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Independent Auditor’s Report

To the Shareholder, Supervisory Board and Board of Directors of Slovensky plynarensky priemysel,
a.s.

Report on the Audit of the Separate Financial Statements
Opinion

We have audited the separate financial statements of Slovensky piynarensky priemysel, a.s. (‘the
Company’), which comprise the balance sheet as at 31 December 2019, income statement, statement
of comprehensive income, statement of changes in equity and cash flow statement for the year then
ended, and notes to the separate financial statements, including a summary of significant accounting
policies.

In our opinion, the accompanying separate financial statements of the Company give a true and fair
view of the financial position of the Company as at 31 December 2019, and of its financial perfformance
and its cash flows for the year then ended in accordance with International Financial Reporting
Standards as adopted by EU ('IFRS EU’).

Other Matter

The separate financial statements of the Company for the year ended 31 December 2018 were audited
by another auditor whose report dated 15 May 2019 expressed an unmodified opinion on those
statements.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (‘1SAs'). Our
responsibilities under those standards are further described in the Auditor's Responsibilities for the Audit
of the Separate Financial Statements section of our report. We are independent of the Company in
accordance with the Act on Statutory Audit No 423/2015 Coll. and on amendments to the Act on
Accounting No 431/2002 Coll., as amended by later legislation (‘the Act on Statutory Audit’) related to
ethics, including Auditor's Code of Ethics, that are relevant to our audit of the separate financial
statements, and we have fulfilled other requirements of these provisions related to ethics. We believe
that the audit evidence we have obtained is sufficient and appropriate to provide a basts for our opinion.

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

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

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

Those charged with governance are responsible for overseeing the Company's {inancial reporting
process.
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Spb e L socskupiy Tonut oy Globa [ il
Lansd & Tenng Slovakna, spal st 00 25 B0 T0E, apuz dn & Db hodnoan teginnr O oss nefe skt Bratislow s Loodo e [uge edogen vy A0 L v cormne tidilenny
et 10l oo amarno anditorow pod oo B2



=Y

Building a better
working world

Auditor's Responsibilities for the Audit of the Separate Financial Statements

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

As part of an audit in accordance with I1SAs, we exercise professional judgment and maintain
professional scepticism throughout the audit. We also:

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

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

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

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

« Evaluate the overall presentation, structure and content of the separate financial statements
including the presented information as well as whether the separate financial statements
captures the underlying transactions and events in a manner that leads to their fair presentation.

We communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.

We also provide those charged with governance with a staternent that we have complied with relevant
ethical requirements regarding independence, and to communicate with them all relationships and other
matters that may reasonably be thought to bear on our independence, and where applicable, related
safeguards.

THIS IS A TRANSLATION OF THE ORIGINAL SLOVAK REPORT
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Report on Other Legal and Regulatory Requirements

Report on information Disclosed in the Annual Report

Management is responsible for the information disciosed in the annual report, prepared based on
requirements of the Act on Accounting No 431/2002 Coll., as amended by later legislation (‘the Act on
Accounting’). Qur opinion on the separate financial statements expressed above does not apply to other
information contained in the annual report.

In connection with audit of the separate financial statements it is our responsibility to understand the
information disclosed in the annual report and to consider whether such information is not materially
inconsistent with audited separate financial statements or our knowledge obtained in the audit of the
separate financial statements, or otherwise appears to be materially misstated.

We considered whether the Company’s annual report contains information, disclosure of which is
required by the Act on Accounting.

Based on procedures performed during the audit of separate financial statements, in our opinion:

-~ Information disclosed in the annual report prepared for 2019 is consistent with the separate financial
statements for the relevant year,

- The annual report contains information based on the Act on Accounting.

Additionally, based on our understanding of the Company and its situation, obtained in the audit of the
separate financial statements, we are required to disclose whether material misstatements were
identified in the annual report, which we received prior to the date of issue of this auditor’s report. In this
regard, there are no findings which we should disclose.

19 February 2020
Bratislava, Slovak Republic

Ernst & Young Slovakia, spol. s r.o.

_ B ) _auditor
SKAU Licence No. 893
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Slovensky plynarensky priemysel, a.s.
BALANCE SHEET

as at 31 December 2019 and 31 December 2018

(EUR '000)
Not 31 December 31 December
ore 2019 2018
ASSETS:
NON-CURRENT ASSETS
Investment property 3 24 262 25 064
Land, property, plant and equipment 7 67 770 68 874
Investnients in subsidiaries and associated companies [ 2 026 562 2 026 562
Non-current intangible assets 9 11267 12 168
Other non-current assets 5612 5635
Total non-current assets 2135473 2 138 303
CURRENT ASSETS
Inventories 1o 199 862 156 344
Receivables and prepayments 11 354 263 3972 555
Income tax assets 25.1 5391 2 789
Cash and cash equivalerits 172696 348 056
Total current assets 732 512 299 748
Assets held for sale 4 378 3314
TOTAL ASSETS 2872363 3 041 365
EQUITY AND LIABILITIES:
CAPITAL AND RESERVES
Registered capital 18 885 062 885 062
Legal and other reserves 19 1197 522 1197 557
Hedging reserve 19 {50 514} (24 8B67)
Retained earnings 19 390 917 546 582
Total equity 2 422 987 2604 734
NON-CURRENT LIABILITIES
Non-current interest-hearing borrowings 14 B 84 731
Deferred income 15 23 830
Pravisions 13 37 387 40} 534
Retirement and other long-term employee benefits 12 1070 993
Other non-current liabilities 16 o 8898 10 083
Total non-current liahilities 47 378 137 671
CURRENT LIABILITIES
Trade and other payables 17,16 296 285 266913
Short-term loans 14 84 909 -
Provistans and other current liabilities 13 _ 20804 32047
Total current liabilities 401 998 298 960
Total liabilities o 443 376 436 631
TOTAL EQUITY AND LIABILITIES 2872 363 3 041 365

The financial statements on pages 4 to 48 were signed on 18 February 2020 on behalf of the Board of

Directors:

Ing.
Chairman of t direciors

Vice-Chair

Thie accompanyineg notes form an mtegral parl of the separate tinaneiol statements.,
This is an Faghish lanouage translation of the original Slevak languon, document.
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Slovensky plynarensky priemysel, a.s.

INCOME STATEMENT

Years ended 31 December 2019 and 31 December 2018
{(EUR '000)

Note
Revenue from contracts with customers 2
Other gains and losses
Own work capitaliscd
Purchases of natural gas, electricity, consumables and
services
Depreciaticn and amortisation 7,8,9

Starage of natural gas and other services
Fersonnel expenses 21
Provisions for bad and doubtful debts, net

Provisions and impainment losses, net 13
Investment income 22
Finance costs 23

Profit before incorme taxes
INCOME TAX 25

NET PROFIT FOR THE PERIOD

Year ended
31 December

Year ended
31 December

2019 2018
1119118 1539 737
12 564 (11 29%)
1794 17
{1 082 349) (1483 515)
(7 918) (6 566)
(103 830) {102 570)
{28 427) (26 522)
(12 161} 5 000
(2 962} (16 940)
340 927 444 178
(3 689) (4 169)
233 097 336 555
(12 162} (22 98Y)
220 935 313 566

The accompanying notes form anointegral part of the separate financial stateiments.

This 1s an English language translation of the original Slovak lanyuage dociiment.
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Slovensky plynarensky priemysel, a.s.
STATEMENT OF COMPREHENSIVE INCOME
Years ended 31 December 2019 and 31 December 2018

(EUR *000)
Year ended Year ended
Note 31 December 31 December
2019 2018
NET PROFIT FGR THE PERICD 220935 313 566
OTHER COMPREHENSIVE INCOME (may be roclassified to profit 20
or loss In the future):
Cash flow hedging (25 647) {24 867)
Deferred tax related to items of other comprehensive income
for the period - -
OTHER COMPREHEMNSIVE INCOME {not reclassified to profit or 26
loss in the future):
Changeo in the liabihty for employee benefits (35) 54
Deferred tax related to items of other comprehensive income '
for the period - -
OTHLR NET COMPREHENSIVE INCOME t OR THE PERICD (25 682) (24 813)
TOTAL NET COMPREHENSIVE INCOME FOR THE PERIOD ) 195 25?; ' 288 753
The avrcrispeanying notes tore anc oregecd ol ol Lhe sepanole financial stotements, 7

[ his is an Englisholanguange transtabon of the ongmal Stovak lancuane document,
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Slovensky plynarensky priemysel, a.s.

NOTES TO THE SEPARATE FINANCIAL STATEMENTS
Year ended 31 December 2019

(EUR 000)

1. GENERAL
1.1. General Information

Sloevensky  plynarensky  priemysel, a.s.  ("SPP*) was founded on 21  December 1988 Dby
a Memorandum of Association as a 100% statc-owned enterprise in the Slovak Republic. On 1 July 2001,
SPP was transformed into a joint-stock company (akciovd spolodnest) that was 100% owned by the
National Property Fund of the Slovak Republic.

A consortium of strategic inveslors acquired a 49% share in SPP with management control with effect from
11 July 2002. As at 31 December 2012, SPP’s shares are held by the National Property Fund of the Slovak
Republic (51%) and Slovak Gas Holding, B. V., the Netherlands (19%) (jointly held indirectly by GDF SUEZ
SA and E.ON Ruhrgas). Gn 15 January 2013, GDF International SAS, E.ON Ruhrgas International GmbH
and E.ON SE signed an agreement with Energeticky a Primyslovy Holding, a.s. ("EPH"), a leading player
on the heat, ceal and electricity markel in Central Europe, on the sale of their ownership interests in
Slovak Gas Holding, B.V. ("SGH"), which owned a 49% share in SPP and exercised operating and
management control. The transaction was completed cn 23 January 2013.

In 2014, the SPP Group underwent a reorganisation that aiso ncluded the contribution of the SPP's
ownership interests in the entities: SPP - distribdcia, a.s., eustream, a.s., NAFTA a.s., SPP Infrastructure
Financing B.V., SPP Bohema, a.s., SPP Storage, s.r.0., Poragas, a.s., GFOTERM Kosice, a.s., Probugas,
a.s., SLOVGEOTERM, a.s. and GALANTATERM, spol. s r.o. into a newly-established 100% subsidiary, SPP
Infrastructure, a.s5. Gn 4 June 2014, SPP subsequently sold its almost 45% ownership interest including
management control in SPP Infrastructure, a.s. to SGH, and acquired treasury shares from SGH. As a
result, the Government of the Slovak Republic has become the 100% owner of SPP.

These financial statements represent the separate financial statements of SPP. They were prepared for the
reporting period from 1 January to 31 December 2019 in accordance with International Financial Reporting
Standards as adopted by the EU.

