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2005 Financial Statements

AUDITORS' REPORT

TO
THE SHAREHOLDERS ASSEMBLY OF
TOPLIFIKACIJA AD SKOPJE

According to your request, we have audited the 2005 financial statements of Toplifikacija AD - Skopje
(“The Company”). The Income Statement, Balance Sheet, Cash Flow Statement, Statement of
Changes in the Equity and the Notes to the financial statements are considered under financial
statements.

The financial statements are responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements based on our audit.

We have conducted our audit in accordance to International Auditing Standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examination, on a test basis, of the
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall
financial statements presentation. We believe that our audit provides a reasonable basis for our
opinion.

As it is described in Statement of Changes in Equity, during 2005 the Company has made distribution
of net profit for employees benefits in amount of 4,903 thousands denars (2004: 4,655 thousands
denars). In our opinion, this distribution, does not comply with IAS 19, which requires the cost of
profit-sharing (employees benefits) to be recognized as expense not as a distribution of the net profit.

In our opinion, except for the effects of the adjustments from the previous paragraph, the financial
statements fairly present, in all material respects, the financial position of Toplifikacija AD Skopje as
of December 31, 2005, and of the results of its operations, cash flows and its changes in equity for the
year ended, in accordance with International Financial Reporting Standards which are accepted and
published in the Republic of Macedonia.
Skopje, March 31, 2006

Certified Auditor Director

Antonio Veljanov Antonio Veljanov

Company for auditing, accounting, financial and consulting services
Macedonian Audit Center LTD - Skopje
M. H. Jasmin 20, 1000 Skopje, Republic of Macedonia
Tel./Fax: +389 02 32 14 706;,+389 2 32 14 707



TOPLIFIKACIJA AD - SKOPJE

INCOME STATEMENT
2005 2004
Note Den.000 Den.000
Revenues 4 1,499,787 1,337,699
Cost of sales 5 (1,003,116) (721,423)
GROSS PROFIT 496,671 616,276
Other operating income 6 164,002 196,882
Employees expenses 7 (165,982) (165,180)
other operating expenses 8 (384,271) (448,314)
OPERATING PROFIT 110,420 199,664
Financing income 9 16,539 11,673
Financing expenses 10 (27,016) (22,976)
PROFIT BEFORE TAXATION 99,943 188,361
Income tax 11 (16,642) (26,508)
NET PROFIT FOR THE YEAR 83,301 161,853
Basic earnings per share (In denars) 12 186.00 369.40
Diluted earnings per share (In denars) 12 185.44 359.73

During April 2006, 2005 financial statements, accounting policies and the accompanied notes, are approved by the
Board of Directors and recommended to the Shareholders Assembly.

For the Board of Directors
President

Notes comprise integral part of the 2005 financial statements
Auditors report is on page 1.



TOPLIFIKACIJA AD - SKOPJE

BALANCE SHEET
2005 2004

Note Den.000 Den.000
ASSETS
Current assets
Cash and cash equivalents 14 18,607 17,431
Trade receivables 15 800,080 634,342
Receivables for advances 16 10,100 1,549
Other current assets 17 55,439 8,815
Inventories 18 187,897 78,068
Total current assets 1,072,123 740,205
Non-current assets
Investments in subsidiaries 19 249,430 249,430
Investments in associates 19 465 465
Investments available-for-sale 20 241,633 67,205
Investment in heating distribution network 22 123,926 91,073
Property, plant and equipment 21 879,536 881,596
Total non-current assets 1,494,990 1,289,769
TOTAL ASSETS 2,567,113 2,029,974
LIABILITIES AND EQUITY
Current liabilities
Trade payables 23 571,529 250,472
Payables for advances 6,247 5,221
Short term borrowings 24 128,113 75,571
Other short term liabilities and accrued expenses 25 103,347 110,311
Total current liabilities 809,236 441,575
Long-term borrowings 26 1,621 2,979
Long-term provisions
TOTAL LIABILITIES 810,857 444,554
Equity
Shareholders capital 1,394,100 1,394,100
Treasury shares (- (1,242) (1,242)
Reserves 67,736 53,026
Fair value and other reserves 166,644 (7,843)
Accumulated profit 129,018 147,379
TOTAL EQUITY 1,756,256 1,585,420
TOTAL LIABILITIES AND EQUITY 2,567,113 2,029,974

Notes comprise integral part of the 2005 financial statements

Auditors report is on page 1.



