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SPP - distriblcia, a.s.

INDEPENDENT AUDITOR'S REPORT
To the Shareholders and Board of Directors of SPP - distriblcia, a.s.:

We have audited the accompanying financial statements of SPP - distriblcia, a.s. (the "Company”),
which comprise the balance sheet as at 31 December 2015, and the income statement, statement
of comprehensive income, statement of changes in equity and statement of cash flows for the year
then ended, and a summary of significant accounting policies and other explanatory information.

Statutory Body’s Responsibility for the Financial Statements

The Company’s statutory body is responsible for the preparation and fair presentation of these
financial statements in accordance with International Financial Reporting Standards as adopted by the
EU, and for such internal control as the statutory body determines is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor’s 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. 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
Company'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 Company’s internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates made by
the statutory body, 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.

Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of
SPP - distribticia, a.s. as of 31 December 2015, and its financial performance and its cash flows for
the year then ended in accordance with International Financial Reporting Standards as adopted by the
EU.

Bratislava, 16 March 2016
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SPP - distriblcia, a.s.
Statement of Financial Position
As at 31 December 2015 and 31 December 2014

(EUR '000)
31 December 2015 31 December 2014
ASSETS:
NON-CURRENT ASSETS
Property, plant and equipment 7 2 413 087 2480711
Non-current intangible assets and other assets 8 16 440 7 850
Investments in subsidiaries 9 1 005 1 005
Total non-current assets 2 430 532 2 489 566
CURRENT ASSETS
Inventories 10 153 369 153 032
Cash and cash equivalents 80 692 323 046
Receivables and prepayments 11 63 055 650 980
Income tax assets - 3785
Other current assets 11 - 37 058
Total current assets 297 116 1167 901
TOTAL ASSETS 2 727 648 3 657 467
EQUITY AND LIABILITIES:
CAPITAL AND RESERVES
Registered capital 17 1 200 000 1 200 000
Legal reserve fund and other funds 18 285 330 384 212
Retained earnings 18 99 545 97 512
Total equity 1 584 875 1681724
NON-CURRENT LIABILITIES
Loans and bonds 14 629 869 629 025
Deferred tax liability 23 373 142 378 587
Deferred income 12 11 266 10 414
Obligation under finance lease 15 8 072 -
Retirement and other long-term employee benefits 13 5 343 5110
Total non-current liabilities 1027 692 1023 136
CURRENT LIABILITIES
Trade and other pavables 16 100 409 895 536
Loans and bonds 14 6 854 56 854
Obligation under finance lease 15 6 426 -
Income tax 23 1116 -
Retirement payments and other short-term employee 13 276 217
benefits
Total current liabilities 115 081 952 607
Total liabilities 1142 773 1975 743
TOTAL EQUITY AND LIABILITIES 2 727 648 3 657 467

The financial statements on pages 3 to 37 were signed on 16 March 2016 on behalf of the Board of
Directors:

Qakety
Ing. Franti$ek Cupr, MBA Ing. Stefan Sebesta
Chairman of the Board of Directors Vice-Chairman of the Board of Directors

The accompanying notes are integral part of the separate financial statements. 3



SPP - distribucia, a.s.
Income Statement
Years ended 31 December 2015 and 31 December 2014

(EUR '000)
Year ended Year ended
31 December 2015 31 December 2014
REVENUES FROM SALES OF SERVICES:
Natural gas distribution 357 637 339 710
Other revenues 4 580 3 887
Total revenues 362 217 343 597
OPERATING EXPENSES:
Depreciation and amortisation 7,8 (99 177) (98 772)
Storage of natural gas and other services (60 647) (62 200)
Staff costs 19 (43 824) (45 906)
Purchases of natural gas and consumables and services (15 590) (9 381)
Own work capitalised 6 134 4 798
Provisions and impairment losses, net (731) (2 020)
Provision for bad and doubtful debts, obsolete and slow-
moving inventory, net (185) (65)
Other, net 21 2 605 1 803
Total operating expenses (211 415) (211 743)
OPERATING PROFIT 150 802 131 854
Financial revenues 1792 6 955
Financial costs 21 (17 957) (8 719)
PROFIT BEFORE INCOME TAXES 134 637 130 090
INCOME TAX 23 (35 092) (32 578)
NET PROFIT FOR THE PERIOD 99 545 97 512

The accompanying notes are integral part of the separate financial statements. 4



SPP - distriblicia, a.s.

Statement of Comprehensive Income

Years ended 31 December 2015 and 31 December 2014
(EUR '000)

Year ended Year ended
31 December 31 December
2015 2014

NET PROFIT FOR THE PERIOD 99 545 97 512
OTHER COMPREHENSIVE INCOME/(LOSS) (may be reclassified to profit

or loss in the future):

Hedging derivatives (cash flow hedging) 1727 (9 323)

Change in actuarial assumptions (293) -

Defer'red tax related to items of other comprehensive income for the (316) 2 051

period

OTHER NET COMPREHENSIVE INCOME/(LLOSS) FOR THE PERIOD 1118 (7 272)
TOTAL NET COMPREHENSIVE INCOME FOR THE PERIOD 100 663 90 240
The accompanying notes are integral part of the separate financial statements. 5
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SPP - distribcia, a.s.
Statements of Cash Flows

Years ended 31 December 2015 and 31 December 2014

(EUR *000)
Year ended Year ended
Note 31 December 31 December
2015 2014

OPERATING ACTIVITIES
Cash flows from operating activities 24 240 659 234 135
Interest paid (15 693) (1014)
Interest received 2 364 5538
Income tax paid (35 938) (39 222)

Net cash flows from operating activities 191 392 199 437
INVESTING ACTIVITIES
Acquisition of property, plant and equipment (18 331) (15 779)
Proceeds from/repayments of borrowings received from the Group

companies — cash pooling (360 338) (527 541)
Non-current borrowings provided - 75 622
Proceeds from sale of property, plant and equipment and

intangible assets 107 5093

Net cash inflow/(outflow) from investing activities (378 562) (462 605)
FINANCING ACTIVITIES:
Decrease in the legal reserve fund (1 756) -
(Repaid)/received bank loans and borrowings (50 000) 80 000
Proceeds from issue of bonds - 495 320
(Expenditures for)/proceeds from derivative transactions (1915) (2 514)
Expenditures for the settlement of finance lease obligations (1513) -

Net cash flows from financing activities (55 184) 572 806
NET (DECREASE)/INCREASE IN CASH (242 354) 309 638
EFFECTS OF FOREIGN EXCHANGE FLUCTUATIONS
CASH AND CASH EQUIVALENTS AT THE BEGINNING OF THE

PERIOD 323 046 13 408
CASH AND CASH EQUIVALENTS AT THE END OF THE PERIOD 80 692 323 046
The accompanying notes are integral part of the separate financial statements. 7



SPP - distriblcia, a.s.

NOTES TO THE SEPARATE FINANCIAL STATEMENTS
Year ended 31 December 2015

(EUR ‘000)

1. GENERAL

1.1. General Information

In accordance with Act No. 431/2002 Coll. on Accounting as amended, SPP - distriblicia, a.s.,
(hereinafter also the “Company”) is required to prepare separate financial statements as at 1 January

2008 in accordance with the International Financial Reporting Standards ("IFRS”), as adopted by the
European Union (“EU").

The financial statements are statutory financial statements intended for general use and information;
they are not intended for the purposes of any specific user or consideration of any specific transactions.
Accordingly, users should not rely exclusively on these financial statements when making decisions.

The Company was founded on 26 November 2004 and incorporated in the Commercial Register on
10 December 2004.

On 1 July 2006, Slovensky plynarensky priemysel, a.s. (hereinafter also “"SPP”) contributed to SPP -
distriblcia, a.s. a part of its business, including assets and liabilities of the original Distribution Division.

Since 1 July 2006, the Company has assumed the performance of activities related to natural gas
distribution, as well as assets and liabilities related to the gas distribution business.

SPP Infrastructure, a.s. is the 100% owner of the Company. The shareholders of SPP Infrastructure, a.s.
are Energeticky a prdmysiovy holding, a.s. ("EPH") with a near 49% share and management control, and
Slovensky plynarensky priemysel, a.s. ("SPP") with a 51% share.

On 14 May 2015, the Annual General Meeting approved the Company’s 2014 financial statements.

Company Identification No. (I€0) 35910 739
Tax Registration No. (DIC) 2021931109

1.2. Principal Activities

Since 1 July 2006, following the legal unbundling process, the Company has been responsible for natural
gas distribution in the Slovak Republic.

The Company is required by law to provide non-discriminatory access to the distribution network. Prices
are subject to the review and approval of the Regulatory Office for Network Industries (RONI).

1.3. Employees

The average number of employees of SPP - distribucia, a.s. for the year ended 31 December 2015 was
1 397, of which executive management: 8 (for the year ended 31 December 2014: 1 456, of which
executive management: 8).

As at 31 December 2015, the actual headcount was 1 376 (31 December 2014: 1 444).