Identification number (ICO) _ 35 815 256
Tax identification number (DIC) 2020258802

On 12 Jure 2019, the Annual General Meeting approved the 2016 financial statements of SPP.

1.2. Principal Activities

Since 1 July 2006, after the legal unbundling process SPP has sold natural gas and electricity.,

1.3. Employees

The average number of SPP employees for the year ended 31 December 2019 was 683, of which 2 was
executive management (for the year ended 31 December 2018: 705, of which 2 was executive

management).

The actual number of full-time employees as at 31 December 2019 was 679 (as at 31 December 2018;
681).

1.4. Registered Address
Miynske nivy 44/a

825 11 Bratislava
Slovak Republic

The accompanying notes form an nteygral part of the separate financial statemenls. 10
Ihis is an English language translation of the original Slovak language document.,




Slovensky plynarensky priemysel, a.s.

NOTES TO THE SEPARATE FINANCIAL STATEMENTS
Year ended 31 December 2019

(EUR '000)

2. NEW INTERNATIONAL FINANCIAL REPORTING STANDARDS AND CHANGES IN ESTIMATES
Application 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 (TASB) and the International Financial Reporting Interpretations
Cornimittee (IFRIC) of the IASB that have been endorsed for use in the Furopean Union (hereinafter the
“EUT), and that are relevant to its operations and effective for annual periods beginning on 1 January
2019,

Inftial application of new standards and amendments to the existing standards and new
interpretations effective for the current reporting period

The following standards and amendments te the existing standards and new interpretations issued by the
International Accounting Standards Board (IASB) and adopted by the EU are effective for the current
reporting period:

« IFRS 16 “Leases” — adopted by the EU on 31 Cctober 2017 (effective for annual perieds beginning
on or after 1 January 2019);

IFRS 16 “Leases” was issued by the IASBE on 13 January 2016. Under [FRS 16, a lessee recognises a
right-of-use asset and a lease liability. The right-of-use asset is treated similarly to other non-financial
assets and depreciated accordingly. The lease liability is initially measured at the present value of the
lease payments payable over the lease term, discounted al the rate implicit in the lease if such can be
readily determined. If such a rate cannol be readily determined, the lessee must use their incremental
borrowing rate. As with IFRS 156's predecessor, IAS 17, lessors must classify leases as operating or
finance in nature. A lease is classified as a finance fease if it transfers substantially all the risks and
rewards incidental to ownership of an underlying asset, otherwise a lease is classified as an operating
lease. For finance leases, a lessor recognises finance income over the lease term, hased on a pattern
reflecting a constant periodic rate of return on the net investment. A lessor recegnises operating lease
payments as income on a straight-line basis or, if more representative of the pattern in which benefit
from use of the underlying asset is diminished, another systematic basis.

The Company analysed the impact of the application of IFRS 16 "Leases” on the financial statements.
The Company recegnised the right-of-use assets and the lease liability in the amount of EUR 2 712
thousand as at 1 January 2019 and the insignificant impact on the income statement and the
staterment of cash flows for 2019. For discounting, the Company usad the incremental borrowing rate.
Leasad assets where the Company acts as a lessee primarily include the car fleet and non-residential
premises. The Company apply the standard with effect from 1 January 2019 using a simplified
approach {without the restatement of previeus periods). The Company also decided to only apply the
standard to contracts that meet the definition of a lease under the previous standards, TAS 17
and IFRIC 4, at the transition date. The recognition of the right-of-use asset and the lease liability has
no significant impact on the Company’s financial indicators.

The amendments te IFRS 16 have been applied in selected notes to the financial statements only for
the current period. The published data of the comparable period remained unchanged from the
previous period.

The Company also elected to use the recognition exemptions for lease contracts that, al the
commencaement date, have a lease term of 12 moenths or less {short-term leases), and lease contracts
for which the underlying assel is of low value {low-value assels),

The accompanyiny noles Torm an nbegral ps of the separale Toane ol state pents, I
[P ‘ I |
Thee s an Fralish lanognaoe transhation of the orginal Slovalk language deoc nment,



Slovensky plynarensky priemysel, a.s.

NOTES TO THE SEPARATE FINANCIAL STATEMENTS
Year ended 31 December 2019

{EUR '000)

In Lhe following table shown the reconciliation of lease labilities as at 1 January 2019 with cperating
lease commitments as af 31 December 2018:

31 December 2019

Cperating lease commitments as ab 31 December 2018 529
Incremental borrowing rate as at 1 January 2019 _
Discounted operating lease comumitments as at 1 January 2019 529
Less:

Commitments related to short-term leases

Commitments related to leases of low-value asscts

Add;

Liabilities related to leases previously classified as finance leases

Lease payments relating to renewal periods not included in operating lease
commitrments as at 31 December 2018 2183
Lease liabilities as at 1 January 2019 2712

«+ Amendmenis to IFRS 9 “Financial Instruments” - Prepayment Features with Negative
Compensation - adopted by the EU on 22 March 2018 (effective for annual periods beginning on or
after 1 January 2019);

+« Amendments to IAS 19 “Employee Benefits” - Plan Amendment, Curtailment or Settlement
(effective for annual periods beginning cn or after 1 January 2019};

» Amendments to IAS 28 “Investments in Associates and Joint Ventures” - Long-term
Interests in Associates and Joint Ventures (effective for annual pericds beginning con or after 1
January 2019);

»  Amendments to various standards due to “Improvements to IFRSs (cycle 2015 — 2017)”
resulting from the annual improvement proiect of [IFRS (IFRS 3, IFRS 11, 1AS 12 and 1AS 23) primarily
with a view to removing inconsistencies and clarifying wording (effective for annual pericds beginning
on or after 1 January 2019);

« IFRIC 23 “Uncertainty over Income Tax Treatments” {effeclive for annual periods beginning cn
or after 1 January 2019).

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

Standards and amendments to the existing standards and interpretations issued by IASB and
adopted by the FU, but not yet effective

At the date of authorisation of these financial statements, the fellowing new standards and amendments to
existing standards and interpretations issued by 1ASB and adopted by the EU are not yet effective:

+« Amendments to IAS 1 “Presentation of Financial Statements” and IAS 8 “Accounting
Policies, Changes in Accounting Estimates and Errors” - Definition of term "Significant” -
adopted by the EU on 29 November 2019 (effective for annual periods beginning on or after 1
January 2020 or later),

+ Amendments to References to the IFRS Conceptual Framework - adopted by the EU on 29
Novernber 2019 (effective for annuel periods beginning on or afler L January 2020),

+  Amendments to IFRS 9 "“Financial Instruments”, IAS 39 “Financial Instruments:
Recognition and Measurement” and IFRS 7 “Financial Instruments: Disclosures” -
Reference interest rate reform — adopted by the EU on 15 lanuary 2020 (effective for annuai
pericds beginning on or after 1 January 2020 or later).

The Company has zlected not to adopt these new standards and amendments to the existing standards
and new interpretations in advance of their effective dates. The Company anticipates that the adoption of
these new standards, amendments to the existing standards and new interpretations will have no material
impact on the financiat stalements in the period of inifial application.

[he accompanying notes form an integral part of the separste financial staterments. 17
This is an English languaage transiation of the original Sluvak language documeant.



Slovensky plynarensky priemysel, a.s.

NOTES TO THE SEPARATE FINANCIAL STATEMENTS
Year ended 31 December 2019

(EUR '000)

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 regulations adopted by the
International Accounting Standards Board (TASBY except for the following new standards, amendments to
the existing standards and new interpretations, which were not endorsed for use in the EU as at the
reperting date {effective dates stated belcw are for IFRS in full):

« 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 cndersement process of
this interim standard and to wait for the final standard;

+ IFRS 17 “Insurance Contracts” (effective for annual periods beginning on or after 1 January
2021y;

« Amendments to IFRS 3 “Business Combinations” -~ Definition of a Business (effective for
business combinations for which the acquisition date is on or after the beginning of the first annual
reporting period beginning on or after 1 January 2020 and to asset acquisitions that occur on or after
the beginning of that period);

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

The Company anticipates that the adeption of these standards and amendments to the existing standards
will have no matertal impact on the Company’s financial statements 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 unchanged.

According to the Company’s estimates, the application of hedge accounting to a portfolio of financial assets
or liabilities pursuant to TAS 39 “Financial Instruments: Recognition and Measurement” would nct
significantly impact the financial statements if applied as at the balance sheetf date.

Thos accompenying notes farm an oteared ot of the sepoeate finaeoal statements., 11
This is an Loalish ancuace traosiatien af the oricmal Slovak langoage docament.



Slaovensky plynarensky priemysel, a.s.
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
Year ended 31 December 2019

(EUR '000)

3. SUMMARY OF ACCOUNTING POLICIES

a) Basis of Accounting

The separate financial statements have been preparcd in accordance with IFRS as adopted by the EU, [FRS
retevant for SPP as adopted by Lhe EU currently de not significantly differ from IFRS as issued by thoe TASB.

The financial statements are prepared under the historical cost convention, except for the certain financial
instruments. The principal accounting policies adopted are detailed below. The reporting and functional

currency of SPP is the cuvo (EUR). The separate financial statements were prepared under the going-
concern assumption.

SPP will prepare and issue consclidated financial statements for the year ended 31 December 2019 that
comply with IFRS as adopted by the EU. The consclidated financial statements are issued separately and
doc not accompany these separate financial statements. For a better understanding of the Company’s
consolidated financial position and results of operations, reference should be made to the consolidated
financial statements for the year ended 31 December 2015,

b} - ...sidiaries and Associated Companies

Investments in subsidiaries and associated companies are recognised at acquisition cost. The cost of the
investment in a subsidiary is based on the costs atliibuted to the acquisition of the investment, which
represents the fair value of the consideration given and directly attributable transaction costs,
Subsequently, investments in subsidiaries and asscociated companies are measured al cost less
impairment. In accordance with IAS 36, the Company assesscs at each reporting date whether there is

evidence that such investments may be impaired.

Limpairment of ngn-monetary assets

Assets with indefinite useful lives are not depreciated; however, they are tested for impairment each year.
Depreciated assets are assessed for impairment whenaver events or changes in circumstances indicate
that the carrying amount may not be realisable. As regards the impairment of financial investments in
subsidiaries or associated companies, the Company assesses whether the carrying amount of an
investment in the separate financial statements exceeds the carrying amount of the net assets of an
investee recognised in the consclidated financial statements including the corresponding goodwiil, or
whether the dividends received exceed the total aggregate profit of the subsidiary or associated company
in the pericd the dividends are awarded. An impairment less is recognised in the amount by which the
carrying amount of an assel exceads its realisable value, The realisable value is the higher of the fair value
of an assel less costs of sale, or the value in use. To assess impairment of assets, assets are classified into
greups at the lowest levels for which separately identifiable cash flows (cash-generating unils) exist.
Impaired non-monetary assels, except for goodwill, are assessed at each reporting date to determine
whether the impairment can be derecognised or not,

c) Financial Assets

The Company recognised and classified financial assets in accordance with IAS 39 “Financial Tnstruments:
Recognition and Measurement” that was superseded by the new standard, IFRS 9 “Financial Instrument”
with effect from 1 January 2012.

