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Tndependent Auditors® Report

To the shareholders of
Sofiyska Voda AD

Report on the Finaneial Statements

We have audited the accompanying scparate financial statements of Sofiyska Voda AD (“the
Company™), which comprise the balance sheet as at 31 Deecmber 2008, and the income
statement, statement of changes in equity and cash flow statement [or the vear then ended, and a
summary of significant accounting policies and other explanatory notes.

Management's Responstbility for the Financial Statements

Management is responsible for the preparation and fair presentation of (hese [nancial
slalements in accordance with the Intcrnational Financial Reporting Standards (IFRS) as
adopted by the Evropean Union (EU). This responsibility includes: designing, implementing
and maintaiming intemal control relevant to the preparation and fair presentation of [nancial
statements that arc free from material misstatemnent, whether due to fraud or error; selecling and
applying appropriate accounting policies; and making accounting estimates that are reasonahle
11 the circumstances.

Auditors’ Responsibility

Our responsibility is to express an opindoen on these financial staternents based on our audit. We
conducted our audit in accordance with the professional requirements of International Standards
on Auditing. Those standards require that we comply with ethical requirements and plan and

perform the audit to obiain rezsonable assurance whether the separate financial statements are
free from material misstatement.

An audit involves performing procedurcs to obtain audit evidence about the amounts and
disclosures in the financial stalernenls. The procedures selected depend on the aunditar's
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or emor. In making those risk assessments, the zuditor
considers internal control relevant to the entity's preparation and fair presentation of the
financial statements in order to desige audit procedurcs that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entily's inlernal control.  An audit also includes evaluating the appropriateness of accounting
prlicics uscd and the Teasonableness of accouiling esilmaies made by manzgement, as weil as
evaluating the overall presentation of the financial stalements.

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



Opinion

In cur opinion, the separate financial statcments give a true and fair view of the finaneial
position of the *Sofiyska Voda™ AD as of 31 December 2008, and of its financial performance
and cash flows for the year then ended in accordance with the International Financial Reporting
Standards (1IFRS) as adopted by the European Union (EUN.

Without qualifying our opinion we draw aflention to the following:

» 1FRIC Interpretation 12 — Service Concession Arrangements has not yet been endorsed by
the European Union, and for this reason is nol applied in these financial statements.
Endersement is expected in 2009 and this may have sigmificanl ellecl on the financial
staternents of the Company. The indicative effects on the financial statements of the Company
are discussed more fully in Appendix 1 to the separate financial statements.

Report on Other Legal and Regnlatory Requirements

Annual report of the activities of the Company in accordance with the reguirements of article 33
of the Accovurtancy Act

As required under the Accountancy Act, we report that the historical financial informatien
prepared by Managemenl and disclosed in the annual report of the activities of the Company, as
required under article 33 of the Accountancy Act, is consistent, in all material aspects, wilh the
financial information disclosed in the audited separate financial statements of the Company as
ol and lor the year ended 31 December 2008, Management is responsible for the preparation of
the annual report of the activities of the Company which was approved by the Board of dircetors
24 March 2009,

Regivtergd Auditor

Sofia, 25 March 20
KPMG Bulgaria OOD
37 Fridtjof Nansen Str.,
1142 Sofia

Bulparia



Sofiveka Voda A
Rewarate firdncial stafements ox et 31 Decentber 2008

Separate income sialement
For the year ended 31 December 2008

fn thonsands of BON

Revenue
Oither incnme

Cxpenses for materials

Expenses for hired services

Depreciation and amortization

Salaries, rernuneration and other personnel benelits
Social security contributions and other social expenses
Other vperaling expenses

Profit from operating activities

Finance income
Finance expense
Met Financing expensc

Profit before tax

Income tax expense
Net profit for the year

Note

a9

11

2008 2007
04,180 80,300
1,322 2,184
95,507 82,484
(9,398) (8,229)
(24,314 (22,296)
(12,656) (12,403)
(10,7663 ©,374)
(3,648} {3, 4973)
(10,366} G40l
24,314 20,228
218 454
{8,219) (18.333)
(7.401) (17,849)
16,913 2.379
(507) (1.387)
16,406 942

The separate income statement is to be read in conjunction with the notes to and forming part of the separate

financial statements sot out on pages 6 w 47,

The linancizl slalements were approved on 24 March 2000 by the Board of Directors,

Teodora Koseva

Financial Director

Gilbert McCaul
Parmer

EFPML Bul
37 Fridtjof
1142 Sofia

Gregory Endetmatic
Lxecuttve Ditvecior

Antoancta Boicheva /

Registered Auditor




Sofiyvska Yoda AD

Separate financial statements as at 31 December 2008

Separate statement of changes in equity
For the yvear ended 31 December 2008

In thousands of BGN

Balance at 1 January 2007
Climnge nreserves
Recopnized profit for the year
Balance at 31 December 2007

Balance at 1 January 2008

Change in reserves

Fair value evaluation of hedging
instruments

Deferred tax asset of fair value estimate of
hedging instruments

Recognized profit for the yvear
Balance at 31 December 2008

Share General Hedge Retained Total
capital PESErves TCECEYES earnings
8884 170 - 4 375 13,429
- 130 - (130 .-
- - - 992 902
8,484 300 . 5237 14,421
LR 300 - 5,237 14,421
- 99 - (90 -
- - (2,323) S (2,323}
- 232 - 232
- - - 16,406 16,406
8,884 399 2,091} 21,344 28.736

The separate staternent of changes in equity is to be read in conjunction with the notes to and forming part of the
SENArATE financial siniements <pE ot nn nagas G0 AT

The financial statements were approved on 24 March 2009 by the Board of Directors.

?Mﬂsmm
#

Teodora Koseva
Financial Director

Gilbert MoCaul /

Fartner

Crrezory Endemano
Fxecutive Divector

Antoaneta Boicheva
Registered Auditor
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Sofivska Voda AD
Separate finarcial statements as ar 31 December 2008

Separate balance sheet

For the year ended 31 December 2008

In thousands of BGN

Mon-current asscts

FProperty, plant and equipment
Intangible assels

Goodwill

Financial assets

Investments in subsidiaries
Loans to related parties
Deferred taxes assels

Total non-cuerrent assets

Inventories

Trade and other receivables
Loans to related parties
Cash and cash equivalents
Total current assets

Total Assets

Equity

Share capital

Reserves

Retained earnings

Total capital and reserves

Mon-current liabilities

Interest bearing loans and borrowings
Liabilities under finance leases
Deferred taxes liabilities

Liabilities for retirement compensation
Total non-current liabilities

MNote

I3

14

19
12
20
25

2008 2007
128.40§ 111,557
8,361 12,745
T.393 7,393
- Lild]
5 5
- 63
4. 542 S
148,502 131,823
1,910 1,327
A.633 29 5448
50 38
11,070 9045
43 663 39,956
192,165 171,779
8,884 8,884
{1.692) 30
21,544 5237
28,736 14,421
116,421 110,909
1,030 589
1,840 -
425 404
119,716 111,902




Sofiyska Voda AD
Sepercie fnuncial stolementy ay at 31 December 2008

Separate halance sheet

For the year ended 31 December 2008

In thousands of BGN Mote 2008 2007
Current lHabilities

Tnterest kearing loans and borrowings 149 4,741 3,508
Liabilitics under finance leases 19 652 320
Taa habniiies 23 LT [
FPayables to related parties 27 9,754 13,3249
Trade and other payakbles 2] 22,300 16,020
Drerivative 24 2,323 e
Frovisions 22 2.540 251
Liabilitics for retirement compensation 25 326 B8
Total current liabilities o 43,713 45456
Total liabilities 163,429 157,358
Tokal cquity and labilities 192,165 171,779

The separate balance sheet is Lo be read in conjonction with the notes to and forming part of the separate financial
stutemnents set out on pages 6 to 47.

The financial statements were approved on 24 March 2000 by the Board of Directors.

_J‘ﬁf;fj.rf

Teodora Koseva J{ Gregory Endemano L Ll
Financial Director Executive Divector

A
Antoaneta Boicheva /

Regisiered Auditor

Gilbert McCaul

Pariner

7 l*'ridLjr.:l' !
1142 Sefia




Sofiyska Voda A
Separate financial statements as ot 31 December 2008

Separate statement of cash flows

For the year ended 31 December 2008

In thousands of BGN Nate 2008 2007
Operaling activities
Net profit before kax 16,913 2,374
Adjustments for
Depreciation and amcrization 13,14 12,696 12,403
Expenses on interest bearing loans and borrowings 11 242 15,715
Other interest cxpenses 1 210 1,991
Impairment of receivihles L 6,033 5,395
Provisions 2,540 251
(Gains)f loss from derivarives (18 (12)
Other nen cash items (1207 (31)
({Increaseldecrease in trade and other receivables {6,239 {8.033)
(Increaseldecrease in imventories (&84 3
Increase/{decrease) in trade and cther payables 4,043 ERLE
Corporate income tax paid {L.B75] 7.368)
MNet cash flow frown operating activities o 39,325 " 25,480

[nvestment activities

Paymonts for aoquisition of propeity, plant amd eyoi prmeni (44, 4y (17,987
Proceeds from sale of property, plant and equipment 124 4
Met cash flow from investing activities {24,274) (17,983)
Financing activities

Repayment of borrowings (4,287 {4,0573
Interest paid on borrowings {7.872) {4,152}
Payment of finance lease liabilites (937) (483)
Net cash flows from financing activities (13.026) (5.694)
Net increased{decrease) in cash and cash cquivalents 2,025 (1, 197)
Cash and cash equivalents ai the beginning of the year 17 9,043 10,242
Cash and cash equivalents at the end of the year 17 I L.07e 9,045

The separale balance sheet is 10 be read in conjunction with the notes to and forming part of the separaic financial
statemants set out on pages & 0 47,

The financial statements were approved on 24 March, 2009 by the Board of Directors.

Teodora Koseva Gregory Endemano
Firancial Direcior Executive Director /
Gilbert McCaul I__ ..

Partner

Antoaneta Boicheva
Registered Ay




Sofiyska Voda AL
Separdte financial statements a5 ar 31 December 2008

NMotes to the separate financial statements

14

Reporting entity

Basis of preparation
Significant accounting policies
Financial risk management
Revenue

Other cperating income
Expenses for materials
Expenses for hured services

Salaries, remuneration and cther
personnel benefits

Other expenses

Finance income and expenses

Income ax expense

Property, plant and equipment
Inlangible assets

Inventories

Trade and cther receivables

Page

22

22

23

24

24

26-27

28

a8

29

a7

28,

29,

Cash and cash equivalents

Share capital and rescrves
Interest-bearing loans and borrowings
Deferred tax assets and liabilitics
Trade and other payables

Provisions

Tax Labilities

Financial instruments

Liabilities for retirement compensalion

Contingent liahilities

Cilliations for scoonicition
Fahong Tor acamngk

plant and equipment
Related parties
Subsequent events

Appendix |

Pape

2830

31-32



Sofiyska Yoda AD
Separute finunciol statements as at 31 December 2008

Nutes to the separate financial statements

1.|‘

(a}

(b}

(c}

Reporting entity

Sofiyska Voda AD (the Company) is a company registered in Sofia City Court on 28 December 1999 under
company case Ne I6172/1999 / Mo34111. p.557, registration. 1, page 20. The address of the registered office of
the Company is Bulgaria, Sofia , bl. Mladost 4, str. Business Park Sofia 1, building 2A. The Company is 77.10%
ownied by United Utilities (Sefia} BV and 22.90% awned by Vodesnabdigvane 1 Kanalizacia EATY,

The Company’s boginecs is the provisies of water and wastowater scrvices in the Maicipaiity i Sulia, including
manzging and maintenance of the public assets which represent part of the watermain and wastewater-reatment
system in Sofia and also construction, financing and managing of new assels.

Sofiyska Voda AD signed on 23 December 1999 a Congession Contract through which the Municipality of Sofia
granted to the Concessionaire {Sofiyska Voda AD) & specific right for use of the public assets and exclusive
permissien 1o provide the Services within Lhe Concession Area for a period of 25 years. The Services include the
provision of water, sewerage and wastewaler treatment services,

Basis of preparation
Statement of compliance

The financial statements for 2008 have been prepared in accordance with International Financizl Repaorting
Standurds (TFRS} a3 endorsed by the European Commission,

IAS B Accouniing policies, changes in accounting estimaies and errors requires the Company w disclose the fact
that it has not applied standards and interpretations Lo published International Financial Renorting Standards thar
are not yer cifective, as well as information about the possible effect from application of the respective standards
and interpretations in the period of the first time application.

The Company has disclosed the effects from epplication of published Tnternational Financial Reporting
Standards that are not effective as at the balance sheet date or are not yet approved by the Eurnpean Commission,
but may have an effect on the Company’s activities (see Significant accounting policy 3 {13 and Appendix 1),

The separate financial statements for the vear ended 31 December 2008 were approved by the Board of Directocs
on 24 March 2009,

Basis of measurement

The financial statements heve been prepared cn the historical cost basis excep! for hedging financial instrumnents,
which are stated at fair value (see Significant accounting polic ¥ 3Ch),

Functional and presentation currency

The financial slalements have been prepared in Bulgarian leva (BGN), which is the Company’s fonctional
currency. All financial information presented in BGN has been rounded to the nearest thausand,



Soliyvska Yoda AD
Separate finencial statements as at 31 December 2008

Notes to the separate financial statements

(d)

[a)

Basis of preparation {conlinued)
Use of estimates and judgments

The preparation of the financial statements in conformity with IFRS requires management to maks pudgments,
estimates and assumplions that affecr the application of accounting policies and the reported amounts of assels
and liabilities, income and expenses. Actual results may differ from these estimates.

Estimutes and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are
recognized in the period in which the estimate is revised and in any future periods affected

In particular, information zhour significant areas of estimate uncerlainty and critical judgments in applyving
accounting policies that have the most significant effect on the amount recognized in the financial statements are
described i the [ollowing notes:

¢ Note 13 - Property, plant and equipment;
*  Note 24 — Financial instruments;

*  Nete 14 - Intangible assets,

*  Note 16 - Trade and other receivables,
Significant aceounting polices

The accounting policies set out below have heen applied consistently to all periods presented in these finzncial
slalernents.

Foreign currency transactivns

Transacwons in foreign currencies are anslated to the respective funcrional currency of the company at
exchange rales stated by the central bank al the dates of the transactions, Monetary assets and liahilities
denominated in foreign currencies ar the reporting dace are retranslated to the functional currency at the exchange
rale stated by the central bank at that date. The foreign currency zain or loss on monelary items is the difference
between amortized cost in the functional currency at the beginning of the perind, adjusted for effective interest
and payments during the period, and the amortized cost in forei gn currency translated at the exchange rate at the
end of the period, Non-monetary assets and liabilities desominated in loreign currencies that are measured at fair

value are retransiated 1o the functional currency at the exchange rate ar the date that the fair value was
determined,

Foreign currency differences arising on reranslation are recogmized in profit or loss, except for differences
arising on the retcanslation of available-for-sale equity instruments, a financial liakility desiznated as o hedge of
the net investment in a foreign operation, or qualifying cash flow hedges, which are recognized directly in equity.