1.4. Registered Address

Mlynské nivy 44/b

825 11 Bratislava
Slovak Republic

The accompanying notes form an integral part of the separate financial statements. 8



SPP - distribdcia, a.s.

NOTES TO THE SEPARATE FINANCIAL STATEMENTS
Year ended 31 December 2015

(EUR '000)

2. NEW INTERNATIONAL FINANCIAL REPORTING STANDARDS AND CHANGES 1IN
ESTIMATES

2.1. Adoption of New and Revised International Financial Reporting Standards

The Company has adopted all of the new and revised standards and interpretations issued
by the International Accounting Standards Board (IASB) and the International Financial Reporting
Interpretations Committee (IFRIC) of the IASB that are relevant to its operations and that were adopted
by the EU effective for accounting periods beginning on 1 January 2015.

Initial application of new amendments to the existing standards and interpretation effective
for the current reporting period

The following amendments to the existing standards and new interpretation issued by the IASB and
adopted by the EU are effective for the current reporting period:

¢ Amendments to various standards “Improvements to IFRSs (cycle 2011-2013)" resulting
from the annual improvement project of IFRS (IFRS 3, IFRS 13 and IAS 40) primarily with a view to
removing inconsistencies and clarifying wording, adopted by the EU on 18 December 2014
(amendments are to be applied for annual periods beginning on or after 1 January 2015); and

e IFRIC 21 “Levies”, adopted by the EU on 13 June 2014 (effective for annual periods beginning on
or after 17 June 2014).

The adoption of these amendments to the existing standards and interpretation has not led to any
significant changes in the Company’s financial statements.

Amendments to the existing standards issued by IASB and adopted by the EU but not yet
effective

At the date of authorisation of these financial statements, the following amendments to the existing
standards issued by IASB and adopted by the EU were in issue but not yet effective:

¢ Amendments to various standards “Improvements to IFRSs (cycle 2010-2012)" resulting
from the annual improvement project of IFRS (IFRS 2, IFRS 3, IFRS 8, IFRS 13, IAS 16, IAS 24 and
IAS 38) primarily with a view to removing inconsistencies and clarifying wording, adopted by the EU
on 17 December 2014 (amendments are to be applied for annual periods beginning on or after 1
February 2015);

¢ Amendments to IAS 16 “Property, Plant and Equipment” and IAS 41 “Agriculture” -
Agriculture: Bearer Plants (effective for annual periods beginning on or after 1 January 2016);

¢ Amendments to IAS 16 "Property, Plant and Equipment” and IAS 38 “Intangible Assets” -
Clarification of Acceptable Methods of Depreciation and Amortisation (effective for annual periods
beginning on or after 1 January 2016);

¢ Amendments to IAS 19 “Employee Benefits” - Defined Benefit Plans: Employee Contributions,
adopted by the EU on 17 December 2014 (effective for annual periods beginning on or after
1 February 2015); and

e Amendments to IFRS 11 “Joint Arrangements” - Accounting for Acquisitions of Interests in Joint
Operations (effective for annual periods beginning on or after 1 January 2016).

New standards and amendments to the existing standards issued by IASB, but not yet
adopted by the EU

At present, IFRS as adopted by the EU do not significantly differ from the regulations adopted by the
International Accounting Standards Board (IASB), except for the following new standards and
amendments to the existing standards that were not endorsed for use in the EU as at the reporting date
(the dates below apply to the full version of IFRS):

e« IFRS 9 “Financial Instruments” (effective for annual periods beginning on or after
1 January 2018);

e IFRS 14 “Regulatory Deferral Accounts” (effective for annual periods beginning on or after
1 January 2016) - the European Commission has decided not to launch the endorsement process of
this interim standard and to wait for the final standard;

The accompanying notes form an integral part of the separate financial statements. 9



SPP - distribicia, a.s.

NOTES TO THE SEPARATE FINANCIAL STATEMENTS
Year ended 31 December 2015

(EUR ‘'000)

IFRS 15 “Revenue from Contracts with Customers” and further amendments (effective for
annual periods beginning on or after 1 January 2018);

Amendments to IFRS 10 “Consolidated Financial Statements” and IAS 28 “Investments in
Associates and Joint Ventures” - Sale or Contribution of Assets between an Investor and its
Associate or Joint Venture and further amendments (effective date deferred indefinitely until a
research project on the equity method has been concluded);

Amendments to IFRS 10 “Consolidated Financial Statements”, IFRS 12 “Disclosure of
Interests in Other Entities” and IAS 28 “Investments in Associates and Joint Ventures” -
Investment Entities: Applying the Consolidation Exception (effective for annual periods beginning on
or after 1 January 2016);

Amendments to IAS 1 “Presentation of Financial Statements” - Disclosure Initiative (effective
for annual periods beginning on or after 1 January 2016);

Amendments to IAS 27 “Separate Financial Statements” - Equity Method in Separate Financial
Statements (effective for annual periods beginning on or after 1 January 2016); and

Amendments to various standards “Improvements to IFRSs (cycle 2012-2014)" resulting
from the annual improvement project of IFRS (IFRS 5, IFRS 7, IAS 19 and IAS 34) primarily with a
view to removing inconsistencies and clarifying wording (amendments to be applied for annual
periods beginning on or after 1 January 2016).

The Company anticipates that adopting these new standards and amendments to the existing standards
will have no material impact on the financial statements of the Company in the period of initial
application.

Hedge accounting for a portfolio of financial assets and liabilities whose principles have not been adopted
by the EU remains unregulated.

Based on the Company’s estimates, applying hedge accounting to the portfolio of financial assets or
liabilities pursuant to IAS 39 “Financial Instruments: Recognition and Measurement” would not
have a significant impact on the financial statements if applied as at the reporting date.

The accompanying notes form an integral part of the separate financial statements. 10



SPP - distribucia, a.s.

NOTES TO THE SEPARATE FINANCIAL STATEMENTS
Year ended 31 December 2015

(EUR '000)

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
a) Basis of Accounting

These separate financial statements have been prepared in accordance with IFRS as adopted by the EU.
IFRS as adopted by the EU do not currently differ from IFRS as issued by the International Accounting
Standards Board (IASB).

The financial statements have been prepared under the historical cost convention, with the exceptions
detailed below. Information on the applied principal accounting policies is provided below. The reporting
currency and functional currency of the Company is the euro (EUR). These separate financial statements
were prepared under the going concern assumption.

b) Information about Operating Segments

Operating segments are recognised in accordance with the internal system of management reporting
provided for the highest executive decision-making body. The highest executive decision-making body
that is responsible for the allocation of resources and for evaluating the performance of these operating
segments has been identified to be the Board of Directors, which makes strategic decisions.

c) Research and Development

Research and development costs are recognised as expenses except for costs incurred for development
projects, which are recognised as non-current intangible assets to the extent of the expected economic
benefits. However, development costs initially recognised as expenses are not recognised as assets in a
subsequent period.

d) Property, Plant and Equipment and Intangible Assets

Property, plant and equipment and intangible assets are stated in the balance sheet at historical cost less
accumulated depreciation and impairment losses. In the case of assets contributed in the form of a
contribution in kind as at 1 July 2006, historical cost was determined by an independent expert as at this
date.

Acquisition cost comprises any costs directly attributable to bringing the asset to the location and
condition necessary for it to be capable of operating in the manner intended by management.

Items of property, plant and equipment and intangible assets that are retired or otherwise disposed of
are eliminated from the balance sheet at net book value. Any gain or loss resulting from such retirement
or disposal is included in the income statement.

Other items of property, plant and equipment are depreciated on a straight-line basis over their
estimated useful lives. Depreciation charges are recognised in the income statement computed so as to
amortise the cost of the assets to their estimated net book value over their residual useful lives. The
useful lives of property, plant and equipment and intangible assets are as follows:

Type of assets Useful life from 2015 Useful life until 2014
Regulation stations 15 - 50 years 15 - 50 years
Gas pipelines 40 - 60 years 40 - 60 years
Structures 15 - 60 years 15 - 60 years
Machines, tools and equipment 4 - 40 years 4 - 40 years
Other non-current assets 3 - Byears 3 - 8 years

As at 1 August 2011, for the purposes of their inclusion in the consolidation, the Company carried out a
new revaluation of the buildings, plant, machinery and other equipment used in the distribution of
natural gas under IAS 16, based on findings of significant changes in the assumptions, which were used
in the revaluation model performed by independent appraisers. Based on an independent valuation
report, the Company changed the economic useful lives of buildings, machinery and equipment used for
natural gas distribution with effect from 1 January 2011. As at 31 December 2015 and 2014, the
Company concluded that there was no significant change in the estimated useful lives of the buildings,
machinery and equipment.

Land is not depreciated as it is deemed to have an indefinite useful life.

Intangible assets with limited useful lives that are acquired separately are carried at cost less
accumulated amortisation and accumulated impairment losses. The estimated useful lives are reviewed
at the end of each reporting period. Costs of connection to the distribution network are capitalised and
amortised over the estimated remaining useful life of the related equipment used for natural gas
distribution.

