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The Annual Report for 2019 presents a factual overview of activities, develop-
ment and performance of NIS Group in 2019. The Report covers and presents
data for NIS Group, comprising NIS j.s.c. Novi Sad and its subsidiary. If the
data pertain only to specific individual subsidiaries or only NIS j.s.c. Novi Sad,
it is so noted in the Report. The terms: ‘NISj.s.c. Novi Sad’ and ‘The Company’
denote the parent company NIS j.s.c. Novi Sad, whereas the terms ‘NIS’ and
‘NIS Group’ pertain to NIS j.s.c. Novi Sad with its subsidiaries.

The Annual Report provides a concise and integrated overview of the finan-
cial and non-financial achievements of NIS Group in 2019 and shows how the
Group’s strategic goals, corporate governance, achieved results and realised
potential, in conjunction with the external environment, lead to generating
the value in the short, medium and long term.

The Annual Report is compiled in Serbian, English and Russian language. In
case of any discrepancy, the Serbian version shall prevail.

The Annual Report for 2019 is also available online on the corporate website.
For any additional information on NIS Group, you may visit the corporate
website www.nis.eu.

The Annual Report contains information explained in more detail in other
sections of this Report, other reports or on the corporate web pages. There is
also a glossary at the end of the Report with explanations of the abbreviations
and acronyms used.
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NIS Group in 2019

Realized EBITDA of RSD Net profit realized in 2019 is RSD
billion billion
Investment growth in 2019 Wells drilled in Serbia in 2019
[
[ ¢ ¢ [
] ° [ ]
201 +39 ) )
9 3% ° o e °
® o 40, o °
® % o . ® ° @
® o o o o ©
® o ®¢° o o
o o [ o
2018 ° LI °
[ [
® o0 ®
billion RSD invested development exploration
in 2019 wells wells

4 NIS Group



A total of

1,286

thousand t.o.e. of oil and gas
were produced

A total of

3,373

thousand tonnes of crude oil
and semi-finished products
were processed

In 2019
sales volume of

3,702

thousand tonnes

.8 Retail network
development — we

CE] Cl'—] completed reconstruction

|_|_] I_n of 5 petrol stations
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Awards, Recognitions
and Anniversaries

Gazprom neft celebrated the 10t anniversary of
its operation in Serbia in the House of the Army
in Belgrade. In addition to NIS management,
representatives of the Serbian Government and
numerous other public figures attended
the celebration.

NIS won the prestigious Grand Prix of the 54™
International Auto Show in Belgrade.

NIS’ NISOTEC brand won the grand champion cup
and 11 gold medals at the International Agricultural
Fair in Novi Sad.

NIS received a national award in the field of
occupational health and safety — the 28™ April
Recognition Award presented by the Ministry of
Labour, Employment, Veteran and Social Affairs.

This year as well NIS received the Golden Plaque for best
Investor Relations from the Belgrade Stock Exchange.

NIS was once again named one of the leading
domestic corporate brands in the category of
Manufactured Goods and Services, within the 2019
Best of Serbia campaign, organised by the Serbian
Chamber of Commerce in cooperation with the
Ministry of Trade, Tourism, and Telecommunications
of the Republic of Serbia.

NIS won the National Volunteering Award in
the Achievement of the Year category, which is
traditionally awarded by the Responsible Business
Forum and Smart Collective.



The decade-long strategic partnership of the Republic of Serbia and
the “Gazprom Neft” Company transformed the NIS Company into

a leading energy system in this part of Europe. We have introduced
novel technologies; we use modern equipment, implement

innovative solutions.

Since 2009, more than We pursue our

3 [q , It Anre
euros have been invested in ”
the development of the NIS .

Company.







e 10 years of Gazprom Neft in Serbia

10 years

of Gazprom Neft

in Serbia

In 2019, we marked the 10™ anniversary since Gaz-
prom Neft became the majority shareholder in NIS
and thoroughly modernized the company in collabo-
ration with the Republic of Serbia.

In the last decade, over EUR 3 billion has been in-
vested in NIS’ expansion. In this challenging pe-
riod, through the joint efforts of its top managers,
NIS was transformed into one of the largest energy
systems in Southeastern Europe which can serve as
a successful model for operating efficiency and sus-
tainable development dynamics. The collaboration
between its shareholders and dedication to success
are the foundations of the further development of
NIS and the community in which it operates. Today,
NIS is a business system of considerable importance
for the Republic of Serbia — it is one of the most
profitable companies, one of the largest domestic
investors and exporters as well as one of the most
desirable employers whose aim is to prevent emi-
gration of skilled labour force, and to encourage

Serbian nationals — experts who work abroad — to
return to Serbia.

Since 2009, NIS has improved its financial and oper-
ating indicators many times over. In this period, we
have significantly increased our oil and gas output,
and recorded a steady growth of hydrocarbon re-
serves. Besides Serbia and Angola, NIS also carries out
exploration and production operations in the region —
in Romania and Bosnia and Herzegovina. We have im-
plemented cutting-edge technologies and improved
our environmental protection systems.

Owing to its continuous modernisation, the Oil Refinery
in Pancevo is now one of the most modern refining fa-
cilities in the region. Over EUR 500 million was invest-
ed in the first modernization phase alone, and the key
project was the construction of an MHC/DHT unit. The
Pancevo Refinery is currently undergoing the second
phase of modernization which will end with the con-
struction of a delayed coking unit with the bottom-
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of-the-barrel technology. After the commissioning
of the new EUR 300-million unit, the Pancevo Refin-
ery will produce larger quantities of highest quality
oil products. It will also start the domestic production
of petroleum coke, which will enable NIS to contrib-
ute to the security of energy supply in Serbia. It is
worth noting that the modernization of the units in
Pancevo has also brought numerous environmental
benefits — the Refinery became the first energy facil-
ity in our country with the IPPC permit, which con-
firms that the production is in full compliance with
the most stringent standards in the field of environ-
mental protection.

NIS operates a network of 400 petrol stations in Ser-
bia and three other countries in the region (Bosnia
and Herzegovina, Bulgaria and Romania), while over
20% of the network is located outside the home coun-
try. NIS is a dominant player on the Serbian market of
petroleum products, and we plan to expand further
in the region. The results of the modernization of our

Annual Report 2019

retail network are visible to all — NIS’ petrol stations
are the most modern petrol stations both in Serbia and
the region. Additionally, their offer now includes elec-
tric vehicle (EV) charging points.

In the last decade, we have diversified our business
operations — NIS has started producing electric-
ity and gas on its oil and gas fields. In addition to
the Serbian market, NIS trades in electricity in the
markets in Bosnia and Herzegovina, Romania, Slo-
venia and Hungary and also trades at the border
with North Macedonia. We have commenced the
production, wholesale and retail sale of compressed
natural gas (CNG), which is considered the fuel of
the future owing to its environmental and financial
benefits. The construction of new power plants will
be one of NIS’ priorities in the future period — at
the moment, the construction of a combined cycle
power plant (TE-TO Pancevo) is underway, which is
a project NIS carries out in collaboration with Gaz-
prom Energoholding.



e 10 years of Gazprom Neft in Serbia

From 2009
over EUR

billion has been invested in
NIS’ development

NIS operates
a network of

petrol stations

It is worth noting that NIS’ future development is
based on its corporate Development Strategy 2025,
adopted and approved by the major shareholders. In
accordance with this document, NIS has launched a
large new investment cycle, during which approx-
imately EUR 2 billion will be invested in the further
expansion of the NIS Group between 2017 and 2025.

In addition to its business successes, NIS has greatly
contributed to the improvement of the business cul-
ture in our country in the last decade. Since 2013, when
we began to pay out dividends, our shareholders have
been receiving 25% of the last year’s net profits of the
Company. Moreover, owing to its transparent busi-
ness practices and good communication with inves-
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Bottom of the barrel - investment
worthwile EUR

million

NIS’ investments in social responsibility
projects have exceeded EUR

million, while Gazprom Neft
has invested over EUR 45 million

tors, NIS has won several Gold Plaques of the Belgrade
Stock Exchange for best investor relations.

As socially responsible companies, NIS and Gazprom
Neft have substantially contributed to the develop-
ment of the social community in Serbia since 2009. In
this period, NIS’ investments in social responsibility
projects have exceeded EUR 30 million, while Gaz-
prom Neft has invested over EUR 45 million. The key
social responsibility projects of Gazprom Neft in this
period include the sponsorship of the Red Star Foot-
ball Club, Kustendorf Classic Festival of Russian Mu-
sic, mosaic decoration of the Church of Saint Sava and
the reconstruction of the Russian Necropolis at the
New Cemetery in Belgrade.

NIS Group






e 10 years of Gazprom Neft in Serbia

Net profit, bln RSD

-4.4

2009

EBITDA,
bln RSD

10.4

2009

12

16.6

2019

44.5

2019

272.7

2009-2019
total

524.3

2009-2019
total

CAPEX, bln RSD

42.2
9.1
[
2009 2019

Oil and gas output,

t.o.e.
1,286
1,004
2009 2019

372.4

2009-2019
total

15,933

2009-2019
total
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somi-nshed prodiucte, thousand tonnes Since 2009, NIS has

improved its financial
and operating indicators
many times over.

33,795

3,373
2009 2019 2009-2019
total
Volume sales,
thousand tonnes
33,692
3,702
2,567 l
2009 2019 2009-2019

total

Annual Report 2019



Between 2009 and 2019, more than €

3 filliow

was invested in the development of NIS.




The NIS development strategy plans

to invest around

2 billion

euros in 2017-2025.

Since the start of dividend payment

in 2013, more than RSD

546 Lillow

has been paid to shareholders.




NIS is the first company in Serbia to publish a verified

Sustainable Development

Over the past 10 years, RSD

3.¢

were invested in local community development

We supported the construction, renovation
and equipping of 37 children's hospitals and
health centers, 77 playgrounds and parks,
12 laboratories, 4 museums, 4 theaters and

14 maternity hospitals.




In 2012, the first phase of the RNP modernization

was completed, worth over EUR

500 wylllisn

and a key project was the construction of the

MHC/DHT complex.

Commissioning of the Bottom of the Barrel

Plant at the Pancevo Oil Refinery will
4 z
P

of sulfur oxides into the air at the level of

the Republic of Serbia.

More than EUR

20 mylloom

has been invested since 2013 in the

construction of 14 small cogeneration

plants in the oil and gas fields in Serbia.

O
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More than €

320 millisn

has been invested in the modernization of

the retail network.

In cooperation with Gazprom energoholding, NIS
is carrying out the combined-power plant Q
(TE-TO) construction project at Pancevo Oil | |

Refinery, with the installed power of up to

00 MWe | ARAGT®
200 MWe, @ [ Teo

When drilling all its wells, NIS uses a

n

v

system one of the most advanced techno-
logies that meets the most stringent

environmental standards.




Since 2009, more than RSD

13 Lilhow

has been invested in environmental

projects in all business areas.

Since 2013, a condensate return polishing plant

has been operational, reducing water abstraction

from the Danube into the Oil Refinery in Pancevo

by about

410 %.

In 2018, the Volunteer Club was establis-

hed, with more than 500 members and

having reached over

1,700
V'W%MM

in 2019 alone.




e Realization of key projects in 2019

Realization of key projects

in 2019

BOTTOM-OF-THE-BARREL PROJECT

The Bottom-of-the-Barrel Project with the delayed
coking technology is a capital investment of the sec-
ond phase of the Pancevo Oil Refinery modernization,
with a planned investment over EUR 300 million.

The construction and comissioning of the new unit
(scheduled in 2020) are expected to optimise the use
of RNP’s refining capacity and increase NIS’ oil re-
fining efficiency from the present 86% to 99.2%. The
new unit will increase production of high-quality

20

gasoline and diesel, and begin the production of coke,
that is currently imported. The implementation of this
project will solve the problem of high-sulphur fuel oil,
since additional volumes of light products and coke
will be produced instead of this type of oil. It is also
important to note that the implementation of the Bot-
tom-of-the-Barrel Project with will help Serbia fulfil
its international obligations with regard to reducing
sulphur content in certain liquid fuels.

NIS Group



TE-TO PANCEVO

TE-TO Pancevo (hereinafter Pancevo Combined-Cy-
cle Power Plant) is a gas-steam combined cycle power
plant with an average power of up to 200 MW. Project-
ed annual output is roughly 1,400 GWh. Construction
of TE-TO Pancevo is part of the joint project by NIS
j.s.c. and Gazprom Energoholding via Gazprom En-
ergoholding Serbia LLC, where NIS j.s.c. holds a 49%
share, while Gazprom Energoholding holds a 51%
share. During 2019, engineering works were complet-
ed and building permits for all stages of the TE-TO
Pancevo construction were obtained. Main and aux-
iliary equipment were manufactured and delivered to
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the construction site. The works currently underway
involve equipment installation and connection to the
RNP infrastructure.

Further steps within the project include the completion
of construction works, installation of equipment and
connecting communications, synchronization of the
main equipment and TE-TO Pancevo commissioning.

The total estimated value of the project is approxi-
mately EUR 180 million.

21



e Realization of key projects in 2019

NIS DIGITAL TRANSFORMATION

Within the digital transformation of NIS j.s.c. Novi
Sad, approximately 50 projects were identified in all
NIS’ blocks and functions in the last year. Our goal is
to increase business efficiency and the efficiency in
oil and gas exploration and production using innova-
tive technologies, to raise the competency level of our
employees, to improve the safety and reliability of our
plants’ operation, as well as to improve communica-
tion with customers.

We have also launched joint projects with the world's
leading companies in the field of information tech-
nology and the oil and gas industry (BCG, Schlum-
berger, AspenTech and others), which resulted in in-
creasing the competencies of employees in the field
of digital transformation and implementation of the

22

latest technologies using the best world practices. We
would like to emphasize the application of artificial
intelligence and machine learning in the fields of dig-
ital modelling of oil and gas deposits and predictive
maintenance of well and refinery equipment. We are
implementing new approaches to efficiency manage-
ment in refinery units based on digital products and
technologies. Moreover, our petrol stations are in-
stalling digital solutions aimed at changing the way
our employees communicate with customers, as well
at the provision of additional services. Considering
that we started the process in the previous year, we
expect that NIS will use the full potential of these new
technologies and digitally transform its operations in
the coming period.

NIS Group



MULTIFUNCTIONAL SHARED
SERVICES CENTRE

The formation of the Multifunctional Shared Ser-
vices Centre (MSSC) is one of the projects aimed at
the organizational transformation of NIS. It places
the majority of administrative services in one central-
ized location, which in turn improves the quality of
services for the business. As the driving force behind
the change of our workplace culture, it ensures a new
approach to providing services to internal clients and
digitalization of processes by focusing on efficiency.

The pilot project (accounting and financial reporting
services, HR services, and Infrastructure: Front Of-
fice, Call Centre) was completed and then launched on
1 November 2019.

Annual Report 2019

In addition to accounting and HR services, the Mul-
tifunctional Shared Services Centre provides all em-
ployees, NIS’ organizational units and subsidiaries
with new services, including: bulk recruitment and
selection, passenger transport (such as car rental and
coach transport services), documentation support
services, business process standardization and map-
ping services, inventory support services, translation,
employee support services concerning benefits and
social package.

The basic operating principles of the MSSC will be
the maximum level of standardization and automa-
tion of processes and tools, simpler procedures, ma-
trix-based decision-making, single communication
channel, and clear request prioritizing — in other
words, better quality and faster performance of tasks.
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Letter to
Shareholders

Dear friends,

2019 was a special year for NIS: it was marked by the
tenth anniversary of the strategic partnership of Gaz-
prom Neft and the Republic of Serbia. We have invest-
ed over three billion euros in the development of the
company in this period by implementing one of the
largest investment programs in the country. Ambi-
tious strategy underpinned by the resources required
for its implementation paved the way for NIS to be-
come one of the most profitable companies in Serbia
and one of the major players of the energy market in
South-East Europe.

We have been able to achieve steady growth of hydro-

carbon reserves, extend the perimeter of the explora-
tion program and launch exploration projects beyond

24

Serbia — primarily in Romania. Upgrade of the Pance-
vo Refinery turned it into one of the most up-to-date
refineries in the region, and NIS has become one of
the leading exporters of Serbia. Refinery’s output —
modern and environmentally friendly motor fuel — is
successfully sold through company’s network of pet-
rol stations both in Serbia and in other Balkan coun-
tries. Currently, there are over 400 of them. As a part
of diversification program, we have expanded com-
pany’s activities and entered power generation and
sale business.

The company has become a stable source of revenue

for shareholders: since 2013, over RSD 54.6 billion has
been paid out in dividends. Today NIS is one of the top

NIS Group



Vadim Yakovlev
Chairman of the Board of Directors
NIS j.s.c. Novi Sad

employers in the region enabling us to attract the best
talent from within and beyond Serbia, as well as to re-
patriate top quality experts from abroad.

In 2019, we took another stride forward: new projects
received the investment of RSD 42.2 billion laying the
foundation for further growth and business stability
under volatile conditions of the global market. The
value of 2019 financial results of the company — net
profit of NIS Group in 2019 amounted to RSD 16.6 bil-
lion, EBITDA — RSD 44.5 billion— is even more prom-
inent given the complexity of tasks facing us.

Thanks to the transformation of Upstream and
Downstream Blocks aimed at boosting the quality

Annual Report 2019

and operational responsiveness, NIS has stepped up

the business scope and performance despite chal-
lenging conditions of 2019 and an almost 10% drop
in crude prices.

The company has started pilot oil production in Ro-
mania. 3D seismic surveying in Serbia and Romania
was completed covering a total of over 1,000 km2. In
September, a new Training Centre opened its doors in
Elemir to become the hub of effective training of Ser-
bia’s oil and gas professionals.

The most complex and large-scale turnaround in the

history of the Pancevo Refinery was carried out last
year totaling the investment of RSD 2 billion. The
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overhaul comprised reconstruction of existing refin-
ing facilities and connection of the brand new Delayed
Coking Unit, now in its final construction phase -
completion of the 300-million-euro investment proj-
ect is scheduled for 2020.

Regardless of the demanding year for the refining in-
dustry, the company produced the record 59,000 tons
of bitumen in October, an all-time high monthly indi-
cator for the last 10 years.

Our sales of petroleum products in the Serbian retail
market increased by 5% versus 2018, foreign sales
grew by 21%. We continued active development and
upgrade of our network: three modern petrol stations

26

were opened in Serbia, NIS network became the larg-
est coffee shop chain in the country, with over 300
points of sale and 6 million cups of coffee sold a year.

In collaboration with Gazprom Energoholding, we
started the construction of CHPP Pancevo. Suc-
cessful commissioning of this gas-powered station
will drive the stable performance of the Pancevo
Refinery and considerably contribute to reinforce-
ment of the position of NIS and its partners in the
power market.

In 2019, we launched several crucial digitization proj-

ects that will deliver long-term positive impact on
financial performance of the company. The new HR

NIS Group



Kirill Tyurdenev
CEO
NIS j.s.c. Novi Sad

/7¢

strategy of the company, future-oriented as well, will
provide new career and development opportunities
for employees and help attract young talent.

NIS has been and remains a reliable partner for the
people of Serbia. In 2019, we invested more than RSD
371 million in community development, of which
116.5 million was channeled in 20 projects support-
ing medical establishments of the country, procure-
ment of modern vehicles, devices and equipment for
their needs.

Just as the whole decade, 2019 was a challenging and

yet successful year for NIS. As any other year, 2019
became the launchpad for new ambitious projects
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sustaining company’s further development and ce-
menting its competitiveness. In terms of our long-

term strategy, we plan to invest over 1 billion euros
in our development by 2025. The crucial operational
tasks include commissioning of the DCU and CHPP
Pancevo, further development of production assets,
upgrade of the retail network. Implementation of
social projects is of equal importance: taking care of
well-being of our personnel and community at large
is our top priority.

Solid partnership of principal NIS shareholders is a
guarantee that all large-scale and ambitious plans of
the company will be accomplished, and another suc-
cessful decade is ahead of the company.

27
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e Statement of Individuals Responsible for the Preparation e Appendices
of Financial Statements

B

pwe

INDEPENDENT AUDITOR’S REPORT ON THE ANNUAL REPORT
To the Shareholders and Board of Directors of Naftna Industrija Srbije a.d. Novi Sad

We have audited the standalone financial statements of Naftna Industrija Srbije a.d. Novi Sad (hereinafter
— the Company) for the year ended 31 December 2019 disclosed in the Annual Report on pages 208 to
304, and issued the Auditor’s opinion on 26 February 2020, which has been disclosed on pages 203 to
207. We have also audited the consolidated financial statements of the Company and its subsidiaries for
the year ended 31 December 2019 disclosed in the Annual Report on pages 316 to 417, and issued the
Auditor’s opinion on 26 February 2020, which has been disclosed in the Annual Report on pages 309 to
314 (together referred to as the financial statements).

Report on Company’s Annual Report

We have verified that other information included in the Company’s Annual Report for the year ended 31
December 2019 is consistent with the abovementioned financial statements. The Board of Directors is
responsible for the accuracy of the information contained in the Company’s Annual Report. Our
responsibility is to express, based on our verification procedures, an opinion on the consistency of the
Annual Report with the financial statements.

Auditor’s responsibility

We conducted our verification procedures in accordance with the Law on Auditing and auditing regulation
effective in the Republic of Serbia. This regulation requires that we plan and perform the verification
procedures to obtain reasonable assurance about whether other information included in the Annual Report
describing matters that are also presented in the financial statements is, in all material respects, consistent
with the relevant financial statements. We believe that the verification procedures performed provide a
reasonable basis for our opinion.

Opinion

In our opinion, other information included in the Annual Report of Naftna Industrija Srbije a.d., Novi Sad for
the year ended 31 December 2019 is consistent, in all material respects, with the information contained in
the financial statements.

Sonja Ralenac s L PricewaterhouseCoopers d.o.0., Beograd
Licensed auditor b

Belgrade, 3 April 2020

PricewaterhouseCoopers d.o.o., Omladinskih brigada 88a, 11070 Belgrade, Republic of Serbia
T: +381 11 3302 100, F:+381 11 3302 101, Www.pwe.rs
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Highlights

e Financial Statements

January - March

32

Beginning of 3D seismic surveys at the Ada Explo-
ration Area;

The permit for the exploitation of oil and dissolved
gas was obtained for the Idos exploitation field;
The permit to expand the Itebej field for the ex-
ploitation of oil, dissolved gas and free gas was
obtained;

We held a ceremony in Pancevo to mark the start
of the construction of the TE-TO Pancevo, a proj-
ect jointly implemented by NIS and Gazprom En-
ergoholding;

The €kon§ system was commissioned. The system
management process was defined in the segment
of use, maintenance and management of changes;
Capital turnaround 2019 was carried out;

NIS and the Ministry of Health signed the Memorandum on Cooperation

MET Renewables and NIS have started their joint
work on a wind farm project in Serbia, after MET
purchased a 50% share in that project from third
parties;

G-Drive Winter Campaign, consisting of 4 stages
on social media;

G-DRIVE RACING platform and image campaign
were launched;

Master Card Champions League instant win game;
For the fifth year in a row, NIS held the E-Being@
Work international conference on human resource
management;

NIS and the Ministry of Health of the Republic of
Serbia signed the Memorandum on Cooperation
within Common Cause Community, our social re-
sponsibility program.

NIS Group



e Statement of Individuals Responsible for the Preparation
of Financial Statements

April - June

Concession in Bosnia and Herzegovina extended;
Experimental oil production began in Romania;
We held the 2m Scientific and Technical Conference
for young specialists and scientists in UPS Block;
A digitalization strategy (corporate project) was
developed within Industry 4.0 Defining a List of Po-
tential Digital Projects;

Continuous employee training in the DCU, both at
the construction site and in the OTS;

After its complete reconstruction, Velika Plana PS
was commissioned as the first petrol station in
Serbia in M motorway format (GAZPROM brand);
Mobile application modules were created for cor-
porate clients;

Annual Report 2019

e Appendices

GAZPROM brand petrol station modernization

NIS’ Shareholders’ Assembly held its 11" regular
meeting and adopted, among other things, a de-
cision on the distribution of 2018’s earnings, divi-
dend payout and calculation of the total amount of
retained earnings;

As part of Common Cause Community 2019, our so-
cial responsibility program, NIS donated a total of
RSD 116.5 million to 20 select healthcare providers;
To help students gain their first work experience
in a leading domestic company, NIS launched a
new student internship program, NIS Calling;

In the University of Belgrade Rectorate, NIS pre-
sented the 2018 Sustainable Development Report,
in the presence of ministers in the Government of
the Republic of Serbia.
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July - September

34

Decision for the Kikinda Istok oil and dissolved gas
exploitation field obtained;

Capital turnaround and stimulation of Ob-02 well
completed,;

The most modern training centre for exploration
and production employees in the region opened in
Elemir;

The Accreditation Body of Serbia issued a Deci-
sion on Renewal of Accreditation of the Upstream
Laboratory;

C-44.60 Sulphur Granulation Unit was comissioned,
After its complete reconstruction, Stari Banovci PS
was commissioned as the first petrol station in L
motorway format in Serbia (GAZPROM brand);
G-DRIVE and DRIVE CAFE image campaigns, cam-
paign on the occasion of launching of the Purchase
with Cash Back service, and On the Road with Us
digital campaign;

e Financial Statements

NIS BYLYRHOCT
= HAfIENY

The most modern training centre in the region opened in Elemir

Our modern aviation fuel QA laboratory, located at
the Belgrade Airport Aeroservice, began operations
within NIS’ Scientific and Technological Centre;
For the seventh consecutive year, NIS distributed
25 percent of the last year's net profit as dividends
to its shareholders — over RSD 6.5 billion were al-
located for this purpose;

NIS hosted a roundtable called Natural Gas as a
Motor Fuel, which was held in cooperation with
GAZPROM and UNIPER as part of the Blue Corridor
2019 international event;

More than 300 NIS’ employees from cities across
Serbia supported the Take a Step initiative of the
National Association of Parents of Children with
Cancer (NURDOR).

NIS Group



e Statement of Individuals Responsible for the Preparation
of Financial Statements

October - December

Decision on extending the period for oil and gas
geological surveys in the territory of the Republic
of Serbia to the south of the Sava and Danube ob-
tained;

Decision to extend the oil and dissolved gas ex-
ploitation field Boka obtained,

NIS PETROL starts production of electricity in the
Jimbolia block;

We signed a protocol on cooperation with Sonangol
P&P that will ensure the expansion of NIS in the
global market as well as professional development
if its employees;

Power equipment testing — pre-commissioning of
the DCU;

Operator training for the DCU, provided by the li-
censor (Chevron Lummus Global);

Annual Report 2019
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Largest coffee shop chain in Serbia

After their complete reconstruction, we commis-
sioned KrnjeSevci PS in L highway format (GAZ-
PROM brand), Barajevo PS in XS format (NIS PETROL
brand), Ivanjica PS in S format (NIS PETROL brand)
and Otopeni PS in M format (GAZPROM brand) in
Romania; a new digital GAZPROM petrol station has
been opened on the Belgrade-Sid highway.

Also, construction and opening preparations for
M-sized Otopeni PS (GAZPROM brand) in Romania
completed;

Two mobile Drive Cafes were opened in Serbia;

31 new products were introduced under our private
brand in the Drive Cafes;

On the Road with Us mobile application was up-
graded;

We launched the Drive Cafe Augmented Reality
mobile application and held an award contest;

We completed the works on the implementation of
Drive Cafe corners at all petrol stations in Romania;
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NIS’ Board of Directors adopted the Business Plan
for 2020, which will ensure the implementation of

ambitious investment programs will continue;
NIS has signed a contract for the acquisition of mod-
ern INDMAX technology and a basic project for the
modernization of the fluid catalytic cracking (FCC)
unit in the Pancevo Oil Refinery with the renowned
international company Lummus Technology;
Reporters from the leading media in Serbia orga-
nized a visit to the assets of NIS Petrol, a subsidi-
ary of NIS in Romania;

In 2019, anumber of NIS sport business events took
place in Serbia and Russia, with more than 250
employees taking part.

e Financial Statements

FCC modernization project
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Investment in increasing children safety and curriculum digitalistion

Highlights after the
Reporting Date

NIS awarded top prizes, FIAT 500 cars to lucky
winners of prize games which the company or-
ganized for its customers during November and
December 2019;

NIS signed a Practical Training Agreement with
the Zrenjanin Secondary School of Technical Sci-
ences and launched practical training lessons in
the Training Centre in Elemir;

An independent external estimator assessed the
NIS Internal Audit conformant with the Interna-
tional Standards for the Professional Practice of
Internal Auditing and the Code of Ethics of the
Global Institute of Internal Auditors.

Annual Report 2019

Within “Common Cause Community” program
NIS signed Cooperation Memorandum with
Serbia's Ministries of Interior and Science, Ed-
ucation and Technology Development, through
which it will invest RSD 114.5 million in increas-
ing safety and curriculum digitalistion in pri-
mary and secondary schools in 12 cities and mu-
nicipalities in Serbia.
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NIS Group

NIS Group is one of largest vertically integrated ener-
gy systems in Southeast Europe. It employs approx-
imately 11,000 employees in Serbia and the region.
NIS’ core activities include exploration, production
and refining of oil and natural gas, sale and distribu-
tion of a wide range of petroleum and gas products,
as well as the implementation of energy- and petro-
chemistry-related projects.

0 The headquarters and main assets of
- the NIS Group are located in the Re-

Countries of . .
public of Serbia, but the Group also has

operation are
shown on the
picture on
page 44

subsidiaries and representative offices
in several other countries. NIS aims to
create new value for its shareholders,
employees and the community in which it operates,
despite the challenging macroeconomic environment.

Business Activities

Business activities of NIS Group are organized
within the parent company, NIS j.s.c. Novi Sad, un-
der Exploration and Production Block! and DOWN-
STREAM? Division.

1 Exploration and production and subsidiary companies — STC NIS -
Naftagas LLC Novi Sad, Naftagas — Oil Services LLC Novi Sad, Naf-
tagas — Transport LLC Novi Sad.

2 Refining Block, Block Sales and Distribution, Energy Department and
subsidary company Naftagas — Technical Services LLC Zrenjanin.
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Exploration and Production Block

Exploration and Production

NIS is the only company in Serbia engaged in the ex-
ploration and production of oil and gas. NIS’ activities
in this field also include operative support to produc-
tion, managing oil and gas reserves, managing the de-
velopment of oil and gas reservoirs, and major explo-
ration and production projects. Most of NIS’ oilfields
are located in Serbia, while exploration is also carried
in Bosnia an Herzegovina and Romania, where exper-
imental production began. NIS’ oldest foreign conces-
sion is in Angola, where oil exploitation started as far
back as 1985.

Within Exploration and Production business segment
operates an Elemir-based plant for the preparation
of natural gas, production of LPG and natural gaso-
line and CO, capture, which has the design capacity of
65,000 tonnes of LPG and natural gasoline per year.
An amine plant for natural gas processing, that uses
HiPACT technology (High Pressure Acidgas Capture
Technology) is also located in Elemir. This plant in El-
emir is the first HiPACT plant in Europe, and the gas
processing method completely prevents the emission
of carbon dioxide into the atmosphere. The “Explora-
tion and Production” Units are involved in generating
power and heat, as well as compressed gas output.

NIS Group



Since 2013, in oil and gas fields located in eight differ-
ent areas throughout Serbia, NIS has launched small-
scale power plants, their maximum power totalling
14 MWe. In terms of environment, the operation of
these small-scale power plants brings the advantage
of generating power and heat out of the gas, which
had not been used, due to great concentrations of car-
bon-dioxide and nitrogen, or because it was impossi-
ble to valorise it, due to the lack of gas infrastructure.