T

From 19597 w ihe date of the [nancial statements approval, the exchange rate of the Rulearian lay (BGK) has
been fixed 1o the Euro (EUR). The exchange rate is BGN 1.85583 / FUR 1.0



Sofivska Voda AD
Separafe finoncial siatements as ar 3 December 2008

NMNotes to the separate financial statements

(b

e}

Significant accounting polices (continued)
Financial Instruments
Non-derivative finaneial instruments

Non-derivative financial instuments comprise investments in equity znd debt securities, trade and other
receivables, cash and cash equivalents, loans and borrowings, and trade and other payables.

Non-derivative financial instruments are recognized initially at fair value plus, for instruments ot at fair value
through profit or loss, any directly attributable transaction costs, Subsequent to initial recognition non-derivative
financial instruments are measured as described below,

Cash and cash equivalents comprise cash balances, current accounts and call deposits. Bunk overdrafis that are
repayable on demand and form an integral part of the Company’s cash management are included as a component of
cash and cash equivalents for the purpose of the statement of cash flows.

Accounting for finance income and expense is discussed in note (3 (7).

fleld to-martertty investnents

If the Company has the positive intent and ability 1o hold debt sccurities to malturity, then they are ¢lassificd 2
held-io-maturity, Held-to-maturily investments are measured at amortized cost using the effective interest method,
less any impairment losses,

Availahle- for-sale financial aysets

The Company's investimonls in Cquity seciiiiics am ceriin debr seeurivies are classibisd as available-for-sale
financial assets. Subsequent to initial recognition, they are measured at lair value and chanpes therein, other than
the impzirment losses, and foreign exchangs gains and losses and available-for-sale monckary items (see note 3b)
are recognized diractly in equity, When an investment is derecognized, the cumulative gain or loss in equity is
transferred in profit or loss,

The available-for-sale monetary items are considered current financial assets at fair value. Profit or loss, resulting
of the fair value evaluation are recognized in the Income statement.

Financial assets at faiv value throngh profit or loss in the Frcome statement

An mstrument is classified at fair value through profit or loss if it is held for trading or is designated as such upon
initial recognition. Financial instruments are designatad at fair value th rotiph prodit or loss if the Company manages
such investments and makes purchase and sale decisions based on their fair value in uccordance with the
Company’s documented risk management or investment strategy Ulpon initial recognition attributable transaction
costs are recognized in profit or loss when incurred. Financial instruments at fair value through profit or loss are
measured at fair value, and changes therein are recognized in profit or loss.

P

CRer

Uther non-derivative financial instruments are measured ar amortized cost using the effective interest method, less
any impairment losses.



Sofiyska Voda A
Separate financial statements as ar 31 December 2008

Notes to the separate financial statements

(b}

fii)

{ri]]

ic)
{7

Significant accounting polices {continued)
Financial Instruments (continued)

Share capital

Crdinary shures

Ordinary shares are classified as equity. Tncremental costs directly ateributable to the issuc of ardinary shaes
and share uptions are recopnized as a deduction from aquity, net of any tax effects.

Derivative financial instruments

Cash flow hedging

The Company holds derivative financial instruments o hedge interest rate risk exposures

The change in the fair value of a hedging instrument, defined as a hedging of a cash flow, is recognized directly in
the equity at the effective rate of the hedge. For any ineffective portion of the hedge the changes in the fair value
are recognized in the income statement,

H the hedging instrumenti can no longer meet the hedging reporting conditivns, if it is sold, cancelled, or
exercised, then the cumulative profit / loss that has been separalely recognized in the equity until the fulfillment
of the transaction, is transferred into profit / loss in the same period W which the hedged postlion applies.

When the transaction is compleled, the hedge repoThng coases.

If the transaction iz not cxpected to be completed, the cumulative profit £ Inss that hag haen directy rocognis
the equity, is recognized in the Income statement.,

Froperty, plant and equipment
Recognition and measurement

Owaed and public assets

ltems of property, piant and equipment and improvement uf public assets are stated ar cost fess aceumulaied
depreciation and impaitment losses (see Significant accounting policy 3 {f)). ltems of property, plant and
equipment are stated at cost at the date of their acquisition, The cosl includes the purchase price, including the
non-refundable taxes and al] expenses incurred to bring the asset inio use.

11}



Sofiyska Vioda AT
Separate financial statements as ar 31 December 2008

Notes to the separate financial stalements

3,

Significant aceounting polices {(continued)

(e} Property, plaot and equipment { continued }

i)

Recagnition and medsurement { continned )

Cwried and public assers

Under the Concession Contract the Company has a specific right 1o use public assets, which are in public ownership
in accordance with the Municipality ownership act. The right of ewnership of the gaisling public assets belongs w
the Grantor (Sofia Municipality). For the period of the Concession, however, the Concessionaire has the exclusive
and special right 1o use the existing public assets. The right of use of new public assets is transferred o the
Concessionaire on the acquisition date or the date the assels are in use by the Cancessicnaire. The Company has no
right 1o receive any consideration from the Grantor in respect 10 acquisition, constructian, installation and creation
of any new public assers. The Company is making significant mnprovemens 1 the public assets the cost of which is
capitalized as leasehold improvements and water-mgin improvements. The Company does not pay to the Grantor
consideration in respect of the specific right to use the new public assets.

The cost of self-construeted assets includes the cost ol materials, dircet labour and other direct costs, ncluding
expenses for hired services of suhcontracting companies. In accordance with the Technical Services Agreement and
the Assel Management Agreement, the Company incurs expenditure for the services of consultants, which are
capitalized in the cost of the assets only where they are directty relared to the asse: and cconomic bencefits ars
expected to be received hy the Company for the period of utilization of the asset. Based on detailed fime-sheets and
documents describing the scope and the expected resuits from the services of the consultants, these EXPENEES are
H i A mr

- i a e O e e rol b e R | s
Supn:-.!.l.zt 1 thh. ..rl.._,..jt LRy t] Bioe JPLRD=CANLIS L) WG LELL AlsEL,

Frofit or loss from sald stems of property, plant and equipment are measured as the difference betwesn the selling
price and the book value of the items of property, plant and equipment and are recognized as “other tevenue” i the
Tnconme statesment.

Subregieent expenditura

The cost of replacing part. of an item of property. plant and equipment that is accounted for separately including
major inspection and overhaul expenditure is capitalized, Subsequent expendilure is capitalized only if it increases
the future economic benefits embodied in the item of property, plant and eguipment. The carrying amount of the
replaced part is derecognized.  All other expenditure is recognized in the income statement as an expense when
weurred.  When the property, plant and equipment include componenls with different useful lives, they are
recorded separataly, '

Leased assets

Leases in terms of which the Company assumes substantially all the risks and rewards of ownership are classified as
finance leasss. Upoil inilal recognition e ieased asset is measured at an amount equal to the lower of its fair value
and the present value of the minimum lease payments al the beginning of the lease period, decreased by the
accumulated depreciation and impairment losses (refer to Significant accounting policy 3 (e)}. Subsequent to initial
recognition, the asset is accounted for in aceordance with the accounting pelicy applicable to that assel.

Other leases are operating leases and assets on operating leasing are not recognized in the Company™s balance
sheet.



Sofivska Voda AD
Separate financial statemants as at 31 December 2008

Notes to the separate linancial statements

()

(ii)

(d)

i}

(ii)

(it

Significant accounting polices (continued)
Property, plant and equipment (continued)
Depreciation

Depreciation is recognized in profit or ioss on a straight-line basis over the estimated useful lives of items of
property, plant and equipment. Leased assets are depreciated over the shorter of the lease term and their uselul

#heom =

ertain that the Company will oialn ownership by Ue end of the iease erm. Land is

hee simloee 14 30 rancsnn bkl
SIVEE UMNLSES AT 15 T23 H

ot depreciated.

Assets are depreciated from the month foilowing the acquisition date. The depreciation rates used are based on
the estimated uselu! lives as follows:

*  Buildings 25 vears
o Plant amd equipment 5-25 weais
*  Vehicles — autnmobiles 5-10 vears
s Vehicles — rucks 12,5 years
*  Water network improvemnents 25 years {or the remaining period of the concession

contract)

All depreciation methuds, nseful lives and residual values are reviewed ut each reporting date.

Intangible assets

Intarnmhle aceats anaiiead

Intano assels aoquired by the Company are staicd i acquisiion cost iess accumuiated amortization and
impairment losses (refer wo Significant accounting policy 3(f).

Crocdwill

Goodwill ansing on an acquisition represents the excess of the cost of the husiness combination over the
acquirer'’s interest in the net fair value of the identifiable assers, liabilitics and contingent liabilities. Afrer initial
recognition, the acquirer shall measure goodwill acquired in a business combination at cost Jess any accimulaied
impairment losses. {see Significant accounting pol icy 3k

Research and develapeent

Expenditure on research activities {internally generated intangible assets from research activities - research phase
of a project) is recognised in the income statemen as an expense as incurred.

Lxpenditure on development activities, wherehy research findings are applied 0 o plan or design for the
preduction of new or substantially improved products and processes. is capitalised if the product or process is
technically leasibie and the Company has sufficient resources to complete the development. The expenditure
capitaliscd includes the cost of aieriais, direct iabour and an appropriate proporlion of overheads.  Other
development expenditure is recognized in the income statement as an BXpense as incurred.

Software

The sollware purchased by the Company is stared at cost less accumulated amortization (see below) and
impairment losses (see Significant accounting policy (6)).



Sofivska Voda AD
Separate financial stalements ax at 31 December 2008

Notes lo the separate financial stalements

3

Significant accounting polices (continued)

(d} Imtangible asscts (continned)

fiv) Subsequent expendiiure

(v)

{e)

(i}

Subsequent expenditure on capilalised intangible assets is capitalised only when they meet the recognition criteria
for intangible assets, that is when future economic benefits are probable and the expenditure can be medsured
reliabily, Adl oilier eapendiiuie iy expensed as incurred.

Amortization

Amortisation is charged to the income statement cn 2 straight-line basis over the estimated useful lives of intangible
assels.

The useful lives of the intangible assets are as follows;

& capitalised developmen: costs 6.07 years

® cther intangibles £.67 years

& software 10 years
Inventories

Inventories arc stated at the lower of their cost and net realisable value. Net realisable vaiue is the estimated selling
price in the crdinary course of business, less the estimated costs of completion and selling expenszes, The cost of
inventories at their consumption s based on the weightad average principle and includes expenditure incurred in
acquiring the inventories and bringing them to their existing [ocation and condition. As far the produced inveniories
and the semi-hinished goods, their value includes part of the indirect manufacturing expenses, based on the normal
operational capacity of Company’s activity.

The net realizable value is the expectad sales price under normal market comditions, reduced with the expected szles
CORIS.

Impairment

Iinancial Assets

A financial asset is asscessed at each reporting date to determine whether there is any objective evidence that it is
impaired. A financial assel is considered to be impaired if cbjective evidence indicates that one or more events have
had a negative effecr on the estimated future cash flows of that assel.

An impairment loss in respect of a financial asscts measured at amortized cost is calculated as the difference
between its carrying amount and the present value of the estimated future cash flows discounted ar the origingl

cffective interest rate. An impairment loss in respect of an available-for-sale financial asset is calenlated by
reference to its current fair value,

Individually significant financial assets are tested for impairmen: on an individual hasis. The rest are estimated in
groups with similar characteristic features,

All impairment losses are recognized in profit or loss. Any cumulutive loss in respect of an availuble-for-sale
financiz| asset recognized previously in equily is transferred to profit or loss.



Siyska YVoda AD
Separate financial statements as wt 31 December 2008

Notes to the separale financial statements

<5
(f
(i)

fii)

Significant accounting polices {continued)
Tmpairment (eontinned)
Financial Assets (continued)

An impairment loss is reversed if the reversal can be related objectively to an event oceurring after the impairment
loss was recognised. For financial assets measured at amortised cost and available-for-sale financial ussets that ore
deDt securities, the reversal is recogmsed 1 profit or loss. For available-for-sale financial assets that ars equiry
securities, the reversal is recopnised directly in equicy.

Non=financial axsets

The carrying amecunts ol the Company’s non-financial assets, other than inventories (refar 1o accounting policy (el
and deferred tax assets {refer to accounting policy 3(k)). are reviewed at each reporting date 1o determine whether
there 1s any indication of impairment. If any such indication exists, then the asset’s recoverable amount is estimased,
For intangible assets that have indefinite lives or that are not ver available for use, the recoverable amount is
estimated at each reporting date.

The recaverable amount of an asset or cash-generating unit is the greater of its value i use and its fair value less
costs to sell, In assessing value in use, the estimated future cash Hows are discounted to their Tresant value using a
pre-tax discount raze that reflacts current market assessments of the time value of money and the risks specific 1o the
asset. For the purpose of impairment testing, assets are grouped together into the smallest group of assets that
generates cash inflows from continuing use that are largely independent of the cash inflows of other assets or groups
ol assets,

An impairment loss is recognized if the carrying umount of an asset or its cash-generating unit exceeds its estimated
recoverable amount. Impairment losses are recognized in profit or loss. Impairment losses recognized in respect of
cash-generating units are allocated fiest to reduce the carrvin 2 amount of any goodwill allocated to the units and then
ko reduce the carrying amount of the other assets in the unit | graup of units),

An impairment loss in raspect of goodwill is nat reversed. In respect of other assets, impairment losses recognized in
prior periods are assessed at each reporting date for any indications that the loss has decreased ur no longer exists.
An impairment loss is reversed if there has been a change in the estimates used te determine the recoverable amount,
An impairment loss is reversed only to the extenl that the asset's carrying amount does not exceed the canying
amount that would have been determined, net of depreciation or amertization, if no impairment loss had been
recogmized,
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Signilicant accounting polices (continued)
Defined benefit plans

A defined benelit plan is a post-cmployment benefit plan other than a defined consribution plan. The Company’s
net obligation in respect of defined benefit pension plans is calculated separately for each plan by esrimating the
amount of future benefit that employees have earned in return for their service in the current and prior periods;
that benefit is discounted 10 determine ite sresent value, Any unreenghized past sorvics costs and the [ub value of
any plan assets are deducted. The discount rate is the yield at the reporiing date on AA credit-rated honds that
have maturity dates approximating the terms of the Company’s obligations and that are denominared in the same
currency in which the benefits are expected to be paid. The calculation is performed annually by a qualificd
actuary using the projected unit credit method. When the calculation results in 2 benefit 1 the Company, the
recopnized usset is limited to the net total of any unrecopnized past service costs and the present value of any
future refunds from the plan or reductions in future contributions to the plan,

When the benefits of a plan are improved, the pertion of the mereased benefit relating tc past service by
employees is recognized in profit or Joss on u straight-line basis over the average period until the benelils
become vested. 'I'c the extent that the benefits vest immediatcly, the expense is recognized immed:ately in profit
or loss.