The accompanying notes form an integral part of the separate financial statements. 11



SPP - distribiicia, a.s.

NOTES TO THE SEPARATE FINANCIAL STATEMENTS
Year ended 31 December 2015

(EUR '000)

At each reporting date an assessment is made as to whether there is any indication that the recoverable
amount of the Company’s property, plant and equipment and intangible assets is less than the carrying
amount. Where there is such an indication, the recoverable amount of the asset, being whichever is the
higher of the fair value less costs of sale and the present value of future cash flows, is estimated. The
resulting provision for an impairment loss is recognised fully in the income statement in the year in which
the impairment occurs. The discount rates used to calculate the net present value of future cash flows
reflect current market assessments of the time value of money and the risks specific to the asset. In the
event that a decision is made to abandon a construction project in progress or significantly to postpone
the planned completion date, the carrying amount of the asset is reviewed for potential impairment and
a provision is recorded, if appropriate. In 2015, the Company prepared an analysis of the expected
value-in-use of assets based on which no impairment of non-current assets was identified.

Expenditures relating to an item of property, plant and equipment and intangible assets are added to the
carrying amount of the asset when it is probable that future economic benefits, in excess of the original
assessed standard of performance of the existing asset, will flow to the Company. All other subsequent
expenditures are treated as repairs and maintenance and are expensed in the period in which they are
incurred.

e) Government Grants

Free-of-charge transfers of gas facilities by municipalities to the Company’s assets are deemed to be
non-monetary grants. They are recognised at the fair value of the assets received and are included in
non-current liabilities as deferred income. This deferred income is recognised in the income statement on
a straight-line basis over the useful lives of the assets transferred.

Free-of-charge transfers of gas facilities from customers relating to the connection of customers to the
distribution network are charged to revenues for the relevant period and are recognised at the fair value
of the received assets in accordance with IFRIC 18.

f) Inventories

Inventories are stated at the lower of the cost and the net realisable value. The cost of natural gas
stored in underground storage facilities and raw materials and other inventories is calculated using the
weighted arithmetic average method. The cost of raw materials and other inventories includes the cost of
acquisition and related costs and the cost of inventories developed internally includes materials, other
direct costs and production overheads. Appropriate provisions are made for obsolete and slow-moving
inventories. Natural gas in acquisition is valued at cost. Other costs related to the acquisition of natural
gas are immaterial.

g) Financial Assets

Financial assets are classified into the following categories: financial assets “at fair value through profit
or loss” (FVTPL), “held-to-maturity investments”, “available-for-sale (AFS) financial assets” and “loans
and receivables”.

The Company only recognises financial assets in the “loans and receivables” category.

Loans and Receivables

Loans and receivables are non-derivative financial assets with fixed or variable payments that are not
quoted in an active market. Loans and receivables (including trade and other receivables, bank balances

and cash) are measured at amortised cost using the effective interest rate method less any impairment.

Interest income is recognised by applying the effective interest rate, except for short-term receivables
for which the recognition of interest is immaterial.

Impairment of Financial Assets

Financial assets are assessed for indicators of impairment at the end of each reporting period. Financial
assets are considered impaired when there is objective evidence that, as a result of one or more events
that occurred after the initial recognition of the financial asset, the estimated future cash flows from the
investment have been reduced.

The accompanying notes form an integral part of the separate financial statements. 12



SPP - distriblcia, a.s.

NOTES TO THE SEPARATE FINANCIAL STATEMENTS
Year ended 31 December 2015

(EUR '000)

For trade receivables assets are assessed for impairment on a collective basis even if they were assessed
not to be impaired individually. Objective evidence of impairment for a portfolio of receivables could
include the Group's past experience of collecting payments, an increase in the number of delayed
payments in the portfolio past the average credit period of 60 days, as well as observable changes in
national or local economic conditions that correlate with defaults on receivables.

For financial assets carried at amortised cost, the amount of the impairment is the difference between
the asset's carrying amount and the present value of estimated future cash flows discounted at the
financial asset's original effective interest rate.

The carrying amount of the financial asset is reduced for the impairment loss directly for all financial
assets with the exception of trade receivables, where the carrying amount is reduced through the use of
a provisions account. When a trade receivable is considered uncollectible, it is written off against the
provisions account. Subsequent recoveries of amounts previously written off are recognised as a release
of provisions. Changes in the carrying amount of the provisions account are recognised in profit or loss.

Derecognition of Financial Assets

The Company derecognises a financial asset only when the contractual rights to the cash flows from the
asset expire or when it transfers the financial asset and substantially all the risks and rewards of
ownership of the asset to another party.

h) Financial Liabilities

Financial liabilities are classified as financial liabilities “at fair value through profit or loss” (FVTPL) or as
“other financial liabilities”.

The Company only recognises financial liabilities in the “other financial liabilities” category.
Other Financial Liabilities

Other financial liabilities (including borrowings) are subsequently measured at amortised cost using the
effective interest method.

The effective interest method is a method of calculating the amortised cost of a financial liability and of
allocating interest expense over the relevant period. The effective interest rate is the rate that exactly
discounts estimated future cash payments (including ail fees and points paid or received that form an
integral part of the effective interest rate, transaction costs and other premiums or discounts) through
the expected economic life of the financial liability, or a shorter period, to the net carrying amount on
initial recognition.

i) Subsidiaries

Investments in subsidiaries are measured at cost. The costs of an investment in a subsidiary are based
on the expenses related to the acquisition of an investment representing the fair value of the
consideration, including direct incidental transaction costs.

i) Cash and Cash Equivalents

Cash and cash equivalents consist of cash in hand and cash in bank with insignificant risk of changes in
value.

k) Provisions for Liabilities

A provision is recognised when the Company has a present obligation (legal or constructive) as a result
of a past event and it is probable that an outflow of resources embodying economic benefits will be
required to settle the obligation, and a reliable estimate can be made of the amount of the obligation.
Provisions are reviewed at each reporting date and adjusted to reflect the current best estimate. The
amount of the provision is the present value of the risk-adjusted expenditures expected to be required to
settle the obligation, determined using the estimated risk-free interest rate as a discount rate. Where
discounting is used, the carrying amount of the provision increases in each period to reflect the
unwinding of the discount by the passage of time.

The accompanying notes form an integral part of the separate financial statements. 13



SPP - distribiicia, a.s.

NOTES TO THE SEPARATE FINANCIAL STATEMENTS
Year ended 31 December 2015

(EUR ‘000)

1) Borrowing Costs

Borrowing costs directly attributable to the acquisition, construction or production of a qualifying asset
are recognised as part of the cost of the related asset. Other borrowing costs are recognised as an
expense in the period in which they are incurred.

m) Issued Debt Securities

Issued debt securities are initially measured at fair value plus transaction costs, and then measured at
amortised cost using the effective interest rate method.

n) Revenue Recognition

Sales are recorded upon the delivery of products or the performance of services, net of value added tax
and discounts. The Company records revenues from distribution and other activities on an accrual basis.

Moment of revenue recognition: revenues are recognised when the delivery terms are fulfilled, since at
that moment significant risks and rights of ownership are transferred to the customer. The date of
delivery fulfiiment is the last day of the relevant calendar month.

o) Social Security and Pension Schemes

The Company is required to make contributions to various mandatory government insurance schemes,
together with contributions by employees. The cost of social security payments is charged to the income
statement in the same period as the related salary cost.

P) Retirement and Other Long-Term Employee Benefits

The Company has a long-term employee benefit program comprising a lump-sum retirement benefit,
social assistance benefit in material deprivation and life and work jubilee benefits, for which no individual
financial funds were earmarked. In accordance with IAS 19, the employee benefits costs are assessed
using the projected unit credit method. Under this method, the cost of providing pensions is charged to
the income statement so as to spread the regular cost over the service period of employees. The benefit
obligation is measured at the present value of the estimated future cash flows discounted by market
yields on Slovak government bonds, which have terms to maturity approximating the terms of the
related liability. All actuarial gains and losses are recognised in the comprehensive income statement.
Past service costs are recognised when incurred and are directly expensed.

q) Finance and Operating Lease

Finance lease

A finance lease is a lease under which all the risks and rewards arising from the ownership of an asset
are transferred (economic substance of the arrangement). The accounting treatment of a lease is not
dependent on which party is the legal owner of the leased asset. An operating lease is a lease other than
a finance lease.

Operating lease

The lessee under an operating lease arrangement does not present the leased assets in its balance sheet
nor does it recognise operating lease obligations for future periods. Lease payments are recognised as an
expense on a straight-line basis over the lease term.

r) Taxation

Income tax is calculated from the profit/loss before tax recognised pursuant to International Accounting
Standards adjusted to the profit/loss recognised pursuant to the accounting procedures valid in the
Slovak Republic reflecting individual items increasing or decreasing the tax base pursuant to Act No.
595/2003 Coll. on Income Tax, as amended, using the effective income tax rate of 22%.