TOPLIFIKACIJA AD - SKOPJE

CASH FLOW STATEMENT
2005 2004
Note Den.000 Den.000
CASH FLOWS FROM OPERATING ACTIVITIES
PROFIT/LOSS BEFORE TAXES 99,943 188,361
Adjustments for:
Depreciation of Property, plant and equipment 21 64,854 68,944
Provision for bad and doubtful trade receivables 8 111,110 128,333
Interest expenses 25,565 21,767
Income and expenses from heating network agreement, net 6 and 8 (8,848) (13,500)
Inventory shortages and surpluses, net 8 (7,356) (5,986)
Dividend income 3,594 -
Income and expense from previous periods 9 (6,409) (4,940)
Write off investments available-for-sale 59 -
282,512 382,979
Trade receivables (276,848) (44,291)
Short term financial assets (8,551) (735)
Other short term assets and accrued expenses (40,650) 2,996
Inventories (102,473) 33,810
Trade payables 322,717 (117,393)
Payables for advances 1,026 (151)
Other short term liabilities and prepaid expenses (5,066) 3,867
Net cash used in ordinary business 172,667 261,082
Paid interest (25,565) (21,767)
Paid profit tax (28,922) (21,521)
Net cash flows from operating activities 118,180 217,794
CASH FLOWS FROM INVESTING ACTIVITIES
Disposal of available-for-sale investments - (465)
Acquisition of investments in associated companies - 310
Proceeds from dividends 9 6,409 4,940
Additions in heating distribution network 22 (34,273) (48,584)
Property, plant and equipment additions 21 (61,374) (31,801)
Net cash flows from investing activities (89,238) (75,600)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from long term borrowings, net 24 52,542 (70,348)
Repayment of short-term borrowings, net 26 (1,358) 2,979
Acquired treasury shares - (1,242)
Paid dividends (74,380) (87,414)
Paid employees benefits from profit-sharing (rewards) (4,570) (4,655)
Net cash flows from financing activities (27,766) (160,680)
NET INCREASE (DECREASE) OF THE CASH FLOWS 1,176 (18,486)
Cash and cash equivalents at the beginning of the yeat 14 17,431 35,917
Cash and cash equivalents at the end of the year 14 18,607 17,431

Notes comprise integral part of the 2005 financial statements
Auditors report is on page 1.



TOPLIFIKACIJA AD - SKOPJE

STATEMENT OF CHANGES IN EQUITY

Balance as at January 1, 2004
Adjustments to IFRS (Note 32)
Restated opening balance

Acquired treasury shares

Profit for the year

Transfer of accumulated profit to legal
reserves

Distribution of accumulated profit to
dividends

Fair value adjustments of the
investments available-for-sale
Employees benefits from profit-
sharing (rewards)

Balance as at December 31, 2004

Profit for the year

Transfer of accumulated profit to legal
reserves

Distribution of accumulated profit to
dividends

Employees benefits from profit-
sharing (rewards)

Fair value adjustments of the
investments available-for-sale
Expenses from previous years

Balance as at December 31, 2005

Ordinary shares

Treasury shares

Priority shares

Number of Number of Number of . Accumulated .
hares shares shares Reserves Fair value rofit Total equity
s Den. 000 Den. 000 Den. 000 P

428,657 1,327,979 - - 21,343 66,121 39,062 - 130,403 1,563,565
; - - - - - - (37,257) (51,784) (89,041)

428,657 1,327,979 - - 21,343 66,121 39,062 (143,782) 46,155 1,335,535
- - (804) (1,242) - - - - - (1,242)
- - - - - - - - 161,853 150,951
; ; - - - - 13,964 - (13,964) .
- - - - - - - - (74,474) (74,474)
- ; - - ; ; ; 29,414 ; 29,414
; ; - - ; ; ; - (4,655) .

