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Independent Auditor’s Report

To the Owners and Management of Hydrolea LLC
Our opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the
consolidated financial position of Hydrolea LLC (the “Company”) and its subsidiaries (together - the
“Group”) as at 31 December 2018, and its consolidated financial performance and its consolidated cash
flows for the year then ended in accordance with International Financial Reporting Standard for Small
and Medium-sized Entities (IFRS for SMEs) and with the requirements of the Law of Georgia on
Accounting, Reporting and Auditing.

What we have audited

The Group’s consolidated financial statements comprise:

e the consolidated statement of financial position as at 31 December 2018;

o the consolidated statement of profit and loss and comprehensive income for the year then ended;
 the consolidated statement of changes in equity for the year then ended;

* the consolidated statement of cash flows for the year then ended; and

¢ the notes to the consolidated financial statements, which include significant accounting policies
and other explanatory information.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for the
Audit of the Consolidated Financial Statements section of our report.

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

Independence

We are independent of the Group in accordance with the International Ethics Standards Board for
Accountants’ Code of Ethics for Professional Accountants (IESBA Code). We have fulfilled our other
ethical responsibilities in accordance with the IESBA Code.

Responsibilities of management and those charged with governance for the
consolidated financial statements

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

In preparing the consolidated financial statements, management is responsible for assessing the
Group’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 Group or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Group’s financial reporting process.

PricewaterhouseCoopers Georgia LLC; King David Business Centre, 7th floor, #12 M. Aleksidze Street, Thilisi 0171,
Georgia, Tel: +995 (32) 250 80 50, www.pwe.com/ge
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Auditor’s responsibilities for the audit of the consolidated financial statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements
as a whole are free from material misstatement, whether due to fraud or error, and to issue an
auditor’s report that includes our opinion. Reasonable assurance is a high level of assurance, but is not
a guarantee that an audit conducted in accordance with 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 consolidated financial statements.

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

o Identify and assess the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk
of not detecting a 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.

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

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

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

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

e Obtain sufficient appropriate audit evidence regarding the financial information of the entities or
business activities within the Group to express an opinion on the consolidated financial
statements. We are responsible for the direction, supervision and performance of the group audit.
We remain solely responsible for our audit opinion.

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
,.i.nt%'nal control that we identify during our audit.
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HYDROLEA GROUP
Consolidated Statement of Financial Position
(Amounts expressed in thousands of Georgian Lari)

Notes 31 December 2018 31 December 2017
ASSETS
Non-current assets
Property, plant and equipment 4 41,643 34,461
Intangible assets 18 20
Issued loans 6 1,508 2,854
Restricted cash 17 - 831
Other non-current assets 5 402 2,524
Total non-current assets 43,571 40,690
Current assets
Inventories 27 51
Trade and other receivables 7 2,036 2,706
Cash and cash equivalents 8 1,377 1,775
Restricted cash 17 226 2,310
Total current assets 3,666 6,842
TOTAL ASSETS 47,237 47,532
EQUITY
Charter capital 9 16,134 16,134
Unpaid capital 9 (4,532) (4,532)
Accumulated deficit (10,578) (8,613)
Equity attributable to the Company’s owners 1,024 2,989
Non-controlling interest 9 162 160
TOTAL EQUITY 1,186 3,149
LIABILITIES
Non-current liabilities
Borrowings 10 39,539 22,032
Total non-current liabilities 39,539 22,032
Current liabilities
Borrowings 10 5,719 20,536
Trade and other payables 11 793 1,815
Total current liabilities 6,512 22,351
TOTAL LIABILITIES 46,051 44,383
TOTAL LIABILITIES AND EQUITY 47,237 47,532

Approved for issue and signed on behalf of Management on 3 September 2019 by:

" -
Radestav Dudolenski~
. g

The accompanying notes on pages 5 to 18 are an integral part of these consolidated financial statements.




HYDROLEA GROUP

Consolidated Statement of Profit or Loss and Other Comprehensive Income

(Amounts expressed in thousands of Georgian Lari)

Notes 2018 2017
Revenue 12 8,976 8,322
Other income 79 3
Depreciation and amortisation (1,118) (1,337)
Employee salaries and benefits expense (924) (2,391)
Water expenses (268) (230)
Raw materials, fuel and other consumables (60) (915)
Other operating expenses 14 (1,036) (1,328)
Operating profit 5,649 2,124
Loss on sale of subsidiaries 13 (517) (509)
Finance costs 15 (7,195) (3,516)
Finance income 100 -
Loss before income tax (1,963) (1,901)
Income tax expense - -
Loss for the year (1,963) (1,901)
Other comprehensive income - =
TOTAL COMPREHENSIVE LOSS FOR THE YEAR (1,963) (1,901)
Attributable to:
- Owners of the Company (1,965) (2,000)
- Non-controlling interest 2 99
TOTAL COMPREHENSIVE LOSS FOR THE YEAR (1,963) (1,901)

The accompanying notes on pages 5 to 18 are an integral part of these consolidated financial statements.
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HYDROLEA GROUP

Consolidated Statement of Changes in Equity
(Amounts expressed in thousands of Georgian Lari)

Attributable to the Company’s owners Non- Total
Charter Unpaid Accumulated Total controlling equity
capital capital deficit interest