Deferred tax is provided, using the liability method, for all temporary differences arising between the tax
bases of assets and liabilities and their carrying amounts. Deferred tax is calculated at the tax rates that
are expected to apply for the period when the asset is realised or the liability is settled. Deferred tax is
recognised in the income statement, except when it relates to items directly credited or charged directly
to equity, in which case the deferred tax is also recognised in equity. The income tax rate valid from
1 January 2004 to 31 December 2012 was 19%. The income tax rate valid until 31 December 2013 was
23%. The income tax rate valid as of 1 January 2014 is 22%.

The principal temporary differences arise from the depreciation of non-current assets and various
provisions. Deferred 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.

The accompanying notes form an integral part of the separate financial statements. 14
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Deferred income tax is recognised in the case of temporary differences arising from financial investments
in subsidiaries, associates and joint ventures, except when the settlement of temporary differences can
be controlled and temporary differences will not be realised in the foreseeable future.

Current and Deferred Tax for the Year

Current and deferred tax are recognised through profit and loss, except when they relate to items
recognised in other comprehensive income or directly in equity, in which case the current and deferred
tax are also recognised in other comprehensive income or directly in equity.

Special Levy on Businesses in Regulated Industries

Pursuant to the requirements of International Accounting Standards, the Company’s income tax also
includes a special levy pursuant to Act No. 235/2012 Coll. on a Special Levy on Businesses in Regulated
Industries and on the Amendment to and Supplementation of Certain Acts. The special levy is recognised
through profit and loss.

The Company is a regulated entity with the obligation to pay a special levy during the period of the
effectiveness of the Act, ie from September 2012 to December 2016. The levy is calculated per calendar
month and the levy rate is 0.00363. The levy is based on the profit/loss before tax recognised pursuant
to International Accounting Standards, adjusted to the profit/loss recognised pursuant to the accounting
procedures valid in the Slovak Republic, and further adjusted pursuant to the Act on a Special Levy. The
special levy is recognised as part of income taxes.

s) Foreign Currencies

Transactions in foreign currencies are initially recorded at the rates of the European Central Bank (ECB)
pertaining on the dates of the transactions. Monetary assets, receivables and payables denominated in
foreign currencies are translated as at the reporting date at the ECB exchange rates valid on the
reporting date. Gains and losses arising on exchange as at the reporting date are included in the income
statement.

4. CRITICAL ACCOUNTING JUDGMENTS AND KEY SOURCES OF ESTIMATION UNCERTAINTY

Impairment of Property, Plant and Equipment

The Company re-assessed the provision for the impairment of property, plant and equipment on the
basis of an evaluation of their planned disposal or sale. When assessing the recoverable amount of
property, plant, and equipment, certain assumptions and estimates were considered that may be subject
to changes in the future. The recoverable amount of property, plant, and equipment for non-current
assets used for natural gas distribution depends, inter alia, on the future development of gas
consumption in Slovakia and on future tariffs for individual distribution services, which are subject to
regulation. Refer to Note 7 and 25 for details on the impairment of property, plant and equipment.

Useful Life of Property, Plant and Equipment

In 2011, the Company engaged an expert to reassess the estimated remaining useful lives of the items
of property, plant and equipment used for natural gas distribution. The estimated remaining useful life
depends, inter alia, on various assumptions regarding the future use of the assets, their wear and tear
and moral obsolescence, and potential changes in the legislation.

5. FINANCIAL INSTRUMENTS

a) Financial risk management

The Company is not exposed to severe financial risks that would include the effects of changes in foreign
currency exchange rates. The Company’s overall risk management program focuses on the
unpredictability of financial markets and seeks to minimise potential adverse effects on the Company's
financial position.

The main risks arising from the Company’s financial instruments are liquidity risk and credit risk.
(1) Foreign currency risk

The Company is not exposed to severe foreign currency risk arising from foreign currency transactions
since it does not recognise significant financial assets and liabilities denominated in a foreign currency as
at 31 December 2015. The Company recognised no significant financial assets and liabilities denominated
in a foreign currency as at 31 December 2014.

The accompanying notes form an integral part of the separate financial statements. 15
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Sensitivity to foreign exchange changes

The impact of sensitivity to foreign exchange changes was not significant in the current or previous
reporting periods.

(2) Commodity price volatility risk

The Company has entered into contracts for natural gas storage and natural gas purchases to cover
losses in the distribution network. The contract for natural gas storage is concluded for 30 years and is at
a fixed price. Natural gas purchase prices to cover losses are subject to tender for one year in advance.
Currently, a fixed unit price for natural gas purchases is agreed for 2016; the same trend is expected
also in the future. The current effective legislation of the Regulatory Office for Network Industries allows
one to transfer the effect of natural gas price changes to cover losses to the price for natural gas
distribution; thus, the Company does not consider the commodity price volatility risk significant.

(3) Interest rate risk
The Company is not exposed to significant concentration of interest rate risk.

The Company’s management concluded loan contracts with a floating interest rate that changes based
on changes in market conditions.

As at 31 December 2015, the Company recognised two loans received from banks with a face value of
EUR 80 million and EUR 55 million; the loans bear a variable interest rate. The interest rate of these
long-term loans amounts to 3M EURIBOR + a margin in % p.a. (Note 14).

The Company concluded derivative contracts to manage interest rate risk associated with the long-term
bank loans.

(4) Credit risk

Credit risk refers to the risk that the counterparty will default on its contractual obligations resulting
in a financial loss to the Company. The Company has adopted a policy of only dealing with credit-worthy
counterparties and obtaining sufficient collateral, where appropriate, as a means of mitigating the risk
of financial loss from defaults.

The Company sells its services to customers; SPP, a.s., the majority shareholder of the parent company
SPP Infrastructure, a.s., is the major customer, which means that the risk that receivables will remain
unpaid is considerably eliminated.

(5) Liquidity risk

Prudent liquidity risk management implies maintaining sufficient cash with adequate maturity, availability
of funding through an adequate amount of committed credit lines and the ability to close open market
positions. The Company, as a member of the SPP Infrastructure core group, is part of the cash-pooling
system. In the system flexibility is maintained by keeping committed credit lines available and
synchronising the maturity of financial assets with financial needs.

The table below summarises the maturity of the financial liabilities as at 31 December 2015 and
31 December 2014, based on contractual undiscounted payments:

Less than 3 3to12 1to5

As at 31 December 2015 On demand ‘months months years > 5 years Total
Bonds - - 13125 52 500 513125 578 750
Loans - 225 675 58 333 82 000 141 233
Trade and other payables - 78 187 - - - 78 187
Obligations under finance

lease 6 426 - 8 241 - 14 667

Less than 3 3to 12 I1to5

As at 31 December 2014 On demand months months years > 5 years Total
Bonds - - 13125 52 500 526 250 591 875
Loans - 50 258 675 3600 137 633 192 166
Trade and other payables - 110 016 757 418 - - 867 734

In 2014, trade and other payables include a payable to a shareholder owing to the decrease of the share
capital in the amount of EUR 757 418 thousand.

The accompanying notes form an integral part of the separate financial statements. 16
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b) Capital risk management

The Company manages its ca
pital to ensure that it will be able to continue as a going concern while maximising the return to
shareholders through the optimisation of the debt and equity ratio.

The Company’s capital structure consists of equity attributable to the Company’s owners, comprising
registered capital, the legal reserve fund and retained earnings as disclosed in Notes 17 and 18 and
interest-bearing borrowings as disclosed in Note 14. The gearing ratio at the 2015 year-end was 36 %
(2014: 22%).

As part of the capital structure optimisation the Company decreased its registered capital to EUR 1 200

million in 2014 (Note 17).

The gearing ratio at the year-end was as follows:

31 December

31 December

2015 2014
Debt (i) 651 221 685 879
Cash and cash equivalents 80 692 323 046
Net debt 570 529 362 833
Equity (ii) 1 584 875 1681724
Net debt to equity ratio 36% 22%

(i) Debt is defined as long- and short-term borrowings and finance lease.

(ii) Page 6
c) Categories of financial instruments
31 December 31 December
2015 2014

Financial assets

Loans and receivables (including cash and cash equivalents) 143 747 1011 084
Financial liabilities

Financial liabilities carried at amortised costs 745 331 1 574 350

Financial derivatives recognised as hedges 6 299 7 065

d) Estimated fair value of financial instruments
The fair value hierarchy:

Level 1 of the fair value measurement represents those fair values that are deduced from the prices of
similar assets or liabilities listed on active markets.

Level 2 of the fair value measurement represents those fair values that are deduced from input data
other than listed prices included in Level 1, which are observable on the market for assets or liabilities
directly (eg prices) or indirectly (eg deduced from prices).

Level 3 of the fair value measurement represents those fair values that are deduced from valuation
models including subjective input data for assets or liabilities not based on market data.