During the course of 2019, NIS started to generate
power in Romania’s Jimbolia gas-field. The current
production power is 4.5 MW. The power generated in
Jimbolia is being sold in Romania’s internal market.

NIS is determined to constantly develop its technol-
ogies and implement business innovations in every
segment of its operations, so modernization is one of
the priorities in the exploration and production seg-
ment. In the field of exploration and production, sci-
entific and technological support is provided by the
Scientific and Technological Centre — STC NIS — Naf-
tagas LLC Novi Sad.

NIS has its own service capacities, which fully meet
the Group’s demands in the area of oil and gas ex-
ploration and production and allow NIS to provide
services to third parties. Services provide oil and gas
exploration and production services such as geophys-
ical surveying, well drilling, outfitting and workover,
as well as specialized operations and measurements
on wells.

Additionally, they provide maintenance services for
the equipment required for work, build, repair and
maintain oil and gas systems and facilities, transport
goods and passengers and provide heavy machinery.

Owing to its experienced personnel, cutting-edge
equipment and continued investment in its modern-

ization, the Services had the opportunity to work in
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other countries (Egypt, Turkmenistan, UAE, Russia
and many others). Currently, Services are engaged in
Bosnia and Herzegovina and Romania.

The goal of this business unit is to strengthen its pres-
encein the region and the international market, which
is why its priorities include equipment moderniza-
tion, improving service quality level, and increasing
technical and technological efficiency and increase in
capacity utilization in NIS and other companies.

DOWNSTREAM Division

The DOWNSTREAM division consists of the Refining
Block, Sales and distribution Block and the Energy Area.

Refining

NIS manages the Pancevo Oil Refinery with maximum
projected capacity of 4.8 million tonnes of crude oil
per year. After the MHC/DHT Complex became op-
erational in 2012, the Pancevo Oil Refinery produces:
motor fuel in accordance with the Euro-5 standard3,
jet fuel, gas oil, liquid petroleum gas, petrochemical
raw materials, fuel oil, bitumen and other petroleum
products. The continuos modernization of its refin-
ing facilities enabled NIS to locally produce fuels that
meet European quality standards. It has also secured
the strategically important leading position of the NIS
group on the regional market of petroleum products.

The Pancevo Oil Refinery is close to completing the
construction of the DCU with the delayed coking tech-
nology, which is the key project of the second phase
of the Refinery’s modernization. After the completion

3 After the completion of the mild hydrocracking and hydrotreatment
plant (MHC/DHT) in 2012, NIS has completely switched to the pro-
duction of motor fuel that meets the European quality standards.
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of this project, the Pancevo 0il Refinery will produce
larger quantities of the finest petroleum products
(primarily diesel), and will also start producing coke,
a product which is currently imported into Serbia.

Sales and Distribution

NIS Sales and Distribution includes export and local
wholesale of crude oil, gas and petroleum products, as
well as retail of petroleum end products, liquid petro-
leum gas and other supplementary products. All types
of fuel undergo regular, comprehensive laboratory
testing and comply with national and international
standards.

Since 2019, electric vehicle charging service is avail-
able at new digital petrol stations.

NIS operates the largest retail network in Serbia but its
petrol stations are present in the countries of the re-
gion as well — in Bosnia and Herzegovina, Bulgaria and
Romania. In Serbia and in the region, NIS manages a
network of over 400 retail outlets and has two brands
in the market: NIS PETROL and GAZPROM, a premium
gas station brand. NIS’ separate business operations
include aviation fuel supply, bunkering services and
sale and distribution of lubricants and bitumen.

The lubricants segment is one of the NIS’s key
“non-fuel” business operations and is crucial for in-
creasing brand recognition and customer loyalty. The
lubricant segment business includes production, sale,
development and marketing of lubricants and techni-
cal fluids.
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Energy

NIS produces electricity and thermal energy from both
traditional and renewable resources. Other than that,
it sells electricity, procures, markets and manages the
natural gas portfolio, and sells compressed natural
gas, develops and introduces strategically important
energy projects. It develops and completes projects
aimed at energy efficiency boost.

NIS also trades electricity trade outside Serbia — it is
an active market player in Bosnia and Herzegovina,
Montenegro, Romania, Slovenia and Hungary, as well
as in the Republic of North Macedonia.

The key future project in this business segment will
be the construction of additional facilities for the
production of electrical energy. Together with the
company Gazprom Energoholding, NIS building a
Combined-Cycle Power Plant (TE-TO Pancevo) in the
vicinity of the Pancevo Oil Refinery (with the maxi-
mum capacity up to 200 MW).

On the Serbian natural gas market, NIS is simultane-
ously a producer, large consumer and supplier. The
management of its natural gas portfolio is an ev-
er-developing process that aims to ensure security of
natural gas supply for NIS.

Nine Functions provide support to the core activities of
NIS j.s.c. Novi Sad, parent company. These are: Finance,
Economics, Planning and Accounting Function; Strategy
and Investments Function; Procurement Function; Or-
ganizational Affairs Function; HSE Function, Legal and
Corporate Affairs Function; Corporate Security Func-
tion, Government Relations and Corporate Communica-
tions Function and Internal Audit Function#. One of the
Deputy CEOQ’s is in charge of petrochemicals operations.

4 This Function is directly subordinated to the CEO, while the per-
son responsible for internal supervision submits reports to the Audit
Commission of the Board of Directors.

NIS Group
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NIS is determined to constantly
develop its technologies

and implement business
innovations in every

segment of its operations.
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History

1963

e Financial Statements

1985

1999
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The construction During the
of the first main NATO bombing, 2008
1 952 gas pipeline Oil production NIS suffered
1945 was completed, commenced in human casualties  NISOTEC, and
The first oil field connecting Angola, and this and material oil and
The Oil and was discoveredin  all of ol fields was the first time  losses. After the lubricants
Petroleum the north of the with Pancevo, NIS entered intoa  bombing, it bequn ~ brand was
Product Trading country — near where the first concession agree-  quickly rebuilding  launched on
Company was Jermenovci in refinerywastobe  mentina foreign  its damaged the Serbian
founded. Banat. constructed. country. facilities. market.
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1949 1953 1968 1991 2005

The Naftagas The construction Oil refineries were  The Public NIS became

0il Exploration of the first petrol ~ put into operation  Enterprise a joint stock

and Production stations began in Novi Sad and Naftna company,.

Company was in Serbia’s major ~ Pancevo. The Industrija Srbije

founded. cities. Velebit oil field was established.

was discovered.

The first natural

gas reservoirs

were discovered.
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2009

2013

The first dividends
were paid out to
the shareholders
from the previous
year’s earnings.

2017

The Pancevo Oil
Refinery held a cer-
emony to mark the
start of the works
on the delayed
coking unit with the
bottom-of-the-
barrel technology.

The agreement on
the construction of
the TE-TO Pancevo

2019

Activities on the
implementation
of the Bottom-of-
the-Barrel Project
continued and
TE-TO Pancevo

NIS began its (English: Com- construction has
PJSC Gazprom 201 1 transformation bined-Cycle Power  been initiated.
Neft, a Russian into an energy Plant Pancevo) was
company, became  NIS began its re- company. signed with the Gazprom Neft
the majority gional expansion. Chinese company marked the 10th
shareholder The first cogen- 201 5 Shanghai Electric anniversary of
in NIS. It established eration plant for Group. operation of

subsidiary com- the production The sales of Serbia.
The modern- panies in Bosnia of electricity and G-Drive 100 The Corporate
ization of the and Herzegovina,  heat from gas was  petrol started at Development Experimental oil
refining complex  Bulgaria and commissionedin ~~ GAZPROM petrol  Strategy 2025 production began
began. Romania. Sirakovo. stations. was adopted. in Romania.
........................... @ coeeeeeeene @ ceversricinn @ corecisnicen @ sevsrccisiee @ ceniiiiiiiin @ ersriiisiie @ srecissicinn @) cersricisien (@ crvcsssiceinn @ cersrcissien (@) cereeisnsiiiinniiiiiiiiiiiiie st

2010

2012

2014

2016

2018

NIS became an The first phase of ~ The first sale of An amine plant Activities on the
open joint stock modernization electrical energy for natural gas Bottom-of-the-
company listedon  of the Pancevo in the market. processing was Barrel Project and
the Belgrade Stock  Oil Refinery was commissioned in TE-TO Pancevo
Exchange. completed. Elemir. continued.

It began the GAZPROM petrol We marked the
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production of fuel
in line with Euro 5
quality standard.

Grand opening of

stations began
selling premium
G-Drive diesel in
Serbia.

10" anniversary
of Common Cause
Community, our
program of coop-
eration between

the first premium NIS and local
brand gas station communities in
GAZPROM in Serbia.
Belgrade.
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NIS Worldwide

o) Expanding the business and becom-
- , ing more competitive on the regional
NIS Group’s .
organisational ~ Market are NIS’ strategic goals. Our
Sit]r ucture is regional expansion has two main di-
snown on

page 49 rections — the field of oil and gas ex-

ploration and production (in Bosnia
and Herzegovina and Romania) and the development
of our retail network (in Bulgaria, Bosnia and Her-
zegovina and Romania). Moreover, NIS is an active
trader on the electricity market.
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Intersegment
Pricing

The concept of the intersegment pricing methodology
is based on the market principle and the “one product,
one transfer price” principle.

The “one product, one transfer price” principle means
that the “movement” of a product between different
profit centres within NIS is valued at a single price,
regardless of between which profit centers the move-
ment involves.

Intersegment prices are used to generate internal
revenue between NIS business segments, and are de-
termined to reflect the market position of each busi-
ness segment.

The intersegment price for domestic oil is deter-
mined using “export parity pricing”.

The intersegment price of natural gas corre-
sponds to the selling price of natural gas at which
NIS sells natural gas to PE Srbijagas.
Intersegment prices of petroleum and natural gas
products are defined according to the following
principles:
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combined import-export parity is a prin-
ciple used for transfer pricing of products
with free import to the local market and
with a significant share in exports;

import parity is a principle used to calcu-
late intersegment prices of products, with
free import and with majority of sales in
the domestic market;

export parity is used for products that are
predominantly exported;

other petroleum products, i.e. products
which due to their characteristics do not
belong to any of the previous three groups
(combined export-import parity, import
parity, export parity), are typically sold
to a small number of known buyers, and
their selling prices are defined by annual or
long-term contracts. They are an alterna-
tive to the production of other products or
redundancies in production units.

NIS Group
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Copriis

A responsible company and employees
who use resources effectively for
the common good.

Transparncy

Only through open and fair communication,
can we create a transparent working
environment.

Innovliveness

We find and support new and consistently better
solutions to continually improve ourselves and
remain the industry leaders.

cc/\//wﬁfp(

Everything we create is based on our expertise
that inspires change throughout the community.



e Business Report

1.04

Strategy

Strategy 2025

In 2017, a new Integrated Corporate Strategy 2025
was adopted, which will ensure further growth, and
profitability for shareholders, employees and the
wider community.

The main strategic goals of NIS are:
To preserve production and resource base
growth indicators,
To increase the depth and efficiency of
refining,
To boost the sales of petroleum products
through own sales channels and modernise
the retail network,
To diversify the business by building new
electricity generation capacities,
To optimise operating performance.

52

Exploration and Production

Most of the investments planned by NIS by 2025 will be
allocated for the exploration and production segment.
In the upcoming period, NIS expects a slight decline
in base oil and gas production compared to previous
year, but it will be compensated by the development of
the existing reservoirs, geological exploration in Ser-
bia, further development of the most profitable for-
eign concessions (primarily in Romania), as well as a
steady operational efficiency increase.

Refining
e The development of NIS refining
- , through the modernisation of the Oil
Information

on the status Refinery in Pancevo and the increase

of the Bottom-
of-the-Barrel
Project is
shown on
page 83

in energy and operational efficien-
cy in this segment is one of the main
tasks of NIS by 2025. The Pancevo Oil
Refinery has already started the con-
struction of the Bottom-of-the-Barrel facility with
the delayed coking technology, a project worth more
than EUR 300 million. The operation of new facili-
ties will contribute to increasing the depth of refin-
ing, while the product structure will be diversified and
changed in favour of light products and larger quan-
tity of products that meet European quality standards.

NIS Group
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Operational efficiency programs in all parts of NIS will continue to

be a key source of raising the level of business success in the coming
period and will remain one of the main strategic goals, considering the
complexity of the business environment.

Sales and Distribution

The strategy lays the foundations for the moderniza-
tion of the retail network and an increase in its profit-
ability by growing of branded fuel sales and develop-
ing additional businesses, as well as an increase in the
efficiency and volume of wholesale and development
in foreign sales markets. In the following period, NIS
will devote itself to the development and improve-
ment in operating the specialized product business

lines — aviation fuels, lubricants and bunker fuels — by
raising the level of specialized logistics and improving
the quality of products and related services.

Energy

The growth of electricity production and the increase
in the efficiency of the Energy Block are the main
goals of NIS in the energy segment. Key projects in
this business segment will be the construction of a
new Combined-Cycle Power Plant in Pancevo, further
increase in electricity production from small power
plants, development of wind turbine generation, with
plans to significant increase in electricity trade.

Annual Report 2019
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Risk Management

Integrated Risk
Management System

Risk is a likely future event that can affect, either pos-
itively or aversely, the achievement of the Company's
objectives at all management levels. Risk manage-
ment is a continuous and systematic business process
which serves to support management decision-mak-
ing and the achievement of an organisation’s objec-
tives in a risk exposure environment.

The Company’s operations involve certain risks
which may significantly affect the fulfilment of set
objectives, if realised. The Company acknowledges
the existence of risks and makes a sustained effort
to manage them in a structured manner. An effective
and efficient risk management is central to ensuring
the Company’s business continuity and a well-es-
tablished risk management framework outlines the
Company’s risk management procedures and lays the
groundwork for business decision-making.

NIS has defined its risk management objectives and
has an integrated risk management system (IRMS)
in place. The Company's objective in the field of risk
management is to increase the effectiveness and ef-
ficiency of managerial decisions by identifying, an-
alysing and assessing related risks, outlining risk
management strategies and ensuring the maximum
effectiveness and efficiency of risk management
during the implementation of decisions.

The IRMS is a set of phases, methodologies and in-
struments aimed at ensuring the efficiency and effec-

tiveness of NIS’s risk management process.
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The Company’s risk management objectives
are achieved through the following tasks:

establishing a risk management culture

in the Company in order to ensure that
both the management and employees
have a full understanding of the basic risk
management principles and approaches;
defining and establishing a systemic
approach to identifying and assessing

the risks inherent to the Company’s
operations, both in general and specific
business areas;

encouraging the exchange of risk
information between the corporate
organizational units, and the collaboration
in the identification that risk management
measures and

providing structured information on risks
to the corporate governance bodies.

The basic principle underpinning this system says
that the responsibility for managing risks is assigned
to risk owners, namely owners of business processes
in the Company. Such approach ensures that the re-
sponsibility for risk management and monitoring is
identified for all processes of the Company, and that
suitable strategies and action plans are prepared in
order to manage risks at the level of individual busi-
ness processes and NIS as a whole.

The parent Company has set up its Section for Risk
Management System Monitoring to coordinate and

continually improve this business process.

NIS Group
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IRMS Business Process
Flow at NIS

Furthermore, the integrated management system
(IMS), organizational structure, normative-method-
ology documents and other internal regulations, the
Corporate Governance Code and Business Ethics Code
all form an internal control system that provides NIS
with guidance on how to run the business and effec-
tively manage related risks.

Annual Report 2019
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At NIS, risks are identified and assessed by analysing
data sources (internal and external databases, key risk
indicators), through interviews, risk sessions, etc.
They are ranked in line the Risk Matrix, defined based
on risk propensity (Key Company Risk, Key Division/
Block/Function Risk, Division/Block/Function Risk).
Assessment can be carried out using either the quan-
titative or the qualitative method.
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IRMS in business

planning process

The key risks associated with corporate goals are ac-  Non-financial risks:

knowledged by the Board of Directors through the - Operational risks,

adoption of business plans. Risk assessment is an in- - Political risks,

tegral part of the business planning process, while in- - Strategic risks,

formation on key risks — estimated financial effect of - Compliance risks,

the risks, risk management strategies and measures, - Reputational risks,

financial resources needed to implement the measures

— are incorporated in the adopted business plans. Financial risks:
Credit risks,

Through its operations, the Group is exposed to the - Liquidity risks,
following risk categories and groups: - Pricerisks,
Foreign exchange risks,
Interest rate risks.

Non-financial risks

Risk Description Risk Management Measures

Operational Risks

Project Risks

In the area of geological ex-  Risk mitigation measures include the implementation of new 3D seismic surveys
ploration, the NIS Group aims  using the latest wireless technology; selection of candidates for exploratory drill-
to increase reserves as well as  ing based on complex seismic and geological data interpretation; using the larg-

NIS’ production. This large-  est shareholder’s expertise in geological exploration programs and selecting the
ly depends on the outcome of = most prospective wells using of state-of-the-art exploration methods. To mit-
geological exploration activ-  igate risks, special attention is paid to a robust preparation of projects for im-

ities, which aim to increase  plementation and advanced monitoring during geological exploration operations.

active well stock in the country

and abroad. In order to reduce licensing risks, exploration research is carried out in line with
schedules, defined by geological research programs and provisions of the Law on

The main risk in oil and gas  Mining and Geological Exploration that, among other things, regulates the field of

exploration and production  exploration and production of oil and gas.

is a potential failure to prove

estimated reserves and, con-

sequently, failure on the part

of NIS to achieve its planned

reserves growth.
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Political Risks

Risk of EU and US Economic Restrictions on Gazprom Neft Group

Economic restrictions im-
posed by the EU and the US
on Gazprom Neft Group have
brought about risks to the
prospects for long-term de-
velopment because of con-
straints on loan arrangements
with commercial banks from
some of the EU- and US-based
banking groups.

NIS keeps abreast of all developments on the international scene and assesses po-
tential consequences for its business operations. Moreover, in line with allowed
exemption from the sanctions (long-term loans are possible only if intended
for funding the import of goods and services from the EU), NIS’ operations are
continuously being adjusted to this option by increasing the volume of imported
goods and services from EU suppliers. In this way, funds are provided for financ-
ing NIS’ long-term development despite the limitations of the sanctions regime.

Financial Risks

Risk Description

Risk Management Measures

Credit Risks

Accounts receivable risks

Arise in relation to cash and
cash equivalents, deposits
with banks and financial in-
stitutions, intercompany loans
given to third parties, and due
to exposure to wholesale and
retail risks, including unre-
coverable debts and assumed
liabilities.

Credit risk management is established at the level of the NIS Group. With respect
to credit limits, banks are ranked according to adopted methodologies applica-
ble to major and other banks, in order to determine the maximum extent of bank
exposure of NIS j.s.c. Novi Sad at any given time (through deposits, documentary
instruments: bank guarantees, Letters of Credit, etc. issued for the benefit of NIS
j.s.c. Novi Sad).

With regard to accounts receivable, there is a credit limit methodology in place
which serves to define the level of exposure in relation to individual customers,
depending on their financial indicators.

Annual Report 2019
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Liquidity risk

Liquidity risk denotes a risk of
NIS Group encountering diffi-
culty in meeting its liabilities.
Itis the risk of not having suit-
able funds to finance the NIS
Group’s business operations.

NIS Group continually monitors liquidity in order to provide sufficient cash to
meet its operational, investment and financial performance requirements. To this
end, the Group continually contracts and secures sufficient lines of credit and se-
curity instruments, ensuring that the maximum loan debt level is not exceeded
(the parent company sets the limit) and that all its obligations under commercial
bank arrangements (covenants) are met.

Since mid-September 2014, NIS j.s.c. Novi Sad has been exposed to the risk of lim-
ited external funding due to the sectoral sanctions imposed by the EU and the US
on the largest Russian-owned energy companies and their subsidiaries incorpo-
rated outside the EU. The sanctions prevent NIS j.s.c. Novi Sad from borrowing
from EU or US banks for a period longer than 30 and 60 days respectively. The
exemption from the EU sanctions includes g for a period longer than 30 days from
EU banks exclusively if the loan is intended for the payment of non-sanctioned
goods and services imported from the EU.

In order to secure the necessary funds for future transactions, NIS negotiated/
contracted over EUR 700 million in new lines of credit with Serbian, Russian and
Arabian banks for general purpose funding and with Serbia-based European
banks for funding imports from the EU (financing for a period longer than 30 days
is allowed if the funds are used to import goods or services from the EU). Thus,
in order to improve its loan portfolio, NIS secured the necessary funds for timely
repayment of loans in 2018 and 2019, as well as for early repayment of expen-
sive loans (reducing the average financing cost and maintaining optimum average
portfolio maturity). By improving its portfolio and restructuring the loan portfolio
(in 2018/2019), NIS has reduced the mandatory loan repayments for the next four
years, and redirected the cash flow towards the implementation of planned in-
vestments and regular operation of the Company.

Moreover, in order to further improve its loan portfolio and secure additional lines
of funding in 2019 and 2020, NIS held a call for proposals in 2019 and improved
the conditions (interest rate reduction) for three loans in the total amount of EUR
185 million, and secured new lines of credit under favourable terms in the amount
of about EUR 90 million for loans and EUR 176.5 million for security instruments.
The use of these sources of funding has ensured early repayment of unfavourable
loans and decreased the average portfolio cost by 9% in comparison to the end of
2018. In addition, this ensured that the average portfolio maturity stayed between
3 and 4 years at the end of 2019, and provided a sufficient number of security in-
struments from the banks that do not apply sanctions for operating expenses.
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Price Risks

Due to its core activity, NIS
Group is exposed to risks as-
sociated with price volatility,
specifically the price of crude
oil and petroleum products
that affects the value of in-
ventories and the oil refining
margin, which in turn affects
future cash flows.

Foreign Exchange Risks

These risks are partly offset by adjusting petroleum product selling prices to the
changes in oil and petroleum product prices. The need to use some of commodity
hedging instruments in the Group’s subsidiaries, including NIS j.s.c. Novi Sad as a
subsidiary, is at the discretion of Gazprom Neft Group.

In addition, the following actions are undertaken to reduce a potentially negative

effects of this risk:
annual planning based on multiple scenarios, plan follow-up and timely ad-
justment of operating plans for crude oil procurement;
regular sessions of NIS j.s.c. Novi Sad Committee in charge of crude oil pur-
chase/sale to discuss all major topics related to crude oil purchase and sale
(sale of oil from Angola-Palanca crude oil);
tendency to enter into long-term crude oil purchase contracts at most fa-
vourable commercial terms and with longer payment terms on an open ac-
count basis, and sales contracts which would exempt NIS j.s.c. Novi Sad, in
line with current intergovernmental agreements, from paying customs du-
ties for imports, based on preferential status;
expansion of the supplier portfolio, successful cooperation with EU-based
companies, stronger competitive advantage in import tenders and more
prominent progress regarding purchase prices;
expansion/diversification of the crude oil basket for prospective import, pro-
vision of samples of the crude oil types that have not been used for processing
at the Pancevo Oil Refinery;
constant efforts to optimize processes and achieve the optimum economic
effects and indicators;
occasional benchmarking to survey the market and price trends and to an-
alyze the commercial capacities of major prospective suppliers of crude oil,
reputable companies which are dominant and reliable in crude oil trading.

NIS Group operates in an in-
ternational setting and is thus
exposed to the risk of fluctu-
ating foreign exchange rates
arising from business transac-
tions being made in different
currencies, primarily USD and
EUR. The risk involves future
trade transactions and rec-
ognised assets and liabilities.

The risks relating to fluctuations in the national currency against the US dollar
is partly neutralised through natural hedging of petroleum product selling pric-
es, which are adjusted to these fluctuations. Risk management instruments are
also used, such as forward transactions on the foreign exchange market, which
help reduce the impact of foreign currency losses in the event of depreciation of
the national currency against the EUR (following the sanction constraints impo-
sition NIS pays the majority of its foreign currency liabilities in this currency). Oth-
er measures include the balancing of the foreign exchange equilibrium in terms
of adjusting the currencies in which export transactions are denominated to the
currencies of foreign exchange liabilities; managing the currency structure of the
loan portfolio, etc.
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Interest Rate Risks

NIS Group is exposed to the
risk of interest rate volatility,
both in terms of its bank loans
and deposits.

NIS j.s.c. Novi Sad takes out loans with commercial banks at either floating or fixed
interest rates, depending on the forecasts of base interest rates in the monetary
market and the business banks’ capability to offer fixed interest rates for loans.
Funds in the form of intercompany loans to third parties are taken out at float-
ing or fixed interest rates, whereas funds deposited as term or demand deposits
mostly are placed at flat interest rates. Deposits are aligned with the credit limit
methodologies of commercial banks (funds are reciprocally placed only with ma-
jor commercial banks from which NIS j.s.c. Novi Sad takes out loans and/or lines of
credit/security instruments). In this respect, revenues and cash flows from bank
deposits and a section of intercompany loans are predominantly independent of
any changes in base interest rates.
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Business Environment

The World

The global oil market was shaken by several terrorist
attacks in 2019: Norwegian tankers were attacked in
the Arabian Sea in June while transporting crude oil
from Abu Dhabi; in September, drones caused a tem-
porary suspension of production in the Aramco Re-
finery that processes oil for the market; and Iranian
tankers were hit by missiles in the Red Sea in October.
Each of these events made oil prices skyrocket tem-
porarily, which in turn shook up global stock markets,
but there was no cause for real concern. The Aramco
Refinery attack did not cause problems in global oil
supply despite the cut of 5.7 million barrels per day.

The 2019 China—United States trade war had a direct
and indirect impact on the oil and petroleum product
prices. Despite the phased implementation of the deal
between these countries, tariffs on oil and propane
caused a drop in US exports of these goods to China.

Stricter sanctions against Iran and the imposition of
sanctions against Venezuela led to a diminished oil
supply from these countries (Venezuela reduced ex-
port by 32%, i.e. by 500 million barrels per day). In De-
cember, the OPEC+ countries agreed on deepening the
oil output cuts. This agreement between Saudi Arabia,
the UAE and Russia can be seen as a compromise.

The long-awaited Saudi Aramco’s (SA) debut on the
stock exchange took place in November 2019, but
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with a significantly lower volume of shares (1.5%)
and locally. The Financial Times cited evaluation of
this company as the reason for this change. For now,
the shares are almost exclusively sold to Saudi Arabi-
an citizens and investment funds in Saudi Arabia and
the Middle East, and buyers from Russia and China
are also expected.

Saudi Arabia is the main advocate for the agreement
on additional output cuts due to its own interest to
raise the SA share prices. SA is in a difficult position:
it can force other producers to adhere to the goals by
threatening them with increasing its production, but
this would affect the oil price, and thus the prices of SA
shares, Bloomberg concluded.

The International Energy Agency (IEA) believes that
the oil market will stay well supplied in the near term
in 2020, since stocks will rise in the first half of the
year, despite the output cuts by OPEC+ members and
a sharp slowdown in growth of the US consumption.

Rystad Energy forecasts a reduction of overall glob-
al investments in oil and gas production in 2020 by
roughly 4%, with the shale oil investments suffering
the greatest reduction by almost 12%.

Major oil and gas companies are facing additional
pressure as a result of the decarbonisation obliga-
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tion whose significance is growing. The studies have
shown that the shutdown of five majors’ plants, which
were already insufficiently profitable, would reduce
the CO, emission by 20% on average.

One of the biggest challenges for the oil industry and
the companies engaging in overseas transport of oil
and petroleum products in the upcoming period is
the entry into force of new motor fuel specifications
applicable to the tankers passing through the areas
that are subject to the International Maritime Or-
ganisation (IMO) rules: vessels in most parts of the
world may use fuels containing not more than 0.5%
sulphur (as opposed to the previous 3.5% limit) or
install scrubbers to prevent sulphur oxides leakage
from ship engines. This modification was arranged in
2016, it entered into force on 1 January 2020 and its
global application started at this same time (95 sig-
natory states). The IMO’s (a UN body) intention is to
reduce the sulphur oxides emissions through these
new regulations.

On 11 December, the European Commission adopted
the Green Deal, a major strategy to fight against cli-
mate changes for the next 30 years. The Deal is sup-
posed to make the EU climate-neutral by 2050. This
is actually an introduction to a three-decade-long
effort to reform almost every policy sector in the EU.
This pragmatic and ambitious plan to move towards
net-zero greenhouse gas emissions (emissions re-
duced to almost a zero, while the remaining emissions
would be compensated for by planting trees which
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would absorb carbon in the atmosphere or by other
similar measures) and energy transition of Europe
entails making annual investments, amounting to 5%
of the GDP, in the infrastructure, agriculture, and in-
dustry, creating millions of new jobs and ending the
savings era, and all this without an increase in taxes.

Reuters believes that this is a great financial chal-
lenge for Europe, since the European Commission
estimates that halving the emissions by 2030 would
require making annual investments of EUR 260 bil-
lion in energy, transport, and construction.

An intensive transition to electric vehicles is one of
the factors for the Green Deal implementation. The
new report of the Transport&Environment envi-
ronmental group states that around 3 million pub-
lic charging points will have to be made available by
2030 to respond to a growing number of EVs required
for long-term climate objectives in Europe.

Political obligations under the Paris Agreement, legal
obligations under the Energy Community Treaty, and
the EU accession process oblige the Energy Commu-
nity to start the emission reduction activities. At the
ministerial meeting held in December, it was con-
cluded that a series of actions should be prepared to
enable an efficient and socially acceptable implemen-
tation of very expensive energy system decarbonisa-
tion, while at the same time ensuring the adequacy of
the electric power system and continuously reliable

energy supply.
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The global oil and gas industry has the output of 80.6
million barrels per day. According to Rystad Energy
estimates, the world’s leading oil and gas explorers
discovered 12.2 billion barrels of oil equivalent (boe)
in 2019, which is a record high since 2015. Twenty-six
discoveries had more than 100 million boe, with off-
shore regions dominating the list of new oil and gas
deposits. However, many of the important sources
remained insufficiently clear in terms of results, so
analysts believe that although the discovered oil and
gas surpassed the preceding year, 2019 was a disap-
pointing year for high-profile wells as many resourc-
es estimated as important failed to deliver. Over 10
billion barrels of estimated pre-drill volumes were in
wells that failed to deliver hydrocarbons.

The price of Brent crude oil averaged $64.3 per barrel,
which is almost 10% less than in 2018, although in the
January-December 2019, it rose by almost 13% (from
$59.5 to $67.0). Terrorist attacks on tankers and re-
fineries in the Middle East caused occasional sharp
rises, so the price ranged between $53.2 and $74.7.
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Macroeconomic Trends

The global growth in 2019 had the lowest pace since
the global financial crisis ten years ago, which is
the result of combined impacts on countries and on
country-specific factors. Rising trade barriers and
the resulting uncertainty reflected on global trends
and activities.

Weaknesses typical for countries with great market
economies (Brazil, India, Mexico, and Russia), harsh
financial conditions (Argentina), geopolitical tensions
(Iran), and social unrest (Venezuela, Libya, Yemen)
placed additional pressure on the global economy.

The uncertain economic climate made the global
trade (durable goods and components used for man-
ufacturing them) slow down almost to the point of
stagnation. Household demand for durable goods has
also weakened. This was especially obvious in cars,
where the regulatory changes, new standards con-
cerning emissions, and the carpool option caused a
drop in sales in some countries.
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Positive trends were marked in production of renew-
able energy, where the plunge of wind turbine and
solar panel prices led to growing investments in this
type of production.