428,657 1,327,979 (804) (1,242) 21,343 66,121 53,026 (114,609) 108,909 1,440,184
- - - - - - - - 83,301 62,681
; ; - - ; ; 14,710 - (14,710) -
- ; - - ; ; ; - (78,455) (78,455)
; ; - - ; ; ; - (4,903) .
- ; - - ; ; ; 174,487 ; 174,487
; ; - - ; ; ; - (3,594) (3,594)

428,657 1,327,979 (804) (1,242) 21,343 66,121 67,774 59,878 74,792 1,595,302

Notes comprise integral part of the 2005 financial statements

Auditors report is on page 1.



TOPLIFIKACIJA AD - SKOPJE
NOTES TO THE FINANCIAL STATEMENTS

1. Basic data
a) Foundation and ownership transformation

The company Toplifikacija AD - Skopje (The Company) was founded in 1965 by a
Decision of the Municipality of the City of Skopje No.6223/1 from 01.07.1965, as a part of
the Directorate for reconstruction and rebuild of the City of Skopje, named as Directorate
for central heating of the City of Skopje.

In the meantime, the Directorate has been transformed to socially owned organization,
than to shareholding company in mixed ownership and at the end of the transformation
process to shareholding company in private property, according to the subsequent
legislative changes.

During 1999, Toplifikacija AD Skopje has entered into a property transformation of the
company, according to the Law for transformation of the enterprises with social capital,
and has made the necessary reconciliation with the Law on trade companies.

The Company is filed in the trade register at the Primary Court Skopje I Skopje under No.
7826 from 05.10.1999. The Agency for privatization, after completion of the privatization
of the social capital, has issued a Certificate No. 09-189/1 from 12.07.2000, certifying that,
70.39% of the equity are ordinary shares privatized by the employees, 24.87% are ordinary
shares of the Agency for privatization and 4.74% are priority shares of the Fund for
pension and disability insurance of the Republic of Macedonia.

b) Sharebolders capital

The shareholders capital of the Company is comprised of 450,000 shares, authorized, issued
and paid-in, with a par-value of 51.13 EUR, of which, 428,657 ordinary shares and 21,343
priority shares. The structure of the shareholding capital as at 31.December 2005 is as
follows:

Type of shareholders Ordinary  Priority Total %
shares shares shares
1.Individuals and legal entities 427,853 - 427,853 95.08
2.Treasury shares 804 - 804 0.18
3.Pension Fund of RM - 21,343 21,343 4.74
Total shares : 428,657 21,343 450,000 100.00
% 95.26 4.74 100.00

The priority shares of the Pension Fund of RM are participative and convertible. The
participative right allows the holders of these shares to participate in the distribution of the
dividends alongside the holders of ordinary shares, if the dividend is higher than 2% on the
nominal value of the priority shares, which is compulsory dividend for this priority shares,
according to law. The convertibility right in the course of selling these shares allows
compulsory, legal, conversion into ordinary shares, according to 1 : 1 rate.

2005 Financial Statements 6



TOPLIFIKACIJA AD - SKOPJE
NOTES TO THE FINANCIAL STATEMENTS

1. Basic data (Continued)

c) Activity
The basic activity of the Company is production and distribution of heating energy.

During 2005 and 2004 the activity is performed through heating plants “East”; “West” and
"North", as well as the heating plant “11 October” in Skopje.

The heating plants “Vodno” and “Park” are put out of the technological exploitation, due
to technical reasons, while the heating capacity planed for these was redirected towards the
heating plant “West”.

Distribution of heating energy to the consumers is carried out in accordance with the
temperature diagram which is designed on the basis of movements in the outdoor
temperatures in the Skopje geographic area during the heating season.

Other accompanied registered activities are determined in correlation with the basic
activity, as follows: production and distribution of gas fuels; building and installation of
heating and gasification capacities; different investment programs, studies, investment and
technical documentation for steam-power capacities, heating and gasification networks;
scientific research; system engineering in the area of steam-power techniques and energetic;
production of software and other activities.