As at 31 December 2015, the Company has no financial instruments measured at fair value except for
financial liabilities from derivative instruments (interest swaps). The fair value of such instruments is
estimated based on their present value of future cash flows discounted at the market interest rate. The
measurement of interest swaps represents Level 1 of the fair value measurement.

Embedded derivative instruments

The Company assessed all significant contracts and agreements for embedded derivatives that should be
recorded and concluded that there are no embedded derivatives in these contracts and agreements that
are required to be measured and separately recognised as at 31 December 2015 and 31 December 2014
under the requirements of IAS 39 (as revised in 2009).

The accompanying notes form an integral part of the separate financial statements. 17
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6. OPERATING SEGMENTS

The Company assesses the segment information for the current and comparative reporting periods in
accordance with IFRS 8 Operating Segments. When managing the Company’s activities, allocating
resources, and making strategic decisions, the Board of Directors uses one segment based on the nature
of products and services. The strategic business unit offers various services aimed at natural gas
distribution. The Company’s activities focus on the Slovak Republic where all of its non-current tangible
assets are located. The main indicators used by the Board of Directors in its decision-making process are
earnings before interest, taxes, depreciation, and amortisation (EBITDA), and the amount of capital
expenditures. To make decisions, the Board of Directors uses financial information which is consistent
with the information disclosed in these separate financial statements. The Company’s management
submits a report on the Company’s results to the Board of Directors on a monthly basis.

The accompanying notes form an integral part of the separate financial statements. 18
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As at 31 December 2015, the Company uses tangible assets related to gas pipelines and regulation
stations with cost in the amount of EUR 7 582 thousand, which is presented as assets in the course of
construction. Depreciation charge in the amount of EUR 9 thousand was recorded in 2015 in this respect.

In 2015, the Company acquired hardware and software under a finance lease. Hardware is classified as
Machines and Equipment and its net book value amounts to EUR 5 470 thousand as at 31 December
2015 (Note 15).

Type and amount of insurance for property, plant and equipment and intangible assets:

Cost of insured Name and seat of
Insured object Type of insurance assets the insurance
2015 2014 company

Buildings, halls, structures (except

for gas pipelines), machinery,

equipment, fixtures & fittings, low- Insurance of assets 191 582 191 582
value non-current TA, other non-

current TA, works of art, inventories

MSIG Insurance
Europe AG, Allianz-
Slovenska
poistovia, a.s.

MTPL insurance, motor vehicle
Motor vehicles insurance against damage, 419 418
destruction, theft

Allianz-Slovenska
poistovia, a.s.

The cost of fully depreciated non-current assets (includes also non-current intangible assets), which were
in use as at 31 December 2015, amounts to EUR 65 551 thousand (31 December 2014:
EUR 49 031 thousand).

8. INVESTMENTS IN SUBSIDIARIES

At 31 December 2015 Subsidiaries

Opening balance, net 1 005
Additions -
Reclassification -
Disposals -
Impairment -
Closing balance, net 1 005
Cost 1 005
Impairment -
Closing balance, net 1 005

SPP - distribucia Servis, s.r.o. was established on 27 August 2012 by a Memorandum of Association as a
100% subsidiary of SPP - distribucia, a.s. The company was registered in the Commercial Register of the
District Court Bratislava I on 18 September 2012.

Plyndrenska metroldgia, s.r.o. was established on 11 September 2013 by a Memorandum of Association
as a 100% subsidiary of SPP - distriblcia. The company was registered in the Commercial Register of
the District Court Bratislava I on 1 October 2013.

Information on the subsidiaries of SPP - distriblcia as at 31 December 2015 can be summarised as
follows:

Country of Ownership
Name Registration Ini;ezzst Principal Activity
SPP - distribicia Servis, s.r.o Slovakia 100.00 Production and servicing of gas
e ’ equipment
Plynarenskd metroidgia, s.r.o. Slovakia 100.00 Brokerage of services

The accompanying notes form an integral part of the separate financial statements. 20
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Additional information on the subsidiaries:

Business name and seat of the Equity
p 2015

entity

SPP - distriblcia Servis, s.r.o.

Seat: Oslobodenia 1068/50, Malacky 1063

Plynarenska metroldgia, s.r.o.

Seat: Mlynské nivy 44/b, Bratislava 103

2014

1065
43

2015

(2)
60

Profit/loss

2014

(2)
40

The accompanying notes form an integral part of the separate financial statements.
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9. NON-CURRENT INTANGIBLE ASSETS AND OTHER ASSETS

Other non- Assets in
current the course
Software intangible of Total
assets construction

Year ended 31 December 2014

Opening net book value - 7 141 770 7 911
Additions - - 426 426
Placed into service 851 333 (1 184) -
Disposals - - (10) (10)
Amortisation (37) (450) - (487)
Change of provisions - - 10 10
Closing net book value 814 7 024 12 7 850
At 31 December 2014

Cost 889 10 798 13 11 700
Provision and impairment loss (75) (3774) (1) (3 850)
Net book value 814 7 024 12 7 850
Year ended 31 December 2015

Opening net book value 814 7 024 12 7 850
Additions - - 9 324 9 324
Placed into service 9 082 11 (9 075) 18
Disposals - - (1) (1)
Amortisation (319) (433) - (752)
Change of provisions - - 1 1
Closing net book value 9577 6 602 261 16 440
At 31 December 2015

Cost 9971 10 809 261 21 041
Provision and impairment loss (394) (4 207) - (4 601)
Net book value 9577 6 602 261 16 440

In 2015, the Company acquired hardware and software under a finance lease. Software is classified
under Software and its net book value amounts to EUR 7 423 thousand as at 31 December 2015 (Note
15).

10. INVENTORIES

31 December 31 December
2015 2014
Natural gas 152 521 152 211
Raw materials and other inventories 927 863
Provision (79) (42)
Total 153 369 153 032

The balance of natural gas represents natural gas used to balance the distribution network and natural
gas for own consumption, as well as losses in the distribution network.

As at 31 December 2015, provisions were reversed in the amount of EUR 6 thousand (31 December
2014: EUR 34 thousand).

The Company created provisions for slow-moving inventories of raw materials in the amount of
EUR 43 thousand (31 December 2014: EUR 42 thousand).

The accompanying notes form an integral part of the separate financial statements. 22
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11. RECEIVABLES AND PREPAYMENTS

31 December

31 December

2015 2014
Receivables from distribution activities 14 741 51 028
Prepayments and other receivables 7134 4 087
Cash pooling receivables 41 002 595 865
Receivables from provided borrowings - 37 058
Receivables from the sale of natural gas 178 -
Total 63 055 688 038

Receivables fall due as follows

31 December

31 December

2015 2014
Within one year 63 055 688 038
From 1 year to 2 years - -
From 2 to 5 years - -
More than 5 years - -
Total receivables 63 055 688 038

As at 31 December 2015, the Company recorded receivables due and overdue in the amount of
EUR 61 291 thousand and EUR 2 676 thousand, respectively, excluding an impairment provision. As at
31 December 2014, the Company recorded receivables due and overdue in the amount of EUR 688 023
thousand and EUR 873 thousand, respectively, excluding an impairment provision.

In 2014, receivables from provided borrowings in the amount of EUR 37 058 thousand were from a loan
provided to the parent company, SPP Infrastructure, a.s.

As at 31 December 2015, receivables and prepayments are shown net of provisions for bad and doubtful
debts in the amount of EUR 912 thousand (31 December 2014: EUR 858 thousand).

Movements in the provision for receivables were as follows:

31 December 31 December

2015 2014
Opening value (858) (11 018)
Creation (142) (370)
Use 88 13
Reversal - 10 517
Closing value (912) (858)

Collateralisation of receivables

Several bank guarantees totalling EUR 27 806 thousand (31 December 2014: EUR 26 290 thousand)
were established to secure the Company’s receivables from natural gas distribution. In addition, financial
funds in the amount of EUR 5 051 thousand (31 December 2014: EUR 4 059 thousand) were deposited
in the Company’s bank account. The released portion comprises the release of a provision for receivables
from unauthorised natural gas consumption due to a change in the method of recognition of such
revenues and receivables (Note 21).

The accompanying notes form an integral part of the separate financial statements. 23
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Overdue receivables that were not provided for:

Less than 2 months
2 to 3 months

3 to 6 months

6 to 9 months

9 to 12 months

More than 12 months
Total

Overdue receivables that were provided for:

31 December
2015

31 December
2014

31 December

31 December

2015 2014
Less than 2 months - -
2 to 3 months 190 17
3 to 6 months 451 24
6 to 9 months 629 24
9 to 12 months 194 4
More than 12 months 731 742
Total 2195 811

12. DEFERRED INCOME

31 December

31 December

2015 2014
Opening balance, net 10 414 8 309
Assets acquired during the reporting period 1227 2481
Amortisation during the reporting period (375) (376)
Closing balance, net 11 266 10 414

Some gas facilities were obtained “free of charge” from municipal and local authorities. This deferred
income is released in the income statement on a straight-line basis in the amount of depreciation
charges of non-current tangible assets acquired free of charge.