In its Global Economic Prospects (January 2020) re-
port, the World Bank predicts that the global econom-
ic growth in 2020 will be up to 2.5% as investments
and trade will gradually recover from last year’s sig-
nificant weakness, but there are still risks. The World
Bank expects that the growth of advanced economies
(regarded as a group) will reach 1.4% due to continu-
ing lower production. The growth of developing econ-
omies is expected to speed up and reach 4.1%. This
sharp increase isnot based on a general trend; instead,
the Bank expects better results for a small group of
major economies, some of which are recovering from
the period of intense weaknesses. About a third of new
markets and developing economies are expected to
experience a slowdown this year due to exports and
investments that failed to meet expectations.
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Serbia

The macroeconomic stability, which has remained
steady over the course of past few years, is a result
of both fiscal consolidation and greater fiscal disci-
pline, but also a positive external environment: fa-
vourable trends at the international capital market,
low inflation, and a decrease of the general unem-
ployment rate. A stable macroeconomic framework is
expected to persist in the next period as well. The IMF
commended the preservation of the achieved results,
while in late September, Fitch Ratings raised Serbia’s
credit rating from BB to BB+, with a stable outlook for
staying at this level in the upcoming period. Another
two important agencies, namely Standard and Poors
and Moody’s, upgraded the outlook from stable to
positive, creating space for Serbia to be a step away
from the investment grade soon, in accordance with
the opinion of these agencies.

The GDP growth stems from the rise in investments
and exports, and the recovered labour market. Despite
the euro area slowdown, according to the estimates
of the Statistical Office of the Republic of Serbia, the
2019 GDP grew by 4.0% compared to 2018, owing to
the construction sector and fixed investments, which
surpassed the expectations. The recovery of process-
ing industry in the second semester also contributed
to the GDP growth.

The inflation profile in Serbia is similar to that of
developed economies. Inflation is under strict con-
trol and it averages around 2% for the past six years.
Inflation trends in 2019 were impacted by prices of
unprocessed food and energy products. After reach-
ing the central target value in April, inflation was in
decline until October due to lower prices of vegetables
and petroleum products, so annual inflation is 1.9%.
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When it comes to labour market, 2019 saw an in-
crease in employment, i.e. decline in unemployment.
Although the Government has almost reached its ini-
tial goal to lower the unemployment rate to 10.0%,
the positive trend is expected to continue in 2020.
The unemployment decrease is a result of substantial
investments in labour-intensive production, growth
of economic activities in real terms, but also a demo-
graphic trend. The manpower shortage for the exist-
ing and new investments is often cited as the main
problem in the economy, which will demand solution
in the medium term through simplifying the proce-
dures for acquiring certain professional qualifica-
tions, increase in the cost of labour, and attracting
foreign labour force.

There are indications that economic activities will
continue growing in 2020 through investments, ex-
pansion of production capacities and ranges, and an
increase in export.

The NBS estimates that, in 2020, in a medium-term,
Serbia will maintain a strong, sustainable, and diver-
sified GDP growth, which should remain at 4%, which
will be achieved through a preserved macroeconomic
stability, better business environment, high private
and state investments, and the effects of the prior
mitigation of monetary policy.

A significant factor for a promising business envi-
ronment is continuation of European integrations,
which slowed down during 2019 due to unresolved
political issues in the region and inert reforms within
the EU itself.
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Average USD/RSD exchange rate in 2019 was
higher by RSD 5.1, i.e. 5% compared to the average
exchange rate in the same period of 2018.

In 2019, USD/RSD exchange rate increased by RSD
1.53 or 1%.

During 2018, USD/RSD exchange rate rose by RSD
£4.27 ot 4%.
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Legislative Changes

In 2019, the legislative activity of the government
authorities was aimed at improving the fiscal reg-
ulations, the legal framework for education, as well
as the business environment by adopting a series of
new laws governing labor and employment, the area
of trade relations and the economy. In the observed
period, the National Assembly adopted the follow-
ing laws that have an impact on the operations of our
company: Law on Health Insurance, Law on Trade,
Law on Amendments to the Law on Electronic Com-
merce, Law on Commodity Exchange, Law on Agency
Employment, etc.

What is particularly significant is the adoption of
the Law on Agency Employment, which, for the first
time in the Republic of Serbia, regulates the issue of
employment through temporary employment agen-
cies, the so-called labour leasing. The law defines
temporary employment agencies and specifies the
conditions for their work, prescribes the rights and
obligations of persons who conclude an employment
contract with a temporary employment agency and
are assigned to a temporary employer/agency client,
as well as other mutual rights and obligations of em-
ployees, agency and employer/agency client. The aim
of the law is to ensure equal treatment of assigned
employees with other employees with regard to cer-
tain rights arising from employment and on the basis
of work. Also, this law ensures compliance with ILO
Convention No. 181, Recommendation 188 and Direc-
tive 2008/104.

In 2019, a number of by-laws significant for the busi-
ness were adopted, such as: Regulation on the criteria
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for classifying activities that affect the environment
according to the degree of their negative impact on
the environment, the amounts of fees, conditions for
their reduction, as well as on the criteria relevant to
the environmental impact of individuals; Regulation
on the market share of biofuels; Rulebook on tech-
nical and other requirements for biofuels and biolig-
uids; Rulebook on conditions, criteria and content of
projects for all types of geological exploration; Rule-
book on conditions and manner of performing tech-
nical control of geological exploration projects; Rule-
book on technical standards for fire and explosion
safety of retail facilities of LPG bottles, etc.

NIS analyzed the aforementioned regulations in the
adoption stage via its working body - the Regulations
Committee, and gave its contribution in order to align
these regulations with the needs and requirements of
the energy entities doing business in the market of
the Republic of Serbia.

In addition to the adopted regulations, in 2019, sev-
eral draft laws and by-laws were also prepared and
discussed, such as the Draft Law on Amendments
to the Waste Management Law, the Draft Law on
Amendments to the Planning and Construction Law,
the Draft Law on Amendments to the Railway Safety
Law, and the Customs Law by-laws.

NIS shall continue to significantly contribute to cre-
ating a positive business environment in Serbia, and
to emphasize the necessity of harmonizing the regu-
lations and strategies in order to make their applica-
tion unhindered and complete.
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Market Share!?

Consumption of motor fuels in the region is on the
rise. The key growth factors are:
positive macroeconomic trend;
growth of the transport, processing and con-
struction industries.

Infrastructure works and very good agricultural and
construction seasons had a positive impact on the
consumption of diesel.

Part of the diesel fuel consumption is returning from
the grey zone to legal trade flows.

The decrease in the consumption of LPG is the result
of a drop in the number of vehicles using this fuel and
high prices.

1 Data sources for the projections: for Serbia — Sales and Distribution
Block’s internal analyzes and estimates; for consumption estimates
for Bulgaria and Romania— PFC and Eurostat; for Bosnia-Herze-
govina — PFC and internal estimates.
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Market Share in the Serbian Market

Volume of the RS petroleum +3%

products market*, in thousand tonnes

959 2,845
25% 75%

895 2,787
24% 76%

® NIS

2019

3,804

2018

3,683

® Others

* Data for 2019 are given on the basis of estimates.

The total consumption of petroleum products shows
a positive growth trend. This was a result of the fol-
lowing factors:
growth in consumption of diesel, bitumen and coke;
construction and road industries are the main
drivers of diesel consumption;
good agricultural season.

Petroleum naphtha and heavy fuel oil experienced
a downward trend in consumption (turnaround of

Petrohemija).

NIS’ market share is traditionally quite substantial.
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Retail Volume of the RS motor +4.7%
fuels market*, in thousand tonnes
1,015 783
56% 44%
973 744
57% 43%
® Others ® NIS

* The sales of NIS and other competitors include motor fuels
(auto-gas, motor fuels and diesel). LPG cylinders are not
included. Including CNG. Data for 2019 are given on the
basis of estimates.

NIS’ sales are following the market trends and are
rising in the diesel and petrol segments, whereas LPG
sales are falling. Modernized petrol stations, range
of additive-enriched fuels and attractive loyalty pro-
grams maintain our already substantial market share.

Growth of retail market by 4.7%.

The key growth factors include an increase in pur-
chasing power and the number of vehicles, heavier
transit traffic and the fact that a number of transport
and distribution companies have begun supplying at
our petrol stations (corporate cards).
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Market Share in Bosnia and Herzegovina,
Bulgaria and Romania

Bosnia and Herzegovina

According to the Optima Group, the Brod Oil Refinery
has been out of operation since 9 January 2019 due to
a turnaround. Republika Srpska’s officials have an-
nounced that the Brod Refinery will be recommissioned
mid-2020, and that the turnaround is underway.

The market is currently supplied by imports, main-
ly from the neighbouring countries (Croatia, Serbia,
etc.). Due to the poor road infrastructure and the lack
of functional railroad tracks and pipelines, the im-
ported goods are mainly transported by road.

In 2019, Bosnia and Herzegovina did not improve its
legal regulations in line with the obligations it has to-
wards the Energy Community in the sector of oil and
oil products. Therefore, this country still does not
have the mandatory emergency stocks of petroleum
products at the national level, nor does it have a na-
tional strategy for fulfilling its obligations under Di-
rective 2009/119/EC.

The number of petrol stations on the retail market is
rapidly increasing. The distributors that a few years
ago had retail chains only in Republika Srpska are
now slowly expanding their networks onto the entire
country.

In Bosnia and Herzegovina, NIS has 35 petrol stations
(and 2 petrol stations in the DODO mode).

NIS’ share in the overall motor fuel market is 23.7%,
while its retail market share stands at 10.1%.
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Bulgaria

The Bulgarian oil refinery Lukoil Neftochim Burgas,
owned by the Russia-based Lukoil, has signed a 15.3
million euro contract with local suppliers for the re-
construction of the terminals at Rosenets Port, part of
the Burgas Port on the south bank of the Burgas Bay
on the Black Sea.

The changes to legislation in Bulgaria mean that bitu-
men will be added to the list of fuels with mandatory
emergency stocks. Currently, approximately 50% con-
sumption of bitumen (200 thousand tonnes per year)
is supplied by imports, while in 2017 this percentage
was nearly 100%. These changes in the Law on Emer-
gency Stocks of Crude Oil and Petroleum Products may
hinder or raise the cost of import and storage, and in-
crease the price of bitumen by around 5%.

The Bulgarian Ministry of Regional Development has
announced that it completed the draft law on the con-
struction on hydrogen fuelling stations by the end
2020. According to the plan of this development proj-
ect, there may be 10 of these stations by 2025, and as
many as 50 by 2030.

In Bulgaria, NIS owns 35 petrol stations and a petro-
leum products warehouse in Kostinbrod.

NIS’ share in the overall motor fuel market is 5.0%,
while its retail market share stands at 4.4%.

Romania

The Romanian Competition Council has launched the
application “Oil Price Monitoring” that displays the
prices of standard and premium fuels offered by OMV
Petrom, Mol, Rompetrol, Lukoil, Socar and Gazprom.
The application is available in both web and mobile
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versions (for i0S and Android) and can be downloaded
from the AppStore or Google Play.

OMV Petrom has invested nearly EUR 19 million in
the modernization of its Arad fuel warehouse, sec-
ond largest in the country, whose capacities exceed
32,000 cubic metres. The modernization of the fuel
warehouse in Arad marked a successful ending of the
program of optimization of the fuel storage infra-
structure. In the refinery in Petrobrazi, OVM Petrom
commissioned a polycarbonate unit that converts LPG
and low-quality petrol to petroleum products with
high “added value”, i.e. petrol and diesel. This is the
third such unit in the world.

The Romanian oil company Rompetrol intends to up-
grade the heating plant in the Vega refinery in Ploiesti,
in order to increase energy efficiency. Over 1.9 million
dollars will be invested in this project, whose goal is to
make the refinery more energy efficient, increase its
yield from 91% to about 96% and reduce emissions
from the production process.

KazMunayGaz International is investing in the net-
work of Rompetrol’s petrol stations in Romania, and
plans to open 70 petrol stations in the next 4 years.
Retail sales are to be expanded within the Roma-
nian-Kazakh Investment Fund which was estab-
lished at the beginning of 2019. In addition to petrol
stations whose construction will be financed by the
Fund, the company will continue its cooperation with
its franchise partners which should enable it to open
about 10 new petrol stations in the upcoming years.
The two shareholders in the Fund are the Ministry of
Energy (20%) and KMGI (80%). The new petrol sta-
tion will operate under the Rompetrol brand, in line
with its standards.

NIS has 18 petrol stations in Romania, while con-
struction and opening preparations for M-sized
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Otopeni petrol station (GAZPROM brand) were com- NIS’ share in the overall motor fuel market is 0.9%,
pleted in 2019. while its retail market share stands at 1.2%.
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Key Performance Indicators

Q4 2019 Q4 2018 A' Indicator Unit of 2019 2018 A
measure
63.3 67.8 -7%  Brent Dtd $/bbl 64.3 71.0 -9%
— 759742 ............. +2% ..... Salesrevenue3 .................. RSDbIHIOhZHlZSlO ........... 3%

— 5934 ........... +72% ..... NEtproﬁt .......................... RSDblulon ......................... 16625134%

— 133 ................. l 17 ........... +l4% ..... EBITDAA ............................ RSDbIHIon ......................... ; 45537 ......... _17%

— 15047 ......... +218% ..... OCF .................................. RSDblulon ......................... 569 ................. 374 ........ +52%

— 132 ................. l 37 ............. _4% ..... CAPEXS ............................. RSDbIHIon4224lO .......... +3%

Accrued liabilities for
53.1 50.5 +5% taxes and other types RSD billion 189.8 192.7 -2%
of public revenue®

590 577 .29 Jotalbank EUR million 590 577 +2%
indebtedness
1.7 2.2 -25%  LTIF® % 1.7 22  -25%

1 Anydeviations in percentages and aggregate values result from rounding. The change percentages shown are obtained from values not
rounded to RSD billion.

2 Anydeviations in percentages and aggregate values result from rounding. The change percentages shown are obtained from values not
rounded to RSD billion.

3 Consolidated operating income.

4 EBITDA = Sales revenues (exclusive of excise duties) — costs of inventories (oil, petroleum products and other products) — Operating
Expenses (OPEX) — other costs that may be controlled by the management.

5 CAPEX amounts are exclusive of VAT.

6 Taxes, fees, charges and other types of public revenue calculated for the reporting period. The overview is inclusive of the liabilities of
NIS for taxes and other public revenue in Serbia and other countries of operation.

7 Total bank indebtedness = Total debts+Letters of Credit. As at 31 December 2019, the total debt stood at EUR 590 million. There were no
debts under letters of credit.

8  Lost Time Injury Frequency — Ratio of employee injuries with sick leaves to the total number of working hours multiplied by one million.
The indicator shown refers to NIS j.s.c. Novi Sad with its subsidaries; Naftagas - Oil Services LLC Novi Sad, Naftagas - Technical Services
LLC Zrenjanin, Naftagas - Transport LLC Novi Sad and STC NIS - Naftagas LLC Novi Sad. The specified indicator is calculated cumula-
tively, from the beginning of the year, and the indicated data represent the current status as of 31 December 2019. Therefore, there is no
difference between year 2019 and Q4.
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Operating Indicators
Exploration and Production

The main goal of the Exploration and Production in 2019
was to reach hydrocarbon output, implement the proj-
ects concerning geological and exploration operations,
increase the GTA efficiency, discover, through laboratory
testing, new technologies for well completion and meth-
ods of stepping up the production.

The 2019 hydrocarbon resource base was by 0.6%
greater in relation to the end of 2018.

In the area of geology and reservoir development,
the emphasis is on maintaining the high quality of
geological and technical activities and testing of new
technologies’, aimed towards an increase in oil and

The total production output reached 1,248 thousand  gas production.
tonnes of oil equivalent in reservoirs in Serbia, and
1,286 thousand tonnes of oil equivalent with conces-
sions included.
Q4 2019 Q4 2018 A' Key Indicator Unit of 2019 2018 Az
measure
322 332 -3% Oil and gas output?® Thousand t.o.e. 1,286 1,332 -3%
Domestic oil
214 223 -4% Thousand tonnes 859 886 -3%
output*
3.0 %3 -9% LTIF? % 3.0 3.3 -9%
7.6 10.0 -24%  EBITDA RSD billion 34.2 38.8 -12%
6.2 7.1 -12%  CAPEX® RSD billion 21.3 20.7 +3%

1 Anydeviations in percentages and aggregate values result from rounding. The change percentages shown are obtained from values not

rounded to RSD billion.

2 Anydeviations in percentages and aggregate values result from rounding. The change percentages shown are obtained from values not

rounded to RSD billion.

3 Domestic oil output includes natural gasoline and light condensate, whereas output takes into account commercial gas output and and

liquid hydrocarbons (light condensates).
4 With natural gasoline from the field.

5 Lost Time Injury Frequency- Ratio of employee injuries with sick leaves to the total number of working hours multiplied by one million.
The specified indicator is calculated cumulatively, from the beginning of the year, and the indicated data represent the current status as of
31 December 2019. Therefore, there is no difference between year 2019 and Q4.

6 Financing, exclusive of VAT. CAPEX data for 2019 and 2018 (including quartals) refer to Upstream (Exploration and Production Block

and Services).
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Geological Exploration
and Well Engineering

The success rate of development drilling in 2019 was
95%. In the field of development drilling, additional
exploration operations, determination of oil satu-
ration limits in active reservoirs and optimization of
well spacing were actively conducted. Based on a de-
tailed analysis of geology and reservoir development,
highly productive wells were drilled and put into op-
eration on deeper, previously unperforated sections of
the reservoir in Kikinda.

When it comes to workover and insulation works, op-
erations at the Kelebija and Velebit fields were suc-
cessfully completed.

As regards design documentation, 10 studies have
been defended, while 8 feasibility studies, 7 main
mining designs, and 7 deep-dive analyses. Using these
analyses and the updated data as a base, we drilled a
total of 45 development wells at 9 fields, and prepared
the 2020 drilling.

Last year we carried out complex laboratory tests,
which included filtration tests whose purpose was to
define the resistance coefficient, residual resistance
coefficient, retention, and to assess the utilisation
coefficient growth. Additional laboratory analyses de-
termined the impact of a polymeric solution on the oil
preparation process. In addition, the infrastructural
concept was defined in 2019. In this regard, a water
well was tested to ensure that enough water was avail -
able for injection of the polymeric solution.
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Exploratory Drilling
and Well Testing

As part of the implementation of geological and ex-
ploration works by the Exploration and Production,
11 exploration wells were drilled in 2019. A total of 8
exploration wells have been commissioned (one is
from 2018), 1 well was abandoned, and 3 wells are be-
ing tested.

2/3D Seismic Surveys

The 3D seismic data acquisition in the Ada explora-
tion area was completed in July, and a total of 700 km?
were surveyed.

The processing of 3D seismic data acquired in the Ada
exploration area is underway, as is the complex seis-
mic interpretation of 3D seismic data acquired in the
Turija IV exploration area.

At the end of 2019, the Ministry of Mining and Energy
granted its Authorisation for continuing the surveys
in the exploration area in Serbia to the south of the
Sava and Danube for a three-year period.

International Projects

The Company’s upstream operations in Romania are
carried out using the resources of Romanian NIS Pet-
rol s.r.l. (a subsidiary, whose sole owner is NIS j.s.c.
Novi Sad) in six concession blocks. NIS Petrol s.r.l. is
the operator in these block.

NIS Group



Key Events in Romania:

EX-7 and EX-8 blocks: In 2019:

- 2wells, namely Beba Veche Sud 1000 and Te-
remia 1001, were drilled in the EX-7 block;

- extended well testing of Teremia 1001 was
completed;

- Pesac Sud 1000 well was drilled in the EX-8
block;

- test production began in the Teremia 1001
well;

- drilling of the Teremia 1002 well commenced
in the EX-8 block and put into operation on
315t December;

- the production system for the preparation
and shipment of oil in the Teremia field was
put into operation.

EX-2block. In Q3 this year, field 3D surveying op-

erations were completed on 170 km? in the EX-2

block;

EX-12 block. In Q4 this year, field 3D surveying

operations were completed on 155 km? in the EX-

12 block;

Jimbolia Block. In 2019:

- capital workover of the Jimbolia 6 well was
completed, the testing equipment was man-
ufactured and delivered, and the construc-
tion and erection works were completed;

- a gas preparation complex was commis-
sioned for commercial use.

Company’s Upstream operations in Republika Srpska
(Bosnia and Herzegovina) are conducted using re-
sources of the Jadran Naftagas company from Ban-
ja Luka (a subsidiary, majority-owned (66%) by NIS
j.s.c. Novi Sad, and minority-owned (34%) by Neft-
egasInCor, a Russian state-owned company) on three
concession blocks. Jadran Naftagas is the operator on
all blocks.
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Key Events in Bosnia and Herzegovina:
during Q2 in Bosnia and Herzegovina (Republika
Srpska), Annex 3 to the Concession Agreement
was signed with the Ministry of Mining and Ener-
gy of Republika Srpska, thus renewing the explo-
ration rights until the end of 2023;
in June 2019, the Ministry of Mining and Energy
of RS issued the Decision on Approval of Detailed
Petroleum and Geological Exploration in the ter-
ritory of Republika Srpska for 2019-2023;
workover of the Ob-02 well (July-August 2019)
was completed, while well stimulation yielded
positive results;
since August 2019, mineral resources on Ob-2
well are tested for quality and chemical and tech-
nological properties. Hydrodynamic measure-
ments, analyses and calculations regarding the
resource base, production potential and profile
are performed for the purpose of outlining the oil
potential in the Obudovac region.

In the area of geology and
reservoir development,

the emphasis is on maintaining
the high quality of geological and
technical activities and testing

of new technologies’, aimed
towards an increase in oil and gas
production.
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Operating Indicators

Atotal of 1,286 thousand tonnes of oil and gas equiva-
lent were produced in 2019.

Oil and gas output?*, -3%

thousand t.o.e.

859 389 38

2019

2018

1,332

® Domestic oil

Foreign Projects

® Domestic gas

* Any deviations in percentages and aggregate values result
fromrounding. The change percentages shown are obtained
from values not rounded to RSD billion.

The year 2019 was marked by the beginning of ex-
perimental oil production in Romania, which is an
exploration area with great potential. We are now fo-
cused on further exploration operations and develop-
ment of the discovered reservoirs in order to ensure
new hydrocarbon reserves. Also, we started digital
transformation and completed the second phase of
transformation according to the new organization
scheme for the Upstream. The underlying purpose
of this transformation was to transform the Services
and Exploration and Production so as to make the Up-
stream a typical, modern production company. The
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Oil and gas output?*, -3%

thousand t.o.e.
214 95 12

os1o [N 322
216 98 10

o310 [N 324
215 96 9

0210 [N T 320
214 929 7

oo [N 321
223 103 6

o5 N T 332

® Domestic oil Foreign Projects

® Domestic gas

transformation was initiated with the idea to unlock
potential for greater efficiency, quality, reduction of
production time, and enhancement of the well qual-
ity, which would in turn lead to greater production
and attainment of the set goals. Also, the level of risk
management in drilling and workover was raised,
which will help us increase efficiency and achieve
better results. Finally, our investment of around RSD
21 billion in exploration and production is certainly
a good foundation for successful continuation of our
activities in 2020.

NIS Group



Refining

This year in the Refining Block has been marked by
major activities and challenges such as the capital
turnaround of its refining capacities, reconstruction
of the MHC/DHT Unit and the commencement of the
construction of the Combined-Cycle Power Plant
(TE-TO).

This has definitely increased the responsibilities of all
employees within the refining sector — in addition to
these activities and their safe implementation, it was
necessary to ensure reliable and safe operation of the
refining units to supply the market with oil products.

At the beginning of 2019, the largest capital turn-
around so far was carried out in the RNP (hereinafter:
the Pancevo Oil Refinery), and it encompassed almost

all of the refining units. The turnaround also includ-
ed a complex reconstruction of the MHC/DHT Unit as
part of the planned preparation for its integrated op-
eration with the new units. Another objective of the
turnaround was to install the necessary technical and
technological connections between the existing re-
fining units and the units of the Delayed Coking Unit
which are currently in construction. There were no
injuries nor any other HSE incidents during the activ-
ities within the capital turnaround.

The period after the capital turnaround was marked
by a high refining output, and bitumen output reached
an all-time peak of 59 thousand tonnes in October.
The trend of stable production continued by the end
of 2019, and the units were prepared for operation in
winter conditions and for the production and ship-
ment of winter diesel.

Q4 2019 Q4 2018 A Key indicator Unit of 2019 2018 A
measure
Volume of refining
of crude oil and Thousand
1,055 1,067 -1% . . 3,373 3,836 -12%
semi-finished tonnes
products
1.1 0] - LTI % 1.1 0] -
1.9 -2.7 +170%  EBITDA? RSD billion 1.3 8.3 -84%
5.4 5.5 -2% CAPEX® RSD billion 17.1 16.4 +4%

1 Lost Time Injury Frequency — Ratio of employee injuries with sick leaves to the total number of working hours multiplied by one
million. The specified indicator is calculated cumulatively, from the beginning of the year, and the indicated data represent the
current status as of 31 December 2019. Therefore, there is no difference between 2019Y and Q4.

EBITDA of the Refining Block includes the Energy Plant at the Pancevo Refinery.

3 Financing, exclusive of VAT.
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Refining Activities and Volume

Refining volume*, thousand tonnes -12%
835 2,302 236
2019 3,373
881 2,675 280

® Domestic oil Semi-finished products

® Imported oil

* Any deviations in percentages and aggregate values result
fromrounding. The change percentages shown are obtained
from values not rounded to RSD billion.

In 2019, the output of petroleum products dropped
by 12% compared to 2018 due to the capital turn-
around and the postponement of the commission-
ing of the MHC/DHT Unit caused by its prolonged
reconstruction.

The execution of the capital turnaround of the units
was the main focus of the Refining Block in the first
six months of 2019.

At the end of February 2019, the Pancevo Oil Refin-
ery commenced a capital turnaround with the aim
of modernizing and increasing the reliability of the
refining process. Within the capital turnaround, the
necessary technical and technological connections
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Refining volume*, thousand tonnes -1%
217 768 70

w1y I 1,055
276 767 72

0310 T 1,115
212 338 55

219 [T 604
130 429 40

2o [IIREEEEEE 599
222 774 71

o5 I 1,067

® Domestic oil Semi-finished products

® Imported oil

between the "old" refinery units and the units in the
DCU complex were installed, which makes this year's
turnaround the most complex one so far. The capi-
tal turnaround was followed by performance testing
of investment maintenance projects at the Atmo-
spheric Distillation Unit.

The sulphur granulation unit S-4460 was commis-
sioned in July 2019.

During Q3, the trend of stable production continued,
the production and shipment of winter diesel had a
successful start, and the refinery units were adequate-
ly prepared for stable operation in the winter period.

NIS Group



The special focus of digital transformation was the
execution of the €kon$ project which is expected to
increase the efficiency of production processes. At
the start of the year, the trial run of the first proj-
ect phase was conducted on the primary processing
units (Atmospheric and Vacuum Distillation). After
the units were commissioned following completion
of the capital turnaround, the €kon$ model was in-
stalled in all units, and the system was put into ser-
vice. The system management process was defined
for the segment of use, maintenance and manage-
ment of changes.

The Bottom-of-the-Barrel Project

Progress of the Bottom-of-the-Barrel Project as at 31
December 2019 is as follows:
approximately EUR 286.8 million was invested in
the project;
the detailed design was completed and all licences
obtained;
100% of equipment and material were delivered;
the foundations, steel structures, pipelines and
equipment in the entire complex were completed/
installed;
the construction and installation works on the
complex are at 96.5%;
pre-start works on the complex have commenced;
we recorded 6.2 million man hours, 14 contrac-
tors working on site, and, on average, over 1,000
workers on site per day.

Turnaround
The capital turnaround of the Refinery encompasses
works on the "gasoline and diesel pool" of refinery

units: Platforming, Gasoline HDS, FCC complex, Al-
kylation, Sulfolane, Atmospheric and Vacuum Dis-

Annual Report 2019

tillation, Mild Hydrocracking and Hydrotreating
Complex; works on the monitoring, cleaning and
repair of equipment and piping and replacement of
catalytic converters; as well as works in the Handling
Sector, and the execution of investment projects
aimed at increasing the reliability and efficiency of
refining capacities.

Nearly three thousand workers took part in the
works within this turnaround. In addition to the
employees from our company, 1,400 workers from
the country and abroad were engaged at the peak of
the turnaround.

The planned shutdown of the Refinery was also used to
ensure compliance with all legal obligations concern-
ing pressure vessels and pipelines. Additionally, the
equipment was overhauled, and the problems iden-
tified in the trial run eliminated, catalytic converters
replaced, etc. All these works were carried out on the
group of primary and secondary processing units.

The capital turnaround included the installation of
the technical and technological connections between
the "old" refinery units and the units in the DCU
complex, as well as the works on the reconstruction
of the MHC/DHT complex for the DCU’s needs.

Other Projects

In 2019, we intensified the activities within the digi-
tal transformation of the Refining Block, projects for
assisting operators in their work (xoHS), operator
training using simulators — (OTS), implementation of
an e-learning platform for on-line employee training,
installation of an alarm management system, “Digital
Structured Rounds”, prediction of equipment failures
(machine learning). Additionally, a study (non-core
strategy development) was prepared, providing a list
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of potential projects within the digitalization of the
Refining Block.

Within the Industry 4.0 digitalisation, the Refining
Block’s management team held a meeting in order to
identify the key operational issues and the possibili-
ties for the implementation of available digital tech-
nologies; to define activities for detailed development
of new projects; and to incorporate approved projects
in our medium-term investment plan SIP 2020+ (as
well as to prepare and execute them).

Simultaneously with the execution of the Bottom-of-
the-Barrel Project with the delayed coking technol-
ogy (DCU), professional training will be provided for
the team of employees who will start the newly built
production complex and work in it. The continuous
employee training was continued in the DCU (on the

e Financial Statements

construction site) and in the OTS — an operation sim-
ulator used to train external operators and control
panel operators.

All these projects will be crucial for advancing the
development and modernization of the refining pro-
cess, as well as for increasing the operating efficiency
and safety.

The activities within the projects for cooperation with
schools and universities continued in 2019 as well.
Within the Memorandum on Cooperation with the
Secondary School of Electrical Engineering in Pance-
vo, we provided modern equipment for the automat-
ics classroom and helped the adaptation of the school
syllabus and training of prospective employees of the
Pancevo Oil Refinery.
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Sales and Distribution

Q4 2019 Q4 2018 A!' Key indicator Unit of 2019 2018 A2
Measure
1,081 1,008 7% Total sales volume of Thousand 3,702 3,748 1%
petroleum products?® tonnes
125 94 +33% Salevs volume - Thousand 436 359 +21%
foreign assets* tonnes
Sales volume of Thousand
787 762 +3%  petroleum products in tonnes 2,751 2,807 -2%
the domestic market®
170 152 +12%  Export I::r:‘;:”d 515 582 -12%
688 616 +12%  Motor fuels® I:::::”d 2,469 2,383 +4%
263 250 +5%  Retail’ I::::j”d 995 949 +5%
1.1 2.0 -45% LTIF® % 1.1 2.0 -45%
5.8 5.2 +11% EBITDA RSD billion 18.3 13.9 +32%
1.3 0.8 +52%  CAPEX® RSD billion 3.0 3.2 -6%
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Any potential deviations in percentages and aggregate values result from rounding. The change percentages shown have been ob-
tained on the basis of values not rounded to RSD billion.

