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Report of the Board of Directors
1. Activity of the Company in the Reporting Year

The Joint Stock Company “Latvijasa@” (hereinafter the Company) is an energy suppigmgany engaged in natural
gas transmission, storage, distribution and salel997, the Energy Supply Regulation Council of Republic of
Latvia issued to the Company exclusive licencestlier provision of regulated public services untbFuary 10,
2017. On January 31, 2007, the Council of the Rubliility Commission (hereinafter the PUC) issued the
Company a licence for the sale of natural gas trgbruary 10, 2012. The licence for the sale ofinahtgas from
February 11, 2012 through February 10, 2017, wagis by the PUC Council on January 12, 2012. UtideEnergy
Law, the Company is a natural gas supply systematqe which ensures uninterrupted and safe nagaslsupply to
customers in Latvia, avoiding overloads of the eystapacity.

Over the reporting year, users were supplied 1288llion m® of natural gas. In comparison with 2013 natura ga
sales (in M) fell by 10.9%. The decrease of natural gas sstiemmed from the record high air temperature in the
winter months of the reporting year, as well asittvestments by heating supply companies in theofisenewable
energy sources and the partial replacement ofl flugds with wood-chips. The changes in the saieepof natural gas

in 2014, when compared with 2013, were influencgdchanges in oil product quotations on the stookharge,
currency rates, and the flow of gas supplies.

In 2014, natural gas was sold to customers fonttaral gas sale end-user tariffs set forth inltgégm No.247 “On
natural gas supply tariffs of the Joint Stock CompélLatvijas Gize™ by the PUC Council, dated July 24, 2008,
which under resolution No.258 “On the procedureapplication of resolution No.247” of the PUC Courdated
June 2, 2010 are exclusive of excise tax. Natuesl gsed as heating fuel is applied an excise tag7dd7
EUR/thsd. m, while natural gas used as motor fuel — 99.60 Bt/ ni. As of January 1, 2014, natural gas used to
supply heat to covered areas (greenhouses) ofudtgrigl land and industrial manufacturing, accogdito the
respective NACE classification codes specified eg®ation N0.1893/2006, “For the operation of testbgical
equipment and the provision of the technologicedlyuired climate in the premises of such industriahufacturing”,

is subject to an excise tax of 5.65 EUR/thstd.m

The applied differential natural gas sale end-uagffs consist of two parts: fixed regulated seeviariffs and the
natural gas sale price, which changes with a stépld EUR/thsd.r) depending on the actual natural gas purchase
costs. For users with an annual natural gas consompver 25 thsd. fiy the applicable natural gas sale end-user
tariff changes monthly, whereas for users with anual natural gas consumption of up to 25 thst—mnce every

six months, i.e., on January 1 and July 1.

In 2014, the Company sold natural gas and providedices to customers for EUR 503.1 million, whigl decrease
of 12.4% year-on-year; expenses (excluding adméatise costs) amounted to EUR 452.3 million andsgrprofit to
EUR 50.7 million. The changes in the structure eff tarnover resulted from changes in the naturalsgdes volume
and the natural gas sale price, as well as chaimgése structure of services of the¢likalns Underground Gas
Storage Facility (hereinafterdakalns UGS) provided to foreign countries.

During the 2014 season, 1.907 billior af natural gas was injected into théukalns UGS and 2.058 billion*was
withdrawn. Compared with the 2013 season, the velafmatural gas injected fell by 10.7% with 428lion m® of

gas remaining at the end of the 2013/2014 heatagan. As the natural gas storage tariffs have betfor one
season of gas storage, the year 2014 saw an iedrgaome from the storage of natural gas. Themelof natural
gas withdrawn grew by 10.9% in the reporting period

The Company completed the year 2014 with a neiitpgbEUR 32.03 million, which is EUR 0.12 milliomr 0.4%,
below that of 2013 with EUR 32.15 million. The pebfitability was 6.4% in 2014 and 5.6% in 2013.

In 2014, the Company invested EUR 30.0 million lie tmodernisation of the natural gas supply systad the
creation of new fixed assets. 49.2% of the totabstment was spent on the modernisation of thetrgasmission
pipeline system, 21.3% — on the expansion of te&idution networks and the renewal of fixed assatsl 26.5% —
on the improvement of operational safety and thelenuisation of equipment at the¢ukalns UGS. There were
443.4 thousand gas connections in total at theoétiie year.

The reporting period saw the completion of the modation of four wells at the #mkalns UGS, with four more
under-way, and EUR 5.9 million was spent.
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Report of the Board of Directors (continued)
1. Activity of the Company in the Reporting Year(continued)

The elimination of damage found during gas transiois pipeline diagnostics is in progress. EUR 4illion has
been spent on the renovation of gas pipelinesadibdernisation of valve units.

The year 2013 marked the beginning of construatiorthe new crossings for the gas transmission ipg&lPskov-
Riga and Izborsk-kukalns UGS across the Gauja river, with the relocadf inverted siphons and cables to a safer,
flood-proof location using the sloped drilling meth EUR 7.6 million was spent in 2014. The job ieedo be
completed in late 2015, and the total cost of tfugagt is estimated at EUR 13.8 million.

In 2014, installation was completed on the capiégair of the crossings of theékhele and Msa rivers by gas
transmission pipelines Riga-Panevezys, with théaogment of pipes and valve units. EUR 1.7 milligas spent
during the year. The job is due for completion @12, with the total cost of the project reachingRERI3 million.

In 2014 EUR 1.2 million was spent on the constarctof gas distribution pipelines and EUR 2.5 miillion the
renovation of gas pipelines.

Company’s main ratios:

2014 2013 2012
EUR'000 EUR'000 EUR'000
Revenue 503 076 573 963 608 154
EBITDA 68 975 67 925 76 244
EBITDA % 13.71% 11.83% 12.54%
Profit from operating activities 35 143 34 821 34 787
Profitability of operating activities (%) 6.99% 6% 5.72%
Profit for the year 30 069 29 457 30 167
Net profitability (%) 5.98% 5.13% 4.96%
Total liquidity 3.66 1.77 1.94
Total assets 747 970 868 226 829 240
Equity 610 182 608 721 607 275
Return on assets (ROA) 3.72% 3.47% 4.05%
Return on equity (ROE) 4.93% 4.84% 5.49%
Number of shares 39 900 39 900 39 900
EUR EUR EUR
Profit per share (EPS) 0.754 0.738 0.756
P/E 12.13 12.72 11.31
BV 15.29 15.26 15.22
P/BV 0.60 0.62 0.56
Dividends per share (DPS)* 0.72 0.72 0.71
Return on dividends (dividends per share/ profitgiare) 0.96 0.98 0.94
Share price at the end of the period 9.14 9.39 8.55

* The Board of the Company will propose to the Galto pay dividends in amount of EUR 0.72 for eattare for
year 2014.




Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE"
ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2014

Report of the Board of Directors (continued)
2. Research and Development

In order to ensure an uninterrupted natural gaplgup users and the safe operation of the gaslggystem in the
long term, the Company has developed the “Plan ehddres for the Improvement of Safety of the Gampliyu
System of the Joint Stock Company “Latvijagz€’ 2010-2015". It has been prepared based onadhelusions made
by the Russian companies “Gazobezopasnostj” andtfaesgaz”, institutes “VNIIGAZ” and “Giprospecgazis
well as the German companies “Pipeline Enginee@ngbH”, “Untergrundspeicher und Geotechnologie —t&ye
GmbH”, “E.ON Engineering GmbH", “E.ON Ruhrgas Intational AG” and other partners regarding the tedin
condition of the equipment and modernisation optiofhe plan of measures envisions investments @ th
improvement of safety with the total amount of E@Rmillion.

In 2011 the OAO ,Gazprom VNIIGAZ” developed a pragr for the modernisation of technological equipreamd

the improvement of operational safety at théukalns UGS until 2025. The concept covers two dgwakent
scenarios — with and without increasing natural gfasage capacity. The projected costs are EURm3iiibn and
EUR 190 million respectively. On the basis of tHmcument, the Company drew up a project “Moderitnaaand
Expansion of Inukalns UGS” and another project jointly with theCJ%.ietuvos Dujos” “Increasing the Capacity of
Interconnection between Latvia and Lithuania”. Bptlejects were featured in the first list of pragof common
European interest. In 2014, the JSC “Latvijaaz&> submitted the project of modernisation and espan of the
Inéukalns UGS to the European Commission for fundimg, the European Commission has not yet granted any
funds. The second list of projects of common Euappéterest is now being compiled, and the Complaay
repeatedly submitted both projects for inclusians@pulated by the Infrastructure Regulation.

3. Financial Risk Management

The operations of the Company are exposed to atyasf financial risks, including credit risk andks of fluctuation
of foreign currency rates and interest rates. Thaagement of the Company strives to minimize tlgatiee impact
of potential financial risks on the financial pésit of the Company.

The Company is not directly subject to the risklo€tuation of foreign currency rates as the gagipase price is set
in US dollars (USD) and subsequently recalculatgd euros (EUR), whereas gas sale tariffs are rsaturos.
Settlements for the supplied gas are made in e@as.purchase price changes in US dollars (USpentting on
the oil products quotation, are covered by the PCilincil approved natural gas sale tariffs, whiclvecothe
fluctuations of EUR/USD rates. The risk of fluctioat of foreign currency rates concerning debtsutgpsiers is kept
under control by holding a substantial part of casets in deposits in the respective currency.

As of the end of the reporting year, the Company ha loans, thus it is not subject to the risk raeiest rate
fluctuations.

The financial assets subject to credit risk mandysist of customer debts and cash. The Compaaypissed to a
considerable degree of credit risk concentratiom tduthe fact that a significant share of the natdver is bound to a
limited number of customers. Four of the Comparmystomers make 49.9% (in 202%1.5%) of sales. One of these
debtors, as of December 31, 2014, comprised 32Z8b% in 2013) of the total value of customer detbts second
and third major debtors accounted for 9.6% and Ié&spectively (6.9% and 4.5% in 2013).

The Company has introduced and observes a creliliypgbat envisages selling goods on credit onlyctstomers
with a good credit history, controlling the amoohtredit set for each customer.

The customer debts are shown at their recoverailieevThe Company’s partners in monetary transastise local
financial institutions with a proper credit history

The Company observes prudent liquidity risk manag#mensuring sufficient availability of credit cesces for
meeting liabilities in due time.
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Report of the Board of Directors (continued)
4. Post Balance Sheet Events

During the period since the last day of the repgrtiear there have been no events of a mater&dtesh the result ¢
the reporting year.

In January 2015, a statement was signed with ortkeohatural gas suppliers on the ur-performance of the “take
or pay” quota set for 2014. Under the agreemestCbmpany is entitled to take this volume withirethyear:

5. Distribution of the Profit of 2014 as Recommendkby the Board

2014
EUR
Profit of the reporting year 32026 847
Share of profit not available for distribution (eatised deferred tax credi
resulting from the revalued fixed ass (2470 967)
Share of profit available for distributi 29555 880
Suggested distribution of profit;
dividends to shareholders (89.7 ¢ 28728 000
dividends per share (EUR/1 sh 0.72
Statutory reserves 827 880

Some members of the Council and the Board of thengamy hold shares and interests in numerous coeg
registered in the Registry of Enterprises of theuddic of Latvia, and they perform managerial fioes there
During the reporting year the Compi has not executed transactions of a substantial am@xcept for thos
disclosed in the financial statements) with thesmganies

6. Shares and shareholders

Composition of shareholdérsf the Company as on December 31, 2014 and prepietisds

Shareholder 31.12.2014| 31.12.2013,31.12.2012
“E.ON Ruhrgas International” Gmk 47.29 47.2% 47.2%
OAO “Gazprom” 34.09 34.0% 34.0%
LLC “ITERA Latvija” 16.09 16.0% 16.0%
Other 2.89 2.89 2.8%
TOTAL 100.09 100.0% 100.0%

Distribution of holdingsaccording to holding groups as on December 31, :

2.8%

\

Energy sector m Other sectors

! Shareholders owning not less tH& of capite




Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE"
ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2014

Report of the Board of Directors(continued)
6. Shares and shareholderéontinued)

Number of shares owned by the members of the BaraddCouncil as on December 31, 2014:

Members of the Board Number of shares

Chairman of the Board Adriansafdis 417
\Vice-Chairman of the Board Mario Nullmeier 0
\Vice-Chairman of the Board Aleksandr Mihejev 0
Member of the Board Anda Ulpe 729
Member of the Board Gints Freibergs 416

Members of the Council

Number of shares

Chairman of the Council Kiril Seleznev 0
Vice-chairman of the Council Juris Savickis 0
Vice-chairman of the Council Achim Saul 0
Member of the Council Matthias Kohlenbach 0
Member of the Council Jorg Tumat 0
Member of the Council Uwe Fip 0
Member of the Council Rainer Link 0
Member of the Council Vlada Rusakova 0
Member of the Council Nikolay Dubik 0
Member of the Council Jelena Karpel 0
Member of the Council Jelena Mihailova 0

Since February 15, 1999 the shares of the Companguted at the NASDAQ OMX Riga Stock Exchangeshare

trade code since August 1, 2004 is GZE1R.