13. RETIREMENT AND OTHER LONG-TERM EMPLOYEE BENEFITS

The long-term employee benefits program at the Company was launched in 2006. This is a defined
benefit program, under which the employees are entitled to a lump-sum payment upon old age or
disability retirement and, subject to vesting conditions, life and work jubilee payments.

In December 2014, a new collective agreement was signed which is valid for the period from 2015 until
2018 and under which employees are entitled to a retirement benefit based on the number of years
worked with the Company as at their retirement. The retirement benefits range from three to five times
the employee’s average salary. As at 31 December 2015 and 31 December 2014, the obligation relating
to retirement and other long-term employee benefits was calculated on the basis of valid collective
agreements in the given years.

As at 31 December 2015, there were 1 376 (31 December 2014: 1 444) employees covered by this
program. As of that date, it was an un-funded program, with no separately allocated assets to cover the
program’s liabilities.

The accompanying notes form an integral part of the separate financial statements. 24
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Movements in the net liability recognised in the balance sheet for the year ended 31 December 2015 are
as follows:

Post- Total benefits Total benefits
LZZ’% ;t;;{:' employment at 31 December at 31 December
benefits 2015 2014
Net liability at 1 January 943 4 384 5 327 4 296
Change in actuarial assumptions - 293 293 -
Net expense recognised 39 78 117 1173
Benefits paid (52) (66) (118) (142)
Net liabilities 930 4 689 5619 5 327
Current liabilities Non-current
(included in other current liabilities Total
liabilities)
At 31 December 2015 276 5343 5619
At 31 Decemnber 2014 217 5110 5 327
Key assumptions used in actuarial valuation:
At 31 December 2015 At 31 December 2014
Market yield on government bonds 1.35% 2%
Annual future real rate of salary increases 2% 2%
Annual employee turnover 1.4% 1.4%
Retirement ages (male and female) 62 for male and 62 for female 62 for male and 60 for female
14. LOANS AND BONDS
31 December 31 December
2015 2014
Unsecured Unsecured
Loans 135 000 185 000
Bonds 501 723 500 879
Total 636 723 685 879
Loans by currency
EUR
- with a fixed interest rate 501 723 500 879
- with a floating interest rate 135 000 185 000
Total loans 636 723 685 879
Loans are due as follows:
Within one year 6 854 56 854
From 1 to 2 years -
From 2 to 5 years 55 000 -
More than 5 years 574 869 629 025
Total loans 636 723 685 879

As at 31 December 2014 and 31 December 2015, the Company drew the following loans:

Long-term loans denominated in euros in the amount of EUR 55 million and EUR 80 million with an
interest rate consisting of a variable portion (3M EURIBOR) and a fixed margin in % p.a. fall due in 2020
and 2024, and are not secured by any assets.

As at 31 December 2014, the Company recognised a short-term bank loan in the amount of EUR 50
million with an interest rate consisting of a variable portion (1M EURIBOR) and a fixed margin in % p.a.
The loan was repaid in 2015 and was not secured by any assets.

In 2014, the Company issued bonds in the amount of EUR 500 million with a fixed interest rate of
2.625% p.a. The maturity of bonds is on 23 June 2021.

The average interest rate of the loans drawn as at 31 December 2015 was 0.651%.

The accompanying notes form an integral part of the separate financial statements. 25
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Interest rates of the loans and bonds:

Loans and bonds

EUR
- with a fixed interest rate 2.625% p.a.
- with a floating interest rate 3M EURIBOR + margin

The carrying amount and face value of loans and bonds:

Carrying Amount Face Value
31 December 31 December 31 December 31 December
2015 2014 2015 2014
Loans 135 000 185 000 135 000 185 000
Bonds 501 723 500 879 500 000 500 000
Total 636 723 685 879 635 000 685 000

The carrying amount of bonds comprises an accrued coupon in the amount of EUR 6 854 thousand.

SPP - distribdcia, a.s. has the following unused lines of credit:

At 31 December At 31 December
2015 2014
Floating interest rate:
- due within one year - -
- due after more than one year - 20 000
Total - 20 000

Based on a loan agreement signed on 12 November 2014, SPP-distriblcia is required to comply with the
agreed financial covenants, ie

- Balance on the bank account may not fall below EUR 30 000 thousand, and

- Net debt and EBITDA ratio may not be lower than 2.65:1 at the end of the reporting period.

If the Company's rating with at least one agency falls to or below the following levels: BBB- at Standard
and Poor’s, BBB- at Fitch, Baa3 at Moody’s, SPP-distriblcia is required to provide additional collateral in
the form of a guarantee, cash collateral or other form of collateral acceptable to the bank.

As at 31 December 2013, the Company drew a loan in the amount of EUR 55 000 thousand. Under the
loan agreement, the Company is not required to meet any financial covenants. However, the loan
agreement defines the minimum level of the parent company's rating (Moody’s: Baa2, Fitch: BBB), as
the parent company provided collateral for the SPP-distriblcia loan. If the rating falls below the defined
level in either of the two agencies by one grade (while remaining unchanged with the other agency), the
interest margin will slightly increase (0.15%); if the rating falls by more than one grade below the
defined level or if it falls by one grade with both agencies simultaneously, SPP-distribucia is required to
provide additional collateral in the form of a guarantee, cash collateral or any other form of collateral
accepted by the bank.

As at 31 December 2015, the SPP-distribicia rating was A- (Fitch) or Baa2 (Moody’s), ie all conditions
were met.

15. OBLIGATION UNDER FINANCE LEASE

During 2015, the Company acquired tangible and intangible assets - hardware and software under a
finance lease. The lease contract does not have the legal form of a lease, nevertheless it is recognised as
a lease based on contractual terms and conditions. The lessee obtains economic rewards from the use of
the leased assets during a major part of their economic useful life in return for assuming an obligation to
pay for this right an amount at the inception of the lease that approximates the fair value of the assets
and the related financial charge.

The lease contract is concluded for 4 years and the Company has an option to purchase equipment at the
end of the lease term.

The accompanying notes form an integral part of the separate financial statements. 26
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Obligation under long-term finance lease:

Present Value of Minimum
Lease Payments

Maturity 31.12.2015 31.12.2014

Less than 1 year 6 426 -
1-5 years 8 072 -
More than 5 years - -
Total 14 498 -

The difference between the present value of minimum lease payments and gross investment in a lease is
not significant.

Information on the residual value and fair value of the obligation under finance lease:

Residual Value Fair Value
31.12.2015 31.12.2014 31.12,.2015 31.12.2014
Obligation under finance
lease 14 498 - 14 761 -
Total 14 498 - 14 761 -

16. TRADE AND OTHER PAYABLES

At 31 December At 31 December
2015 2014

Payables from distribution activities 43 512 84 967
Trade payables 25940 20 534
Trade payables for gas purchases 3154 1499
Trade payables for electricity purchases - 451
Employee liabilities 6 899 7 169
Social security and other taxes 9024 12 465
Payables from financial derivatives 6 299 7 065
Payables to the shareholder - 757 418
Other payables 5 581 3 968
Total 100 409 895 536

As at 31 December 2014, trade and other payables included a payable to SPP Infrastructure, a.s. in the
amount of EUR 757 418 thousand owing to a decrease in the share capital (Note 17). As at 31 December
2015, trade payables to SPP Storage, s.r.o. totalled EUR 2 540 thousand (31 December 2014: EUR 2 540
thousand).

As at 31 December 2015, the Company recorded payables within maturity in the amount of EUR 100 409
thousand; no overdue payables were recognised. As at 31 December 2014, the Company recorded
payables within maturity in the amount of EUR 895 536 thousand; no overdue payables were recognised.

Social fund payables:

Amount
Opening balance as at 1 January 2015 -
Total creation: 377
from expenses 377
non-mandatory allotment -
Total drawing: (274)
monetary rewards and gifts (65)
benefit in material deprivation (5)
work jubilee benefits (52)
catering allowance (115)
other drawing as per CA (37)
Closing balance as at 31 December 2015 103

Liabilities secured by pledge or other form of collateral

A bank guarantee was established in Tatra banka, a. s., totalling EUR 33 thousand for other payables to
the Customs Office (2014: EUR 33 thousand).
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17. REGISTERED CAPITAL

As part of the capital structure optimisation the Company decreased its registered capital by EUR
757 418 thousand to EUR 1 200 000 thousand in 2014. The decrease in the registered capital was
approved by the General Meeting held on 12 November 2014. The entry in the Commercial Register was
made on 22 November 2014. The decrease in the registered capital was paid to the shareholder by its
net-off with a cash-pooling receivable in May 2015.

The registered capital consists of 1 ordinary certificate-form share with the face value of EUR 1 200 000
thousand. SPP Infrastructure, a. s. is the holder of such share. The registered capital has been registered
in the Commercial Register in the full amount.