Any potential deviations in percentages and aggregate values result from rounding. The change percentages shown have been ob-
tained on the basis of values not rounded to RSD billion.

Without the internal sales volume (12M 2019: 16.2 thousand tonnes; 12M 2018: 16.1 thousand tonnes).

The sales volume of foreign assets includes sales generated by NIS’ the subsidiaries abroad (retail and wholesale).

Domestic market sales includes sales volumes invoiced in local currency (RSD) and does not include sales volumes sold to foreign cus-
tomers and invoiced in foreign currency.

Total sales of motor fuels in Serbia and in foreign assets.

Total retail in Serbia and in foreign assets.

Lost Time Injury Frequency — Ratio of employee injuries with sick leaves to the total number of working hours multiplied by one mil-
lion. The specified indicator is calculated cumulatively, from the beginning of the year, and the indicated data represent the current
status as of 31 December 2019. Therefore, there is no difference between year 2019 and Q4.

Financing, exclusive of VAT.
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Points of Sale! and Logistics

NIS Group owns over 400 active retail sites. Most of
them, i.e. 325 retail sites are located in the Republic
of Serbia. In addition to 10 petrol stations for NIS use
only, NIS owns 315 public petrol stations (23 under
GAZPROM brand). In the countries of the region, NIS
owns 37 petrol stations in Bosnia and Herzegovina (27
under GAZPROM brand), 35 petrol stations in Bulgaria

1 As at 31 December 2019.
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(all of them under GAZPROM brand) and 18 petrol sta-
tions in Romania (all of them under GAZPROM brand).

After full-scale reconstruction works were completed
in Serbia, in 2019, 5 petrol stations were put into op-
eration, while 1 petrol station in Romania (Otopeni PS)
was constructed.

Two mobile Drive Cafes started operating in Serbia.

NIS Group



Loyalty Program and Marketing Activities

In 2019, over 110 marketing activities were carried out
in Serbia with the aim of developing consumer brands
and loyalty programs and improving sales of fuel and
non-fuel products.

The opening of new petroleum stations was accompa-
nied with in-store promotions and special offers for
consumers - premium and standard petroleum prod-
ucts at the same price and free gifts for buyers.

To increase awareness and improve image of the
G-Drive premium brand, the G-Drive RACING plat-
form was launched in the first quarter. A strong PR
support backed the release of more than 70 announce-
ments with high-quality content advertizing the visit
by the champion of the Le Mans endurance race. The
racing car of the G-Drive RACING team was present-
ed at the car show, followed by a press conference and
presentation of awards won through our pre-show
activations on social media.

In order to boost sales of G-Drive petroleum prod-
ucts, increase the number of transactions/sales with
the SNNP (hereinafter: On the road with us) card,
increase brand awareness and improve the image of
G-Drive fuel, a tactical special offer will be carried out
in several stages in various cities and towns around
the country with the following mechanism: -10 RSD/1
and -5 RSD/1 with the SNNP loyalty card.

Communication on benefits of premium fuel contin-
ues; Q3 of 2019 saw the launching of a G-Drive image
campaign, whose goal is to present rational benefits
and create emotional benefits of a continuous use of
premium petroleum products, on the RTS channel
with national coverage, cable TV channels during the
basketball world cup, and on digital channels. This
was accompanied with a radio campaign.
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A new Purchase with Cash Back service became avail-
able at petrol stations. The service involves payment
plus cash withdrawal, enabling Mastercard users to
withdraw cash from their bank accounts when paying
by cards at NIS PETROL and GAZPROM petrol stations.

Thirty one new products have been launched in the
private brand domain: G-Drive strawberry energy
chewing gums, Drive Cafe energy bar, G-Drive energy
peach and strawberry hard candies, Drive Cafe sand-
wiches, Drive Cafe Coldpress, tissues and wet wipes,
Drive Cafe cookies, G-Drive blackberry and mango
energy drink, 250 ml, G Drive regular 500 ml.

A comprehensive and integrated marketing campaign
on quality, origin, and special preparation of Drive
Cafe coffee was launched for the purpose of improving
the brand perception. In December 2019, Drive Cafe
expanded its offer with the Augmented Reality (AR)
mobile app, which took coffee pleasure to a new level.
The application helps Drive Cafe build an image of a
modern, fun, and unique brand, which consumers can
relate to, by a tactical support to sale through give-
aways on social media.

We held two On the Road with Us to a New Car prize
draws, so far the biggest national draws (an 80% par-
ticipation rate), which boosted petroleum product sales
with more than 1.9 million transactions and increased
the number of On the Road with Us program users.

Several events aimed at supporting the B2B business
segment took place. We presented our corporate cli-
ents with awards (during the event in Promenada in
2018) — a trip to Barcelona to the Champions League
quarter-final. Communication and marketing support
was provided when the mobile app for GAZPROM fuel
card users was released. We organized an event on the
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NAVAK track which included training lorry drivers on
how to optimize fuel consumption and activities for
corporate clients. In November, corporate clients who
attended the activities (training courses/seminars)
at the NAVAK (National Driving Academy) track were
given awards: a trip to Valencia for the motorcycle
racing world championship on 17 November. The trip
lasted from 15-18 November 2019.

Cooperation with top corporate entities in the coun-
try is an important segment of the Company’s oper-
ations, which is why special attention is given to de-
veloping and fostering long-term business relations
with them.

An image campaign for all benefits of the On the Road
with Us loyalty program was launched on digital com-
munication channels. These include: deferred pay-
ment, programs and discounts on non-fuel products.

In 2019, the loyalty program with Tehnomanija and
Gigatron continued, and owners of the On the Road
with Us card were able to earn bonus points for ev-
ery purchase in these shops. Bonus points can be used
only at NIS PETROL and GAZPROM petrol stations. A
new partner to the program is Intersport.

Several two-way marketing activities were orga-
nized in cooperation with partners Tempo, Aroma,
and SportVision, while within the consumer retention
channel, we launched the Umbro redeem program and
Philips spend & get program.
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In 2019, in the countries of the region in which the
Company operates, over 60 marketing activities were
carried out with the aim of developing consumer
brands and loyalty programs and improving sales of
fuel and non-fuel products.

The Agro Card program, aimed at farmers, has been
expanding since late 2013. The activities aimed at
maintaining the sales volume have continued, in-
cluding: the basic discount program for Agro cards.
Since 6 May 2018, farmers have had the opportuni-
ty to buy LPG bottles for household use at a discount
of 10 RSD/kg with an Agro card. For the biggest NIS
Agro buyers, a ceremony was held on 14 May, 2019
with the aim of strengthening mutual relations and
continuing cooperation.

The Company took part in the International Agricul-
tural Fair promoting the benefits of Agro program for
farmers. Our NISOTEC brand won the grand champion
cup, as well as 11 gold medals, at the International Ag-
ricultural Fair in Novi Sad.

In November, an Agro instant special offer was
launched at 214 petrol stations.

A series of promotional activities were carried out in
the oils and lubricants sales channel in order to in-
crease the margin and boost sales. In July, NISOTEC
gave a presentation at the BARTOG 2019 conference in
Slovenia which was attended by 50 key sub-distribu-
tors of lubricants.

NIS Group



e Statement of Individuals Responsible for the Preparation
of Financial Statements

Sports Activities

In order to help employees improve health and team-
work, additional activities were provided. In 14 cities
(so far), the number of participants in recreational
activities increased by 12% compared to the previous

year, and their engagement increased by the same
percentage. Therefore, currently every 3 employee
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e Appendices

is improving their health through physical activity.
NIS’ employees participated in 35 sports and busi-
ness competitions in Serbia and Russia, where they
demonstrated a high level of teamwork and corporate
culture by winning over 22 trophies.
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Operating Indicators?

In 2019, the sales volume dropped by 1% on 2018, so
the total sales volume stood at 3,702 thousand tonnes.

- Retail in Serbia — retail volume growth of 5% re-
sulted from the growth in diesel fuel sales.
Wholesale in Serbia — a 5% drop mainly came
from non-energy fuels.

Export — drop of 12% as a result of drop in motor
and non-energy fuel exports.

- Foreign assets — growth of sales volume of 21% (re-
tail channel - 3% and wholesale channel - 46%).

Volume of sales*, thousand tonnes -1%
780 436 1,971 515
2019 3,702
742 359 2,065 582
2018 3,748
® Retail - Serbia ©® Wholesale - Serbia
Foreign Assets Export

* Without internal sales volume (12M 2019:16.2 thousand
tonnes; 12M 2018: 16.1 thousand tonnes; Q4 2019: 4.5 thou-
sand tonnes; Q4 2018: 3.8 thousand tonnes).

1 Without internal sales volume (12M 2019:16.2 thousand tonnes;
12M 2018: 16.1 thousand tonnes; Q4 2019: 4.5 thousand tonnes;
Q4 2018: 3.8 thousand tonnes). Any deviations in percentages and
aggregate values result from rounding. The change percentages
shown are obtained from values not rounded to RSD billion.
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Volume of sales*, thousand tonnes +7%
208 125 579 170

oo I RN 1,081
212 134 573 182

o [l PN 1,101
192 92 413 96

1y Il 793
168/ 85 407 66

orro [N RN 726
198 94 564 152

18 [ 1,008

@ Retail - Serbia ©® Wholesale - Serbia

Foreign Assets Export
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of Financial Statements

In 2019, over 110 marketing activities were carried out in Serbia with
the aim of developing consumer brands and loyalty programs and
improving sales of fuel and non-fuel products.

Structure of sales*, thousand tonnes -1% Structure of sales*, thousand tonnes +7%

226 855

0 I 1,081

o1 I 1,101

117 676

Q219 [ 793

739 3,010
107 620

210 798

o s Y 1,008

® Heavy fuels ® Light oil products ® Heavy fuels ® Light oil products

* Without internal sales volume (12M 2019:16.2 thousand
tonnes; 12M 2018: 16.1 thousand tonnes; Q4 2019: 4.5 thou-
sand tonnes; Q4 2018: 3.8 thousand tonnes).

Annual Report 2019 91



Kragujevac
UZice = Calak ~

Kraljevo «

Krusevac «




Energy
Natural Gas

We have signed the following contracts with the aim
of ensuring security of supply and reorganizing the
natural gas portfolio for NIS j.s.c. Novi Sad for Gas
Year 2019/2020: Natural Gas Transport Agreement
with a transport system operator, Natural Gas Trans-
mission Agreement with a transmission system op-
erator, Agreement on Total Supply of NIS j.s.c. Novi
Sad with Natural Gas, as well as the Natural Gas Sale
Agreements on the transmission system for balancing
purposes and with NIS’ subsidiary companies. Novi
Sad. Additionally, we have signed a Natural Gas Sale
Agreement on the transmission system with an exter-
nal buyer.

CNG - Commercial Aspect

CNG shipments from the Ostrovo oil field were carried
out properly and with no delays, and there is a mutu-
al interest in renewing the CNG Sale Agreement in the
next year as well. We have completed feasibility stud-
ies for new CNG projects.

Annual Report 2019

Electricity Trade

NIS is present on the electricity markets of Ser-
bia, Bosnia and Herzegovina, Romania and Hunga-
ry. Apart from these markets, NIS trades with North
Macedonia, Bulgaria and Croatia as well. NIS trades
on the electricity markets in Serbia (SEEPEX) and Ro-
mania (OPCOM). We have commenced the process of
registration of NIS Petrol Eood for the electricity trade
in Bulgaria. The procurement of a specialized software
for the trade of electricity and gas is underway.

Implementation of the Energy Efficiency
Measures Program in NIS j.s.c.

The program of measures for reducing energy con-
sumption and improving energy efficiency in NISj.s.c.
for 12M in 2019 resulted in energy savings of 7,997
toe, which is a 9.9% more than the figure set out in BP
2019. The value of savings is RSD 336 million.

An internal team for energy audits was established,
and a regulatory and methodological framework was
formulated. Pilot inspections were carried out in the
facilities of the Sales and Distribution Block and the
Refining Block. NIS has developed measures aimed at
improving energy efficiency and formulated the oper-
ating plan for 2020.
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Financial Indicators
Sales revenues
During 2019, NIS’ sales revenue! dropped by 3% on

the previous year. This was a result of a decrease in the
volume of sales in 2019 compared to 2018.

Sales revenues*, RSD billion -3%

2019 272.1

* Consolidated operating revenue. Any deviations in per-
centages and aggregate values result from rounding. The
change percentages shown are obtained from values not
rounded to RSD billion.

1 Consolidated operating revenue.
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Sales revenues*, RSD billion

Q4 19

Q319

Q219

Q119

Q418

+2%

75.9

78.7

63.9

53.5

74.2
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EBITDA

EBITDA for 2019 was 17% lower than in the previous
year and amounted to RSD 44.5 billion.

EBITDA, RSD billion -17%

2019 44.5

Annual Report 2019

e Appendices

The main reasons for the decrease include:

- decrease in oil prices on the global market;
lower oil output;
capital turnaround of the Pancevo Oil Refinery.

EBITDA, RSD billion +14%

1o 13.3

@1 Y 153

Q219 [ 9.6

Q1o [ 6.3

o1 I 11.7
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Net Profit

Net profit realised in 2019 is RSD 16.6 billion, a 34%
decrease on 2018.

Net Profit*, RSD billion -34%

16.6

2019

* Any deviations in percentages and aggregate values result
from rounding. The change percentages shown are ob-
tained from values not rounded to RSD billion.
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The main causes of the decrease in the net profit:
lower EBITDA,
higher depreciation.

Net Profit*, RSD billion

Q419

Q319

Q219

Q119

Q418

+72%

5.9

7.5

3.1

0.2

3.4
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OCF

In 2019, Operating Cash Flow amounted to RSD 56.9
billion, 52% increase on 2018:
Decrease in liabilities for crude oil import
Decrease in liabilities paid to the government.

OCF, RSD billion +52% OCF, RSD billion +218%
0419 T 15.0

2019 56.9
0310 Y 259
0219 N 4.7
I 11.3
18 N 4.7

In 2019, we took another stride forward: new projects received the
investment of RSD 42.2 billion laying the foundation for further growth
and business stability under volatile conditions of the global market. The
value of 2019 financial results of the company — net profit of NIS Group
in 2019 amounted to RSD 16.6 billion, EBITDA — RSD 44.5 billion— is
even more prominent given the complexity of tasks facing us.
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CAPEX

In 2019, the main investment directions were oriented During 2019, RSD 42.2 billion was allocated to finance
towards the realization of projects in the production  investments, which is 3% more than allocated in 2018.
of oil and gas, as well as the project for improving the
refining depth. In addition, during 2019, NIS invested
in sales and distribution, energy, and service projects,
as well as a number of projects in the corporate center.

CAPEX by type of project*, RSD billion Investments by segment
41.0 42.2 2% 0%
5.2 7%
8.0

. e o

30.7 28.7

28% 51%

0.5 0.7

2018 2019 ® Block Exploration and Production

Bottom-of-the-Barrel Project

Projects withouth any economic effects
® Projects with indirect economic effect
Projects with direct economic effect

® Ecology

* All amounts are expressed in RSD billion, excluding VAT.
Any deviations in percentages and aggregate values result
from rounding. The change percentages shown are ob-
tained from values not rounded to RSD billion.
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©® DWS Refining
DWS Sales and Distribution
Downstream Division - other

® Corporate Centre
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Organisational unit Major projects

« drilling of development wells
« investing in geological and technical activities
Exploration and Production « program of 3D seismic surveys and drilling of exploration wells in the Republic of Serbia
« investing in concession rights
« investing in basic infrastructure

« procurement of 4 new workover rigs, type A50
Services « procurement of drilling tools and equipment
« configuration of Nacional 3 drilling rig for drilling wells at over 3,500 m

« modernisation of the refining process - continuation of the implementation of the
Bottom-of-the-Barrel Project

« projects aimed at ensuring compliance with legal norms and regulations
« investment maintenance program at the Refining Block
Refining « projects aimed at production automation
« projects aimed at increasing production efficiency
« capital investments in environmental protection

« retail network development in Serbia (petrol station construction and reconstruction)
« other retail related projects
« HSE projects within the Sales and Distribution Block
Sales and Distribution « procurement of a vessel — pontoon dock station for ship refuelling/bunkering in Veliko
Gradiste;
« reconstruction of petroleum products warehouses (Novi Sad, Smederevo, Nis);
« expansion of the regional retail network (Otopeni PS, Romania)

« projects with an IT component (replacement of the EoL SBA/Hyperion system,
Corporate Centre . . L
improvement of the radio communications system)
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Indebtedness

At the end of 2019, the bank debt rose slightly, reach-
ing EUR 590 million. Additionally, the debt to the par-
ent company, PJSC Gazprom Neft, has been reduced
and currently stands at EUR 162.8 million.

Despite the sanctions, NIS successfully completed
the second stage of loan portfolio restructuring in the

previous years. In 2019, we further optimized the loan
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-

-
-
-
-

portfolio indicators by reducing the financing cost
by around 9% in comparison to the end of 2018, and
simultaneously maintaining the average maturity at
the end of 2019 (between 3 and 4 years, i.e. 3.42 years).
The company repaid EUR 109.6 million in expensive
loans early and took out EUR 127.7 million in loans
with better repayment conditions and due dates.

NIS Group
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Total bank debt trends with maturity structure, EUR million

3 587
2/31/59 [ —_—
3 572
ZUEE e L, L ,,,L,,___4n
3 547
/317 [
176 453
273116 |
140 467
w2/31/15 |
75 417
w2/31/1 |
197 133
2731713 |
36 270
iz/31/12 I
22 323
w3/ I
207 252
wz/31/10 |
193 359
12/31/00 |

. up to 1 year . over1year

Annual Report 2019

590

575

549

629

607

492

330

305

345

459

553
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Total bank debt structure, by currency, in %

0.3% 99.3% 0.4%
w319 [
0.5% 29% 0.4%
w318 [
28% 72% 0.5%
cayy .
51% 48% 1%
w316
72% 27% 1%
w315 e
85% 14% 1%
viayy ..
75% 23% 2%
iy e
56% 26% 18%
oy [
70% 25% 5%
o I S
74% 21% 5%
w0
67% 32% 1%
oysivos I
® usp ® Eur Other
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Total bank indebtedness*, EUR million

0] 590

i2/31/19 590
2 575

/3158 [ 577
3 549

i2/31/17  [E——— 552
3 628

i2/31/16 [ 631
11 607

/345 618
23 492

ERTAE e B,B>L.... 1~r 515
25 330

wz/31/43 I 355
11 306

/392 [ 316
10 345

/3 355
25 459

iz/31/50 I 484

162 552
12/31/09 | N 714

. Letters of Credit . Loans

* In addition to the bank debt and Letters of Credit NIS j.s.c. Novi Sad also holds issued bank guarantees in the amount of EUR
37.5 million, corporate guarantees in the amount of EUR 41.8 million and Letters of Intent signed with banks in the amount of
EUR 0.2 million and financial leasing in the amount of EUR 14.5 million as at 31 December 2019.

Annual Report 2019 103



e Business Report

Taxes and Other Public Revenue!

NIS j.s.c. Novi Sad 2019 2018 %A
Social insurance contributions paid by employer 1.64 1.57 +5%
EnergyefﬁmencyfeeS ................................................................................................. 02 O .............................. e -
cOrporatetaxggo ......................... 375_25%
Value_addedtax ........................................................................................................ 2 1762149+1%
Exc|sedut|es ........................................................................................................... 12732 ..................... 1 3215_4%
Comm0d|tyreservesfee637648_2%
Customsdunesoeg ........................ 084_18%
Royalty140146_4%
Othertaxesl37146 ..................... _6%
Tota| ..................................................................................................................... 15356 ................... 15921_3%

NIS subsidiaries in Serbia*

Social insurance contributions paid by employer

Total NIS j.s.c. Novi Sad with subsidiaries in Serbia 165.56 170.95 -3%

NIS regional subsidiaries and Angola

Social insurance contributions paid by employer 0.05 0.04 +23%
cOrporatetaxolsols ................... _30%
Va[ue_addedtax149227 ................... _34%
Exc|sedut|951396 ....................... 1 339 ..................... +4%
CustodeUtleS ............................................................................................................ 702415 ................... +69%
Roya[tyo()1 ........................ ooo .......................... =
Othertaxesolgolo ................... +18%
TOta12279 ..................... 2014 .................. +13%
Deferredtaxes(mtalforeroup)143 ......................... 1 65_13%

Total NIS Group® 189.78 192.74 -2%

1 InRSD billion.

2 Any deviations in percentages and aggregate values result from rounding. The change percentages shown are obtained from values not

rounded to RSD billion.
3 Calculated from 1 July 2019.

4 Naftagas — 0Oil Services LLC Novi Sad, Naftagas — Technical Services LLC Zrenjanin, Naftagas — Transport LLC Novi Sad and NTC NIS

Naftagas LLC Novi Sad, O Zone a.d. Belgrade.

5 Including taxes and other liabilities for public revenues for subsidiaries in the region, corporate tax in Angola and deferred taxes.
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Ratio Indicators?

Profitability ratios 2019 2018

Gross profit margin (EBITDA margin)? 16% 19%
Netproﬁtmargms ............................................................................................................... 6% ............................................... 9% ......
Returnonassets(ROA)4 ..................................................................................................... 4%6% ......
. Retumonequ'ty ( ROE)S ...................................................................................................... 7% .............................................. l l% ......

Liquidity ratios

Current ratio® 149% 180%
Quick ratio’ 76% 92%
Net working capital ratio® 8% 11%

Leverage ratios

Leverage coefficient® 36% 36%

Net Debt/EBITDA™ 1.70 1.47

1 Ratio indicators are calculated using data from Consolidated Financial Statements prepared in the form prescribed by Ministry of
Finance of Republic of Serbia which does not comply with IAS 1 — ‘Presentation of Financial Statements’.
EBITDA/Operating Revenues.

Net profit/Operating Revenues.

Net profit/Average Total Assets.

Net profit/Average Equity.

Current Assets/Short-term Liabilities.

(Current Assets — Inventories)/ Short-term Liabilities.

(Current Assets — Short-term Liabilities)/Total Assets.

(Long-term Liabilities + Short-term Liabilities)/ Total Assets.

10 (Long-term Liabilities + Short-term Financial Liabilities — Cash and Cash Equivalents)/EBITDA.

O o O WN
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Emploe fofe

Employee safety and environmental protection remain topics of

paramount importance to NIS.

During 2019, we invested At the same time, we have

53

dinars in environmental projects. our results in the field of occupational
safety, striving for our goal - work
processes without injuries and

negative environmental impacts.
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Operational Efficiency
Improvement

In 2019, the effects of operational efficiency improve-
ment measures also had a positive impact on the fi-
nancial performance.

e Financial Statements

The effect of operational efficiency improvement
measures on EBITDA in 2019 totalled RSD 1.8 billion.

Effect of operational efficiency improvement measures on EBITDA, RSD billion

1.3
0.4 0.02 0.1 1.8
os N
o4 N
os
Exploration Services Refining Sales and Technical Corporate NIS 2019 Prevented Total NIS
and Production Distribution Services Centre Damage 12M 2019

. Measures . Prevented Damage

The incentive program ‘I HAVE AN IDEA!’ encourages each staff member to
come forward with ideas they think would improve the operation and directly
boost efficiency. For approved ideas, we prepared both non-cash and cash
rewards, which may reach up to RSD 1,000,000, gross.

4,68 ideas were put forward within ‘T HAVE AN IDEA!” program in 2019, and
their effect amounted to over RSD 200 million.
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1.08

OMS Etalon

In 2019, we continued with the implementation of
the OMS program, which NIS launched in 2017 with
the aim of ensuring maximum operational efficiency
through the reliability and safety of business process-
es and the engagement of all employees in the contin-
uous improvement process.

The implementation of the OMS includes the in-
troduction of new, top-of-the-line tools, as well as
better organisation and optimisation of the existing

01 Risk assessment 02
in the facility

Equipment criticality 03
assessment

A

processes. This task must be aligned with the devel-
opment of strategic goals, business planning and the
creation of measurable efficiency (performance) cri-
teria based on the best industry practice.

The OMS is progressing in two main directions: (1)
through the application of basic tools, whose aim
is to ensure that all company facilities use only the
best practices and approaches, and (2) through an
integrated approach to the creation of Etalon facili-

Visualisation of
critical equipment

i >

identified criticality
risks classifier
Analysis of key risks (HAZOP) was Equipment criticality was rated on Critical equipment has ben labelled as
used for the assessment of the basis of the equipment criticality such in the facility, and relevant visual
equipment criticality assessment use manuals have been prepared
02.01 02.02
RCM RBI

!
7

System functionalities and functional

Interconnectedness of
projects (OMS Tools) —
The target business model
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failures have been identified. The
root causes of equipment failure have
been analysed
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ties, where all OMS tools are applied simultaneously

in a facility in order to create an entirely new busi-

ness model.

Key activities in 2019 were as follows:

- creation of Etalon facilities;

- development of equipment reliability and integrity
systems and tools, and risk- and practice-based
approaches aimed at the improvement of the pro-
duction process culture;
contractor and supplier management;
evaluation of potentials and continuous optimis-
ation of processes using KPIs and Lean Six Sigma
tools.

e Appendices

Positive general progress of the implementation of
plans and activity maps — 95%

Completion of the first Etalon facilitu, access
confirmation, existence of plans to cover other facilities

Definition of the architecture, model and business
process of the production reliability system

Organisation of reqular operation of working groups
for the optimisation of critical processes using KPI and
Lean tools

Evaluation of the company’s potential and its
application in the strategy and business plan,
definition of processes for evaluation
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Mokrin Jug, a facility in the Exploration and Produc-
tion Block, was chosen as the first Etalon facility in
which all OMS practices and tools would be integrated.
Reliability tools have significantly reduced expens-
es and minimised technical losses; risk assessments
mitigated potential negative effects, implemented
measures prevented potential damage; while contin-
uous improvement approaches have produced addi-
tional operational efficiency measures and improved
employee engagement.

Another selected Etalon facility — the DCU — consists
of two phases: in the pre-start phase, the OMS is used
as an independent internal consultant for pre-com-
missioning and commissioning, whereas after the
start, we plan to implement the standard set of reli-
ability, risk, Lean, etc. tools.

The development of equipment reliability and integ-
rity systems includes the application of tools in all
relevant company facilities, for the purpose of im-
proving reliability and reducing expenses. The key
tools include equipment criticality classification and
RCM (Reliability-Centred Maintenance), structured
operator rounds, efficient shift handover process
and studies aimed at risk identification and analysis
— HAZID/HAZOP.

Exploration and Production

Etalon Facility — Mokrin Jug project was completed,
defining a further plan for the replication of meth-
odologies and procedures in other Block facilities;
RCM (equipment reliability and integrity man-
agement) project was launched, with equipment
criticality assessments at 5 facilities;
development of the KPI Block tree, with assess-
ment of the potential for improvement in the next
3 years;
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continued implementation of a rational work-
place organization system — 5S (system fully im-
plemented at 8 facilities);

development and implementation of the Stan-
dard Operating Procedures system (SOP, 20 stan-
dard operating procedures adopted). Training of
the Block’s middle management and line manag-
ers for implementation of regular management
practices;

HAZOP development for the production facilities
of the Block;

preparing to start a business process manage-
ment project at the Block.

Refining

Within the digitalization of structured rounds made by
operators in the Refining Block’s units, the best qual-
ity device was selected and procured — an industrial
tablet for process units and suitable software which
will eliminate the use of paper and unit operators’
manual records, and increase efficiency of operation,
photographing and direct communication between
the maintenance operators and equipment operators.
This ensured the implementation of the test phase in
the primary processing units in 2019.

In addition to planning and implementing new tools
for the DCU’s handover, the Project Office for the
implementation of the Operating Management Sys-
tem is also tasked with ensuring the unit’s safe and
efficient commissioning following the construction.
Eight tools are used in global practices for this pur-
pose: RAM (Reliability, Availability and Maintainabil -
ity) Study, Manufacturing Readiness, Pre-Start Safety
Check, Precise Maintenance, CMMS Implementation,
Advanced Inspection, Advanced Training and em-
ployee readiness assessment.

NIS Group



Analyses in line with the adopted methodology for the
Reliability Based Maintenance of primary processing
units and the FCC Unit were carried out in 2019. Risk
assessment was completed in 8 units in line with the
HAZID methodology. Work on the implementation of
the LSS (Lean Six Sigma) process of continuous im-
provement in the Refining Block was continued and
the first improvement projects were launched as a re-
sult of the joint efforts of working groups in the en-
tire DWS. We implemented a modernized way to la-
bel equipment using colour codes; prepared the first
Standard Operating Procedures and implemented
them in the units in line with the new methodology;
launched over 60 A3 tools for operative resolution of
issues; and procured new equipment required for the
implementation of 5S in units.

Annual Report 2019

Sales and Distribution

During 2019, a series of OMS initiatives were imple-
mented in the Sales and Distribution Block.

The Regular Management Practices training for all
lower-level managers continued. These practic-
es include: Effective Meetings, Visual Management,
Feedback, and Effectiveness Talk. Furthermore, the
practice of line walkarounds for the higher-level
management has been implemented.

Within the Equipment Reliability and Integrity Man-
agement Element, equipment in all Sales and Distri-
bution warehouses has been classified by criticality.
We also plan to start applying the Methodology of
Calculating the Life Cycle Cost of Equipment during
the supply of the equipment for warehouse recon-
struction.

The methodologies of shift handover and structured
rounds have also been adopted. The plans for imple-
mentation of these methodologies have been adopted
and realisation has already started in certain ware-
houses, in accordance with the plan.

A HAZID session at the VML1 petrol station has been
completed, as has the PRA session at the Bunkering
Station Novi Sad. Reports proposing mitigation and
management measures for the identified risks have
been prepared.
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1.09

S

Sh

NIS
into
ue o

ecurities

are Capital Structure

share capital is RSD 81.53 billion and is divided
atotal 0of 163,060,400 shares with a nominal val-
f RSD 500. All issued shares are ordinary shares,

vesting their holders with the following rights:

right to participate and vote at the assembly
meetings, according to one-share-one-vote rule;
right to receive dividends in compliance with ap-
plicable legislation;

Share capital structure based
on % in share capital

14%

30%

56%

® PJSC Gazprom Neft

® Republic of Serbia
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Other shareholders

@ Legal Foreign Entities
@ Physical Foreign Entities

e Financial Statements

right to participate in the distribution of the com-
pany assets remaining after liquidation or of a
bankrupt’s estate in compliance with the bank-
ruptcy law;

preemptive right to buy ordinary shares of a new
issue and other financial instruments tradable for
ordinary shares, of a new issue and

other rights in accordance with the Company Law
and corporate documents.