The Company recegnizes & portion of the actuarial profits and losses which originate from defined tncome
plans as income or expenscs, if until the dare concerned the cumulative unrecognized actuarial profits aned

losses at the end of the previous reported period exceed the current amouni of for defined income obligation by
10%%.

{tirer long-term benefits

The net obligation of the Company for long-term employec income, other than retirement plans, comprises
amourts for future income due and payable to emplavees for vresent and past service; this income is discounted
in order to determine its present value; the fair value of associated assels is reduced. The discount rare 15 an
income as ar the date of the balance sheet related to securities which have been awarded credit rating AA and
which have maturity approximately comesponding to the term of contractual oblgaticn of the Company, The
calculation is performed by the method of credit forecast able units. The sctuarial profits or losses are reporead
in the income stalemnent in which these originate.

Shore-ferm benefits

Shore-term employee benefit obligations are measured on an undiscounted basis and are expensed as the related
service is provided, The Company recognizes as a hiability the undiscounted amount of the expenses fur annual
paid leave that are expected Lo be paid to employees for the services provided during prior reporting perinds.

A liability is recognized for the amount expected o be paid under short-term cash bonus or pretit-sharing plans
it the Company has a present legal or constructive obligation to pay this amount as a result ol past service
provided by the employee and the obligation can be estirmated reliably.
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Significant accounting polices {continued)
Provisions

A provision is recognized if, as a result of a past cvent, the Company has a present legal or constructive
obligation that can be estimated reliably, and it is probable that an outflow of economic benefits will be required
to seftle the obligation. Provisions are determined by discounting the expected future cash flows at a pre-tax rate
that reflects current market assessments of the time value of money and the risks specific to the liahility

Legal labilitier provision

Legal liabilities provisions are included in the Company’s financial statements due to existing legal Habilities on
court actions concerning past events. Evaluation of the provision is carried out by the legal advisors of the
Company based on all the facts and circumstances related to the expected cash outflows resulting from a
hypothetical court decision in other party’s favor.

Revenue
Goods sold and services rendered

Revenue from the sale of goods is measured at the fair value of the consideration received or receivable, net of
returns, trade discounts and volume rebates. Revenue is recognized when the significant risks and rewards of
owncrship have been transferred to the buyer, recovery of the consideration is probable, the associated costs and
possible return of geods can be estimated reliably, there is no continuing management invelvement with the
goods, and the amount of revenue can be measured reliably. Transfers of risks and rewards vary depending on
W maividual orms of the coniract of sale. Rovenue [rom services rendered is recognized in profit or loss n
proportion to the stage of completion of the transuction at the reporting date, The stage of completion is assessed
by referenca 1o surveys of work performed.

Finance income and expenses

Finance income comprises inlerest income on funds invested ( ncluding availuble-for-sale financial assets),
dividend income, gains on the disposal of available-for-sale finanecial assets, changes in the fair value of financial
assels at far value through profit or loss, and gains on hadging instruments that are Tecognized in profit ar loss.
Interest income is recognized as il acerues in profit or loss, using the effective interest method. Dividend income
is recognized in profit or loss cn the date that the Group’s right to receive payment 1% established, which in the
case of quoled securities is the ex-dividend date.

L6
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Significant accounting polices (continned)

Finance income and expenses (continued)

Finance expenses comprise intercst expense on borrowings, unwinding of the discount on provisions, dividends
on preference shares classified as lisbilities, changes in the fair value of financial asseis at fair value throngh
profit or loss, impairment losses recognized on financial assets, and losses on hedging instruments that are
tecopnized in profil or loss. All borrowing costs are recognized in profit or ioss using the effective interes:
methed.

Foreign curtency gains and losses are reported on a net basis,

Income tax

Income tax expense comprises current and deferred tax, Income tax expense is recognized in profit or loss
except 1o the extent that it relales to items recognized directly in equity, in which case it is recognized in equity.

Current tax is the expecled tax pavable on the laxable income for the vyear, using tax -ates enacled or
subslantively enacted at the reporting date, and any adjustment to tax payable in respeet of previous YEArSs.

Deferved lax s recognized using the balance sheet method, providing for temporary differsnces between the
carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for taxation
purposes. Deterred tax is not recognized for the following temporary differences: the initial recognition of assets
or liabilities in a transaclion that is not a business combination and that affects neither accuunting nor taxable
profit, and differences relating w investments in subsidiarics and jointly controlled entities to the extent that it is
probable that they will not reverse in the foresesable lulure. Tn addition, deferred tax is not recopnized for
taxable temporary differences arising on the initial recognition of goodwill.

Deferred tax is measured at the tax rales thut sre expected o be applied to the temporary differences when they
reverse. based on the laws that have been enacted or substantively enacted by the reporting date. Deferred tax
assets and liabilities are olfset if there is a legally enforceable right 1o offsel current tax liabilities and assets. and
they relate to income taxes levied by the same tax authority on the same taxable entity, or on different tax
entities, but they intend o settle corrent tax liabilities and assets on a net basis or their tax assets and liabilitiss
will be realized simultancously,

A deferred tax asset is recognised to the extent that it is probable that future taxable profits will be available
againsl which the temporary difference can be utilised. Deferred tax assels are reviewed at each reporting date
and are reduced to the axtent that il is no longer probable that the related tax benefit wili be realised,

17
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Significant accounting polices {continued)

New International Financial Reporting Standards (IFRSs) and interpretations (IFRIC), endorsed by the
European commission but not yet cffective as at the balance sheet date

A number of new standards, amendments to standards and interpretations are not yai effective for the vear ended
31 December 2008, and have not been adopted in preparing these financial staternents:

+  Amenoment to LIRS I Share based Payment — vesting and fereiiiaiion conditions {eileciive | Junumy
2009, The amendments to the Standard clarify the definition of vesting conditions and introduce the concept
of non-vesting conditions. Non-vesting conditions are to be reflected in grant-date fair value and failure to
meel nen-vesting conditions will generally result in treatment as a cancellalion. The Amendment to IFRS 2
will become mandatory for the Company’s 2009 financial staterents, with retrospective application required.
Management considers that the amendments will not have any impact on the Company as the Company does
nol have any shure-based compensation plans.

* IFRS B Operating Segmenis (effective 1 January 2009). The Standard inwoduces the “managemesnt
approach” tw segment reporting and requires segment disclosure based on the components of the entify that
management monitors in making decisions about operating matters. Operating segments are components of
an entity abour which separate financial information is available that is evaluated repulagly by the Group’s
Chief Operating Decision Maker in deciding how 1o allocate resources and in assessing performance. The
Standard will have no effect on the profit or loss or equity and (he management expects the new Standard not
1o alter significantly the presentation and disclosure of its operaling segments in the {inancial starements.

* Revised IAS | Presentation of Financial Statemenis {effective from 1 January 2009). The revised Standard
requires Information in financial statements to be apgrepated on the basis of shared characteristics and
introduces 4 slalement of comprehensive income.

Items of income and expense and compenents of other comprehensive income may he presented either in 4
single starement of comprehensive income (effectively combiming the income statement and all non-cwner
changes in equity in a single statement), or in two separate statements (a separate income statemenr followed
by a statement of comprehensive income).

The Company is currently evaluating whether to present a single statement of comprehensive income, or two
separate staterments.

* Revised IAS 23 Borrowing Costs removes the option to expense borrowing costs and requires that an entity
capitztize borrowing costs directly anributable to the acquisition, construetion or production of a qualifying
asset as part of the cost of that asset. The revised IAS 23 will become mandatory for the Company's 2009
financial statements and it is nol expecled to give rise to & change in the Company’s financial position.

* IPRIC I3 Customer Loyalty Programs addresses the accounting by entities that operale, or utherwise

participate in, customer loyalty programs for their customers. It relates to customer loyalty programs under
which the customer can redeem credits for awards such as free or discounted nonds or services. Such entitics
are required to allocate some of the proceads of the initial sale to the award credits and recopnise Lhese
proceeds as revenuz only when they have fulfilled their obligations. IFRIC 13, which becomes mandatory for
the Company’s 2009 financial stalements, is not expected to have significant impact on the financial
statements.
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Significant accounting polices (continned}

Noew Interpational Financial Reporting Standards (IFES2) and interpretations (IFRIC), endorzed by the
European commission but not vet effective as at the balance sheel date (continued)

Management beheves that 1t 15 appropriate 1o disclose that the following revised standards, new interpretations
and amendments to current standards, which are included under the accounting IFRS framework as approved
by the International Accounting Standards Board (TASB), but #re not yet endorsed for adoption by the
FEurgpean Commission, znd therefore are not taken inte account in preparing these financial statements:

New standards and mterpretagons that are published, bot not vet effective or approved by the European
Commission

o 35 Improvements to 24 IFRSs and TASs (2008}

*  Revised TFRS 3 Rusiness Combinations {2008)

= Revised IPRS | Firsr-time adoption of IFRS

s Amendments to IFRS 1 and 1AS 27 related w Cost of an Invesiment in a Subsidiary, Jointly-Controlled
Entitv or Associule

 Amendments o TAS 32 and IAS 1 related to Puttable financial invtruments and obligations Grising on
ieuicdation

+  Amendments o [AS 39 related w Eligible hedped items; effective duate and transition

* IFRIC 12 Service Concession AFrangements

- TFRIT 15 A oresmisnre far the Canetruetiom of Basl Retaia
RTINS ARPREMNERIE Jov Iy LantiIrRonnn of NoEl DAl

» IFRIC 16 [fedges af a Net Invesiment in a Foreign Operation
e IFRIC |7 Disribuiions of Non-cash Assets o Owners.

As al the date of preparation of these financial statements, Management considers that the future application of
these revised standards, new interpretations and amendments to current standards, once they are endorsed by
the European Commission, will nul have a significant impact on the Company's financial statements, axcept for
I'CRIC 12 — Service Concession Agreements, Applying IFRIC 12 wiil lead to considerable changes in the
financial statements. The Company has analyzed the expected consequences of applying ERIC 12 - Service
Concession Agrasments, which can be seen in Appendix | of the financial statements.
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Financial risk management

The Company has exposure o the following risks from its use of financial instruments:
s credit risk;

*  liguidity risk;

*  market risk.

e -y B ==

R e T S — L il
EANT I TR L I..I'J.Lu'.\\.rI.J.L..": LIRS anlaLn

it e Compny’s esposwe i sech of ihe above risks, the Company’s
objectives. policies and processes for measuring and managing risk, and the Company’s management of capital.
Further quantitative disclosures are included throughout these separate financial statements.

i oa

The Board of Directors has the overall respansibility for the establishment and supervision of the Company’s risk
management.

The internal control reams include employees of the company who perform regular and ad-hog reviews and
mroceduras connected to the management of the fingncial risks and the resulis therzaf are reparted 1o the Board of
Directors.

Cornpany’s risk management pelicies are established to identify and anulyze the risks faced by the Company, 1o
sel approprigle risk lmils and controls, and o monitor risks and adherence to limits. Risk management policies
and svstzms are reviewed regularly to reflect changes in market condisions and the Company's activilies. The
Company. through its training and management standards and procedures, aims to develop a disciplined and
constructive control environment i wiach all employees understand their roles and obligations.

Credit risk

Credit nisk s the risk of financial loss i the Company it a customer or counterparty to a financial instrument fails
o mcet its contractual obligations, and arises principally from the Company’s receivables from customers.

Trade recelvables

The credit risk exposure of the Company is resulting from individual characteristics of individual clients. This
exposure also depends on the risk of not payment relevant 1o the business sector. The Company is a menopolist
in rendering its services on the territory of Sofia Municipality, As at 31 Decemnber 200% the active clients of the
company are 339,705 (2007 - 319.476). Based on the analyses of the Company, the services rendered have low
price elasticity. The prices are regulated by the State Encrgy and Water Regulation Commission. The Company
requires a guarantee from its customers in relation to the services rendered.,
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4. Financial rigk management (continued)
Liguidity risk

Liguidity risk is (he risk that the Company will not be able to meet its financial obligations as they fall dus. The
Company’s approach to managing liquidity is to ensure, as far as possible, that it will always have sufficient
liquidity to meet its liabilities when due, under both normal and siressed conditions, without incurring
unaceeptable losses.

The Company performs financial planning, which will meet the payment of current expenses and liabilities for 2
period of 30 days, including its financial liahilines. This planning excludes the potential effect of unplanned
circumstances, which cannot be planned as normal circumstances.

As the Comparry’s business activities are related to regular deliveries and payments from clients, the liquidity risk

centrol is mainly comprised of the following components:

* caretul planning of all cash outflows based on monthly forecasts;

* payment conditions wilh clients, which are executed within a month — special paymenl schedules are
negotlated and there are penalties in case of delay,

Marker risk

Market risk is the risk that changes in market prices, such us foreign exchange rates, interest rates and equity
prices will affect the Company’s income or the value of its holdings of financial instruments. The objective of
market risk management is to manage and control market risk exposures within acceptable paramelers, while
oplimizing the return,

The Company undertakes pericdical analysis on the macroeconomic environment in the country and in depth
analysis on specilic macre-indicators, which are presented to the Board of Directors. The Board of Direclors has
the responsibility for evaluation of future risks that the Company faces, including information of the interast
rates. If the market conditions worsen hedging instruments will ke used.

The Company manages ils ioterest risk. In 2008 it signed a swap contract through which it hedges its risk
cxposition to changes in the six-month BEuribor.

Capitel managemoent

The management’s policy is W maintain a strong capital base so as to maintain owners” and market confidence
and to sustain future development of the business.

The purpese of the Board of Directors is to maintain a balance between the higher return which may resull from
higher mdebledness levels and the benefiss and security of a strong capital position. The return on equily in 2008
is 37.09% (2007: 6385,

THCIe wiic nio cnanges in ihe Company's approacii o Capiiul managemeni during the year. The Company was
not the subject of equity requirements enforced by extermnal authoritias,

Accordmyg to the second additional amendment to the Concession comtract, signad on 19 March 2008, the return
on capital must be at least |7 9%,
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5. Revenue

fa thousands of RGN 2008 07
Income from water supply 63,327 34,000
Income from sewerage 9,056 8,298
Income from waste water treatment 15,210 [ 3,708
Interest income on overdue receivables 4.044 2,780
Lncome or service sales 3059 1,861
lnvoiced income related to ISPA (516Y (347
Q4 120 B, 300

Pursuant 0 an Agreement dated 22/06/2007 between Sofiyska Voda AD and Sofia Municipality, and in connection
with granted funds threugh Financial Memorandum ISPA 2000 BG 16 P PE (0, signed between European
Commission and Republic of Bulgaria. the Company is obliged 1o inchede in the price of the offered service water —
supply. sewerage and purification of refuse waters all the necessary funds for repayment of the loan that wiil be
received from the Furopean Investment Bank project, amounting to EUR 8,775 thousand (15 % of project’s

amount),
The: heneficiary of the loan from the European Investment Hank 15 the Sofia Municipality. The Company is obliged
to collact the amounts mentoned sbove for the repayment of the loan.

The State Enerpy and Water Regulatary Commission (SEWRC) has approved these necessary amounts tor
repayment of the loan to be included in the price of provided water — supply and sewerage service.

