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INFORMATION
ON THE COMPANY

Company Joint Stock Company (JSC) “Conexus Baltic Grid”

Registration number 40203041605

LEI code 485100YDVPOE8SGT6PJ90

Date and place of registration 2 January 2017, Riga

Address Stigu Street 14, Riga, LV-1021, Latvia
www.conexus.lv

Major shareholders JSC ,Augstsprieguma tikls” (68.46%)

“MM Infrastructure Investments Europe Limited” (29.06 %)
Financial statements period 1 January 2020 - 31 December 2020

Joint stock company (JSC) Conexus Baltic Grid (hereinafter — Company
or Conexus) is a unified natural gas transmission and storage operator
in Latvia who manages one of the most modern natural gas storage
facilities in Europe — InCukalns Underground Gas Storage (hereinafter
— InCukalns UGS, IUGS or storage facility) and main natural gas trans-
mission system, which directly connects the Latvian natural gas market
with Lithuania, Estonia and Russia.

The natural gas transmission and storage services provided by Conexus are
regulated by the Public Utilities Commission (hereinafter - PUC, Regulator).

Conexus is an independent unified natural gas transmission and sto-
rage operator who takes care for the sustainability and security of in-
frastructure, high quality of services, that provides economic value to
customers and the public at large.

Conexus is a socially responsible Company that through added econo-
mic value ensures the overall development of the industry, employee
growth, sustainable employment, at the same time taking care of mini-
mum environmental impact of technological processes.
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WHO DO WE WANT TO BE?
Vision
To become the most

- . reliable energy source
Mission

in the region.

WHY DO WE EXIST?

To promote sustainable
energy market in the region,
_ offering reliable operation of
e natural gas transmission and
storag e system.

WHAT IS IMPORTANT TO US?

Values

Secure operation Professional
of the system and united team

Flexibility and openness Sustainable
through competent solutions development



Conexus targets

The principal medium-term (2019-2023) targets of Conexus are rela-
ted to three areas: market development, infrastructure provision and
development of operations. The strategic targets have been set in ac-
cordance with the values, vision, and mission of Conexus: to promote
sustainable operation of energy market in the region, ensure reliab-
le operation of natural gas transmission and storage system.

Development of regional
natural gas market to
achieve sustainable
operation of Incukalns
UGS in market conditions

Provide safe, accessible
and marked-based
infrastructure

Implement sustainable
management of the
working capacity of internal
and external resources

Along with the strategic targets,
Conexus has defined three deve-
lopmentguidelinesthatrunthrou-
gh all planned medium-term ac-
tivities, supplement the strategic
targets set and contribute to their
implementation.

COOPERATION WITH OTHER
REGIONAL TSOs

In the medium term, Conexus
plans to facilate cooperation with
other TSOs in the region by coor-
dinating operational cooperation
and introducing a periodic ben-

chmarking system with other re-
gional TSOs

DIGLTISATION

Conexus will focus on modernisa-
tion and development of techno-
logiesas wellas centralized asset,
personnel and financial mana-
gement and implementation of
effective resource management

CONEXUS -

ENERGY PROVIDER

To become the mostreliable ener-
gy source in the region and gra-
dually introduce services not only
for natural gas users, but also for
eletricity users.



The Council

The Council of Conexus represents Term of office from 12 May 2021 until 11 May 2024
interests of the shareholders between
the shareholders’ meetings and
monitors the operation of Conexus
Board. The operating principles
and main obligations of the Councll
of Conexus are prescribed by the =0 eril2020)
Statutesand Regulationofthe Council.

The tasks and responsibilities of the ‘

Council of Conexus are regulated by ILMARS éNUCINS TOMOHIDE GOTO TAKUMI SASAKI VIKTORS SENTUHOVSKIS
laws and regu|gtiong_ Chairman of the Council Vice-Chairman Member of the Council Member of the Council

; of the Council
During the reporting period, seve- !ﬂ
ral changes have taken place in the Y

(Padome no
2021. gada
12. majs)

(in Council from (Padome no
2021. gada

12. majs)

(in Council
from 3 January
2018)

composition of the Council. . = - $
I (in Council _ (in Council o (in Council
from 30 X from 30 — from 30
April 2020) L\ April 2020) April 2020)
ILZE ALEKSANDROVICA ZANE ABOLINA NORMUNDS SUKSTS
Member of the Council Member of the Council Member of the Council

Term of office from 30 April 2020 until 12 May 2021

ILMARS éNUCINS TOMOHIDE GOTO IPPEI KOJIMA JUN MATSUMOTO
Chairman of the Council Vice-Chairman of the Council Member of the Council Member of the Council
1£'r2r$10§j Tgri:uory 2018) g?o?noggc,gpril 2020) (;?o(;woggc,iél\pril 2020) 1£Irgr(rz10;(? CA”prn 2020)
ILZE ALEKSANDROVICA ZANE ABOLINA NORMUNDS SUKSTS
Member of the Council Member of the Council Member of the Council

(in Council (in Council (in Council
from 30 April 2020) from 30 April 2020) from 30 April 2020)
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JOINT-STOCK COMPANY
“CONEXUS BALTIC GRID”
CHAIRMAN OF THE BOARD

Born on 29 April 1965

valde@conexus.lv

Term of office: 16.11.2020 - 15.11.2023

Does not own shares in JSC "Conexus Baltic Grid”

GINTS
FREIBERGS

JOINT-STOCK COMPANY
“CONEXUS BALTIC GRID”
MEMBER OF THE BOARD

Born on 23 August 1959

valde@conexus.lv

Term of office: 01.01.2021 - 31.12.2023

Owns 416 shares in JSC “Conexus Baltic Grid”

MARTINS
GODE

JOINT-STOCK COMPANY
“CONEXUS BALTIC GRID”
MEMBER OF THE BOARD

Born on 17 August 1976

valde@conexus.lv

Term of office: 01.01.2021 - 31.12.2023

Does not own shares in JSC “Conexus Baltic Grid”



Shareholders

Conexus is a closed-emission joint stock company with 100% registered shares.
The total number of sharesis 39 786 089, with a nominal value of EUR 1.00. The
total number of shareholders exceeds 4.8 thousand. 97.52% of the total number

of shares belong to two largest shareholders.

JSC ,AUGSTSPRIEGUMA TIKLS” \_  68.46%

MM INFRASTRUCTURE N 290 .06%

INVESTMENTS EUROPE LIMITED

OTHER SHAREHOLDERS N 2.48%




MANAGEMENT REPORT

Main activities

Total volume of natural gas 47%
higher than prior year

Conexus successfully adapted its activities to the emergency condi-
tions created by Covid-19 virus, thanks to the digitalisation activities
carried out in recent years. Despite the difficult conditions at global
and national level, the Company was able to ensure safe operation
of infrastructure and access to natural gas transmission and storage
services. Thus, the emergency situation related to Covid-19 did not
significantly affect the Company’s operational and financial results.

During the first 3 months of 2021, Conexus provided safe and unin-
terrupted natural gas supply for the consumption of Latvia, Lithuania,
Estonia, Finland and Russia. Total volume of gas transmitted reached
12.2 TWh, which is 47% more than in prior year. Volume withdrawn
from InCukalns UGS reached 11.5 TWh, which is 63% more than the
year before. 46% of the withdrawn gas volume fulfilled the needs of
Latvia’s consumers — natural gas for consumption in Latvia reached
.3 TWh (42% more than in prior year). The natural gas transmit-
ted for Lithuania’s consumption during the reporting period increased
more than twice, reaching 2.4 TWh. In accordance with information
of Klaipeda oil terminal tankers’ schedule, at the end of January one

gas delivery was cancelled and the required gas volume was provi-
ded using Incukalns UGS. During the first 3 months, 2.7 TWh (22%)

were transmitted for consumption of Finland, which is on the same
level as in prior year’s respective period.