In the previous period the activities of Toplifikacija Group expanded in the field of internal
and external trade.

d) Connected users to central beating facilities

During 2005 and 2004, the capacity of connected users to central heating facilities is as
follows:

e lump payment

Households 31.12.2005 31.12.2004
Number of flats 47,875 47,042
Total space (m?) 2,822,610 2,938,395
Capacity (MW) 356,298 349,422
Legal entities (schools and institutions) 31.12.2005 31.12.2004
Total space (m?) 19,740 19,740
Capacity (MW) 2,508 2,508
Legal entities 31.12.2005 31.12.2004
Capacity (MW) 27,096 24,588

2005 Financial Statements 7



TOPLIFIKACIJA AD - SKOPJE
NOTES TO THE FINANCIAL STATEMENTS

1. Basic data (Continued)

e) Connected users to central beating facilities (Continued)

e measured payment

Households 31.12.2005 31.12.2004
Number of flats 2,010 1,841
Total space (m?) 180,640 170,496
Capacity (MW) 27,072 27,072
Legal entities 31.12.2005 31.12.2004
Legal entities (enterprises)

Capacity (MW) 111,891 112,431
Legal entities (nursery’s and institutions)

Capacity (MW) 14,923 13,969
Schools

Capacity (MW) 16,106 16,450
Total

Capacity (MW) 555,894 546,440

Toplifikacija AD Skopje keeps two sets of records of the capacity of the connected users to
central heating facilities: installed and registered. Registered capacity is calculated on the
basis of consumption measurement during the heating season. Namely, a large portion of
the consumers from the business sector and the households can regulate the consumption
of heating energy, thus changing the demand for heating energy, compared to the installed
value, calculated according to the engineering project of a specified building.

The development plans for the following period of Toplifikacija AD Skopje include
completion of the project for installment of measuring devices at all consumers connected
to the heating system.

2005 Financial Statements 8



TOPLIFIKACIJA AD - SKOPJE
NOTES TO THE FINANCIAL STATEMENTS

1. Basic data (Continued)

f) Services price list

The price list of services for distribution of heating energy in the area of Skopje performed
by Toplifikacija AD - Skopje is as follows:

Price list date 1.03.2003-31.12.2005
Tariffs Units Price in MKD
1. HOUSEHOLDS

1.1. Lump payment

1.1.1. For 12 months installments m’ 23.50
1.1.2. For 6 months installments m’ 47.00
1.2. Measured payment

1.2.1. Heating power MW 454,326.60
1.2.2. Delivered energy MWh 1,511.80
2. LEGAL ENTITIES

2.1. GENERAL TARIFFS

2.1.1. Lump payment MW 3,530,762.82
2.1.2. Measured payment

2.1.2.1. Heating power MW 616,115.57
2.1.2.2. Delivered energy MWh 2,430.80
2.2. ELEMENTARY SCHOOLS

2.1. Lump payment MW 1,964,215.23
2.2. Measured payment

2.2.1. Heating power MW 462,593.48
2.2.2. Delivered energy MWh 1,803.45

The price list is subject to previous procedure of agreement by the Energy Regulatory
Commission of the Republic of Macedonia.

g) Management of Company
Management structure of the Company is comprised of 6 (six) sectors as follows:

e Bureau of Directors;

e Sector fro development, projecting and investment;

e Sector for production of heating energy and maintenance;
e Sector for distribution of heating energy;

e Sector for economy and

e Sector for legal affairs.

The management of the Company is organized through two level system by Supervisory
Board consist of 5 members and Board of Directors consist of 7 members.

The management of the Company is realized by the president of the Board of Directors
whose responsibilities are:

e to represent the Company in the relations with other parties;

e to conduct the management team and

e to decide for the human resources policy.

2005 Financial Statements 9



TOPLIFIKACIJA AD - SKOPJE
NOTES TO THE FINANCIAL STATEMENTS

1. Basic data (Continued)

h) Employees

The total number of employees in Toplifikacija AD Skopje as at 31.December 2005 is as
follows:

2005 2004
Sector: number number
Bureau of Directors 7 7
Sector fro development, projecting and investment 12 11
Sector for production of heating energy and 111 113
maintenance
Sector for distribution of heating energy 90 80
Sector for economy 78 82
Sector for legal affairs 54 56
Total 346 349

i) Contract for utilization of the beating distribution network

In the course of transformation, the heating distribution network was separated from the
parent-company and transformed into government property, while the remaining equity of
the parent-company was privatized.

The parent-company has entered into an agreement with the Agency for Privatization of
RM, as a representative of the State, for utilization of the heating distribution network at
an indefinite period of time, for a compensation fee.