18. LEGAL RESERVE FUND AND RETAINED EARNINGS

Since 1 January 2008 the Company has been required to prepare separate financial statements in
accordance with IFRS as adopted by the EU. Retained earnings represent amounts based on the separate
financial statements.

In connection with the previous decrease in the share capital, the Company decreased the legal reserve
fund by EUR 100 000 thousand to EUR 291 484 thousand in 2015. The decision to decrease the legal
reserve fund was made by the sole shareholder on 31 July 2015. The decrease in the legal reserve fund
was paid to the shareholder by its net-off with a cash-pooling receivable in July 2015 in the amount of
EUR 98 244 thousand and EUR 1 756 thousand was settled by a payment to the bank account.

The legal reserve fund in the amount of EUR 291 484 thousand (31 December 2014: EUR 391 484
thousand) is created in accordance with Slovak law and is not distributable to shareholders. The reserve
is created from retained earnings to cover possible future losses or increases of the registered capital.
Transfers of at least 10% of the current year’s profit are required to be made until the reserve is equal to
at least 20% of the registered capital. The legal reserve fund in the Company has already attained 20%
of the registered capital.

Distribution of profit:

Profit allotment Profit allotment
QiioEment for 2014 for 2013
To cover losses from previous years - -
Dividends 97 512 113 150
Total profit to be distributed 97 512 113 150
19. STAFF COSTS

Year ended Year ended
31 December 31 December
2015 2014

Wages, salaries and bonuses 30 278 31025
Social security costs 10 693 12178
Other social security costs and severance pay 2 853 2703
Total staff costs 43 824 45 906

The Company is required to make social security contributions, amounting to 35.2% of salary bases as
determined by law, up to a maximum amount ranging from EUR 4 120 thousand (except for accident
insurance). The employees contribute an additional 13.4% of the relevant base up to the above limits.

20. COSTS OF AUDIT SERVICES

Year ended Year ended
31 December 31 December
2015 2014
Audit of financial statements 38 40
Tax advisory services 2 -
Total 40 40
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21. OTHER REVENUES AND EXPENSES

Year ended Year ended
31 December 31 December
2015 2014
Unauthorised natural gas consumption 2 289 1755
Correction of errors from previous periods - (1 363)
Profit/(loss) from the sale of assets 43 1863
Other taxes and charges (456) (654)
Other 729 202
Total 2 605 1 803

As of 1 January 2014, the Company changed the method of recognition of certain types of revenues and
receivables. A revenue or a receivable is recognised only at the moment when a private individual or
legal entity actually settles an amount owed for damage caused to the Company. In the past, such
revenues were recognised at the moment when the Company detected such incurred damage. The
Company cancelled such receivables and provisions related thereto as at 1 January 2014, and recognised
the cancelled amount as a correction of an immaterial error from the past periods in the profit/loss for
the current reporting period in the total amount of EUR 1 363 thousand.

22. FINANCIAL EXPENSE

Year ended Year ended
31 December 31 December
2015 2014
Interest expense 17 746 8 517
Other 211 202
Total financial expense/(income) 17 957 8 719

Interest expense mainly includes expenses for the coupon of a bond issued by the Company in 2014.

23. TAXATION
23.1. Income Tax

Income tax comprises the following:

Year ended Year ended
31 December 31 December
2015 2014

Current tax related to the current year 34 740 33 821
Special levy 6113 5091
Deferred income tax (Note 23.2)

- Current year (5 761) (6 334)
Total 35 092 32578

The reconciliation between the reported income tax expense and the theoretical amount that would arise
using the standard tax rates is as follows:

Year ended Year ended
31 December 31 December
2015 2014

Profit before taxation 134 637 130 090
Income tax at 22% 29 620 28 620
Effect of adjustments from permanent differences between carrying

amount and tax value of assets and liabilities (965) (1763)
Special levy on business in regulated industries 6113 5091
Other adjustments 324 630
Income tax for the current year 35 092 32 578
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The reported tax rate differs from the standard tax rate stipulated by law in the amount of 22% (2014:
22%) mainly due to adjustments of the current tax base for items increasing and decreasing the tax
base pursuant to the valid tax legislation.

Pursuant to the requirements of International Accounting Standards, the income tax also includes
a special levy on businesses in regulated industries pursuant to a special regulation. (Note 3, paragraph

r).
23.2. Deferred Income Tax

The following are the major deferred tax liabilities and assets recognised by the Company and
movements therein, during the current and prior reporting periods:

(Charge)/Credit

At 1 January to other gghirog;t? {::‘:g’: At 31 December
2015 comprehensive p eriod 2015
income/loss p
Difference in NBV of non-current
assets (384 730) - 4 035 (380 695)
Items adjusting tax base only when
paid 22 - 180 202
Provisions for receivables 60 - 2 62
Impairment loss 992 - 474 1 466
Hedging derivative instruments 2 051 (380) - 1671
Change in actuarial assumptions - 64 - 64
Other 3018 - 1 070 4 088
Total (378 587) (316) 5761 (373 142)
(Charge)/Credit .
At 1 January to other gghar'fﬁ?t) {::‘:Zg At 31 December
2014 comprehensive P eriod 2014
income/loss P
Difference in NBV of non-current
assets (391 282) - 6 552 (384 730)
Items adjusting tax base only when
paid 19 - 3 22
Provisions for receivables 1464 - (1 404) 60
Impairment loss 916 - 76 992
Hedging derivative instruments - 2 051 - 2 051
Change in actuarial assumptions - - - -
Other 1910 - 1108 3 018
Total (386 973) 2 051 6 335 (378 587)

In accordance with the Company’s accounting policy, certain deferred tax assets and liabilities were
mutually offset. The following table shows the balances (after offsetting) of deferred tax for the purposes
of recognition in the balance sheet:

31 December 31 December
2015 2014
Deferred tax liability (373 142) (378 587)
Total (373 142) (378 587)

The accompanying notes form an integral part of the separate financial statements. 30



SPP - distribdcia, a.s.

NOTES TO THE SEPARATE FINANCIAL STATEMENTS
Year ended 31 December 2015

(EUR ‘000)

24. TAX EFFECTS IN THE STATEMENT OF OTHER COMPREHENSIVE INCOME

Disclosure of tax effects relating to each component of other comprehensive income:

31 December 2015 Before tax Tax After tax
Change in actuarial assumptions (293) 64 (229)
Cash flow hedging 1727 (380) 1347
Other comprehensive loss for the period 1434 (316) 1118
31 December 2014 Before tax Tax After tax
Cash flow hedging 9 323 (2 051) 7 272
Other comprehensive income/(losses) for the period 9 323 (2 051) 7 272
25. CASH FLOWS FROM OPERATING ACTIVITIES
Year ended Year ended
31 December 31 December
2015 2014
Profit before tax 134 637 130 090
Adjustments:
Depreciation and amortisation 99 177 98 772
Interest income, net 15 954 1448
Reserves, provisions and other non-cash items 1984 4 481
Loss/(profit) from the sale of non-current assets (43) (1 863)
(Increase)/decrease in receivables and prepayments (1 146) (4 994)
(Increase)/decrease in inventories (374) 3770
Increase/(decrease) in trade and other payables (9 530) 2431
Cash flows from operating activities 240 659 234 135

26. COMMITMENTS AND CONTINGENCIES

Capital Expenditure Commitments

As at 31 December 2015, capital expenditures of EUR 28 938 thousand (31 December 2014: EUR 34 524
thousand) had been committed under contractual arrangements for the acquisition of non-current assets,

but were not recognised in the financial statements.

Operating Lease Arrangements

The Company leases means of transport under an operating lease agreement made in 2010. The
contract is made for four years and the Company has no pre-emptive right to purchase the assets after
the expiry of the lease term. The lease payments amounted to EUR 7 330 thousand in the year ended

31 December 2015 (31 December 2014: EUR 5 207 thousand).

Non-cancellable operating lease payables amount to:
Period

Within 1 year
From 1 to 5 years
More than 5 years
Total

2015 2014
2 365 2042
4814 2 600
151 566
7 330 5 208

The accompanying notes form an integral part of the separate financial statements.
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Liberalisation of the Slovak energy sector and possible regulation risks

Regulation framework on the natural gas market in the Slovak Republic

On the basis of the current energy legislation, the natural gas market in the Slovak Republic is fully
liberalised. Effective from 1 July 2007, all customers are allowed to freely select a natural gas supplier.
The Company, as the gas distribution network operator, is obliged to provide all participants with non-
discriminatory treatment and allow access to the distribution network on a transparent and non-
discriminatory basis. Moreover, the Company is also obliged to enter into a contract for connection and
gas distribution with all customers that fulfils the business and technical conditions.

Distribution of gas, as well as access and connection to the distribution network, are subject to regulation
by the Regulatory Office of Network Industries (RONI).

