Project Financial Statements
and Independent Auditor's Report

“High Voltage Electric Networks”
CJSC

Electricity Supply Reliability Project: Additional Financing
Loan number 8388-AM

As of and for the year ended 31 December 2018




Contents

Independent auditor’s report

Statement of financial position

Statement of the Project sources and uses of fund
Statement of uses of funds by Project activities
Designated account statement

Notes to the Project financial statements

o © N o 0 w

“High Voltage Electric Networks” CJSC

Electricity Supply Reliability Project: Additional Financing

Loan number 8388-AM

Project Financial Statements and Independent Auditor’'s Report
As of and for the year ended 31 December 2018



o GrantThornton

Independent auditor’s Sty e
Ywnwnw 8/1
<.+ 374 10 260 964

re p O rt 5.+ 374 10 260 961

Grant Thornton CJSC
8/1 Vagharshyan Str.
0012 Yerevan, Armenia

T + 374 10 260 964
F +374 10 260 961

To the shareholder of “High Voltage Electric Networks” CJSC
Opinion

We have audited the accompanying project financial statements of the Electricity Supply Reliability Project:
Additional Financing Project (the “Project”), financed by the International Bank for Reconstruction and
Development (the “IBRD”) Loan Agreement number 8388-AM, which comprise the statement of financial
position as of 31 December 2018, the statement of the Project sources and uses of funds, the statement of
uses of funds by Project activities, the designated account statement as of and for the year ended 31
December 2018 as well as the statement of expenditures ("SOE") submitted to the World Bank for the year
ended 31 December 2018 in support of Loan Agreement number 8388-AM withdrawals, and notes to the
project financial statements, including a summary of significant accounting policies.

In our opinion, the project financial statements give a true and fair view of the financial position of the Electricity
Supply Reliability Project: Additional Financing Project as of 31 December 2018, and of the funds received and
expenses incurred for the year then ended, in accordance with the accounting policies described in note 2 to
the project financial statements, the International Bank for Reconstruction and Development guidelines, and the
relevant points of the Loan Agreement number 8388-AM.

In addition, in our opinion, the SOEs submitted together with the internal controls and procedures involved in
their preparation can be relied upon to support the applications for the Loan Agreement number 8388-AM
withdrawals.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (“ISAs”). Our responsibilities
under those standards are further described in the Auditor's Responsibilities for the Audit of the Project
Financial Statements section of our report. We are independent of the “High Voltage Electric Networks” CJSC
(the “Company”) in accordance with the International Ethics Standards Board for Accountants’ Code of Ethics
for Professional Accountants (the “IESBA Code”) together with the ethical requirements that are relevant to our
audit of the financial statements in the Republic of Armenia, and we have fulfilled our other ethical
responsibilities in accordance with those ethical requirements. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our opinion.

Emphasis of Matters

e We draw attention to note 2 to the project financial statements, which describes the basis of
accounting. The project financial statements are prepared to assist the management of the “High
Voltage Electric Networks” CJSC to meet the requirements of the financial reporting of the
International Bank for Reconstruction and Development. As a result, the project financial statements
may not be suitable for another purpose. Our opinion is not modified in respect of this matter.

e We draw attention to note 3 to the project financial statements which states that the closing date of the
Project was defined as 31 December 2019. Our opinion is not modified in respect of this matter.

¢ We draw attention to note 9 to the project financial statements, which states that the Audit Chamber of
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the Republic of Armenia has revealed certain inconsistencies, as well as other facts in the framework
of the Loan project implemented by the Company. Our opinion is not modified in respect of this matter.

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

Management of “High Voltage Electric Networks” CJSC is responsible for the preparation and fair presentation
of the project financial statements in accordance with the accounting policies described in the note 2 to the
project financial statements, the International Bank for Reconstruction and Development guidelines, and the
relevant points of the Loan Agreement number 8388-AM, and for such internal control as management
determines is necessary to enable the preparation of project financial statements that are free from material
misstatement, whether due to fraud or error.