Financial assets are classified in the following categories: Financial assefs subsequently measured at
amertised cost, financial assets subscquently measured at fair value through other comprebensive income
(FVOCI) and financial assets at fair value through profit or loss (FVTPL).

Allhough the permitted measurement of financial assets al ainortised cost, at fair value through other
comprehensive inceme and at fair value through profit or less is similar to the TAS 39 measurement, the
criteria for classificalion to the corresponding categories are different,

The Company recognises financial assels subsequently measured at amortised cost and financial assets at
fair value threugh profit or foss.

The accompanying notes form an integral parl of the separate financial statements, L
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Other financial habiljties

Other financial liabilities (including barrowings) are subseguently measured at amoertised cost using the
effective interest method. Interest gains and losses on the translation of lorcign currencies arc recognised
in the income statement.

The effective interest method is a method of calculating the amertised cost of a financial liability and of
allocating interest expense cver the relevant period. The effective interest rate is the rate that exactly
discounts estimated future cash payments (including all fees and points paid or received that ferm an
integral part of the effective interest rate, transaction costs and other premiums or discounts) through the
expected life of the financial liability, or (where appropriate) a shorter period, te the net carrying amount
an initial recognition.

Derecognition of financial liabilities

The Company derecognises financial liabilities only when the Company's obligations are met, cancelled cr
expired. The difference between the carrying amount of the financial ilability and the consideration paid
and the amount payable is recognised in the income statement.

e) Derivative Financial Instruments

The Company enters into a number of derivative contracts in order o manage the risk of changes in
commodity prices, interest rates and the foreign exchange risk, including forward currency contracts and
interest rate and commaodity swaps and other derivative contracts, eg futures.

Derivative financial instruments are contracts: (i) whose value changes in respense to a change in one or
moere identifiable variables; (ii) that reguire no significant net initial investrment; and (i) that are settled at
a certain future date. Derivative financial instruments, therefore, include swaps, futures, and firm
commitments Lo huy or sell non-financial assels that include the physical delivery of the underlying assets,
except for contracts intended for their awn use (the so-called own use exemption}.

Derivatives are initially recognised at fair value at the date the derivative contracts are entered Into and
are subsequently remcasured to their fair value at the end of each reporting peried. The resulting gain or
loss is recognised in profit or loss irmmediately unless the derivative is designated and effective as a
hedging instrument, (n which event the timing of the recognition in profit or loss depends on the nature of
the hedge relationship.

Hedge accounting

The Company designates hedging instrumeants that include derivatives, embedded derivatives and non-
derivatives in respect of foreign currency risk as either fair value hedges, cash flew hedges, or hedges of
net investments in foreign operations. Hedges of foreign exchange risk on firm commitments are
accounted for as cash flow hedges.

At the inception of the hedge relaticnship, the entity documents the relationship between the hedging
instrument and the hedged item, along with its risk management objectives and its strategy for
undertaking various hedge transactions. Furthermore, at the inception of the hedge and on an ongoing
basis, the Company doccuments whether the hedging instrument is highly effective in offsetting changes in
fair values or cash flows of the hedged item attributable to the hedged risk.

Fair value hedges

Changes in the fair value of derivatives that are designated and qualify as fair value hedges are recognised
in prefit or loss Iimmiediately, together with any changes in the fair value of the hedged asset or liability
that are attributable to the hedged risk. The change in the fair value of the hedging instrument and the
change in the hedged item attributabie to the hedged risk are recognised in profil or loss in the line item
relating to the hedged ilem.

Hedge accounting is discontinued when the Company revekes the hedging relationship, when the hedging
instrument expires or is sold, terminated, or exercised, ar when it no lenger gualifies for hedge accounting.
The fair-value adjustment to the carrying amount of the hedged item arising from the hedged risk is
amortised to profit ar loss from that date.

The accompanying nutes form an integral part of the separate financial staternents. 16
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In the event that a financial derivate does not meel or no lenger meets the requirements for hedge
accounting, changes in the fair value are directly recagnised in the income statement as “Mark-to-market”
or as "Mark-to-market on commedity contracts cther than trading instruments” in ordinary coperating
income from derivative financial instruments with non-financial assets as the underlying assels, and in
financial revenues or expenscs in the casc of currency, interest rate or equity derivatives. Derivative
financial instruments used by the Company for trading activities with own energy and energy on behalf of
customers, and other derivative financial instruments that are due in less than 12 months are recognised
in the statement of financial pesition as cuwirent asscts or current liahilities, while derivalive financial
instruments due after this peried are classified as non-current items.

Cash flow hedges

The effective portion of changes in the fair value of derivatives that are designated and qualify as cash
flow hedges is recognised in other comprehensive income and accumulated under the heading of cash flow
hedging reserve. The gain or less relating to the ineffective portion is recognised immediately in profit or
loss.

Amounts previously recognised in other comprehensive income and accumulated in equity are recognised

as follows:

+ If an expected hedged transaction subseqguently leads to the recognition of a non-financial asset or a
non-financial liability, or if a forecast hedged transaction with a non-financial asset or a non-financial
liability becomes a firm commitment, the amcunts accumulated in other comprehensive income are
derecognised and directly included in the initial measurement of such an asset or a liability.

« For other instances, amounts accumulated in other comprehensive income are reclassified from the
hedging reserve to profit or loss in the periods when the hedged item is recognised in profit or loss in
the same income statement line as the recognised nedged item.

Hedge accounting is discontinued when the Company revekes the hedging relationship, when the hedging
instrument exnires or is sold, terminated, or exercised, or when it no longer gualifies for hedge accounting.
Any gain or loss recognised in other comprehensive income and accumulated in equity at that time
roemains in equity and is recegnised when the forecast transaction is ultimately recognised in profit or loss.
When a forecast transacticn is no longer expected to occur, the gain or ipss accumulated in equity is
recognised immediately in profit or lgss.

f) Land, Property, Plant and Equipment, and Intangible Assets

Property, piant and equipment ("non-current assets”) and intangible assels were recegnised at cost net of
accumulated depreciation as at 31 December 2019 and 31 December 2018. Cost includes all costs
attributable to placing the non-current asset into service for its intended use.

Items of non-current assets that are retired or disposed of for another reason are derecognised from the
balance sheet at the 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 the estimated

useful lives. Depreciation is charged to the income statement computed so as to amortise the cost of the
non-current assets Lo their estimated residual values over their residual useful lives,

The useful lives of non-current assets used are as follows:

2019 2018
Furildings 20 -0 30 40
Right of irsr of leased promises A -
Plent anct machinery 3 - 10 3-15
Right ot use of vehicles ) -
[nvrntary R H-15
Softweare Langitide T ERE ]
Orher non-aurrent tangihle assels S 51
Land is not depreciated as it is deemed to have an indefinite useful life,
The acearnpanyme note s torm anomgenral panl of the soparate finoaoal sratement o, 1/
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Intangible assets with limited wseful lives thal are acquired separately are recognised al cost less
accumutated amortisation and accumulated impairment losses. Estimated useful lives are re-assessed at
the end of each reporting period.

The useful lives of intangible assels can be summarised as follows:

2019 2018
Softwarc 4 - 10 4 - 10
Qther non-current intangible assets 4 - 10 4 - 10

At each reporting date, an assessment is made as to whether there is any indication that the realisable
value of the Company’s non-current assets is less than the carrying aniount. When such an indication
occurs, the realisable value of the assel, being the higher of the assetl’s fair value less costs of disposal and
the present value cof future cash flows (“value-in-use”), is estimated. The resulting impairment loss
provision is recegnised in full in the income statement in the year in which the impairment occurs. The
discount rates used toc calculate the present value of the future cash flows reflect the 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 ils planned completion
date, the carrying amount of the asset is reviewed for potential impairment and a provision recorded, if
appropriate.

Expenditures relating Lo an ilem of non-current assets after being placed into service are added Lo Lhe
carrying amount of the asset when it is probable that future economic benefits, in excess of the original
assessed standard of performance of the exisling asset, will flow to the enterprise. All other expenditures
are treated as repairs and maintenance and are expensad in the peried in which they are incurred.

g) Investment Property

Investment property that is held to generate income from a lease is initially recognised at cost inclusive of
costs related to acquisition. They are subsequently recognised at historical cost. The Company dees not
apply any revaluation model for such assets,

h) Research and Development

Costs of research and development are charged to expenses except for expenses incurred for development
projects that are recognised as non-current intangible assets of an expected economic benefit,
Development costs that were expensed in the year in which they were incurred are not subsequently
capitalised in the following reporting periods.

i) Inventories

Inventories are staled at the lower of cost and nel realisable value. The cost of natural gas stored in
underground storage facilities and raw materials is calculated using the weighted arithmetic average
method. The cost of natural gas and raw materials includes the cost of acquisition and reiated costs, and
the cost of inventories developed internally inciudes materials, olher direct costs, and production
overheads. Other costs related to the acquisition of natural gas also include the effect of hedging. The
positive impact of hedging, i.e. profit from the settlerment of derivative operations, reduces the valuation of
natural gas in the underground storage facilities and vice versa, the negative impact ¢f hedging, i.e. loss
from the settlement of derivative operations increases the valuation of natural gas in the underground
storage facilities.

A provision in the required amount is recorded for inventories if there is an indication of their impairment.

The Company separately recognises natural gas held for trading, which is remeasured to fair value as at
the reporting date. Changes in the fair value of natural gas held for trading are recegnised directly in profit
or loss.

i) Cash and Cash Equivalents

Cash and cash equivalents consist of cash in hand and cash in bank, and highly liouid sccuritics with
insignificant risk of changes in value and original malurities of three months or less from the date of issue.

k} Dividends

Dividends are recognised in equity in the period in which they were approved. The payment of dividends to
the Company’s shareholder is recognised as a liability in the Company’s financial statements in the perioard
in which the dividends were approved by the Company’s shareholder.

Dividend income is recognised when the right of payment has been established and the cconomic benefits
are expected to be received.

The accompanying notes form an integral part of the separate financial stalements. 1¢
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) Accounting for Government Grants

Received governiment grants are recognised when there is reasonable assurance that the grant will be
received and that any conditicns attached lo the grant will be met. If the government grant relates to the
settlement of costs, it is recegnised as income over the period reguired for a systematic compensation of
the grant with related costs for the settlement of which Lhe grant is intended. If the government grant
relates to the acquisition of non-current assets, it is recognised as deferred income and recognised in the
income statement on a straight-line basis over the estimated useful life of the relevant asset,

Government grants are recognised in the balance shect using a deferred income method.
m) Provisions for Liabilities

A provision is recognised whaen the Company has a present obligation (legat 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 sellie the obligation, and a reliable estimate can be made of the amount of the obfigation.