ISIN LV0000100899
Stock exchange code GZE1R

List Second list
Nominal value 1.40 EUR
Total shares 39 900 000
Shares traded 25 328 520
Liquidity provider None

Shares price of the Company as on December 31, &d #revious periods:

2014 2013 2012 2011 2010

Shares price (EUR):

First 9.390 6.11( 5.895 4.8000 457

Highest 10.4Q0 6.93( 6.350 7.000 6.00

Lowest 8.900 6.03( 5.380 4.601 457

Average 9.470 6.36( 5.863 5.320 5.15

Last 9.140 6.60( 6.010 5.651 4.90

Change -2.66%0 8.02Y% 1.95% 17.73% 7.22%
Share turnover, number 118685 121 77: 168 11! 21813z 85 49]
Share turnover, million EUR 1.123 1.101 1403 1.651 0.62€
Number of deals 1290 147¢ 176 1 28¢ 98¢
Capitalisation (million EUR) 364.686 374701 34118 32083¢ 278187

Source: NASDAQ OMX Riga

The capitalization value of the Company on Decenier2014 reached EUR 364.7 million — by EUR 1Qiarilless
than at the end of previous reporting period. Bgremarket capitalization of the Company took tfiglace among
companies quoted at the NASDAQ OMX RIGA and tiepface among companies quoted at the NASDAQ OMX
Baltic Stock Exchange (2013%and 4" place respectively).




Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE"
ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2014

Report of the Board of Directors(continued)
6. Shares and shareholderéontinued)

LG share prices OMX Riga Gl and OMX Baltic Gl indelxanges (01.01.2011 - 31.12.2014):

1 OMER = OMXBGI mGIEIR
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Source: NASDAQ OMX Riga

Indexes/shares 01.01.2011.] 31.12.2013 Change
OMX Riga 393.58 408.03 +3.68%
OMX Baltic Gl 421.36 457.42 +8.56%
GZE1R (EUR) 6.972 9.140 +31.09%

7. Future Prospects

The support for renewable energy resources andhiaeges in the overall energy policy of the Europgdaion have
affected the demand for natural gas in Latvia ak. Whe investments in the improvement of the naltgas system
operational safety, the expansion of the gas pipefietwork, and the modernisation of théukalns UGS, allow
much more gas to be transmitted and supplied tomess than in the reporting year, but the furtherelopment of
the Company will largely depend on decisions ofgbeernment and other external factors beyond dnepetence of
the Board.

Chairman of the Board A.alis

Board meeting minutes No.17 (2015)
Riga, April 23, 2015
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STATEMENT OF DIRECTORS’ RESPONSIBILITY

The Board of Directors of JSC “Latvijasag®” (hereafter — the Company) is responsible fergheparation of the
financial statements of the Company.

The financial statements on pages 13 to 54 areapedpin accordance with the accounting records smdace
documents and present fairly the financial positidbrthe Company as of 31 December 2014 and thdtsesf its
operations and cash flows for the year ended 3kmber 2014.

The financial statements are prepared in accordafitbelnternational Financial Reporting Standardsadopted by
the European Union on a going concern basis. Apfatgpaccounting policies have been applied on resistent
basis. Prudent and reasonable judgments and éssilave been made by the Board of Diredtotie preparation
of the financial statements.

The Board of Directors of the Company is respoesifr the maintenance of proper accounting recotias,
safeguarding of the Company’s assets and the ptiemeand detection of fraud and other irregulasitia the
Company. The Board of Directors is also respondini@perating the Comparig compliance with the legislation of
the Republic of Latvia.

On behalf of the Board of Directors,

Adrians Davis
Chairman of the Board

Riga, April 23, 2015
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AUDITORS’ REPORT

i

pwc

Translation from Latvian original®
INDEPENDENT AUDITOR'S REPORT

To the Sharcholders of JSC “Latvijas Gize”
Report on the Financial Statements

We have audited the accompanying financial stalements of JSC “Latvijas Gaze™ set out an
pages 13 to 54 of the accompanying annual report, which comprise the balance sheet as at
31 December 2014 and the income statement and the statements of comprehensive income,
changes in equity and cash flows for the year then ended and a summary of significant
accounting policies and other explanatory information.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation of financial statements that give a true and
fair view in accordance with the International Financial Reporting Standards as adopted by
the European Union, and for such internal control as management determines is necessary to
enable the preparation of finaneial statements that are free from material misstatement,

whether due to fraud or error.
Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit.
We conducted our audit in accordance with International Standards on Aunditing. Those
Standards require that we comply with ethical requirements and plan and perform the audit
to obtain reasonable assurance whether the financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to frmud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation of the financial statements that
give a true and fair view in erder to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity’s internal control. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of accounting estimates made by management, as well
as evaluating the overall presentation of the financial statements.

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

PrivetaterfiouseConpers STA, Kr. Vallemdara iela 21-m1, Riga, LV-1o10, Latvia, LVgooagi42793
T: 371 6709 g400, F: +571 6785 0055, wime pun. o
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g
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Opinion

In our apinion, the financial statements give a true and fair view of the financial position of
J5C “Latvijas GGAze™ as at 31 December 2014, and of its financial performance and its cash
flows for the year then ended in accordance with the International Financial Reporting
Standards as adopted by the European Union.

Report on Other Legal and Regulatory Requirements

We have read the Report of the Board of Directors for 2014 set out on pages 4 to g of the
accompanying annual report for 2014 and did not identify material inconsistencies between
the financial information coatained in the Report of the Board of Directors and that
contained in the financial statements for 2014.

Nandra Lejina
Member of the Board

Riga, Latvia
23 April 2015

PricewaterhouseCoopers SIA

Certified audit company
Licenee No. 5

fismanz,
Lolita Capkevita

Certified auditor in charge
Certificate No. 120

* This version of our report is a translation from the origingl, which was prepared in Latvian. All possible care bas been taben to
ensure that the translation &= an securate rapresentation of the origmal. However, in all matters of interpretetion of information,
views or apiniong, the original lunguage version of our report takes precedence over this transtation,

12




BALANCE SHEET AS AT 31 DECEMBER 2014

Assets

Non-current assets

Property, plant and equipment
Intangible assets

Trade receivables

Current assets

Inventories

Trade receivables

Current income tax receivable
Other receivables

Cash and cash equivalents

TOTAL ASSETS

EQUITY AND LIABILITIES
Equity

Share capital

Share premium
Revaluation reserve

Note

Post-employment benefits and other employee

benefits revaluation reserve
Other reserves
Retained earnings

Liabilities
Non-current liabilities
Deferred income tax liabilities

21

Accruals for post-employment benefits and other

employee benefits
Deferred income

Current liabilities
Trade payables
Deferred income

Other payables

Total liabilities

TOTAL EQUITY AND LIABILITIES

22
11

11
12
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FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2014

31.12.2014.  31.12.2013.
EUR'000 EUR'000
561 675 566 108
2 229 2790
8 9
563 912 568 907
80 189 185 167
51 659 39 462
470 1688
616 39 448
51 124 33 554
184 058 299 319
747 970 868 226
55 860 56 773
20 376 20 376
376 348 378 103
(80) -
115 676 113 887
42 002 39 582
610 182 608 721
54 644 56 447
4179 5 442
28 339 28 763
87 162 90 652
3785 129 643
1187 1161
45 654 38 049
50 626 168 853
137 788 259 505
747 970 868 226

The notes on pages 18 to 54 are an integral pénese financial statements.
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INCOME STATEMENT FOR THE YEAR ENDED 31 DECEMBER 201 4

2014 2013

Note EUR'000 EUR'000
Revenue 13 503 076 573 963
Cost of sales 14 (452 334) (520 046)
Gross profit 50 742 53917
Administrative expenses 15 (13 739) (18 019)
Other income 16 3303 4524
Other expenses 17 (5163) (5 601)
Operating profit 35143 34 821
Finance income 19 179 155
Profit before income tax 35 322 34 976
Income tax expense 21 (5 253) (5519)
Profit for the year 30 069 29 457
Earnings per share EUR EUR
Basic 23a 0,754 0,738
Diluted 23a 0,754 0,738

STATEMENT OF COMPREHENSIVE INCOME FOR THE YEAR ENDE D 31 DECEMBER 2014

2014 2013

EUR'000 EUR'000

Profit for the year 30 069 29 457
Items that will not be reclassified to profit osto

Tax sections, net
Revaluation of property, plant and
equipment — gross 239 443
Deferred income tax liability arising on
the revaluation of property, plant and
equipment 21 (36) (67)
Post-employment benefits and other
employee benefits remeasurement (80) -
Other comprehensive income for the
year, net of tax 123 376
Total comprehensive income for the
year 30192 29 833

The notes on pages 18 to 54 are an integral pdnese financial statements.

The financial statements on pages 13 to 54 wermapgd by the Board of Directors and were signeitohehalf by:

Adrians Oavis
Chairman of the Board

April 23, 2015

Anda Ulpe
Board Member

14
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JOINT STOCK COMPANY “LATVIJAS G AZE"
ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2014

STATEMENT OF CHANGES IN EQUITY FOR THE YEAR ENDED 3 1 DECEMBER 2014

Employee
Share Share Revaluation benefits Other Retained Total
capital premium reserve revaluation reserves earnings

reserve
EUR'000 EUR'000 EUR'000 EUR'0O00 EUR'000 EUR'0O00 EUROO

Balance as at 31

December 2012 56 773 20 376 380 422 - 111 893 37811 607 27
Other comprehensive

income

Revaluation of

property, plant and

equipment - gross - - 443 - - - 443
Deferred income tax

liability arising on the

revaluation of property,

plant and equipment - - (67) - - - (67)
Disposal of revalued

property, plant and

equipment - - (3170) - - 3170 -

Deferred income tax on

disposal of revalued

property, plant and

equipment - - 476 - - (476) -
Total other

comprehensive income - - (2 318) - - 2694 376
Profit for the year - - - - - 29 457 29 457
Total comprehensive

income for 2013 - - (2 318) - - 32151 29 833
Transactions with

owners

Transfers to reserves - - - - 1993 (1993)

Dividends for 2012 - - - - - (28 386) (28 386)
Rounding - - (1) - 1 (1) (1)
Balance as at 31

December 2013 56 773 20 376 378 103 - 113 887 39 582 608 72
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Balance as at 31
December 2014
Other comprehensive
income

Revaluation of
property, plant and
equipment - gross
Deferred income tax
liability arising on the
revaluation of property,
plant and equipment
Disposal of revalued
property, plant and
equipment

Deferred income tax on
disposal of revalued
property, plant and
equipment
Post-employment
benefits and other
employee benefits
remeasurement

ANNUAL ACCOUNTS

Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE"

FOR THE YEAR ENDED 31 DECEMBER 2014
STATEMENT OF CHANGES IN EQUITY FOR THE YEAR ENDED 3 1 DECEMBER 2014(continued)

Share
capital

EUR'000

56 773

Share
premium

EUR'000

Employee

Revaluation
reserve

EUR'000

20 376 378 103

- 239

- (36)

- (2 304)

- 346

benefits
revaluation

reserve

EUR'000

(80)

Other
reserves

EUR'000

Retained
earnings

EUR'000

113 887 39 582

- 2 304

- (346)

Total

EURO00

608 72

239

(36)

(80)

Total other
comprehensive income
Profit for the year

- (1 755)

(80)

- 1958
- 30 069

123
30 069

Total comprehensive
income for 2014
Transactions with
owners

Conversion of the share

capital into EUR
Transfers to reserves
Dividends for 2013
Rounding differences

(913)

- (1 755)

(80)

- 32 027

913 -
876  (876)

- (28728)

- )

30 192

(28 728)

®)

Balance as at 31
December 2014

55 860

20 376 376 348

(80)

115 676 42 002

610 1¢

Dividends are distributed and transfers to otheemees are made based upon profits and retaineihgaras per
statutory financial statements prepared under hataiccounting regulations. Changes in other reserar be made
only with shareholders’ approval. Revaluation reseand share premium cannot be distributed as atidd to

shareholders.

The notes on pages 18 to 54 are an integral panesé financial statements.
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Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE"
ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2014

STATEMENT OF CASH FLOWS FOR THE YEAR ENDED 31 DECEM BER 2014

Note 2014 2013
EUR'000 EUR’000

Cash flows from operating activities

Cash generated from operations 24 42 516 98 527
Interest received 374 387
Income tax paid 21 (5528) (5134)
Net cash generated from operating

activities 37 362 93 780
Cash flows used in investing

activities

Purchases of property, plant and

equipment (29 153) (27 113)
Proceeds from sale of property, plant

and equipment a7 78
Purchases of intangible assets (861) (1 068)
EC funding received 3 3029
Received term deposits 38 900 -
Deposited on term - (38 900)
Net cash generated from / (used in)

investing activities 8936 (63974)
Cash flows used in financing

activities

Dividends paid (28 728) (28 386)
Net cash used in from financing

activities (28 728) (28 386)

Net increase in cash and cash
equivalents during the year 17 570 1420

Cash and cash equivalents at the
beginning of the year 33554 32134

Cash and cash equivalents at the end
of the year 8 51124 33 554

The notes on pages 18 to 54 are an integral paénesé financial statements.
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Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE"
ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2014

NOTES TO THE FINANCIAL STATEMENTS
1 INCORPORATION AND ACTIVITIES

The Company was re-organised on January 31, 19%4jaisit stock company. The Company was formerbtade
enterprise, which had its assets transferred toohfigations assumed by the joint stock compangdoordance with
the law. Since 15 February, 1999 the shares oftimapany are quoted on NASDAQ OMX Riga Stock Exclearighe
registered office of the Company is 20 Vagonu $tiRma, Latvia.