Those charged with governance are responsible for overseeing the Project’s financial reporting process.
Auditor’s Responsibilities for the Audit of the Project Financial Statements

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

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

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

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

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

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

We communicate with the management, among other matters, the planned scope and timing of the audit and
significant audit findings, including any significant deficiencies in internal controf that we identify during our

audit.
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Statement of financial position

US dollars As of 31 As of 31
December December
Note 2018 2017

Assets
Accumulated Project expenses 13,024,067 3,046,906
Advances 4 2,985,260 4,931,826
Bank balances 43,502 3,075
Total assets 16,052,829 7,981,807

Funds and liabilities

Funds
Accumulated Project financing 14,113,210 7,584,231
Exchange rate difference 19,587 41,781
14,132,797 7,626,012
Current liabilities
Accounts payable 5 1,920,032 355,795
1,920,032 355,795
Total funds and liabilities 16,052,829 7,981,807

The project financial statements were approved on 28 June 2019 by:
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This statement is to be read in conjunction with the notes to and forming part of the special purpose project financial
statements set out on pages 10 to14.
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Statement of the Project sources
and uses of fund

As of and for the year ended 31 December 2018

In US dollars
Actual Planned Variance
As of 31 As of 31 As of 31
December December December Life of
For the year 2018 For the year 2018  For the year 2018 Project
Sources of funds
IBRD Loan Number 8388-AM (note 6) 5,945,953 12,891,937
Government co-financing 583,026 1,206,362
“High Voltage Electric Networks” CJSC
financing - 14,911
Total 6,528,979 14,113,210
Exchange rate difference (22,194) 19,587
Less: Uses of funds
Goods, works, non-consulting services,
consultants’ services, including training
and audit, and operating costs for
Project under Part A.2 and Part B of the
Project 9,977,161 12,924,067 17,383,901 34,943,238 (7,406,740) (22,019,171) 47,487,000
Front-end Fee - 100,000 - 100,000 - - 100,000
Total 9,977,161 13,024,067 17,383,901 35,043,238 (7,406,740)  (22,019,171) 47,587,000
Net increase/(decrease) in working capital
(note 7) (3,470,376) 1,108,730

This statement is to be read in conjunction with the notes to and forming part of the project financial statements set out on

pages 10 to 14.
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Statement of uses of funds by
Project activities

As of and for the year ended 31 December 2018

In US dollars
Actual Planned Variance
As of 31 As of 31 As of 31

December December December Life of
For the year 2018 For the year 2018 For the year 2018 Project

A Strengthening of the power
transmission network 9,740,932 12,231,411 16,857,497 33,184,746 (7,116,565) (20,953,335) 43,750,000
B Technical assistance 236,229 692,656 526,404 1,758,492 (290,175) (1,065,836) 3,737,000
Front-end fee - 100,000 - 100,000 - - 100,000
Total 9,977,161 13,024,067 17,383,901 35,043,238 (7,406,740) (22,019,171) 47,587,000

This statement is to be read in conjunction with the notes to and forming part of the project financial statements set out on

pages 10 to 14.
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SOE withdrawal schedule

For the year ended 31 December 2018

In US dollars
Goods, works, non-consulting services, consultants' services,
including Traning and audit, and Operating Costs for Project under
Application No. Part A.2 and Part B of the Project
DA-11 4,240
DA-15 3,014
Total 7,254

This statement is to be read in conjunction with the notes to and forming part of the project financial statements set out on
pages 10 to 14.
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Designated account statement

Loan number 8388-AM
As of and for the year ended 31 December 2018
In US dollars

Opening balance as of 1 January 2018 3,075
Add:
Cumulative unexplained discrepancy -

Loan replenishment during the year 4,556,000
4,556,000 4,556,000

Less: Refund to the International Bank for Reconstruction and
Development from the designated account during the year -

Present outstanding amount advanced to the designated account (1) 4,559,075
Closing balance as of 31 December 2018 43,502
Add:

Amount of eligible expenditures paid during the year 4,515,573

Service charges (if applicable) -
4,515,573 4,515,573

Less: Interest earned (if credited into the designated account) -
Total advance accounted for (2) 4,559,075

Discrepancy (1) — (2) to be explained -

This statement is to be read in conjunction with the notes to and forming part of the project financial statements set out on
pages 10 to 14.
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Notes to the Project financial
statements

1 Nature of operations and general information

“High Voltage Electric Networks” CJSC (the “Company”) has been established based on the resolution of

the Government of the Republic of Armenia N450 dated 20 July 1998 on restructuring “High Voltage Electric
Networks” subsidiary to a Closed Joint Stock Company and on the resolution of the Government of the
Republic of Armenia N709 dated 23 November 1999 on reorganizing “Specialized Security on Energetic
Objects” SCJISC through joining it to “High Voltage Electric Networks” SCJSC. The Company is the successor
of “High Voltage Electric Networks” subsidiary, “High Voltage Electric Networks” CJSC and “Specialized
Security on Energetic Objects” SCJSC.