Share capital structure based on entity type

0.3% 0.1%
2.3%
10%
30.8% 56.6%

Legal Domestic Entities
® Collective accounts

Custody accounts and Fonds @ Physical Domestic Entities

NIS Group



The structure of top 10 shareholders with the largest
stake in equity capital is shown in the table below:

Shareholder Number of % in sh.are

shares capital

PJSC Gazprom Neft 91,565,887 56.15%
Repuulcofserbla .................................................................................................................... ‘.1. 8712129 ......................... 2987%
Oprankasrb”aad_CUStOdyaccount_fund ......................................................................... 2112814 ........................... 130%
Oprankasrb”aad_custOdyaccount_fund804153 ........................... 049%
GIObalMa Crocapltalop portumtles ............................................................................................... 371854 ........................... 023%
DunaVOSIguran]eado .................................................................................................................. 3 65881 ........................... 022%
ConvestadNowsad _Couectlveaccount .................................................................................... 2 32634 ........................... 014%
Aktlvfonddoo ............................................................................................................................ 183251011%
Umcremtbanksrb”aad_CUStOdyaccount ................................................................................. 172819011%
Ralﬁelsenbankaad_CustOdyaccount ........................................................................................ 171828011%
OtherSharehOlders ................................................................................................................... 18367150 ......................... 1126%
TOtalnumberofSharehOldersasatslDecember2019 ..................................................................................... 2'074'605

Annual Report 2019 115



e Business Report e Financial Statements

Share Trading and NIS j.s.c. Novi Sad shares are listed in the Prime List-
Indicators per Share ing of the Belgrade Stock Exchange.

Price and turnover trends in 2019

30 725
\JJ\JW\// 690
10 d L 655
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. Turnover . Price
Overview of trading in NIS j.s.c. Novi Sad shares at Belgrade Stock Exchange in 2019
749 RSD

Last price (31 December 2019)

Consolidated P/BV ratio

In 2019, the Company did not acquire any treasury shares.
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Dividends

NIS j.s.c. Novi Sad dividend policy is based on a bal-
anced approach which takes into account the neces-
sity to retain earnings for the purposes of future in-
vestment, the rate of return on invested capital and
the amount for dividend payment. The long-term
dividend policy stipulates that a minimum of 15% of
net profit is to be paid to shareholders in dividends.

At the 11* Ordinary Meeting of the Shareholders’ As-
sembly, held on 27 June 2019, the decision to allocate
25% of net profit generated in 2018 for dividend pay-
ments was adopted. In accordance with the decision,

shareholders received 6.5 billion RSD, or the gross
amount of 39.97 RSD per share. The dividends for 2018
were paid to shareholders on 17 September 2019.

When deciding on profit distribution and dividend
payment, the corporate management takes into
consideration a number of factors, including the fi-
nancial standing, investment plans, loan repayment
obligations, macroeconomic environment and leg-
islation. Each of these factors, either individually or
combined, if significant, may affect the proposed div-
idend payment.

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Net profit 5 5
(loss), RSD bn’ (4.4) 16.5 40.6 49.5 52.3 30.6 16.1 16.1 27.8 26.1
Total amount of
dividend, RSD bn 0.0 0.0 0.0 12.4 13.1 7.6 4.0 4.0 6.9 6.5
Payment Ratio - - - 25% 25% 25% 25% 25% 25% 25%
Egrg'”gs per share, - 1011 2490 3033 3209 1874 98.8 986 17043 159.86
Dividend per share,
0.0 0.0 0.0 75.83 80.22 46.85 24.69 24.66 42.61 39.97
gross, RSD
Share price as at
31 December, RSD - 475 605 736 927 775 600 740 724 690
Shareholders’
dividend yield, in - - - 10.3 8.7 6.0 4.1 383 5.9 5.8
%4
1 Net profit of NIS j.s.c. Novi Sad.
2 Calculated as the ratio of gross dividend and year-end share price.
3 Net profit used to cover accumulated losses.
4 Net profit used to cover accumulated losses.
Annual Report 2019 117



e Business Report

Investor Relations

The basic objective of NIS j.s.c. Novi Sad in relations
with its investors is to establish and develop a long-
term relationship based on trust through transparent
information disclosure and a two-way communica-
tion. The Company takes a number of steps to make
this cooperation as good as possible.

At the end of each quarter, NIS j.s.c. Novi Sad regularly
holds presentations of the results it achieved, where
representatives of the top management analyze in
detail its business operations and the performance in
direct communication with representatives of the in-
vestors. Moreover, NIS j.s.c. Novi Sad takes part in in-
vestment conferences organized by Erste Group, Bel-
grade Stock Exchange and the investment company
WOOD&Co. The Company is always willing to arrange
one-on-one meetings for those who wish to obtain
more information.

Every year, NIS j.s.c. Novi Sad organizes the Investor’s
Day in the Company’s offices where it aleas presents
its important projects. This year, the main topics of
the 8th NIS Investor Day, held in the offices of the
Pancevo Oil Refinery, included the NIS Group’s per-
formance in the first nine months of 2019 and the
implementation of the Bottom-of-the-Barrel Project
and TE-TO Pancevo Project. After the presentation of
the business results and the progress of the key in-
vestment projects, the participants of the Investor
Day had the opportunity to visit the Delayed Coking
Unit (DCU) and the Info Centre of the TE-TO Pancevo.

The special section of the corporate
website dedicated to investors and
shareholdersisalsoan invaluable source
of information for all stakeholders.
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This section of the corporate website is regularly up-
dated with the latest performance presentations, fi-
nancial statements, audit reports, financial calendar,
as well as various other presentations and material.

The quality of investor relations fostered by NIS j.s.c.
Novi Sad is reaffirmed by award given to the Compa-
ny received this year as well. NIS won the Gold Plaque
Award of the Belgrade Stock Exchange for the best in-
vestor relations in 2019, competing with 15 domestic
and regional companies for the coveted award. The
decision was made by reputable financial analysts and
a university professor, and on the basis of the assess-
ment of 35 criteria of a company’s openness towards
its investors, the Company won this award for the
seventh time.

Overview of Financial
Instruments Used by the Group

Due to its exposure to foreign exchange risk, the NIS
Group ses forward contracts in the foreign exchange
market as an instrument for managing this type of risk.

As the parent company of the entire Gazprom Neft
Group, which includes NIS j.s.c. Novi Sad and its sub-
sidiaries, PJSC Gazprom Neft manages commodi-
ty hedging instruments at the level of Gazprom Neft
Group and decides if it is necessary to use specific
commodity hedging instruments.
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Rating
Member of Previous rating Rating Score
Rating assigned by e
roup Rating Date Rating Date
Business Registers
. BB BB
Agency - Republic of - 7 February 2019 15 October 2019
. Very good Very good
Serbia
5A1 5A1
Dun&Breadstreet Strong 8 January 2019 Strong 8 January 2020
Bisnoded.oo. ] B e
Belgrade, Serbia Bisnode AB,
Stockholm, Al 8 January 2019 Al 8 January 2020
Sweden
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1.10

Corporate
Governance

Statement on Application of

Corporate

Governance Code

In accordance with Article 368 of the
Company Law (“The Law”), NISj.s.c.
Novi Sad hereby states that it applies
the Code of Corporate Governance of
NIS j.s.c. Novi Sad (hereinafter “The
Code”) which is available on the

The Code supplements the rules
contemplated by the Law and Ar-
ticles of Association of NIS j.s.c.
Novi Sad (“the Articles”), which
are to be complied with by the per-
sons responsible for the corporate

company website. governance of the Company. The corporate Board of

Directors ensures the application of the principles

This Statement contains a detailed and comprehen- established under the Code, monitors their imple-
sive outline of corporate governance practices imple- mentation and the compliance of the Company’s or-
mented by the Company. ganisation and operations with the Code and the Law.
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Corporate Governance System

The Company has established a one-tier governance
system, where the Board of Directors has the central
role in the corporate governance. The Board of Di-
rectors is responsible for the implementation of the
objectives and the achievement of results, while the
shareholders exercise their rights and control primar-
ily through the Shareholders’ Assembly.

e Appendices

The provisions of the Articles of Association fully and
clearly differentiate between the scope of work of the
Board of Directors and the scope of work of the Share-
holders’ Assembly, the CEO of the Company and the
bodies set up by the corporate governance bodies.

&

Shareholders’
Assembly Board

for supervision of operations
and the procedure of Reporting
to the Company Shareholders ,

Voting Committee

!

External Auditor

Shareholders’
Assembly

Corporate Secretary

Person responsible
for internal audit

Board
of Directors

Audit Committee

Nomination Committee

Remunerations Committee

CEO's
Advisory Board

|

I

Chief Executive

Officer
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Corporate Bodies
of NIS j.s.c. Novi Sad
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Shareholders’ Assembly and
Shareholders’ Rights

As the highest authority of the Company, the Share-
holders’ Assembly is made up of all shareholders. All
NIS j.s.c. Novi Sad shares are ordinary shares that give
their owners the same rights, where one share carries
one vote. The corporate documents do not impose re-
strictions regarding the number of shares or votes that a
person may have at a Shareholders’ Assembly meetings.

The Shareholders’ Assembly meetings may be ordi-
nary or extraordinary. Ordinary meetings are con-
vened by the Board of Directors no later than six
months after the end of a fiscal year. The Board of Di-
rectors convenes extraordinary meetings at its discre-
tion or at the request of shareholders holding at least
5% of the Company shares.

The rules regarding the method of convening meet-
ings, operation and decision-making process of the
Shareholders’ Assembly, and particularly the issues
relating to how shareholders exercise their rights in
connection with the Shareholders’ Assembly, are laid
down in advance and incorporated into the Rules of
Procedure of the Shareholders’ Assembly, which are
made public and available to all shareholders.

Both the notice about the Board
of Directors’ decision to call a
meeting of the Shareholders’ As-
sembly and the draft agenda are
published on the first business
day following the adoption of the
decision, on the Company’s website and on the reg-
ulated market’s website (www.belex.rs). A meeting
of the Shareholders’ Assembly may be called on the
Company’s website (www.nis.eu), on the company
register’s website (www.apr.gov.rs), on the website of
the Central Securities Depository and Clearing House

122

(www.crhov.rs) and the regulated market’s website
(www.belex.rs). The invitation is sent no later than
30 days prior to the day of an ordinary meeting, or
21 days prior to the extraordinary session. Simulta-
neously with the announcement of the invitation for
the Shareholders Assembly meeting, the Company’s
website also publishes the materials for a meeting of
the Shareholders’ Assembley, which are also avail-
able for inspection at the Company’s headquarters,
to each shareholder who so requests, or to their proxy
until the day of the meeting.

In addition to the information about the meeting
time, venue and agenda, the call for a meeting of the
Shareholders’ Assembly also includes information on
how the shareholders may access the materials for the
meeting, explanations on the shareholders’ rights,
manner and deadlines for the exercise of rights, as
well as information on the Shareholders’ Day. Fur-
thermore, proxy forms and absentee ballots (also
available at the company headquarters) and electronic
ballots are also published along with the call.

All decisions adopted by the Shareholders’ Assembly
are published on the corporate website together with
the Voting Committee’s report on the voting results,
minutes of the Shareholders’ Assembly meeting, the
list of the attendees and invitees, and the list of the at-
tending and represented shareholders of the Company.

Calls and materials for Shareholders’ Assembly meet-
ings, decisions adopted and other documents pub-
lished following a Shareholders’ Assembly meeting
are available in Serbian, Russian and English.
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YEARS IN SERBIA

Special Shareholders’ Rights

The Agreement for the Sale and Purchase of Shares of
NIS j.s.c. Novi Sad, entered into on 24 December 2008
between PJSC Gazprom Neft and the Republic of Serbia,
stipulates that, as long as the contracting parties are
shareholders of NIS j.s.c. Novi Sad, neither party shall
sell, transfer or otherwise dispose of ownership of the
share package,in part or in its entirety, for the bene-
fit of any third party, unless it previously offers to the
other party the option of purchasing the share package
under the same terms as offered by the third party.

In accordance with Article 4.4.1 of the Agreement, as
long as the Republic of Serbia is the shareholder hold-
ing no less than a 10% equity interest, it shall be enti-
tled to a number of members of the Board of Directors
proportional to its equity interest.
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FUTURE
AT WORK

) GAZPROM NEFT

Right to Participate in the Operation of the
Shareholders’ Assembly

The right to participate in and vote at the Sharehold-
ers’ Assembly meeting is held by all shareholders who
own NIS j.s.c. Novi Sad shares on the Shareholders’
Day (the tenth day prior to a Shareholders’ Assembly
meeting), on the basis of the central registry of share-
holders maintained by the Central Securities Deposi-
tory and Clearing House.

The right to participate in the operation of the Share-
holders’ Assembly includes the rights of sharehold-
ers to vote and participate in the discussion about the
items on the agenda of the Shareholders’ Assembly
meeting, including the right to put forward motions,
ask agenda-related questions and receive answers in
accordance with the Law, Articles of Association and
Rules of Procedure of the Shareholders’ Assembly,
which specifically establish the procedures for exer-
cising such rights.
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In accordance with the Articles of Association, the
right to personally participate in the Shareholders’
Assembly meeting is granted to a company share-
holder with at least 0.1% shares of the total number
of company shares, or to a proxy representing at least
0.1% of the total number of company shares. Compa-
ny shareholders who individually hold less than 0.1%
of the total number of company shares may partici-
pate in the Shareholders’ Assembly meeting through
a joint proxy, vote in absentia or vote electronically,
regardless of the number of shares held, whereby all
of the above voting methods have the same effect.
The stipulation of a threshold for personal partici-
pation is due to the fact that the Company has a very
large number of shareholders (about 2.1 million) and a
threshold in these circumstances is necessary in order
not to compromise the efficiency and rationality in
terms of planning and holding Shareholders’ Assem-
bly meetings.

The Company makes it possible for all shareholders
to grant an online proxy and vote online prior to the
meeting, wherein the proxy, i.e. the ballot must be
signed by a qualified electronic signature in accor-
dance with the law governing electronic signatures.

Proposing Amendments to the Agenda

Pursuant to the Law, one or more shareholders of the
Company with at least 5% of the voting shares may
submit a proposal to the Board of Directors with: ad-
ditional agenda items to be discussed on a Sharehold-
ers Assembly meeting, additional items to be decided
on by the Assembly and other decisions on the existing
items on the agenda, provided that such proposals are
explained and that the text of the proposed decisions
is attached (if a decision of the Shareholders’ Assem-
bly is proposed).
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Right to Raise Questions, receive Answers
and Put Forward Motions

A company shareholder who has the right to partici-
pate in the work of the Shareholders’ Assembly may
ask questions relating to the items on the agenda of
the Shareholders Assembly meeting, as well as other
issues related to the Company, to the extent that the
answers to these questions are necessary for the ade-
quate assessment of the issue regarding the items on
the agenda of a Shareholders’ Assembly meeting. The
members of the Board of Directors provide the an-
swers to the questions.

Voting Majority

Decisions of the Shareholders’ Assembly are adopt-
ed, as a rule, by a simple majority of the votes of the
present company shareholders who have the right to
vote on the subject matter, unless the Law, the Articles
of Association or other regulations for certain issues
have not determined a higher number of votes.

Notwithstanding the above, as long as the Republic of
Serbia has at least 10% share in the Company’s share
capital, it is necessary that the Republic of Serbia con-
firms the decisions of the Shareholders’ Assembly on
the following issues: adoption of financial statements
and auditor’s reports, changes to the Articles of Asso-
ciation, increase and decrease in share capital, status
changes, acquiring and disposing of company assets
of significant value, changes of the Company’s core
business activity and registered office, as well as ter-
mination of the Company.
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Shareholders’ Assembly Activities in 2019

In 2019, the 11" Ordinary Meeting of the Shareholders’
Assembly (27 June 2019) and the 43 Extraordinary
Meeting of the Shareholders’ Assembly (6 September
2019) were held. Both meetings were held in Belgrade,
in the offices of the NIS Business Centre, 1 Milentija
Popovica Street.

At the 11" Ordinary Meeting, the Shareholders’ As-
sembly adopted the financial and consolidated finan-
cial statements of the Company for the year 2018 with
the opinion of the auditor, and elected the auditor for
2019 (PricewaterhouseCoopers d.o.o. Beograd). The
Company’s 2018 Annual Report, the Report on the
Audit of the Annual Report, the Report on the Per-
formance Analysis of the Board of Directors and Its
Committees, the Board of Directors’ Annual Report
on accounting practices, financial reporting practices
and on compliance with laws and other regulations,
and the Report on the Performance of the Sharehold-
ers’ Assembly Board were all adopted. The Sharehold-
ers’ Assembly adopted the Report on the suitability of
the Board of Directors’ composition and the number
of members in relation to the company needs and the
Report on the estimate of the amount and structure of
remunerations for the members of the Board of Direc-
tors of NIS j.s.c. Novi Sad, which were prepared with
the assistance of external experts. The Shareholders’
Assembly also adopted the amendments to the Arti-
cles of Association and the Rules of Procedure of the
Shareholders’ Assembly, to ensure compliance with
the Law on Companies.

In addition to the aforementioned, the Shareholders’
Assembly adopted the Decision on the Distribution of
Earnings for 2018, Dividend Payment and Determin-
ing the Total Undistributed Earnings of the Company.
The Decision prescribes that 25% of the earnings from
2018 is to be allocated for dividend payment, i.e. it was
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decided to pay a total of RSD 6.52 billion to the Com-
pany's shareholders.

The Shareholders’ Assembly also appointed members
of the Board of Directors as well as the Chairman and
members of the Shareholders’ Assembly Board for
supervision of shareholders’ operations and the re-
porting procedure for the current term of office, and
adopted the information on the approval of deals in
which there is a personal interest.

On the 43" Extraordinary Meeting, the Shareholders’
Assembly appointed Dragutin Matanovi¢ as member
of the Board of Directors.

Shareholder Relations and
Information Provision

o In addition to the reports NIS is legal-
— ly required to publish as a joint stock
More . . :
information company, and which are publicly avail-
on Investor able to all interested parties (includ-
Relations on ing performance reports presented to
page 118

shareholders at Shareholders’ Assem-

bly meetings), the Company has also
established a two-way communication with share-
holders and investors. They can receive all necessary
information about the Company’s operations and
their rights all year round through the Offices for Mi-
nority Shareholders Affairs in Novi Sad and Belgrade,
dedicated call centre or e-mail service through which
each shareholder may ask questions and receive an-
swers electronically, as well as through the Investor
Relations Service.

Also, the Company holds special presentations for
shareholders and investors on most important events
and takes part in meetings with representatives of the
investment community. Representatives of the Com-
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pany’s top management regularly attend quarterly
presentations of business results, and these presen-
tations include both the results from the past period,
as well as the Company’s future plans and strategies.

NIS j.s.c. Novi Sad applies the highest standards in the
area of information sharing, and ensures equal treat-
ment of all information users. The Company ensures
that published information is available to all interested
parties in an equal and easily accessible way as soon as
possible, and mostly uses its website for this purpose. A
special segment of the website intended for sharehold-
ers and investors contains the most important news,
decisions of the authorities, answers to the most com-
mon questions of shareholders in the previous period,
as well as all necessary information on shares, share-
holder rights and dividends. All information and doc-
uments on the website are available in Serbian, Rus-
sian and English. The statutory reporting procedure
is defined by special company documents governing
the method and process of publishing information and
submitting information to the relevant authorities.

The Company has an established mechanism for pre-
venting and resolving potential conflicts between
minority shareholders. There is a five-member com-
mission tasked with resolving complaints of minori-
ty shareholders. The commission’s responsibilities,
manner in which it can be contacted and the manner
of its operation are regulated by a special internal
document of the Company.

Information for minority share-
holders regarding the proceedings
before this commission is avail-
able on the Company's website.
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Board of Directors

The Board of Directors has a central role in corporate
governance. It is collectively responsible for the long-
term success of the Company, setting main business
objectives, identifying the Company’s directions of
future development, as well as for establishing and
monitoring the effectiveness of the corporate busi-
ness strategy.

Members of the Board of Directors

The members of the Board of Directors are appointed
and dismissed by the Shareholders’ Assembly. At the
11th Ordinary Meeting of NIS’ Shareholders’ Assem-
bly held on 27 June 2019, 10 members of the Board
of Directors of NIS were appointed, while the elev-
enth member was appointed at the 43 Extraordinary
Meeting of the Shareholders’ Assembly held on 6 Sep-
tember 2019. The members elect the Chairperson of
the Board of Directors, while the responsibilities of
the Board of Directors’ Chairperson and the CEO are
clearly divided. The members of the Board of Directors
have the right combination of the required knowledge,
skills and experience relevant for the type and scope of
activities performed by NIS j.s.c. Novi Sad.

Candidates for members of the Board of Directors
could be proposed by the Nomination Committee or
company shareholders that individually or jointly
possess at least 5% of the Company’s shares.

The Board of Directors consists of executive and
non-executive directors. The Board of Directors con-
sists of one executive member, while all the other
members are non-executive. Two of these non-ex-
ecutive members are also independent members of
the Board of Directors who meet special criteria pre-
scribed by the Law.
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The Board of Directors has a significant number of
foreign members who bring international experience
and who have an understanding of challenges faced
by the Company. Eight out of eleven members of the
Board of Directors are Russian citizens, while three
members of the Board of Directors are citizens of the
Republic of Serbia.

The members of the Board of Directors must fulfil the
criteria prescribed by the Law, as well as special con-
ditions prescribed by the Articles of Association, about
which they are required to give a statement at the be-
ginning of their term of office. They are also obliged
to inform the Company about all changes regarding
their status, especially if these changes affect their
ability to meet the requirements for membership in
the Board of Directors, create a conflict of interest or
breach the non-compete clause.

The term of office of the members of the Board of
Directors is terminated at the first subsequent ordi-
nary meeting of the Shareholders’ Assembly, except
in the case of co-optation, when the term of office
of co-opted members of the Board of Directors lasts
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until the next meeting of the Shareholders’ Assembly.
Upon the expiration of their term of office, each mem-
ber of the Board of Directors may be reappointed for
an unlimited number of times.

Changes in the Composition of the Board of
Directors in 2019

At the 11" Ordinary Meeting of NIS’ Shareholders’
Assembly, held on 27 June 2019, Vadim Yakovlev,
Kirill Tyurdenev, Danica Draskovi¢, Alexey Yankev-
ich, Sergey Papenko, Alexander Krylov, Dejan Ra-
denkovié¢, Alexander Chepurin, Anatoly Cherner and
Olga Vysotskaia were appointed as members of the
Board of Directors, while the membership of Nikola
Martinovi¢ and Wolfgang Ruttenstorfer in the Board
of Directors of NIS j.s.c. Novi Sad expired on the date
of the aforementioned meeting of NIS’ Sharehold-
ers’ Assembly. Dragutin Matanovi¢ was appointed
as member of the Board of Directors on the 43" Ex-
traordinary Meeting of NIS’ Shareholders’ Assembly,
held on 6 September 2019.
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Board of Directors’ Members as of
31 December 2019

Vadim Yakovlev

Chairman of NIS j.s.c. Novi Sad Board of Directors
Deputy Chairman of PJSC “Gazprom Neft”

Executive Board,

Deputy of PJSC “Gazprom Neft” CEO in charge of
exploration and production including offshore, strategic
planning and mergers and acquisitions

Bornin197o0.

In 1993, Mr. Yakovlev graduated from the Moscow
Engineering Physics Institute, Department of Applied
Nuclear Physics. Mr. Yakovlev graduated from the
Faculty of Finance at the International University in
Moscow in 1995. Since 1999, he has been a qualified
member of the ACCA (Chartered Association of Certi-
fied Accountants). In 2009, he earned a degree from
the British Institute of Directors (IoD).
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During his employment with PricewaterhouseCoopers
from 1995 to 2000, Mr. Yakovlev held various posi-
tions, starting from a Consultant to being promoted
to Audit Manager. In the period from 2001 to 2002,
he served as Deputy Head of Financial and Economics
Department, YUKOS EP c.j.s.c. From 2003 to 2004, he
was Financial Director of Yugansk Neftegaz, NK Yu-
kos. From 2005 to 2006, Mr. Yakovlev held the posi-
tion of Deputy General Director in charge of economy
and finance at SIBUR-Russian Tyres.

From 2007 to 2010 — “Gazprom neft” PJSC Deputy
CEO in charge for economics and finance. From 2007
— Deputy Chairman of the Executive Board of “Gaz-
prom neft” PJSC. From 2010 to 2011 — First Deputy
CEO — “Gazprom neft” PJSC Financial Director. From
2011 he was at the post of the “Gazprom neft” PJSC
First Deputy CEO.

As of 2019 he holds the post of the “Gazprom neft” PJSC
Deputy CEO in charge of exploration and production.

Mr. Yakovlev was elected member of the NIS j.s.c. Novi
Sad Board of Directors as of 10 February 2009. and he
was elected Chairman of the NIS j.s.c. Novi Sad Board
of Directors as of 31 July 2009.
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Kirill Tyurdenev
CEO of NIS j.s.c. Novi Sad
Member of NIS j.s.c. Novi Sad Board of Directors

Born in 1977.

He graduated with honors from Faculty of Interna-
tional Relations with a bachelor’s degree and later
with a master degree in International Law (with spe-
cialization) at the Moscow State Institute of Interna-
tional Relations (MGIMO). He also obtained a Master
of Laws (LL.M) degree from the University of Man-
chester. Completed executive education programme

at international business school INSEAD and London
Business School.

From 2000 to 2004, worked for A.T. Kearney and Uni-
lever. In 2004 he joined McKinsey & Co. From 2007
through 2012, he worked for Sibur Mineral Fertilizers
as Deputy CEO for Strategy and Corporate Develop-
ment. From 2012 he served as Executive Vice President
and Board member in JSFC Sistema. Before joining NIS
j.s.c. Novi Sad Kirill Tyurdenev occupied the position
of the President and Board Chair in United Petro-
chemical Company which, at that moment, was part of
the JSFC Sistema group, and as Chairman of the Board
of Directors of Ufaorgsintez.

On April 2016 Kirill Tyurdenev joined NIS j.s.c. Novi
Sad as First Deputy CEO for Refining and Sales.

On December 8, 2016, he was elected as member of the
Board of Directors, and on March 22, 2017 he was ap-
pointed as CEO of NIS j.s.c. Novi Sad.

Danica Draskovié
Member of NIS j.s.c. Novi Sad Board of Directors
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Born in 1945.

Ms. Draskovi¢ graduated from the Faculty of Law,
University of Belgrade in 1968.

From 1968 to 1990, she worked in the field of finance
in the banking sector, and in the field of law and com-
merce within the economy sector, and as a Belgrade
City Magistrate. Ms. Draskovi¢ is the owner of the
publishing house “Srpska rec¢”, founded in 1990. She
is the author of three books written in the opinion
journalism style.

From 1April 2009 to 18 June 2013, Ms. Danica Draskov-

i¢ was a member of the NIS j.s.c. Novi Sad Board of Di-
rectors, being re-elected on 30 June 2014.
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Alexey Yankevich

Member of NIS j.s.c. Novi Sad Board of Directors
Deputy CEO for Economics and Finance
“Gazprom Neft” PJSC

Born in 1973.

In1997, Mr. Yankevich graduated from Saint-Petersburg
State Electrical Engineering University (“LETI”), major-
ing in optical and electronic instruments and systems. In
1998, he completed a course at LETI-Lovanium Interna-
tional School of Management in Saint-Petersburg.

Mr. Yankevich was employed with CARANA, a con-
sulting company from 1998 to 2001. In the period

from 2001 to 2005 he served as Deputy Head of Plan-
ning, Budgeting and Controlling Department at YU-
KOS RM o.j.s.c. (business unit responsible for logistics
and downstream operations). In 2004, he became a
Certified Management Accountant (CMA). From 2005
to 2007 he worked as deputy CFO at LLK-Interna-
tional (production and sale of lubricants and special
petroleum products; part of the LUKOIL group). From
2007 to 2011 he held the post of Head of the Planning
and Budgeting Department, and was Head of Eco-
nomics and Corporate Planning Department at “Gaz-
prom Neft” PJSC.

Since August 2011 he has served as acting Deputy CEO
for Economics and Finance at “Gazprom Neft” PJSC.
Mr. Yankevich has been a memeber of the Manage-
ment Board of “Gazprom Neft” PJSC and Deputy CEO
“Gazprom Neft” PJSC for Economics and Finance
since March 2012.

Mr. Yankevich was elected member of the NIS j.s.c.
Novi Sad Board of Directors as of 18 June 2013.

Sergey Papenko

Member of NIS j.s.c. Novi Sad Board of Directors
Head of Organizational Development and Joint Ventures
Management Department of PJSC “Gazprom Neft”

Bornin1973.
Graduated in 1996 from the Kharkov State University,
speciality: economic cybernetics. In 1999 he obtained

the MBA degree at HOFSTRA University (Hempstead,
New York, USA), speciality: Finance&Banking.
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From 1994 to 1996 he was Department Manager of
the First international Bank of Ukraine in the City of
Kharkov. From 1996 to 1998 he worked at the posi-
tion of the company TACIS Project and during 1998
he also worked with PricewaterhouseCoopers, as an
Auditor. From 2000 to 2007 he worked in the Moscow
Representative Office of “McKinsey and Company Inc.
Russia”, first at the position of Consultant and later
as Junior Partner. Since 2007 to the present he has
worked as Head of Organizational Development and
Joint Ventures Management Department of PJSC Gaz-
prom neft.

Mr. Papenko was elected member of the NIS j.s.c. Novi
Sad Board of Directors as of 21 June 2018.
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Alexander Krylov

Member of NIS j.s.c. Novi Sad Board of Directors
Director of the Division for Regional Sales in PJSC
“Gazprom Neft”

Born in 1971.
In 1992, Mr. Krylov graduated from LMU (Leningrad)

and graduated from the Faculty of Law of Saint Pe-
tersburg State University in 2004. In 2007, he earned

e Appendices

MBA degree from Moscow International Business
School MIRBIS, specializing in Strategic management
and Entrepreneurship.

From 1994 to 2005 Mr. Krylov held managerial posi-
tions in the field of real estate sales (Chief Executive
Officer, Chairman) in the following companies: Rus-
sian-Canadian SP “Petrobild”; c.j.s.c. “Alpol”. From
2005 — 2007 he was deputy director in the Division
for implementation in “Sibur” Ltd. In April 2007, Mr.
Krylov was appointed Head of the Division for Petro-
leum Product Supply, head of the Regional Sales Divi-
sion and Director of the Regional Sales Department at
“Gazprom Neft” PJSC.

Mr. Krylov was elected member of the NIS j.s.c. Novi
Sad Board of Directors as of 29 November 2010.

Dragutin Matanovic
Member of NIS j.s.c. Novi Sad Board of Directors
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Bornin 1954.
Batchelor of Electric Engineering (BEE).

He was employed at the position of electric engineer at
the Company “Lola racunari” in Belgrade.

Director of the Company “Lola racunari” in Belgrade.

He was elected member of the NIS j.s.c. Novi Sad Board
of Directors as of 06.09.2019.
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Dejan Radenkovié
Member of NIS j.s.c. Novi Sad Board of Directors

Bornin1971.

Elementary and high education completed in Pristina,
graduated from the Economy faculty in Pristina and
awarded a Master degree in the field of Economy from
the EDUCONS University.

Mr Radenkovi¢ has started his professional experi-
ence with Company for trade and services “Balkan
auto” in PriStina and CC PTT “Serbia”. As of 2005
he was at the post of Director of “Orbita” j.s.c. and
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from 2010 he was with the “Ratko Mitrovi¢” j.s.c., at
the post of General manager, Executive manager and
member of the Board of Directors. He held the post
of member of the Board of Directors of the Econo-
my faculty in Pristina, Deputy General manager of
the First Global Brokers company from Belgrade. He
was Chairman of the Board for supervision of opera-
tions and Member of the Board of Directors of Dunav
Bank j.s.c. Zvecan, where he also held the post of the
Chairman of the Board of Directors. From 2013 to 2017
he was a member of the Supervisory Board of the JV
“Lasta” j.s.c. Belgrade.