Balance at 1 January 2017 16,134 (4,532) (6,613) 4,989 61 5,050

Loss for the year - - (2,000) (2,000) 99  (1,901)
Total comprehensive loss for the

year - - (2,000) (2,000) 99  (1,901)

Balance at 31 December 2017 16,134  (4,532) (8,613) 2,989 160 3,149

Loss for the year - - (1,965) (1,965) 2 (1,963)
Total comprehensive loss for the

year - - (1,965) (1,965) 2 (1,963)

Balance at 31 December 2018 16,134  (4,532) (10,578) 1,024 162 1,186

The accompanying notes on pages 5 to 18 are an integral part of these consolidated financial statements




HYDROLEA GROUP

Consolidated Statement of Cash Flows
(Amounts expressed in thousands of Georgian Lari)

Notes 2018 2017
Cash flows from operating activities
Loss before income tax (1,963) (1,901)
Adjustments for non-cash income and expenses:
Depreciation of property, plant and equipment 4 1,116 1,335
Amortisation of other intangible assets 2 2
Accrual for warranty expense 14 - 253
Interest expense 15 4,128 2,774
Interest income (100) -
Loss on disposal of subsidiaries 13 517 209
Foreign exchange translation differences, net 15 1,605 180
Operating cash flows before working capital changes 5,305 3,152
Decrease/(increase) in trade and other receivables 90 (3,228)
(Increase)/decrease in inventories (29) 300
Increase in trade and other payables 856 1,980
Operating cash flows after changes in working capital 6,222 2,204
Interest paid (3,283) (2,904)
Interest received 71 -
Income taxes paid - (103)
Net cash from/(used in) operating activities 3,010 (803)
Cash flows from investing activities
Purchase of property, plant and equipment (8,426) (15,461)
Loans issued (920) -
Loan repayments received 2,308 -
Withdrawal/(placement) of restricted cash 2,915 (1,973)
Proceeds from disposal of subsidiaries, net of disposed cash (111) -
Net cash used in investing activities (4,234) (17,434)
Cash flows from financing activities
Proceeds from borrowings 33,538 22,144
Repayment of borrowings (32,658) (4,661)
Net cash used in financing activities 880 17,483
Net decrease in cash and cash equivalents (344) (754)
Effect of exchange rate changes on cash and cash equivalents (54) (224)
Cash and cash equivalents at the beginning of the year 8 1,775 2,753
Cash and cash equivalents at the end of the year 8 1,377 1,775

The accompanying notes on pages 5 to 18 are an integral part of these consolidated financial statements



HYDROLEA GROUP

Notes to the Consolidated Financial Statements — 31 December 2018
(Amounts expressed in thousands of Georgian Lari)

1 General Information

Hydrolea LLC (the “Company”) was incorporated on 6 July 2012 and is domiciled in Georgia. The Company
is a limited liability company, set up in accordance with Georgian regulations and is registered by Tbilisi Tax
Inspection with identification number: 406073029.

The Company has interests in the following entities (together referred to as the “Group”):

31 December 2018 31 December 2017
Geo Energy LLC 94% 94%
Hydro Georgia LLC 100% 100%
Kasleti 2 LLC* 100% 100%
Darchi LLC 100% 100%
City LLC - 100%
Kasleti Energy LLC 97.5% 97.5%

* Kasleti 2 LLC is subsidiary of Kasleti Energy LLC

Principal business activity of the Group is construction and operation of hydro power stations in Georgia. All
the subsidiaries are domiciled and operating in Georgia.

As of 31 December 2018, the Company's owners were Crosscountry Capital E.A.D. LLC, Bulgaria owning
62.25% interest and Mr. loseb Natroshvili, a Georgian citizen owning 37.75% interest. The Group is ultimately
controlled by Mr. Radoslav Dudolenski, a Bulgarian citizen. For more details for the changes in ownership of
the Group refer to Note 9. For details of changes in the Group structure refer to Note 13.

The Company’s registered address is #34 Abuladze Street, Vake-Saburtalo district, Tbilisi, Georgia.

2 Summary of Significant Accounting Policies

Basis of preparation. These consolidated financial statements have been prepared in accordance with
‘International Financial Reporting Standard for Small and Medium-sized Entities’ (IFRS for SMEs) issued by
the International Accounting Standards Board and in accordance with the requirements of the Law of Georgia
on Accounting, Reporting and Auditing. They have been prepared under the historical cost convention. The
principal accounting policies applied in the preparation of these consolidated financial statements are set out
below. These policies have been consistently applied to all the periods presented, unless otherwise stated.

The preparation of consolidated financial statements in conformity with the IFRS for SMEs requires the use
of certain critical accounting estimates. It also requires management to exercise its judgement in the process
of applying the Company's accounting policies. Areas involving a higher degree of judgement or complexity,
or areas where assumptions and estimations are significant to the consolidated financial statements are
disclosed in Note 3.

Basis of consolidation. Subsidiaries are all entities (including special purpose entities) over which the group
has the power to govern the financial and operating policies so as to obtain benefits from its activities,
generally accompanying a shareholding of more than half of the voting rights. Subsidiaries are fully
consolidated from the date on which control is transferred to the group. They are de-consolidated from the
date that control ceases.