Transmitted gas, T\Wh

V'S

12.2

3M
2018

3M
2017~

2019

. Gas transmitted for Latvian
consumption

— Total gas transmitted

*04.01.2017-31.03.202




Financial indicators are positively
affected by the cold winter

During the first 3 months of 2021, the Company’s financial results
were positively affected by the increase of demand for gas for natio-
nal consumption, attributed to the cold weather in the winter months.
The net turnover in the reporting period was 18 b61 thousand EUR,
which is 15% more than in prior year’s respective period.

The Company’s EBITDA during the reporting period increased by 42%
in comparison to the respective period of 2020, reaching 13 232 thou-
sand EUR. EBITDA was positively affected by the portion of auction
expenses in relation to ensuring the natural gas supply, attributable
to the first quarter of 2021, which were significantly lower (by 1 914
thousand EUR). The lower auction expenses and increase of volume
of transmitted gas improved Transmission segment’s EBITDA by 5.2

million EUR in comparison to the respective period of 2020.
EBITDA, 000 EUR
1 — 13 232
9324 1279
5 187
EBITDA Transmission Storage EBITDA
(3M 2020) (3M 2021)

The decrease of Storage segment’s revenue and as a result—EBITDA
is mainly related to the different choice of product reservations by the
market participants — during the storage cycle 2019/2020 the Mar-
ket product reservations were 4.2 TWh, whereas during 2020/2021
storage cycle the Market product amounted to only 0.005 TWh.
Nevertheless, the allowed revenue approved by PUC was reached
during 2019/2020 and 2020/2021 storage cycles.

During the reporting period, the Company’s net profit was 8 796 thou-
sand EUR, which is 3 700 thousand EUR higher than in the respective
period of prior year.

EUR'O00 EUR'0O00

Net turnover 18 561 16 196 2 365 15%
EBITDA 13232 9324 3908 42%
Net profit 8 796 5096 3700 73%
Segment assets 484 214 362574 121640 34%
Investments made 3911 1791 2120 118%
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Financing and liquidity

The financial assets at the Company’s disposal are sufficient to meet
the Company’sneeds. Asat 31 March 2021, the Company’s borrowing
is 20 848 thousand EUR at an interest rate of 0.41% + 6-month EU-
RIBOR, with maturity on 28 March 2023.

On 29 March 2021 an overdraft agreement was concluded with an
available limit of 25 million EUR expiring on 29 March 2022.

As at 31 March 2021 the Company has available, but not used, long-
term loans in total amount of 60 million EUR.

All financial covenants set in the Company’s loan agreement have
been complied with during the reporting period.

EBITDA profitability 71% 58%
Net profitability 47% 31%
Return on equity ratio (ROE) 2.1% 1.6%
Net debt to EBITDA ratio (< 2) 85% 88%
Debt-Service Coverage Ratio (DSCR) (>1.2) 0.45 0.52
Saistibu apkalposanas koeficients (DSCR) (>1.2) 8.93 9.12

New storage tariffs for the next five

years

On 1 March 2021, PUC approved new storage service tariffs, which
will come into force on 1 May 2021 and are intended for a regulative
period of b years (from 1 May 2021 until 30 April 2026). Such period
allows to equalize the future revenue over the whole regulative period
and provides stability and predictability for market participants. The
PUC'’s decision determines several tariff periods, at the same time
the Company was granted a permission by PUC council decision No
“1/15 Natural gas storage system service tariff calculation methodo-
logy” dated 8 October 2020, to determine storage service tariffs for
each tariff period independently, if in accordance with the Methodo-
logy the planned revenue required adjustments.

Tariff values (excluding VAT) set for the 2021/2022 storage cycle,
effective from 1 May 2021:

' One-year bundled capacity product tariff 1.02260 EUR/MWHh;

' Two-year bundled capacity product tariff 1.08650 EUR/MWHh - for
one year period (01.05.2021.-30.04.2022);

é Interruptible capacity product tariff 0.81470 EUR/MWh;




¢ Stock transfer product tariff 1.77960 EUR/MWHh;
¢ Virtual reverse flow product tariff 0.34710 EUR/MWHh;

f The tariff of the two-year bundled unit capacity product booked in
2020/2021 storage cycle, does not change — 2.84741 EUR/MWh for
two periods until 30 April 2022.

The high interest in participation
in the first Incukalns UGS capacity
auction signifies the necessity for
this capacity reservation tool

¢ The demanded capacity almost twice exceeded the maximum avai-
lable capacity.

Along with the approval of new storage tariffs for the next five years,
an auction principle for capacity reservations has been introduced,
which was a necessary solution to ensure transparency of capacity
reservations for market participants. The auction mechanism is a wi-
dely used solution in Europe, and has showed its efficiency, at the

same time enabling the Company as the service provider to ensure
transparent usage of the storage for market participants. First Incu-
kals UGS capacity auctions took place on 15 March, as a result sys-
tem users were granted 12.9 TWh - 10.9 TWh for one year bundled
capacity product of 2021/2022 storage cycle and 2 TWh for two year
bundled capacity product of 2021/2023 storage cycle.

* Total requested amount of InCukalns UGS one year bundled capacity
product was 19.8 TWh which is 1.8 times more than maximum avai-
lable amount within one year bundled capacity product;

f Total requested amount of Incukalns UGS two year bundled capacity
product was 5.7 TWh which is 2.8 times more than maximum avai-
lable amount within two year bundled capacity product;

' Premium applicable to one year bundled capacity product volume
allocated to system users is 0.31 EUR/MWh, whereas premium ap-
plicable to two year bundled capacity product volume is 0.72 EUR/
MWh;

¢ PUC has published a consultation document on their website on 25
March 2021 regarding amendments to the Incukalns UGS usage re-
gulations, specifying the conditions related to organisation of InCu-
kalns UGS capacity auctions. To ensure maximum possible volume of
natural gas stored in Incukalns UGS, itis intended to increase number
of reservation auctions. Changes are planned to be introduced star-
ting from 2022/2023 storage cycle.




Implementation of European Legal events

common Interest prOJeCtS On 18 September 2018 Conexus filed an application to the District
administrative court against the decision No. 69 of the Regulator cou-

InCukalns UGS modernisation project and enhancement of Lat- ncil “On JSC “Conexus Baltic Grid” natural gas transmission system
via-Lithuania interconnection (ELLI) - is actively continued during tariffs” dated 18 June 2018, in relation to expenses not being included
2021, planning to invest 16 million EUR in these projects during 2021. in the transmission system tariff project and issuance of a new ad-
Total planned investments are 93.5 million EUR, and for this purpose ministrative act, intending to include the excluded expenses in tariff
on 26 February 2021 a loan agreement was concluded with Nordic project in the next period. With the decision of the District administra-
Investment Bank for 30 million EUR with a term until 4 March 2038. tive dated on 7 April 2020 the application was rejected. Conexus su-

bmitted an appeal in cassation to the Department of Administrative
Cases of the Senate on /7 May 2020 and the cassation proceedings
have been initiated, but the date of the hearing is not known at this
time;

During the reporting period, investments were made in amount of 3.9
million EUR, 58% of which were as part of European common interest
projects.

. . h On 28 September 2020 Conexus filed an application to the Admi-
IntereSt N Conexus Services nads nistrative District Court regarding cancellation of the PUC Council’s

- decision No 109 dated 20 Auqgust 2020 on the capital rate of return
increased ) P

for the calculation of the tariff project for natural gas transmission
During the reporting period, several new transmission, storage and system, natural gas distribution system and natural gas storage ser-
balancing system users have started operating, including from Fin-

vices. The first hearing was held on 29 April 2021, the next hearing is
land scheduled for 27 May 2021.