The fix amount of the compensation fee, payable to the Government, is Denar counter-
value of EUR 50,000. The parent-company, with the above-mentioned agreement, also
obligated to pay additional compensation fee, equal to the annual depreciation of buildings
and equipment of the heating distribution network, amounting to Denar counter-value of
around 43,000 thousands denars. It is stipulated with the agreement that the parent-
company shall pay to the Government the amount of the additional fee in excess of the
amount invested in new capacities of the heating distribution network and of the amount
of investment maintenance expenses of the heating distribution network.

The Agreement has no fix period of duration i.e. its validity is up to the moment of passing
the law for the public utility infrastructure.

2005 Financial Statements 10



TOPLIFIKACIJA AD - SKOPJE
NOTES TO THE FINANCIAL STATEMENTS

2. Basis for Preparation of the Financial Statements

a) Basis for preparation of the financial statements

The financial statements shown on pages 2 to 30 are prepared in accordance with the
International Accounting Standards (IAS) which were published in the Official gazette of
the Republic of Macedonia N0.94/2004 and become effective from 1 January 2005, as well
as the International Financial Reporting Standard (IFRS) 1 and Interpretations issued by
the IFRS Interpretations Committee which were published in the Official gazette of the
Republic of Macedonia No.11/2005 and the IFRS 2,3,4,5,6 and 7 which were published in
the Official gazette of the Republic of Macedonia No.116/2005.

The Company has prepared the financial statements in accordance with IFRS for the first
time. The disclosures required by IFRS 1 concerning the transition from local regulations
to IFRS are given in note 32.

The financial statements were prepared for the period ending 31.Decemeber 2005 and 2004.
The figures for the current and the previous period are shown in thousand of Macedonian
denars, if not otherwise stated. Certain adjustments and reclassifications of the balances for
the previous year are made in order to adapt them for presentation in the current year.

b) Accounting methods

The financial statements have been stated on the historical cost basis, except for the
Property, Plant and Equipment (PPE), which have been adjusted by revaluing the
historical cost with the unified coefficient of producer’s price increase index, published by
the State statistics administration (note 3(i)) and for the trade receivables and investments
available-for-sale which have been presented at their objective value.

The effect of revaluation is the revaluation reserve, shown in the balance sheet as part of
the equity. Until 2001 the revaluation reserve was appropriately distributed to the
shareholders capital, legal reserves and accumulated profit, while beginning 2002 the
revaluation reserve is recorded separately in the equity.

3. Principal Accounting Policies and Estimates

a) Sales revenues

Sales revenues are stated at the moment of distribution of heating energy to connected
consumers, at invoiced value, decreased for VAT, discounts. Sales revenues are recognized
as they arise, when significant risks and rewards associated to the sale have been transferred
to the buyer and the amount can be reliably measured.

b) Cost of sales

Cost of sales represent all material costs arising during 2005, directly connected to sales
revenues and are consisted of costs for fuel oil, gas, electricity and water.

2005 Financial Statements 11



TOPLIFIKACIJA AD - SKOPJE
NOTES TO THE FINANCIAL STATEMENTS

3. Principal Accounting Policies and Estimates

¢) Other operating income

Other operating income during 2005 is stated at invoiced value, decreased for VAT and
discounts.

d) General and administrative expenses

General and administrative expenses are consisted of all costs arising during the year, which
are not directly connected to sales and income from additional activities and are recognized
as they arise.

e) Financing income

Financing income, which are calculated during the year, are shown as revenues,
independent from their collection. They are consisted of income from available-for-sale

investments, interest revenues and gains on exchange.

Interest revenues are recognized on a time proportion basis, taking into account the
effective yield on the asset. Dividends are recognized when the right to receive payment is

established.

f) Financing expenses

Financing expenses, which are calculated during the year, are shown as expenses,
independent from their payment. They are consisting of interest expenses, losses on
exchange and other expenses.

Interest expenses are recognized on a time proportion basis.

g) Income tax

Taxes from income are calculated according to the regulations of the Republic of
Macedonia. The income tax is calculated on the basis of income before taxes, adjusted for
certain revenues and expenses, according to law. The nominal tax rate is 15%.