The purchase method of accounting is used to account for business combinations that result in the
acquisition of subsidiaries by the group. The cost of a business combination is measured as the fair value of
the assets given, equity instruments issued and liabilities incurred or assumed at the date of exchange, plus
costs directly attributable to the business combination. Identifiable assets acquired and liabilities and
contingent liabilities assumed in a business combination are measured initially at their fair values at the
acquisition date. Any excess of the cost of the business combination over the acquirer’s interest in the net
fair value of the identifiable assets, liabilities and contingent liabilities recognised is recorded as goodwill.




HYDROLEA GROUP

Notes to the Consolidated Financial Statements — 31 December 2018
(Amounts expressed in thousands of Georgian Lari)

2 Summary of Significant Accounting Policies (Continued)

Inter-company transactions, balances and unrealised gains on transactions between the Company and its
subsidiaries, which are related parties, are eliminated in full. Intra-group losses are also eliminated but may
indicate an impairment that requires recognition in the consolidated financial statements.

Accounting policies of subsidiaries have been changed where necessary to ensure consistency with the
policies adopted by the Group.

Transactions with non-controlling interests. Transactions with non-controlling interest that do not result
in loss of control are accounted for as equity transactions — that is, as transactions with the owners in their
capacity as owners. The difference between fair value of any consideration paid and the relevant share
acquired of the carrying value of net assets of the subsidiary is recorded as equity. Gains or losses on
disposal to non-controlling interest are also recorded in equity.

Non-controlling interest is that part of the net results and of the equity of a subsidiary attributable to interests
which are not owned, directly or indirectly, by the Company. Non-controlling interest forms a separate
component of the Group’s equity.

Foreign currency translation. Functional currency of the Group is the currency of the primary economic
environment in which the Group operates. The Company’s functional currency is the national currency of
Georgia, Georgian Lari (“GEL”, “Lari").

Monetary assets and liabilities denominated in foreign currencies at the end of the reporting period are
translated into Lari at the exchange rate prevailing at that date. Foreign currency transactions are accounted
for at the exchange rate prevailing at the date of the transaction. Gains and losses resulting from the
settlement of such transactions and from the translation of monetary assets and liabilities denominated in
foreign currency are recognised in the consolidated statement of profit and loss and other comprehensive
income.

At 31 December 2018, the principal rates of exchange used for translating foreign currency balances were
US Dollar 1 = Georgian Lari 2.6766 (31 December 2017: USD1 = GEL2.5922) and Euro 1 = Georgian Lari
3.0701 (31 December 2017: Euro1 = GEL3.1044). Exchange restrictions and currency controls exist relating
to converting Lari into other currencies. At present, Lari is not a freely convertible currency outside of Georgia.

Presentation currency. These consolidated financial statements are presented in Georgian Lari ("GEL"),
unless otherwise stated.

Cash and cash equivalents. Cash and cash equivalents include cash on hand, demand deposits and other
short-term highly liquid investments with original maturities of three months or less. Bank overdrafts are
shown within borrowings in current liabilities in the consolidated statement of financial position. Restricted
balances are excluded from cash and cash equivalents for the purposes of the cash flow statement. Balances
restricted from being exchanged or used to settle a liability for at least twelve months after the reporting
period are included in other non-current assets

Trade and other receivables. The most sales are made on the sales of normal credit terms, and the
receivables do not bear interest. Where credit is extended beyond normal credit terms, receivables are
measured at amortised cost using the effective interest method. At the end of each reporting period, the
carrying amounts of trade and other receivables are reviewed to determine whether there is any objective
evidence that the amounts are not recoverable. If so, an impairment loss is recognised immediately in profit
or loss.

Inventories. Inventories are stated at the lower of cost and estimated selling price less costs to sell. Cost is
determined using the weighted average cost method.

Item of inventory (or group of similar items) is impaired, its carrying amount is reduced to selling price less
costs to complete and sell, and an impairment loss is recognised immediately in profit or loss.

If an impairment loss subsequently reverses, the carrying amount of the asset (or group of related assets) is
increased to the revised estimate of its recoverable amount (selling price less costs to complete and sell, in
the case of inventories), but not in excess of the amount that would have been determined had no im pairment
loss been recognised for the asset (group of related assets) in prior years. A reversal of an impairment loss
is recognised immediately in profit or loss.

Trade and other payables. Trade and other payables are obligations on the basis of the normal credit terms
and do not bear interest. Trade and other payables denominated in a foreign currency are translated into
functional currency using the exchange rate at the reporting date.

Borrowings. Borrowings are recognised initially at the transaction price (that is, the present value of cash
payable to the lender, including transaction costs). Borrowings are subsequently stated at amortised cost.
Interest expense is recognised on the basis of the effective interest method and is included in finance costs.
Borrowings are classified as current liabilities unless the Group has an unconditional right to defer settlement
of the liability for at least 12 months after the reporting date.



HYDROLEA GROUP

Notes to the Consolidated Financial Statements — 31 December 2018
(Amounts expressed in thousands of Georgian Lari)

2 Summary of Significant Accounting Policies (Continued)

Provisions. Provisions for restructuring costs and legal claims are recognised when: the group has a present
legal or constructive obligation as a result of past events: it is probable that a transfer of economic benefits
will be required to settle the obligation; and the amount can be reliably estimated. Restructuring provisions
comprise lease termination penalties and employee termination payments. Provisions are not recognised for
future operating losses.