Main financial indicators

Financial Operating

Financial

indicators

indicators

coefficients

Transmitted natural gas TWh 5.7 8.2 /7.1 8.3 12.2 3.9

B(étcsll amount of natural gas stored in Incukalns TWh 48 39 37 g 7 56 (3.1)

Natural gas for consumption in Latvia TWh 5.4 6.2 5.1 3.7 5.3 1.6

Volume of natural gas withdrawn from UGS TWh h.7 /.9 0.4 /.1 11.5 4.5

Net turnover "000 EUR 13674 20 654 17 766 16 196 18561 2365

EBITDA "000 EUR 10672 13 267 10 384 9324 13232 3908

Net profit "000 EUR 4 555 9091 © 337 5096 8796/ 3700

Segment assets "000 EUR 358 920 367 605 360 435 362574 484 214 121 640

RAB, approved* "000 EUR 232 861 331 460 324 396 322 444 322 444 0
Investments "000 EUR 260 836 963 1791 3911 2120
Depreciation "000 EUR 5 283 4126 4 005 4189 4 391 202

EBITDA profitability % 78% 64% 58% 58% 71% 14%

Net profitability % 33% 44% 36% 31% 47% 16%

Return on equity ratio (ROE) % 1.6% 2.8% 2.0% 1.6% 2.1% 0.5%
Shareholders’ equity ratio™* % 77% 87% 88% 88% 85% -3%

Net debt to EBITDA ratio*** coef. 1.59 0.32 1.01 0.52 0.45 (0.07)
Debt-Service Coverage Ratio (DSCR)**** coef. - /.44 /.09 9.12 8.93 (0.19) -2%
Average number of employees number 328 329 327 330 335 5 2%
Total length of main gas pipelines km 1188 1188 1188 1188 1188 - 0%
*In 2017 RAB value is according to approved tariffs

Financial covenants:

e e e

****Debt-Service Coverage Ratio (DSCR) >1.2
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Business of the Company is organized in two segments: transmission
and storage of natural gas. This division is based on internal organi-
zational structure of the Company, which serves as a basis for regular
supervision of its business results, for making decisions on assignment
of resources to segments, and for assessing the Company’s operating
performance. Information in the operating segments matches the in-
formation used by the persons responsible for taking operational de-
cisions.

Transmission

Conexus is the only natural gas transmission and storage operator
in Latvia, which ensures the maintenance and safe and continuous
operation of the natural gas transmission system, and the intercon-
nections with the transmission systems of other countries, enabling
traders to use the natural gas transmission system for the trading of
natural gas.

The main natural gas transmission system is 1 188 km long and is di-
rectly connected to the natural gas transmission systems of Lithuania,
Estonia and Russia, ensuring both the transmission of natural gas in
regional gas pipelines in the territory of Latvia and interconnections
with the natural gas transmission systems of neighbouring countries:

the diameter of international gas pipelines of the transmission
network of natural gas transmission system in Latvia is 720 mm
with the operating pressure between 28 and 40 bars;

the diameter of regional gas pipelines is between 400 mm and
530 mm with the operating pressure up to 30 bars;

A virtual exit point is provided for the supplies of natural gas to
Latvian users, which compiles all technically feasible exits in the
territory of Latvia. To transport the natural gas to the local distri-
bution system in Latvia, 40 gas adjustment stations are used.

3% of Conexus assets are attributed to Transmission segment, and
also in terms of revenue and EBITDA it is the largest. During the first
3 months of 2021, transmission revenue was positively affected by
the actual air temperatures, which were lower than in the comparati-
ve months of 2020. As a result, the total demand for gas for heating
purposes was higher than in the respective period of prior year.

TEMRERATURE A omperature. below norm
January 2020 +3.1°C (+8.4 °C)
February 2020 +2.2 °C (+7/.1°C)
March 2020 +2.9 °C (+4.2 °C)
January 2021 -3.1°C (+2.2 °C)
February 2021 -5.2 °C (-0.3 °C)
March 2021 +1.3°C (+2.2 °C)

During the first three months of 2021, the total volume of transmitted
gas reached 12.2 TWh, 4/% increase versus the respective period of
prior year. During the reporting period the volume of gas transmitted
for consumption in Latvia increased by 42%, reaching 43% of the to-
tal transmitted volume, more than twice increased the volume of gas
transmitted for consumption in Lithuania.

15



The revenue of the transmission segment during the reporting period : "-' \ 4 | :
was 13 million EUR and EBITDA reached 9.9 million EUR, represen- |

ting /5% of the Company’s total EBITDA. Net profit of the transmis- EUR'000 EUR’000 _
sion segment _Gmount_ed to 7.3 million EUR (234% more than in the Net sales 13 038 9787 3251 33% \
respective period of prior year). | .
EBITDA 9 860 46/3 5187 111% i L
Transmission segment revenue, ‘000 EUR Segment Net Profit 7301 2185 5116 234% @i |
N Segment assets 230 094 176 691 53403 30% Kt e
2 736 631 13 038 Depreciation and mortisation 2 533 2 463 70 3% B
116 Investments made 1334 9472 392 42%
3787 Regulated asset base 171820 171820 - 0%
Natural gas for consumption in Latvia, T\Wh ®— 2020
} S
Revenue Weather  Revenue from exit [TC* revenue Revenue ©— 2021
(3M 2020) effect to Lithuania effect (3M2021) 2.0
*Inter TSO Compensation
1.9
Transmission segment EBITDA, 000 EUR
1.5
1914 134 9 860
3 251 1.0
4 673
0.5
, 0 >
EBITDA Revenue Auction Other EBITDA Jan  Feb Mar  Apr May Jun Jul Aug  Sep Oct  Nov Dec
(3M 2020) effect expenses (3M 2021)
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f The transmission segment’s assets at the end of the reporting period
amounted to 230 million EUR, which comprised 53% of the total as-
sets of the Company. During the reporting period, capital investments
were made in amount of 1.3 million EUR. Largest investments during
the 3 months of 2021

o Within the framework of the European project of common inte-
rest “Enhancement of Latvia -Lithuania Interconnection” (ELLI),
the Company invested a total of 1/1 thousand EUR in several
sub-projects during the 3 months of 2021.

o Transmission gas pipelines insulation repairs — 739 thousand EUR.

Storage

The natural gas storage segment provides the natural gas storage
required for the heating season and other needs of the system users
in the InCukalns UGS.

The storage segmentrevenue during the reporting period was 5.5 mil-
lion EUR (14% less than in the respective period of last year, which is
related to the types of products reserved). The revenue level allowed
to reach EBITDA of 3.4 million EUR and 1.5 million EUR net profit.

EUR'0O00 EUR'000

Net sales 5523 6 409 (886) -14%
EBITDA 3372 4651 (1279 -28%
Segment Net Profit 1 495 2911 (1416) -49%
Segment assets 207 365 162662 44703 27/%
oepreciation and 1 858 1726 132 8%
Investments made 2577 849 1728 204%
Regulated asset base 150 624 150 624 - 0%

Storage segment’s assets at the end of the reporting period amoun-
ted to 207 million EUR, which comprised 47% of the total assets of the
Company. During the first 3 months of 2021, capital investments were
made in amount of 2.6 million EUR, which was 1.7 million EUR more
than in prior year. Largest investments (reconstruction of bores, 2 mil-
lion EUR) were made within the framework of the European major pro-
ject of common interest PCI 8.2.4. “Enhancement of Incukalns UGS".




bundled capacity product, which ir 7.7 times less than the maximum
available capacity within the bundled capacity product.