In 2008 ail the revenues, which are meant to be mansferred for repayment of this EIB loan amount to BGN 516
thousand (2007 BGN 347 thousand),

The amounts eollected by the Company from its customers will be transferred 1o the Ministry of Environment and
Waters in a special bank account opened for the loan. As at the date of the preparation of these separate fingneial
statements, the toan from the European Investment Bank has nut been received and the special bank account has
nict yet been opensd.

(Mher operating income

The total value of other income lor 2008 is BGN 1,322 thousard (2007 BGN 2,184}, The major items are
revenues from imposed sanctions for indusitial discharges with above the standard convantration of fixed
pofluants equal w BGN 746 thousand (2007: BGN |,129 thousand), gains from sold inventories tn subcontraclors
for repair warks — BGN 167 thousand. (2007: BGN 185 thousand).

Expenses for materials

In thowsands of BOGN 2008 2007
Hlectrisity 2,737 2,209
uoels and [ubricants 2,200 2 043
Water for technological neads 1,478 1.369
Chemicals 973 04 ]
Other 2,001 1.667

9,398 8,220

]
]
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3.  Expenses for hired services

In thowsands of BUN 2008 2007
Annizal water tax 4,913 5,063
Repairs and maintenance of non-current assets 4,019 3459
Insurance 1,4 1,034
Rent 1,193 1,062
Uther services 13,145 11,673

24,314 22,296

Other expenses for hired services include:

Security 4,522 3,167
Water — meters reading 1,097 1,647
Couriers 735 568
Printing servicas 676 Ik
Technical services 1417 1,158
Consuliuncy 333 759
Asphalt covering 588 513
SEWERC fee 477 473
Sler]isution 24 204
Communicalion 410 4459
Yearly socftware loences 382 405
Hired rransnortation 207 i52
Other [,995 1,503
13,145 11,678
9. Salaries, remuneration and other personnel benefits

In thousands of BGN 24K 2007
Salaries and remuneration H1L578 9,244
Fensions and social security expenses 2,001 | 859
Social expenses T7 562
Expenses for additional pension contribution 21% Y
Youcher expenses 1,237 BO0D
Retirement compensation 33 204
14,414 12,867

The salary expenses include an accrual for unused anoual paid leave at the amount of BGI 5 14 thousazd (2007,
BGXN 416 thousand}. The pension and sneial security expensas includs an scorual for social and health seCuiity for
unused annual paid leave at the amount of BGN 21 thousand (2007: BGN 106 thousund). The amount of the
retirement compensaticn includes the recognized actuarial loss, determined when calculating present value of the
pension liability obligation for personnel (see note 24) in accordance with the option stated in paragraph 95 of IAS
19 “Employee benefits™.
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1 (vther expenses

i thowsandy of BGN 2008 2007

Impairment of receivables 5,055 2393
Write down of inventories 1o nel realizable value 260 514
COne-off taxes 180 1491
Scrapping of non-current assets 47 B0
Provisions 2,540 251
(thers o 1,284 16
L3606 6,461

11. Finance income and expenses

I thousands of BON 2008 2007
Inrerest income 237 [5%9
Effect from guarantee discounts 52 97
Interest income form SWAP ransactions 214 -
Gain from subsequent measurement of derivative - 12
Ner foreign exchange gains _ 2B5 . 2l&
Financial income 315 484

[oterest expenses for Loan “A™ based on effective imterest rate method

caleolations {3,980 {4 706N
Interest expenses for Loan “B™ bascd on effective interest rate method

calculations (3,195 (10,950
Inierest expenses for Loan “C" based on effective intercst rate method

calculatioms (549} -
Finance charges on finance legses (131} (B6)
Interest expenses on retirement compensations® liabilities {44 27
Effect from guaraniee discounts {33) {413
Interest expense from Tax assessment act = (1,837
Oher financial expenses - {7670 {6260
Financial expenscs (8,219 (18,333
Nel finance expenses (74010 (17,849
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12. Income iax expense

In thousands af RGN 2008 2007
Current corporate income [ expense {2,777} (1,387)
Deterred taxes 2,270 -
(507) ~(1,387)
Reconcilintion of cffective tax rate 2008 2007
In thousands of BGN
Profit before tax 16,913 2379
Ineome tax using the domestic corporation tax rate 10.00%5 1,891 10.00% 238
Expenses nol recogmized lor lax purposes 0.24% 4] 970% 233
Effect of thin capitalization - (0.48%) {11y
Tax effects on temporary differences (7.24%) (1225) 3807 227
Net current income tax expense 3.00% S07  58.30% 1,387

In 2008 the Company includes in irs financial statements deferred taxes, the net effect of which is & deferred tax asset
that equals BGN 2,502 thousand, of which BGN 2,270 thousand are recognized in the Tncome statement, BGN 232
thousand are recognized in the Statement of changes in equity (also see nole 20). Deferred taxes have been recognized
for the first time in 2008, due to events indicating that the Company will be able 1o perfenm under normal conditicns and
will have profits in the short run, at which the deferred lax asset will be realized.
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13. Property, plant and equipment

In thousands of BGN Land and  Plant and Vehicles  Waler network  Leasehold  Assets under Taotal
buildings  equipment improvements  improve- construction
ments
{Cost
Balance at | Tanuary 200F7 1,264 17572 6427 39443 16,873 2R.ATH 1FROAN
Acquisitions - 1,095 226 - 14,169 15490
Dhisposals = {3413 (28) - - - (365
Transfers = 1,470 - 8,115 2,636 (12,2213 =
Dalance at 31 Dec 2007 1,260 19,796 0,623 67,558 19,509 28,424 143 15]
Balance at 1 January 2008 1,268 19,794 6,623 67,558 19,509 28424 143,181
Acquisitions - 2,078 2,319 - . 20,749 25,146
Disposals () (R EN a4 . - (Bl
Transfers s 1,619 - 15,327 l,2%6 {18241
Balance at 31 Dee 2008 1,267 23,099 8,530 82,885 20,805 931 1687567
Depreciation
Balance at 1 January 2007 (188) (6,283} (1,968} (8.933) {6,508) - {23820
Depreciation charge for the year {43} (1,714) (1,635 (2,838 {1,846} (5.078)
Depreciation charged on - 320 12 - - - 332
disposals
Halance at 31 Dec 2007 {231} {7,677} {3,391 (11,771 {8,354 - (31,624
Dalance ar 1 January 2008 (2313 (7.877) (3,591 (11,7700 (8,354 - (3,624
Depreciation charge for the year (431 (1,925 {BBS) (3365 (2 (18] - 8,228
Depreciation charged on - 351 353 = = 734
disposals
Balance ar 31 Dec 2008 {274) (9251 {4,093 [15,136) (10,262) (39,1 16)
Carrying amount
A1l January 2047 1.081 11,284 4,459 ail510 10,363 20,476 104180
At 31 December 2007 1,035 12119 3034 55,787 11,155 28424 111,557
AL L Tanuary 208 1,038 12,119 3,034 35, THT 11,155 28424 111,557
AL 3] December 2003 953 13,8448 4,437 67.7449 10,443 08931 128401
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Property, plant amd cquipment (continued)

Acquisitions

During 2008 assets at the amount of BGN 25,146 thousand have been acquired (2007: BGN 15.490 thousandy. Major

assets amounting BGN 19 635 thousand are stated below (2007: BGN 11,883 thousand):

In thousands of BON 2008
Machinery and equipment in the water treatment plants and laboratories 366
Walves and hydrants 7546
Warer mains and house connections 11,779
Hyidrophores 69
Sewerape mains and house connections 3,050
Yehicles and mechanization 2,452
Waler melers 863

19,635

207

1,219
1 47]
3,895
385
3,886
238
78Y
11,883

Properiy, plant and equipment under construction

ALl 31 December, 2008 assets nnder construction amount to BGN 30,931 thousand (2007; BGN 28,424 thousandy, The
inajur assets under construction amounting fo BGN 29 824 thousand are stated helow: (2007: BGN 27,614 thousand):

In thowsands of BGN 2008 2007

2" stage of strengthening of Beli Tskar Dam 3R] 581

Machinery and equipment in Waste water treatment plant —sludgs carbonation 14,016 13825

installation, methane-rtank reconsiruction

Construction of water main systerm, water-main net model and DMA zones for B.397 B.208

reduction of unmetered water guantities

Building of chlorinating stations 77 330

Construction of sewerage mains and sewerage model G053 4,670
20,824 27614

Assets, pledged ay collateral

1he Company has pledged all its present and future tangible assets in respect o secured bank loan A"

A specific pledge on the leased vehicles has been set up in favor of the lessor. These are automobides snd construction

machines with a carrying amount of BGN 1,137 thousand (2007: BGN 1,416 thousand?,
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14. Intangible assets

In thousands of BGN Goodwill  Development Software Total
costs
Book value
Bzlance at 1 Tanuary 2007 7,393 [8.649 13,310 39,3512
Acquisitions - 2,250 134 2,384
Transfers - - - -
Balance at 31 December 2007 _ 7,393 20,899 13,444 41,736
Balance at 1 Tanuary 2008 1343 20 804 13,444 41,736
Acquisitions = . 26 Bé
Disposals - - - -
Balance at 31 December 20008 7,393 20,894 13,530 41,822
Amaortization
Balance at | Yanuary 2007 - (12,043 (5,228) (17,271
Amortization for the year - {2.992) 1,335) (4.327)
Disposals . = - - s
Balance al 31 December 2007 : (15.035) (6,563} {21,508}
Ealance at 1 January 2008 . (15,033) (6.563) (21.598)
Amortization for the vear - (3,123 (1.347) (42700
Dispozals . - }
Balance at 31 December 2008 _ (18, 158) {1910 (26,068)
Currying amounts
Ar [ January 2007 7.393 0,606 R062 22 081
AL 3] Trecember 2007 1.383 5,864 6421 20,138
Al 1 Junugry 2008 7,303 3.864 6 ERI 20,138
At 31 December 2008 7303 2,741 5,620 15,754
Avquired assats

The acquisition with the greatest value in 2008 represents mtangible assets - purchased software for the
implementation of the new Company’s website and software amounting BGN 39 thousand and software for the
needs of the Control centre amounting BGN 32 thousand

15. Invenlories

In thousands of RGN 208 2007
Spare parts and comsumables 2,583 2,040
Stock write down 10 net realizable value {9773 {713)

1,910 1,327

Inventories pledged as collateral

The Company has pledged all its present and future supplies, raw materials and inventory in respect of secured
bank loan “A”.
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16.

17.

Trade and other receivables
I thowsandy of BGN

Trade receivables

Impairment Josses oo rade receivables
Relaved partizs receivables
Prepayments and deferred expenses
Tax receivables

Coure receivables

Impairment losses on court reccivables
Other recelvables

Note

20058 2007
53,570 £0,483
(27.640) (33,649)
118 83
1,721 1500

2 812

1 636 1219
(1,602) (1,158)
778 156
30,633 29,546

In 2008 fully provided receivables with an expired S-year validity period were written off, amounting at BGN 1,202
thomsand. (For detuiled information about changes in receivablas” impairment see note 24 Financiol sl IREnes, )

Accownsy recetvable pledyged as collateral

The Company has pledged all its accounts receivable, o be collected in the future in any local currency hank
account, general receivables accounts fiom any party and insurance receivables ralated (o any account receivable

under the requirements of bank loan “A™.

By a contract signed by the Company in relstion 1o bank loan “C”, currant and [ulure receivables of the Company

amaunting at a minigum of EUR 200 thousand have been pledged as collateral.

The Company's exposure to interest rae risk and the sensitivity analysis of all financial assels and liabilities are

reported in Note 24 - Financial Instruments.
Prepayments and deferred expenses incluce:
In thenesands of BGN

Insurance

Licences

Subscriptions

Advance paymenl lor delivery of biogas equipment
Other

Cash and vash equivalents
In thousands of RON

(Cash in hand
Local currency
Fareign currency

Cash at hanks
Local currency
Foreign currency

Cash and cash equivalents in the statement of cash flows

Cash ar banks pledged as colfateral

2008 2007
103 763
83 193

% 15
2,219 -
382 629
3,721 1,600
2008 2007
i 34

2% 17

14 17
11,028 9,011
Y302 &.938
1,636 73
11,070 9043

The Company has pledged all its bank accounts under the requirements ol & hank loan “A", These accounts will ba
used for collection of cash {rom accounts receivable plus any insurance claims payable o the Company in relation to

msurances against lossas and polential damages.
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17.  Cash and cash equivalents (continued)

The Company’s exposure to Interest rate risk and a sensitivity analysis of all financial assers and liabilities are stated
in Mote 24,
15. Share capital and reserves

fn thousands af shores Ordinary shares

2008 2007
Issued at 1 January RER4 5484
Installment in kind - -
[ssued as at 31 December — fully paid 5,884 5834

As at 31 December 2008 the Comnpany’s share capita! includes 8,884,435 ordinary shares (Z007: 8,834.435), All
shares have a nominal valug of BGN 1. Shareholders in the Company as at 31 December 2008 are:

e United Ulities (Sofia) BY - 6,850,000 ordinary shares (77,1%);
* Vodosnabdyavane | Kanalizatsia AT - 2,004,435 ordinary sharez (22,9,

Wilh pledged endorsement dated !9 December 2000 in favor of the bank which provided secured hank loan “A”,

6,850,000 ordinary shares have been pledged and this fact is inscribed in the shareholders’ book based oo a confract
wor pledge of shares.

The holders of ordinary shares possess dividend rights znd voting righis at the Company’s General Shareholders
Meeting of one vole for each share in their possession. All shares rank egually with regard to the Campany's
residual assets

Legal raserves

Legal reserves represent 10% ol the profit after tax in accordance with the veguirements of art. 246 of the Bulgarian
Commercizl Act.

19, Interesi-bearing loans and borrowings

This note provides information for the contractual terms of the Company’s in terest-bearing leans and borrowings,

In thousands of BGN MNuyte 2008 2007

Non-current liabilitics

T.0ans at nomingl value 11%.175 110,517

Amaortization (1,734 307

Loans at smortized cost i 116.421 110,909

Finance lease liabilities 030 389
117,451 111198

Current labifities

Loans at nominal value 4,369 13,365
Amorbization 372 145
Loans at amoelized cost 4,741 o ]3_5{)3
Finance lease liahilities . 652 -;i}IU

5,393 13,824
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19.

20.