Provisions are measured at the present value of the amount expected to be required to settle the obligation
using a pre-tax rate that reflects current market assessments of the time value of money and the risks specific
to the obligation. The increase in the provision due to passage of time is recognised as interest expense.

Charter capital. The amount of Company’s charter capital is defined by the Company’s Charter. The changes
in the Company’s Charter (including changes in charter capital, ownership, etc) shall be made only based on
the decision of the Company’s owner. Excess/ (shortage) of the stated charter capital to the value of the
actual contribution is recorded as paid-in/ (unpaid) capital, respectively. Also, all other cash or in-kind capital
contributions, made by the Company’s shareholders that were dedicated to increase the Company’s capital
but were not reflected in the Company’s Charter as at balance sheet date, are recognised as paid-in capital.

Revenue recognition. Revenue comprises the fair value of the consideration received or receivable for the
sale of goods in the ordinary course of the Company's activities. Revenue is shown net of sales/value-added
tax, returns, rebates and discounts.

The Group recognises revenue when: the amount of revenue can be reliably measured; it is probable that
future economic benefits will flow to the entity; and specific criteria have been met for each of the Company's
activities, as described below.

Sales of electricity are recognised when customer has accepted the products in accordance with the sales
contract, or the Group has objective evidence that all criteria for acceptance have been satisfied.

Interest income is recognised on a time-proportion basis using the effective interest method.

Construction contracts. Contract revenue and contract costs are recognised as revenue and expenses
respectively by reference to the stage of completion of contract activity at the reporting date where the
outcome of the contract can be reliably determined. Reliable estimation of the outcome requires reliable
estimates of the stage of completion, future costs and collectability of billings.

The Company uses the ‘percentage of completion method’ to determine the appropriate amount to recognise
in a given period. The stage of completion is measured by reference to the contract costs incurred up to the
reporting date as a percentage of total estimated costs for each contract. Costs incurred until the reporting
date in connection with future activity on a contract are excluded from contract costs in determining the stage
of completion. Costs that relate to future activity on the transaction or contract are presented as inventories,
pre-payments or other assets, depending on their nature and if it is probable that the costs will be recovered.

When the outcome of a construction contract cannot be estimated reliably, contract revenue is recognised
only to the extent of contract costs incurred that are likely to be recoverable. The Company recognises
contracts costs as an expense as incurred.

When it is probable that the total costs will exceed total contract revenue, the expected loss shall be
recognised as an expense immediately.

The Company presents as an asset the gross amount due from customers for contract work for all contracts
in progress for which costs incurred plus recognised profits (less recognised losses) exceed progress billings.
Progress billings not yet paid by customers and retention are included within ‘trade and other receivables’.

The Company presents as a liability the gross amount due to customers for contract work for all contracts in
progress for which progress billings exceed costs incurred plus recognised profits (less recognised losses).




HYDROLEA GROUP

Notes to the Consolidated Financial Statements — 31 December 2018
(Amounts expressed in thousands of Georgian Lari)

2 Summary of Significant Accounting Policies (Continued)

Income taxes. Income taxes have been provided for in the financial statements in accordance with
legislation enacted or substantively enacted by the end of the reporting period.

On 13 May 2016 the Government of Georgia enacted the changes in the Tax Code of Georgia whereby
companies (other than banks, credit unions, insurance companies, microfinance organizations and pawn
shops) do not have to pay income tax on their profit earned since 1 January 2017, until that profit is distributed
or deemed distributed in a form of dividend.

The income tax at 15% is payable on gross up value (i.e. net dividends shall be grossed up by withholding
tax 5%, if applicable, and divided by 0.85) at the moment of the dividend payment to individuals or to non-
resident legal entities. Dividends paid to resident legal entities from the profits earned since 1 January 2017
are tax exempted.

Dividends on earnings accumulated during the period from 1 January 2008 to 1 January 2017 is subject to
income tax on grossed up value, reduced by respective tax credit calculated as a share of corporate income
tax declared and paid on taxable profits vs total net profits for the same period multiplied to the dividend to
be distributed. However, tax credit amount should not exceed the actual income tax imposed on dividend
distribution

Income tax arising from distribution of dividends is accounted for as an income tax expense in the period in
which dividends are declared, regardless of the actual payment date or the period for which the dividends
are paid. As a result, the Company derecognised all deferred tax assets and liabilities as of 31 December
2016 and accounted the respective impact in the profit and loss in 2016. A contingent income tax liability
which would arise upon the payment of dividends is not recognised in the consolidated statement of financial
position.

In addition to the distribution of dividends, the tax is still payable on expenses or other payments incurred
not related to economic activities, free delivery of assets or services and representation costs that exceed
the maximum amount determined by the Tax Code of Georgia. All advances paid to entities registered in
jurisdictions having preferential tax regime and other certain transactions with such entities as well as loans
granted to individuals or non-residents are immediately taxable. Such taxes along with other taxes, net of
tax credits claimed on assets or services received in exchange for the advances paid to entities registered
in jurisdictions having preferential tax regime or recovery of loans granted to individuals or non-residents,
are recorded under Taxes other than on income within operating expenses.