Provisions are reviewed at each reporting date and adjusted to reflect the current best estimate. The
amount of the provision i1s the present value of the risk-adjusted expenditures expected to be required to
settle the obligation. The applied discounted rate reflects the current market expectations regarding the
time value of money and risks spccific to the relevant liability., 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.

n) Borrowing Costs

Borrowing costs are recognised as expenses in the period in which they were incurred, except for
borrowing costs directly attributable to acquisition, construction or production of the reievant non-current
assels. such barrowing costs are recognised as part of the cost of such assets until they are placed into
scervice.

0} Recognition of Revenue from Contracts with Customers

Revenue from contracts with customers is recognised upon the delivery of goods or services net of value
added tax and discounts at a point in time or over a certain time pericd in accordance with IFRS 15 in
crder to disciose the transfer of goods or services to customers in amounts thal reflect the consideration to
which the Company expects to be entitied in exchange for such goeds or services,

Revenues from the sale of natural gas and revenues from the sale of electricity are recognised at the
moment the commodity is supplied to the customer based on the actually measured or estimated energy
censumption at the agreed price.

P} Other Gains and Losses

The Company recognises other gains that do not meet the requirements of the standard, IFRS 15
*Revenue from Contracts with Customers” and the corresponding losses in profit or loss on a net basis.
Other gains and losses include the result of trading activities and the sale of @ commodity with physical
delivery falls under the scope of IFRS 9, gains and losses on the sale of assets and raw materials, other
taxes and charges, FX differences frem operating activities and other operating profits and lossas. The
Company recognises the result of trading aclivities on a net basis alter the recognition of purchases or
sales and the remeasurement of cpen positions.

q) Social Security and Pension Schemes

The Company is reguired to make contributions to varicus mandalory government insurance schemes,
toyelher with contributions by employees. The cost of social scocurily payments is charged to the income
statement in the same period as the celated salary cost,

r} Retirement and Other Long-Term Empioyee Benefits

The Company has a long-term employec benefit program comprising a lump-sum retirement benefit, and
work jubilee benefits, for which no separate financial funds were earmarkad. In accordance with IAS 19,
the employee benefits costs are assessed using the projected unit credit method. Under this method, the
cast of providing pensions is charged Lo the income statement so as to spread the reqular cost over the
service period of employees. The benefit obligation is measured ot the present value of the estimated
future cash flows discounted by market yields on Slavak government bonds, which have terms to maturity
approximaling the Llenns of the related lialility. All actuarial goins and lusscs are recognised in Lhe
slaternenl of olher comprehensive income. Past service costs are recogmsed when incured as expenses,

Fhe oceompanying notes forrean mteaeal part of the separate financial statemen s, 19
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5) Leases

The assessment of whether or not a contract centains or represents a lease depends on the substance of
the contract and requires an assessment of whether the performance of the contract depends on the use
nf a specific, clearly identifiable asset or whethear the contract grants the right to use the asset for a pericd
of time for cquivalent. The lessee has the right to control the use of the asset and obtain significant
economic benelits from its use.

The Company does not apply IFRS 16 to leases of intangible assets, short-term lease contracts {less than
one year) and to leases where the underlying asset has a low value,

At the date of the lease, as a lessee, the Company recognises an asset with the right of use and recognise
lease liability. An asset with the right of use is initially measured at cost and recognised in the separate
balance sheet line “Land, property, plant and equipment”. An asset with the right of use is subsequently
measured using the cocst model. The amortization period is egual to the estimated useful life of the
underlying asset or the lease term. Depreciated assets with the right of use are tested for impairment
whenever the cevents or changes in conditions occur that could mean the carrying amount may not be
recoverable, but at least as of balance sheet date.

The fease liability is initially recognised at the presenl value of future lease payments and is presented in
the separate balance sheet line “Trade and other payables”, or “Other non-current liabilities”.
Subsequently, the Icase liability is increased by the relevant interest cajculated on the basis of the
incremental borrowing rate and reduced by the lease payments. Interest is reported in the individual
statement of profit or loss and other comprehensive income in the line *Cost of financing”.

Leases for an indefinite period of time are limited to the earliest date on which the lease can be terminated
by the lessee or the lesser (taking into account previous customs and economic reasons for those
practices). The useful life of fixed-term leasing contracts carresponds to the contractual period.

Total lease payments under exceptions (leases of intangible assets, short-term lease contracts and leases
where the underlying asset is of low value) are recognised as an expense on a straight-line basis over the
lease term in the individual inceme statement and other comprehensive income.

Company as a lessor

Leases in which the Company does not transfer substantially all the risks and rewards incidental to
ownership of an asset are classified as operating leases. Rental income arising is accounted for on a
straight-line basis over the lease terms and is included in revenue in the statement of profit or loss due to
its operating nature. Initial direct costs incurred in negotiating and arranging an operating lease are added
to the carrying amount of the leased asset and recognised over the lease term on the same basis as rental
incermne. Contingent rents are recognised as revenue in the period in which they are earned,

Property lease classification - Company as a lessor

The Company has entered inte commercial property leases, which are recognised on the balance sheet line
“Investment preperty”. The Campany has determined, based on an evaluation of the terms and conditions
of the arrangements, such as the lease term not constituting a major part of the economic life of the
commercial property and the present value of the minimum lease payments not amounting to substantially
all of the fair value of the commercial property, that it retains substantially all the risks and rewards
incidental to ownership of these properties and accounts for the contracts as operating leascs.

t) Income Tax

Income tax is calculated from the profit/loss before Lax reccgnised under International Financial Reporting
Standards adjusted pursuant te the relevant Decree of the Ministry of Finance of the Slovak Republic after
adjustments for individual itemns increasing and decreasing Lhe tax base in line with Act No, 595/2003 Coli,
on Tnceme Tax, as amended, using the appiicable income tax rate.

Deferred income tax is provided, using the liability method, for all temporary differences arising hetween
the tax bases of assets and liabilities and their carrying amounts. Deferred tax is calculated at the tax
rates that are expected to apply to the period when the asset is realized ot the liability is settled. Deferred
tax is charged or credited to the statement of profit and loss, except when it relates to items credited or
charged directly to equity, in which case the deferred tax is also recerded in eguity. The income tax rate
for 2019 and 2018 was 21%.

The accompanying notes forns an integral part of the separate financial statemaents. 20
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The principal temporary differences arise from depreciations on property, plant, and equipment and
varicus provisions and reserves. Deferred Lax asseis are recognised to the extent Lhat it is probable that
future taxable profit will be available against which the deductible temporary differences can be utilised,

Current and deferred tax for the year

Current and deferred tax are recognised through profit or loss statement, except when they relake to items
that are recognised in other comprehensive income or directly in equity, in which case the current and
deferred tax are also recognised in other cemprehensive income or directly in equity, respectively, A
special levy is recognised as part of income taxes.

Special Levy on Business in Regulated Industries

Pursuant to the requirements of the IFR5, the income tax also includes a special levy as per Act No.
235/2013 Coll. on a Special Levy on Business in Regulated Industries and on Amendment to and
Supplementation of Certain Acts. It is recognised through profit or loss statement.

The Company is a regulated entity and has been cbliged to pay special levies since September 2012, The
levy period is a calendar month and the levy rate cffective for 2019 is 0.00545 (the levy rate effective for
2018 is 0.00726). The base for the Company’s levy is the profit/loss before tax recognised in accordance
with TFRS and adjusted ta the profit/loss recognised pursuant to the relevant Decree of the Ministry of
Finance cf the Slovak Republic and further adjusted pursuant to the Special Levy Act.

u} Foreign Currencies

Transactions in foreign currencies are initially recerded at the exchange rates of the European Central
Bank (ECB} valid on the transaction dates. Monetary assets, receivables, and pavables denominated in
foreign currencies are retranslated at the ECB exchange rates valid on the reporting date, Foreign
exchange gains and losses are included in the income statement,

v) Non-Current Assets Held for Sale

Non-current assets are classified as held for sale if their carrying amount can be recovered through a sale
transaction rather than through continuing use. This condition is considered fulfilled only when the sale is
highly probable, and the non-current assct is available for immediate sale in its present condition.
Management must be committed to the sale, which should be expected to qualify for recognition as
a completed sale within one year from the date of classification. This classification was also applied to
subsidiaries, joint ventures and associated companies which were partially disposed of during the
reorganisation of the SPP Group (refer to Note 1.1).

Nen-current assets classified as held for sale are measured at the lower of their previous carrying amount
and the fair value less costs to sell.
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4. ACCOUNTING JUDGMENTS AND KEY SOURCES OF ESTIMATION UNCERTAINTY

In the process of applying the Company’s accounting policies, as described in Note 3, SPP has made the
fallowing decisions concerning uncertainties and estimates that have a significant impact on the amounts
recognised in the financial statements. There is a significant risk of material adiustments in future pericds
relating te such matters, including the following:

Litigation

5PP is inveived in various legal proceedings for which management has assessed the prol:ability of loss
that may result in cash outflow. In making this assessiment, SPP has relied on the advice of external fegal
counsel, the latest availalle information on the status of the court proceedings, and an internal evaluation
of the likely outcome. The final amount of any potential losses in relation to the legal proceedings is not
known and may result in a material adjustment lo the previous estimates, Details of the legal cases are
included in Note 28.

Provision for Litigation and Potential Disputes

The financial statements Include a provision for litigation and potential disputes which were estimated
using availabie information and an assessment of the achievable cutcome of the individual disputes. The
provision is not recognised unless a reascnable estimate can be made.

Impairment of Property, Plant and Equipment

The Company calculated and recorded amounts for the impairment of property, plant and equipment on
the basis of an evaluaticn cf their future use, on planned liquidation or sale, and based on informaticn
received from real estate agencies. For some of these items, no final decision has vet been made and thus
the assumptions on the use, liquidation, or sale of assets may change. Refer to Neote 7 for details on the
impairment of property, plant and equipment,

Impairment of Investments in Subsidiaries and Associated Company

Financial investments in subsidiaries and in an associated company were initially measured at cost. The
realisable vaiue of SPP CZ, a.s. depends on the sale of natural gas to customers in the Czech Republic. The
realisable value of SPP CNG s.r.o. depends on CNG sales in Slovakia. The realisable value of SPP
Infrastructure, a.s. depends on the financial results of its subsidiaries and joint ventures; as regards
eustream, a.s., NAFTA, a.s,, 5PP Storage, s.r.c. and Pozagas, a.s., the realisable value depends en the
overall demand for gas transmission and gas storage services and on the performance of long-term
contracts which generate a significant portion of income for these companies; as regards SPP - distriblcia,
a.s., the realisable value depends on the development of regulatory environment and gas consumption in
Slovakia, as almost all income 15 regulated by a distribution tariff consisting of fixed and variable portions
depending on the actual velume of distributed gas. SPP monitors the financial results of its subsidiaries
and associated company.

