a).

2013 2012 2013 2012

LVL'000 LVL’000 EUR’000 EUR’000

Interest received 427 221 608 314
427 221 608 314

h) Current loans from related parties

Financial transactions between related parties have
also been carried out by using current loans -
overdrafts. The Company issues and receives loans
from subsidiaries in accordance with the applicable
annual interest rate for Latvenergo Group, that
consists from RIGIBOR O/N or EURIBOR indexes and

Interest paid to related parties:

average added interest rate used for external current
financing of Latvenergo AS. At the end of the reporting
period Latvenergo AS has not loans from related
parties. During 2013 the effective average interest rate
was 1.06% (2012: 1.24%) in loan transactions with
Sadales tikls AS and Latvijas elektriskie tikli AS and
0.73% in transactions with Elektrum Eesti OU and

Elektrum Lietuva UAB (2012: 0.93%). Interest costs
on intra-group borrowing transactions are included in
‘Finance costs’ (Note 10.b).

2013 2012 2013 2012

LVL'000 LVL’000 EUR’000 EUR’000

Interest paid 6 121 9 172
6 121 9 172
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28. ISSUED GUARANTEES

2013 2012 2013 2012
LVL'000 LVL'000 EUR’000 EUR’000

Issued guarantees by the Group to guarantee obligations to third parties:
Outstanding amount of guarantee on behalf of Nordic Energy Link AS - 8,994 - 12,797
Fair value of guarantee on behalf of Nordic Energy Link AS - 200 - 285

Guarantee on behalf of Nordic Energy Link AS was
provided for receiving long-term loan facility with
validity term — 15 December 2014. Considering that
Nordic Energy Link AS made a full repayment of the
loan before its maturity issued guarantee is fulfilled
and no longer is active (outstanding amount of

29. HELD-TO-MATURITY FINANCIAL ASSETS

It was not necessary to prepare reclassification for
financial assets which are recognised at amortised
cost during 2013 (2012: nil). All held-to-maturity
financial assets are denominated in the LVL. The
maximum exposure to credit risk at the reporting date

guarantee as at 31 December 2012 was LVL 8,994
thousand (EUR 12,797 thousand)). Outstanding
amount of the issued guarantee is reduced to nil
(31/12/2012: LVL 199.9 thousand (EUR 284.4
thousand)). The fair value calculations are based on
the estimated amount of service fee receivable

is the carrying amount of held-to-maturity financial
assets.

As at 31 December 2013 the entire Company’s held-
to-maturity financial assets were State Treasury bonds

discounted at EUR swap rates increased by the
Company’s credit risk margin, thus during 2012 the
average interest rate for discounting cash flow was
2.23%.

with 5 year and 10 year maturity, which were
purchased with the purpose to invest liquidity reserve
in the low risk financial instruments with higher yield.

31/12/2013 31/12/2012 31/12/2013 31/12/2012
LVL’000 LVL’000 EUR’000 EUR’000

Held-to-maturity financial assets:
- current - - - -
- non-current 20,092 20,134 28,588 28,649
TOTAL held-to-maturity financial assets 20,092 20,134 28,588 28,649

30. COMMITMENTS AND CONTINGENT LIABILITIES

As at 31 December 2013 the Company had
commitments amounting to LVL 13.8 million (EUR
19.6 million) (31/12/2012: LVL 63.1 million (EUR 89.8
million)) for capital expenditure contracted but not
delivered at the end of the reporting period.
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Latvenergo AS has issued support letters to its
subsidiaries Sadales tikls AS, Latvijas elektriskie tikli
AS and Liepajas energija SIA acknowledging that its
position as shareholders is to ensure that subsidiaries

are managed so that they have sufficient financial
resources and are able to carry their operations and
settle their obligations.
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31. FEES TO CERTIFIED AUDITOR’S COMPANIES

2013 2012 2013 2012

LVL’000 LVL’000 EUR’000 EUR’000

Audit of the financial statements 25 26 36 37
Consultancy and training services 31 36 44 51
56 62 80 88

32. EVENTS AFTER THE REPORTING PERIOD

On 1 January 2014, Latvia has joined the Euro zone,
converting the Latvian Lats (LVL) into the Euros at
fixed exchange rate EUR 1 = LVL 0.702804. As of this
date, the Company’s balance account values were
converted into the Euro currency and financial reports
for 2014 and the following years will be prepared in
Euro currency.