Value added tax. Output value added tax related to sales is payable to tax authorities on the on the earlier
of (a) collection of receivables from customers or (b) delivery of goods or services to customers. Input VAT
is generally recoverable against output VAT upon receipt of the VAT invoice. The tax authorities permit the
settlement of VAT on a net basis. Accordingly, VAT related to sales and purchases, which have not been
settled at the end of the reporting period is recognised in the consolidated statement of financial position on
a net basis. Self-generated electricity sales provided not to final customer, also export sales are exempt from
VAT per Georgian tax legislation.

Warranty provisions. Accruals for warranty provisions are recognised when: the Group has a present legal
or constructive obligation as a result of past events; it is probable that a transfer of economic benefits will be
required to settle the obligation; and the amount can be reliably estimated. Warranty provisions are
measured at the present value of the amount expected to be required to settle the obligation using a pre-tax
rate that reflects current market assessments of the time value of money and the risks specific to the
obligation. The increase in the provision due to passage of time is recognised as interest expense. The
Group recognises the estimated liability to perform the necessary work for construction contracts, which are
still under warranty at the end of each reporting period. This provision is calculated based on past history of
the level of repairs and replacements.




HYDROLEA GROUP

Notes to the Consolidated Financial Statements — 31 December 2018
(Amounts expressed in thousands of Georgian Lari)

2 Summary of Significant Accounting Policies (Continued)

Offsetting. Financial assets and liabilities are offset and the net amount reported in the statement of financial
position only when there is a legally enforceable right to offset the recognised amounts, and there is an
intention to either settle on a net basis, or to realise the asset and settle the liability simultaneously. Such a
right of set off (a) must not be contingent on a future event and (b) must be legally enforceable in all of the
following circumstances: (i) in the normal course of business, (i) in the event of default and (jii) in the event
of insolvency or bankruptcy.

Payroll expenses and related contributions. Wages, salaries, contributions to pension funds, paid annual
leave and sick leave, bonuses, and other benefits are accrued in the period in which the associated services
are rendered by the employees of the Company. The Group does not incur any expenses in relation to
provision of pensions or other post-employment benefits to its em ployees.

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

Dividend distribution. Dividend distribution to the Group's owners is recognised as a liability in the
Company's Consolidated Financial Statements in the period in which the dividends are approved by the
Company's owners.

Amendment of the consolidated financial statements after issue. Any changes to these consolidated
financial statements after issue require approval of the Group’s management who authorised these
consolidated financial statements for issue.

3 Information about Key Sources of Estimation, Uncertainty and Judgements

The Group makes estimates and assumptions that affect the amounts recognised in the Consolidated
Financial Statements and the carrying amounts of assets and liabilities within the next financial year.
Estimates and judgements are continually evaluated and are based on management’s experience and other
factors, including expectations of future events that are believed to be reasonable under the circumstances.
Management also makes certain judgements, apart from those involving estimations, in the process of
applying the accounting policies. Judgements that have the most significant effect on the amounts
recognised in the Consolidated Financial Statements and estimates that can cause a significant adjustment
to the carrying amount of assets and liabilities within the next financial year include:

Assessment of the percentage of completion on construction contracts. The Company recognises
revenue from construction contracts based on percentage of completion method, measured by reference to
the contract costs incurred up to the reporting date as a percentage of total estimated costs for each contract
and when collection of the resulting receivable is reasonably assured. When the Company considers that
the criteria for revenue recognition are not met for transaction, revenue recognition is delayed until such time.

The percentage of completion method is determined by management through considering following
criterions: (a) total contract revenue can be measured reliably; (b) it is probable that the economic benefits
associated with the contract will flow to the entity; (c) both the contract costs to complete the contract and
the stage of contract completion at the end of the reporting period can be measured reliably; and (d) the
contract costs attributable to the contract can be clearly identified and measured reliably so that actual
contract costs incurred can be compared with prior estimates.

Useful lives of property, plant, equipment and intangible assets. The estimation of the useful life of an item
of property, plant and equipment is a matter of management judgement based upon experience with similar
assets. In determining the useful life of an asset, management considers the expected usage, estimated
technical obsolescence, physical wear and tear and the physical environment in which the asset is operated.
Changes in any of these conditions or estimates may result in adjustmente for future depreciation rates.
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HYDROLEA GROUP

Notes to the Consolidated Financial Statements — 31 December 2018
(Amounts expressed in thousands of Georgian Lari)

3 Information about Key Sources of Estimation, Uncertainty and Judgements (Continued)

Going concern. Management prepared these consolidated financial statements on a going concern basis.
In making this judgement management considered the Group’s financial position, current intentions,
profitability of operations and access to financial resources, and analysed the impact of the situation in the
financial markets on the operations of the Group. As at 31 December 2018, the Group’s current liabilities,
which include fully secured borrowings of GEL 5,719 thousand from Bank of Georgia JSC (Note 17),
exceeded the Group’s current assets by GEL 2,846 thousandand and the Group had a net loss of GEL 1,063
thousand for the year then ended. The Group’s operations and financial liquidity will depend on availability
of long-term financial resources. Management believes that such financial resources will be available
enabling the Group to carry on its business without a significant curtailment of operations for the foreseeable
future. Accordingly, these consolidated financial statements do not include any adjustments relating to the
recoverability and classification of recorded asset amounts and the classification of liabilities that might be
necessary should the Group be unable to continue as a going concern.