Subsequent events

* On 1 April, Operator’s report regarding conformity to certification

_ , _ * In May 2021 for the fourth time Conexus arranged an auction regar-
requirements in 2020 was submitted to PUC.

ding the storage of active natural gas volume and availability there-
of in InCukalns UGS during the season 2021/2022 which is required
to ensure the Latvian natural gas supply during an energy crisis or
in case of national threats. In accordance with Cabinet Regulations
“Procedure for supply of energy users and fuel selling in case of an

f In April, a financial guarantee agreement in amount of 16.2 million
EUR was concluded with OP Corporate Bank plc Latvia, in relation to
the Poland-Lithuania interconnection (GIPL) project agreement.

¢ Dividend disbursement from previous years' retained earnings in announced energy crisis and national threats”, Conexus must ensure
amount of 85 142 thousand EUR (2.14 EUR per share) was appro- that 3 160 megawatt hours (MWh) of active natural gas is stored in
ved on Shareholders’ meeting on 12 May. Dividends are to be paid InCukalns UGS from the beginning of withdrawal season to March 1,
outon 11 June. 2022.

f On 6 May 2021, Incukalns UGS one year bundled capacity product
auction took place, as a result 0.7 TWh were allocated within the

ABBREVIATIONS AND FORMULAS:

MWh megawatt-hours

TWh terawatt-hours

EUR/MWh/d/g Euro for megawatt-hour per day/ per year

EBITDA earnings before interest, taxation, depreciation & amortisation
RAB requlated asset base

Net debt loans minus cash and cash equivalents

EBITDA profitability EBITDA/income

Net profitability net profit/income

Return on equity ratio (ROE) net profit (over the reporting period)/equity average value
Shareholders’ equity equity/total assets

Net debt to EBITDA ratio net debt/EBITDA (over 12 months period)




STATEMENT OF
THE BOARD’S
RESPONSIBILITY

The Board of the Company is responsible for preparing its financial statements.

The unaudited financial statements of the Company for the 3 months period
ending 31 March 2021 were prepared in accordance with the International Fi-
nancial Reporting Standards as adopted by the European Union, providing true
and fair view of the financial position of the Company, its operational results
and cash flow.

e gy L

/
ULDIS BARISS GINTS FREIBERGS MARTINé GODE
Chairman of the Board Member of the Board Member of the Board

* This document is electronically signed with a secure electronic signature and contains a time-stamp
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FINANCIAL STATEMENTS

PROFIT OR LOSS STATEMENT

EUR
Revenue 1 18 560 523
Other income 2 209 958
Maintenance and operating 3 (1730 493)
costs
Personnel expenses 4 (2 926 883)
Other operating expenses 5 (881 287)
Profit before depreciation,
taxes and interest 13 231 818
payments
Depreciation, amortization
and impairment of property, 6,/ (4 391 062)
plant and equipment
Operating profit 8 840 756
Financial expenses, net 8 (44 414)
Profit before taxation 8 796 342
Corporate income tax -
Profit for the reporting 8 796 342

period

EUR
16 195979
160811

(3462 210)
(2924 513)

(646 390)

9323671

(4 189 191)

5134 480

(38 088)
5096 392

5096 392

STATEMENT OF OTHER
COMPREHENSIVE INCOME

EUR EUR

Profit for the reporting period 8 796 342 5 096 392

Other comprehensive income

Property, plant and equipment
revaluation

Remeasurement of post-employment
benefits due to changes in actuary’s - -
assumptions

Total comprehensive income 8 796 342 5 096 392

The accompanying notes on pages 21 to 36 form an integral part of these financial statements.

Y

N
S

ULDIS BARISS

Chairman of the Board

GINTS FREIBERGS

Member of the Board

MARTINS GODE

Member of the Board

* This document is electronically signed with a secure electronic signature and contains a time-stamp
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STATEMENT OF FINANSIAL POSITION

ASSETS EUR EUR
Non-current assets
Intangible assets 6 1820910 1872671
Property, plant and equipment / 423 895 821 424022779
Non-current prepaid costs 13 1184 241 1209 438
Right-of-use assets 9 480 401 503 584
Total non-current assets: 427 381 373 427 608 472
Current assets
Inventories 10 2 896 033 3021 003
Advances paid for inventories 3447 -
Receivables from contracts with customers 11 6 /24 848 6 855 249
Other receivables 12 101 581 93 002
Current prepaid costs 13 352 008 350 493
Cash and cash equivalents 46 /54 515 15163 736
Total current assets: 56 832 432 25 483 483
TOTAL ASSETS: 484 213 805 453 091 955
The accompanying notes on pages 21 to 36 form an integral part of these financial statements.
; - /
ULDIS BARISS GINTS FREIBERGS MARTINS GODE

Chairman of the Board Member of the Board Member of the Board

* This document is electronically signed with a secure electronic signature and contains a time-stamp



STATEMENT OF FINANSIAL POSITION (continued)

LIABILITIES AND SHAREHOLDERS' EQUITY EUR EUR
Shareholders’ equity:
Share capital 39 786 089 39 786 089
Treasury shares (34 67/8) (34 678)
Reserves 14 222792 219 224 758 592
Retained earnings 150 901 381 140 138 666
Retained earnings 142 105 039 127 026 860

Profit for the reporting period 8796 342 13111 806
Total shareholders' equity: 413 445 011 404 648 669
Non-current liabilities
Deferred income 15 10 697 359 10 /81 736
Employee benefit liabilities 1028 494 1028 494
Loans from credit institutions 16 15525173 -
Non-current lease liabilities 9 453 852 453 852
Total non-current liabilities: 27 704 878 12 264 082
Short-term liabilities
Borrowings 16 30322917 21875000
Accounts payable to suppliers and contractors 3682910 /637 032
Other liabilities 17 2012176 1787 955
Provisions and accrued liabilities 18 1849 002 2912784
Deferred income 15 4 546 045 1252930
Customer advances 616 566 653 285
Current lease liabilities 9 34 300 60 218
Total current liabilities: 43 063 916 36 179 204
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY 484 213 805 453 091 955
The accompanying notes on pages 21 to 36 form an integral part of these financial statements.
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STATEMENT OF CHANGES IN EQUITY

EUR EUR EUR EUR EUR
As at 1 January 2020 39 786 089 (36 471) 140 629 827 135341 259 315720704
Dividends - 1793 - (16 312 297) (16 310 504)
Decrease of the revaluation reserve - - (7 997 898) / 997 898 -
Other comprehensive income:
Increase of the revaluation reserve - - 92 100 425 - 92 100 425
Other comprehensive income - - 26 238 - 26 238
Total other comprehensive income - - 92 126 663 - 92 126 663
Profit for the reporting year - - - 13111 806 13111 806
Total - 1739 84 128 765 4 797 407 88 927 965
As at 31 December 2020 39 786 089 (34 678) 224 758 592 140 138 666 404 648 669
Dividends - - - - -
Decrease of the revaluation reserve - - (1 966 37/3) 1996 373 -
Profit for the reporting period - - - 8 /796 342 8 /796 342
Total - - (1 966 373) 10762 715 8796 342
As at 31 March 2021 39 786 089 (34 678) 222 792 219 150 901 381 413 445 011