SPP identified impairment of the investment in SPP CZ, a.s. (subsidiary) for the first time in 2013.

5PP identified impairment of the investment in SPP Infrastructure, a.s. (associated company) in 2014 due
to a decrease in the share capital and in 2015 due to a decrease in the legal reserve fund of SPP
Infrastructure, a.s. SPP identified impairment of the investment in SPP CNG s.r.o. (subsidiary) for the first
time in 2018.

Unbilled revenues from gas and electricity sales

SPP records significant amounts as revenues from gas and clectricity sales on the basis of estimated gas
and electricity consumption by small industrial customers and residential customers, Actual consumption of
such customers is determined based on an annual meter reading performed after the reporting date, SPP
makes an estimate of these revenues by allocating actuat measwed gas and electricity consumption to the
individual categories of customers on the basis of past consumption trends and applying the valid natural
gas and electricity prices. Actual consumption by customers in the different categories may vary and so
the amounts recorded as revenues may change, given the price differences between categories of
customers.

The Company uses a model that makes it possible to estimate Lhese revenues with sufficient accuracy and

ensures that the risk of a significant difference between the guantity sold and the resulting estimated
revenue is not material.

The accompanying notes form an integral part of Lhe separate financial staterments. 22
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Allowances for bad debts
The Ccmpany applies a simplified approach under TFRS 9 for trade and short-term receivabies, i.e.
measures expected credit losses (ECLY using lifetime expected losses. Impairment losses on trade and
olher receivables are recognised in incorme statement. An impairment loss is reversed if the reversal can
be objectively attributed te an event that occors after the recognition of an impairment loss.

Situation in Ukraine

The Company is monitoring the development of the situation in Ukraine and its polential impact on the
Company’s business. The Company’s management helieves thalt a significant negalive impact on the
Company’s financial perfermance is unlikely. The Company seeks to diversify its natural gas resources by
purchasing and using reverse flows from Western Europe, and also by maintaining maximum natural gas
reserves in storage facilities which are able te cover short-term deficits in Russian natural gas supplies. In
the event of a long-term non-performance cof liabilities by the Russian supplier of natural gas there may be
potential adverse impacts, which, however, cannot be reascnably estimated.

Provision for Cnerous Contracts

As at 31 December 2019, the separale financial statements include significant amounts recognised as
provisions for onercus contracts with respect Lo non-cancellable contractual commitments te supply
natural gas to customers based on sales centracts. These provisions are based on current market
information on the future development of natural gas prices in spol markets, which are volatile. For more
informaticn, see Note 13,

Decisions In Application of Accounting Policies

In addition to key sources of uncertainly hsted above, the Company used judgment when applying
accounting policies and assessing the requirements of the standards as described in Note 2, which have
a significant impact on the recognition of items in the separate financial statements, These requirements
mainly include;

. Evaluation of requirements under IFRS 13 for the measurement of non-financial assets at fair vatue
(see Notes 3e, 3i and 3p); and
. Assessment of the IFRS 9 rules for the application of an exemption allowing one not to account for

certain commodity buy and sell conlracts as financial derivatives (see Note 3e).

Thie cecomipanying odes fort anontegral parl of Lthe sepacate inancend statemenls., ]
This =oon Cogish language translations of The arngmal Shovak Tnegians doconent.



Slovensky plynarensky priemysel, a.s.

NOTES TO THE SEPARATE FINANCIAL STATEMENTS
Year ended 31 December 2019

(EUR '000)

5, FINANCIAL INSTRUMENTS

aj) Financial Risk Management

The Company is exposed to various financial risks, including the effects of changes in gas purchase and
selling prices. The Company’s overall risk management program focuses on the unpredictability of financial
markets and seeks to minimisc potential adverse effects on the financdial performance of the Company. In
2019 and 2018, the Company entered into derivative transactions, for example, forward currency
contracts and commodity swaps, in order to manage certain risks. The purpose of forward currency
contracts is to eliminate the effects of changes in the CZK/EUR exchange rates owing to future payments
and revenues denominated in a foreign currency. The purpose of commodity swaps is to limit the price
risks of sale contracts with customers and purchase contracts with suppliers.

The main risks arising from the Company’s financial instruments are cemmodity price risk, interest rate
risk, credit risk and liquidity risk. Risk management is performed by the Audit and Risk Management
Department in accordance with the procedures approved by the Board of Directors.,

(1) Commeodity Price Risk

The Company is a party to framework agreements for the purchase of natural gas and other services and
materials. In addition, the Company enters inte contracts for natural gas sales and natural gas storage.

Contracts for natural gas storage are at fixed prices, which are escalated every year based on price
indices.

As at 31 December 2019 the Company used commodity swap contracts to manage the risk of commaodity

price fluctuations. As at 31 December 2018, the Company also used hedging derivative contracts to hedge
sale transactions.

The following table details the open commodity swap contracts at the reporting date:

Open commodity swap

contracts

Purchase/sell gas
Less than 3 months
3 to 12 months
Ower 12 months

Open commodity swap
contraclts

31 December 2019

Nominal amount

Held
Hedging for trading
125823 -
250 060 -
76 321 238

31 December 2018

31 December 2019

Change in fair value

Held
Hedging for trading
(40 663) -
(68 955) -
{5598} {6)

31 December 2018

Nominal amount

Change in Fair value

Held Held
Hedging for trading Hedging for trading
Purchase/sell gas
Less than 3 months 145 521 - {3 898) -
3 to 12 menths 278 513 - (23 937) -
Over 12 months 78 583 - {1 680) -

The Company uses hedging instruments to secure cash flow hedging and fair value of sales contracts.
Cash flow hedging

The main risk affecting the price of natural gas is defined as commodity risk caused by price movements.
The aim of cash flow hedging is therefore to ensure a fixed cost of sourcing the sales contracts, which are
sold at Mxed price. The risk of a change in the values of the input parameter affecting the price of naturat
gas s thus fully eliminated based on an agreement with the counterparty to compensale their
development,

The Company recognises the following commedity contracts:

At 31 December At 31 December

2019 2018
Coimmodity swaps
Nominal amount n MWh 10 203 440 6943 279
Nominal amount in CUR ths, 174 757 208 576

The accompanying notes form an tegral part of the separate financial stateirnents, 24
This is an English lanquace translation of the origimal Slovak language document,
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The effect of hedging instruments in the balance shect is as follows:

At 31 December 2019 At 31 December 2018
line in the balance sheet
Other non-current assets - -
Receivables and prapayments 1253 291
Other non-current liabilities {1817 (3 491)
Trade and other payables (49 949) (21 667)
Nominal value recorded in contingent asscts and liabilitics 174 757 208 576

The effect of hedging instruments in the Income statement and in the statement of other comprehensive
income is as follows:

Year ended Year ended
31 December 31 December
2019 2018

Line in the income statement
Purchase of naturai gas, electricity and material and energy
coinsumption (59 980) 3357

Revenue from contracts with customers BG1
line in the statement of other comprehensive income
Hedging derivatives {cash flow hedging) (50 514) (24 867)

Fair value_hedging

To eliminate the commodity risk, the Company decided to manage the risks by cffering a fixed price te the
custemer through “back te back” hedging in the form of commodity swaps of the sales formula. The
obiective of the hedging instrument is to hedge the fair value of the yield contract. The risks of changes in
the values of the input parameters affecting the selling price of natural gas are thus fully eliminated bascd
on an agreement with the counterparty to compensate their development,

The effect of hedging instruments in the balance sheet is as follows:

At 31 December 2019 At 31 December 2018
Line in the staterment of financial position

Cther non-current assets a9 3 555
Rececivables and prepayments - 12 440
Cther non-current liabilities (3879} {1 743)
Trade and cther payables {60 922) {18 900)
Nominal value recorded in contingent assets and liabitities 277 447 294 441

The effect of hedged items in the balance sheet is as follows:

At 31 December 2019 At 31 December 2018
Line in the statement of financial positiun

Othor non-current assets 3879 1743
Reccivables and prepayments 60922 18 900
Other non-current liabilities (99} {3 555}

Trade and other payables {12 443)

{2} Intorest Rate Risk

The Company was exposed to minimum interest rate risks associated with interest rate volatility, as it
drew a non-current loan with a fixed interest rate and a loan with a fioating interest rate provided by an
associaled company,

For S5PP, the volatility of intercst 1ates for short term loans does not represent o significant risk as such
loans are drawn only occcasionally, and the level of interbank EURIBOR interest rates have recently bueen at
their historical minimums (LM FURIBOR Is used as o reference interest rate for short-tenm loans diown by
the Company and was -0.438% p.a. as ot 31 December 2019, e, a decrease of 0.076%. p.a. compared Lo
31 Decembar 2018, when 1M FURIBOR was -0.362% p.a.),

Given the minimum level of short-Lerm interest rates, sensitivity to a potential decrease of interest rates
by more than 0.1-0.2% cannot be tested. On the contrary, if interest rates increase, interest expenses will
increase only slightly, since these leans are drawn by the Company only several times a year,

As al 31 December 2019 and 33 December 2018, no short-term lean was drawn by the Company. During
lhe years 2019 and 2018, short-term loans were drawn down in 2 minimum extent, to covor a lack of
liquidity for a short period of time.

The v ceanpanyiing nates e on o mtegral pead of Ehe cepararn tmanoal stabmnents, 25
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(33 Credit risk related to receivables

The Company sells its products and services to various customers that, neither individually nor as a whole
in terms of volume and solvency, represent a significant risk that receivables will not be settled pursuant
to the valid risk management policy. The Cempany has policies in place that ensure that preducts and
sarvices are sold Lo custamers with an appropriate credit history and thal an acceptable limit Lo credil
exposure is not exceeded.

The maximum exposure to credit risk Is represented by the carrying amount of each financial asset,
including derivetive financial instruments, in the balance sheet, net of provisicns.

(4) Liquidity Risk

Prudent liquidity risk management impiles maintaining sufficient cash with an appropriate due date and
marketable securities, the availability of funding through an adeguate amount of committed credit lines,
and the ability to close open market positions, Due to the dynamic nature of the underlying business,
Treasury department aims to maintain flexibility by keeping committed credit lines available and
synchronising the maturity of financial assets with financial needs. To settle outstanding labilities, the
Coempany has funds and undrawn credit lines at its disposal.

As at 31 December 2018, the Company only drew non-current loans amounting to EUR 84 731 thousand,
which remaining value as at 31 December 2019 was recogniscd as short-term credit resources of CUR
84 909 thousand, as its maturity is on 2 July 2020,

Loans with maturity of less than 2 years are drawn in EUR with a variable interest rate linked to 1M
EURIBOR (in some cases QfN for overdraft facilities}. For non-current ioans, the interest rate is set as
fixed.