[nterest — bearing loans and borrowings (continued)

The Company’s exposure to Interest rate risk and a sensitivily analysis of all financial assets and liabilites are
stated 10 Note 24 — Firancial Insiruments

In accordance with the loan agreement with EBRT? the company has the obligalion 1o maintain ap ADSCR of 1.3:1.
The ADSCR should show that at any Caleulation Date (31 December) the Free Cash Flow for the rwelva month
period immediately preceding such Calculation Date divided by the aggregate amount of principal and interest

Ty mants falline dAne and th.‘qh].ﬂ Allr:ﬂg sk 'E'u--r:nu-l thoonld ha 1141
manis ama dne ang navahle dumng 2ich perind shomg ba 1301

Terms and debt repayment schedule

In thousands af BON Total  Less than 1 1-22-5years More than 5
year  years Years
Securad bank loans (nominai value)
Lo A% (1,73 % + Furibor 49,863 4,056 4,056 13,343 28,408
Loan ,,B" {(3,93% + Euribor) TL117 117
Loan ,.C" (2,30¢% + Luribor) 1,564 313 164 1,087 -
Einance lease labilities 1,682 52 794 236 S
124,226 5021 5,014 14,666 59,523

Pursuant to an agrecment dated 19 May 2008, the interest rate on Loan “B” is changed from a six-month Buribor +
13% to a six-month Euribor + 5.9%. The change comes into force as of | Tanwary 2007, The elfect from the

reduction for 2007, in the amcunt of BGN 4,456 thousand, has been recognized in 2008,

Finance lease liabhilides

The financial lezse liabilifies are due as follows:

Futore Interest Present valoe Future Interest Present value of

mininmm of future lease minizmam future lease

lease paymenls lcase payments

payments payments

In thousands of BGN 2008 2008 2008 20017 2007 2007
Less than 1 year TRO 123 632 383 63 3N
Berween | and 2 years E63 71 794 KT 36 346
2 1o 5 years 274 33 236 251 8 243
1,919 237 1,682 1,014 107 05

Deferred tax assels and linhilities

The net deferred tax assets are recognized in the separate financial statements. The reposting of the existing

deferred assets and liabilities is presented helow

I thousands of BGN

Property, plant and equiptent
Inveniories

Trade receivahles

Provisions

Accrual lor unused paid leave
Liabilities for retirement compensations
Income of Bulgarian mdividuals
Hedging instrurnents

Trade payables

Defarred tax assets/ (liabilities)

Assets Liabilities MNet
2008 2008 2008
- (1,400 (1,840
w7 - 97
2857 = 2857
254 s 754
B - o4
15 - Fi]
&1 - 2
232 - 232
642 - 542
_ 4,342 [1.8400 2,502
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2. Deferved tax assets and linbilities (continued)

21.

The change in deferred tax assets and liabilities is presented below:

In thowsands of BGN

Property, plant and equipment
Liveuiones

Trade receivables

TProvisions

Acerual for unused paid leave
Lizbilities for retirement compensations
Income of Bulgarian individuals
Hedging instruments

Trade pavables

Deferred tax assers/ {liabalities)

Balance at Recognized in - Recognized in Balance at
1 Fanuary the income equity 31 Decenber
2008 staternent 2008
(1.8400) - (1,840)
- G5 _ g
- 2857 - 2,857
- 254 - 254
- 94 = 94
- 75 - 75
a1 - 91
- 232 232
- 642 . fd 2
- 2290 233 2,502

When defining current and deferred taxes, the Company uses the accounting principles, described in note 3 The
deferred tax for 2008 15 calculated on the basis of the rates of taxation, appiicable to the Company, i.e. for 2009 that is

the legal rate of income fax, awmowntiog Lo 10%,
Trade and other parvables
In thousands of RGN

Trade pavahles

Payables to ernployees

Social security pavables

Payables [or water usage tax

Other payables and accruals {see the table below)

Onher payables and accruals include:
fin thausands of BGN

Support of water-main and sewerage network
SecuriLy

Ciuaranlees

Insurance

ISPA

Eeading of meters

Advance payment on Emissions Reduction Purchase Agresment

{thers

2008 2007
6,577 3,720
2473 2,087

f91 525
404 4,103
12,155 5,575
22,300 16,020

2008 2007

2,542 2,400
10K 336
t57E 0a7
332 230
863 347
160
4,922 )
| 443 o B6.5
12,155 5.575

The Company’s exposure o Interest rate risk and the sensitivity analysis of all financial assets and liabilities sre stated

i Nate 24 = Fingnciol Instruments.
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11, Provisions

In thousards of BON 2008 2007
Provision for court liabilifies 540 251
Liabilily provision in zccordance with the Settlement Agreement between 2,000
SV and the Municipality of Sofia (MOS)
2,540 251
The change in provisions ihnughout the year 15 piesenied Leluw.
in thousands of RGN Balance at | Provisions Privvisions Cancelled Discoumt Dalance at
January 2008 made during  used during PIOVISIONS effect 31
the vear the year during the December
year 2008
FProvision for court
liabilities 251 544 (251} - 240
Liability provision in
accordance to the
Settbement Agrecment
between SV and MOS - 2,000 - - - 2,000
251 2,540 @51) _ - 2,540
23. Tax liabilities
I thowsands of BON 2085 2An¥7
Corporate tax liahilicy ok | 387
Other tax liabilities 1§ 453
1077 [B40)

24. Financial instruoments

Credit risk

The value of the financial insiruments represents the maximum credit exposure. This maxtmum credit exposwe al the

balance sheet date is:

In throusands of BGN

Trade and other receivables
Cash und cash equivalents
Loans to related party
Derivative

Book value

31 Deeember 208

Book value

3 December 2007

24,132 26,578
11,070 9045
30 104

- i)
37,252 36,183

The maximum credit exposure, before impairment, a1 the balance sheet date for all rade receivables prepared by proups of

CUSLOIIErs:

In thousands of BGN

State budget arganizations
Commercizl costomers
Domestic population
Cither customers

Cost Cost
31 December 2008 31 December 20407
61 492
5,258 6,270
40,283 42 7RO
158G 11,0586
53,688 60,500
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24. Tinancial instruments (continued)

The apgeing struciure ol rede receivables of the Company at the balance sheer date is:

In thousands of BGN 2008 palllld 2007 2007
Cast Tmpairment Cosl Impairment

Mot matured 12,521 = [2,364
Uverdue 20 days 3,524 £178) 2,971 (14%)
Owerdue from 31 to 120 days A,014 {702 5673 (356)
Orverdue from 121 to 210 days 3,979 (1. 430) 3,830 (685
Crverdoe from 211 10 270 davs 2.245 (1,571 2,088 (1043
Orverdue from 271 to 360 days 2,997 (2,942} 3,008 (2,837)
Overdue more than 1 year 22,412 {20,810} 30732 (28.359)
53,688 (27,640 60.566 (33.649)

The Company’s recelvables impairment at the reporting date, including court receivablas impainment (s:

In BGN thousands Z 008 2 o7

At the beginning of the period {34,808} {259,417
Change during the period {6,055} {5,395)
Cancelied - 504
Written-orf 11,621 =
Al the end of the period (29,242} {34,808)

Liguidity risk

The following are the contractual maturities of financizl labilities. meluding estimated interest pavments and
excluding the impact of netting agreements:

31 December 2008
Book value Contractual Upto 1 year Between 1 Between 2 More than 5
In thowsonds of BGN cash Mows and 2 years — 5 vears year
Mon-derivalive [Inaocial
liabilities
Loan ,, A" {1.75% + Euribor) 48,123 {90.712) 11,507 5,905 (41892 (56,7223
Loan B (3.25% + Furibor} T1.4%3 (122,352) {8,774}  (18,173) (58.822) (38,583)
Loan (7 (2% + Furibor) 556 11,790} (391} (715) (6845 :
Liabiliies to related partics 5.754 (9,754 {3,754} = -
Trade and ather payables 19,136 vl 136) i19.134] = 5 -
150,052 {243 7443 (26,148) (10,893 (101,398 (103,305)
Derivative financial Labilitfes
SWAP Contracts for interest risk
hedging 2323 (2,313 (2.323) e = ,
2,323 (2,323 (2,323) - - B
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24,

Financial instroments (continned)
Liguidity risk

31 December 2007

in thousand of BON Rook value Contracted Upto 1 vear Between 1 Between 2 More
cash flows und 2 -5 vears than 3

S o YEears years

Non-derivative financial

liahilities

Loan A7 (2.5 % + Euribor) 52,316 (.12 (£.230) (R0 273027 {28,846)

Loan B {13% + Eurihor) 72,101 1245187 (21,100 (19492 (490352 {34,474)

Liabilities to related partics 13,329 (13,329 [13,329) = 5 -

‘L rade and other payables 13,208 (13,598) £13.398) -

151,144 (225.35T) (56,600) (28417 - (76.034) (63,720

Currency risk

31 December 2008 31 Deccmber 2007

EUUR GBP UsD LUK {iBF 5D
Trade payables (4,342,670 215720 (186,484} (4. 716.687) (661,813) {457.669)
Interest-bearing (61.949,133) s - (63.013.263) - -
loans and
borrowings )
Gross Balance {66,291 ,803) (215727 (486, 454) (65,329 050 (661,813 {457.669)
Expusure

The following sigmiicant exchange rates are applied during these periods:

Average perind FX rate FX rate at balance sheet date
2008 2007 2008 2007
UsD ] 1. 33683 1.429357 L3730 1.33122
GEP | 240344 286005 2007630 266172

Sensitivity Analysis

A 10 % strengthening of the BGN exchange rate at 31 December 2008 against the following currencies would have
increased (decrzased) equity and profit or losse by the amounts set oul below. This analysis assumes that all other
vuriables, in particular interest rates, remain constant. The anaiysis is performed on the same basis for 2007

Equity Profit or loss

I thowsands of BGN

31 December 2008

UsD - (673
GBP - 43)
31 December 2007

UsD s (65)
GBP = 1176

A 10 % decrease of BGN against the above currencies as al 31 December would have the same, as amounts, but
the opposite effect, making the same assumption that all ether variables are fixed

Bulgaria operates under the cenditions of a Currency board. The exchange rate of BGN is currently [ixed Lo
1.95583 BGN for | EUR. All deals, not undertaken in BGN are undertaken in EUR.

15
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24. TFinancial instruments {continned)
Interest rate risk

Profile
Ag at the reporting date the interest rate profile of finanecial instruments is:

In thowsands of BGN 2008 27

Instruments with fixed interest rate
Financial assers 11,078 a11]
Financial liabilities - -

11078 0111
Instruments with variable interest rate
Financial assets 25,980 20,917
Financial fiabilities : o (121.162) (124417}
(95,182) 97 5000

Taterest rate risk
Fair value sensitivity analysis for fixved rate Insiruments

The Company bas not accroed financial assets and liabilities with fixed mterest rate at fair value, accounted Urough
profits and loss in the Income statement. The Company has derivatives (Interest swaps) as hedpe instruments
ageording the moede] for hedging the Tair value. Therelore the change of the interest rates for the period between the

nnnnnnn Ftlhm DURT AT -~ Fuombr el Fhaa saence® ol

- s oy el dhaa el st reeaal B e o e b e e
VEEE IR TRTE AP0 RU W2 7T 0 bl Wl b b Wb Rl LRI 3 AL L R WL Bl L el B s B

LEOPRRRATEL A LT

Fair value sensitivity analysis for variable raie instruments

A change of the interest levels with 100 basic points as at 31 December would have increased / {decreased) the
equity and profit or loss with the amounts shown below, This analysis assumes that all other variables, in particular
exchange rates, remain consiant. The analysis is performed on the same hasis for 20007

Effects i thousands of BGN Change effect in Profit or loss Change effect in Equity
100 basic 1) basic points 100 basic points 100 basic points
puinls increase devrease increase decrease

31 December 2008

Instruments with floating ash 052 = 5
mterest rate

Fipanca! insoument hedging 132 (448}

the interest rate risk

Cash flow sensitivity {net) {2200 504 = 5
31 Pecember 2007

Tnstrumnents with floating, {975) 75 - =
interest rate

Cash flow scnsitivity (ne) (73} 075 - -
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24,  Financial instroments {continued)

Interest rate risk (continued)

Fair values versus carryIng amonnis

The fair valves of financial assets and lLabilities, Wopether with the carrying amounts shown in the balance sheet,

are as follows:

fin thowsands of BOGN 31 December 2008 31 Precember 2007
Carrying Fair valoe Currying Fair value

amount amount

Trade and ather receivables 26,132 26,132 26, 978 26,078

Cash and cash equivaleals 11,070 11,070 b3S Q.05

Loans to related parties 50 50 10K} [0

Derivabives - - - al} fil)

Luoans rom relaled parties (119.6006) (119,606) (1244177 (1244173

Loan C7 (1,556) (1,556)

Trude and oiher payables (19,136) 19,1300 (13,398) (13,398)

Headging financial instroment (2,323 {2.323) - =
{105 369) (103,360} (101,632) (101,632}

As ar 21 December 2008 the Company has a loan . A" lability with a nominal value of BON 48,1273 rhongand and

a loan “H” with a nominal value of BGN 71,433 thousand. With a SWAP transaction letter agreement from 12

November 2008 the Company fixed its interest rate as regards the six-month EITRTROR for the previously stated

loans. As concerning loan “A™ the fixed interest rate is 3.694%, and concerning loan “B" the fixed interest rats is

1.630% until 2013, (for the pericd of the approved Business Plan 2009-2013). Both contracts are for S-vear

pericds.

25. Liabilities Tor retirement compensation

Present value af the liability for defined contriburions for retivement

In thousands of BGN

Present value of the liabilitv at 1 January
Interest expense

Current labor cest

Actuarial loss

Effect trom restructuring

Paid compensations o retired employees
Present value of the liability at 31 December

Liability recogmized in ihe balance sheet ag ar 31
including:

Short — term liabilities for retirement compansations
T.ong — term liahilities for retirament compensations

2008 2007
502 492

44 27

9] 81

212 122

(188} (130

751 597

December, 751 592
326 |R%

225 404

3
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25. Liahilities for retirement compensation {continned)

Expenses recognized in the income stalement

In thousards of BON 2008 2007
Current labor cost 21 82
lnierest expense 44 )
Acmarial loss 252 122

Actuarial assumptions

2008 2007
Discount rate at 31 December 6.59%0 5%
Salary increass (annual for 1) vears) 5% 50
Employes tarnover 13% P15

The actuarial assumpiions for death rates are based on the National Statistics Institite’s population mortalivy tables,
For the purposes of the discounting elfeclive unnual interest rate i = 3% is used. It corresponds o annoal discount
rate d = 6.5 . This rate is caloulated analyzing the long-term investment instruments offered on the Bulgerian
stock market.

ACTUILUE USSHIpiaUy

In thousands of BGN One busis point One basis point
increase of salaries decrease of
orowth salaries prowth
Effect of the Tiability for retirement compensation 17 (173
In thousands of BGN e basis point Cine basis point
' increase of interest decrease of
growth interest growth
Ellect of the liablity for retirement compensalion (1% ]
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26,

Contingent liabilities

fa) Bank guaraniees

A bank guarantee for the amount of USD 730 thouwsand is issued for good performance of the Company per the
Concession Contract.

The bank guarantee expires on 19 Decernber 20049,

() Infrastruciure

In accordance with a contract darad (& July 2003 berween the Republic of Bulgaria, reprasented by the Minister af
Economy and Energy (the State) and Business Park Sofia BOOD and Lindner AG, Germany {the Investor). the State
will finance the construction and rehabilitation of elements of the technical infrastructure in a project “Sofia Park™ In
accordance with this conteact Business Park Sofia BOOD and Lindner AG, Germany are obliged 1o make investrents
i project “Sofia Park™ in compliance with an approved investment plan, which includes buildings, roads amd techiical
infrastructure. The total amount of the state participation under the conditions of the contract is BGN 13,650 thousand,
including water main infrastructure in the amount of BGN 6,103 thousands.