He is a member of the Board for supervision of opera-
tions of the “MTS bank” j.s.c. Belgrade at the present.

He was elected member of the Parliament of Republic
of Serbia in 2008, 2012, 2014 and 2016.

He was elected member of the NIS j.s.c. Novi Sad Board
of Directors as of 27.06.2019.
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Alexander Chepurin

Independent Member of NIS j.s.c. Novi Sad
Board of Directors

Bornin1952.

Graduated from the Moscow State Institute of In-
ternational Relations (MGIMO University) in 1975.
A career diplomat, from 1975 onwards Mr. Chepurin
worked at the Ministry of Foreign Affairs of the USSR
and later, the Ministry of Foreign Affairs of the Rus-
sian Federation.

From 1986 to 1992, he headed the Economy group of
the Embassy of the USSR (Russia) in Italy. From 1994
to0 1996, he was Director of one of the leading Depart-
ments in the Ministry, the Human Ressources Depart-

Anatoly Cherner

Member of NIS j.s.c. Novi Sad Board of Directors
Deputy Chairman of the PJSC ‘Gazprom Neft’ Executive
Board, Deputy CEO for logistics, refining and sales at
PJSC “Gazprom Neft”

Bornin 1954.

Annual Report 2019

ment. From 1994 to 1997 he was also a member of the
United Nations International Civil Service Commis-
sion in New York (ICSC). As from 1996 to 2000 he was
Ambassador Extraordinary and Plenipotentiary of the
Russian Federation in Denmark.

From 2005 to 2012, Mr. Chepurin was Director of the
Russian Federation Ministry of Foreign Affairs De-
partment for Relations with Compatriots Abroad.

From 2012 to June 2019, he served as Ambassador of the
Russian Federation to Serbia. He has the rank of Am-
bassador Extraordinary and Plenipotentiary and sev-
eral Russian and Serbian state orders and medals. In
2009, he was awarded a PhD Degree in Political Science.
From 2012 to 2019 Mr. Chepurin closely dealt with
issues of cooperation development between Russian
energy companies and the Republic of Serbia, focus-
ing on strengthening cooperation between Russian
and Serbian energy companies.

Mr. Chepurin was elected independent member of the
NIS j.s.c. Novi Sad Board of Directors as of 27.06.2019.

Mr. Cherner graduated from Grozny Oil Institute in
1976 with a degree in chemical oil and gas engineering.

In the same year he was employed at the Sheripov Gro-
zny Refinery, starting as an operator to become refinery
director in 1993. In 1996, he joined SlavNeft as Head of
the Oil and Oil Products Trading Department and was
later appointed Vice-Chairman of the company. He
joined SibNeft (from June 2006 — “Gazprom Neft” PJSC)
as Vice-Chairman for refining and marketing in April
2006. In December 2007 he was appointed Deputy CEO
for logistics, refining and sales in “Gazprom Neft” PJSC.

Mr. Cherner was elected member of the NIS j.s.c. Novi
Sad Board of Directors as of 10 February 2009.
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Olga Vysotskaia
Independent Member of NIS j.s.c. Novi Sad
Board of Directors

Bornin 1961.

Graduated cum laude from the Leningrad State Uni-
versity in 1984, from the Department of Economy
Cybernetics, with specialisation in economic mathe-
matics. Post-graduate studies in mathematical cyber-
netics at the Institute of social and economic studies of
the USSR Academy of science, Leningrad division, in
1987. Completed the MBA at Bristol University in 1998.
Earned the Professional independent director diploma
from the London Institute of Directors in 2009.
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She held the position of Chair of the Board of Directors
(BoD), CEO, Chair of science and production compa-
nies from 1988 to 1995, and she was Director of many
private companies. From 1995 to 2003 she held var-
ious partner positions with KPMG in New York and
Moscow. From 2003 to 2005 she was person in charge
of Internal audit Directorate of ‘“Yukos”, Moscow.
From 2005 to 2008 she was Consulting services Exec-
utive partner of Deloitte&Touche. From 2006 to 2013
she held positions of independent member of the BoD,
Chair of the Audit Commission, member of the Strat-
egy Commission, member of the Remuneration Com-
mission of “EM - alliance” and “KIT Finance”, as well
as independent member of the Audit Commission of
0JSC “Baltika”. From 2012 to 2013 she was a partner
in PricewaterhouseCoopers (PwC) and from 2013 to
2014 - independent member of the CJSC “NefteTrans-
Service' Board of Directors, Chair of the Audit Com-
mission, member of Remuneration Commission. As of
2013 she is holding position of independent member
of LTD “INK” BoD and from 2015 to 2018 she held po-
sition of independent member of BoD of JSC “SUEK”.

Ms Vysotskaia was elected member of the NIS j.s.c.
Novi Sad Board of Directors as of 21 June 2018.
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Composition of the Board of Directors as at 31 December 2019

Function Name and Date of CEO Non- Independent The Audit Nomination The Citizen-
surname the first executive Director Committee Committee Remuneration ship
appointment Director Committee
into BoD
Chairperson  Vadim February 10, X Russian

of the BoD Yakovlev 2009

Kirill December 8, .
CEO PRy 2016 X member Russian
Member of Sergey )
BoD Papenko June 21, 2018 X Russian
Member of Alexey ’
BoD Sl June 18, 2013 X Russian
Member of Alexander November 29, X Russian
BoD Krylov 2010
Member of Dejan )
BoD Radenkovié SCiSZ]2010 X member Serbian
Member of Danica ’ i ;
BoD Draskovié (Gl H X Serbian

Member of Alexander

BoD Chepurin June 27, 2019 X X member Russian
Member of Anatoly February 10, . .
BoD Cherner 2009 X President Russian
A0 el Olga . June 21, 2018 X X President member Russian
BoD Vysotskaia

Member of Dragutin September 6, . .
BoD Matanovié 2019 X President Serbian

BoD Commissions members that are not members of BoD

Member Alexe

of Audit Y member Russian
. Urusov

Committee

Member

of the . Zor{alrl n member Serbian

Remuneration Grujici¢

Committee

1 Danica Draskovi¢ was a member of the Board of Directors of NIS j.s.c. Novi Sad (earlier Executive Board) from April 1, 2009 to June 18,
2013, and she was re-elected as a member of Board of Directors on June 30, 2014.
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Board of Directors’ Activities in 2019

The Board of Directors held 2 sessions with the per-
sonal presence of members and 20 written sessions.
All meetings of the Board of Directors were attended
by all the members, with a maximum average atten-
dance of 100%.

The regular activities of the Board of Directors in-
clude: the review of the Annual Report of NIS j.s.c. Novi
Sad, Financial Statements and Consolidated Finan-
cial Statements of the Company for 2018; adoption of
periodic (quarterly) reports of the Company in 2019;
convening of the ordinary meeting of the Sharehold-
ers’ Assembly; adoption of the Company’s Business
Plan; determination of the date(s), procedure and
manner of dividend payment to the Company's share-
holders. In addition, the agenda of the BoD included
the decisions to call the 43" Extraordinary Meeting
of the NIS Shareholders’ Assembly, terminate mem-
bership of NIS j.s.c. Novi Sad in Pannon Naftagas Kft.
Hungary due to its liquidation, approve subscription
of additional funds into the capital of RAG Kiha Kft
Hungary, form branches of the Company, approve the
change in the repayment period of subordinated and
financial loans between NIS j.s.c. Novi Sad and sub-
sidiaries abroad (NIS PETROL EOOD, Republic of Bul-
garia, NIS PETROL S.R.L. Romania, NIS PETROL doo
Banja Luka, Republika Srpska and O Zone j.s.c. Beo-
grad), and to approve the conclusion of the Subordi-
nated and/or Financial Loan Agreement between NIS
j.s.c. Novi Sad and NIS PETROL S.R.L. Romania. More-
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over, the Board of Directors approved a line of credit
between the Company and Banca Intesa a.d. Belgrade.
The BoD approved several proposals for the dismissal
and appointment of representatives of the Company
in the subsidiaries of NISj.s.c. Novi Sad, and appointed
the members of the Audit, Remuneration and Nom-
ination Committees of the Board of Directors for the
current term of office. In order to achieve the Com-
pany’s projected goals and assess the Company's per-
formance and effectiveness of corporate governance,
the Board of Directors used quarterly reports to re-
view operational analyses for the reporting periods,
with the performance assessments of NIS j.s.c. Novi
Sad as at the end of 2019. For this purpose, the BoD
also used the report on post-investment monitoring
of NIS’ projects both in Serbia and abroad. To assess
its own performance, the Board of Directors analyzed
its own work and submitted an adequate report for the
11* Ordinary Meeting of the Shareholders’ Assembly.
The Board also looked at the performance with regard
to the key business indicators for 2018, as well as the
system of evaluating key business indicators for 2019,
and adopted the Standard of the Long-Term Motiva-
tion Program of NIS j.s.c. Novi Sad.

In 2019, the Board of Directors adopted 75 decisions,
while the implementation of these decisions is moni-
tored through periodic reports on the implementation
of decisions and orders of the Board of Directors.
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Attendance at the Meetings of the Board of Directors and Board of

Directors’ Committees in 2019

. . . Remuneration
Board of Directors Audit Committee R
Committee
BOD Member ....................................................................................................................................................... }
% of Number of % of Number of % of Number of
attendance meetings attendance meetings attendance meetings
Vadim Yakovlev
i 100% 22/22 - - - -
Chairperson of the BoD
Kirill Tyurdenev
100% 22/22 - - - -
CEO
Alexey Yankevich? 100% 22/22 100% 5/5 = =
Sergey Papenko 100% 22/22
Alexander Krylov 100% 22/22 - - - -
Nikola Martinovi¢? 100% 12/12 - - - -
Danica Draskovié 100% 22/22 - - - -
Wolfgang Ruttenstorfer® 100% 12/12 100% 5/5 - -
Anatoly Cherner 100% 22/22 - 100% 3/3
Olga Vysotskaia* 100% 22/22 100% 1/1 100% 3/3
Dejan Radenkovic¢® 100% 10/10 100% 1/1 - -
Alexander Chepurin® 100% 10/10 - - - -
Dragutin Matanovi¢’ 100% 8/8 - - - -
Members of the BoD’s Committees who are not members of the BoD
Nenad Mijailovié® - - 100% 5/5 - -
Zoran Grujicié¢ - - - - 100% 3/3
Alexey Urusov® - - 100% 1/1 - -
1 Member of the Audit Committee until 277 June 2019.
2 The term of office of the member of the Board of Directors was terminated on 24 June 2019 due to a resignation.
3 Member of the Board of Directors and Chairman of the Audit Committee until 27 June 2019.
4 President of Audit Committee from December, 12 2019.
5 Member of the Board of Directors since 27 June 2019 and member of Audit Committee from December 12, 2019.
6 Member of the Board of Directors since 27 June 2019.
7 Member of Board of Directors since 6 September 2019.
8 Member of the Audit Committee until 27 June 2019.
9 Member od the Audit Committee since 12 December 2019.
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Board of Directors’ Rules of Procedure and
Meetings

The Rules of Procedure of NIS’ Board of Directors and
Committees of the Board of Directors (“BoD Rules of
Procedure”) govern the operation and decision-mak-
ing process of NIS’ Board of Directors and Committees
of the Board of Directors, including the procedure for
convening and holding meetings.

For each fiscal year, the Board of Directors adopts a
work plan which includes all issues to be considered
in accordance with the applicable laws and compa-
ny business needs, and establishes the deadlines for
these issues to be considered in the meetings of the
Board of Directors. In addition to planned issues, the
Board of Directors also deals with other issues within
its scope of work, as required.

In order to ensure that the members of the Board of
Directors are adequately informed before making de-
cisions, and to keep them up to date with the activities
of the Company, the CEO and the management ensure
that the members of the Board of Directors receive
accurate, timely and complete information on all is-
sues reviewed at meetings and all other important is-
sues concerning the Company. Meetings of the Board
of Directors are prepared with the assistance of the
Corporate Secretary and under the supervision of the
Chair of the Board of Directors, so that each member
may adequately contribute to the work of the Board
of Directors.

The Board of Directors adopts decisions by a simple
majority of votes of all members of the Board of Direc-
tors, except for the decision to co-opt, which is made
by a simple majority of votes of attending members,
and decisions requiring a different majority under the
Law and/or the Articles of Association. Each member
of the Board of Directors has one vote.
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Board of Directors and Committee Members’
Remunerations

Remuneration Policy — In 2016, the Shareholders’ As-
sembly adopted the current Remuneration Policy for
the Members of the Board of Directors and of the Board
of Directors’ Committees. The Policy specifies that the
remuneration should be attractive and competitive, in
order to attract and retain the persons that meet the
professional and other criteria required by the Com-
pany for the members of the Board of Directors and
its Committees. At the same time, the remuneration
should not significantly deviate from the compensa-
tion paid to the members of the Board of Directors and
its Committees in other companies with the same or
similar activities, size and scope of operations.

In line with the remuneration policy, the remunera-
tion for executive directors is specified under employ-
ment contracts or fixed-term contracts for each ex-
ecutive director of the Company. In this case, they do
not receive any remuneration for their membership in
the Board of Directors and its Committees, except for
the compensation of costs and professional liability
insurance in relation to the membership and work as
part of the Board of Directors and its Committees.

Remuneration Structure — — The remuneration policy
stipulates that the remuneration consists of:
Fixed portion,
Reimbursement of expenses, and
Liability insurance for the members of the Board
of Directors and its Committees.

Fixed (permanent) portion of the remuneration to the
members consists of a fixed portion of the annual re-
muneration for the membership in the Board of Direc-
tors and the fixed annual remuneration for participa-
tion in the Committees of the Board of Directors. This
type of remuneration includes the compensation for
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the time and effort that the members of the Board of
Directors or its Committees put into their role and the
preparation and active participation in the meetings of
the Board of Directors or its Committees. This requires
the members to review the documents in advance, be
present and take an active part in the meetings.

Reimbursement of expenses — Members of the Board
of Directors and its Committees are entitled to reim-
bursement for all expenses incurred in connection with
their membership on the Board of Directors or its Com-
mittees, in line with internal corporate documents.

Liability insurance of members of the Board of Di-
rectors — Members of the Board of Directors are
entitled to liability insurance (Directors & Officers
Liability Insurance) in accordance with internal cor-
porate documents.

Amendment to the Remuneration Policy — In order
to maintain the remuneration at an appropriate level,
the remuneration policy is subject to periodic reviews
and analyses, and should reflect the needs, abilities
and interests of the Company and other changes in
relevant criteria. As recommended by the Remunera-
tion Committee, the Shareholders’ Assembly adopted
the current Remuneration Policy for the Members of
the Board of Directors and of the Board of Directors’

Committees on 28 June 2016, when the previous ver-
sion of the policy ceased to apply.

Remuneration Committee Report — At least once a
year, the Remuneration Committee prepares a report
on the assessment of the amount and structure of re-
munerations for the Company’s Shareholders’ Assem-
bly. Acting within its competence, the Remuneration
Committee carried out a 2019 evaluation of the com-
pliance of the amount and structure of remunerations
for the members of the Board of Directors with the
principles, framework and criteria defined by the cur-
rent Remuneration Policy. Consequently, it compiled
an appropriate report adoptedat the 11 Extraordinary
Meeting of the Shareholders’ Assembly, held on 27
June 2019. Based on the results presented and the anal-
ysis of the remuneration market, this report concludes
that the annual amount of the fixed remuneration for
non-executive members of the Board of Directors is at
the level of the corresponding reference group, that the
structure of the compensation for independent mem-
bers of the Board of Directors is in line with the current
market practices, and that the amount and structure of
the remmuneration the members of the Board of Di-
rectors is in accordance with the principles, framework
and criteria provided for by the current Remuneration
Policy for the Members of the Board of Directors and
the Board of Directors‘ Committees.

Total amount paid to Board of Directors members in 2019, net RSD

BoD Members

222,482,266
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Long-Term Incentive Program

The long-term incentive program for non-executive
directors and members of governing bodies is subject
to the Rules on the Long-Term Incentive Program for
Non-Executive Directors and Members of Governing
Bodies, which lays down the program’s underlying
principles and parameters.

The program is one of the key elements of the incen-
tive system for non-executive directors and members
of the Company of governing bodies, aimed at pro-
viding incentives for the non-executive directors and
members of governing bodies to ensure the achieve-
ment of the Company’s long-term objectives.

The purpose of the long-term incentive program is to
align the interests of program participants with the
long-term interests of the Company and its share-
holders, and to provide incentives for program par-
ticipants which will ensure long-term sustainable de-
velopment of the Company and the achievement of its
strategic objectives. These incentives, in turn, reflect
the Company’s capabilities and requirements and are
linked to the positive performance of the Company
during a period that will ensure an increase in share-
holder value.

The long-term incentive program consists of con-
secutive cycles. Program parameters and method of
inclusion into the program are defined in advance in
the foregoing Rules, whereas the premiums are paid
following the completion of a full cycle.

Induction and Training of the Board of
Directors’ Members

Upon appointment, members of the Board of Direc-
tors are introduced to the Company‘s operations,

and provided with greater insight into the Company’
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operating procedures, strategies and plans, and the
key risks it faces, and their expedited active involve-
ment in the activities of the Board of Directors. This
includes, among other things, introducing them to
internal company documents, and providing basic in-
formation about the Company, corporate governance,
persons appointed to managerial positions, informa-
tion on the corporate performance, business strategy,
business plan, objectives and other information they
need to able to perform their roles.

The Company also organises special programs for ad-
ditional training and development and allocates funds
for these purposes in cases where members of the
Board of Directors express the need for this.

Analysis of the Board of Directors’ Activities

The Board of Directors analyzes its performance and
the performance of its Committees annually, in order
to identify potential problems and propose measures
to improve its performance.

Its performance is analyzed through a survey com-
pleted by the members of the Board of Directors which
contains two sets of key questions for evaluation of
the Board of Directors’ performance. The first group
comprises criteria for evaluating the work of the
Board of Directors with respect to its objectives, duties
and responsibilities, while the second group compris-
es criteria for evaluating the procedures applied in the
work of the Board of Directors.

The results of the valuation, which are derived from
the responses of members of the Board of Directors
provided in the survey, are presented to the Share-
holders‘ Assembly in a special report.
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Strategic Meetings

the Company’s business operations and enable them
to analyze the priority areas of development and fore-

The members of the Board of Directors attend strategic  casts for the key performance indicators and prerequi-

sessions that provide them with a better insight into  sites for the Company’s long-term development.

Membership in other Companies’
Boards of Directors or Supervisory

Boards

Vadim Yakovlev

Sergey Papenko

Olga Vysotskaia

PJSC NGK “Slavneft”

LTD “Gazprom Neft-Sahalin”

Salym Petroleum Development N.V. (Chairman of Supervisory Board)
FGAOU Tyumen State University (member of the Supervisory board)
LTD “UT IT Novaya Industriya” (Chairman of the BoD)

PJSC “NGK Slavneft”
“Gazprom Neft Lubricants s.p.a.” Italy (Chairman of the BoD)

PJSC NGC “Slavneft”

JSC “Artikgaz”

JSC “Evrotech-Yugra”

CJSC “Nortgas”

LTD “Slavneft-Krasnoyarskneftegaz”
“Gazprom neft — Vostok” LLC

Salym Petroleum Development N.V. (member of the SB)
LTD “Gazprom Resource Nortgaz” (CEO)
Messoyakhaneftegaz (JSC JV)
Tomskneft VNK

LTD “ASB GEO”

PJSC “SN-MNG”

PJSC NGK “Slavneft”

PJSC “Slavneft-YANOS” (Chairman of the BoD)
Saint Petersburg International Mercantile Exchange
0JSC “Mozirski NPZ”

“Gazprom Neft Lubricants s.p.a.” Italy

Nonprofit organization “Serebryanoe vremya” (Chair of the Supervisory Board, Director)
LTD INK (independent member of the BoD, Chair of the Audit Commission)
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Board of Directors’ Committees

With a view to ensuring efficiency, the Board of Di-
rectors established three standing committees as its
advisory and expert bodies which provide assistance
to its activities, particularly with regard to: issues in
its domain, preparation and supervision of the imple-
mentation of decisions and documents it adopts, and
performance of certain specialised tasks required by
the Board of Directors.

The Board of Directors established the following
Committees:

Audit Committee,

Remuneration Committee and

Nomination Committee.

As appropriate, the Board of Directors may establish
other standing or ad hoc committees to deal with is-
sues relevant for its activities.

Each of the three Committees consists of 3 members
which are appointed and dismissed by the Board of
Directors. The Board also appoints one of its mem-
bers as the chairperson, who manages the work of the
Committee and prepares, convenes and presides over
its sessions and performs other tasks necessary for
carrying out activities from its domain.

The majority of members in each Committee are
non-executive directors, and at least one member
must be an independent director of the Company. The
Board of Directors can choose members of its Com-
mittees among persons who are not the Company’s
directors but have the adequate knowledge and work
experience relevant to the Committees.

The role, competencies and responsibilities of the
Committees are defined by law, and by the Rules of
Procedure of the Board of Directors and its commit-
tees which also regulate the composition, conditions
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for selection and number of members, term of office,
dismissal, manner of operation, as well as other rele-
vant issues related to the work of the Board of Direc-
tors’ Committees.

At least once a year, these committees draft and sub-
mit to the Board of Directors reports on issues with-
in their scope of work, but the BoD may request re-
ports on all or some of the issues within their scope at
shorter intervals as well.

The Board and its committees may seek professional
advice from independent experts when necessary for
the successful performance of duties.

Audit Committee

In addition to the general conditions for the com-
position of the Board of Directors’ Committees, the
Chairperson of the Audit Committee must be an inde-
pendent director of the Company, while at least one
member must be a certified auditor or who has the ad-
equate knowledge and work experience in the field of
finance and accounting, and who is independent from
the Company.

Members of the Audit Committee are:
Olga Vysotskaia, Chair of the Audit Committee,
Dejan Radenkovi¢, Member of the Audit Commit-
tee and
Alexey Urusov, Member of the Audit Committee.

The chair and members of the Audit Committee were
appointed by the decision of the Board of Directors
dated 12 December 2019, while Wolfgang Ruttenstor-
fer, Alexey Yankevich and Nenad Mijailovi¢ served as
the chairman and members of the Audit Committee in
the previous term of office (until 27 June 2019).

In 2019, the Audit Committee held two meetings where
the members were personally present, as well as four
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e Statement of Individuals Responsible for the Preparation
of Financial Statements

written sessions. Among other things, the Committee
analyzed the Quarterly Report, the Financial State-
ments and the Consolidated Financial Statements for
the first quarter (Q1) of 2019 and subsequently made
appropriate recommendations to the Board of Di-
rectors. The Audit Committee also analyzed the 2018
Annual Report as well as the report of an independent
auditor, PricewaterhouseCoopers d.o.o. Beograd, on
the audit of this report. The Committee also assessed
the qualifications and independence of the auditors of
PricewaterhouseCoopers d.o.o. Beograd relative to the
Company. In addition, the Audit Committee prepared

e Appendices

the Annual Internal Audit Plan for NIS j.s.c. Novi Sad
for 2019 and the Internal Audit Charter of the Com-
pany (version 4.0), and reviewed audit findings and
significant audit issues for 2018 and monitored the
implementation status of the audit recommenda-
tions given in the Management Letter Points of NIS
j.s.c. Novi Sad for 2018, and reported on 28 February
2019. The Audit Committee analyzed the Internal Au-
dit’s Report with the results of the internal audit of the
operations of NIS j.s.c. Novi Sad for year 2018 and 6
months of 2019.

Annual Report 2019

143



e Business Report

Remuneration Committee

Members of the Remuneration Committee are:

+  Anatoly Cherner (Chair of the Remuneration
Committee),
Olga Vysotskaia (Member of the Remuneration
Committee) and
Zoran Gruji¢i¢ (Member of the Remuneration
Committee).

All three members performed functions in the Remu-
neration Committee in the previous term of office as
well, while Olga Vysotskaia served as Chair of the Re-
muneration Committee (until 27 June 2019).

During the previous term, the Remuneration Commit-
tee held 3 written sessions. The Committee reviewed
the performance of key indicators for 2018, the rating
system and indicators for rewards for 2019, and also
proposed remunerations for the auditors of the Fi-
nancial and Consolidated Financial Statements of NIS
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e Financial Statements

j-s.c. Novi Sad for 2019. The Remuneration Commit-
tee prepared the Report on the estimate of the amount
and structure of remuneration for the members of the
Board of Directors of NIS j.s.c. Novi Sad, which was
submitted for review to the Shareholders’ Assembly
on the session held on 27 June 2019.

Nomination Committee

Members of the Nomination Committee are:
Dragutin Matanovi¢ (Chair of the Nomination
Committee),
Alexander Chepurin (Member of the Nomination
Committee) and

- Kirill Tyurdenev (Member of the Nomination
Committee).

The chair and members of the Nomination Committee
were appointed by the decision of the Board of
Directors dated 12 December 2019.
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Shareholders’ Assembly Board

The Shareholders’ Assembly Board for the Supervi-
sion of Operations and Reporting to the Company’s
Shareholders (hereinafter: the Shareholders’ Assem-
bly Board) is a body of advisors and experts providing
assistance to the Shareholder’s Assembly with re-
spect to its activities and of issues within its domain.
Members of the Shareholders’ Assembly Board report
to the Shareholders’ Assembly, which appoints them
and relieves them of duty.

Pursuant to the powers granted to it by the Articles of
Association, the Shareholders’ Assembly Board also
presents its assessments of: reporting to the Share-
holders’ Assembly on the implementation of account-
ing practices; financial reporting practices of the
Company and its subsidiaries; reporting of the Share-
holders’ Assembly concerning the credibility and com-
pleteness of reports to the Company’s shareholders on
relevant issues; proposed methods for the distribu-
tion of profit and other payments to the Company’s
shareholders; procedures for the independent audit

Annual Report 2019

of the Company’s financial statements; internal con-
trol activities in the Company and evaluation of their
effectiveness; proposals for the incorporation or lig-
uidation of companies in which the Company holds a
share, or of the Company’s subsidiaries; proposals for
the acquisition and sale of shares, stakes and/or other
interests that the Company holds in other companies;
and of the evaluation of the manner in which the Com-
pany handles complaints filed by its shareholders.

Members of the Shareholders’ Assembly
Board as at 31 December 2019

At the 11™ Ordinary Meeting of the Shareholders’ As-
sembly held on 27 June 2019, the following members
of the Shareholders Assembly were elected:

Zoran Gruji¢i¢ (Chairman),

Dragan Bracika (Member) and

Alexey Urusov (Member),
while Nenad Mijailovi¢ ceased to be member of the Board
of the Shareholders’ Assembly on the date of the above-
mentioned meeting of the Shareholders’ Assembly.
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v
Zoran Grujic¢ié

Chairman of Shareholder Assembly Board for
supervision of operations and reporting to
shareholders of NIS j.s.c. Novi Sad

Bornin 1955.

Mr Gruji¢i¢ graduated from the Faculty of Mechanical
Engineering of the University of Belgrade.

From 1980 to 1994, he was employed by the “Cer”
heat transfer appliances plant in Ca¢ak, where he held
a variety of positions, including General Manager,
Technical Manager, Production Manager and Design
Engineer. From May 1994 to February 1998, he served
as Advisor to the General Manager of Interkomerc,
Belgrade. From February 1998 to June 2004, he was
Managing Director of MNG Group d.o.0., Ca¢ak. From

146

June 2004 to February 2007, he was Director of the
trading company Agrostroj j.s.c. Cacak, Director of the
limited partnership company Leonardo from Cafak
and Director of the Vojvodina Highway Centre. Since
February 2007, Mr. Gruji¢i¢ has been employed with
NIS j.s.c. Novi Sad and has held the following posi-
tions: Deputy Director of the Logistics Department in
Jugopetrol, Head of RC Cacak at the Retail Department
— Cafak Region, Manager of Retail Network Develop-
ment in the Development Department, Sales and Dis-
tribution. From October 2012 to January 2016, he had
served as Advisor to the Sales and Distribution Direc-
tor and since February 2016 has been an Advisor to the
Function for External Affairs and Government Rela-
tions Director. He has served as Advisor to the General
Director since October 2017.

From 30.06.2014 to 27.06.2019, Mr Gruji¢i¢ was a
member of the NIS j.s.c. Novi Sad Board for the Super-
vision of Operations and Procedure for Reporting to
NIS j.s.c. Shareholders.

As of 27 June 2019 he was appointed as a Chairman of
the the NIS j.s.c. Novi Sad Board for the Supervision
of Operations and Procedure for Reporting to NIS
j-s.c. Shareholders.

NIS Group



Dragan Bracika

Member of the Shareholder Assembly Board
for supervision of operations and reporting to
shareholders of NIS j.s.c. Novi Sad

Bornin 1982.

Mr Bracika graduated from the Faculty for business
and industrial management of the Union University
in Belgrade, Department for industrial and economy
management and holds a BSc degree in management.

From 2013 to 2015, he was Advisor to General manager
of the Novi Sad Fair.

From 2016 to the present he serves as Director of Cep-
tor Andrevlje.

Mr Bracika was appointed as a member of the NIS j.s.c.
Novi Sad Board for the Supervision of Operations and
Procedure for Reporting to NIS j.s.c. Shareholders as
of 27.06.2019.
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Alexey Urusov

Member of Shareholder Assembly Board for
supervision of operations and reporting to
shareholders of NIS j.s.c. Novi Sad

Director of Economics and Corporate Planning
Department in “Gazprom Neft“ PJSC

Bornin 1974.
Mr Urusov graduated from the Tyumen State Uni-

versity (specializing in finance) and the University of
Wolverhampton in the United Kingdom (BA (Hons)
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Business Administration). He furthermore holds an
MSc degree in Sociology.

From 2006 to 2008, he worked as Executive Vice-Pres-
ident for planning and performance management in
the Integra Group. From 2002 to 2006, he was em-
ployed at TNK-BP, being a member of TNK BoD’s
Group for Monitoring and Control from 2002 to 2003,
and CFO of TNK-BP Ukraine from 2004 to 2006. From
2009 to 2012, Mr Urusov was employed with NIS j.s.c.
Novi Sad as Chief Finance Officer. From 2012, he has
been employed as a Director for economics and corpo-
rate planning with PJSC “Gazprom Neft”.

He was appointed member of the NIS j.s.c. Novi Sad
Board for the Supervision of Operations and Proce-
dure for Reporting to NIS j.s.c. Shareholders as of 25
June 2012.
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Activities of the Shareholders’ Assembly
Board in 2019

In 2019, the Board of the Shareholder’s Assembly held
three meetings where the members were personally
present, as well as seven written sessions. The Board
of the Shareholders’ Assembly reviewed the Compa-
ny’s annual financial and consolidated financial state-
ments for 2018, as well as its periodical (quarterly) fi-
nancial and consolidated financial statements for for
Q1, Q2 and Q3 of 2019. Additionally, the Board of the
Shareholders’ Assembly also reviewed the indepen-
dent auditor’s reports on the audit of the Company’s
financial statements, the proposal on the appointment
and compensation of the auditor for 2019, the man-
ner of the distribution of the Company’s profits and
dividends for 2018, and then submitted a report on its

Membership in Other Companies’ Boards of
Directors or Supervisory Boards

activities to the Shareholders’ Assembly. Moreover,
the Board of the Shareholders’ Assembly reviewed the
proposals for: the termination of membership of NIS
j.s.c. Novi Sad in Pannon Naftagas Kft. Hungary due to
its voluntary liquidation, approval of subscription of
additional funds into the capital of RAG Kiha Kft Hun-
gary, and termination of membership of NIS j.s.c. Novi
Sad in RAG Kiha Kft. Hungary due to its liquidation,
formation of the Company’s branch offices, approval
of the modification of the payment deadlines for sub-
ordinated loans between NIS j.s.c. Novi Sad and sub-
sidiaries abroad (NIS PETROL doo Banja Luka, Repub-
lic of Srpska, and NIS PETROL S.R.L. Romania), and the
approval of the conclusion of the Subordinated and/or
Financial Loan Agreement between NIS j.s.c. Novi Sad
and NIS PETROL S.R.L. Romania. The Shareholders’
Assembly Board adopted 38 conclusions in 2019.