4 Property, Plant and Equipment

HPP* Plantand Vehicles and

Land  buildings equipment others CIP Total
Cost
At 1 January 2017 339 18,559 6,941 321 616 26,776
Additions 2,431 35 172 463 10,591 13,692
Disposals (2,431) - - (54) - (2,485)
Transfers - 149 = = (149) -
At 31 December 2017 339 18,743 7,113 730 11,058 37,983
Additions 8 - 2 5 9,222 9,237
Disposals (23) - (944) (567) - (1,534)
Transfers - 6,062 14,218 - (20,280) -
At 31 December 2018 324 24,805 20,389 168 - 45,686
Accumulated depreciation
At 1 January 2017 - (1,524) (574) (90) - (2,188)
Depreciation charge - (644) (505) (186) - (1,335)
Disposals - - - 1 - 1
At 31 December 2017 - (2,168) (1,079) (275) - (3,522)
Depreciation charge - (962) (58) (96) - (1,116)
Disposals - - 377 218 - 595
At 31 December 2018 - (3,130) (760) (153) - (4,043)
Carrying amount
At 1 January 2017 339 17,035 6,367 231 616 24,588
At 31 December 2017 339 16,575 6,034 455 11,058 34,461
At 31 December 2018 324 21,675 19,629 15 - 41,643

*Hydro power plant

Property, plant and equipment have been pledged in favour of Bank of Georgia JSC as a guarantee for the
borrowings (refer to Note 17).
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HYDROLEA GROUP

Notes to the Consolidated Financial Statements — 31 December 2018
(Amounts expressed in thousands of Georgian Lari)

5 Other Non-Current Assets

31 December 2018

31 December 2017

Prepayments for non-current assets 132 2,254
Receivables from owners for capital contribution 270 270
Total other non-current receivables 402 2,524

6 Issued Loans

31 December 2017

31 December 2016

Issued loans to Hydrolea Trading LLC 1,319 2,763
Issued loans to other related parties 36 -
Interest accrued 153 91
Total non-current issued loans 1,508 2,854

The loans are issued to related parties under common control. Interest rates range: 1) for issued loans in
foreign currency from 7.6% to 8.9% per annum; and 2) for issue loans in Georgian Lari from 10.8% to 11.4%
per annum. The interests and principals to be paid at maturity, which is on 31 December 2032 for the majority

of the issued loans.

7 Trade and Other receivables

31 December 2018

31 December 2017

Trade receivables 1,457 759
Receivables due from customers for contract work B 161
Total trade receivables, net 1,457 920
Prepayments 280 684
Prepaid taxes 299 1,102
Total trade and other receivables 2,036 2,706

8 Cash and Cash Equivalents

31 December 2018

31 December 2017

Current accounts at banks 1,374 1,775
Cash on hand 3 -
Total cash and cash equivalents 1,377 1,775
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HYDROLEA GROUP

Notes to the Consolidated Financial Statements — 31 December 2018
(Amounts expressed in thousands of Georgian Lari)

9 Charter Capital

According to the Company Charter, the charter capital was defined at GEL 16,134 thousand which includes
the following items:

31 December 2017 31 December 2016
Capital paid-in 7,330 7,330
Unpaid capital 4,532 4,532
Share contribution 4,272 4,272
Total charter capital 16,134 16,134

On 14 April 2015, the charter capital of Hydrolea LLC was increased by GEL 8,804 thousand, as a result of
exchange of shares between Geo Energy LLC and the Company in the amount of USD 1,905 thousand (GEL
4,272 thousand) and deferred consideration of USD 2,020 thousand (GEL 4,532 thousand) payable by Mr.
loseb Natroshvili until 2023. Based upon these transactions, Mr. loseb Natroshvili obtained 37.75% ownership
in Hydrolea LLC in exchange of his 30% ownership in Geo Energy LLC and consideration payable. The
Company assumed obligation in respect with unpaid capital contribution of Mr. loseb Natroshvili of GEL 767
thousand into Geo Energy LLC. The unpaid portion of the Company’s charter capital of GEL 4,532 thousand
is recorded by way of deduction in the consolidated statement of changes in equity. As a result of this share
exchange transaction, the difference of GEL 3,846 thousand (resulting from aggregate of purchase price of
GEL 4,272 thousand and unpaid portion of capital of GEL 767 thousand and the carrying value of NCI of GEL
1,193 thousand), has been adjusted by way of a deduction within the consolidated statement of changes in
equity.

10 Borrowings

31 December 2018 31 December 2017
Current
Borrowings from banks 4,878 20,270
Interest payable for banks loan 841 266
Total current borrowings 5,719 20,536
Non-current
Borrowings from related parties 2,031 2,018
Borrowings from banks 36,389 19,101
Interest payable to related parties 1,119 913
Total non-current borrowings 39,539 22,032
Total borrowings _ 45,258 42,568

Interest rates on borrowings obtained from financial institutions range: 1) for borrowings in foreign currency
from 9.15% to 13% per annum; and 2) for borrowings in Georgian Lari at 11% per annum. Several loans
from Bank of Georgia JSC bear floating interest rate, which range from 6.1%+6 month LIBOR to 10%+6
month LIBOR. The Group has contractual liability for repayment of interest as well as principle of such
borrowings based on the agreed schedules, which vary from monthly to semi-annual payments.