The accompanying notes on pages 21 to 36 form an integral part of these financial statements.
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Note 01.01.2021.-31.03.2021. 01.01.2020.-31.03.2020.
Cash flows from operating activities EUR EUR
Profit before taxes 8 796 342 5 096 392
Adjustments for:
- depreciation / 4 194 346 4 059 139
- amortization of intangible assets © 173 533 130 051
- loss/(gain) from disposals of property, plant and equipment 106 637 875
- amortization of the right of use assets 9 23 183 -
- change in provisions 18 90 000 -
- participation in the transnational cross-border project 25197 100 786
- amortization of EU co-financing 15 (84 377) (44 583)
- Interest expenses 43 813 37 620
Change in operating assets and liabilities:
- (increase)/decrease in debtors 120 308 (829 7106)
- (increase)/decrease in inventories 121 523 132979
- (decrease)/ increase in creditors (4 641 151) (3965 729)
Corporate income tax paid - -
Net cash flows from operating activities 8 969 354 4717 814
Cash flows from investing activities
Purchase of property, plant and equipment 7/ (4174 026) (1989 133)
Purchase of intangible assets §) (121 772) (/76 414)
Income from the sale of property, plant and equipment - 1025
Net cash flows from investing activities (4 295 798) (2 064 522)
Cash flows from financing activities
Interest paid (38 117) (37 620)
Received borrowings 16 25 000 000 -
Repayment of borrowings 16 (1026 910) (875 000)
EU co-financing received 15 3014 116 -
Lease payments 9 (31 614) (22 706)
Dividends paid (252) (1 425)
Net cash flows from financing activities 26917 223 (935 751)
Net cash flows 31590779 1716 541
Cash and cash equivalents at the beginning of the reporting period 15 163 736 21504 400
Cash and cash equivalents at the end of the reporting period 46 754 515 23 220941

The accompanying notes on pages 21 to 36 form an integral part of these financial statements.
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NOTES TO THE FINANCIAL
STATEMENTS

NOTES TO THE STATEMENT OF PROFIT OR LOSS
1. REVENUE

EUR EUR
Revenue from transmission services 13037 879 9 786 b5b3
Revenue from storage services bb22 644 6 409 426

18 560 523 16 195 979

All revenue is generated in Latvia.

2.0THER INCOME

EUR EUR
Net result from balancing 427 276 151 629
Income from EU financing 84 377 44 583
Other income (301 695) (35 401)

209 958 160 811




3.MAINTENANCE AND
OPERATING COSTS

Maintenance of transmission and storage
infrastructure

Cost of materials
Natural gas expenses
Maintenance of IT infrastructure

Maintenance of transport and machinery

EUR

1072974

159 433
263 916
162 615
/1555
1730 493

EUR

2973732

148 423
125729
158 632
55 700
3462 216

4. PERSONNEL EXPENSES

EUR EUR
Salary 2248575 2 243 459
Compulsory state social security contributions 554 053 540 403
Life, health and pension insurance 122 140 138 185
Other personnel costs 2115 2 466

2 926 883 2924 513

5.0THER OPERATING EXPENSES

EUR EUR

Taxes and duties™ 271532 271335
Office and other administrative costs 503118 374180
le\lsl’jillcc))risearfm disposals of property, plant and 106 637 q75
881 287 646 390

* Real estate tax, Natural resources tax, Public Utilities Commission fee, State and
municipal fees, Corporate income tax from theoretically distributed profit
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NOTES TO THE STATEMENT OF
FINANCIAL POSITION

6.INTANGIBLE ASSETS

Historical cost EUR EUR
Beginning of the period 7 705 353 6 988 487
Additions 121772 771934
Disposals - (55 068)
End of the period 7 827 125 7 705 353
Accumulated amortization

Beginning of the period 5832 682 5342742
Amortization for the reporting period 173 533 b44 726
Disposals - (54 /86)
End of the period 6 006 215 5 832 682
Balance as at 31.12.2020 1872671 1 645 745
Balance as at 31.03.2021 1820910 1872671




/.PROPERTY, PLANT AND EQUIPMENT

EUR EUR EUR EUR EUR EUR
Historical cost or revalued amount
31.12.2019 656 621 419 127 156 914 6 660 420 1404 727 4 657 656 796 501 136
Additions - 411689 825 755 - 19 857 622 21 095 066
Revaluated 108 395 378 2721464 69 399 - - 111 186 241
Reclassified 9939 154 1824 /764 - - (11 /63 918) -
Disposals (2 302 838) (1 195 494) (188 226) - - (3 686 558)
Transferred 37 — — 158 461 = 158 498
31.12.2020 772 653 150 130 919 337 7 367 348 1 563 188 12 751 360 925 254 383
Accumulated depreciation
31.12.2019 397 085 635 67 732 802 4 403 067 - - 469 221 504
Calculated 10 999 985 4603971 587 705 - - 16 191 661
Calculated accelerated depreciation 82 628 (309 297) 15 428 - - (211 241)
Revaluated 32 214 500 (13 169 683) 40 999 - - 19 085 816
Disposals (1 /791013) (1079 134) (185 989) - - (3 056 136)
31.12.2020 438 591 735 57 778 659 4 861 210 - - 501 231 604
Balance as at 31.12.2019 259 535 784 59 424 112 2 257 353 1404 727 4 657 656 327 279 631
Balance as at 31.12.2020 334 061 415 73 140 678 2 506 138 1 563 188 12 751 360 424 022 779
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/.PROPERTY, PLANT AND EQUIPMENT (continued)

EUR EUR EUR EUR EUR EUR
Historical cost or revalued amount
31.12.2020 772 653 150 130 919 337 7 367 348 1 563 188 12 751 360 925 254 383
Additions 36 404 23 697 88 616 - 4 025 309 4174026
Revaluated - - - - - -
Reclassified 1015 369 - - - (1 015 369) -
Disposals (185 508) (153 800) (60 714) - - (400 022)
Transferred - - - - - -
31.03.2021 773 519 415 130 789 234 7 395 250 1 563 188 15 761 300 929 028 387
Accumulated depreciation
31.12.2020 438 591 735 57 778 659 4 861 210 - - 501 231 604
Calculated 2818 167 1192 456 183 724 - - 4194 347
Calculated accelerated depreciation - - - - - -
Revaluated - - - - - -
Disposals (109 303) (124 464) (59 618) - - (293 385H)
Transferred - - - - - -
31.03.2021 441 300 599 58 846 651 4 985 316 - - 505 132 566
Balance as at 31.12.2020 334 061 415 73 140 678 2 506 138 1 563 188 12 751 360 424 022 779
Balance as at 31.03.2021 332218 816 71942 583 2 409 934 1 563 188 15 761 300 423 895 821
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8. FINANCIAL EXPENSES

Interests paid
Asset lease interest expense

Other financial expenses

EUR
38117
5 696
600
44 413

EUR
37 620

468
38 088

10. INVENTORIES

Natural gas
Materials and spare parts

Write-off of inventory value to net realisable value

EUR

1 320 833
1 655 354
(80 154)
2 896 033

EUR
1477 709
1623 448

(80 154)
3021003

9. LEASE

Right-of-use assets
Opening balance
Recognised changes in lease contracts

Depreciation recognised in the statement of profit
or loss

Balance as at the end of the period
Lease liability

Opening balance

Recognised changes in lease contracts
Recognised decrease in lease liabilities
Recognised lease interest expense
Balance as at the end of the period
incl.