On 9 January 2014 two agreements with Nordea Bank
Finland Plc Latvian branch has been amended,
extending loan repayment terms for two loans from the
years 2015 (LVL 25.8 million (EUR 36.7 million)) and
2016 (LVL 9.3 million (EUR 13.3 million)) to the year
2018. Along with the extension of loan repayment
terms refinancing risk of the year 2015 has been
reduced.
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On 25 February 2014 had been registered share
capital of Latvenergo AS in the amount of EUR 1.288
million, consisting of 1,288,011 thousand ordinary
shares with nominal value of EUR 1. All shares are
paid in full.

On 25 February 2014 established a new subsidiary of
Latvenergo AS — Energijas publiskais tirgotajs AS that
has overtaken public supplier obligations from
Latvenergo AS since 1 April 2014 and in the period of
next twelve months will compensate to Latvenergo AS
difference between procurement expenditure above
electricity market price and collected mandatory
procurement component payments for the period from
1 January 2013 till 31 March 2014.

*kk

On 25 March 2014 announced and as from 1 April
2014 are in force amendments to Electricity Market
Law of the Republic of Latvia, determining full opening
of electricity market in Latvia as from 1 January 2015.
In accordance to those amendments from 1 January
2015 is expected full liberalisation of electricity market
and ceasing of electricity supply price regulation for
households, while other electricity price components —
transmission and distribution network services and
mandatory procurement components to subsidise
eligible electricity producers — will remain state-
regulated.

There have been no other significant events
subsequent to the end of the reporting year that might
have a material effect on the Company’s Financial
Statements for the year ended 31 December 2013.

52 from 52



EY

Building a better
working world

INDEPENDENT AUDITORS’ REPORT
To the shareholder of AS Latvenergo
Report on the financial statements

We have audited the accompanying financial
statements of AS Latvenergo (the “Company”), set out
on pages 7 through 52 of the accompanying 2013
Annual Report, which comprise the balance sheet as at
31 December 2013, and the income statement,
statement of changes in equity and cash flow statement
for the year then ended, and a summary of significant
accounting policies and other explanatory information.

Management’s responsibility for the financial statements
Management is responsible for the preparation and fair
presentation of these financial statements in
accordance with the Law of the Republic of Latvia on
Annual Reports 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.

Auditors’ responsibility

Our responsibility is to express an opinion on these
financial statements based on our audit. We conducted
our audit in accordance with International Standards on
Auditing.

Ernst & Young Baltic SIA

Ernst & Young Baltic SIA

Muitas iela 1A Muitas St. 1A
LV-1010 Riga LV-1010 Riga
Latvija Latvia

Talr.: 67 04 3801
Fakss: 67 04 3802
Riga@Iv.ey.com
www.ey.com/Iv

Vienotais registracijas Nr. 40003593454
PVN maksataja Nr. Lv40003593454

Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain
reasonable assurance about whether the financial
statements are free from material misstatement.

An audit involves performing procedures to obtain
audit evidence about the amounts and disclosures in
the financial statements. The procedures selected
depend on the auditor's judgment, including the
assessment of the risks of material misstatement of
the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor
considers internal control relevant to the entity's
preparation and fair presentation of the financial
statements 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 entity's internal control. An audit also includes
evaluating the appropriateness of accounting policies
used and the reasonableness of accounting estimates
made by management, as well as evaluating the
overall presentation of the financial statements.

We believe that the audit evidence we have obtained
is sufficient and appropriate to provide a basis for our
audit opinion.

Phone: +371 67 04 3801
Fax: +371 67 04 3802
Riga@Iv.ey.com
www.ey.com/Iv

Code of legal entity 40003593454
VAT payer code LV40003593454

Opinion

In our opinion, the financial statements give a true and
fair view of the financial position of AS Latvenergo as
of 31 December 2013, and of its financial
performance and its cash flows for the year then
ended in accordance with the Law of the Republic of
Latvia on Annual Reports.

Report on other legal and regulatory
requirements

Furthermore, we have read the management
report for the year ended 31 December 2013 (set
out on pages 5 through 7 of the accompanying
2013 Annual Report) and have not noted any
material inconsistencies between the financial
information included in it and the financial
statements for the year ended 31 December 2013.

SIA Emst & Young Baltic
Licence No. 17

ISigned by/
Diana Kri§jane
Chairperson of the Board
Latvian Certified Auditor
Certificate No. 124

Riga,
15 April 2014
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