The Company is involved in import and sales of ratgas in the territory of Latvia as well as syppif gas
transmission and storage services to foreign commpamhe Company is the sole supplier of naturaligd_atvia. The
service territory of the Company has a populatibapproximately 1.99 million.

The applied differential natural gas sale end feugbnsist of two parts: fixed tariffs for reguldteervices and the
natural gas sale price, which changes with a step, bl EUR/thous. fdepending on the actual natural gas purchase
costs. The tariffs of gas sold to corporate andilretistomers are set by the Public Utilities Cossign (PUC) of the
Republic of Latvia. Changes to tariffs are constdeby PUC based on applications of the Company iand
accordance with the methodology approved by PU@. ifdtural gas sale end tariff applied to users tighannual
consumption volume over 25 thousand®ranges every month, whereas to users with theseonsumption up to

25 thousand nf- once in half year, on January 1 and July 1.

During 2014 the average number of persons emplbydtie Company was 1 255 (2013: 1 267).
These financial statements have been approvedebgdhrd of Directors on April 23, 2015.
1 ACCOUNTING POLICIES

The principal accounting policies adopted in theparation of these financial statements are sebelaw. These
policies have been consistently applied to allysars presented, unless otherwise stated.

(a) Basis of preparation

The financial statements of the Company have beepaped in accordance with International FinanBi@porting
Standards as adopted by the European Union (IFR8a@sed by the EU). Due to the European Uniondoesement
procedure, the standards and interpretations nmbapd for use in the European Union are presentés note as
they may have impact on financial statements ofxbmpany in the following periods if endorsed.

The financial statements have been prepared uhdehnistorical cost convention, as modified by teeatuation of
property, plant and equipment as disclosed in tb@Anting policies Note (d) below.

The preparation of financial statements in confeyraith IFRS requires the use of estimates andraptians that

affect the reported amounts of assets and ligdslitind disclosure of contingent assets and li@silét the date of the
financial statements and the reported amountsvages and expenses during the reporting periaiodgh these
estimates are based on Management's best knowlgidgerrent events and actions, actual results altshy may

differ from those. Significant accounting estimates described in Note 28.

The following new and amended IFRS and interprataticome into force in 2014, but do not apply o@ompany's
operations and have no impact on these financa&ikstents:

IFRS 12 “Disclosures of interests in other entiti€s (effective for annual periods beginning on or mfteJanuary
2013, endorsed by EU for annual periods beginnimgroafter 1 January 2014). This standard includegisclosure
requirements for all forms of interests in othetiters.

IFRS 10 “Consolidated financial statements”(effective for annual periods beginning on or mfteJanuary 2013,
endorsed by EU for annual periods beginning orfter & January 2014)

IFRS 11 “Joint arrangements” (effective for annual periods beginning on or aftefanuary 2013, endorsed by EU
for annual periods beginning on or after 1 Jan2aA4)
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Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE"
ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2014

NOTES TO THE FINANCIAL STATEMENTS (continued)
2 ACCOUNTING POLICIES (continued)
(a) Basis of preparation(continued)

Amendments to IFRS 10, 11 and 12 on transition guéhce (effective for annual periods beginning on or iafte
January 2013, endorsed by EU for annual periodsbigg on or after 1 January 2014)

IAS 27 (revised in 2011) “Separate financial stateents” (effective for annual periods beginning on or afte
January 2013, endorsed by EU for annual periodsbigg on or after 1 January 2014)

IAS 28 (revised in 2011) “Associates and joint ventes” (effective for annual periods beginning on or afte
January 2013, endorsed by EU for annual periodsbiggy on or after 1 January 2014)

Amendments to IFRS 10, IFRS 12 and IAS 27 on congtion for investment entities (effective for annual
periods beginning on or after 1 January 2014)

Amendments to IAS 32 “Financial instruments: Presetation” on offsetting financial assets and financia
liabilities (effective for annual periods beginning on or aftelanuary 2014)

Amendments to IAS 36 “Impairment of assets” on receerable amount disclosuregeffective for annual periods
beginning on or after 1 January 2014)

Amendments to IAS 39 “Financial instruments: Recogition and measurement” on novation of derivatives ad
hedge accountingeffective for annual periods beginning on or aftefanuary 2014)

IFRIC 21 “Levies” (effective for annual periods beginning on or attedanuary 2014)

A number of new standards and interpretations hiagen published and come into force on financialiopks
beginning on or after 1 January 2015, and do ndateto the Company's operations or are not endbisg the
European Union:

Amendments to IAS 19 “Employee benefits plans” regaling defined benefit plans(effective for annual periods
beginning on or after 1 July 2014, not yet endoigetie EU)

Annual improvements 2012(effective for annual periods beginning on or aftetuly 2014, not yet endorsed in the
EU). These amendments include changes that affetetndiards:

* IFRS 2 “Share-based payment”

* IFRS 3 “Business Combinations”

* IFRS 8 “Operating segments”

* IFRS 13 “Fair value measurement”

* IAS 16 “Property, plant and equipment” and IAS“B&angible assets”

» Consequential amendments to IFRS 9 “Financidtunsents”

* IAS 37 “Provisions, contingent liabilities andntingent assets”, and

* IAS 39 “Financial instruments — Recognition andasurement”

Annual improvements 2013(effective for annual periods beginning on or aftefuly 2014, not yet endorsed in the
EU). The amendments include changes that afferéards:

* IFRS 1 “First time adoption”

* IFRS 3 “Business combinations”

* IFRS 13 “Fair value measurement” and

* IAS 40 “Investment property”

Amendment to IFRS 11 “Joint arrangements” on acquigion of an interest in a joint operation (effective for
annual periods beginning on or after 1 January 20G6yet endorsed in the EU)
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Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE"
ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2014

NOTES TO THE FINANCIAL STATEMENTS (continued)
2 ACCOUNTING POLICIES (continued)
(a) Basis of preparation(continued)

Amendments to IAS 16 “Property, plantand equipment” and IAS 41 “Agriculture” regarding bear er plants
(effective for annual periods beginning on or aftefanuary 2016, not yet endorsed in the EU)

Amendment to IAS 16 “Property, plant and equipment” and IAS 38 “Intangible assets” on depreciation and
amortisation (effective for annual periods beginning on or aftelanuary 2016, not yet endorsed in the EU)

IFRS 14 “Regulatory deferral accounts” (effective for annual periods beginning on or mftelanuary 2016, not yet
endorsed in the EU)

Amendments to IAS 27“Separate financial statements” on the equity methodeffective for annual periods
beginning on or after 1 January 2016, not yet esetbin the EU)

Amendments to IFRS 10 “Consolidated financial statments” and IAS 28 “Investments in associates and joint
ventures” (effective for annual periods beginning on or aftefanuary 2016, not yet endorsed in the EU)

Annual improvements 2014(effective for annual periods beginning on or aftefuly 2016, not yet endorsed in the
EU). The amendments include changes that affetzntiards:

* IFRS 5 “Non-current assets held for sale andadisnued operations”

* IFRS 7 “Financial instruments: Disclosures” witthsequential amendments to IFRS 1
* IAS 19 “Employee benefits”

* IAS 34 “Interim financial reporting”

IFRS 15 “Revenue from contracts with customers”(effective for annual periods beginning on or mfteJanuary
2017, not yet endorsed in the EU)

IFRS 9 “Financial instruments” (effective for annual periods beginning on or aftddanuary 2018, not yet endorsed
in the EV)

(b) Segment reporting

Operating segments are reported in a manner censigfith the internal reporting provided to theathbperating
decision-maker. The chief operating decision-makenp is responsible for allocating resources ansessing
performance of the operating segments, has beeifidd as the board that makes strategic decisiBogrd uses
profit before tax as a profit measure of segments.

The Company has five operating segments: gas tiasiem (a type of power supply, which includes sortation of
natural gas through high-pressure gas line to eelivto respective distribution system or diredibya consumer,
except sale of natural gas), gas storage (natasaktprage at the dakalns Underground Gas Storage Facility), gas
distribution (a type of power supply, which incledgansportation of natural gas through high-, matge and low-
pressure gas line, except sale of natural gas)regdization (a type of power supply, which incladmurchasing of
natural gas for realization and sale to natural gasonsumers) and other services. Division intgnents
corresponds to technological process of gas supplyis required for analysis of tariffs and expsnse

(c) Currency unit and revaluation of foreign curency

In accordance with the requirements of the ,Lawtlo@ Procedure for Introduction of Euro” all amouirtsthese
financial statements are expressed in the Latvaiomal currency — euro (EUR). The comparative réguas at 31
December 2013 have been translated from lats wiawccordance with the rate set by the EuropeginruCouncil

1 EUR = 0.702804 LVL and the clause 6 of the ,Lawtbe Procedure for Introduction of Euro” on corsien

principles.
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Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE"
ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2014

NOTES TO THE FINANCIAL STATEMENTS (continued)
2 ACCOUNTING POLICIES (continued)
(c) Currency unit and revaluation of foreign curency

Foreign currency transactions until 31 December32@&re translated into lats applying the officiatleange rate
established by the Bank of Latvia at the transactiate. Starting from 1 January 2014 the foreigmrenicy
transactions have been translated into euro agplifie rate determined by the conversation procebteteeen
central banks of the European System of Centrak8amnd other central banks and which is publishedhea
European Central Bank's website.

All monetary assets and liabilities denominatedareign currencies have been translated into lathe official
exchange rate established by the Bank of Latvibeatast day of the calendar year — 31 DecembeB.20th the Euro
implementation day 1 January 2014 all monetarytass® liabilities were translated into euro inadance with the
exchange rate set by the European Union Councikidering the rounding principles determined byis&6 of the
,Law on the Procedure for Introduction of Euro”. @me last day of the reporting year all monetargets and
liabilities were translated into euro in accordandth the rates published on the European CentaakB® website.

Foreign exchange gains and losses resulting frenseftlement of such transactions and from thesla#ion at year-
end exchange rates of monetary assets and liabitittnominated in foreign currencies are recogriséfte income
statement.

31.12.2014. 31.12.2013.
EUR EUR
1USD 0.8237 0.7328

(d) Property, plant and equipment

Buildings, gas transmission and distribution systemd equipment are stated at fair value, basedoadic valuation
less subsequent depreciation and impairment chReyealuation shall be made with sufficient regilard ensure the
carrying amount does not differ materially fromttiehich would be determined using fair value at émel of the
reporting period. Revaluation is performed everyears using depreciated replacement cost methddotAér

property, plant and equipment (including land andfdy gas) are stated at historical cost, less motated

depreciation and impairment charge. Historical @odtides expenditure that is directly attributatilg¢he acquisition
of the items.

Assets purchased, but not yet ready for intended arsunder installation process are included inefssinder
construction.

Subsequent costs are included in the asset’s ngraynount or recognized as separate asset, agappeoonly when
it is probable that future economic benefits asgted with the item will flow to the Company and tst of the item
can be measured reliably. All other repairs andnteaiance are charged to the income statement dilménfijnancial
period in which they are incurred.

Increases in the carrying amount arising on revanaof building, gas transmission and distributisystem and
equipment are credited to Revaluation reserve @mediolders’ equity. Decreases that offset previnoseases of the
same asset are charged against revaluation regieeatly in equity; any further decreases are chdrgp the income
statement. The revaluation surplus is transfeaétained earnings on the retirement or dispdsileoasset.

Land, buffer gas, advances and assets under coisirare not depreciated. Depreciation on othsetass calculated
using the straight-line method to allocate theistaor revalued amounts to their residual values tveir estimated
useful lives, as follows:

Years
Buildings 60 - 100
Gas transmission and distribution system 40 -5
Machinery and equipment 5-20
Furniture and fittings 5-10
Computers and equipment 3.33
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Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE"
ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2014

NOTES TO THE FINANCIAL STATEMENTS (continued)
2 ACCOUNTING POLICIES (continued)
(d) Property, plant and equipment(continued)

The Company’s policy is to capitalize property,pland equipment with cost exceeding EUR 250 ardulisife
exceeding 1 year.

The assets’ residual values and useful lives arewed, and adjusted if appropriate, at the en@axth reporting
period.

An asset’s carrying amount is written down immegliato its recoverable amount if the asset’s cagyamount is
greater than its estimated recoverable amount ({{gte

Costs of borrowing to finance assets under constru@and other direct charges related to the padicasset under
construction are capitalised, during the time thaequired to complete and prepare the assetdantended use, as
part of the cost of the asset. Capitalisation @f blorrowing costs is suspended during extendeddgiin which
active developments are interrupted.

Gains or losses on disposals are determined by admngpcarrying amount with proceeds and are chatgethe
income statement during the period in which theyiacurred. When revalued assets are sold, the msmcluded in
Revaluation reserve are transferred to retainesiregs.

(e) Intangible assets

Intangible assets primarily consist of softwarefices and patents. Intangible assets have a fisétil life and are
carried at cost less accumulated amortisation. Aisadion is calculated using the straight-line roetho allocate the
cost of intangible assets over their useful livgsnerally intangible assets are amortised overiagef 5 years.