« Member of Board of Directors, Sokobanja Specialized Hospital for Prevention and

Treatment of Lung Deseases and Rehabilitation

« Director, Centre for Economic and Technology Development Ceptor Andrevlje

« Gazprom Neft — Catalytic Systems LLC (Member of Board of Directors)

« Gazprom Neft — Energoservice LLC (Member of Board of Directors)
e« |TSKLLC (Member of Board of Directors)
« Noyabrskneftegazsvyaz LLC (Member of Board of Directors)

Alexey Urusov

Total amount paid to SAB members in 2019, net RSD

Members of SAB

19,581,898
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e Statement of Individuals Responsible for the Preparation
of Financial Statements
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Chief Executive Officer

The Board of Directors appoints one of its executive
members to act as the Chief Executive Officer. The CEO
coordinates the activities of the executive members of
the Board of Directors and organizes the Company’s
activities. In addition to this, the CEO performs daily
management activities and is authorized to decide on
matters which do not fall under the competence of the
Shareholders’ Assembly and the Board of Directors.
The Chief Executive Officer is a legal representative of
NIS j.s.c. Novi Sad.
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Advisory Board of the CEO

The Advisory Board of the CEO is a professional body
that helps the CEO in his activities and in the consider-
ation of matters within his responsibilities. The com-
position of the Advisory Board was determined by the
Decision of the CEO, and it includes the First Deputy
CEO — Head of Downstream Division, the First Dep-
uty CEO — Head of Exploration and Production Block,
Heads of the Refining and Sales and Distribution
Blocks, as well as heads of the Company’s Functions.
In addition to issues related to the business manage-
ment of the Company, the Advisory Board deals with
the strategy and development policy whose basis is set
by the Shareholders’ Assembly and the Board of Di-
rectors of the Company.
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Members of the Advisory Board of the CEO

On 31 December 2019, members of Advisory Board of

the CEO were:

Gennady Lubin

First Deputy CEO for
Exploration and Production

Alexey Chernikov

Head of Sales and
Distribution Block
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g
Andrey Tuchnin

First Deputy CEO - Head of
Downstream Division

Viacheslav Zavgorodnii

Deputy CEO,
Head of Strategy and
Investment Function

Vladimir Gagié
Head of Refining Block

Igor Tarasov

Deputy CEO,
Director of Corporate
Security Function
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Anton Cherepanov Sergey Fominykh Natalia Bylenok
Deputy CEO, Deputy CEO, Deputy CEO,
Director of Finance, Economics, Director of Legal and Corporate Head of Function for
Planning and Accounting Affairs Function Organizational Affairs
I ’ E
Vadim Smirnov Milos Grbic¢ Jelena Popara
Deputy CEO, Director of the Deputy CEO, Director of Director of the Internal
Function for Government Procurement Function Audit Function
Relations and Corporate
Communications

&

Ulrich Peball Valery Proskurin

HSE Director” Director of “Naftagas - Oil
Services” LLC Novi Sad

O/O

Biographies of members of

the Advisory Board can be
found on the corporate website
http://ir.nis.eu/en/corporate-
governance/advisory-board-of-
the-ceo/

3

* Ulrich Peball’s membership in the Advisory Board of the CEO was terminated on 22 November 2019, when Mr Peball ceased to be the Head of
the HSE Function.
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Activities of the Advisory Board in 2019

During 2019, there were 12 Advisory Board sessions,
chaired by the CEO, where the members discussed the
following matters on a monthly basis:
reports on HSE incidents and initiatives from the
preceding period;
reports on implementation of the decisions and
tasks delegated at the sessions;
reports regarding operational and financial indi-
cators for the Exploration and Production Block;
reports regarding operational and financial indi-
cators for the Division Downstream;
reports presenting monthly financial results of
operations and
reports on statuses of the key open issues within
Functions.

In addition, the reports showing Company’s quarterly
results of operations, reports on operations of differ-
ent boards in the Company, and an important issue
concerning the update of the corporate strategy for
company’s development by 2025 were all presented
to the members of the CEO Advisory Board. The Inter-
nal Audit presented the reports on implementation of
the recommendations made based on audits and re-
ports on the conducted activities regarding key risk
management.

It is especially worth mentioning that, with the aim
to continue realising the “Transformation” project,
the proposals made by the members of the Advisory
Board to end bureaucracy were discussed at 3 separate
sessions.
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Company Management
Succession Plan

In order to minimise the potential risks for the Com-
pany and increase operational efficiency, there are
special systems and processes aimed at filling pos-
sible vacancies when it comes to the top operational
management of the Company. They include the im-
plementation of specialized training programs, so
that continuous investment in the development of
knowledge, and skills the Company ensures long-
term reduction of potential risks in relation to its key
management positions.

Moreover, the Company assesses potential successors
and compiles special lists of successors that include
their names, current positions and plans for their
professional development.

Acquisition and Disposal of
Company’s Shares by Managers
and Related Parties

Pursuant to Article 84a of the Capital Market Law and
internal documents of the Company, all persons em-
ployed as managers in the Company are prohibited
from performing transactions for their own account
or for the account of a third party in relation to equity
or debt securities of the Company or other related fi-
nancial instruments during the period of 30 days prior
to the publication of the annual, semi-annual or quar-
terly financial statements. The Company may grant a
special written consent for trading during the period
of prohibition, if there are conditions prescribed by
law and the documents of the Securities Commission.

In addition, all persons employed as managers in the
Company, as well as related parties (as defined by the
Law), are obliged to report any acquisition or sale of
the Company's shares for their own account to the

NIS Group



e Statement of Individuals Responsible for the Preparation
of Financial Statements

Securities and Exchange Commission within 5 days,
if these individual acquisitions or sales exceed the
amount of RSD 100,000, and also if the total value of
individual acquisitions or sales in one calendar year
exceeds RSD 500,000.

e Appendices

In 2019, the Company did not receive any informa-
tion of any acquisitions or sales of the Company’s
shares by any members of the Company’s bodies or
related parties.

Number and Percentage of NIS j.s.c. Novi Sad Shares Owned by SAB Members

Name and surname Number of shares

% in total number of shares

Dragan Bracika 5

0.000003066%
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Internal Audit Activities

The regulatory framework of operations of the inter-
nal control, i.e. internal audit at NIS j.s.c. Novi Sad has
been established by the Company Law, Internal Audit
Charter, Internal Audit Standard and other relevant
legal and internal regulations.

The Internal Audit provides services of independent
and objective assurance, and consultancy to add value
and improve Company’s business. The Internal Audit
helps the Company attain its goals by introducing a
systematic and disciplined approach to evaluation and
improvement of efficiency in risk management, con-
trols, and corporate management.

The Company’s Internal Audit operates in compliance
with the International Standards for the Profession-
al Practice of Internal Auditing and the Code of Ethics
of the Global Institute of Internal Auditors, which has
been confirmed by the conformity assessment made
by the independent external estimator.

In particular, internal audit activities include:
examination and assessment of the adequacy and
efficiency of corporate governance, risk manage-
ment and internal controls;
monitoring the compliance of the Company’s
business activities with the law, other regulations
and documents of the Company;
supervision of the implementation of accounting
policies and financial reporting;
review of the implementation of the risk manage-
ment policy;
monitoring the compliance of the organization
and activities of the Company with the corporate
governance code;
evaluation of policies and processes in the Compa-
ny, and providing proposals for their improvement.
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Internal audit activities are performed by the Internal
Audit Function. Organizational and functional inde-
pendence of internal audit is ensured by the Internal
Audit Charter. Through the person responsible for in-
ternal control appointed by the Board of Directors, the
Internal Audit Function is functionally subordinated
to the Audit Committee, and linearly to the Compa-
ny’s CEO. As a rule, the person responsible for internal
control serves as the Head of the Internal Audit Func-
tion. Twice a year, the Head of Internal Audit Function
reports to the Audit Committee on the performance of
the Internal Audit Function and the evaluation of the
internal controls and risk management systems in
the Company. The Audit Committee is, among other
things, authorized to:
- approve the Internal Audit Charter;
approve the Annual Internal Audit Plan;
propose the appointment and dismissal of the
person responsible for internal control of Com-
pany’s business, in accordance with the Compa-
ny Law, while the Company’s Board of Directors
adopts the decision on appointment and dismiss-
al of the aforementioned person (who, as a rule,
performs the role of the Head of IAF);
check for any restrictions on access to informa-
tion (scope limitations) or limitations of resourc-
es necessary for internal audit activities;
monitor the existing risks and measures taken to
manage those risks.
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External Auditor
Audit of Financial Statements

In accordance with the Law and Articles of Associa-
tion, the Auditor of the Company is appointed by the
Shareholders’ Assembly at the proposal of the Board
of Directors. The Company's auditor is elected at every
ordinary meeting of the Shareholders’ Assembly, and
according to the Capital Market Law. Since NIS j.s.c.
Novi Sad is a public joint-stock company, the legal
entity that performs the audit, can perform up to five
consecutive audits of its annual financial statements.

The auditing agency’s reports on the audit of the
Company'’s financial statements and consolidated fi-
nancial statements for 2018 were adopted on 27 June
2019 at the 11" Ordinary Meeting of the Shareholders’
Assembly, attended by the auditor of the Pricewater-
houseCoopers d.o.o. Beograd (whose attendance at the
Assembly’s ordinary meetings is mandatory in accor-
dance with the Law). At the same meeting, the Share-
holders Assembly elected the same auditing agency,
PricewaterhouseCoopers d.o.0. Beograd, to audit its
financial statements for 2019.

In accordance with the Law, the Audit Committee was
provided with an independent auditor's statement
confirming the independence vis-a-vis the Company
and informing the Audit Committee about the addi-
tional services the auditor provided to the Company.
The statement was a part of the material for 11th Ordi-
nary Meeting of the Shareholders’ Assembly.

Other Services of the Auditor

Apart from auditing the financial statements and
consolidated financial statements for 2018, Price-
waterhouseCoopers d.o.o0. Beograd and its affiliated
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companies provided NIS with other additional ser-
vices in 2019. Considering the knowledge and experi-
ence required for the provision of such services, it was
deemed more efficient to contract PricewaterhouseC-
oopers d.o.o. Beograd rather than a third party.

Integrated Management System

The process of identification and classification of
business processes in the entire Company was com-
pleted. The defined business processes are mapped
in compliance with the Mapping Plan, whereas the
method of their implementation is described in rele-
vant normative and methodological documents con-
forming to the standardisation plan. In addition, KPIs
(key performance indicators) are also established for
all business processes defined in this way.

The business processes identified across the Compa-
ny are unified in the integrated management system
(IMS), in line with the requirements of the interna-
tional standards for the management systems (ISO
9001, ISO 14001, OHSAS 18001, ISO 50001, CAC/RCP 1).
The established IMS is implemented throughout the
Company and it is continually developed in line with
the Certification Strategy, whose implementation of
which is supervised by the IMS Committee.

The compliance with the above international standards
is audited by accredited certification bodies which is-
sues certificates on the basis of conducted audit.

In addition to external audits, the Company conducts
internal audits of business processes and the man-
agement systems in line with the annual schedule of
internal audits.

The results of these audits are formally presented in
reports, whose basis the owners of business processes

at the Company define actions to eliminate causes of
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the identified or potential non-compliance, with the
aim of continuous improvement of the IMS and the
business operations in general.

Transactions Involving Personal
Interest and Non-Compete
Clauses

Transactions involving personal interest — A person
who, in accordance with the Law, has special duties
towards the Company, is obliged to promptly inform
the Board of Directors about the existence of a per-
sonal interest (or interest related to him/her) in a le-
gal contract concluded by the Company, or in a legal
action undertaken by the Company.

The Company identifies legal affairs and actions with
related parties, in order to ensure that they are con-
cluded only if they are not harmful to the Company's
operations. Legal affairs and actions with related par-
ties are approved by the Board of Directors in accor-
dance with the Law.

The information on the approval of the conclusion of
affairs in which there is a personal interest is submit-
ted to the Shareholders’ Assembly at its first subse-
quent meeting by the Board of Directors.

On its website, the Company publishes important in-
formation on activities in which there is a personal
interest in accordance with the criteria prescribed by
the Law.

Non-Compete Clause — In order to monitor compli-
ance with non-compete agreements, the Company
carries out quarterly surveys of members of the Board
of Directors about the current engagement, as well as
about membership in boards of directors and super-
visory boards of other companies. Data on member-
ships in the management bodies of other companies
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are published on the Company's website, and within
Annual and Quarterly Reports.

By concluding the Agreement Mutual Rights and Obli-
gations with the Company, the members of the Board
of Directors are additionally acquainted with their
obligation to notify the Company in the event of the
conclusion of a legal transaction with the Company,
as well as with their obligation of non-competition to
the Company and other special duties of the members
of the Board of Directors.

Related-Party Transactions

In 2019, NIS Group entered into business partnerships
with its affiliates. The most important related-par-
ty transactions involved the supply/delivery of crude
oil, petroleum products and electricity. An outline of
related-party transactions is part of the Notes to the
Financial Statements.

Insider Information

Trading in shares using insider information is
strictly forbidden and punishable by law, i.e. the
Capital Markets Law. Therefore, the Company re-
quires all persons who have permanent or tempo-
rary access to this information to fully comply with
the provisions of laws, by-laws, and the Company's
documents related to insider information and con-
fidential information.

The criteria for deciding who can be in the capacity of
an insider, insiders’ rights and obligations, the Com-
pany’s obligations to ensure the confidentiality of
insider information, the procedure for disclosing in-
sider information, and the rules for the compilation,
management and updates of the insider list are regu-
lated by the Company's internal documents.
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Code of Conduct

The Code of Ethics of NIS prescribes the basic rules and
norms of conduct that determine relations with col-
leagues, clients, business partners, government author-
ities, local governments, the public and competitors.

The principles contained in the Code give clear recom-
mendations for making ethically balanced decisions
in different situations, and the code defines norms
and rules of conduct that are based on corporate val-
ues and which all employees must comply with, as ex-
pected by the Company.

Anti-Corruption and
Fraud Policies

The Company adopted the Anti-Corruption And Fraud
Policies, with the aim of preventing and combating all
forms of corruption and fraud.

The Policy provides the conditions for timely de-

tection, prevention and minimization of the risks of
unlawful, unethical and corrupt behavior, based on
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the established uniform standard of conduct, values,
principles of lawful business and basic rules for com-
bating corruption and fraud.

The Policy prescribes that all persons, if they
well-founded suspicions or evidence that corruption
or fraud has been or will be committed, must pro-
vide appropriate information through pre-defined
and protected channels of communication, with the
guarantee of confidentiality. Moreover, the Policy
defines measures for the protection of persons who
provided this information, and outlines the manner
in which these measures will be implemented so as
to ensure that the position of the person who has
revealed corruption or fraud in this manner is not
threatened in any way.

Relations with Stakeholders and
Corporate Social Responsibility

In relations with its stakeholders, NIS fosters con-
stant communication, mutual trust, partnership and
an open dialogue. It is essential for NIS to understand
stakeholders’ requirements and expectations.
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1.11

Human
Resources

NIS is one of the initiators of HR practices in Serbia,
and a company that strives to implement and follow
HR trends that are a result of new business and op-
eration models. The complexity of the industry and
the fact that our team numbers 11,000 people from
approximately 20 different countries constantly mo-
tivate us to look for new and improved HR solutions,
and give priority to the needs, expectations and po-
tentials of our employees.

The year 2019 was marked by the implementation of
a new HR strategy, transformation of our corporate
culture and company values, improvement of NIS’
employer brand and creation of its Employer Val-
ue Proposition. The Culture and Value Diagnostics
and EVP Creation Project lasted for several months,
during which NIS successfully identified the direc-
tion and strategy of the target corporate culwture
which will help us achieve our strategic goals and
create a workplace that meets the expectations of
our employees.
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We are particularly proud of the fact that the Voice of
the Young survey by the AIESEC student association
showed that NIS is among the top 5 companies that
young people from Serbia would like to work for. Over
three thousand young people from all parts of the
country took part in the survey. This was also support-
ed by the fact that nearly 2,000 final-year students
and fresh graduates sent their applications during the
two rounds of NIS Calling, NIS’ internship program.

In the previous year, we conducted a detailed analysis
of the processes and tools for integrated talent man-
agement in NIS. As aresult, in early 2019, we launched a
very important HR project aimed at the introduction of
an integrated digital platform for talent management
in the company. The application of this solution should
effectively streamline communication among employ-
ees from all levels, and ensure full implementation of
all important processes related to talent management.

This year was also marked by a new initiative — Or-
ganizational Affairs Function knowledge workshops,
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where employees exchanged knowledge and experi-
ence from their field of work. Additionally, Coffee with
HR, a concept of internal workshops, was further ex-
panded — in addition to managers, employees from
all functions were able to discuss the current topics in
the field of human resources. Also, we held workshops
for all colleagues from the Head Office who joined our
company this year with the aim of facilitating their in-
tegration into the new working environment.

Similarly, the company launched a number of activities
in order to promote a better working atmosphere and
connect its employees. Ice cream day, “music” Friday,
workshops for employees’ children and theatre plays
are only some of the activities which made workdays of
our colleagues more cheerful and interesting.
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Professional Development
of Employees

Global business practices in the field of human re-
sources differ in many aspects, but they all agree re-
garding one thing — continuous employee develop-
ment is imperative for the modern business ecosystem.

In order to equip its employees with skills they need
to address business challenges, NIS invests into their
development and contributes to the improvement of
their potential, thus developing professional resourc-
es of the entire NIS Group.

In 2019, a total of 2,180 training courses with 7,140
participants (4,059 employees) were held in coop-
eration with external providers. The total number of
training hours in 2019 is 104,075, while the total ex-
pense amounts to RSD 275 million. Our employees re-
ceived support in expanding their professional skills
from leading global companies (NExT Schlumberger,
PricewaterhouseCoopers), companies from the man-
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agement field (Roscongress, Aspentech, Energy Institute,
IFP trainings, Cotrugli Business School) and the best do-
mestic companies: Puzzle Software, Economic Research
Centre Belgrade, Forum Media, Mokra Gora School of
Management, Project Management Centre, GI group,
Omega Consulting, DCT (Dale Carnegie) and many oth-
er institutions. The training courses broadened both
professional and personal skills and skills necessary
for successful team management.

In 2019 as well, NIS continuously worked on increas-
ing its efficiency. For these purposes, the Company
organised Root Cause Analysis training in priority or-
ganizational units, which will be continued during the
next year as well.

The Foreign Language Learning Program is aimed at
improving English, Russian or Serbian language skills
of our employees, and consequently improving their
work performance. This year, we organised group
Russian language courses in our business centres in
Belgrade, Novi Sad, Sangaj, Zrenjanin and Pancevo.
The courses were provided for 460 of our employees.

Professional Development of Employees
in Business Blocks

In order to develop their business skills and build team
spirit, NIS’ employees take part in numerous compe-
titions where they achieve excellent results. These
competitions are held both within NIS and at the level
of the Gazprom Neft Group.

The Refining Block implemented an e-Learning plat-
form which provides an integrated knowledge base
from the refining field, and has features for identify-
ing knowledge gaps, administering knowledge tests
and generating reports. The Company began trans-
ferring its current training management system into
e-learning, which will improve and facilitate access
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to the records on required and completed training
courses. In addition to an integrated knowledge li-
brary, we will also have an integrated CTS (compe-
tency tracking system).

The Company completed the implementation of an
OTS (operator training simulator) for a part of plants in
the Refining Block. It began training control room op-
erators by focusing on safety, i.e. through simulation
of standard process operations (starting or stopping a
process and regular operation) as well as of non-stan-
dard events (failures caused by various factors), and
through generation of possible scenarios. Addition-
ally, simulators will be used to train new operators
and to safely and efficiently introduce them to process
operations and teach them how to manage them. The
OTS has an important role in training process and au-
tomation engineers, who were thus provided with an
opportunity to enhance their existing knowledge and
skills in the field of process management.

This year, the construction of a training centre was
initiated again, and the company is selecting con-
tractors for the refurbishment of the premises where
trainings are presently held. This project also includes
the construction of a training ground for technical and
HSE training. This will provide better conditions for
both theoretical and practical aspects of training.

This year, the best employees of the Sales and Distribu-
tion Block took part in many internal and international
competitions, such as “The Best in Your Profession”
(with over 1,000 participants) and “NIS Aero — The
Best in Your Profession/Aviation Fuelling Challenge”.

At the interregional competition in St. Petersburg
(Russia), our employees reaffirmed their high level
of knowledge demonstrated on the last year’s com-
petition and won two second places in the follow-
ing categories: “best territory manager” and “best
warehouse manager”.
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The winners of the NIS Aero internal competition were
successful on the international scene as well. They
represented the Sales and Distribution Block at the
“Aviation Fuelling Challenge”, an international com-
petition organised by Gazprom Neft. Our colleagues
won the second place as a team, but also achieved ex-
ceptional results competing individually — they won
the second place in the category technical manager,
and the third in the category wing man.

In addition to these competitions, the company also
holds the “Negotiation Competition”. In total, 77 em-
ployees took part. To prepare its employees, the com-
pany organised 18 training sessions and a large num-
ber of interactive consultations with 24 finalists.

The Sales and Distribution Block boasts numerous in-
ternal induction and development training courses for
the employees in Retail Sales, and we are particular-
ly proud of our development training courses and the
academy for sales managers.

In three training centres, including a mobile crew that
carries out testing and corrective field training, about
3,000 employees completed internal training.

Asinternal training courses for lower-level managers,
first-time managers and talent pool for managerial
positions, the company organized interactive work-
shops in the format of video training sessions, exer-
cises and exchanges of experience on challenges in
management with the Sales and Distribution Block’s
top management.

Between 5 and 7 June, in the Business Centre in Novi
Sad, the company held the 2" Scientific and Technical
Conference for young scientists and specialists from
the Exploration and Production Block, STC (Scientific
and Technological Centre) and Oil Services. The par-
ticipants were young specialists under 30 years of age
and young scientists, our colleagues, under 35 years
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of age. The Conference was divided into three parts.
First, the participants presented their posters (with
key information about their research paper), and
then gave presentations in which they elaborated on
their research before the expert committee. Finally,
on the third day, a workshop dedicated on teamwork
was held.

Seven of our winners from the Exploration and Pro-
duction Block and the STC presented their scientific
works on the final 9th Scientific and Technical Con-
ference of Gazprom Neft’s Exploration and Produc-
tion Block, held between 31 October and 1 November
in St. Petersburg.

In addition to these competitions, another important
event for the Exploration and Production Block hap-
pened this year — the opening of the most modern oil
operator training centre in the region, in Elemir. The
Centre was officially opened on 4 September in Ele-
mir, and its training courses are intended for both NIS’
employees and students from high schools and facul-
ties specialized for the oil industry. This will help NIS,
a socially responsible company, continue to improve
the conditions for education and professional devel-
opment of both its employees and future oil operators.

In September, the company held a professional com-
petition “The Best Technologist in 2019” at the Elemir
Training Centre. Eight participants took part in the
competition, and the best received awards.

This year’s competition (eighth so far) for the best
in their profession in the Exploration and Production
Block was held on 17 May on the field of Gathering
Station 1 Unit on the Velebit Oilfield. The best explo-
ration operator, oil and gas preparation and transport
operator, oil and gas production operator and a tech-
nician/technologist were selected in the tough and
fair competition, during which they expressed great
motivation to achieve good results in both theoretical
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knowledge regarding their work duties and practical
work on the field. Thirty employees from all parts of
the Block took part in the competition.

Like in the previous years, the best in their profession
in the Exploration and Production Block took part in
the competition within Gazprom Neft, held in August
at a site of Slavneft-Megionneftegas in Russia. The
three most successful participants in each profession
were awarded cup trophies, recognition awards as
well as money.
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NIS Corporate University

In line with the continuous learning concept, the Cor-
porate University completed the fourth cycle of train-
ing programs for its employees.

In 2019, over 2,000 employees underwent training
aimed at developing their competencies and acquir-
ing new knowledge and skills.

In addition to training courses tailored for specific po-
sitions, this year we also had elective, open courses.
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Employees chose the topics of these courses by them-
selves, in line with their professional and development
needs. These were some of the topics: Leadership in the
Digital Age, Design Thinking, Communication with Dif-
ficult and Demanding Clients, Emotional Intelligence in
a Business Environment, Storytelling, Conflicts Are OK,
High-Impact Presentation and many other.

In 2019, the Corporate University focused on increas-
ing the scope of training courses and developing the
curriculum in line with the global trends in profes-
sional development. Each training course was tailored
in cooperation with renowned business schools from
the country and the region, training and development
partners and leading lecturers of our providers.

In 2019, 24 employees completed the Leader devel-
opment program, aimed at advancing the leadership
potential or our employees. The Leader program ed-
ucates its participants in the relevant business fields,
thus contributing to the development of professional
knowledge and leadership skills through the interac-
tion with international lecturers, experiential learn-
ing, mentorship and coaching.

E-learning Programs

In order to keep up with global trends, we continued
with e-learning training — cutting-edge online train-
ing courses for the Company’s employees, in this year
as well. Modern and efficient technologies ensure that
the training content is presented in an interesting and
interactive way.

Moreover, the quality of our e-learning courses
was recognised in other parts of the region as well
— our company received a prestigious award for our
e-learning solution and design for Induction Courses
on a competition held within the Learning Disruption
conference in Zagreb.
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Talent Development

In 2019, in order to improve its employee development
processes, NIS internally developed the methodology
and implemented a pilot talent management process
called Employee Calibration. This procedure includes
an evaluation of employee performance and potential
by line managers, and their categorization into a 9-box
performance and potential grid. This is accomplished
on calibration sessions as well as on meetings attend-
ed by line managers, their peers, a higher-level man-
ager and HR. The procedure is concluded by providing
a structured feedback and an individualized develop-
ment plan for the employee, which they will imple-
ment in the following year with the support of the line
manager and HR. This new process should enable our
company to identify development needs of its employ-
ees in the future period in a more objective, transpar-
ent and efficient manner. It is particularly important
because it provides an approach tailored to the devel-
opment of each employee through the formulation of
individualized development plans. The pilot procedure
was completed at the level of middle management in
Organizational Affairs, and was launched for NIS’ top
management. In the future period, our company plans
to include more employees in this process, and to ex-
pand it to lower management levels.

During the year, development and assessment cen-
tres with over 150 participants were created to provide
support to the development/business needs of NIS’
blocks and functions, and to identify and develop the
leadership potential of its talents. Moreover, the cen-
tres took part in recruiting for managerial positions.

Caring for Employee
Social Status

For its employees, NIS provides a higher level of social
care than that prescribed by law, which is regulated in
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its Collective Agreement and other internal documents.
Some of the benefits guaranteed in the Collective
Agreements and other internal documents of the
Company include:
special protection of disabled employees and em-
ployees suffering from an occupational disease;
preventive treatments for employees with high-
risk jobs and protected pension age as well as oth-
er employees, with the aim of preventing occupa-
tional diseases and disabilities;
solidarity allowance, coverage of medical bills,
refunds of funeral expenses for an employee and/
or members of immediate family;
one-off assistance for the birth of the third and
each subsequent child,;
compensation for the damage employees have
suffered due to the destruction or damage to their
homes due to natural or other disasters;
scholarships for regular education of the children
of killed and deceased employees;
group health insurance for all employees that cov-
ers critical illness and surgeries as well as accidents;
group insurance for all employees that covers
death caused by an accident or illness;
assistance for employees’ housing needs in the
form of mortgage subsidies;
additional (optional) pension plans.

Material and Non-Material
Incentives

Employee motivation is crucial for high business stan-
dards, promotion of creativity, ingenuity and innova-
tiveness, employee professional development as well
for the Company’s ability to retain them. As one of the
most desirable employers in the region, NIS provides
its employees with the conditions for efficient work
and a good work atmosphere through a number of fi-
nancial and non-financial incentive programs.
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Programs for regular financial incentives are divid-
ed into three categories depending on the position
our employees hold: variable pay in production and
technical organizational units, variable pay in sales
and variable pay and annual bonus in administration.
Variable pay and bonuses for our employees depend
on the level of achievement of collective and individu-
al objectives, and in this way they give a clear sense of
direction and connect individual work with the Com-
pany’s objectives.

In exceptional cases, i.e. for outstanding performance
that exceeds the expected productivity, our employ-
ees receive special bonuses and bonuses for successful
participation in projects.

In addition to financial incentives, we also offer oth-
er types of motivation to our employees — the goal of
non-financial incentives is to grant social and profes-
sional recognition by providing respect and the sense
of self-actualization and belonging. One of the princi-
pal motivators is a feeling that your work and results
you achieved is recognized by others.

Managers of organizational units play the crucial role
in the development of non-financial motivation, as do
our programs for non-financial incentives and em-
ployee remuneration such as: Bravo Remuneration,
Discount System, Employee of the Month/Year, Best
Manager, I Have an Idea and many other.

The non-financial incentive programs provide our
employees with the opportunity to actively participate
in important segments of NIS’ business operations, to
develop their creativity and initiative and win awards,
all with the aim of maintaining the best work practices
and creating new values for the Company.
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Recruitment and Selection
of Candidates

In line with its slogan “The Future Starts with You”,
NIS believes that its future begins with each new em-
ployee that joins its team of over 11,000 people. The
candidate recruitment and selection process in NIS
is based on the principles that guarantee equal op-
portunities for all employees and job applicants, re-
gardless of their gender, religious or political beliefs,
national or social origin, and it prevents all types of
discrimination. Each decision regarding candidates
must be based on objective and relevant criteria, i.e.
the ability of the candidate to meet the requirements
and standards of the position they applied for. In 2019,
the team of the Sector for Recruitment, Selection and
Employer Brand hired approximately 1,900 candi-
dates from different fields.

This year as well, NIS has continued the practice of
providing internships for the most talented and am-
bitious students. To give students the opportunity to
intern at any time during the year, NIS has launched
NIS Calling in 2019. This new seasonal internship
program provides students with first work expe-
riences during 320-hour internships, with flexible
working hours which they can organise in accor-
dance with their faculty class schedules. For the two
rounds of NIS Calling internship program in 2019,
60 final-year and Master’s students were selected in
a thorough selection process. The selected students
are mainly future mining and geology, mechanical,
technology and electrical engineers as well as future
economists, psychologists and legal counsellors.
Since 2012, NIS has traditionally offered this intern-
ship program in collaboration with various univer-
sities, with the aim of facilitating the exchange of
knowledge and advancing science and research. The
aim of this programme is to motivate students thirsty
for knowledge and experience, and to introduce them
to the best global practices. After the first round of
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this year’s NIS Calling program, the best five interns
started working at NIS.