Pursuant o a decision of the Commission for Protection of Competition from October 2005, the State financial
oblipations will not represent state aid if n a three months period from the construction of the new water main
infrastructure, an annex is prepared to the Concession Agreement with the aim to recover the amount of the water main
inlrustruciure expenditure from Sofiyska Voda ALY 10 the Solia Munivipalily.

The Company has filed a claim with the Supreme Administrative Court againsl the decision of the Commission [or
Protection of Competition. The final decision of the Supreme court (dated 07 Junme 2007) rejects the appeal of

S A taem e BT Aa AT
\J’UJ.I.I Dol FOAMLECL SRS,

Lirespeciive of the fact that the constrction works on the water-main and sewerage sysiern, relaled o the decisions of
bath the Commission for Protection of Competition and the Supreme Administrative Court, has not yet begun the
Company has initiated negotiations with Sofiy Municipality on the reinstatement of the equivaleat consideration in the
Concession contract.

. Obligations for the acquisition of property, plant and equipment

As per the Concessiom Agreement with Soba Municipality fram 23 Decemhber 195%, the Campany must make a
minimum capital investment during the first |3 contractnat years, counted as from the date of this contruct, amounting 1o
ool less than 150 million TS, based on the invesunent plan for the Concession period. Noo-lullilmenl of 75% (in
value] of these capital investments, based on (e investment plan lor a period ol two conseculive years may resull io
termuination of the Concession Agreement by the Grantor.

This article from the contract has been amended by a Second Annex to the Concession Agreement, signed afier the
balance shect dare. Pursuaot to this Second Annex to the Concession Agreement, a precondinen for termination is a 73%
non-ful filrment of the projected and approved invesuments by the State Comumission for Evergy and Water Regulation, io
two comsecutive years, during the same regulatory period (see note 28 — Termiinarion) and provided that the prices w
allow for those investments have been approved by the Regulator,

In its decision No: BIT-0087 02102008 the State Commission for Energy and Water Repulation approved the Business
Plan of the for the second regulatory pericd 2009 — 2013, This decizion alsc approved the proposed Investment
programme of Sofivska Voda AD amounting to BGN 240 million.

The investment obligations of Sofivska Voda AD are presented below:
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27. Obligations for the acquisition of property, plant and equipment {continued)

In BGN thowsands 2009 2010 2011 2012 2013 Tatal

Concession Agreement obligations 13,951 14,566 12,550 10,775 L1419 64,261

Rusiness Flan obligalions 52,300 32,100 41,700 43,000 SE100 0 240400

Ohligatione under the Sattlament

Agreement with the Municipality of Scfia 7,493 2,000 1,300 - - 10,795
_ 73,946 68,560 56,55() 53,775 (2,519 315,450

The Investment Program of Sofiyska Voda AD has been prepared in compliance with the Business Plan lechnical
parameters, such as: the forecast consumption volumes, the unaccounted-for-water (UFW ) reduction programme, capital
maintznance and reconstruction of the water mains needs, construction of new service connections with a view to the
achievement of the long-term key performance indicators for the water and sewerage service levels. The implementation
of the Investment Pregram will be financed by bank cradit, ISPA [inancing and own funds.

The implementation of the above mentioned investments is dependent on the prices to be approved by SCEWR during
the repulatory period. The price increases proposed in the approved Business plan are 10% annual increase for the water
supply price and 15% annual increase for sewerage and wastewater trealmenl price during the period 2010-2013.
Soliyska Voda AD may implement the full capacity of its investment program only if the above mentioned projected
increases are approved by SCEWR. The price period is one year. As notified in the announcement as of 01.01.2009 the
Company is already applying new prices for the deliversd services and started the implementation of its annual
investment obligations on the total amount of BGN 52.5 min.

28. Related parties

The Company has a related party relationship with its parent company — *United Ulilities LU {Sufia) B.V.", which
halds 77,10%% of the Company’s shares, as well as with the other companies in the Group.
The fellowing wansactions have taken place during 2008:

Related party Relation Transaction: during the vear  Balance as at 31 December 2008
ir thopsands of BUN Receivables Payahles
Smited Thilities TN Contrals 77, 10% af the Loan provided e 71,433
(Sofia) Bv"™ shares of “Sofiyska Liability for loan
Voda™ AD - received at amortized
Accrued interest Casl
3195 4]
Cither
Umiled Utilities Controls 50% of the Services rendered under & B2 a1
International shares of | United contract for technical services
Limited” Ttilities UL {Sofia) Byv™ 1,417
amel 50%: of the shares of Cther
~Umited Utilities — 83
Europe Holdings BV ™
LHUmited Utilitizs — Controls 50% of the . - 4,597
Europe Holdings shares of ,,United
BV ™ Utlities UL {Soha) BY™
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28. Related parties (continued)

Related party Relation Transactions during the year
fn thousands of BON

Water Industry 100% subsidiary of Interest income

Support and Sofivska Yoda AD 4

Education AD Loan provided by
Sefiveka Voda AS

Project Managemend
services provided
1o the Company

55
Investor's control
submitted 1o
Sofiyska Voda AD
21]

Complex services

provided by
Soliysky Voda AT
(R 13
European Bunk for Contrals 0% of the Interest accrued
Reconstrucuon and shares of  nited LR
Drevelopment Utilities — Europe
Holdings BY ™
Total:

Balance as at 31 December 2008

Receivables Tayables

L

50 S

= 35

fhd

a5 -

48,122

- Liability for loan

received at

amarfized cost

168 129,340
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Related parties (continued)

Related party Relation

In thowsands of BGN

WUnited Ctilites UL Controls 77.10% of the

(Smfiai R rhmene At KD aFissalen Wadatt

{Scfial BY shares of “Sofiysks Vods
Al

HUnited Thilities Conerols 309 of the shares

Tnternational Limited' of LUnited Utilities U

{Sofiay BY" and 50% of the
shares of | Unitcd Tlalities
— Bugope Holdings BY

Hlmited Thilities — Europe  Controls 509% of the shares
Holdings BV of United Thilities TU
{Soha) BV™

TR ntas Fadieten €osmenek
LR =

Mo dherternren T e & TT
Licd ARLL UL Bk R R L L TR LT W)

and Eduocation AL nprTexasa 1 00% ot
JpvikecTBoTo
European Bank for Controls 50% of the shares
Reconstroction and of ., Unived Ulities —
Development Europe Holdings BV ™

Transactions during
the vear

Laan provvided
Accrued imerest
113,250

Cither

Services as per
“Technizal Services
Agresment”

1,500
Other 50

T ot s,
LAEL

Loan provided by
Sofiyska Voda AS

Project Management
services provided
to the Company

275

Investor's control
submitted 10
Sofivska Voda AD
135

Complex services
provided hy
Sofivska Voda AD

o1

Interest accrued
4,766

Total:

Balance as at 31 December 2007

Receivables Payables
. 72,101
Lovain iatohiy ai
amortized cost
44
A 7,130
6,03
1 -
[ILE -
al
3l
i3 .
52,316
- Liakility for boan
received at amertized
oosk B
184 137,746
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2%, Subsequent events {continned)

(el Settlement Agreement between Sofivska Voda AD and the Municipality of Sofie

The claims will be satisfied in the following manner:

*  BOGN 4 min. (due to Sofiyska Voda AD) will be sel-off against BGN 26.5 min. (due to the Municipality of Sofia);

*»  BOGN Y min will be pavment in cazh 10 a bank account dasignated by the Mumcinaliy of Sofis;

*  BGN 2.5 min. will be invested by Sofiyska Voda AD in 2009 in addition 1o the investments approved in the
company Business plan;

» BGN 9.7 min will be invested by Sofiyska Voda AD in the period 2014-2023 in addilion to the investments
approved in the company Business plan; and

* BGN 23 min. will be invested by Sofiyska Voda AD in the peried 2009-2011 in projects from the the
investments approved in the company RBusinass plan.
The pardes mutually released any claims arising from accumulated interest on the disputed amounts.

(&) Appraval of the rew prices

On 22 December Z00R the State Commission for Energy and Water Regulation approved Sofiyska Voda AD pricas
for the services provided by the company with a Decision Ne LI-078(in accordance with the already approved
Business plan}. As of 1 Januury 2009 the price for the combined water, wastewater and Lreatment services in the City
of Sofia is BGN 1,169 per cubic meter (no VAT, The increase is 14.7 %,
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Appendix 1 to the Separate financial statements
Indicative effects from the application af IFRIC 12 “Service Concession Arrangements”

Sofiyska Voda AD provides public services. According to the Concession Agreement, the company has specific investment
abligations (for the fist 15 years) in the water and sewarege network and a subsequent obligation for the maintenance of
certain levels of services.

i‘l.."r'ﬁrd'lljg to the Concecoiom Aoroemant Sofiveln Woda AT ko +h cit charges Troim the ses Of Ui waie i

Accarding o the Concecoiom Agx . Sofy foda AD has the right © oo
wastewater and treatment infrastructure.,

The concession-related levels of services and prices of the company were initially regulated by the Grantor (Municipality
of Sofia) and subsequently, afrer a change in the legislation, by the State Comunissicn for Energy and Water Regulation
{(SCEWR). During the concession pericd the Municipality of Sofia remains the owner of the public infrastructure through
which Sofiyska Voda AD provides its public services. After the end of the concession period the Company has an
obligation to return the assets which il operates and are in its balance sheet to the Municipality for further use.

H
o

—F
1

Sofyiska Woda AD has the right to collect charpes from the users of the water distribution infrastructure from the stark of
e Concession agraement

Cansidering the ahove, it may be concluded that according o the Concession Agreement obligations Sofyiska Voda AD
has wo apply IFRIC 12 when it is approved by the European Commission.

As notified in nole 1 o the these Separate financial statements, the Company prepares its Financial statements in
accordance with TFRS as adopled by the Evropean Commission. IFRIC 12 was issued by the TASE on 30 November 20046
and is te be applied retrospectively for acconnting periods starting on or after | January 2008, TFRIC 12 has not yet been
adopted by the European Commission and this is expected to happen in 2009. The Company, however, is expecling w
apply IFRIC 12 w its financial statements for the year ending 31 December 2009, subject 1o the Furopean Commission
approval,

The expected major effects resulting from the applying IFRIC 12 are as follows:

1. Provision under the Concession Agreement; According to IFRIC |2 a provision for the remaining public asset
investment liabilities {in infrastructure) and meeting of the service level requiraments foc the Concession term
must be recognized in the balance sheet. This provision should be discounted and interest expenses increasing the
provision should be recognized each year,

B2

Public assets; According to TFRIC 12 the public non-current assets should be separated from the Company's own
assets and recognized in the balance sheet as intangible assets, as they are outside of the Concessionaire’s control,
but are rather considered as a right to use the public assets for the pravision of Concession reluted services, The
initial provision amount as per the Concession Agreement should also be included in the public assets amount,
Public assets arc 1o be depreciated within the remaining Concession term period.

The Company is continuing W mvestigare the requirements of this IFRIC. The indicative consolidated income statement

and balance shoct of e Company in the case of TFRIC 12 impiementanon as compared with the current ones are as

follows:
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Appendix 1 to the Separate financial statements (continued}
Indicative effects from the application of IFRIC 12 “Service Concession Arrangements”
Separate income statement

For the year ended 31 December 2048

Tt BON thrusands 2008 IFRIC 12, 2008

(imdica tive)
Revenue 94, 180 94,180
Cther revenue 1,322 _ 1,322
03,502 95,502
Expenses tor materials {9.398) (4,345)
Expenses for hired services (24314} (24.314)
Depreciztion and amortizaiion (12,6096} (16,059
Salaries, remuneration and other personnel benefits 14,4114} i14.414)
Other operating expenses {10,366} (10,366)
Profil [rom operating activities 24314 20,951
Finance income 814 B1E
Finance expense {8.219) (8,219
Interast, corrections and discounts = (3438)
Financing expense, {net) {7401 (10830
Profit/{loss) before tax 16,913 10,112
Income tax expense (507} {507)
Net profit for the year 16,406 9,503
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Appendix 1 to the Separate financial statements (continued)

indicative effects from the application of IFRIC 12 “Service Concession Arrangenents”

Separate balance sheet

For the year ended 31 December 2008

I BOMN thanrords 200 IFRE 13, g
(indicalive)
Non-current assets
Public assets 118,933 278,716
Crwn agsers 17,829 17,829
Investments in related parties 5 3
Goodwill 7.393 7,393
Deferred tax assets 4,342 4342
Total non-current assets 148,502 308,285
Inventories 1,910 1,910
‘L'rade and other recaivables 30,633 30,633
Loans to related parties 50 50
Cash and cash equivalents 11,070 L1070
Total current assets 43663 43,663
Total assets 192,165 351,948
Equity
Share capital 8,884 B,284
Reserves (1.692) {1.692%
Retained earnings 21,544 14 743
Total capital angl reserves 28,7360 21,935
Non-corrent liabilities
Interest bearing loans and borrowings 16,421 [E6,421
Liabilities under finance leases 1,030 1,030
Deferred tax lability L8440 1,840
Liabiliries for ratirement compensation 425 415
Concession Agreement provision - 166,584
Total non=-current liahilities 119,716 236,300
Current liabilitics
Interact hearing lnans and horrowings 4,741 4,741
Liakilities under finance leases 652 632
Tax liabilitics 1077 1,077
Payables 1o related parties 9,754 9,754
Trade and cther payables 22,300 22,300
Drerivalive 2,323 2,323
Provisions 2,540 2,540
Liabilities for retirement compensation 326 i 326
Total current liahilities 43,713 43,713
Liabilitics 163,429 300,013
Total equity and liabilities 192,165 351,948
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FINANCIAL REVIEW

Financially, 2008 was another successful year for Sofiyska Voda AD. Despite the late approval of
the 2008 water tariff, the company remains profitable and Earnings Before Interest and Tax EBIT
(BBIT) for the year is BGN 24.3 million (as compared to BGN 20.2 million in 2007).

As at the end of 2008, the revenue from operating activities amount to BGN 87.6 million, which
i3 0.1% below the budgeted amount of BGN 87,9 million. The main reason for that is the delay in the
tariff increase until first of June compared (o the budgeted (15,9% budgeted increase as of 1 April),
The Company’s total revenue for 2008 is BGN 95,5 million and is 1.4% below budgeted,

‘The Company’s 2008 operating expenses amount to BGN 78 million. The total current expenses
rematned within the level approved in the budget. The toal variable expenses are 7.8% above
budgeled, the main reason being the increased material costs in 2008, as well as the BGN 2 million
provision according to an agreement with the Municipality of Sofia, which is not included in the 2008
budget.

Following the established practice, in May emplovees® salaries were indexed with the annual
inflation rate. As a result, staff expanses increased by 12% as compared to 2007.