) Impairment of non-financial assets

All Company’s non-financial assets have a finitefuslife (except land). Assets that are subjecamaortization or
depreciation are reviewed for impairment whenewanés or changes in circumstances indicate thatcéneying

amount may not be recoverable. An impairment Issséognized for the amount by which the assetiyicey amount
exceeds its recoverable amount. The recoverables@ms the higher of an asset’s fair value lesd¢scts sell and
value in use. For the purpose of assessing impattnassets are grouped at the lowest levels fochwtiiere are
separately identifiable cash flows (cash generatimigs). Non-financial assets that suffered impaintare reviewed
for possible reversal of the impairment at eaclorpg date.

(g) Financial assets

The Company classifies all its financial assete@s and receivables. The classification dependbh® purpose for
which the financial assets were acquired. Managémetermines the classification of its financiatets at initial
recognition and re-evaluates this designation atyeveporting date. Receivables are non-derivdtiancial assets
with fixed or determinable payments that are nadtgd in an active market. They are included in entrrassets,
except for assets with maturities greater than daths after the end of the reporting period. Thregeclassified as
non-current assets. Receivables are classifiedtrade' receivables’, ‘other current assets’ and Hcagad cash
equivalents’ in the balance sheet (Notes 2(i) &l 2

(h) Inventories

The cost of natural gas indmkalns UGS and in gas transmission pipelines isrdehed separately using the first-in
first-out (FIFO) method based on total natural gmvement. Materials, spare parts, gas meters dred otventories
cost is determined using the weighted average rdeffiee cost of natural gas comprises cost of gashpsed which
is recognized and charged to the income statemeheiperiod when incurred.

Inventories are recorded at the lower of cost atdenlisable value. Net realisable value is thignased selling price
in the ordinary course of business, less applicalaldable selling expenses. When the net realisghlee of

inventories is lower than its purchase price, m@iovis are created to reduce the value of inverstaaeheir realisable
value.
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Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE"
ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2014

NOTES TO THE FINANCIAL STATEMENTS (continued)
2 ACCOUNTING POLICIES (continued)

0] Trade receivables

Trade receivables are recognised initially at fa@ilue and subsequently carried at amortised cast uke effective
interest method, less provision for impairment. lyyision for impairment of trade receivables isabfished when
there is objective evidence that the Company witlle able to collect all amounts due accordinpéooriginal terms
of trade receivables. Significant financial diffites of the debtor, probability that the debtoH whter bankruptcy or
financial reorganisation, and default or delinqueircpayments are considered indicators that rhdetreceivables
are impaired. The amount of the provision is tHéetBnce between the asset’s carrying amount amgrbsent value
of estimated future cash flows, discounted at thgirml effective interest rate. The amount of {®vision is

recognised in the income statement.

If, in subsequent period, the amount of impairnless decreases and the decrease can be relatetivabyeto an
event occurring after the impairment was recognizedh as improvement of the debtor’s credit rgtitige reversal
of the previously recognized impairment loss igtzed in the income statement.

()] Cash and cash equivalents

Cash and cash equivalents comprise cash on halahcba of current accounts with banks and dephbsit$ at call
with banks with original term less than 90 days atfter short-term highly liquid investments, whicdin be easily
converted to cash and are not subject of significhange in value.

(k) Share capital and dividend authorised

Ordinary shares are classified as equity. Increatentternal costs directly attributable to the éssof new shares, are
shown in equity as a deduction, net of tax, from phoceeds. Dividend distribution to the Comparsyiareholders is
recognized as a liability in the Company’s finahatements in the period in which the dividends @pproved by
the Company’s shareholders.

()] Borrowings

Borrowings are recognised initially at fair valuet of transaction costs incurred. Borrowings afesequently stated
at amortised cost; any difference between the pdsgnet of transaction costs) and the redemptaioevis
recognised in the income statement over the pearidlde borrowings using the effective interest noethBorrowings
are classified as current liabilities unless thenPany has an unconditional right to defer settleméthe liability for
at least 12 months after the balance sheet date.

(m) Deferred income tax

The tax expense for the period comprises curreditdefierred tax. Tax is recognised in the incomeestant, except
to the extent that it relates to items recognisedther comprehensive income or directly in equitythis case the tax
is also recognised in other comprehensive inconabrectly in equity, respectively.

The current income tax charge is calculated orb#®és of the tax laws enacted or substantivelytedeaat the balance
sheet date. Management periodically evaluates iposittaken in tax returns with respect to situatiam which
applicable tax regulation is subject to interpiietat It establishes provisions where appropriatetton basis of
amounts expected to be paid to the tax authorities.

Deferred income tax is provided in full, using trebility method, on temporary differences arisiogtween the tax
bases of assets and liabilities and their carrgimgpunts in the financial statements. However, eéfdeferred income
tax arises from initial recognition of an assetiability in a transaction other than a businessibmation that at the
time of the transaction affects neither accountiogtaxable profit nor loss, it is not accounted fo

Deferred income tax is determined using tax rag®sl (aws) that have been enacted or substantiatigted by the
balance sheet date and are expected to apply Whadarnhporary differences will reverse.

The principal temporary differences arise from alint intangible asset amortization and propertgntpand
equipment depreciation rates, revaluation of prigpgdlant and equipment, as well as provisionsslomw-moving
inventory, accrued expenses for unused annual leagebonuses, accruals for post-employment and ethployee
benefits and provisions for bad and doubtful detitere the management is of the opinion that thdlymeéet the
criteria stated in Article 9 of the law “On Corpt@dncome Tax". Deferred income tax asset is reizaghonly to
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Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE"
ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2014

NOTES TO THE FINANCIAL STATEMENTS (continued)
2 ACCOUNTING POLICIES (continued)

(m) Deferred income taxcontinued)
the extent that it is probable that future taxgblgfit will be available against which the tempgrdifferences can be
utilized.

Deferred income tax assets and liabilities areetffeghen there is a legally enforceable right teefficurrent tax assets
against current tax liabilities and when the defériincome taxes assets and liabilities relatedonre taxes levied by

the same taxation authority on either the taxabtiyeor different taxable entities where therarsintention to settle

the balances on a net basis.

Increase in deferred income tax liability that tesfrom revaluation of property, plant and equiptnis charged to
other comprehensive income as deduction from réispeiticrease in the Revaluation reserve. Decrgaskeferred
income tax liability that results from depreciatiohrevalued property, plant and equipment is chdrgp the income
statement.

(n) Income tax
Income tax is assessed for the period in accordastbelatvian tax legislation. The tax rate statgdLatvian tax
legislation is 15 percent.

(0) Accrued unused annual leave expenses

Amount of accrual for unused annual leave is detechby multiplying the average daily wage of enygles for the
last six months of the reporting year by the amafréccrued but unused annual leave at the entleofeporting
year.

(p) Employee benefits

Bonus plans

The Company recognizes a liability and expensémuses, based on formula that takes into considertoe profit
attributable to the Company’s shareholders aftetate adjustments. The Company recognizes a pavisihere
contractually obliged or where there is a pasttwadhat has created a constructive obligation.

Social security and pension contribution

The Company pays social security contributions e state Social Security Fund (the Fund) on bebflits
employees based on the defined contribution plataordance with the local legal requirements. Chepany also
makes contributions to an external defined contidloupension plan (the Plan). A defined contribatfan is a plan
under which the Company pays fixed contributiorts ithe Fund or the Plan and will have no legal amstructive
obligations to pay further contributions if the Buar the Plan does not hold sufficient assets toglaemployees
benefits relating to employee service in the cureerd prior period. The social security and pensiontributions are
recognised as an expense on an accrual basisamthmded within staff costs.

Post-employment and other employee benefits

The Company provides defined benefits upon retirdnaend in the period of employment for employeeoseh
employment conditions meet defined criteria aceugdio the Employment contract. Amount of benetbiliity is
calculated based on current salary level and nurab@mployees, which are entitled or may becométledtto
receive those payments, as well as based on adtaasumptions, calculation are performed usindrtiogected Unit
Credit method. The defined benefit obligation ikakated annually using the projected unit creditimod.

The present value of the defined benefit obligat®determined by discounting the estimated futtash outflows
using the market rates on government bonds. Actuggins and losses arisen from experience adjussmand
changes in actuarial assumptions are charged ditedeto equity in other comprehensive income ia preriod in
which they arise.

(q) Trade payables

Trade payables are recognised initially at falugeand subsequently measured at amortised cosgj tie effective
interest method. Accounts payable are classifiecla®nt liabilities if payment is due within oneay or less. If not,
they are presented as non-current liabilities.
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Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE"
ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2014

NOTES TO THE FINANCIAL STATEMENTS (continued)
2 ACCOUNTING POLICIES (continued)

(r) Revenue recognition

The Company recognises revenue when the amourgvehue can be reliably measured, it is probablefthare
economic benefits will flow to the entity and whepecific criteria have been met for each of the gamy’s
activities as described below. The Company basesstimates on historical results, taking into @eration the type
of customer, the type of transaction and the sjpsaiff each arrangement.

Sales of natural gas

Sales are recognised upon delivery of gas, neabfevadded tax and discounts, but including exiEge Sales of
natural gas to residential customers are recordedhe basis of meter readings reported by custonWisere
relevant, this includes an estimate of the salésme of gas supplied between the date of the lasemreading and
the year-end. Natural gas sales to corporate cestoare recognized based on invoice issued accptdimeter
reading of customers.

Income of transmission and storage on natural gas

Income from rendering of services is recognisednuperformance of services, net of value added takdiscounts.
Income on natural gas transmission and storagecizgnized based on actual amount of transmittedstoréd gas,
which are determined by meter readings.

Applicable natural gas selling price is calculateded on latest available data. The exchangeaatefR/USD set by
ECB in the last day of the previous month, actwakg calorific value of gas in the previous morghnell as planned
volume of received and delivered gas are usedarcéhculation. Actual purchase costs of natural ayascalculated
based on methodology approved by the PUC’s Couakihg into account the exchange rate of EUR/USRst day
of the month when gas is delivered, actual gassgecasorific value as well as actual volume of gaschased from
suppliers.

Interest income

Interest income is recognized using the effectiverest method. Interest income on term depositdasssified as
Other income and interest on cash balances isifid@sas Finance income. Accrual of interest incameeased, if its
recoverability is uncertain.

Penalties income

Penalty income is recognised when it is probakde tile economic benefits associated with the timsawill flow
to the entity and the amount of the revenue caméasured reliably. Therefore, recognition usuadiyncides with
the receipt of the penalty.

Income from contribution to financing of constractiworks

The income from residents and enterprises contabuto financing of construction works of gas pipek is
accounted for as deferred income and recognizedeinncome statement over the expected periodeottistomer
relationship of 30 to 40 years.

Other services
Sales of services are recognised in the accoupgnigd in which the services are rendered.

(s) Earnings per share
Earnings per share is determined by dividing thefifpor loss attributable to equity holders of tBempany by the
weighted average number of participating sharestanding during the reporting year.

() Related parties
Related parties are defined as the Company’s nsfjareholders that have a significant influence, bers of the
Council and the Board, their close relatives amganies in which they have a significant influenceontrol.

(u) Grants

EC funding related to property, plant and equipniemtecognized as deferred income and is credietthé income
statement systematically over the expected livebhefelated assets.
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3 PROPERTY, PLANT AND EQUIPMENT
Land Buffer gas Buildings Equipment  Other Advances Assets Total

and gas and assets under
transmis- machinery construction
sion system
EUR'000 EUR'000 EUR’000 EUR’'000 EUR'000 EUR'000 EUR’000 EUR’000

Cost or
revaluation
31.12.2012. 2584 9377 1028705 129637 20 155 44 5585 1196 087
Additions - - - - - 3016 24 224 27 240
Reclassified - - 19 072 3613 1440 (2664) (21 461) -
Revaluation - - 476 53 - - - 529
Disposals - - (6 127) (1 747) (825) - (21) (8 720)
31.12.2013. 2584 9377 1042126 131556 20770 396 8327 1215136
Depreciation
31.12.2012. - - 549 125 62 058 12 345 - - 623 528
Charged for
2013 - - 23019 6 90C 1996 - - 31915
Disposals - - (3980)  (1621) (814) - - (6 415)
31.12.2013. - - 568 164 67 337 13 527 - - 649 028

Net book value
at December
31, 2013 2 584 9 377 473 962 64 219 7 243 396 8327 566 108

Net book value
at December
31, 2012 2584 9377 479 580 67 579 7 810 44 5585 572559

During 2013 the management has identified asseishwiad no carrying value, proper correction of lbwalues and
depreciation are made in the financial statements.
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3 PROPERTY, PLANT AND EQUIPMENT (continued)

Land Buffer gas Buildings EquipmentOther asset Advances Asset Total
and gas and undel
transmis- machinery constructior
sion
system

EUR'000 EUR’000 EUR’000 EUR'000 EUR'000 EUR'000 EURO00 EUR’000
Cost or revaluation

31.12.2013. 2584 9377 1042126 131556 20770 396 8327 1215136
Additions - - - - - 2 398 27 106 29 504
Reclassified - - 15 562 4812 1 048 (2730) (18 692) -
Revaluation - - 239 - - - - 239
Disposals - - (3541) (2 464) (862) (34) (32) (6 933)
31.12.2014. 2584 9377 1054386 133904 20 956 30 16 709 1 237 946

Depreciation

31.12.2013. - - 568164 67337 13 527 - - 649028
Charged for 2014 - - 23679 6 802 1982 - - 32 464
Disposals - - (2188) (2 186) (847) - - (5221)
31.12.2014. - - 589655 71954 14 662 - - 676271

Net book value at

December 31,

2014 2584 9377 464731 61 950 6 294 30 16 709 561 675
Net book value at

December 31,
2013 2 584 9377 473962 64 219 7 243 396 8 327 566 108

During the reporting year the management has ffieththissets which had no carrying value, propereation of book
values and depreciation are made in the finantagments.