The bulk of short-term credit lines include an automatic ioan extension clause, provided that none of the
parties concerned cancels the loan within the specified period. Leng- or medium-term leans have a fixed
maturity date, while the loan is payable in a lump sum as at the final maturity date, i.e. July 2020.

All loans are provided without any collateral, using common market provisions {pari-passu, ban Lo pledge
assets, substantial negative impact). With regard to the balance of the credit facilities drawn as at
31 December 2019 of EUR 84 909 thousand {whereas the funds and tradable securities ameunted to EUR
172 996 thousand), the net debt totals EUR 0. If necessary, maturing credit facilities may be paid off from
undrawn credit facilities, as well as from available funds and tradable securities {at 31 December 2019 of
FUR 304 000 thousand from banks).

The table below summarises the maturity of financial liabilities at 31 December 2019 and 31 December
2018 based on contractual undiscounted payments:

31 December 2019 On demand Less than 3 3to12 1to5 > 5 years Total
months months years

Loans (Note 14) - - 84 909 - - 84 509

Other liabilities - 68 283 B2 364 8276 6522 159 545

Trade payables - 146 959 - - - 1496 959

21 December 2018 On demand LesSthan3 3o 12 1to5S . 5 ears Total
months months years

loans (Note 1) - - - 84 731 - B 731

Other liabitities - 65 065 42 441 10 083 - 117 634

Trade payables - 163 280 - - - 163 280

The ac(ompanmg nntes form an rtegral piﬁrL‘ of the separate finandial slatements. ) 26
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The following table provides an analysis of financial instruments that, upon initial revaluation, are
subsequently recognised at fair value, in accordance with the fair value hierarchy.

Level 1 of the fair value measurement represents those fair values that are derived frem the prices of
similar assets or liabilities quoted on active markets.

Level 2 of the fair value measurement represents those fair values that are derived from input data other
than the quoted prices inciuded in Level 1, which are observable on the market for assets or liabilities
directly (e.g. prices) or indirectly (e.g. derived from prices).

Levei 3 of the fair value measurement represents those fair values thal are derived from valuation models,
including subjective input data for assets or liabilities not based on market data,

2018 Level 1 Level 2 Level 3 Total

Financial assets at fair value 2 B90 103 996 - 106 886
Financial derivatives held for trading Z B90 37 843 - a0 733
Financial derivatives recognised as hedying - bo 153 - 66 153

Available-for-sale finoncial assets - _ -

Financial liabHlities at fair value 1261 133 95D - 135 211
Financial derivatives held for trading 1261 17 283 - 148 544
Financial derivatives recognisced as hedging - 116 667 - 116 667
2018 Level 1 Level 2 Level 3 Total

Financial assets at fair value 5474 54 165 - 59 639
Financial derivatives held for trading 5474 17 236 - 22 710
Financial derivatives recognised as hedging - 36 929 - 36 929
Available-for-sale financial assets - - -
Financial liabilities at fair value 4 704 76 929 - 81 633
Financial derivatives held for trading 4704 15133 - 19 837
Financial derivatives recognised as hedging - 61796 - Gl 796

Embedded Derivative Instrumeants

The Company signed a long-term contract for purchases of natural gas denominated in USE. Following an
agreement with the Russian partner, the contract was medified by an amendment and the price was
converted to EUR with a direct link to the development of the relevant spot market. Both the econcmic
characteristics and risks of embedded forward derivative instruments (USD to EUR}, and natural gas prices
are generally believed to be closely related to the economic characteristics and risks of the underlying
purchase agreements, Hence, in accordance with IFRS 9, SPP deoes not recognise embedded derivatives
separately from the host contract.

The Company has assessed all other significant contracts and agreements for embedded derivatives that
sheould be recorded. The Coempany cencluded that there are ne embedded derivatives in these conkracts
and agreements that are required te be measured and recognised separately as at 31 Becember 2019 and
31 December 2018 under the requirements ¢f IFRS 9,

The accormpanying netes form an ntegral part of the separate financial statements, 28
This is an English languaae translation of the oinginal Slovak language ducument.
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10. INVENTORIES

31 December 31 December
2019 2018
Matural gas 156 372 115 244
Natural gas held for trading 45 653 43 521
Raw materials 7 7
Provisions - (2170) {2 428)
Total ) 199 862 156 344

As at 31 December 201% and 31 December 2018, the Company recorded a provision for natural gas
related to the adjustment of the cost of natural gas to its net realisable value.

11. RECEIVABLES AND PREPAYMENTS

31 December 31 December
2019 2018
Trade receivables from natural gas and electrioty sales 116 162 149 752
Contractual assets from salcs to customers 10 542 19 739
Frepayments for natural gas distrilution 15 063 30 279
Receivables from financial derivatives 101 274 54 004
Prepayments and other receivables 110 922 138 785
Total 354 263 392 559

As at 31 December 2019, trade receivakbles from natura! gas and electricity sales are shown net and
represent receivables from billed gas and electricity supplies.

Contractual assets from sales to customers represent estimated amounts of unbilled commodity supplies
tc customers whose actual consumption will be determined based on a meter reading after the end of
the calendar year. Such amounts are billed in the following 12 months based on the actual measured
consumption and valid tariffs.

Receivables and prepayments are shown net of provisions for bad and doubtful receivables of
EUR 183 858 thousand (31 December 2018: EUR 159 568 thousand}.

As at 31 December 2019, receivables and prepayments also include receivabies from SPP CZ, a.s. of EUR
6 249 theusand (31 December 2018: EUR 28 118 thousand), from SPP CNG s.r.o. of EUR 334 thousand
(31 December 2018: EUR 148 thousand} and from SPP Infrastructure, a.s. of EUR 4 thousand {31
Decemper 2018: EUR 29 914 thousand).

As at 31 December 2019, the Company recorded receivables within maturity of EUR 364 276 thousand
and overdue receivables of EUR 173 845 thousand (excluding provisions). In the comparable period, i.e.
as at 31 Decemnber 2018, the Company recorded receivables within maturity of EUR 404 098 thousand
and overdue receivables of EUR 148 029 thousand {excluding provisions). As at 31 December 2019, the
Company recorded receivables from customers in the large consumer and commercial market segments
of EUR 37 015 thousand (31 December 2018: EUR 33 672 thousand}, for which the Company concluded
that a specific provision would be required due to management’s doubts about the customer’s ability to
repay amounts due to the Company. Due to limited availability of information on the customers’ ability to
pay its labilities and the related high level of uncertainty, as at 31 December 2019 the Company
recorded a provision for all overdue receivables from the customers and zlso partially for receivables
within maturity of EUR 31 195 thousand (31 December 2018: EUR 27 038 thousand},

Maturitics of trade receivables used as a benchmark for the Company's internal policy of provisioning:

31 December 31 December
2015 2018
Within maturity 364 276 404 098
Less than 3 months 10 928 13 567
3 to 12 months 28 874 17 927
More than 12 months 134 043 116535
Total o 538 121 552127
The accompanying notes ferm an integral part of tl?separate financial statemeants, 32
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A breakdown of items related to the liabilily for employee benefits recognised in the income statement

for the reporting period is stated below:

Post- Total at 31 Total at 31
Long-term o
benefits employment December i >mber
bencfits 2019 2018
Expenses of the past and current service,
net 16 79 71
Interest cxpense o 3 12 15 15
Total expenses for employee benefits . 15 94 86

A breakdown of items related to the liability for employee benefits recognised in the statement of other

comprebensive income is stated below:

Post- Total at 31 Total at 31
Long-term
benefits employn_nent December December
benefits 2019 2018
Actuariz! (gains)/losses from a change in
demegraphic assumptions - - - -
Actuarial {gains)/ivsses from a change in
financial assumptions 13 69 82 &
Actuariat {(gainsY/losses arising from
experience B {4; {423 (46) (60)
Total actuarial (gains)/losses _ 5 27 36 54

Sensitivity analysis — in the event of an increase/decrease in the discount rate and/or inflation, the

ameunt of the liability for employee benefits would change as follows:

Long-term
benefits
Increase in the discount rate by 0.25% 241
Increase in inflation by 0.25% 251
Decrease in the discount rate by 0.25% 251
Decrease in inflation by 0.25% (ot 0%) 246

Key assumptions vsed in actuarial valuation:

At 31 December 2019

Post-
employment
benefits

864
S08

916
871

Total

at 31
December

2019

At 31 December 2018

Market yicid on government bands 0.718 %
Annual future real rate of salary increases 2.00 %

Ranging from 1,9% to 20%
Annual employee turnover depending on the age category,

average of 6,.01%

In 2020, 62 years plus 8 maonths for
men and wornen. The average

Retirement ages (male and female )
ages (malc a y estimated age for drawing an ol

age pension benefit is 63 .4

The accompanying noles form an inteyral part of the separate finanaal statemen
This 1s an Enghish language translation of the original Slovak langusge document.

1.408%
2.00%

Ranging from 1.9% to 20%
depending on the age category,
average of 6.01%

In 2019, 62 years plus 6 months
for men and women, The average

i estimated age for drawing an old
. age pension benefit is 63 1.

ts.
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Social fund payables:
Amount
Opening balance as at 1 January 2019 151
Tolal arldirions: 20
from expenses 244
non-mandateiy allotment -
lotal drawing: (338)
monetary bonuses and gifts (19}
work jubiiee benefits (13)
catering allowance (78)
benefit cafeteria (2.18)
other drawing as per the collective agreement -
Closing balance as at 31 December 2019 53

18. REGISTERED CAPITAL

As a result, the Company’s registered capital as at 31 December 2019 and 31 December 2018 comprises
26 666 536 fuily paid sharcs (with a face value of EUR 33.19), which are owned by the Siovak Republic
represented by the Ministry of Economy of the Slevak Republic.

The registered capital was incorporated in the Commercial Register in the full amount.

Pursuant to the Company's Articles of Association, if all shares (except for treasury shares acquired by
the Company pursuant to Article 16la or Article 161b of the Commercial Code) are held hy one
shareholder, in cases where the law reqguires a two-third (2/3) majority, a two-third (2/3) majority of
votes of the shareholders present at a general meeting is required to adopt decisions. If the company
has a sole shareholder, such a shareholder acts in the capacity of the general meeting in the form of
written decisions that must be signed by the shareholder. In cases stipulated by law, such decisions must
be in the ferm of a notarial deed.

19. LEGAL AND OTHER FUNDS AND RETAINED EARNINGS

Since 1 January 2006, SPP has been required to prepare financial statements in accordance with IFRS as
adopted by the EU (hoth separate and consclidated) enly. Distributable prefit represents amounts only as
stated in the separate finandal statements.