Non-current lease liabilities

Current lease liabilities

EUR

503 584

(23 183)

480 401

514 070
(31 614)

5 696
488 152

453 852
34 300

EUR

532 734
57 397

(86 547)

503 584

543 455
57 397
(111 718)
24936
514 070

453 852
00 218

Write-offs at the beginning of the period
Write-offs during period
Write-offs at the end of the period

EUR
(80 154)

(80 154)

EUR
(68 339)
(11 815)
(80 154)

11. RECEIVABLES FROM CONTRACTS

WITH CUSTOMERS

Receivables for natural gas transporting
Receivables for natural gas storage
Receivables for balancing operations

Receivables for penalties

Incl. Accrued income
For natural gas transporting
For natural gas storage

For balancing operations

EUR

4473745
2009978

240 196
929

6724 848

2447 769
1571515

651 319

4 670 603

EUR
4625 819
2009978

218 523

929

6 855 249

2 335 550
1571515

111 273
4 018 338
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12. OTHER RECEIVABLES

EUR EUR EUR EUR

Other receivables
Other prepaid expenses

Advances to the SRS deposited funds account

/5 143
25 589
849
101 581

/5 445
16 708

849
93 002

13. PREPAID EXPENSES

EUR EUR

Non-current part

Participation in the transnational cross-border
project

Total non-current part
Current part

Participation in the transnational cross-border
project

IT expenses

Insurance expenses
Transport expenses
Other prepaid expenses
Total current part

Total prepaid expenses

1184 241

1184 241

100 786

129 643
04 167
13 487
43 925

352 008

1 536 249

1209 438

1 209 438

100 786

162 095
06 b37/

11 408
9667/
350 493
1 559 931

14. RESERVES

Property, plant and equipment revaluation

ecerve 197 816 883
Post-employment benefit revaluation reserve 328076
Reorganisation reserve 24 647 260

222 792 219

199 /83 256

328 076

24 647 260
224 758 592

15. DEFERRED INCOME

EUR
Non-current part 10697 369
Current part (EU co-financing) 3363881
Current part (contract liabilities) 1182 164

EUR
10781736
349 765
903 165

15 243 404 12 034 666

EUR
Opening balance 12 034 666
EU co-financing received 3014 116
Recognized contract liabilities 278999
(Tsrsgice;[reeg)to revenue for the period 84 377)
Transferred to future periods 15 243 404

EUR
11432471

903 165
(300 970)

12 034 666
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16. BORROWINGS

EUR

Borrowings from credit institutions 15525173
Short-term loans from credit institutions 30322917
45 848 090

EUR

21 875000
21 875 000

As at 31 March 2021, the Company’s borrowings amounted to EUR
20.8 million with maturity on 28 March 2023. The weighted average
interest rate during the reporting period was 0.6% (in 2020: 0.6%).

As at 31 March 2021, the Company’s used overdraft amounted to EUR
25 million (as at 31 December 2020: EUR 0). Overdraft agreement’s
term is 29 March 2022, available credit limit is EUR 25 million.

Aa at 31 March 2021, the Company has unused long-term loan com-
mitments in amount of EUR 60 million (as at 31 December 2020: EUR
0). All loans are in EUR currency and are not secured by collateral.

17. OTHER LIABILITIES

Value added tax

Staff remuneration

Social contributions

Dividends undistributed from prior years
Other non-current liabilities

Personal income tax

Natural resources tax

Corporate income tax from theoretically
distributed profit

Real estate tax

EUR
686 079
398 276
361529
190 103
149 115
194 972

3590

350

28 612

2012 176

EUR
611961
382 599
267 146
190 355
157 741
131 367

43 237

3539

10

1787 955

18. PROVISIONS AND ACCRUED
LIABILITIES

Provisions for annual performance bonuses
Accruals for gas losses in collector layer

Accrued liabilities for unreceived invoices
Accrued unused vacation costs

Accrued liabilities for annual audit

EUR
1216599
90 000
15257

b16 421

10 725
1 849 002

EUR

1739251

040972
blo 421
16 140

2912784
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The principles and guidelines for general management of financial
risks are set out in the Company’s financial risk management policy.
Financial risk management is ensured by the Member of the Board
responsible for the financial area.

Company is exposed to the following financial risks: capital risk, inte-
rest rate risk, currency risk, credit risk and liquidity risk.

The Company’s financial assets include receivables from contracts
with customers, other debtors, cash and cash equivalents.

Liquidity risk is associated with ability of the Company to settle its obli-
gations within agreed terms. Company follows prudent liquidity risk ma-
nagement when estimated annual, quarterly and monthly cash flows to
ensure appropriate amount of funds necessary for operating activities. If
necessary, Company can leverage short-term credit lines if needed. The
liquidity reserves of the Company are made of the Company’s own cash

and cash equivalents and credit lines granted by credit institutions.

Interest rate risk arises from the use of borrowed cash resources to
ensure liquidity. Company uses general borrowing to finance its ope-
rations.

The Company is exposed to interest rate risk as the borrowing has
variable interest rates. The Company’s financial risk management
policy stipulates that the interest rate of the largest portion of the
borrowing is variable.

As all financial assets ad liabilities are accounted for at the amortised
cost, the Company is not exposed to the fair value interest rate risk.

The Company is exposed to credit risk, i.e., in case the counterparty
fails to fulfil its contractual obligations, losses will incur. Credit risk is
derived from cash and cash equivalents and from overdue accounts
receivable.

To restrict credit risk, the Company uses security deposits. As the end
of reporting period the Company was not subject to significant credit
risk related to its debtors as there were no overdue debts and all tra-
de receivables were collected during April 2021.

The Company’s objectives when managing capital risk are to safe-
guard the Company’s ability to continue as a going concern, maintain
an optimal structure to reduce the cost of capital. The Company per-
forms management of the capital, based on the proportion of bor-
rowed capital against total capital. Adequacy ratio of the sharehol-
ders’ equity is calculated as the ratio of Conexus’s total liabilities to its
total capital.

The Conexus policy is focused on operating transactions, assets or
liabilities in the functional currency of the Company, which is the euro.
Foreign currency risk is considered to be low. The Company does not
hold any balances in foreign currencies.
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The unaudited financial statements of Company are prepared in ac-
cordance with the International Financial Reporting Standards (IFRS)
as adopted by the European Union. The financial statements cover
the period from 1 January 2021 to 31 March 2021.

The financial statements were prepared on a going concern basis.
Assets and liabilities in the financial statements are measured on the
historical cost basis, and items of property, plant and equipment are
remeasured to fair value. The cash flow statement has been prepared
in accordance with the indirect method. Financial indicators in the fi-
nancial statements of the Company are reported in thousands of the
EUR, unless stated otherwise.

In preparing the financial statements of Company in accordance with
IFRS, balances of financial statements items are measured possibly
accurately, based on management information on current events and
activities, in line with the assumptions and estimates.

The basic accounting and accounting valuation principles set out In
this section have been applied consistently throughout the reporting
period.

The items in the financial statements are expressed in Euro, which is
the functional currency of the economic activity environment of the
Company and official currency in the Republic of Latvia.

All transactions in foreign currencies are translated into euro at the
exchange rate of the European Central Bank on the day of the re-
levant transactions. All monetary assets and liabilities denominated
in foreign currencies are revalued to EUR according to the exchange
rate on the last day of the reporting year. Gains or losses from the
revaluation of foreign currencies are recognized in the profit and loss
statement of the respective period.

The financial statements are prepared in accordance with IFRS, using
significant management estimates and judgements. Judgements and
accounting estimates affect the amounts of assets and liabilities at
the balance sheet date and the amount of income and expenses for
the reporting period. It should be noted that actual results may differ
from the estimates and assumptions for the outcome of future events.

The management has determined the following areas of financial sta-
tements requiring significant estimates or judgements: estimation of
the frequency of revaluation of property, plant and equipment, deter-
mining the replacement value of property, plant and equipment subject
to revaluation and estimation of the remaining useful life of property,
plant and equipment.

Amortisation of intangible assets and depreciation of property, plant
and equipment are determined on the basis of approved useful lives,
based on prior experience and industry practices. During revaluation
process, the remaining useful live of revalued asset is estimated and
usually — prolonged as compared to the previous estimate, as a result
of technological improvements.

Recognised as intangible assets are identifiable non-monetary assets
without physical substance that are used for the provision of services
or for operating purposes. Intangible assets of Company mainly con-
sist of so ware licenses and patents.