During 2003 and2004 buildings, gas transmission and distribution systnd equipment were revalued using cost
(amortised replacement cost) method. The amortiepthcement cost was determined by a certified peddent
assessor JSC “BDO Invest Riga”. During 2012 the gamy performed subsequent revaluation of all agsmips
mentioned above using amortised replacement coshatie The amortised replacement cost was determined
independent certified valuator JSC BDO.

Fixed assets include fully depreciated assets aithtal cost of 13 242 thousand EUR (31.12.2013939 thousand
EUR).

As at December 31, 2014 the carrying amount in tiaseaevaluated property, plant and equipment woeédarried
under the cost model is 253 804 thousand EUR, datubuildings — 200 222 thousand EUR or equipnerd
machinery — 53 582 thousand EUR (31.12.2013: 246tB8usand EUR, including buildings — 192 833 tleousEUR
and equipment and machinery — 54 065 thousand EUR).

During the reporting year the Company has capédlidepreciation in amount of 11 thousand EUR (2@63housand
EUR).

According to local legislation the Company discksecadastral value of the land plots and buildibgtermination of
a precise cadastral value of the land plots anidiings owned by the Company is in process.
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3 PROPERTY, PLANT AND EQUIPMENT (continued)

Assessed cadastral value at December 31, 2014 dfuifdings is 10 038 thousand EUR (31.12.2013:1® thousand
EUR), cadastral value at December 31, 2014 of dhe pplots is 4 616 thousand EUR (31.12.2013: 3 th8udsand
EUR), 45 thousand EUR for container equipment (32013: 54 thousand EUR).

Engineering buildings (distribution pipelines, tings and reservoirs) cadastral value at Decemider 2014 is
59 083 thousand EUR (31.12.2013: 59 183 thousari)EU

Cadastral value is not determined for 1 building for 116 drillings.

4 INTANGIBLE ASSETS

EUR’000
Cost
As at December 31, 2012 11 606
Additions 1068
Disposals (58)
As at December 31, 2013 12616
Amortisation
As at December 31, 2012 8591
Charge for the year 1293
On disposals (58)
As at December 31, 2013 9826
Net Book Value as at December 31, 2013 2790
Net Book Value as at December 31, 2012 3015

EUR’000
Cost
As at December 31, 2013 12 616
Additions 860
Disposals (67)
Corrections (63)
As at December 31, 2014 13 346
Amortisation
As at December 31, 2013 9 826
Charge for the year 1379
On disposals (25)
Corrections (63)
As at December 31, 2014 11117
Net Book Value as at December 31, 2014 2229
Net Book Value as at December 31, 2013 2790

Intangible assets include fully amortised intangiassets with a total cost value of 7 407 thougasR (31.12.2013:
4 091 thousand EUR).

The major intangible assets are gas transmissigkD@AS-2, a geographic-informative system (GIS)lefhukalns
(In¢ukalns) 3D data base and an Individual customéingpibystem PUNS-2 at a carrying amount of 234 famal
EUR, 191 thousand EUR and 153 thousand respect{8&l}12.2013.: EUR 180 thousand, EUR 239 thousBhiR
0).
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5 TRADE RECEIVABLES

31.12.2014. 31.12.2013.
EUR’000 EUR’000

Non-current trade receivables

Gross value 6 7
Other receivables 6 6
Provisions for impairment of receivables (4) (4)
8 9
Current trade receivables
Gross value 62 279 49 869
Provisions for impairment of receivables (10 620) (10 407)
51 659 39 462
Total trade receivables 51 667 39471
Provisions for impairment of bad and doubtful debts
2014 2013

EUR’000 EUR’000

Provisions at the beginning of the year 10514 15 865
Charged to income statement 2175 4 838
Released to income statement (1 894) (1601)

Net charge to income statement

(see Note 15) 281 3237

Written off (73) (8 588)

Provisions at the year end 10 722 10 514

Provisions as at December 31, 2014 of 10 718 tmu&AJR relate to current trade receivables, wheasaat 31
December 2013 they amounted to 10 510 thousand Pudivisions as at December 31, 2014 of EUR 98 tmudis
EUR relate to other trade receivables (31.12.2002:thousand EURsee Note 7). Provisions were created based on
evaluation of the financial position and operatiohseparate groups of customers. The actual loasgdiffer from

the current calculations, as the specific amouatpiired are regularly reviewed and changes arectefi in the

income statement.
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6 INVENTORIES

31.12.2014. 31.12.2013.
EUR’000 EUR’000

Materials and spare parts

(at net realisable value) 5912 7 230
Gas and fuel (at cost) 74 277 177 937
80 189 185 167

The cost of inventories recognized as expenserahdded in “Cost of sales” amounted EUR 370 65T¢amd
(2013: EUR 435 844 thousand).

Provisions for impairment of obsolete and slow mgvinventories:
2014 2013
EUR’000 EUR’000

Provisions at the beginning of the year 461 575
Charged to income statement 9 10
Released to income statement (30) (115)
Written off (2) (9)
Provisions at the year end 438 461

Provisions have been created for slow moving melednd spare parts. During 2014 the Company usepdrations
inventories amounting to EUR 13 thousand (2013: BURhousand) that had been written off in previgeasrs.

7 OTHER RECEIVABLES

31.12.2014. 31.12.2013.
EUR’000 EUR’000

Term deposits - 38 900
Prepayments and deferred expense 405 381
Interest accrued on bank deposits 2 11
Receivable for services supplied 12 17
Other debtors 295 241

714 39 550
Provisions for impairment of bad and doubtful
debts* (98) (102)

616 39 448

*Provisions for impairment of bad and doubtful detelate principally to Other debtors.

8 CASH AND CASH EQUIVALENTS

Current accounts with banks 28 074 26 464
Term deposits* 23 050 7 090
51124 33554

* As at December 31, 2014 there were no deposits witial maturity term over 90 days. As at Deca&anB013 such
deposits amounted to EUR 38 900 thousand. Depweditsinitial maturity term over 90 days are shownNote 7,
position “Term deposits”. Term deposits fixed ietgtrrate during 2014 varied from 0.09% to 2.0%gverum (2013:
from 0.05% to 2.0% per annum).
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9 SHARE CAPITAL

(a) Authorised, subscribed and paid-up share capitataSecember 31, 2014 consists of 39 900 000 arglina
shares of EUR 1.40 each. All shares have equahgeights and rights to dividend. In 2014 shareiteapvas
converted from LVL to EUR. Conversion difference IR 913 thousand was transferred to Other reserves
Change in share capital did not affect the numibshares.

31.12.2014. 31.12.2013.
% from total Number of % from total Number of
share capital shares  share capital shares
Registered (closed issues) shares 36,52 14 571 480 36,52 14 571 480
Bearer (public issues) shares 63,48 25 328 520 63,48 25328520
100,00 39 900 000 100,00 39900 000
(b) Shareholders
31.12.2014. 31.12.2013.
% from Number of % from Number of
total share shares total share shares
capital capital
E.ON Ruhrgas International GmbH
(including registered shares of closed
issues 7 285 740) 47,23 18 846 385 47,23 18 846 385
Itera Latvija LLC 16,00 6 384 001 16,00 6 384 001
OAO Gazprom
(including registered shares of closed
issues 7 285 740) 34,00 13 566 701 34,00 13566 701
Shares owned by the State 0,00 117 0,00 117
Bearer (public issues) shares 2,77 1102 796 2,77 1021796
100,00 39 900 000 100,00 39 900 000

State owned shares are given for holding to thad#inof Economyof the Republic of Latvia.

10 BORROWINGS
During 2014 or 2013 the Company did not have boimgs:

11 DEFERRED INCOME

(a) Income from residents and enterprises contaohub financing of construction works of gas pipes:

31.12.2014. 31.12.2013.

EUR’000 EUR’000

Non-current portion 19 468 19 624
Current portion 919 893
20 387 20 517
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11 DEFERRED INCOME (continued)
(a) Income from residents and enterprises conidhub financing of construction works of gas pipek (continued)

Deferred income movement:

2014 2013

EUR’000 EUR’000
At the beginning of the year 20 517 20 430
Received from residents and
enterprises during the reporting year 769 963
Written down to income statement in
the reporting year (see Note 16) (899) (876)
Deferred to the following periods 20 387 20 517

(b) EC funding recognised

31.12.2014. 31.12.2013.

EUR’000 EUR’000
Non-current portion 8871 9139
Current portion 268 268
9139 9 407
Deferred income movement:
2014 2013
EUR’000 EUR’000
At the beginning of the year 9 407 9674
Recognised deferred income from
EC grants in the reporting year 2 30
Written down to income statement in
the reporting year (270) (297)
Deferred to the following periods 9139 9 407
Total deferred to the following
periods 29 526 29 924

In accordance with the European Commission resolutlo.C(2011) 5554 dated August 13, 2008 on thecdwha
financial grant under the EC Regulation (EC) No/2689 on gas and electricity interconnections,@oenpany has
received funding of 50%, but not more than EUR 1llian for realization of Actions No.EEPR-2010-INTRF-LV-
LT-12.566527 “Modernization of 15 wells at the¢ukalns UGS” and SI2.566531 “Construction of a gasspge
below the River Daugava and a pig receiver”. Thggab were put into operation in 2011. The unusedign of
funds is granted for reconstruction of two othetlsve he final payment from EC was received in 2013

See also Accounting policies Note (u).
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12 OTHER PAYABLES

31.12.2014. 31.12.2013.
EUR'000 EUR’000

Prepayments received 12 111 10943
Social insurance contributions 849 778
Personal income tax 586 491
Value added tax 12 789 10118
Excise tax 2740 2150
Salaries 752 864
Accrued expenses for unused annual leave 1318 7119
Accrued expenses for bonuses 6 850 6 915
Accrued other expenses 403 448
Accrued post-employment benefit liabilities
and other obligations to employees * 307 370
Other current liabilities 6 949 3775
45 654 38 049

* Accrued post-employment benefit liabilities andestbbligations to employees are further describedate 22.

13 REVENUE

Sales per customers’ groups are as follows:
201¢ 2013

EUR'000 EUR’000

Income from natural gas sales to industrial custsme 419 16 491 04:
Income from natural gas sales to residential

customers 59 74¢ 62 85
Income from transmission and storage of natural gas 23 25( 19 06!
Other services 911 1 00/

503 07¢ 573 963

If sales of natural gas based on leveraged pay(nesitiential customers) increased or decreaseddtten income
from natural gas sales to residential customerddvimgrease or decrease by 5%. Income from rengearirservices
is recognised upon performance of services, ngalofe added tax and discounts, but including exzigsén amount
of EUR 19 931 thousand in 2014 (2013: EUR 21 6d@ishnd).

14  COST OF SALES

Purchase of natural gas 381795 447684
Salaries 16 306 16 670
Social insurance contributions 3596 3960
Life, health and pension insurance 1096 1135
Materials and spare parts 9 844 10 508
Depreciation and amortisation 32 896 32181
Other expenses 6 801 7 908
452 334 520 046
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15 ADMINISTRATIVE EXPENSES

2014 2013
EUR’000 EUR’000
Salaries 4907 5149
Social insurance contributions 727 1124
Life, health and pension insurance 201 206
Maintenance and utilities 946 955
Real estate tax 1106 1086
Depreciation and amortisation 832 820
Bank charges 100 122
Provisions for impairment of bad
and doubtful debts, net (see Note 5) 281 3237
Other expenses 4 639 5320
13739 18 019
16 OTHER INCOME
Penalties from customers 1241 1413
Income from contribution to financing of
construction works (see Note 11) 899 876
Income from change in provisions of slow
moving and obsolete inventories 21 105
Other income 983 986
Net foreign exchange gains 13 948
Interest income 146 196
3303 4524
17 OTHER EXPENSES
Materials 42 39
Salaries 267 280
Social insurance contributions 31 36
Depreciation and amortisation 105 104
Sponsorship 2977 2994
Loss from sale of fixed assets 1149 1693
Other expenses 592 455
5163 5601
18 EXPENSE BY NATURE
Purchase of natural gas 381 795 447 684
Depreciation and amortisation 33833 33 105
Employee benefit expenses (see Note 26) 27 131 6@8 5
Material and spare parts 9 886 10 547
Net provisions for impaired receivables 281 3237
Other expenses 18 310 20 533
471 236 543 666

34




Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE"
ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2014

NOTES TO THE FINANCIAL STATEMENTS (continued)
19 FINANCE INCOME

2014 2013

EUR’000 EUR’000
Finance income
- Interest income 179 155

20 NET FOREIGN EXCHANGE GAIN AND INTEREST INCOME

The exchange net differences are credited to ttenie statement under Other income (see Note 16).