Interest rates on borrowings obtained from related parties, mainly from the owner range: 1) for borrowings
in foreign currency from 7.9% to 24% per annum; and 2) for borrowings in Georgian Lari from 11% to 20%
per annum. The Group is liable to repay interest as well as principle of such borrowings at maturity of the
respective agreements, majority of which mature on 31 December 2020.
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HYDROLEA GROUP

Notes to the Consolidated Financial Statements — 31 December 2018
(Amounts expressed in thousands of Georgian Lari)

10 Borrowings (Continued)

On 23 August 2018, Kasleti 2 LLC signed the new loan agreement with the Bank of Georgia JSC for USD
7,100 thousand. This loan has the following terms and conditions: maturity on 27 November 2028, interest
rate of 6.22%+6m LIBOR per annum, both interest and principle are payable semi-annually.

On 21 September 2018, Geoenergy LLC signed the new loan agreement with the Bank of Georgia JSC for
USD 4,200 thousand. This loan has the following terms and conditions: maturity on 27 December 2028,
interest rate of 6.22%+6m LIBOR per annum, both interest and principle are payable on monthly basis.

On 31 January 2017, Hydrolea LLC signed the new credit line agreement with the Bank of Georgia JSC for
USD 2,000 thousand. This loan has the following terms and conditions: maturity on 31 January 2024, interest
rate of 10%+6 month LIBOR per annum, both interest and principle are payable on monthly basis.
On 5 October 2017, Kasleti 2 LLC signed the new credit line agreement with the Bank of Georgia JSC for
USD 3,600 thousand. This loan has the following terms and conditions: maturity on 5 April 2018, interest
rate of 7%+6 month LIBOR per annum, interest is payable monthly basis and principle at maturity.

11 Trade and Other Payables

31 December 2018 31 December 2017

Trade payables 418 1,739
Tax payables other than on income 375 76
Total trade and other payables 793 1,815

12 Revenue

2018 2017
Revenue from construction contracts - 2,583
Revenue from electric power sales 8,976 5,739
Total revenue 8,976 8,322

13 Disposal of Subsidiaries and Group Reorganisations

On 28 January 2018, Hydrolea LLC sold 100% ownership of it's subsidiary City to LLC Blackwood LLC, the
entity under common control, at GEL 48 thousand and the Group recorded a loss of GEL 517 thousand on
disposal.

On 15 December 2017, Hydrolea LLC sold 80% ownership of it's subsidiary Ctech LLC to Blackwood LLC
at GEL 10 thousand and the Group recorded a loss of GEL 588 thousand on disposal. Ctech LLC was
founded with 80% ownership of Hydrolea LLC on 24 March 2017.

On 15 December 2017, Hydrolea LLC sold 100% ownership of it's subsidiary Hydrolea Trading LLC to
Blackwood LLC at GEL 10 thousand. The Group recorded a gain of GEL 79 thousand on disposal.

On 12 January 2017, Hydrolea LLC transferred 100% ownership of it's subsidiary Kasleti 2 LLC to Kasleti
Energy LLC.

14



HYDROLEA GROUP

Notes to the Consolidated Financial Statements — 31 December 2018

(Amounts expressed in thousands of Georgian Lari)

14  Other Operating Expenses

2018 2017
Taxes other than on income 519 252
Professional services 136 144
Insurance expenses 83 106
Fuel expense 19 23
Rent expense 12 85
Representative expenses 3 296
Warranty accrual - 253
Other expenses 264 169
Total other operating expenses 1,036 1,328

15 Finance Costs

2018 2017
Interest expense on bank loans and guarantees 2,793 2,392
Interest expense on related party loans 1,334 382
Foreign exchange losses less gains 1,605 180
Write off of advances paid to financial institutions 969 -
Bank charges 380 385
Foreign exchange trading losses less gains 114 177
Total finance costs 7,196 3,516

During 2018 the Group written off the amounts paid to Proparco (GEL 407 thousand) and EBRD (GEL 562
thousand) for upfront, front end and mobilisation fees for Kasleti 2 LLC and Hydrolea LLC loans.

16 Financial Instruments

31 December 2018

31 December 2017

Financial assets
Financial assets measured at amortised cost less

impairment 4,568 8,690
Financial liabilities
Financial liabilities measured at amortised cost 45,676 44,307

17 Contingencies and Commitments

Based on the Memorandum of Understanding (MoU) signed with Government of Georgia on 23 August 2012,
the Group has commitment to sell all the power generated by each of its HPP within the framework of this
MOU during the months of December, January and February, exclusively for the use within Georgia. This
commitment is for the period of ten years from the date of commencement of operations of each of the HPP
constructed/operated by the Group.
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HYDROLEA GROUP

Notes to the Consolidated Financial Statements — 31 December 2018
(Amounts expressed in thousands of Georgian Lari)

17 Contingencies and Commitments (Continued)

Based on the Agreement with Government of Georgia, LLC Energotrans and ESCO signed on 17 February

2014, and further amended on 5 December 2014 and 21 October 2016 on construction of Kasleti 2 HPP with

capacity of 8.1 MW, the Group had the following commitments:

» Obtain construction permit until 1 May 2017;

e Complete construction and commence operations on Kasleti 2 HPP prior to 1 October 2018; and

e The full power output of Kasleti 2 HPP incurred for the months of September, October, November,
December, January, February, March and April to be sold exclusively to ESCO at a tariff of USD 0.0566
per KWh. This commitment is for the duration of 10 years from the date of commencement of operations
of Kasleti 2 HPP.