The Company implements the Electricity Supply Reliability Project: Additional Financing Project (the “Project”)
financed in accordance with the Loan Agreement number 8388-AM dated 6 August 2014 signed between the
International Bank for Reconstruction and Development (the “IBRD”) and the Republic of Armenia. In
accordance with the sub-loan agreement dated 2 February 2015 signed between the Ministry of Finance of the
Republic of Armenia and the Company, the Ministry of Finance transferred to the Company the IBRD loan
amount of 37,500,000 US dollars, which should be used only for the Project implementation.

The objectives of the Project is to increase the reliability and capacity of the power transmission network.
The Project consists of the following parts:
Part A: Strengthening of the power transmission network

A.1. Provision of works, goods, and technical assistance for the replacement of an existing power
transmission line from the Hrazdan Thermal Power Plant to Shinuhayr substation, including
compensation and grievance mechanisms for land acquisition and resettlement.

A.2. Provision of works, goods, and technical assistance for (i) the rehabilitation and extension of
Haghtanak electrical sub-station, and (ii) the rehabilitation of Charentsavan-3, and Vanadzor-1 and
Zovuny electrical sub-stations.

Part B: Technical assistance

Provision of goods, technical assistance, training and operating costs, to the High Voltage Electric Networks to
strengthen its capacity in: operation and maintenance of power transmission assets, technical supervision,
planning, procurement, financial management and Project management.

The financing of the Project consists of the following parts:

Category Percentage of
Amount of expenses

Loan allocated to be financed

(in US dollars) (excluding taxes)

Goods, works, non-consulting services, consultants'
services, including training and audit, and operating costs

for Project under Part A.2 and Part B of the Project 37,400,000 100%
Front-end fee 100,000
Total 37,500,000

The legal address of the Company is Z. Andranik 1, Yerevan, Armenia.

‘High Voltage Electric Networks” CJSC
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2 Significant accounting policies

2.1 Basis of preparation

The project financial statements were prepared in accordance with the accrual basis of accounting as well as
the International Bank for Reconstruction and Development guidelines and the relevant points of the
requirements of the Loan Agreement number 8388-AM. Significant accounting policies are disclosed below.

2.2 Functional and presentation currency

The national currency of the Republic of Armenia is Armenian dram. These project financial statements are
presented in US dollars (presentation currency).

In preparing the project financial statements, transactions in currencies other than US dollar are recorded at the
rates of exchange defined by the Central Bank of Armenia prevailing on the dates of the transactions. For direct
payments denominated in currencies other than the presentation currency to the contractor/consultant from the
International Bank for Reconstruction and Development share, the exchange rate set out for the presentation of
the operation in the system client connection (https://clientconnection.worldbank.org) is used. At each reporting
date bank balances, advances and payables denominated in foreign currencies are retranslated at the rate
defined by the Central Bank of Armenia prevailing on that date, which is 483.75 Armenian drams for 1 US
dollar as of 31 December 2017 (as of 31 December 2017: 484.10 Armenian drams for 1 US dollar). Any
exchange rate differences are recognized in the statement of the Project sources and uses of funds and the
accumulated figure of exchange rate difference is disclosed in the Statement of financial position under
“Funds”.

2.3 Project financing

The financing received in the framework of the Loan Agreement number 8388-AM is recorded in the statement
of financial position as “Accumulated Project financing” and is recognized at each replenishment. In addition,
the current year funds received are disclosed in the statement of Project sources and uses of funds, showing
the sources of funds.

2.4 Project expenses

The Project expenses are recognized on the accrual basis of accounting. The accumulated Project expenses
are disclosed in the statement of financial position under assets. In addition, current year expenses are
disclosed in the statement of Project sources and uses of funds and statement of uses of funds by Project
activities.

2.5 The IBRD financing

To finance eligible expenditures for the Loan Agreement number 8388-AM, the International Bank for
Reconstruction and Development disburses proceeds from the Project account using one or more of the
disbursement methods, which are stated below:

a. Reimbursement
The Bank may reimburse the borrower to finance eligible expenditures that the borrower has
prefinanced from its own resources.

b. Advance

The Bank may advance loan proceeds into a designated account of the borrower to finance eligible
expenditures as they are incurred and for which supporting documents will be provided at a later date.

c. Direct payments

The Bank may make payments, at the borrower’s request, directly to a third party for eligible
expenditures.