Interest income credited to the income statement iscluded as follows:

Other income (see Note 16) 146 196
Finance income (see Note 19) 179 155
325 351

21 INCOME TAX EXPENSE

2014 2013
EUR’000 EUR’000
Current income tax 6 746 5915
Deferred income tax (1 493) (396)
5253 5519

Corporate income tax differs from the theoreticalglculated tax amount that would arise applying 1% rate
stipulated by the law to profit before taxation:

Profit before income tax 35 322 34 976
Theoretically calculated tax at tax rate of

15% 5298 5246
Tax effect of:

Tax non-deductible expenses, net 1210 1603
Tax relief on donations (1 255) (1 330)
Tax charge 5 253 5519

Deferred income tax is calculated by using the tthtax rate — 15%.

Reconciliation between actual corporate incomectearge and the amount of corporate income tax peyab

Receivable as at 1 January (1 688) (2 467)
Charge for the year 6 746 5913
Paid during the year (5 528) (5 134)
Receivableas at 31 December (470) (1 688)
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21 INCOME TAX EXPENSE (continued)
Calculation of deferred income tax:

2014 2013
EUR'000 EUR’000
Deferred income tax liabilities at the beginning
of the reporting year 56 447 57 252
Increase in deferred income tax liabilities that
results from revaluation of property, plant and
equipment (charged to other comprehensive

income) 36 67
Decrease in deferred income tax liabilities
(credited to income statement) (1493) (396)

Deferred income tax that results from disposal of
revalued property, plant and equipment

(credited to equity) (346) (476)
Deferred income tax liabilities at the end of the
reporting year 54 644 56 447

Deferred income tax assets and liabilities are atifoutable to the following items:
31.12.201¢« 31.12.2013.
EUR'000 EUR'000

Difference on depreciation of property, plant and

equipment (to be settled within 12 months) 2 318 132
Difference on depreciation of property, plant and

equipment (to be settled after more than 12

months) 56 145 58 013
Impairment of bad and doubtful debts

(to be settled within 12 months) * (1128) (1 256)
Accrued expenses for unused annual leave and

bonuses (to be settled within 12 months) (1213) 1224

Accruals for post-employment benefits and other
employee benefits (to be settled after more than

12 months) (673) (872)
Accruals for other liabilities (to be settled withi

12 months) (739) (276)
Impairment of inventories

(to be settled within 12 months) (66) (69)
Deferred income tax liability, net 54 644 56 447

* These are provisions for impairment of bad andhiful debts that are expected to become allowfmsleorporate
income tax purposes in the foreseeable futurelaganet debtor companies are in liquidation.

36




Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE"
ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2014

NOTES TO THE FINANCIAL STATEMENTS (continued)
22 ACCRUALS FOR EMPLOYMENT AND POST EMPLOYMENT BENEFIT S

2014 2013
EUR'000 EUR'000

At the beginning of reporting year 5812 6 518
Current service income (1 206) (377)
Post-employment benefits paid (200) (203)
Interest expense (24) 528
Remeasurements of post employment benefit

obligations 104 (654)
Accruals at the end of the reporting year 4 486 5812

31.12.2014. 31.12.2013.
EUR'000 EUR'000

Nonr-current portion of accruals 4179 5 442
Current portion of accruals (see Note 12) 307 370
Accruals at the end of the reporting year 4 486 5812

Post-employment benefits are unique or monthlylifnited time period) benefits, which are paid to employee,
whose employment conditions meet defined critecizoeding to the Employment contract. Accruals fendfits are
calculated based on the current level of the ssand the number of those employees, who mighhbed to such
benefits, if they terminated employment with then@any, as well as previously applied benefit rated actuarial
assumptions.

For calculation of provisions following assumptidrese been used:
2014 2013

Discount rate (considering profitability of goverant bonds at the
balance sheet date), % 1.875 2.1265

Employee rotation ratio 3.17 3.10
Pension age of employees, years 62 and 3 m. 62
Mortality, years rxx kk
Change in payroll, %:
2013 - 4.00
2014 4.00 4.00
2015 4.00 4.00
2016 4.00 4.00
2017 4.00 4.00
2018 4.00 4.00
2019 4.00 -
Contributions in private pension funds, % of totabss income of
employees 5.00 5,00
SSC (employees)* 23.59% 24.09%
SSC (employed pensioners)* 20.16% 20.68%
PIT** 24% 24%

* average rate according to the Cabinet of Minsstetes in force during 2014 and 2013.
** gverage rate according to the Cabinet of Ministeiles in force during 2014 and 2013.
*** gccording to provision calculation methodology.

37




Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE"
ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2014

NOTES TO THE FINANCIAL STATEMENTS (continued)
22 ACCRUALS FOR EMPLOYMENT AND POST EMPLOYMENT BENEFIT S(continued)

Sensitivity of total employment and post-employmaifdwance depending on the assumption changes:

Change in assumptions Impact on the total liabilites
Discount rate Increase/decrease of 0.5% Decreas®d4¥ [ increase of 4,98%
Employee rotation ratio Increase/decrease of 0.5 crézese of 3.91% / increase of 4.25%
Pension age Increase/decrease of 1 year Decreaseéh / increase of 1.64%
Life period Increase/decrease of 1 year Increag€e6i / decrease of 0.25%
Payroll growth ratio Increase/decrease of 0.5% relase of 3.52% / decrease of 3.25%
Contribution to the private
pension funds Increase/decrease of 0.5% Increase of 0.31% / decrease of 0.31%
SSC Increase/decrease of 0.5% Increase of 0.3Edréake of 0.31%
PIT Increase/decrease of 0.5% Increase of 0.0886redse of 0.08%

23 EARNINGS AND DIVIDENDS PER SHARE
(a) EARNINGS PER SHARE

The Company has no dilutive potential ordinary ekaand therefore diluted earnings per share arsdime as the
basic earnings per share.

Basic earnings per share are calculated by divitlregnet profit attributable to the shareholdersthwy weighted
average number of ordinary shares in issue duhagyear.

2014 2013
EUR'000 EUR'000
Net profit attributable to shareholders (a) 30069 29457
Number, th.  Number, th.
Ordinary shares as at 1 January 39 900 39 900
Ordinary shares as at 31 December 39 900 39 900
Weighted average number of ordinary shares
outstanding during the year (b) 39 900 39 900
Basic earnings per share during the year (a/b) in
EUR 0.754 0.738

(b) DIVIDENDS PER SHARE

Dividends payable are not accounted for until thaye declared at the Annual General Meeting.
At the meeting in 2015, a dividend in respect ta2&UR 0.72 per share will be proposed by the mamagt. These
financial statements do not reflect these dividgmagable, which will be accounted for in the shatdérs’ equity as
an appropriation of retained earnings for 2014.

The dividends paid in 2014 for 2013 were EUR 28 #&8isand (EUR 0.72 per share), dividends paidOiti3Zor
2012 were EUR 28 386 thousand (EUR 0.711 per share)

38




Translation from Latvian Original

JOINT STOCK COMPANY “LATVIJAS G AZE"
ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2014

NOTES TO THE FINANCIAL STATEMENTS (continued)

24  CASH GENERATED FROM OPERATIONS

Reconciliation of profit before tax to cash genedafrom operations:

Profit before income tax

Adjustments for:

Depreciation (Note 3)

Amortisation (Note 4)

Deviations of actual and predictable purchases of
natural gas and income from participation fees
(see Note 11)

Provision for impairment of slow moving
inventories (Note 6)

Change in accrued expenses for bonuses
Change in accrued expenses for unused annual
leave

Change in accruals for other liabilities

Change in accrued expenses for post-employment
benefits and other employee benefits (Note 22)
Interest income (Note 20)

Loss on sale of property, plant and equipment
(Note 17)

Changes in working capital

- trade and other receivables
- inventories

- trade and other payables

2014 2013
EUR000  EUR'000
35 322 34976
32 464 31915
1379 1293
(1 169) (1173)
(21) (105)
(65) 953
121 (132)
3083 3596
26) 3 (706)
(325) (351)
1149 1693
(12 264) 45 380
104 978 (52 447)
(120 810) 33 635
42516 98 527

25 RELATED PARTY TRANSACTIONS

No entity exercises control over the Company. kEgitisclosed below own or owned more than 20%efshares
that deemed to provide a significant influence dtierCompany.

(@) Sale of transmission services

OAO “Gazprom”

(b)  Purchase of natural gas

OAO “Gazprom”

2014 2013

EUR'000 EUR'000
21 207 17 563
265 122 318 866

The entity has long-term agreement with OAO Gazpbased on “take or pay” rules that determine theirmim
guantity which should be purchased for respectamog. If the entity is not able to consume thesagdrvolume, legal

obligations might arise.
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(c)  Accounts payable for natural gas and services

31.12.2014. 31.12.2013.
EUR'000 EUR’000

OAO “Gazprom” 470 585

Companies controlled by OAO Gazprom 402 -

E.ON Global Commodities SE - 12
872 597

Payables are payable in cash and are not securzgliegge or otherwise.

(d) Accounts receivable for natural gas in @nsit

OAO “Gazprom” 2 364 1464

Receivables are receivable in cash and are noteskby a pledge or otherwise.

(e) Advance payment for services to relatedmpany

Companies controlled by OAO Gazprom, advance
for services 1052 -

® Expenses for services from companies coolied by related party

2014 2013
EUR'000 EUR'000
E.ON Global Commodities SE 25 20
Companies controlled by OAO Gazprom 4273 4 686
4298 4 706

() Remuneration to Board of Directors and Council

A list of the members of the Board of Directors &wlincil is shown on page 3.
2014 2013
EUR'000 EUR'000

Salaries 2074 2 359

Social insurance contributions 147 366

Change in accruals for post-employment benefits

and other employee benefits 1 (28)

Health and life insurance 4 4

Contributions to pension funds 53 71
2279 2772

Salaries and social insurance contributions incem®ued bonuses for the reporting year.
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26 EMPLOYEE BENEFIT EXPENSE

2014 2013
EUR'000 EUR'000
Wages and salaries 21170 21 868
Post-employment benefits and other employee
benefits 310 231
Social insurance contributions 4 301 5074
Social insurance contributions related to post-
employment benefits and other employee benefits 53 46
Life, health and pension insurance 1297 1341
27 131 28 560

In accordance with the Rules of the Cabinet of Bteris of Latvia 73.80% (2013: 75.80%) of the sotialirance
contributions are used to fund the state definedridzution pension system.

27 SEGMENT REPORTING

31.12.2014.

Gas Gas Gas Gas Other
transmission storage  distribution  realization services TOTAL

EUR'000 EUR'000 EUR'000 EUR'000 EUR'000 EUR'000

Segment revenue from

external customers 5594 17 610 - 478 961 911 363 0
Inter-segment revenue 20 863 14 377 49 028 249 160 84 677
Inter-segment costs (38) (198) (618) (83 823) - q34)
Interest income - - - - 179 179
Profit before tax 3274 10 585 13 582 9270 (1389) 35322
Corporate income tax 382 1503 1830 1334 204 325
Assets 197 398 139 914 242 425 161 292 6 941 7ar7 97
Liabilities 24 853 21039 56 230 35295 371 137 788
Other information on

segment

Depreciation and

amortisation 13 952 7 396 11 475 851 159 33833
Additions of non-

current assets 14 858 8 016 6 497 641 2 30014
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31.12.2013.

Gas Gas Gas Gas Other
transmission storage  distribution realization services TOTAL
EUR'000 EUR'000 EUR'000 EUR'000 EUR'000 EUR'000

Segment revenue from

external customers 4812 14 202 - 553 945 1004 9533
Inter-segment revenue 23418 16 115 50 760 384 216 90893
Inter-segment costs (60) (280) (746) (89 807) - §98)
Interest income - - - - 155 155
Profit before tax 4 667 7 793 13 701 8974 (159) 93a
Corporate income tax 556 1056 2052 1508 347 % 51
Assets 199 886 143 716 256 476 258 599 9 549 868 22
Liabilities 26 199 20 740 57 558 154 626 382 258 50
Other information on

segment

Depreciation and

amortisation 13561 7 314 11 349 730 151 33105
Additions of non-

current assets 12 542 6 942 8 321 374 2 28 181

The largest customers:

Five of the Company’s customers comprise 51,1% 32017.5%) of income. Income generated by the ldrges

customer as of December 31, 2014 was 33.8% (28.3%3, the second and the third largest custonmemstituted
5,9% and 2,5% respectively (2013: 6.5% un 2.8%theftotal income amount. This income is relateth®onatural
gas realization segment.

No geographical segment information is providedlbprincipal operations are carried out in Latvia.

28 CRITICAL ESTIMATES AND JUDGEMENTS

The preparation of the financial statements in oonity with IFRS requires the use of certain catiaccounting
estimates. It also requires management to exeisigadgement in the process of applying the Corgfgaaccounting
policies.