The calculation of the income tax is set in Note 11.

h) Gains/losses from translation of foreign currency

At the balance sheet date, all the foreign receivables and payables are translated into denars
using the ruling exchange rate on the date of the balance sheet.

Gain or losses arising from such translation are recognized in the Income statement as
financing income or expenses for the appropriate period.

Foreign currency exchange rates ruling at December 31 are as follows:

2005 2004
31 December 1 EUR 61.1779 den. 61.3100 den.
31 December 1 USD 51.8589 den. 45.0676 den.

2005 Financial Statements 12



TOPLIFIKACIJA AD - SKOPJE
NOTES TO THE FINANCIAL STATEMENTS

3. Principal Accounting Policies and Estimates (Continued)

i) Cash and cash equivalents
Cash and cash equivalents are carried in the balance sheet at cost. For the purposes of the
financial statements, cash and cash equivalents comprise of cash in hand and deposits held

at call with banks.

j) Trade receivables

1) Basic presentation

Trade receivables include all invoiced but uncollected receivables from the distribution of
heating energy. Trade receivables are recognized at their recoverable amount i.e. at cost less
for any impairment losses for all bad and doubtful receivables.

Full (100%) provision was made at 31st December 2005 and recorded as other expenses, for
all receivables which are considered to be uncollectible and which have been brought to
court i.e. with maturity over 12 months for households and maturity over 36 months for
legal entities.

50% provision from the nominal value of the receivables from legal entities with maturity
from 12 to 36 months is recorded as expenses.

2) Changes in accounting estimate for receivables provision

During 2005, the Company has changed its accounting estimate for trade receivables
collection from legal entities which have maturity from 12 to 36 months, by which 50%
provision from its nominal value is recorded, compare to the previous years when no
provision was made for these receivables.

The amount of the change in the accounting estimate is more recorded expenses in amount
of 36,620 thousands denars in 2005, compare to the estimate used for the previous year
financial statements.

The effects of the change in the accounting estimate is presented in profit or loss for the
current period and not retrospective according to the alternative treatment from IAS 8 -
Profit and loss for the period, basic errors and changes in accounting policy.

k) Inventories

Inventories are valued at the lower of cost and net realizable value. Cost includes all
expenses for bringing the inventories to their present condition and location. Net realizable
value is selling price less cost to complete the inventory and sell it.

The cost of inventory is recognized as an expense in the period in which the related
revenue is recognized, calculated under the average price method. The write down of
inventories is charged to expenses.

2005 Financial Statements 13



TOPLIFIKACIJA AD - SKOPJE
NOTES TO THE FINANCIAL STATEMENTS

3. Principal Accounting Policies and Estimates (Continued)

1) Investments in subsidiaries and associates

Investments in subsidiaries and associates in the Company’s Financial Statements are stated
at cost. Subsidiaries are defined as a companies controlled by another enterprise, which
means control of the voting power (over 50%) of those companies. Associates are defined
as companies, other than a subsidiary or joint venture, over which the investor has
significant influence (20% to 50%).

m) Available-for-sale investments

Available-for-sale investments are consisted of investments into long-term equity securities
of financial and non-financial legal entities. Investments intended to be held for an
indefinite period of time, which may be sold in response to needs for liquidity or changes
in interest rates, are classified as available-for-sale investments. These are included in non-
current assets.

Initially, investments are valued at cost, including transaction costs. Subsequently,
investments are stated at their fair value that is their market value. Unrealized gains and
losses arising from changes in the fair value of available-for-sale investments are recorded in
shareholder’s equity as fair value and other reserves, until the investment is sold at which
time the unrealized gain or loss previous reported in the equity is included in net profit or
loss.

All investments in securities of the Company as at 31.December 2005 are considered as
investments available-for-sale.

n) Property, plant and equipment (PPE)

Initially, PPE are recorded at their cost. Cost represents the prices billed up by suppliers
including all costs incurred for bringing new assets into use. Assets are recorded as PPE if
their useful life is over one year and separate cost is over 300 EUR.

The fair value of the property, plant and equipment was established by revaluation from
individual experts, in amount of their market value. The last revaluation was done at
31.December 1998 and it was recorded in the Company’s accounts in 1999.