The two-month delay in the new tariff approval, as well as the impossibility to absorb [unds
under the additional EBRD loan resulted in 30.4% or BGN 11 million less invesiments implemented
as comparzd 10 the budget for 2008, In relation to thal. the depreciation costs are 8.8% less than
budgeted, which is a saving of BGN 1,2 million.

The Profit before tax is BGN 16.9 million, which is BGN 6 million more as compared to the 2008
budget. The main reason for that are the lower interest costs than budgeted, which is due to:

- The agreement dated 19 May 2008 between Sofiyska Voda AD and Uniled Utilities
(Sofia) BV., under which the two parties agreed to amend the Subordinaied Loan
Agreement. As a result of this, the Suburdinated Loan interest rate was reduced from a six-
month Euribor plus 13% to six-month Euribor plus 5.95%. The amendment was in cffect of 1
January 2007, which is reflected in the 2008 financial reports.

- Actual lower 6-month Euribor than the one used in the budget and a positive effect of
the November swap transaction of the 6-month Furibor.

- Unabsorbed EBRD loan,
FINANCIAL INSTRUMENTS

The Company’s policy regarding financial risk, as well as its exposure o tariff, eredit and
ligquidity risk are described in detail in the notes to the 2008 Financial Stalements.

The Company uses derivative financial inslruments in order to execute an interest hedpe.

With SWAP transactions dated 12.11.2008, the Company executed two interest rate hedges:



- with ING fixing the six-month Euribor as per major loan agreement with EBRD {ur the next
5 years to 3.6945%;

- with Citibank fixing the six-month Euribor as per the Subordinated loan agreement for the
next 5 years to 3,050,

In order to report the two contracts in the financial reports, hedge accounting is applied.
Following their impairment, the effect in the financial reports is a financial liahility to the total
amount of BGN 2,3 million. The annval saving from the hedging transaction results in a reduction in
the [imancial expenses in the amount of BGN 0.2 million.

SUBSEQUENT EVENTS

All significant events after the Balance Sheet date and their effects on the Company’s activity are
listed in Note 28 to the 2008 Separate Financial Statemenls.

REGULATION OF THE TARIFFS OF THE WSS SERVICES BY THE SCEWR.

Sofiyska Voda AL started in year 2008 with a price lower than the one proposed for the provided
services, approved with the decision Ne 1T-053/23.04.2007 (BGN 0,88 without VAT of the combined
service for the households). The prices proposed (amounting to BGN 1,02 without VAT of the
combined service for bouseholds) became effective as of 01.06.2008 by virwe of the Decision of the
SCEWR Nell-018726.05.2008 following the final satisfaction of the three preconditions set in the
previous Degision, Under these circumstancas SV made investmenis amounting ro BGN 25.2 million,
which exceeds the pessimistic expectations but still it is lower than the required and set ones under
Business Plan 2006 — 2008,

On 07.01,2008 Bofia Municipal Counci! apjwoved the Business Plan 2005 — 20153 issued iy the
Comapny. As a whole the position is positive with some comments and recommendations. With ils
letter No 37-00-3024 of 30.04.200% the Municipality of Sofia agreed the amendments to the
investment programme of the Business Plan 2009 — 2013, proposed by SV, referring to the transfer of
additional funds for investments in the sewerage network by decreasing the funds for the project for

seismic reinforcement of the wall of Beli Iskar dam. These funds amount to RGN 12,65 million,

With the letter ref. No B-17-44-22 of 07.05.2008 the SCEWR required the update of SV's
Business Plan using the actual data for 2007 and its submission for a second consideration.

The updated Business Plan 2009 - 2013 was submitted to the SCEWR on 19.05.2008. It provides
for investment programme amounting to BGN 250 million in compliance with the applied investment
profile, taniffs of the services and revenues.

Following the discuszsions held with the representalives of the SCEWR, another profile of
invesiments, tariffs of the services and revenues was approved in principle, and it guarantees

investments amounting to ahout BGN 240 milling

e A ALINELINIEN.

On 22122008 with its Decision N 11-078 the SCEWR approved the tariffs prapesed for the
services provided by SV, required for the achievement of the targets set in the Compuny’s Business
Plan. In this way as of 01.01.2009 the combined tariff for households, amounting to0 BGN 1,160
fwithout VAT, 1s elfective for the water supply system /WS/ Sofia. The increase is 14.7 9.



RENEGOTIATION OF THE CONCESSION AGREEMENT

Al its session held on 28.02.2008 the Sofia Municipal Council adopled the Second Amendment
Agreement 1o the Concession Agreement. On 19.03.2008 1t was signed by Mr. Bovke Borisov —
Mayor of the Municipality of Sofia and Mr. Leslie Bell - Chairman of the Board of Directors.

The implementation of several preconditions was required for the enforcement of the Sccond
Amendment Apreement, and the main one of them — the parties had 1o fully and finally settle all
disputes through negotiations within a period not longer than 30 days from the date of receipt by each
of the parties of the claimg of the other Party, The implementation of this condition was ulso critical
for the disbursement of the main part of the loan agreement between Sofivska Voda AD and the
EBRD.

In view of the implementation of its investment programme and the decision of the SCEWR for
the obtaining of the combined tariff of BGN 1.02, Sofivska Voda AD negotiated an additional loan of
BGN 30M with the EBRD. With its Decision Ne 228 of 24.04.2008 the SMC approved the project for
the Loan Agreement between Sofiyska Voda AD and the EBRD. On the grounds of this decision the
Mayor of the Municipality of Sofia signed a letter of consent, through which it the condition of the
EBRD for signing the Loan Agreement was implemented, The Loan Agreement was signed on
30.04.2008, and as a result of that on 27.05.2008 the current loan was refunded, and on 30.05,2008
the first transfer amounting to Euro 0,6 million was made,

On 09122008 the Municipality of Sofia filed its claims (supplemented with the letier dated
10.01.2009), containing the position of the Grantor on the stated SV's failure to execule its
obligations under Annex 3 and respectively the penalties due by the Concessionaire under Annex 4,
the stated failure to execule the obligations for the performance of investments on behalf of the
Concessionaire and the compensation claimed for this, ay well as reimbursement of the expenses for
the security of the water catchment areas incurred by the Grantor.

In reply SV liled its claims (MoS ref. No 2600-12039/13.12.2008), containing the
Concessionaire’s position on its rights and obligations under the Concession Agreement and the
Anncxcs to i, as well as the position on the stated Grantor's failure to execute its abl igation to
reimburse to the Concessionaire the sum from the Antecedent Liabilities Fund. half of the sums paid
for the Concession Dispute resolution Board and its members, haif of expenses incurred for the study
of the stability of the dam of Beli Iskar — Il stage and compensate the Concessionaire for the arising
Taritt Restrictions.

Following the negotiations the parties reached Settlement Agreement, which was appraved by the
SMC on 15.01.2009,

All consequences of the signed agreement ate given in detail in the note “Subsequent events™ to
the Company’s Financial Statements.

CUSTOMER SERVICE

As a whole 2008 was a very successful year for customer service. The service improvement
mfluenced the customers® satisfaction rate — 78.7% of the Company’s entire activity, and enhanced
receivables collection.



An important part of servicing our customers and enhancing their satisfaction with the
Company’s activity is customer relations. In 2008 Sofiyska Voda again worked actively on
improving and expanding the communicalion channels to customers.

Call Centre

'The 2477 Call Centre has 16 lines, on which operators receive between 1 000 and 1 500 calls per
day. We try to answer ¢alls within 10 seconds. The analysis of the customer enquiries shows Lhal Lhe
questions related to operational activities constitute most of the registered calls. In order to optimize
the communications between the Call Centre, where customer calls are receivad, and the Control
Room, wheie ihe signals as assigned fur inspeciion and impiementation, the two departments were
uniled inte a Control Centre. In 2008, 436 |14 costomer calls were received, which is almost as many
as in 2007. The new Call Centre software introduced in 2007 gives the possibility for real-lime
monitoring of the key performance indicators. In 2008 this resulted in a much more accurate
measurement ol the results and as a whole improved customer service.

Customer Service Centers

The mne Customer Service Centers of Sofiyska Voda AD, located in various parts of the city,
provide the full range of services that the Company offers. In 2008, over 1000 000 visits hy
customers and almost 860 000 payments have been registered, which is an increase by over 200% as
compared to 2007 (325 000). More and more customers use the Centers not only to pay their bills, but
also as places for receiving services. The reasons are in the numerous alternative methods of bill
payment.

In 2008, four Customer Service Centers were repaired, and two were given an entirely new and
modern appearance that resules in the faster and generally better customer service.

Visits to customer properties

[n 2008, upon customers’ requests received at the Call Centre, Customer Service Centers, or
wrillen enquiries, visits to customer properties were scheduled und implemented by:

- Terrtory representatives — 25 300 visits:

- Over 28 300 visits for water meter sealing;

- Over 100 visits for water sampling in relation to signals received
about dubious water quality.

Water Meter Reading and Billing

Revenue meters are read monthly and individual meters — quarterly. In 2008 the number of read
water meters has increased by over 73 000. In 2008, the number of read water melers has increased
by over 73 000,

As a whole, in 2008 over 6 000 000 invoices in total were issued, which is almost 4% more than
in 2007.

MNew Activities

In 2008, the wend for seeking possibilities for expanding the scope of services offered by
Sofiyska Voda AD continued. In 2008, the water meter delivery, installation and scaling service was
available on the temitory of the cntire city. As a result, 17 800 individual water meters were installed
(E> 300 for 2007). The revenues from services in 2008 have increased by 22.5% as compared to
2007. During the year, the Company launched two new services — delivery and installanon of
remotely-read meters and metrological inspection of individual meters.



Receivables’ Collection

Sofiyska Voda AD puts greal effort in enhancing receivables callection by means of offering
various ways for bill payment by customers or by means of offering deferred payment schemed for
accumulated debts. After the 2007 negative [rend, in 2008 receivables collection (revenues versus
billed) increased from 94% to 95.86%. Despite that, the bad debt over | vear old as al the end of 2008
mcreased ]'I-}-' 29.3% ns counpared to 2007

OPERATIONS AND MAINTENANCE
Managing Water Resources

The water management of Sofiyska Voda AD is based on consistent moenitoring of the water
supplied to Soflia,
Water supplied in 2008:
. “Total water supplied from all potable water sources - 233 630 497 m?3
* Including the Municipality of Samokov - 8 968 809 !
* To the Municipality of Sofia - 224 661 688 m?,
2. Provisionally clean water for the industry - 10 631 962 m3

The monitoring data show that as compared to 2000 the Company has achieved an actual
reduction on the water volumes used for Sofia’s water supply.

The potable water supplies in 2008 as compared to 2000 has decreased by 42 million m? or 16%

The water volumes supplied to Sofia in 2008 have deereased as campared to 2007 b £.46 million
m® or 3%

Reduction of Unrecorded Quantities of Water

In 2008 the unrecorded quantities of water (UQW) volumes increased slightly, lrom 36.60% o
36.42%.

The reduction of UQW is enc of the main priorities of Sufiyska Voda AD, as it contributes ta the
preservation of water resources. In 2008 the Company achisved progress in a wids range ol activities
related to the reduction of UQW:

» Continuous monitoring of the supplied water volumes, Implementation of a
programme for purchasing and installing metering devices for all 2¢ Demand Management
Zones (DMZ) and all metering points along the impounding structures and reservuirs.

* Improving the zoning of the water distribution network. This programme is a tool for
defiming water losses and leak detection. In 2008, 22 of the District Meigiting Arcas (DMVA)
were reestablished, and all were equipped with remotely-read metering devices and boundary
stop valves;

* 13 pilot areas were established, in which complex measures for VW reduction were

undertaken. As a result, the average water volumes supplicd in these areas was reduced by
304,

* 7 pressure reduction valves (PRV) were installed under the programme for proactive
pressure reduction. Ancther 7 were replaced.



» Proactive leakage detection was conducted in all villages within the concession area,
as well as in neighborhoods mainly populaled by houscs and using water for irrigation
hesides domestic needs. For instance, in the village of Dolni Bogrov, the supplied water
volume was reduced by B0%.

* Reactive leakage detection — 3 985 leaks were detected.
* Repair and replacement of 2 400 waler service connections.
* Repair and replacement of 478 stop valves and 79 hydrants.

* Replacement and installation of 6 000 new revenue melers to reduce commercial
losses,

Quality of the Supplied Water

The 2008 reports of the Sofia Regional Inspectorate for Public Health Protection and Control
(SRIPHPC). which performs independent control on the quality of water, show that the potable water
in Sofia has excellent quality. The water's quality indicators meet all the requirements of the
Bulgarian legislation, harmonized with the European Drinking Water Dircctive.

For 2008, the trends identified through water monitoring arc the following:

¢ Tor lhe treatment plants — 100 % compliance of the samples for microbiological and
physical-chemical parameters and 99.24 % compliance of the samples for hydro biological
indicators. The deviation is due to natural seasonal fluctuations, but thanks Lo the successful
management of the potable water treatment plants, each wdentified deviation ig immadiztaly
eliminated.

¢« For the distribution network - U9.80% compliance of the samples for
microbiological parameters, 97.85% compliance of the samples for physical-chemical
parameters and 97.73% l[or hydro biological indicators. In 2008 Sofivska Voda AD
introduced a procedure that allows taking immediate measures when registering any deviation
in order to maintain the high quality of the potable water supplied ta the customers.

The Laboratory Testing Complex of Sofiyska Voda AD strictly monitors the water quality
according to microbiological, physical-chemical, hydro biological and radiological parameters in
accordance with an approved schedule consistent with the legislative reguirements and the
Concession Agreement. In 2008, 16 104 potable water samples were analyzed. Additionally, 12
samples were taken to analyze radiological paramelers, and they are all compliant with the quality
standards {or potable warer.

Laboratory Testing Complex

In June, an Administration System was introduced in the LTC, developed in accordance with BSS
EN 150 17025, In November Sofiyska Voda AD submitted its documents and an accreditation
procedure began for the Laboratory Testing Complex.

The LTC has the only microbiological laboratary in Bulgaria designed and equipped at a world
class level.

The 2009 Company's investment plan cnvisages that the LTC js equipped with new high-tech
equipment which will allow rcaching even higher precision and extremely low boundarics for the
detection of a number of physical-chemical parameters. This will allow the Company (o ensure
control in accordance with all European and global requirements.



Waler Supply

One of the key indicators in the provision of the waler supply service is ensuring continuity of the
water supply. The Management's efforls in relation to this are directed towards reducing the number
of unplanned interruptions due to failures and reducing the disconnection periods. The objectiva is in
case of network repairs and reconstructions, as far as this is technically and organizationally possible,
to provide the water supply service with minimum continuity interruptions.

Emergency interruptions of the water supply:

2007 — 16 200 fixed failures, 7 000 interruptions:

2006 — 15 900 fixed [ailures, 7 500 interruptions.

Planned interruptions of the water supply:

2008 — 124 planned interruptions, 240 000 affected households:
2007 — 213 planned interruptions, 302 700 affected households;
2006 - 173 planned interruptians, 297 600 allected households.
Sewerage

The sewerage network within the territory of the Municipality of Sofia includes [ 483 km of
known public asscts and approximately 500 km of assets with unclear stalus (as per the Law of
territory planning dated 2003). The latter were identified as & result of the Company's network
survey, The majority of the surrounding territories of Sofia, as well as some areas mn the city, do not
have a central sewerage networl.