IFRS requires that in preparing the financial stegets, management of the Company make estimates
assumptions that affect the reported amounts etsssd liabilities and required disclosure atdate of the financial
statements and the reported amounts of revenuesxgethses during the reporting period. Actual testduld differ
from those estimates. The areas involving a higlegrree of judgement and thus having significak ofscasing a
material adjustments to the carrying amounts oétasand liabilities within the next financial yese revaluation of
property, plant and equipment, determination ofgdiency of revaluations, the management assumpiimas
estimates in determination of useful lives of pmpeplant and equipment, recoverable amount obacts receivable
and inventories, post-employment benefits and athgsloyee benefits as described in respective notes

Revaluation of fixed assets

The management determines fair value and the rémgaurseful life of buildings, gas transmission atistribution

system and equipment based on valuations perfobypé@alependent certified valuators in accordandé véal estate
valuation standards and based on the average wgotisir costs relevant for the reporting year. Tham@any’s

internal policy is to perform the revaluations whetere are indications that average constructiostscand/or
purchase prices related to the buildings, gas tn&sson and distribution system and equipment hevaenged
significantly once per 5 years at least. On 1 Faty2012 the Company performed revaluation of thi&dimgs, gas
transmission and distribution system and equiprigattincreased the carrying amount of these abseEUR 121
million. The amortised replacement cost was deteechby an independent certified valuator JSC BDO.
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28  CRITICAL ESTIMATES AND JUDGEMENTS (continued)

Recoverable amount of trade receivables

The estimated collectability of accounts receivaiBleassessed on an individual basis for each ceston case
individual assessment is not possible due to tigelaumber of individual balances, only the siguifit debtors are
assessed individually. Receivables that are nawichehlly assessed for impairment are classifietb igroups of
receivables with similar credit risk characteristand are collectively assessed for impairmentgubistorical loss
experience. Historical loss experience is adjustedhe basis of current observable data to retleeteffects of
current conditions that did not affect the periadwhich the historical loss experience is based tangmove the
effects of conditions in the historical period thatnot exist currently. Refer to Note 5.

Inventory valuation

Upon valuation of inventories, the management sebe its best knowledge taking into consideratigstohical
experience, general background information andnpieeassumptions and conditions of future eventgletermining
the impairment of inventories, the sales potendislwell as the net realisable value of inventorytaisen into
consideration. Refer to Note 6.

Evaluation of post-employment and other employeefiis

Liabilities for the employee benefits are presentedhe balance sheet at their present value. Byapldenefit
liabilities are calculated for each year using Brejected Unit Credit method. Both actuaries defiaad publicly
available assumptions are used in calculationsrdéga changes in demographic and financial vargabRefer to
Note 22.

Recognition of revenues using the leveraged consompayment scheme

Customers, who settle payments using the leveragedumption payment scheme, when paying bills (cerial
users and private persons, who perform an operatiyity), perform the readings of meters twiceyemar and
determine the leveraged consumption for the wiséarson (November to April) and summer season. Gustoare
invoiced on the monthly basis.

Customers who are residents (household custoneik) accounts using the leveraged consumption paystheme
in the self-service order. Customers perform ttaalirlgs of meters (depending on consumption) ongsaaor when
tariffs are changed. All customers of the househ@rdke invoiced on a monthly basis by summing tiverbged
consumption for which a seasonal rate is applied.

29  FINANCIAL RISK MANAGEMENT

29.1. Financial risk factors

The Company’s overall risk management program setan “JSC “Latvijas &e” risk management guidelines and
procedures” developed by SIA Marsh in 2005, as asl'The Rules of “JSC “Latvijas@e” on management of
financial resources” (hereafter — Rules) develapezD12.

The Company’s overall risk management program feswm the unpredictability of financial markets aegks to
minimise potential adverse effects on the Compaffiylancial performance. An approach of assessménhe

financial stability of Latvian commercidbanks and foreign credit institutionsbranches by evaluating various
criteria (both quantitative and qualitative) wittetadded assessment scales is described in the Rule
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29.1. Financial risk factors(continued)

Financial instruments owned by the Company (acoorth IFRS 7):

31.12.2014 31.12.2013
EUR’000 EUR’000
Financial Financial
Loans and liabilities at Loans and liabilities at

Financial assets receivables amortized cost receivables amortized cost
Receivables from related
companies 2 364 - 1464 -
Trade receivables 49 295 - 37 998 -
Other receivables 616 - 39 448 -
Cash and cash equivalents 51124 - 33 554 -
Total financial assets: 103 399 - 112 464 -
Financial liabilities
Payables to related companies - 470 - 597
Trade payables - 3315 - 129 046
Other payables - 45 654 - 38 049
Total financial liabilities: - 49 439 - 167 692

Financial instruments by categories
All financial assets are included in category Loam&l Receivables and all financial liabilities aneasured at
amortised cost.

Company’s activities are exposed to following risks
- Credit risk
- Liquidity risk
- Market risk, incl.
Interest rate risk
Currency exchange rate risk

Credit risk

The Company is exposed to credit risk, which issk of material losses arising in a case when capatty is not
able to fulfil its contractual obligations to th@@pany. The credit risk is critical to the operai®f the Company, so
it is important to manage this risk effectively.

The credit risk arises from cash and cash equitsleeposits with banks and financial institutions,well as credit
exposure to customers, including outstanding reddés and committed transactions.

Sources of credit risk

Credit risk mainly relates to few largest customefshe Company. Largest part 49.9% (2013: 51.5%)rade
receivables for natural gas is made up by debt lafgest customers of the Company, one of thestomers debt
comprised 32.7% (31.12.2013: 29.5%), second and ldigest customer debt comprised 9.6% and 3.5@ectively
(31.12.2013: 6.9% and 3.5%) of total trade recdaslbs at December 31, 2014. The Company has uteddand
observes such a credit policy that envisages getimods on credit only to customers with a goodlicrkistory,
controlling the amount of credit set for each coso Debts of 4 largest customers are not impaisedt December
31, 2014.

Credit risk management

Control over debtors is performed by Individual touser transaction department (hereinafter - IndigldCTD),
Industrial customers transaction department (haftEn - Industrial CTD), Contact centre (hereinafteCC) and
Financial accounting department of the Company.
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29.1. Financial risk factors(continued)

A debtors aging analysis is prepared on a monthgysh Debtors are analysed in the following groups:
- households, which use natural gas for heating pagpa@r for heating purposes and for other purposes
simultaneously;
- households, which use natural gas for other puspttsmn heating;
- companies with gas consumption less than 25 thous@a year;
- companies with gas consumption more than 25 thalLiséa year.

Debt monitoring process of households, which ugarahgas for heating purposes or for heating puses and for
other purposes in parallel

1. When the payment due date, specified in thdessht procedures, for the natural gas receivedinguthe
settlement period, is reached (according to levastagonsumption payment scheme), Individual CTD reyea
dispatching of a reminder about debts overdue tutds.

2. If the debt is not repaid within a time limitt $e the reminder, a warning of natural gas supgptgrmination is sent
to the household.

3. If the payment is not repaid within a specifidgake, a debtor for heating is included in a natgad supply’s
termination list and the supply of natural gasisrinated.

4. After receiving of the natural gas supply’s taration deed, Individual CTD or a respective Depenit performs a
final debt calculation and sends a claim for a delihe debtor with a notice of debt recovery pchoes.

5. If the debt amount exceeds EUR 301fd the payment deadline set in the claim falls, dndividual CTD or a
respective Department evaluates possibilities decting the debt from the debtor under compulsday, legal
proceedings.

6. If the Debtor is declared insolvent, Individ@rD or a respective Department organises a terioimatf natural
gas supply for the gasified object of the Debtortla¢ earliest possible time, as well as preparegimed
documentation and transfers the documents to tgalldepartment for submission of creditors’ claim.

Debt monitoring process ¢fouseholds, which use natural gas for other purpdlan heating

1. When the payment due date, specified in thdesstht procedures for the natural gas receivedndutihe
settlement period is reached (according to levetagensumption payment scheme), Individual CTD ayean
dispatching of a reminder about debts overdue toi@s.

2. If the debt is not repaid within a time limitt $e the reminder, a warning of natural gas sugptgrmination is sent
to the household.

3. If the debt is not paid during the term indichie the warning letter, Individual CTD initiatesrepeated warning
letter of natural gas termination sent out to threbior, at the same time informing Debtors aboutstiing their

personal data to the debt collection companiesthadpossibility that their personal data may bduided in the
public data bases.

4. If a Debt collection company could not colldut debt of the Debtor, or the debt for natural gigsplied based on
leveraged consumption payment scheme exceeds EQPRdthe Debtor has not paid for supplied natues fpr the

last 5 (five) years, the debtor is included in tiaural gas supply’s termination list and the sypyglnatural gas is
terminated.

5. After receiving of the natural gas supply’s taration deed Individual CTD or a respective Depamibperforms a
final debt calculation and sends a claim for a delthe debtor with a notice of debt recovery pthoes.

6. If the debt amount exceeds EUR 301 the payment deadline set in the claim falls, dndividual CTD or a
respective Department evaluates possibilities decting the debt from the debtor under compulsday, legal
proceedings.
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Credit risk (continued)

7. If the Debtor is declared insolvent, Individ@ID or a respective Department organises the textioim of natural
gas supply for the gasified object of the Debtortlad earliest possible time, as well as preparegimed
documentation and transfers the documents to tgelldepartment for submission of creditors’ claim.

Debt monitoring process @bmpanies with gas consumption less than 25 thmbiséa year

1. When the payment due date, specified in théegstit procedures, for the natural gas receivethgwsettiement
period, is reached (according to leveraged consompayment scheme), Individual CTD arranges didpay of
reminder to Debtors about overdue.

2. If the payment for the natural gas receivedrdythe settlement period is not received afteidéte specified in the
settlement procedures, Individual CTD and Departmeand a warning letter to Debtors about termomadf natural

gas supply.

3. If a payment is not received during the ternidatkd in the warning letter, respective departsiefithe Company
issue an order for termination of the supply oluinaltgas to the gasified object of the Debtor.

4. If a termination of the natural gas supply axdiag the Counter data is not possible at the igdsdbject of the

Debtor, Individual CTD or a respective Departmesrids to the Debtor, as well as to the gasifiedalgener (if the

Debtor is not an owner of the gasified object) @eaed warning letter about the gas supply’s teation, at the same
time informing about administrative responsibility.

5. After receiving of the natural gas supply’s taration deed, Individual CTD or a respective Depenit performs a
final debt calculation and sends a claim for a detthe debtor with a notice of debt recovery ptaoges.

6. If the debt amount exceeds EUR 3l the payment deadline set in the claim fallks, dodividual CTD or a
respective Department evaluates possibilities diecting the debt from the debtor under compulsdyy, legal
proceedings.

7. If the Debtor is declared insolvent, Individ@ID or a respective Department organises terminatfaatural gas
supply for the gasified object of the Debtor at daliest possible time, as well as prepares requiiocumentation
and transfers the documents to Legal departmemstitmmission of creditors’ claim.

Debt monitoring process of companies with gas eomion more than 25 thousand anyear

1. When the payment due date specified in theesettht procedures for the natural gas received gltina settlement
period is reached, Industrial CTD, as well as Dapants (agreed in advance with Individual CTD) ages a
dispatching of a warning letter to Debtors aboutirad gas supply’s termination.

2. Agreeing with the head of Gas accounting andr@ay department, Industrial CTD and Departmentpgmeand
send warning letters to the Debtors also if thenpayt for supplied natural gas during any of therenur month
decades has not been received.

3. Every month CC or a respective Department cesitdebtors included in the list via phone and reimiabout the
payment due date. If a debt due from a debtor ¢airaalated for natural gas supplied to an apartrtygre house’
heating, Industrial CTD or a respective Departmmeay inform residents of the apartment type housenbgns of
placing a corresponding announcement about thertetion of gas supply.

4. If a payment is not received after the actiomntioned above, the Company shall decide beforexpéeation of
the term indicated in the warning letter on eitther termination of gas supply or the delay of gasply termination.

5. If a payment is not received during the termdatkd in the warning letter and the decision tonteate gas supply
to the client has been made, an order is giveertoihate gas supply to the debtor during a cormedipg day.

6. If the debt amount exceeds EUR 3@ the payment deadline set in the claim falks, dodustrial CTD evaluates
possibilities of collecting the debt from the detitader compulsory, by legal proceedings.

7. If a client has been declared insolvent or Isjett to legal protection process, Industrial CTBynorganize gas
supply with a prepayment.
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29.1. Financial risk factors(continued)

Credit risk (continued)

December 31, 2014 (EUR’000):
TOTAL Neither past due nor

Past due, not Impaired, net*

impaired (incl. impaired

renegotiated

receivables)
Natural gas 49 268 44 681 4 587 -
incl. renegotiated receivables 65 65 - -
Other services 2391 2391 - -
Total current trade
receivables 51 659 47 072 4 587 -

December 31, 2013 (EUR’000):

TOTAL  Neither past due nor Past due, not Impaired, net*
impaired (incl. impaired

renegotiated

receivables)
Natural gas 37 954 35421 2533 -
incl. renegotiated receivables 97 97 - -
Other services 1508 1508 - -
Total current trade
receivables 39 462 36 929 2533 -

* 100% provisions are created for doubtful deb{see Note 5).

December 31, 2014 (EUR’000):

TOTAL  Neither past due nor Past due, not Impaired, net*
impaired (incl. impaired

renegotiated

receivables)
Advance payments for
materials 64 64 - -
Advances to employees 1 1 - -
Tax receivables 3 3 - -
Other receivables 130 102 28 -
Total other receivables 198 170 28 -

December 31, 2013 (EUR’000):
TOTAL  Neither past due nor Past due, not Impaired, net*
impaired (incl. impaired

renegotiated

receivables)
Advance payments for
materials 11 11 - -
Tax receivables 1 1 - -
Other receivables 127 74 53 -
Total other receivables 139 86 53 -

* 100% provisions are created for doubtful deb{see Note 7).
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29  FINANCIAL RISK MANAGEMENT (continued)

29.1. Financial risk factors(continued)

Credit risk (continued)

Quality of the debtors

Fully performing debtors having no overdue debésraginly heat supply companies which as at DeceBibe?2014
account for 61% or EUR 28,7 million (31.12.201%1% or EUR 23,1 million). The shareholders of majart of the
heat supply companies are local municipalities,ciwhjuarantee timely settlement of the debts or nakeance
payments for natural gas.