Legal reserve fund

The legal reserve fund of EUR 1 197 683 thousand {31 December 2018: FUR 1 197 683 thousand} is
recorded in accordance with Slovak law and is not distributable to the shareholders. The reserve is
created from retained earnings to cover possible future lpsses or increases in 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.

Hedging Reserve
Hedging reserve represent gains and losses arising frem cash flow hedging.

Year ended Year ended
31 December 2019 31 December 2018

Opcning balance (24 867) -

Gain/loss from cash flow hedying
Conmnuedity swap cuntracts (50 5143 {24 BA7)
[nterest rate swap contracls - -
Income tax applicable to gains/losses recogmsed through cquity

Transfer to profit/loss
Commodity swap contracts 24 867 -
Interest rate swap contracts - -
Income tax apgplicable to gains/lcsses reccgnised through profit/loss -

Closing balance (50 514) ___ (24867)

The accompanying noetes form an ntegral part of the separate financial statements, 38
This is an English language transtation of the original Stovak language document,
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The amounts recognised in the incoma statement are as follows:
Year ended
31 December

2019
Depreciation cxpense of right-of-use assets 464
Interest expense on lease liahilities 11
Expense relating to short-term leases -
Expense relating to leases of low-value assets -
Variable lease payments o -
Total amount recognised in the income statement B 475

Operating leases — the company as a lessor

The Company leases non-residential premises (approx. 67 800 m=2), land plots including external
carparks and movable assets. The annual lease revenues amount Lo approximately EUR 4 425 thousand
(2018: EUR 4 226 thousand). Leased nen-residential premises, fand and movable assels aro recognised
by the Cempany on the balance sheet as investment property.

As the lease contracts are maostly concluded for an indefinite period, the Company discioses the future
minimum repayiments of nen-cancellable lease receivables only for the following period:

At 31 December At 31 December

Period 2019 2018

Within 1 year 4 376 4225

Natural Gas Purchase

The majority of natural gas purchases was supplied from the Russian Federation also in 2019. The
natural gas supplies were performed in line with the long-term agreement with Gazprom export LLC.

The natural gas purchase price from Gazprom expert LLC is determined using the agreed price formula,

Natural Gas Storage Contracts

The Company steres natural gas in underground storage facilities operated by NAFTA, a.s. that are used
for depositing and extracting natural gas as per seasonal demand, as well as for securing the supplies’
safety standard as required by law. The storage fee is set in individual storage contracts,

Gas and Electricity Sales Contracts

The sale of natural gas and electricity tc medium- and large-sized customers is the subject matter of
composite gas supply contracts or gas supply contracts, composite electricity supply contracts or
electricity supply contracts with an assumed liability for a deviaticn. The contracts are usually agreed for
CNEe ar more years.,

The prices agreed in the contracts usually comprise capacity and commodity compenents. The price for
distribution and other components is determined based on RONI's price decisions for distribution
companies and the market and transmission system operalor.

Composite electricity supply contracts with small businesses and households define products for which
price fists are issued in accordance with the RONID's price decisions for the regulated enlity, SFP as an
eteclricity supplicr,

Taxation

The Coempany has transactions with subsidianes and associnted companies and other refated partics. The
Leee envirenment in which the Company operales in the Sloevak Republic is dependent on the provailing
Lax fegislation and practlice, with relatively little existing precedent. There is an inherent risk that the tax
authorities may require an adjustment to the tax base, for example due to transfer pricing, or other
adjustments. The tax authorities in the Slovak Republic have broad powers of interpretation of tax laws,
which, moreover, are oflen amended, which could resull in unexpected results from tax inspections. The
amount of any potential fax liabilities related to these risks cannot be estimated.

The acomnpanying nofos foom an nlegral part of the separate inancial statemnnis. d
TTum s an Foghsh lanmiage tromslalion of the original Slovak language docoment.
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Litigation and Potential Losses

The Company is involved in a nurmber of legal disputes relating to disputed bills of exchange and alleged
breaches of contracts. In addition to the bills of exchange and disputes described below, the Cempany is
also involved in other litigation adising in Lhe tormidl course of business Lhat is not expected, either
individually or in the aggregate, to have a significant adverse effect on the accompanying financial
staternents. The final outcome of such litigation may resull in liabilities higher than the provisions
recognisaed, and such differences may be significant.

Biils of exchange

The management of the Company is aware of the existence of bills of exchange that were allegedly
signed by the former General Director of SPP prior to 1999. SPP announced publicly that it would
repudiate the validity of these hills of exchange signed by the former General Director before the court,
on the hasis of the suspicion that these bills are fraudulert and are in no way related to any contractual
relations of SPP.

AL present, five (5) bills of exchange with principal totalling EUR 14 million are at varicus stages of legal
proceedings befere courts in the Slovak Republic. Tn another ten (10) cases related to bills of exchange
with principal totalling approximately EUR 1569 millicn a final and binding court decision was made in
favour aof SPP.

The management of SPP, following the advice of its legal counsel, defends the interests of the Company
in these cases by all legitimate means available. SPP recorded a provision for potential losses related to
several bills of exchange. The amocunt of the provision has not been disclosed separately, as the
management of SPP believes that any such disclosure could seriously jeopardise the paosition of SPP in
the relevant litigation. These financial statements do not include any other provisions for potential losses
related to the bills of exchange as the final cutccme of the remaining cases is uncertain and cannot
currently be predicted.

Other litigations
SPP is a defendant in other litigations.

The amounts of the provisions and other infermation relating to these individual litigations have not been

disclosed separately as the management of SPP believes this could seriously jecpardise the position of
SPP in the disputes.

Legislative Conditions for Business Activities in the Energy Sector

Legal and Reguiatory Framewark for the Natural Gas and Electricity Supply Market in the Slovak Republic
in compliance with Slovak Legisfation and European Union (“EU"} Legislation

Act No, 251/2012 Coll. on Energy (the “"Energy Act”) and on Amendments toc and Supplementation of
Certain Acts and Act No. 250/2012 Coll. on Regulation in Network Industries (the “Act on Reguiation™}
represent a basic legal framework for business In the energy sector.

Cther generally binding legal regulations directly affecting the business activities of the company include
Act No, 321/2014 Z.z. on Energy Efficiency and on amendments to certain acts (the “Energy Efficiency
Act”) and Act no. 309/2009 Z.z. on the promoticn of renewable energy scurces and high-efficiency
production and on amendments to certain acts (the "RES Act”). The Fnergy Efficiency Act, among other
things, cstablishes a framework for rational use of energy, measures to promoie and improve energy
efficiency, rights and obligations of persens in the field of energy efficiecncy and encrgy auditing, business
in the provision of energy services and introduces some new rules in providing information te end-users
and the moenitoring system operator. The RES Acl introduced a referm of the sysiem of suppert for
elactndity produclion from renewable energy sources and high-efficiency clectricity and heat production
and introduced the institute of the buyer ol electricity from these scurces. With effect from 1 January
2020, SPP became the buyer of electricity for the enfire territory of the Slovak Republic, based on the
resulls of the aucticn anncunced by the Ministry of Economy of the Slovak Republic.

The Integrated WNational Energy and Climate Plan for 2021-2030 ("INECP”}, which will be the main
energy and climate strategy document, will have a significanl impact on the Company's business in the
future. Along with INECP, the Company's business activities will also be influenced by other policies and
strategies at the SR level (Energy Policy of the SR, National Sustainable Development Strategy, Slovak
Environmental Policy Strategy up to 2030) and the EU (new legislalion in the internal gas market,
European green convention}, in the field of environmental protection, especially climate change and air
oI transport proteclion.

The accompanying notes forim an integral parl of the separate financial stalemients. e

This is an English languane translation of the original Slovak language document.
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(EUR ‘000) . -

The Company is a wholesale energy market participant and is therefore obliged to comply with
obligations arising frem Regulation of the Curopean Parliament and of the Council No. 1227/2011 on the
Wholesale Energy Market Inlegrity and Transparency ("REMIT"). The obligations include compliance with
the obligation to disclose confidential information, prohibition of insider trading, prohibition of market
manipulation and Lhe obligation to provide records of transactions on whelesale energy markoets,
including orders to trade, to the Agency for Cooperation of Energy Regulators. Details related to data
reporting are regulated by Commission Implementing Regulation (EUY No. 1348/2014. The new
Regulation (EU} 2017/1938 of the European Parliament and of the Council concerning measures to
safeguard the security of gas supply entered intoc force on 1 Novemher 2017. The major changes include
a greater application of the regional principle, the extension of information obiigations for utility
companies regarding gas supply contracts which may have an impact on safeguarding the security of gas
supply, and the introduction of a solidarity mechanism among EU Member States,

In additicn to the above Eurcpean and national gencrally binding legal regulations, the legislative
conditions for businesses operating in the energy secter are also affected by legal regulations applicable
to the following areas: protection of personal data [(Regulation (EU) 2016/579 of the European
Parliament and of the Council on the protecticn of natural persons with regard 1o the processing of
perscnal data and on the free movement of such data ("GDPR"}, Act No, 18/2018 Coil. on Personal Data
Protecticn, Act No. 351/2011 Cell. on Electronic Communications)], free access to information (Act No.
21172000 Coll. on Free Access Lo Information and on Amendment to and Supplementation of Certain
Acts), conclusion of contracts in the public sector (Act No. 315/2016 Coll. on Register of Public Sector
Partners and on Amendment to and Supplementation of Corlain Acts), consumer rights protection (Act
No. 250/2007 Coll. on Consumer Protection} and trading on the financial instruments market (MiFiD 11
Directive 2014/65/EU) or Act No. 566/2001 Coll. on Securities and Investment Services, Regulation (EU}
500/2014 on markets in financial instruments (MIFIR), Regulation {EU} 595/2014 on market abuse,
Directive 2014/57/EU on criminal sancticns for market abuse (CSMAD)}, Regulation (EU) 648/2012 on
OTC derivatives, central counterparties and trade repositeries {EMIR)) and also in the field of fighting
against money laundering (Act No. 297/2008 Coll. on protection against terrorist financing and on
amendments to certain acts), or in the field of so called “Whistleblowing” (Act No. 54/2019 Call. on the
protection of whistle-blowers of anti-scclal activities and on amendments to certain acts).

Price Regliation

The basic framewerk in the price regulation of gas and electricity supplies is stipulated by the Act zn
Reguiation. 2017 was the first year of the new 2017 - 2021 regulation period, The regulation policy was
published on 9 March 2016 and extended, inter alia, the scope of price regulation for household gas
supply. In 2017, gas supplies to households, gas supplies to small businesses (with an annual
consumption of up to 100 thousand kWh/year}, gas supplies tc suppliers of last resort, eftectricity
supplies to households, electricity supplies te small businesses (with an annuat consumption of up to 30
thousand kWh/year) and heat production, distribution and supply continue to be subject Lo price
regulation.