The regulatory period is five years, starting in 2012 and ending in 2016.
Tariffs for requlated activities

The RONI approves tariffs for access to the distribution network and gas distribution, and for the
provision of auxiliary services, as well as for connection to the distribution network. These tariffs are
proposed so that the total planned revenues from the tariffs for access to the distribution network and
gas distribution in the regulation year in Euros per gas volume unit do not exceed the maximum price for
the year, calculated under Decree of the RONI No. 193/2013 Coll., which stipulates price regulation in
the gas industry. Maximum allowed revenues are determined based on the eligible costs, including
depreciation derived from the regulated assets base as determined by RONI and a margin. The regulated
assets base and useful lives of these assets as determined by RONI differ from the carrying amounts and
useful lives of the related property, plant and equipment as recorded by the Company. The management
of the Company believes that property, plant and equipment of the Company is not impaired on the basis
of current indicators. There are inherent uncertainties that could impact the determination of future
tariffs by RONI, and the future realisable value of property, plant and equipment.

The maximum price for connection to the distribution network in the relevant year of the regulation
period, ie for 2012, for gas consumers was determined on the basis of the planned average costs related
to the issue of technical conditions for the connection and the planned average costs related to the
processing of the application for connecting the gas delivery equipment to the distribution network
and installation of the meter incurred by the distribution network operator as part of the standard-scope
activities necessary for connecting the gas delivery equipment. The price for connection to the
distribution network is determined separately for household customers and separately for gas customers
other than household customers.

In accordance with Decree of the RONI No. 193/2013 Coll., the maximum price for connection to the
distribution network for the years following the relevant year of the regulation period is calculated by
indexing the price for the year preceding the year for which the price proposal is submitted, taking into
account the effects of inflation.

The calculation of the maximum price for access to the distribution network and for gas distribution for
the years following the relevant year of the regulation period is partially based on the indexation of the
basis parameters.

Since 2014, the buy-out of gas facilities being the distribution network has also been subject to price
regulation in the gas industry. However, in 2014 there was no buy-out of such gas facility by SPP-D.

Under Act No. 250/2012 Coll. on Regulation in Network Industries as amended, the price decision for
2014 shall also apply to 2015. The RONI approved a change of the price decision for 2016.

Changes in the regulatory laws

With respect to regulation, no principal legislative changes were adopted in 2015 and 2014. On 1 July
2014, RONI Decree No. 193/2013 Coll. entered into force, which stipulates price regulation in the gas
industry. Under the decree, interest on issued bonds is also considered eligible costs of SPP-D, but only
up to the amount of the average of 12M EURIBOR for a 12 month-period prior to the submission of a
price proposal.
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Taxation

The Company has significant transactions with the shareholder and other related parties. The tax
environment in which the Company operates in the Slovak Republic is dependent on the prevailing tax
legislation and practice. As the tax authorities are reluctant to provide official interpretations in respect of
the tax legislation, there is an inherent risk that the tax authorities may require, for example, transfer
pricing or other adjustments to the corporate income tax base. The tax authorities in the Slovak Republic
have broad powers of interpretation of tax laws, which could result in unexpected results from tax
inspections. The amount of any potential tax liabilities related to these risks cannot be estimated.

The accompanying notes form an integral part of the separate financial statements. 33
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The compensation of the members of the Company’s bodies and executive management during the year

was as follows:

Remuneration to members of the Board of Directors, Supervisory Board,

executive management and former members of the bodies - total
Of which:
Board of Directors and executive management
Supervisory Board
Benefits after termination of employment to members of the Board of
Directors, Supervisory Board, executive management and former
members of the bodies - total
Of which:
Board of Directors and executive management
Other long-term benefits to members of the Board of Directors,

Supervisory Board, executive management and former members of the

bodies - total
Of which:
Board of Directors and executive management
Benefits after termination of employment to members of the Board of
Directors, Supervisory Board, executive management and former
members of the bodies - total
In-kind benefits to members of the Board of Directors and executive
management - total
Of which:
Board of Directors and executive management
Supervisory Board

Other payments to members of the Board of Directors, Supervisory Board,

executive management and former members - total
Of which:
Board of Directors and executive management
Supervisory Board

28.
FOR SEPARATE FINANCIAL STATEMENTS

a)

Body

Members of the Company’s bodies
Function

Board of Directors Chairman
Vice-Chairman
Member
Member
Member
Member

Chairman
Vice-Chairman
Member
Member
Member
Member
Member

Supervisory Board

General Director

Director of the Economy and Regulation

Director of the Network Operation and
Asset Management

Director of Investments

Director of Maintenance and
Measurement

Director of Distribution Services

Director of Human Resources, Quality,

Health and Safety at Work,

and Environment

Director of Internal Supervision

Executive management

Year ended Year ended
31 December 31 December
2015 2014
1 554 1287
1454 1170
100 117
- 111
- 111
- 70
61 47
61 47
13 -
13 -

Name
Ing. Franti$ek Cupr, MBA

Ing. Stefan Sebesta

Mgr. Petr Hajek

Ing. Miroslav Hasko - until 10 Nov 2015
Marek Strpka - since 11 Nov 2015

Ing. Gustav Laca

Ing. Rastislav Chovanec, PhD.
Tomas David - since 11 Nov 2015
Pavel Horsky - until 10 Nov 2015
Ing. Miroslav Recky

Ing. Rébert Prochazka

Ing. Richard Vadkerty

Pavol Korienek

Martin Holly
Roman Filipoiu
Rastislav Prelec

Ing.
Ing.
Ing.

Ing.
Ing.

Irenej Denkocy, ACCA
Miroslav Horvath

Ing. Marek Paal
Mgr. Ing. FrantiSek Kajanek

SUPPLEMENTARY INFORMATION TO COMPLY WITH OTHER STATUTORY REQUIREMENTS

Mgr. Karin Jassova, PhD. - since 1 Mar 2015

The accompanying notes form an integral part of the separate financial statements.
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b) Consclidated financial statements
The Company and its subsidiaries (the “sub-group”) are included in the SPP Group (the “Group").

The Company applied an exemption set out in IFRS 10 paragraph 10.28 and did not prepare consolidated
financial statements as at 31 December 2015. Consolidated financial statements presented in accordance
with the International Financial Reporting Standards will be prepared by SPP Infrastructure, a.s. with its
seat at Mlynské nivy 44/a, 825 11 Bratislava (address of the court of record: District Court Bratisiava 1,
Zahradnicka 10, 812 44 Bratislava).

SPP - distribuicia, a.s. provides information disclosed in the separate financial statements for the higher
consolidation by SPP Infrastructure, a.s. SPP Infrastructure, a.s. prepares consolidated financial
statements in accordance with the International Financial Reporting Standards (IFRS).

In the consolidated financial statements, subsidiaries are the reporting entities including structured
reporting entities which are controlled by the Group, as (i) it has power to control the relevant activities
of the respective reporting entity that have a significant impact on its profitability and revenues, (ii) is
exposed, or has a right, to variable returns from such reporting entity, and (iii) has the ability to use its
power to affect returns for the investors in the respective reporting entity. The existence and impact of
substantial rights including potential voting rights has to be considered when assessing whether the
Group has power over the other reporting entity. The right will be considered substantial if its owner has
the practical ability to exercise the right at the time when decisions on the reporting entity’s relevant
activities are made. The Group can have power over a reporting entity if it owns less than one half of the
voting rights. In such case, the Group assesses the size of voting rights of other investors compared to
the rights and ownership structure of such other voting rights in order to identify whether it has de-facto
control over the reporting entity. Protective rights of other investors, such as those relating to substantial
changes in the reporting entity’s activities, or those which are applicable only in exceptional
circumstances, shall not prevent the Group from controlling another entity. Subsidiaries are consolidated
from the day of transfer of control to the Group and deconsolidated in the case of a loss of control.

To obtain full information about the financial position, financial performance and cash flow of the Group
as a whole by the users of these separate financial statements, the separate financial statements should
be read and understood in the context of the information disclosed in the consolidated financial
statements presented as at 31 December 2015 by the ultimate reporting entity, Energeticky
a primyslovy holding, a.s. seated at Ptikop 843/4, 602 00 Brno, Czech Republic.

Separate financial statements of SPP - distriblcia, a.s. and consolidated financial statements of SPP
Infrastructure, a.s. are deposited with the Commerciai Register of Bratislava 1 District Court
(Zahradnicka 10, 812 44 Bratislava) published in the Commercial Journal, available at the registered
office of SPP Distribucia, and published at www.spp-distribucia.sk.
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29. POST-BALANCE SHEET EVENTS

After 31 December 2015, there were no significant events that would require adjustments to or
disclosure in the financial statements.

Prepared on:

16 March 2016

Approved on:

Signature of a member of
the statutory body of the
reporting entity or a
natural person acting as a
reporting entity:

Ing. Frantisek Cupr, MBA
Chairman of the Board of
Directors

Qedrer
Ing. Stefan Sebesta

Vice-Chairman of the Board of
Directors

Signature of the person

responsible for the
preparation of the

financial statements:

Ing.

oman

Signature of the person
responsible for
bookkeeping:

Ing. Peter Dliracka
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