The terms of the above Agreement have been met. Kasleti 2 HPP has started operations in July 2018.

Based on the Agreement with Government of Georgia, LLC Energotrans and ESCO signed on 17 February

2014 and further amended on 21 October 2016 on construction of Darchi-Ormleti HPP with capacity of 16.91

MW, the Group has the following commitments:

e  Obtain construction permit no later than 1 June 2020;

e  Commence construction of Darchi-Ormleti HPP prior to 1 August 2020;

*  Complete construction and commencement of operations on Darchi-Ormleti HPP prior to 31 December
2022; and

e The full power output of Darchi-Ormleti HPP incurred in the months of September, October, November,
December, January, February, March and April to be sold exclusively to ESCO at a tariff of USD 0.0566
per KWh. This commitment is for theduration of 10 years from the date of commencement of operations
of Darchi-Ormleti HPP.

Tax legislation. The taxation system in Georgia is relatively new and is characterised by frequent changes
in legislation, official pronouncements and court decisions, which are often unclear, contradictory and subject
to varying interpretation by different tax authorities. Taxes are subject to review and investigation by a
number of government bodies, which have the authority to impose severe fines, penalties and interest
charges. A tax year remains open for review by the tax authorities during the four subsequent calendar years,
however, under certain circumstances a tax year may remain open longer.

These circumstances may create tax risks in Georgia that are substantially more significant than in many
other countries. Management believes that it has provided adequately for tax liabilities based on its
interpretations of applicable Georgian tax legislation, official pronouncements and court decisions. However,
the interpretations of the relevant authorities could differ and the effect on these Consolidated Financial
Statements, if the authorities were successful in enforcing their own interpretations, could be significant.

Guarantees. Guarantees are irrevocable assurances that the Group will make payments in the event that
another party cannot meet its obligations.

Within normal course of the business, the contractors request guarantees from the Group issued by the
financial institutions for participation in tenders, quality assurance and construction fulfillmet. The total
guarantees issued by Bank of Georgia JSC as of 31 December 2018 compirsed GEL 2,548 thousand (31
December 2017: GEL 2,548 thousand). The bank will make payments in the event that the Company cannot
meet its obligations.

Pledged shareholdings in subsidiaries. Hydrolea LLC has pledged 100% shareholding in the subsidiaries

Darchi LLC, Hydrogeorgia LLC and 94% of its shareholding in the subsidiary Geoenergy as a security to the
loan from Bank of Georgia JSC.
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HYDROLEA GROUP

Notes to the Consolidated Financial Statements — 31 December 2018
(Amounts expressed in thousands of Georgian Lari)

17 Contingencies and Commitments (Continued)

Assets pledged and restricted. The Group has the following assets pledged in favour of Bank of Georgia
JSC as a guarantee towards the issued loans and guarantees issued to Government of Georgia and for letter
of credit issue to supplier - Vaptech LTD:

Note 31 December 2018 31 December 2017
Property, plant and equipment 4 41,632 33,367
Inventories 27 51
Restricted cash 226 3,141
Total 41, 885 36,559

Environmental matters. The enforcement of environmental regulation in Georgia is evolving and the
enforcement posture of government authorities is continually being reconsidered. The Group periodically
evaluates its obligations under environmental regulations. As obligations are determined, they are
recognised immediately. Potential liabilities, which might arise as a result of changes in existing regulations,
civil litigation or legislation, cannot be estimated but could be material. In the current enforcement climate
under existing legislation, management believes that there are no significant liabilities for environmental
damage.

18 Balances and Transactions with Related Parties

The outstanding balances with related parties were as follows:

31 December 2018 31 December 2017
Issued loans to related parties under common control (Note
6) 1,508 2,854
Borrowings from owner (Note 10) 2,031 2,018
Interest payable to owner (Note 10) 1,119 913

The income and expense items with related parties were as follows:

2018 2017
Interest expenses to owner (Note 10, 15) (2,445) (382)
Interest income from related party under common control 201 -
Foreign exchange losses less gains on owner's borrowings (65) (112)

Key management compensation. Key management includes directors of the Group. Compensation paid
to key management for the services in full time executive management positions is made up of a contractual
salary, performance bonus depending on financial performance of the Group and other compensation in
form of reimbursement of rent, transportation, communication and other expenses. Total key management
compensation is presented below:

2018 2017
Salaries and benefits 414 352
Total key management compensation 414 352
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HYDROLEA GROUP

Notes to the Consolidated Financial Statements - 31 December 2018
(Amounts expressed in thousands of Georgian Lari)

19  Events after the Reporting Period

There were no events after the end of the re
these consolidated financial statements.

porting period that may require adjustment of or disclosure in
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