‘High Voltage Electric Networks” CJSC
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d. Special commitment

The Bank may pay amounts to a third party for eligible expenditures under special commitments
entered into, in writing, at the borrower’s request and on terms and conditions agreed between the
Bank and the borrower.

2.6 Advances

Advances, which comprise amounts paid for construction works, services and goods not yet received are
stated at nominal value.

2.7 Accounts payable

Payables comprise the amounts to be paid and are stated at nominal value.

3. Closing date of the Project

According to the Loan Agreement, the Project closing date was defined as 31 December 2019.

4. Advances

In US dollars As of 31 As of 31
December December

2018 2017

Efacec Engenharia e Sistemas. S.A. 1,048,102 1,269,143
Kaskad-Energo LLC 1,432,681 2,498,350
Xian Electric Engineering Co., Ltd. 355,386 927,641
Consulectra & Decon Consortium 46,622 97,629
State Budget of the Republic of Armenia 102,469 139,063
2,985,260 4,931,826

In 2017 advances provided to Efacec Engenharia e Sistemas. S.A. ware not redeemed.

The balances of advances to the State budget are disclosed below:

In US dollars As of 31 As of 31
December December

2018 2017

Xian Electric Engineering Co., Ltd. (non-resident income tax) 89,986 108,318
Consulectra & Decon Consortium (non-resident income tax) 10,634 21,253
Value Added Tax and other 1,849 9,492
102,469 139,063

“High Voltage Electric Networks” CJSC

Electricity Supply Reliability Project: Additional Financing

Loan number 8388-AM
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5. Accounts payable

In US dollars As of 31 As of 31
December December
2018 2017
Kaskad-Energo LLC 1,154,579 215,600
Xian Electric Engineering Co., Ltd. 524,895 45,420
Consulectra & Decon Consortium - 75,820
Efacec Engenharia e Sistemas. S.A. 240,558 -
Other - 18,955
1,920,032 355,795
6. Loan 8388-AM

In US dollars For the year As of 31
ended 31 December
December 2018 2018
Direct payments 1,389,953 5,735,937
SOE procedure 7,254 7,254
Designated account advance 4,556,000 7,056,000
Advance redemption (6,198,442) (6,198,442)
Other 6,191,188 6,191,188
Front end fee - 100,000
5,945,953 12,891,937

7. Net increase/(decrease) in working capital
In US dollars For the year As of 31
ended 31 December
December 2018 2018
Increase in bank balances 40,427 43,502
Increase in accounts payable (1,564,237) (1,920,032)
(Increase)/decrease in advances (1,946,566) 2,985,260
(3,470,376) 1,108,730

“High Voltage Electric Networks” CJSC
Electricity Supply Reliability Project: Additional Financing
Loan number 8388-AM
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8. Reconciliation between the amounts received by the “High
Voltage Electric Networks” CJSC and disbursed by the World

Bank

Loan number 8388-AM
For the year ended 31 December 2018

In US dollars
Category Appl. Company The World Bank Difference
Goods, works, non-consulting services,
consultants' services, including training and
audit, and operating costs for Project under
Part A.2 and Part B of the Project
DA-11 1,850,125 1,850,125
DA-13 1,238,832 1,238,832
DA-15 604,268 604,268
DA-16 226,159 226,159
DA-18 2,279,059 2,279,059
DA-20 836,708 836,708
DA-21 553,244 553,244
7,588,395 7,588,395
Advance to designated account/
(redemption)
DA-11 (1,850,125) (1,850,125)
DA-12 718,000 718,000
DA-13 (1,238,832) (1,238,832)
DA-14 1,430,000 1,430,000
DA-15 (604,267) (604,267)
DA-16 (226,159) (226,159)
DA-17 1,560,000 1,560,000
DA-18 (2,279,059) (2,279,059)
DA-19 475,000 475,000
DA-22 373,000 373,000
(1,642,442) (1,642,442)
Total 5,945,953 5,945,953

9. Legal issues

The Audit Chamber of the Republic of Armenia has revealed certain inconsistencies, as well as other facts in
the framework of the loan project implemented by the Company. As of the reporting date the management of
the Company cannot assess the effect of these investigations on the effectiveness of the Project.
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