Subsequently, PPE were revalued at the end of 1999 and 2000 year by applying the legal
unified coefficient of producer’s price increase index, published by the State statistics
administration on their cost and accumulated depreciation. The applied revaluation
coefficient for 1999 and 2000 were 0.079 and 0.042, respectively.

The effect of revaluation is the revaluation reserve, shown in the balance sheet as part of
the equity. Until 2001 the revaluation reserve was appropriately distributed to the
shareholders capital, legal reserves and accumulated profit, while beginning 2002 the
revaluation reserve is recorded separately in the equity. The applied revaluation coefficient
for 2005 and 2004 were 0.040 and 0.011, respectively.

2005 Financial Statements 14



TOPLIFIKACIJA AD - SKOPJE
NOTES TO THE FINANCIAL STATEMENTS

3. Principal Accounting Policies and Estimates (Continued)

n) Property, plant and equipment (PPE) - Continued

According to paragraph 17 (b) from the published IFRS 1 - First time adoption of the
IFRS, the Company elect to use the depreciated cost, adjusted for changes in a general or
specific price index (the legal revaluation coefficient) as deemed cost at the date of the
revaluation.

Maintenance and repairs are charged to income as incurred. Cost relating to reconstruction
and improvements that change the capacity or the purpose of the fixed assets are added to
the value of the fixed assets.

In case of disposals of the PPE, the carrying amount is recognized as other expenses.
Research costs are recognized as expenses as they arise.

The company determined the useful life at rates which are not higher then the minimal
rates for depreciation, prescribed by Macedonian law. Depreciation method is according to

the constant method.

The basic depreciation rates in use are:

Depreciation rates

2005 2004
Property 2-8 % 2-8 %
Plant and equipment 5-15 % 5-15 %
Furniture 10-20 % 10-20 %
Vehicles 16 % 16 %

0) Trade payables
Trade payables are stated at their invoiced value.

Trade payables are written off by crediting other revenues, after the expiration of the legal
maturity period or by off-court agreement between parties.

p) Borrowings

Borrowing liabilities represent short term and long term borrowings stated at their
nominal value. The amounts of the interest agreed are shown as other expenses in the
income statement and as other liabilities in the balance sheet. Foreign loan liabilities are
stated at the exchange rate at 31" December, and losses or gains of exchange are stated as
other revenues or expenses.

q) Contributions for pension insurance of employees and liabilities for termination of
employment

The Company calculates and pays pension insurance contributions of its employees
according to the domestic legislation. The contributions, based on the employee’s salaries
are paid in the domestic National Fund. The Company has no additional liabilities.

2005 Financial Statements 15



TOPLIFIKACIJA AD - SKOPJE
NOTES TO THE FINANCIAL STATEMENTS

3. Principal Accounting Policies and Estimates (Continued)

q) Contributions for pension insurance of employees and liabilities for termination of
employment (Continued)

Also, the Company is obliged to pay benefit in amount of two months salary to all its
employees who are retiring in the moment of retirement. The Company has made no
provision for these liabilities as the amount is not significant for the financial statements.

r) Equity

1) Shareholders’ capital

The Company’s shareholders’ capital is comprised of initially paid-in funds from the
shareholders. Shareholders’ capital is recognized at the nominal (par) value of the issued
shares (ordinary and priority).

The uncovered loss can be charged to shareholders’ capital for the amount which is in
excess of the reserves.

2) Treasury shares

The shares issued and owned by the Group are considered as treasury shares. They are
recognized at cost and are presented as decrease in the Group’s equity.

3) Legal reserves

Legal reserves are formed from the profit and in accordance with the regulations as well as
by distributing the revaluation reserves, and can be used for covering losses. Under the
local statutory legislation, the Group is required to set aside a minimum of 15% of its year
net-profit in the reserves, but not more than 20% of the Group’s shareholders’ capital. As
long as these reserves do not exceed 20% of the Group’s shareholders’ capital, they can be
used for covering losses. If they exceed 20% of the Group’s shareholders’ capital, they can
be used for dividends only after a decision of the Shareholders’ Assembly.

4) Revaluation reserves
Revaluation reserves are founded from revaluation of the property, plant and equipment as

set forth in note 2 and 3(n). According to the Macedonian legislation the revaluation
reserve is recorded in the Company’s equity. These reserves are not subject to distribution.
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