Past due not impaired and impaired debtors arsewitred (with mortgage or commercial pledge).

Aging analysis of trade receivables past due, btitmpaired is following:

31.12.2014. 31.12.2013.

EUR’000 EUR’000
Up to 3 months 4587 2 533
4587 2 533

Aging analysis of other trade receivables past Huenot impaired is following:

31.12.2014. 31.12.2013.

EUR’000 EUR’000
Up to 3 months 17 53
3 to 6 months 11 -
28 53

Term deposits and cash at bank

Before placing a term deposit the Board of the Camypevaluates credit ratings, financial performaasewell as
offered interest rates of the banks.
Moody'’s Investors Services credit ratings of bafdesits owners) are used by the Company (as at M&3¢ 2015):

onglem - Stortlern Spangar g
security

Nordea Bank AB Aa3 P-1 C Negative
Pohjola Bank Plc Aa3 P-1 C- Negative
DnB Bank ASA Al P-1 C- Negative
SEB group Al P-1 C- Negative
Swedbank AB Al P-1 C- Negative
Danske Bank AB A3 P-2 C- Stable
Citadele banka AS B2 Not prime E+ Stable
Meridian Trade bank AS -* -* -* -*

* Data on credit rating is not available
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29.1. Financial risk factors(continued)

Credit risk (continued)

31.12.2014. 31.12.2013.
EUR'000 EUR’000

Citadele bank 12 591 2104
Swedbank 1024 1337
SEB bank 2 039 1020
DnB bank 10 878 7 187
Nordea Bank AB Latvia
branch 7 921 1036
Danske Bank AS Latvia
branch 11 627 20 465
Pohjola Bank Plc Latvia
branch 5028 8
Meridian Trade Bank 16 397
Total accounts with
banks 51124 33554

Credit quality of cash and cash equivalents (Mosdgvestors Service)

Aa3 12 949 1044
Al 13941 9544
A3 11 627 -
Baal - 20 465
Baa3 - 397
B2 12 591 2104
Unknown 16 -
Total accounts with

banks 51124 33 554
Liquidity risk

Liquidity risk is associated with the Company’slapito settle its liabilities within agreed duetda.

Main guidelines applied by the Company — do nonpedelay of payments to creditors and prioritisg/pents to
suppliers for the delivered gas. If the Companysduat have sufficient amount of cash, a credit iknesed.

An operating cash flow plan is prepared to managedity risk on a monthly basis after actual dafahe previous
month is received, or in cases which may signifilyaaffect financial performance (significant chasgn heavy fuel
global market price / or natural gas purchase pyioéthe Company.

Contractual maturity of liabilities 31.12.2014. (RW00):

3 months-
<1 month 1-3 months 1 year Total
Trade payables 3689 8 88 3785
Other liabilities, incl. 197 - 403 600
Accrued expenses for other expenses - - 403 403
Other short term liabilities 197 - - 197
3886 8 491 4 385
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Credit risk (continued)

Contractual maturity of liabilities as at 31.12.20{EUR’000):
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3 months-
<1 month 1-3 months 1 year Total
Trade payables 4 893 9 200 115 550 129 643
Other liabilities, incl. 151 - 448 599
Accrued expenses for other expenses - - 448 448
Other short term liabilities 151 - - 151
5044 9 200 115998 130 242
Market risk

Interest rate risk

The Company is not exposed to cash flow interdstrigk, as it has no borrowings as at Decembe2314 (see Note
10). Other financial assets and liabilities bear norggg or interest rate is fixed. As all financiakats and liabilities
are accounted for at amortised cost, the Compangtisexposed to the fair value interest rate risk.

Foreign currency exchange risk

Foreign currency exchange risk is a probabilitgt tioreign currency exchange fluctuations will afféhe financial
position and cash flows of the Company. The Companyot directly subject to the risk of fluctuatiof foreign

currency rates as the gas purchase price is dd6d and afterwards recalculated in EUR, whereasgte sales
tariffs are set in EUR. Settlements for the sugptias are made in EUR. The changes in gas purghass in USD
depending on the quotation of oil products are medeby the PUC-approved natural gas sales tasifféch to a
certain extent cover the fluctuations of both tHéRAJSD rate. The risk of fluctuations of foreignr@ncy rates
related to debts to suppliers is under control bgging a significant share of financial resourcedeposits of the
respective currency.

Latvia has joined the Euro Zone and its nationatency is Euro since 1 January 2014. Fluctuationsuorency
exchange rates will no longer influence the operdti activities of the Company. The Company dodsuse any
currency hedge tools.

Open foreign currencies positions:

31.12.2014.
USD’000  Other'000
Financial assets 11 40
Financial liabilities - -
Balance sheet position in original
currency 11 40
Balance sheet position in EUR’000 9 5
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29  FINANCIAL RISK MANAGEMENT (continued)

29.1. Financial risk factors(continued)

Market risk (continued

Open foreign currencies positions:

31.12.2013.
USD’'000  Other’'000
Financial assets 562 55
Financial liabilities - (18)
Balance sheet position in original
currency 562 37
Balance sheet position in EUR’000 412 5

Exchange rate fluctuations sensitivity analysis

In determination of future fluctuations of exchangtes, assumption is made based on prior year tisf@ncy
exchange rate fluctuations, which were in the rasfg€% (2013: 3%) and for other currencies in En§1% (2013:

1%) (net of tax effect).
December 31, 2014

Impact to current

Impact to current

Currency Book value : .
year profit year profit
+6% (USD) -6% (USD)
+1% (other -1% (other
currencies) currencies)
EUR’000 EUR’000 EUR’000
Assets
Cash uUsD 9 1 (1)
Other 5 - -
14 1 (1)
Net impact 14 1 (1)
December 31, 2013
Currency Book value Impact to cu_rrent Impact to cu_rrent
year profit year profit
+3% (USD) -3% (USD)
+1% (other -1% (other
currencies) currencies)
EUR’000 EUR’000 EUR’000
Assets
Cash usD 4 - -
Other 6 - -
Accounts
receivable usD 407 14 (14)
417 14 (14)
Liabilities
Accounts
payable usD 13 1 (1)
13 1 (1)
Net impact 404 13 (13)
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29  FINANCIAL RISK MANAGEMENT (continued)

29.2. Capital management

The Company’s objectives when managing capitaltarsafeguard the Company’s ability to continue agoing
concern in order to provide returns for sharehaderd benefits for other stakeholders and to niairsa optimal
structure to reduce the cost of capital.

The Company manages capital, based on a propoofidrorrowed capital against the total capital. Ttatio is
calculated as proportion of total liabilities toetlotal capital of the Company, except cash anth eagiivalents.
Liabilities include all current and non-currenthliities, but total capital includes all liabiliseof the Company and
equity. This ratio is used to evaluate the striecthifrthe capital of the Company, as well as itsvesaty. The strategy
of the Company is to ensure that the ratio is o€l than 3% and not higher than 30%.

In 2014 and 2013 proportion of borrowed capitaiotal capital was as follows:

31.12.2014. 31.12.2013.
EUR’000 EUR’000

Total liabilities 137 788 259 505
(Cash and cash equivalents) (51 124) (33554)
Net total liabilities 86 664 225951
Total liabilities and equity 747 970 868 226
Borrowed capital proportion to total

capital 11,59% 26,02%

29.3. Fair value

IFRS 13 specifies a hierarchy of valuation techagjbased on whether the inputs to those valuadicmtques are
observable or unobservable. Observable inputsctefiarket data obtained from independent sourasashservable
inputs reflect the Group’s market assumptions.

This hierarchy requires the use of observable nadeta when available. The Group considers releant
observable market prices in its valuations whessitde.

The objective of the fair value measurement, evemactive markets, is to arrive at the price atcwran orderly
transaction would take place between market pp#its to sell the asset or transfer the liabilttthe measurement
date under current market conditions.

In order to arrive at the fair value of a financiastrument different methods are used: quotedepriwaluation
techniques incorporating observable data and vatluétchniques based on internal models. Thesatialumethods
are divided according with the fair value hieraramy.evel 1, Level 2 and Level 3.

The level in the fair value hierarchy within whithe fair value of a financial instrument is catéged shall be
determined on the basis of the lowest level inpat is significant to the fair value in its entiret

The classification of financial instruments in fa@ value hierarchy is a two-step process:

1. Classifying each input used to determine theviaiue into one of the three levels;

2. Classifying the entire financial instrument hea the lowest level input that is significantthe fair value in its
entirety.

Quoted market prices - Level 1

Valuations in Level 1 are determined by refererwautadjusted quoted prices for identical assetbabilities in
active markets where the quoted prices are read#yjlable and the prices represent actual and adgubccurring
market transactions on an arm'’s length basis.
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29 FINANCIAL RISK MANAGEMENT (continued)

29.3. Fair value(continued)
Valuation techniques using observable inputs - LBve

Valuation techniques in Level 2 are models wheksighificant inputs are observable for the assdiability, either
directly or indirectly. Inputs other than quotedcps included within Level 1 that are observable tfee asset or
liability either directly (that is, as price) ordimectly (that is, derived from prices).

Valuation technique using significant unobservabjmits - Level 3

A valuation technique that incorporates significawputs that are not based on observable markat(dabbservable
inputs) is classified in Level 3. Unobservable itgpare those not readily available in an activeketadue to market
illiquidity or complexity of the product. Level Jiputs are generally determined based on observaplgs of a
similar nature, historic observations on the lesfehe input or analytical techniques.

Assets and liabilities for which fair value is dislosed
The carrying amount of liquid and short-term finahstruments (with maturity below 3 months), totample, cash
and cash equivalents, short-term deposits, shortteade payables and trade receivables corresporntsfair value.

Assets measured at fair value

Company’s buildings, gas transmission and distidoutsystem and equipment are stated at revaluedummo
determined by using depreciated replacement costadevhich is based on the definition of the assataket value
formulated in the International valuation standafdepreciated replacement cost method was selest@le most
appropriate one given the specialised nature offisets subject to revaluation, as such assetaraig sold or even
not sold at all on the market. For the purposeassessing the replacement cost, the data abocbtis¢ruction costs
of the Latvia’'s leading construction companies20d1 was analysed, taking into account the logedinical and
functional value of the assets over time. As altegumay be concluded that both observable andbsarvable
market data is being used in valuation which cquoesls to the 3rd level valuation technique.

The management of the Company has evaluated the inethe construction costs during the period f@®42 till
2014 and has concluded that based on the Compfmgixed projects data purchase costs compardmbse tused in
revaluation, have not significantly changed.

30 CAPITAL COMMITMENTS

The Company has planned to invest the following @m® of capital expenditures for property, plard @aquipment
and intangible assets in the subsequent year:

31.12.2014. 31.12.2013.
EUR’000 EUR’000

Contracted for, but not delivered 19776 11 820
Authorised, but not yet contracted for 17 724 10 48
37 500 31300

31 TAX CONTINGENT LIABILITIES
The tax authorities may at any time inspect thekbamnd records within 3 years subsequent to thertexh tax year,

and may impose additional tax assessments and tigsnalhe Company's management is not aware of any
circumstances which may give rise to a potentigena liability in this respect.
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32 LITIGATION

On September 2011 the Company was investigateddardance with the European Council Regulation K&Q3
part 4 of Article 20 (Case COMP/39.816) in conmattwith the alleged abuse by the related comparaz{f@m” of
a dominant position in the gas sector, which wadoddcontrary to Article 102 of LESD and Article ®4 the
Agreement on the European Economic Area and swepéecrticipation of JSC “Latvijasd2e” in the agreements,
which would be directed against competition and levcae contrary to Article 101 of LESD and Articl@ Bf the
Agreement on the European Economic area.

The Company has signed an agreement with a law firat has international experience in the comppetiti
proceedings and has prepared an assessment ofiglaisks as well as defence strategy.

The management of the Company considers it to pessible at the moment to estimate when the exaimmsill
be finished and its results.

On October 1, 2013 Latvian State Competition Cdum@de a decision of December 16, 2011 case No-4B02
No0.95 (Prot. No.59, 2. 8) about the case broughtheyCompetition Council on Article 13 of the cortipen law
(abuse of dominant position) for the violation bEtprohibition stated in part 1. With the CompetitiCouncil's
decision the Company is legally obligated to enel timfair trade rules to new users, stopping to hiakural gas
supply contracts and gas supply to the user's quevilebt payments, and imposed a fine of 2.23anilEUR. As at
31 December 2014 the Company had accrued 6.7mHBUR related to imposed fine and estimated losessting
from debt repayments. Competition Council's deaisi@s not entered into force because the Compasmaheealed
to the Regional Administrative Court.

33 SUBSEQUENT EVENTS

There are no subsequent events since the lasofléite reporting year that would have a significaffect on the
financial position of the Company as at December2il4, except signing of the acceptance deed avithof the
suppliers of natural gas on “take or pay” volume fufilled in 2014 in volume of 172,78 mio fand advance
payment of EUR 35,7 mio. According to the agreenteetCompany has a right to receive this voluménduthree
years after the fulfilment of “take or pay” volumedated tothat particular year.
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