The maintenance of the sewerage network is based on the perlormance of both, emergency and
planned activities.

Operation and maintenance activities on the sewerage system

Activity Measure | Performance | Perfarmance | Performance
2006 2007 2008

Cleaning of street sewers meters 200,630 353,616 340,481
Cleaning of gullies mumber 64,976 75,607 15818
Cieaning of manhoies number 3,561 5,786 4,280
Installation of grids (covers) number 3,615 5.369 1,797
Unclogged service connections numober 2,297 2,440 1,661
Unclogged service connections meters 52,650 S0L708 31,270




Wastewaler Treatment

In 2008 at Kubratovo WWTP, 143 720 million m’ of wastewater has been treated. Every day, we
treat a wastewater volumne equal to around 82% of the plant’s desipn capacity (480 000 m’/day). As
the investment projects for expanding Sofia’s sewerage network are implemented, the treatment plant
will use its full capacity. Sofiyska Voda AL is optimizing control on the processes and operation in
order to meet all legal requirements related to wastewater treatment. In accordance with the
requirements of the Surface Water Course Discharge permit, issued by the Danube Region Water
Basin Directorate, and the Concession Agreement. the Wastewater Sector of the Laboratory Testing
Complex at Kubratovo WWTP conducts continuous monitoring of the wastewaler and sludge
AL AL LS

Quality of the Treated Wastewater

Samples for the analysis of Biological Oxygen Demand {BOD;), Chemicai Oxyzen Demand
(COD) and Suspended Solids (S5} are taken at the WWTP outlet on a daily basis.

In 2008, 1 098 samples were taken for the analysis of treated wastewater. The dverage values of
the analysis samples are below the limit discharge values — the only exception is the average manthly
BOD; value for January 2008, which i1s 25.5 mgQ/1; this means that the plant’s operation complies
with the raquiremenis of the Discharge Permit for BOD,, COD, and S5,

Sludge Treatment and Utilization

The sludge produced from wastewater treatment is treated in three of the four sludge digesters.
The digested sludge is mechanically dewatered to produce a ‘sludge cake’ with dry solids content of
arcund 25%.
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In 2008 Sofiyska Voda ADY continued to provids the sludze to be used in agricultuie for soif
fertilization. The Company holds permits issued by the National Service for Plant Protection of the
Ministry of Agriculture and Forestry for the reuse of sludge on agricultoral land. Prior to granting
these permits, the Institute for Agriculture and Forestry carriad out a detailad analysis of the sludge to
test for the quantities of hcavy metals and other contaminants that might pollute the soil. ground
water, or that could have a detrimental effect on the biodiversity. The examinations show that the
sludge from Kubratovo WWTP is suitable for the fertilization of agriculturul land.

Sludge from WWTP 2006 2007 2008
Produced ' 47422 m° 46 331 m° 69 907 m°
Used in agriculiure 63222 m” 27 170 m” 49 635 m*°

Electrical and Mechanical Maintenance

Orwer the last year, the dopaniment successiully impiemenied the annpal plan for the preventive
maintenance of the Company’s facilities, as a result of which the time ratio for emergency wotrks
versus general works dropped from 28% in January to 15% in December 2008,

The reduction in the number of failures over the vear made it possible for the department 10 take
over activities that used to be carried out by contractors:

* Maintenance of safety emergency valves, part of the Iskar Water Main

+ Installation of 31 new hydrophore installations, part of the Company’s investment
programme



In December 2008, a team was established for the preventive maintenance of the Company’s
facilities, which will use high-tech equipment {vibration measuring device, thermograhic camera,
laser measuring device) to identify potential faults before they become costly failures.

Based on the analyzed data about schedules and emergency activity, in cooperation with the
Capital Works directorate, priorities were determined for replacing inefficient clectrical and
mechanical facilities in the company., Among the 2009 projects which will enhance the security and
efficiency of the Company's operational activities are: replacement of the main distribution pancl at
Bistritsa PWTP, repair of transformers at Pancharevo PWTP, replacement of inefficient engines in
WWTP,

Reduced Carbon Emissions Sales Agreemeni

According to an agreement concluded on 21 September 2007 between Solivska Voda AD and the
Carbon Fund established at the EBRD for selling reduced carbon emissions, in 2008 an advance
paymenl was reccived to the amounnt of BGN 5,9 million.

INVESTMENTS 2008

2008 was the last year of the first three-year Business Plan 2006 — 2008, The delay in the
approval of the new complex tariff by 2 months resuled in a capital budget of BGN 25 million for
2008,

The actual amount of the investments implemented in 2008 is BGN 2543 million. The
Company’s Investment Programme is a balance between projects aiming to meet the regulatory lomg-
lerm target levels, the meeting of other legislative requirements and business efficiency projects. The
2008 capital expenses fall into the following categories:

Waler supply - BGN 11,47 million:

Fotable water treatment — BGN 0,47 million;
Sewerage — BGN 3,38 million:

Wastewater treatment — BGN 1,02 mallion;

Service connections, water meters — BGN 3,63 million;
Customer service -~ BGN 3.44 million.

The main projects in 2008 arc:

- Resarvoirs — rehabilitation of 5 reservoirs, commissioning of one reservoir in the
village of Kremikovtsi ;

- SRA of the Iskar Dam;

- SCADA — contimions expansion of the exg
the system in Kubratovo WWTP;

- Pumping stations — 5 rehabilitated pumping stations:

- Hydrophores — installation of 30 hydrophores, constructing insulation houses:

- Water meters — replaced 6 727 pieces;

Chlorination stations — Reconstruction of Pancharevo HS, construction of a new HS

at Boyana Reservoir

- Taboratory Testing Complex - reconstruction. accreditation process ;

- Sewcrage — new and rehabilitation:

- Water main — new and rehabilitation

- Delivery of a now jet cleaning machine with wastewater recycling,

3YSIem, Bew project fun expanding
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ENVIRONMENT AND SUSTAINABLE DEVELOPMENT

As @ waler utility company providing water supply and sewerage services on the territory of Sofia
and the neighboring settlements, the activity of Sofiyska Voda AD is closely linked to ecology and
environmental protection. Sustainable development principles are founding for each aspect of the
Company’s operation and are harmonized with the principles of the major sharcholders — the
European Bank for Reconstruction and Development and the intcrnational multiutility operator
United Utilities Plc.

The investment activity of Bulgaria's biggest WSS Operator Sofiyska Voda AD is as a whole
also environmentally oriented. The water and water resource regulation and management along the
water supply network results in water loss reduction and hence in saving this valuable natural
resource. Enhancing the awareness of Sofia’s residents about efficient waler use is 2 crucial aspect of
the Company’s work (owards applying the sustainable development principles. The introduction of
best practices in Lhe sewerage network operation and maintenance, the construction of new sewers
and the provision of more and more efficient and hiph-quality wastewatar treatment js the Company’s
priority in view of improving the condition of water sources.

In 2008 Soliyska Voda implementsd an Environmental Management System as per the
requiremnents of BSS EN ISO 14001:20035. The standard has worldwide recognition and sets
requirements for the organizations in the identification, management and control of the activities that
1mpact the environment. The certitication audit was conducted by the bigeest certification body in the
world offering accredited certification in the area - "Bureau Veritas Certification”

In 2008, the legal register was also renewed. All laws and ordinances related to environmenial
protection amended or newly issucd during the year were added and updated. Against each legislative
act, the abligation of Sofiyska Voda AD pursuant {rom it is deseribed. and the structural unit to which
the compliance level refers is identified.

One of the biggest successes of Soliyska Voda AD in 2008 was the introduction of separaie
waste: collection system in three differently-colored containers. Containers were provided for all of
the Company's premises and a contract for the collection and transportation of paper, plastic and
elass waslc is in place,

In the end of 2008 Sofiyska Voda AD implemented the First jet cleaning machine in the country
equipped with a closed recycling system of the water used. The use of this technology eliminates the
need of additionat trips to fill water for washing, reduces water and fuel costs and achieves great
elliciency.

In the beginning of 2008 Sofivska Voda AD launched a precedure for the selection of a company
i1 deliver, inslaii, commission, and maintain a co-generator for biogas utilization from the Kubratowvo
Wastewater Treatment Plant. The co-penerator’s operation will allow the full utilization of the biogas
formed in the sludge decomposition and wurning it into heating and electricity.

HEALTH AND SAFETY Al WORK
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A key factor for our professional performance is the continuous improvement of our Heallth and
Safety Administration System. In the end of July 2008, the preparation began for certitying the
Company’s OHSAS under the BS OIISAS 18001:2007 standard. The preparation passed throu gh
several siages:

Training of the managers and the Exec Team:

- Training of the internal avditors on standards BS OHSAS 18001:2007 and IS0
190017 2004,

- Preparing new and updaling existing procedures;

- Conducling an internal audit :

- Conducting a management review for the level of OHSAS and our certification
readingss ;

- Organization of the conducting of the two stages of the external certification audit by
TUF NORD.

The external certification audit held in December 2008 did not identify any incompliance. It
happens rarely in the practice of the external cerlification organization, when auditing big
organizations like ours.

In January Sofiyska Voda AD received certificate Ned4 116087290 for Occupational Health and
System Administration based on the British standard BS OHSAS 18001:2007, which is the firsl such
ceriificale 1ssued.

Lost Time Incidents

Three ocenpational accidents have heen reported and investigated over the year, Thesce happencd

while travelling to and from work.

No Lost Time Incidents

Another 40 incidents have been reported without injuries and loss of ti me, 38 of which involved
property damage.

IMUMAN RESOURCES MANAGEMENT

Soliyska Voda AD is an organization applying the best practices in the sphere of Human
Resources Development and management.

In April 4 bonus was paid to the employees of Sofiyska Voda AD amounting to §% of the total
annual labor remuneration for 2007 in compliance with the approved Company’s bonus scheme.

As of May 1%, 2008 the employees salaries were increased by 12,5%, following the Company's
established practice for indexation of the basic remunecration with the amount of the inflalion
afficially announced by the Nationa! Statistical Institute.

Another important initiative of the Company in the sphere of the Human Resources was the third
Survey held in December 2008, which was entitled “My opinion is important!” 48% of the
Company’s employees participated in the survey. The resulls of this survey were sumimarzed at the
beginning of 2009,

In execution of the Annual Training Plan a number of trainings from the second stage of the
Managers Develapment Programme were carried out. as well as other trainings, courses and seminars
for the employees of the Company. including university and certification programmes. Over the year
induction trainings were also held for the newly appointed employees with the purpose of their quick

il



and easy adapting 10 the new environment and gewing acquaintad with the values. culture and
structure of the Company.

A trainship programme of Sofiyska Voda AD was held for the seventh successive vear. It scarted
on July 9%, 2008. The period varied from 3 weeks to 3 months depending on the obligations in the
relevant department. “Challenge the Future™ Programme aimed at involving students and young
specialists in the working process in different departments of the Company and identifving future
employees, linding talents and generating fresh ideas. After the internship programme was completed,
30% of the participants remained to work and develop professionally in the Company.

As a part of the current training and development belween Sofiyska Voda AD and United
Lltehities:

Two SV's employees participated in the third annual programme for international development of
United Utilities held in the summer of 200%;

An engineer from United Utilities completed a six-month course in Sofivska Voda AD as a part
of his 2-year training.

Sofiyska Voda AD appreciates the individual contribution (o the success of the Company. An
example of that is the scheme “Emploves of the Month”, within which in 2008 thers was a record-
breaking number of nominations (2007, distinguishing the work of the employees. Over the year 12
cmployees were awarded as “Employee of the Month™, another 5 were awarded for their excellent
performance.

Within the scope of the strategic target for providing enough information o the employees during
the year monthly team briefings were held as a way of delivery of information and key M SSHZES [0
the employess.

The Company performs all its social commitments to the employees regulated as obligatory in the
regulations and the collective labor agreement signed between the Company and the trade unions as
representatives of the employees.

RESEARCH AND DEVELOPMENT ACTIVITY
Sofiyska Voda AD does not carry out such activity.
BOARD OF DIRECTORS

Over the year Soliyska Voda AD had 7 members of the Board of Dirsctors with the following
remuneration;

Kamen Manev and Geogi Takev - they were each paid BGN 16 000 by Scliyvska Vada AD for
their work as Directors. Nikolay Aleksandrov received BGN 24 000, Kalin Stanukov and Svetozar
Staikov - BGN 10 000 each.

On 25.05.2008 Kalin Stanukov and Svetozar Staikov were replaced by Georgl Takev and Kamen
Manev respectively, and David Kilgour by David Fuller.

Un 24.09.2008 David Fuller was replaced by Steven Fraser, and on 28122008 lhiana Tsanova
replaced Henry Russel.

Marion Price, Henry Russel, Teslie Bell, Steven Fraser, David Fuller, David Kilgour and Iliana
I'sanova took up positions as directors over the vear and did nol receive remuneration [rom Sotiyska
Voda AD.

No one from the above members has ever had sharcs or options for shares in Sofiyska Voda AD.

Regarding the information required as per art.187, (d} of the Commercial Act, the Company has
not transferred or acquired own sharcs over the reporting 2007.
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RELATED PARTILES

The Company has a related party relationship with its parent company — United Utilities TIT
(Sofia) BV, which owns 77,10% of the company shares, as well as with the other companies of the
economic group. The amount of the transactions and the sum of the receivables and debis to the
related parties are announced in note 26 to the separate financial statements of the Company for 2008

FORECAST FOR 2009 AND BUSINESS PLAN FOR. 200v - 2013,

In Company's Budget for 2009, BGN 47.5 million investments were provided for, and their
inipiemeniation is an inporiaui prerequisiic for ihe achievement of the key performance indicators
[ixed in the Business Plan for the second regulatory period. The expected financial result before
depreciation, interest and tax expenses as at the end of 2009 is BGN 52,5 million.

On 09.10.2008 the SCEWR approved the five-year Business Plan, and according to it the
Company intends to make investments at the amount of BGIN 240 million, With the Decision of the
Commission dated 22.12.2008 the price of BGN 1.168 /without VAT/, proposed by the Company,
was approved and it will allow the implementation of its investment plan in 2009. The Business Plan
investrenls are going to be fnanced through borrowings from the EBRD amounting to BGN 44 8
million and own funds amounting t© BGN 195,2 million.

The prices for water supply and sewerage services for 2000 were fixed in compliance with the
Regulations for price determination of the water supply and sewerage serviecs through upper price
limit. The revenue expected for 2009 is in the amount of BGN 117,6 miflion, which is about 199
more than the revenue in 2008,

It is necessary o highlight that the proposad investment programme for the second regulatory
period, amounting lo BGN 240 million, can be implemented by Sofiyska Voda AD only if the
Company receive the funds from the EBRD of BGN 44.8 million for the period 2009 — 2010 and
oblains the planned actual increase of the price of the combined service for 2010 - 2013, as proposed
in the approved business plan.
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