Amortisation of intangible assets is calculated on a straight-line ba-
sis over its estimated useful life. The average useful life of intangible
assets is b years.
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Property, plant and equipment are tangible assets held for using in
more than one period in supply of goods and in providing services or for
operating purposes. Company' s main fixed asset groups are buildings
and structures, transmission gas pipelines and associated machinery
and equipment, as well as structures, equipment and machinery of In-
Cukalns underground gas storage facility.

The Company’s buildings and constructions and equipment and mac-
hinery are stated at revalued amount. Revaluation shall be made with
sufficient regularity to ensure the carrying amount does not materially
differ from that which would be determined using fair value at the end
of the reporting period. All other property, plant and equipment groups
(including land, cushion gas, line fill and emergency reserve of spare
parts) are stated at historical cost.

An asset is recognized when there is a high probability that future
economic benefits associated with this asset will be received and the
cost of an asset can be measured reliably. In the financial statements,
property, plant and equipment are stated net of accumulated depre-
ciation and write-offs of impairment.

Assets in the process of construction, assembly or installation, but not
yet ready for the intended use or are classified under Assets under
construction. Subsequent costs are included in the asset's carrying
amount based on asset recognition criteria. Current repair and main-
tenance costs are charged to the profit or loss statement as incurred.

Revaluation gain is included in Reserves under equity. Revaluation re-
serveisreduced if the revalued assetis disposed of, eliminated oranin-
crease in value is no longer warranted according to the management’s
assessment. Revaluation surplus of written-off PPEs is transferred to
the retained earnings under equity. During the useful life of the revalu-
ed within each reporting period, part of the revaluation reserve calcu-
lated as the difference between depreciation of the carrying amount
of the revalued asset and depreciation of the from the initial cost value
are recognised as accumulated profits under equity.

From the date when the asset is ready for its intended use, it is depre-
ciated and its value is gradually written off during useful life up to the
estimated residual value. No depreciation is calculated on land, pre-
payments for PPE, assets under construction, emergency reserve of
spare parts as well as cushion gas and line fill.

In the event that the book value of an asset is higher than its reco-
verable amount, the value of the respective PPE is immediate written
down to its recoverable amount.

Gains or losses on disposals are determined by calculating the car-
rying amount of PPE and proceeds from the sale of PPE. On disposal
of revalued asset, the amount included in the revaluation reserve is
transferred to retained earnings under equity.

Property, plant and equipment are subject to depreciation on a
straight-line basis over the following useful lives:

Type of PPE Estimated useful life in years
Buildings 20-100
Engineering structures 20-6b
Equipment and machinery H-35
Other PPE 3-15

Upon adoption of IFRS 16 in the reporting period the Company recog-
nised right-of-use assets for property (land) and office space leased
by the Company in the ordinary course of business.

Initially right-of-use assets are measured at the present value of out-
standing lease payments at the date of recognition. Lease payments
are discounted using WACC set for the Company.
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Subsequent to initial recognition, right-of-use assets are measured
at cost. Under the cost model, right-of-use assets are measured at
cost net of accumulated amortisation and impairment losses. Assets
are amortised from the date of acquisition to the end date of lease.
Subsequent to initial recognition, lease liabilities are measured:

by increasing the carrying amount to reflect interest on lease liabili-
ties and

by reducing the carrying amount to reflect lease payments made.

Right-of-use assets relating to leased assets are disclosed in the
statement of financial position separately from other assets and le-
ase liabilities are disclosed separately from other liabilities. Interest
expenses on lease liabilities are disclosed in the statement of profit or
loss separately from amortisation of the right-of-use asset. IFRS 16
was implemented using the modified retrospective approach rather
than the full application approach with 1 January 2019 as the date of
the initial application, and rights of use and assets were recognised
only for contracts signed after the above date.

During the reporting period the Company did not make use of a prac-
tical expedient for short-term leases and leases for which the under-
lying asset is of low value as such contracts were not signed during
the reporting period.

Inventories are stated at the lower of cost or net realizable value. Net
realisable value is the estimated selling price in the ordinary course of
business, less the estimated costs necessary to complete the inven-
tories and the sale.

The inventory of natural gas, materials and spare parts is measured
using the weighted average price, except for the stock of natural gas,

which is measured according to FIFO. Inventories expenses are re-
cognised in profit or loss when they have been consumed.

Provisions are made for impairment of obsolete, slow-moving or da-
maged inventories. The amount of provisioningis included in the profit
or loss for the period. The required amount of provisions are reviewed
periodically, at least on an annual basis.

Provisions for obligations are recognised when due to past events
the Company has a present legal or constructive obligation and it is
probable that an outflow of resources will be required to settle the
obligation. Provisions are recognised if the amount can be reliably
estimated. Provisions are not recognised for future operating losses.

Provisions are measured at the present value according to the mana-
gement best estimate of the expenditure required to settle the present
obligation at the end of the reporting period. The required provisions
are periodically reviewed, but not less than once a year.

Prepaid expenses represent expenses paid during the reporting year
but relate to future periods.

Classified as non-current prepaid expenses are balances of payment
made by Company, which, by economic substance, relate to future
periods more than one year after the balance sheet date.

Non-current prepaid expenses are subjected to amortisation and they
are gradually recognized in the profit or loss based on their economic
substance. Those prepaid expenses are disclosed under current as-
sets that will be amortised during 12 months under profit or loss, and
the remaining balance — within non-current assets.
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Grants linked to assets and EU funding for establishment of non-current
investments are initially recognised under non-current portion of defer-
red income. Grants are recognised as revenue in the statement of profit
or loss income gradually over the useful life of the underlying assets.

Short-term deferred income comprises payments received towards re-
servations of natural gas storage capacity. A receivable and revenue
Is recognised by the Company on the date the service is provided, and
deferred income is reduced by a corresponding amount at the same time.

Contract assets include the right to a consideration for transmission
and storage services provided, which have not been invoiced at the
reporting date. These rights are included under receivables as accrued
income. Accrued income includes clearly known amounts to be settled
with clients in relation to transportation, storage and balancing opera-
tions of natural gas of the Company in the reporting year with regard
to which the due date for issuing the payment supporting document
(invoice) as set in the agreement has not arrived at the reporting date.
These amounts are calculated based on fees for services set in effec-
tive agreements.

Contract liabilities consist primarily of advances paid by custom-
ers, deferred income for transmission and storage services provided.
Deferred income is recognised if payments are received by the Com-
pany in the reporting period for services to be performed in future
periods (following the reporting period). Payments included under
deferred income are recognised as revenue in the reporting period in
which the performance obligation is realised.

Accrued liabilities are recognised if the amount and maturity date of
the liability is reasonably accurately determinable and the degree of
uncertainty is significantly lower than that for provisions.

Accrued liabilities are recognised:

for services for which the supporting document for payment (invoice)
has not been received at the reporting date due to delivery, purchase
or company contract provisions, or for other reasons. The amount of
these liabilities is calculated based on the contract price and docu-
ments supporting actual receipts of goods or services;

settlements with regard to annual staff vacations and bonuses.

Financial assets include receivables, cash and cash equivalents.
Classification depends on the purpose for which the financial asset
was acquired. Financial assets are cash, instruments in equities of
another party, contractual rights to receive cash or other financial as-
sets and offset financial assets or financial liabilities, and a contract
with equity based settlements.

Financial assets are derecognised when the contractual rights to re-
ceive cash flows from the financial asset have expired or have been
transferred to another party or when substantially all the risks and
rewards of ownership have been transferred.

Receivables are non-derivative financial assets with fixed or determi-
nable payments that are not quoted in an active market. Short term
receivables are not discounted. Receivables are initially recognised at
fair value and subsequently recognised at amortised cost using the
effective interest rate less impairment allowances. Receivables from
services provided are assessed by the Company using the expected
credit loss model with impairment allowances recognised regardless
of whether or not a loss event had taken place.