Price regulaticn in the above arcas is governed by implementing legal regulations, namely RONI Decree
No. 223/2016 Coll. on price regulation in the gas industry, RONI Decree No. 248/2016 Coil. on price
regulation in the heat-power industry, Decree No. 260G/2016 Coll. on price requlation in the eleclricity
sector and certain conditions regarding the conduct of regulated activilies in the heat-power industry that
were replaced by RONI Decree No. 18/2017 Coll. in connection with the large increase in electricity
distribution prices for certain groups of customers,

The acconnpanyine aotes forin o mtearal part ol bhe sepaate finamoal statenente g
3 i
Tins 15 an tnghsh langnage transiation of the eoogmal Slovak lanagane duonrment



“uawnoop abenbue| ¥eaols (eulblio syl jo vogejsuely afienbue| ysybug ue s;siyy
‘SJUBLIZ]EIS |Blpueul) 2)eiedas aUd 4o Jued (eaBa3ul LR WD) S3I0U ST

gt
5028 [eran s ¢89 55 °oT L - bE BeL 556 61 saiped pajejal 1aUI0
- - +I6 67 - - - ETE BYT salueduwiod paleossy
056 ¢ - 5% B¢ 00s ¢ - orc T LEB FL Saleipisqng
aos o - LL uos ¢ 000 00E - 6E8 uS 243 Jo AWouodT Jo ARSIULL
sajgqeaisiad
So/qeAIZDBd 40) suoisinord
sajgeded y sajgenjazay J94310 spuapiaicq sasuadxy e sanuUandy

104 SUCISIACIS

Jo (jes1oa0u)
Juonesds

BTOC 42GWe2e9d TE IV

BTOZ 4oqLlueldod TE PRPUR JE0A

‘2Bel03s seb jeinjel pue $31255e JUALINI-UCU Jo 9523| ‘seb (eInjelU JO uoISsIWSUen
pue sajes ‘saseydind o) PeIe|ad SAIAISS JUssaldal Ajulew ssided pajelad Jaylo pue ‘sainiuaa juiol pue saluedwioD pale;dosse ‘Salleipisgns Ul suopnoesued)

"SISeq U15US| S,WAe UR UQ 9PBLU U33Q 2ABy 0] Saiied pale|ad Ylla SUCIIDBSURIT BL] SI9p/suad Juzlusfeuewl s Auedwnd syl

oll T G50 FT L85 LE
- - t
3L - ¥85 9
Qoo T - 2]
sSa/geAI338d
sajqeied . Sa[qeAIEIRY

404 SUOISIAOLS

oo
— O

42430

- 098 TL€

- £
0C0 04T -

SpUBPIAIG sasuadxgy

s9]GEAIRIDd
104 suvoisiacsd
jo (1esiaaad)
Juopesain

T8 €T saded pajeiad Jauln

L0 OFC s luedwod pajenossy

517 8¢ saue|pIsgng

ogg 4% 243 Jo AWOUDIT 4O ANSIULK
SoNUINIY

610 48quislaq I£ 1V

Y JO S8NUE By Yam sucpnoesued) juesiuBis Ajen

6107 19GWadad IE Popus 183

'saiped pajelad Ulim suciisesuel) Buimolo) 41 0jul pataiua Auedwich 2yl fe3A 243 BULINg

"7 UoNo23s ‘vz SyI depun uonduwaxa ayjy pasn Auedwion a4l ‘2jqnday HBRACIS 343 4O
JUSUILLIZACTS QU3 10 SINIUD YIim SUOIDESURI] JUedUBISUl AjjJRNPIAIpUYL JO 2INSC(DSIP JO 8582 243 U] 'gT0Z JBaA pue g10¢ Je3A Ul dgnday MBAG|IS U] JO JUSLLILISADD
ipur Aue @aey jou pip AuedwcD ayl ‘AJDldeie pue seb jeanieu o Ajddns a4l 01 paleal suolldesuRl] pue
saxe) BUIPN|IXa pue Mmeleg palsl| suondesuen ayy 40y jdeoxg (,01gnday ¥rAGCIS 341 10 JUSWIUIZADD 3U3 40 saiua,) Auedlucs du3 JO S3133U pale[al ade oqnday
HRAD|S SUT JO JUDLWIUIDA0D) ay] AQ pajjcdiucd Apuiol Jo pa)oduoed ade saiuedulod e pue Jgnday Yeao|s a4yl j0 JuallzAcn oy ‘A[BUIpIodDY "8T07 Jaquiadaq 16
puUe §I07 l8quarag] T§ 18 SR S3IPUS §,ddS JO 1sumd 9,007 24l Sem dgndayd 3eAo[S 3U) JO ALUCUODT 4O AnSiUlly 34l AQ paiuasaJdod Dpqndoy HeAQ|S Iy

SNOILDYSNVYYHL ALHYd a3lvi13d R-T4

(ooo. ¥n3)
6107 foqWad2q TE papus Jeaj

SINIWILYIS TVIDNVNIH 31vHYd4d3Ss 3HL O1 S310ON

‘s e ‘lasAwand Aysusueud|d Aysuano|s



Slovensky plynarensky priemysel, a.s.

NOTES TO THE SEPARATE FINANCIAL STATEMENTS
Year ended 31 December 2019

(EUR *000)

The compensation of the members of the Company’s bodies and cxecutive management was as follows:

Remuneration to members of the Board of Directors, Supervisory Board,
axecutive management and fermer members of the Company’s bodies, total
Of which:

oard of Directors and evecutive management
Supervisory Board

Benefits after the employmient termination Lo members of the Board of
Directors, Supervisory Beard, executive management and to former members
of the Company’s bodies, total
Of which:

Board of Directors and evecutive management

Other leng-term benefits to members of the Beard of Directors, Supervisory
Board, exccutive management and to fermer members of the Company's
hodies, total
OFf which:

Board of Directors and executive management

Benelits after the employment termination to members of Lhe Board of
Directors, Supervisory Board, executive managainent and to faormer members
of the Company’s bodies, total
Qf which:

Board of Directors and executive management

Benefits in kind to members of the Board of Diraclors, Supervisory Board,

exccutive management and te farmer members of the Company’s bodies, total

Of which:
Board of Directors and executive management
Supervisory Board

Year ended
31 December
2019

G12

/48
164

Year ended
31 December
2018

1047

8290
15/

30. SUPPLEMENTARY INFORMATION TO COMPLY WITH OTHER STATUTORY REQUIREMENTS

FOR SEPARATE FINANCIAL STATEMENTS

a) Members of the Company’s Bodies

Body Function Name
Board of Chairman [ng. Jan Vatko
Directors Vice-Chairman Ing. Rudolf Slezédk
Member Ing. Milan Hargas untit 20 June 2019 and from 4 Oclober 2019
Member Ing. Jan Szalay
Member Ing. Ivan Gransky
Supervisory Chairman Mgr. Marod Cisldk until 2 May 2015
Board Chairman Br. h. c. Ing. Tibor Mikus, PhD. since 3 May 2019
Member ing. Michal Burkovié
Member Ing. Robert Maguth
Member Viera Uhrova
Member Ing. Valéria Janocékova until 31 Deceamber 2019
Membear Ing. Milos Danco
Membor WG, Mahls Busniak
Member Iy, Peler Drac
Meinber the. DIonyz kabzony|
Execulive Uhief Execative (Ohificer Ireg. Stefan Sabik
rector of Trade Dwsion tng. Richard Prokypéak antil 30 Scptember 201w
Ewecutive director Ingg. Richard Prokypcdk since 1 Octoher 2014
The accompanying netes farm an indepral part of Yhe separate Ginancial stotenwnts, 37
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Slovensky plynarensky priemysel, a.s.
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
Year ended 31 December 2019

(EUR'000)

b} Consolidated Financial Statements

As at 31 December 2019, SPP provided consclidated financial information as a censolidated reporting
entity for higher consclidation to the Ministry of Economy of the Slovak Republic, with its registered seat
at Mlynské nivy 44/a, 827 15 Bratislava.

The ultimate reporting entity that consolidates SPP as at 31 December 2019 is the Ministry of Finance of
the Slovak Republic,

The consolidated and separate financial statements are published on the Company’s website
{(wwwe.spp.sk}.

The consolidated and separate financial statements of SPP published in perfods before 31 December
2013 were published in the Commercial Journal and filed with the Commercial Register of Bratislava 1
District Court (Zahradnicka 10, 812 44 Bratislava). The consolidated and separate financiat statements of
SPP and its subsidiaries and associated companies in the period after 1 January 2014 are filed and
niblished with the Register of Financial Statements for entities based in the Sfovak Republic and in the

illection ot Deeds (Shirka listing for entities based in the Czech Republic, The consolidated and separate
financial statements of subsidiaries, jeint ventures and associated companies for the periods until 31
December 2013 and of compantes based outside the Slovak Republic are available at the relevant Courts
of Records according to their registered offices.

31. POST-BALANCE SHEET EVENTS

No events occurred after 31 December 2019 that weould have a material impact on the Company’s
financial statements.

prepared on: Signature of a member of Signature of the person
p ’ the statutory body of the responsible for the Signature of the person
18 February 2020 reportrngﬁ.ﬁrfa?t_y_o_r arnz_.vtt.{ral ’_prepa'rr:at:_or? of the respons:bh? for
person nts: bookkeeping:
Approved omn:
k Inc
Chai cer Direc
1
1
Vice-Ct
The aceonpanying netes form an mtegral part of Lhé scpar;ttl financial staternents. - 48
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Proposal
for the distribution of SPP’s profit for the year 2019

The 2019 Profit Distribution Proposal has been prepared in accordance with the
Articles of Association of Slovensky plynarensky priemysel, a.s., Article XIX -
PROFIT DISTRIBUTION, Aricle XVIll — CREATION AND USE OF THE RESERVE
FUND, Article XX — CREATION OF OTHER FUNDS, and in accordance with the
provisions of the Commercial Code No. 513/1991 Coll., as amended.

The 2019 Profit Distribution Proposal is based on the audited 2019 Individual
Financial Statements and is consistent with the medium-term dividend pay-out plan
approved by the sole shareholder.

L Net profit €220 934 513.64

Il Replenishment of statutory reserve fund € 0.00
pursuant to Article XVIII of the Articles of Association, the reserve fund
reached the 20% share capital limit

. Net profit
allocated for dividends €220 934 513.64

V. Retained profit from

previous periods allocated for dividends €29 065 486.36
V. Total amount allocated for dividends €250 000 000.00
Vi. Royalties to members of company bodies €0.00

The dividend will be paid out to the shareholder within 300 days of the adoption of
the sole shareholder’s decision on the distribution of the company's profit for 2019
period.