The Company uses a simplified approach to receivables and recogni-
ses life-time expected credit losses based on the analysis of historical
credit losses and forward-looking information. The Company uses an
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allowance matrix based on the ageing structure of receivables and the
historical level of default for 3 years supplemented with forward-lo-
oking information. Expected credit losses for receivables are calcula-
ted based on the assumed risk of default and expected loss rates. In
making these assumptions and selecting data for impairment calcu-
lation the Company relies on its experience, the present market con-
ditions and forward-looking information at the reporting date.

Cash and cash equivalents comprise balances of current accounts
and demand deposits at banks, as well as short term, highly liquid
investments with initial maturity of up to 90 days that are readily
convertible to cash and are not subject to significant risk of changes
in value.

Financial liabilities include loans and trade accounts payable and
other creditors.

Accounts payable are initially recognised at fair value. In subsequent
periods, accounts payable are carried at amortised cost calculated in
accordance with the effective interest rate method. Accounts payab-
le are classified as current liabilities if the payment term is one year

or less. Where the payment term exceeds one year accounts payable
are classified as non-current liabilities.

The effective interest rate is a rate that exactly discounts the estima-
ted future cash payments and receipts through the expected life of
the financial asset or liability. When calculating the effective interest
rate, the Company estimates future cash flows considering all cont-
ractual terms of the financial instruments, but not future credit losses.

The Company obtains loans from credit institutions to finance long-
term asset creation. Loans are initially recognised at the fair value net
of borrowing costs. In future periods, loans are carried at amortised
cost calculated using the effective interest rate of the loan.

The difference between the amount received, net of borrowing costs,
and the value of the loan at maturity is gradually charged to the sta-
tement of profit or loss using the effective interest rate. The difference
Is recognised under finance expenses. Loans are classified as current
liabilities except when the Company has an unconditional right to
defer settlement of the liability for at least 12 months after the repor-
ting date. Financial liabilities are derecognised when the underlying
obligation is discharged or cancelled or expires.

IFRS 15, which was adopted by the Company in 2018, deals with
revenue recognition and establishes principles for reporting useful in-
formation to users of financial statements about the nature, amou-
nt, timing and uncertainty of revenue and cash flows arising from
an entity’s contracts with customers. Entity adopts a five-step model
to determine when to recognise revenue, and at what amount. The
new model specifies that revenue should be recognised when (or as)
an entity transfers control of goods or services to a customer at the
amount to which the entity expects to be entitled.
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Depending on whether certain criteria are met, revenue is recognised:
over time, in a manner that depicts the entity’s performance; or

at a point in time, when control of the goods or services is transfer-
red to the customer.

IFRS 15 also establishes the principles that a Company shall apply
to provide qualitative and quantitative disclosures which provide
useful information to users of financial statements about the nature,
amount, timing, and uncertainty of revenue and cash flows arising
from a contract with a customer.

The internal revenue recognition policies for the different types of
contracts with customers have been analysed, identifying the per-
formance obligations, the determination of the calendar of satisfac-
tion of these obligations, transaction price and allocation thereof,
in order to identify possible differences with respect to the revenue
recognition model under the new standard. No significant differen-
ces between them have been detected. IFRS 15 requires the recog-
nition of an asset for incremental costs incurred in obtaining such
contracts with customers and which are expected to be recovered.
The current practices applied by Company imply that there are no
contract costs to be capitalized.

Revenues derived from contracts with customers must be recognised
based on compliance with performance obligations with customers.
Revenue reflects the transfer of goods or services to customers at an
amount that reflects the consideration to which Company expects
to be entitled in exchange for such goods or services. Based on this
recognition model, sales are recognised when services are rendered
to the customer and have been accepted by the customer, even if
they have not been invoiced, and it is probable that the economic
benefits associated with the transaction will flow to the Company.
The specific accounting policies for the Company’s main types of
revenue are explained below.

The transmission service is considered to be one performance ob-
ligation under IFRS 1b. Transmission capacity product sales are re-
gulated services provided by Company to the transmission system
users at approved dates. Short-term (quarterly, monthly, daily and
current day’s capacity) and long-term transmission capacity (annual
capacity) products are offered. Revenue from transmission capacity
trade products, which, in its essence mean the provision of the trans-
mission infrastructure and according to the chosen product, does not
change over time for each capacity unit, is recognised in the profit or
loss account for each reporting month in proportion to the period of
the transmission capacity product reserved by the user.

The storage service is considered to be one performance obligation
under IFRS 15. The Company provides Incukalns underground gas
storage capacity services at approved storage tariffs to the users of
the storage who have reserved natural gas storage capacity during
the storage season. Revenue from the sale of storage capacity whi-
ch according to the nature of the service means ensuring the infra-
structure of IUGS and does not change during the storage season, is
recognised for each reporting month according to the storage tariffs
and in proportion to the remaining months the end of storage season.

Interest income is recognised using the effective interest rate method.
Interest income on term deposits is classified as Other income. Inte-
rest on cash balances is classified as Finance income.
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Contractual penalties and late payment fines are recognised when it
Is certain that the Company will receive economic benetfits, i.e., recog-
nition usually coincides with the receipt of penalty.

Otherincome from services is recognized when services are provided.
Other income from sale of materials is recognised when the buyer
has accepted them.

Company maintains information on the quantity of natural gas ente-
red in the transmission system and exited from it by the transmission
system users and calculates the imbalance. The amount of daily im-
balance is the difference between the entry and exit. In the event of a

negative imbalance for the user of the transmission system, the amou-
nt of imbalance charge is calculated for each such day, by multiplying
the calculated quantity with the sale price of natural gas, published
in specified order, for the daily balancing purposes. Revenues from
the provision of balancing services are recognized for each reporting
month when the transmission system user experiences an imbalance
that has caused a deficit of natural gas in the transmission system.

Net income from balancing is disclosed under Other income at net
value (less expenses for periods when balance is positive).

Where market participants cause imbalance and where Company
does not have sufficient gas resources available to ensure a proper
operation of the gas transmission system, Company shall buy res-
pective quantities of balancing gas.
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The Company’s share capital consists of ordinary voting shares. Sha-
re capital consists of ordinary shares. Nominal value of each share is
EUR 1.00. The Company is owned by shareholders and it distributes
dividends according to laws of the Republic of Latvia. Dividends are
recognised as a liability in the Company’s financial statements in the
period in which the shareholders approves the amount of dividends.

Non-derivative financial liabilities are measured at fair value, at ini-
tial recognition and for disclosure purposes, at each annual reporting
date. Fair value of financial liabilities with outstanding maturities lon-
ger than six months is calculated based on the present value of fu-
ture principal and interest cash flows, discounted at the market inte-
rest rate at the measurement date. Loans include a fixed and floating
interest rate components and changes to the fixed component are
assessed each year according to changes in the market situation.
As a result it is assumed that the loan interest rate approximates the
market rate in all reporting dates presented. For finance leases the
market interest rate is determined with reference to similar lease ag-
reements. Fair value of shorter term financial liabilities with no stated
interest rate is deemed to approximate their face value on initial re-
cognition and carrying value on any subsequent date as the effect of
discounting is immaterial.

As trade receivables, amounts due from related parties, other recei-
vables, other financial assets, accounts payable to contractors and
other creditors, accounts payable to related parties and other financial
liabilities typically mature in less than six months the Company belie-
ves that the fair value of these financial assets and liabilities matches
their initial nominal value and their carrying amount at any future date.

The financial statements were prepared by:

AlJA MARTINSONE-STAGE

Head of Financial Accounting Division

* This document is electronically signed with a secure electronic signature and contains a time-stamp
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