In 2019, we strengthened the media presence of NIS’
long-term program Return to Serbia, which has pro-
vided tens of our colleagues with the opportunity to
return to their country. By launching this program
and working closely with a number of organisations
which connect people from various fields as well as
with all individuals interested in continuing their ca-
reers in our company, we continue to support the re-
turn of highly qualified professionals who are ready to
assume leading positions and apply their knowledge
and skills in NIS.

NIS has also continued to strengthen its position of
a desirable employer by participating successfully in
over 20 job fairs, conferences, workshops and forums
during the year, including ESTIEM Case Study Show,
Original Conversations, Chatting with Your Company,
OPENS FundCon Fundraising Congress, HR Experi-
ence, HR Week 2019, Spanel and many other.

Our partnership with AIESEC, one of the largest stu-
dent organizations in the world, was marked by two
large projects implemented in 2019. The web plat-
form of this student organization and the Knowledge
Hub project enabled the exchange of NIS’ educational
programs and professional blogs written jointly by its
employees and students from Serbia. Additionally, NIS
has provided support to the Voice of the Young survey,
whose aim was to collect opinions and expectations of
over 3,000 young people throughout Serbia regarding
their first job and employer.

By setting ambitious goals and constantly improving
the experience of applicants that go through our re-
cruitment and selection process, we achieve results
that ensure our place among the best, and our good
practices serve as an example to other companies.
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Employee Number and Structure

L. . 12/31/2019 12/31/2018
Organizational unit
Direct Leasing Total Direct  Leasing Total
NIS j.s.c Novi Sad 4,218 3,633 7,851 4,059 3,594 7,653
Exploration and Production Block 923 178 1,101 858 216 1,074

Local subsidiaries 1,756 1,485 3,241

Naftagas - Oil Sevices LLC Novi Sad® 1,112 1,013 2,125

NIS Petrol LLC Banja Luka (Bosnia and
Herzegovina)

Jadran Naftagas LLC Banja Luka (Bosnia and
Herzegovina)

Other subsidiaries included in consolidation 467

O Zone j.s.c. Belgrade 4 100 104 4 123 127
l;l‘laaeor;/;l;)s:)as 0.0.0. Saint Petersburg (Russian 4 0 4 4 0 4
lesvetlostLLCBuJanovac ........................................................ O .................. O .................. O .................. o ............... O .................. O o
GpetmlLLcsara]evo (Bosmaand Herzegovma) .................... 459 .................. O 459 ............. 434 ............... O 434 :
TOTAL: 6,511 5,220 11,731 6,145 5,485 11,630

1 Asof 12/31/2019, there were 7 employees in the Block Services, but since they are currently transferring to the Oil Services, they are

presented as NFS’ employees in the table.

2 Therest of the Downstream Division consists of: Director of Division’s Office, Department for Crude Oil, Department of Planning, Opti-
mization and Analysis of Production and Sales, Department of Metrology and Group for Administration and Documentation Support.

3 Including the employees in subsidiaries.
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Employee Structure in terms of
Qualifications, Gender and Age*

Employee qualification structure

21 191 3,154 715 4,205
38%
28%
6%
I
PhD Master Bachelor College SS
Employee gender structure
3,033 8,131
27% 73%
® Men @ Women

1 Includes both direct employees and leased employees at NIS j.s.c.
Novi Sad, including representative offices and branches, subsidiar-
ies in the country and subsidiaries abroad, except for employees at
other subsidiaries that are undergoing consolidation.
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63 346 2,450 10 9
22%
3%
1% - 0% 0%
Ps HQ Q SQ vQ

Employee age structure

410 98
4% 19%
4,962 5,694
44% 51%
upto20 @ 20-40 40-60  ® over 60
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Causes of Employment Termination

In 2019, a total of 322 employees left NIS: 54 em-
ployees retired, 57 employees left NIS after termi-
nation of employment by mutual consent, while

the employment of 211 people was terminated on
other grounds - involuntary termination, volun-
tary termination (resignation), redundancy, etc.

Cause of employment termination NIS j.s.c. Novi Sad* Subsidiaries?

Retirement 33 21
Termm atlo n by muwalconsen t .................................................................................................... 51 ......................................... 6 .....
L Othe r ......................................................................................................................................... 104 ..................................... 107 ......

Total 188 134

1 Including representative offices and branches. Of the total number of terminations, 14 are from representative offices and branches.
2 Naftagas — Oil Services LLC Novi Sad, Naftagas — Technical Services LLC, Zrenjanin, Naftagas — Transport LLC Novi Sad and STC NIS

— Naftagas LLC Novi Sad.

1 NIS j.s.c. Novi Sad with the subsidiaries Naftagas — Oil Services LLC
Novi Sad, Naftagas — Technical Services LLC Zrenjanin, Naftagas —
Transport LLC Novi Sad and STC NIS — Naftagas LLC Novi Sad.
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1.12

Environmental Protection,
Industrial and Occupational

Safety

Taking care of the health and safety of our employees,
contractors, third parties, the local population and the
environment is a priority for NIS. A healthy, safe, ca-
pable, ready and motivated employee is not only an in-
dividual goal, but also an overall goal of the Company.

In 2019, in order to improve occupational health and
safety, NIS focused on the preparation for the imple-
mentation of the Karkas Safety Shield Program, im-
provement of the HSE competency of its employees
through an HSE culture improvement program, con-
tractor HSE management, monitoring the implemen-
tation of safety requirements for high-risk activities,
and further improvement of safe driving practices
(traffic safety).

172

Environmental Protection

In 2019, NIS continued with the practice of monitor-
ing environmental projects that eliminate and mit-
igate risks — i.e. bring high and medium risks to an
acceptable level. In the past year, we invested RSD 534
million in the implementation of green projects aimed
at protecting and improving the environment.

In order to ensure that our units operate in line with
the Directive 2010/75/EU on industrial emissions
and stricter emission limit values for air pollutants,
in 2019 we installed low NOx burners on the process
furnaces in the Hydrodesulfurization (HDS) Unit II,
Atmospheric Distillation Unit and the Fluid Catalytic
Cracking Unit (FCC) in the Pancevo Oil Refinery.
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We also completed the project on the separation of
sewer systems for faecal, oily and atmospheric waste-
water and the reconstruction of the wastewater treat-
ment plant in the PP Warehouse Novi Sad. In 2019, we
installed 6 separators on our petrol stations: 4 sepa-
rators were replaced, while 2 were installed on petrol
stations that had not previously had them. Therefore,
99% of our petrol stations have separators for treat-
ing oily atmospheric wastewater. The Company has a
total of 350 wastewater treatment plants.

We also continued our activities on remediation of

historical pollution on oil fields. Eight primary mud
pits were remediated, and the suction pit in OS KP

Overview of charges and

Water charges

Kikinda was remediated and recultivated. So far, the
Company has remediated 198 primary mud pits and
two absorptives pools, whose total area is 150,612 m?2.

A study defining measures and activities was con-
ducted for the purpose of preparing NIS’ units for
participation in the EU greenhouse emissions trading
system, and implementing a system for monitoring,
reporting and verifying greenhouse emissions in ac-
cordance with the EU ETS Directive.

In 2019, nearly RSD 359.4 million was allocated for the
costs of fees and taxes for environmental protection,
as well as water fees.

Environmental protection Total

fees in 2019 (RSD million) charges and fees (RSD million)
(RSD million)

NIS j.s.c. Novi Sad 77.7 278.0 355.7

Subsidiaries* 1.6 2.1 3.7

Total 79.3 280.1 359.4

1 Including Naftagas — Oil Services LLC Novi Sad, Naftagas — Technical Services LLC Zrenjanin, Naftagas — Transport LLC Novi Sad and

STC NIS - Naftagas LLC Novi Sad.
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In 2019, NIS continued with

the practice of monitoring
environmental projects that
eliminate and mitigate risks — i.e.
bring high and medium risks to an
acceptable level.
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Industrial Safety

The industrial safety management system includes
hazard identification, risk assessment and manage-
ment of risks related to production processes and
processing equipment. Supported by advanced tech-
nological solutions, modernization of production and
continuous employee development, this system pro-
vides adequate prevention, monitoring, and effective
and timely response in emergencies.

Fire Protection

In 2019, the Company added new vehicles to its fleet:
two new fire engines for the Firefighting Units in
Elemir and Pancevo, and
three emergency vehicles, distributed at locations
in Pancevo, Elemir and Kikinda.

Improving the Skill Set, Equipment and Resources of

Firefighting Units:
in 2019, the Department for Emergency Man-
agement began the construction of its Training
Centre for members of firefighting units at the PP
Warehouse Novi Sad.;
NIS’ professional firefighting units won the 3rd
place at the international competition of Gaz-
prom Neft’s firefighting units in Omsk;
the team of the Firefighting Unit Elemir won the
1%t place on the Vojvodina Cup, and secured their
place in the National Firefighter Championship in
2020;
twenty-seven members of NIS’ firefighting units
completed rescue from height and depth training,
and the equipment necessary for their work was
procured;
all firefighting units transferred from VHF to UHF
frequency, thus ensuring a more reliable and bet-
ter-quality connection between their members.
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Process Safety

Process safety is a disciplined framework for manag-
ing the integrity of the operating system/processes of
handling hazardous substances. It relies on good de-
sign principles as well as on good engineering, oper-
ating and maintenance practices. This field deals with
the prevention and control of incidents that have the
potential to release hazardous materials and energy.
Such incidents may lead to exposure to toxic sub-
stances, fires and explosions, which in turn may cause
more dangerous incidents, including death, injuries,
property damage, unplanned production downtime
and environmental damage.

In order to improve process safety, the Company im-

plemented the following activities:
The crucial element of process safety is identifi-
cation of hazards and risk assessment. Great at-
tention was paid to this element in 2019. It should
be noted that the Company adopted several all-
new innovations and improvements in this area
— we acquired Leader, new software that organiz-
es risk assessments and maintains a risk register,
and reviews proposed technical measures that are
most effective for risk mitigation, i.e. for the im-
provement of process safety.
No less important element in process security is
managing technical and technological changes is
just as important element of process safety. At the
company level, we adopted a normative-method-
ological document (NMD) that ensures that changes
in project and technical documentation for plants,
operations, organisations or activities are system-
atically evaluated and reviewed prior to their imple-
mentation, in order to prevent accidental creation
of new risks or increase of the existing risks for em-
ployees, property, public goods or the environment.
Compared to 2018, the number of medium and
major events dropped by 40% in 2019 as the result
of our efforts in the area the process safety.
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Emergency Situations

In 2019, the documentation packages on emergency
situations in NIS j.s.c. were reviewed in line with or-
ganisational changes, the newly adopted Law on Di-
saster Risk Reduction and Emergency Management
and all bylaws that have resulted from it. Additionally,
the competent government body approved the com-
pleted Assessment of Risks of Exposure to Natural and
Other Disasters in NIS j.s.c. Novi Sad.

In 2019, we continued our collaboration with the
National Training Centre for Emergency Situations
within the Ministry of Interior of the Republic of Ser-
bia by holding joint drills and training sessions for

e Appendices

civil protection officers in locations at both the Sales
and Distribution Block and the Exploration and Pro-
duction Block.

Five command simulation exercises for emergency
responses were carried out with the participation of
the Emergency Preparedness and Response Teams
in the key locations of the Company’s infrastructure
(three exercises in locations at the Sales and Distribu-
tion Block; one exercise in a location at the Refining
Block and one exercise in a location at the Exploration
and Production Block).
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Occupational Safety

In 2019, in order to improve occupational health and
safety, NIS focused on the preparation for the imple-
mentation of the Karkas Safety Shield Program, im-
provement of the HSE competency of its employees
through an HSE culture improvement program, con-
tractor HSE management, monitoring the implemen-
tation of safety requirements for high-risk activities,
and further improvement of safe driving practices
(traffic safety).

When compared to 2018, the LTIF for 2019 was re-
duced by 25%. We recorded 43 LTIs in the 12 months
of 2018, whereas in the 12 months in 2019, there were
33 LTIs of the Company’s employees.

Indicator LTIF* -25%
2019 1.67
2018 2.22

* Ratio of the number of employee injuries with sick leave and to-
tal number of working hours multiplied by 1 million (total NIS j.s.c.
Novi Sad with subsidiaries Naftagas —Technical Services LLC Zren-
janin, Naftagas — Oil Services LLC Novi Sad, Naftagas — Transport
LLC Novi Sad, STC NIS - Naftagas LLC Novi Sad).

176

e Financial Statements

Risk Management in Occupational Safety

In 2019, NIS began making amendments to the Gen-
eral Risk Assessment in the Workplace and the Work En-
vironment in NIS j.s.c. and its subsidiaries. The amend-
ments include a new approach and concept of risk
assessment, in line with the legal requirements in the
Republic of Serbia which govern occupational health
and safety and which define the workplace as a space
where work is carried out in line with the new risk as-
sessment methods.

HSE Incident Management

The main objectives of HSE incident management are
as follows:
timely response and damage control, i.e. HSE in-
cident management;
prevention of future incidents by continuously
improving the HSE management system,;
legal compliance;
learning and sharing the lessons drawn from
each and every HSE incident.

Every employee or a third party who was present
during an HSE incident for any reason (participant/
witness) must immediately, without any delay, notify
the line manager or location host.

Pursuant to HSE Incident Classifier, HSE incidents are
classified as either major, medium-sized, minor or
potential (near misses).

After the investigation determines the key causes of
an incident, corrective measures must be defined in
order to remove these causes and prevent the occur-
rence of similar incidents. When formulating correc-
tive measures, systemic causes of HSE incidents must
be taken into consideration so as to ensure that these
incidents are not repeated. All measures that result
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from these investigations are entered into HSEnet,
and their implementation is monitored.

The picture below shows a transparency pyramid
with the number of HSE incidents that occurred in the
Company during 2019:

Transparency Pyramide

84

1,327

® Major Events Minor Events

® Medium Events @ Potential Events

As opposed to 2018, there were no major HSE inci-
dents in 2019.

During 2019, there were 33 work-related injuries with
days of sick leave (lost-time injuries, LTIs).

All major, medium and HiPo (high potential) incidents
that occurred in 2019 (including minor and poten-
tial incidents) were investigated at the request of the
head of the Block/Division. The investigations helped
identify 505 corrective measures that were scheduled
for implementation in 2019. The percentage of imple-
mented corrective measures recommended for 2019
through the investigations of HSE incidents is 85%.
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After an Incident Investigation Report is approved, we
prepare HSE Incident Notifications, i.e. HSE warnings
that are distributed to all employees in the Company
and their colleagues in the GPN Group. In this way, we
ensure the exchange of information on HSE incidents
and of lessons learned that tell us how to prevent these
or similar incidents in the future.

Karkas Safety Shield Project

This project was created in Gazprom Neft on the basis
of an analysis of HSE incidents in 69 of its subsidiary
companies (SCs). First, they carried out an analysis of
major and medium-sized incidents from the previous
three years (2016-2018), and then identified the areas
that pose the greatest risk in the Company in the field
of occupational safety and health.

On the basis of the identified risks, Gazprom Neft
defined requirements/barriers for 9 areas: electrical
safety, work at height, high-risk work activities, acci-
dent protection, accidents and disasters, traffic safety
and hydrogen sulphide emissions. These must be met
by all SCs in the Group in order to reduce risks and
prevent all undesirable effects on the company.

Project Goals:
“Objective 0” — eliminating injuries, accidents,
incidents and harmful effects on the environment;
raising the level of industrial safety culture;
preventing fatal and other injuries of employees
and contractors;
reducing financial losses caused by incidents and
accidents;
maintaining the positive image of the Company
with regard to industrial safety culture in the
areas that are within social responsibility of NIS
j.s.c. and PJSC Gazprom Neft.

177



e Business Report

In 2019, NIS began the implementation of the Karkas
Safety Shield Program, which will last for three years.
We carried out the diagnostics in all Blocks and SCs,
and identified improvement measures, i.e. barriers
that will prevent undesirable HSE incidents.

Management of Contractors
and Third Parties

NISj.s.cis focused on promoting its collaboration with
contractors, improving contractors, safe work prac-
tices and raising health and safety awareness.

NISj.s.c. continued to work on improving the contrac-
tor management process in 2019 as well. For six years
on a row, our company has successfully managed its
contractors, aiming to improve the practices in the
areas of OHS (occupational health and safety), EP (en-
vironmental protection) and FP (fire protection).

In this year, the company reviewed its standard for
contractor HSE management. The “Stairs” program
clearly defines roles and responsibilities of internal
process participants and contractors. Numerous pro-
cesses were improved and optimized.

Key responsible persons completed training for CSM
(Contractors System Management) in all blocks and
subsidiary companies. For 2020, we plan to organize
workshops with contractors, as well as additional
training courses for employees for contractor man-
agement.

As is tradition, we held the 11t Contractor HSE Forum.
The HSE Forum also included a panel discussion, pre-
sentation of good practices, exposition of the “Stairs”
program and promotion of the best contractors. Elev-
en contractor companies were promoted and awarded.
By awarding and promoting the best contractors, our
company showed that it recognized the contractors
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that manage their contractual obligations in a safe,
professional and responsible manner.

Employee Health Care

Ensuring that our employees are both physically and
mentally healthy is one of the strategic goals of the
Company, as well as an important task of the HSE
Function. The main focus of employee health care is
on prevention, early detection of diseases, health sur-
veillance and prevention of occupational diseases, as
well as on the improvement of the physical and men-
tal health of our employees. Promotion of a healthy
lifestyle and raising awareness of the importance of
prevention in health care is accomplished through
educational campaigns, training and other communi-
cation channels.

As a socially responsible company, we organise a wide
range of health screening tests (in 2019 - 21,126 em-
ployees underwent the examinations) with the aim
of prevention and early detection of cancer, diabetes,
heart diseases, etc.

In addition to regular health screenings in 2019, we
also organized “mini health screenings” where our
employees could check their blood sugar level, blood
pressure, body mass index (BMI) and measure carbon
monoxide (CO) levels in exhaled air.

During 2019, several campaigns were conducted on
the prevention of obesity, diabetes, dehydration, car-
diac and oncological diseases.

The Traffic Safety Week included workshops with drug
driving and drink driving simulators that demon-
strated the effect that alcohol and drugs can have on
driving (using glasses), which was just one of regular
activities aimed at tackling alcohol and drug abuse in
the workplace.

NIS Group
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In order to prevent drug and alcohol abuse at work,
the company tests its employees and third parties by
administering regular and random alcohol tests at the
company'’s entrance/exit gates and locations. In 2019,
the company’s employees and contractors underwent
28,702 tests at its various locations.

Traffic Safety

NIS’ employees cover approximately 40 million kilo-
metres per year, which means that they are exposed
to a large number of traffic risks. Our company pays
great attention to the safety of its employees in traffic
in order to minimize these risks.

In 2019, we carried out many activities aimed at pro-
active and preventive action, including: practical and
theoretical training courses in collaboration with
the Ministry of Defence (military obstacle course in
Kraljevo); continued use of continuous vehicle mon-
itoring (IVMS — In Vehicle Monitoring System); pro-
vision of advisors for transport of dangerous goods
in all NIS’ organizational units; presenting quarter-
ly awards to the best drivers recognized by the IVMS
and RAG+ (Red Amber Green) reports, campaigns,
informing employees about risks and hazards and
advising them on safe driving practices (summer and
winter conditions, low visibility, driving fresh, etc.),
updating the “drivers’ base” — i.e. driving records
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e-system, so that all employees and their managers
can check the current status of the driving style, other
activities (reports, notifications to the management,
preparation of normative documents, coordination
and planning of activities for organizational units
within the company, etc.).

RAR (Road Accident Rate) is the ratio of traffic acci-
dents. The RAR for 2019 is 0.27 (there were 11 road
accidents).

RAR Indicator* +8%
2019 0.27
2018 0.25

* The ratio of traffic accidents per kilometres travelled mul-
tiplied by 1 million.
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HSE Culture Improvement

In collaboration with the British company Dekra, NIS
began implementing the HSE Culture Improvement
Program in 2018.

In the first year, the Refining Block and the Services
Block held two group training modules and began
coaching activities. In 2019, new workshops were
organized — group training programs for operators,
leaders and potential Champions, while the coaching
process began in other block as well.

In 2019, we held the following group training mod-
ules: “Leading Safety Performance“, “Hazard Hunt"
and “Just and Fair Culture“ — the total of 33 work-
shops with over 480 participants. The top 40 Cham-
pions attended a two-day training course “Coaching
for High Performance“ (three specialized workshops).
The results of evaluations of these training programs
show that they are well-received in all organizational
units, that the participants were open to cooperation
and that they believe in changes in NIS.

In 2019, there were 98 days of coaching, and nearly
200 leaders took part, from all levels of hierarchy. The
coaching program also included the top management
in NIS and its blocks, which provides support to this
program and sets an example for other leaders, their
co-workers.

A survey on the opinions about coaching from June
2019 showed that leaders were more open to coaching
after participating in it, that they were satisfied with it
and that coaching provided them with useful knowl-
edge and skills that they would be able to apply in
their future work. The survey participants also believe
that coaching techniques help improve leadership,
strengthen trust between leaders and employees, help
them in personal development and improve personal
and overall safety in the company.

HSE Training, Development of HSE
Competency and Employee Awareness

In 2019, the focus was on revising and updating ed-
ucational materials for workplace training programs
(M2) and HSE management system training pro-
grams (M3), with the aim of improving the quality
of training.

Since overall safety depends on our joint dedica-
tion and readiness to apply good HSE practices at all
times and in all circumstances, the Company car-
ried out both internal and external HSE training for
38,464 employees (i.e. 154,849 hours was spent on
HSE training) in 2019.

I [V | £
38,464 10,931 154,849

employees attended
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contractors trained

hours spent on HSE trainings
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HSE Motivation

The number of employees awarded through HSE Mo- the total of 8,965 employees were rewarded, 1,547 of
tivation increases every year: between 2012 and 2019, = whom received awards in 2019.

HSE Indicators

HSE Indicators 2019 2018 % of changes

Injuries 112 119 I 6%
Lost-time injuries 33 43 - 23%
Fire 32 22 - 45%
Traffic accidents 11 10 - 10%
Environmental pollution 14 16 . 12%
Inspection visits coefficient 0.17 0.19 . 10%
Visits by inspection bodies 1,029 799 - 29%
Measures proposed during inspection visits 178 155 . 15%
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1.13

Corporate Social

Responsibility

Corporate social responsibility
and community development

A responsible attitude towards the community,
strengthening it and creating conditions for its fur-
ther development are NIS’ priorities for its social-
ly responsible projects. For years, NIS has been one
of the leading domestic social investors under the
slogan “Future at Work”. In the last decade, around
RSD 3.8 billion has been invested in numerous edu-
cational, health, social, cultural and sports projects
and institutions. NIS’ focus in this area is the support
to the young generations since they are the driving
force of our future development, and the wish to help
them unlock their full potential in their own coun-
try. Within the Common Cause Community program
only, more than RSD 1.2 billion has been invested in
community development, and more than 950 dif-
ferent projects have been implemented. This way, in
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the past 11 years, NIS has supported the procurement
of equipment for 14 maternity wards, 27 communi-
ty health centres and a dozen children’s hospitals,
and renovated 75 children’s playgrounds and parks,
among other things.

When it comes to Common Cause Community 2019 pro-
gram, the focus was on providing support to health-
care providers, especially those specialized in treat-
ing children. In 2019, a total of RSD 116.5 million was
invested in the community through 20 projects with-
in this program. This money was used to purchase
state-of-the-art medical equipment and devices and
renovate important health healthcare providers in 13
partner cities and towns across Serbia — Belgrade,
Novi Sad, Ni§, Cacak, Zrenjanin, Panfevo, Kikin-
da, KanjiZa, Novi Becej, Srbobran, Zitite, PoZarevac
and PlandiSte. Owing to these projects, implemented
through NIS’ partnership with local communities,
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healthcare providers in our country now have mod-
ern ambulances for emergency services, vehicles for
domiciliary care, ultrasound machines for infant hip
screening, modern dental and ophthalmic equip-
ment, ECG machines, inhalers, and other equipment
which is crucial for patient care.

Healthcare providers in Serbia received our support
in 2019 outside the Common Cause Community pro-
gram as well. The funds raised by NIS’ employees and
the company itself were donated to Dr. Vukan Cupi¢
Mother and Child Health Care Institute in Belgrade,
one of the most important healthcare providers in
Serbia and the region specialized in the treatment
and hospitalization of children and young patients.
The equipment procured for the Institute includes an
operating table, an anaesthetic machine, a vital signs
monitor, surgical lights and an aspirator. At the same
time, NIS’ employees and members of the Volunteer
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Club organized a campaign to decorate the interior of
the Institute in order to improve the conditions for
those who work and stay in this institution. In doing
so, NIS has expanded the list of healthcare providers
which received its support in this way, which include
the TirSova University Children’s Hospital in Belgrade,
Child and Youth Healthcare Institute of Vojvodina
in Novi Sad, Studenica General Hospital in Kraljevo,
Clinical and Hospital Centre in Kosovska Mitrovica,
Clinic for Burns in Belgrade, Haematology and On-
cology Ward for Children's Internal Medicine in Nis,
to name a few of many healthcare institutions which
received donations over the course of past years.

Of particular importance for NIS is the cooperation
with national and international educational institu-
tions, implemented through the corporate programme
“Energy of Knowledge”. Since 2012, NIS has been in-
vesting in the future and education of quality staff
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We have paid the greatest attention to children and young people
by investing in health care facilities, educational institutions, sports
and culture throughout Serbia.

We demonstrated our social re- We are particularly proud of our
sponsibility in 2019 yet again by staff's
investing over RSD

227V
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which was awarded the National

in various projects that contribute Volunteer Award.

to community development.
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through scholarships for students in Serbia and abroad
and continuous cooperation with educational institu-
tions and scientific societies in Serbia and abroad.

NIS has signed Memoranda of Cooperation with the
Russian State University of Oil and Gas “I. M. Gubkin“,
the St. Petersburg Mining University and the MGIMO
University in Moscow, as well as new Memoranda of
Cooperation with the Universities of Belgrade and
Novi Sad. In 2019, Memoranda of Cooperation were
also signed with the Faculty of Mechanical Engineer-
ing and Electronic Engineering in Nis.

In the Pancevo Mechanical and Electrical Engineer-
ing School “Nikola Tesla”, in cooperation with the
Ministry of Education, Science and Technological
Development and the Institute for the Advancement
of Education, the supplementing and adjustment of
the curricula was completed and new NIS classrooms
were opened in order to improve the working condi-
tions, adjust the school programme and train staff for
the needs of the Pancevo Oil Refinery.

In cooperation with the Serbian Chemical Society,
the Society of Physicists of Serbia and the Society of
Mathematicians of Serbia, in 2019, NIS supported
the organization of the Serbian Olympiad in Mathe-
matics, Physics and Chemistry and the departure of
the winners to international Olympiads. During the
2018/2019 school year, NIS has awarded scholarships
to 35 students attending Serbian faculties and oil and
gas universities in Russia. In 2019, 11 scholarship re-
cipients graduated from Serbian faculties and 18 from
Russian universities. Twelve students were employed
by the company. NIS continued to provide scholar-
ships to six students for pursuing master's degrees in
Russia. In the 2019/2020 school year, four new schol-
arships were awarded to students in Russia and five to
students of the University of Novi Sad.
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Mandatory internships were implemented for the re-
cipients of NIS scholarships from the Russian Feder-
ation and the following Serbian faculties: Technical
Faculty “Mihajlo Pupin”, Department of Industrial En-
gineering in the Exploitation of Oil and Gas, Faculty of
Technology and Faculty of Mining and Geology in Bel-
grade. Over 250 internships and field visits to the com-
pany by students of partner faculties were realized, as
well as over 30 guest lectures by NIS experts and schol-
arship recipients at partner faculties in Serbia.

The 7% NIS Russian Language Olympiad was held.
Support was continued for the implementation of bi-
lingual teaching at three schools in Serbia as well as
support for teaching at the Faculty of Education in
Sombor to provide adequate staff for teaching Rus-
sian. NIS Classrooms for Russian were opened in Titel,
Smederevska Palanka, Brekovo, Blace, Bajina Basta,
Vrbas and at the Belgrade Faculty of Philology. Dona-
tions continued to support schools in the adaptation
and equipment of the Russian language classrooms. In
cooperation with the Faculty of Philology in Belgrade,
the realization of the Serbian language classes at the
Russian School of the Embassy of Russia in Belgrade
was continued.

This year, in cooperation with the PEXIM Founda-
tion, NIS was once again the sponsor of the eighth
gala dinner organized by Serbian students at the Uni-
versity of Cambridge.

In 2019, NIS marked an important anniversary — 10
years of partnership with the Petnica Science Centre,
the leading regional institution for education and de-
velopment of young talents. A panel discussion was
organized on this occasion, sending a clear message
to the young generations — “It is possible to be suc-
cessful in your job in Serbia”. The goal of the discus-
sion was to encourage and motivate new generations
to pursue professional development, and stay in or re-
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turn to Serbia. Since 2009, NIS has donated over RSD
100 million to Petnica, and helped it purchase up-to-
date equipment (geoscanners) and offered its exper-
tise by having its experts take part in the seminars at
the Science Centre. In addition, for the seventh con-
secutive time, NIS provided support to the leading re-
gional event aimed at the promotion of education and
science among the young people — the Science Festi-
val in Belgrade held under the slogan “Reveal”. At the
event, NIS presented itself through an exhibition ti-
tled “Knowledge Motivates”, created with the aim of
revealing the secrets from the world of energy.

Since NIS’ social responsibility is oriented towards
the young, in 2019, the fourth “Youth Heroes” com-
petition was organized in collaboration with the EXIT
Foundation. The competition gave Serbia a new gen-
eration of young heroes, who will set an example for
the coming generations in our country by their deci-
siveness. At the closing ceremony held in the Svila-
ra Cultural Centre in Novi Sad, awards were given to
the 19 most successful candidates, who deserved the
“Young Hero” title owing to their achievements. There
were four categories of winners: science and educa-
tion, culture and art, entrepreneurship and creative
industries and social activism; in addition, a special
“Youth Heroes” award was presented. By organizing
this competition at the national level, NIS wishes to
contribute to the promotion of true values and to show
that, if they wish to make positive changes, individu-
als can accomplish great things and motivate the en-
tire community to act.

NIS has continued providing support to culture and
art as well. For the fourth year in a row, NIS was the
partner to Emir Kusturica in organizing the Autumn
Theatre Festival on Mokra gora, an event that pro-
motes the theatre and young artists. In 2019, NIS gave
its support to the Joy of Europe International Chil-
dren’s Festival for the eleventh year running. He also
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supported a unique international cultural event -Bel-
grade Dance Festival.

In 2019, NIS continued promoting sportsmanship and
healthy lifestyle among children throughout Serbia,
and it continued sponsoring top sport teams and as-
sociations, such as the Partizan Basketball Club, Ten-
nis and Basketball Federation of Serbia. The project
“We’re All on the Same Team” was carried out for the
third year running. Owing to this project, the trophy
won by the champions of Serbia in football travelled
across our country, making stops at NIS petrol sta-
tions, while mini half-court basketball tournaments
for future basketball champions were organized in the
three largest cities of Serbia. More than 2,000 young
athletes took part in these tournaments. In order to
promote sport among children, we also continued
holding free Open Tennis Schools in several cities
and towns in Serbia. Also, NIS continued supporting
Dusan Borkovi¢, the best Serbian car racing driver.

NIS made a big step forward in volunteering, as well.
The NIS Volunteer Club was officially established in
2018. The Club brings together more than 500 mem-
bers — our employees, who regularly take part in the
planning, design, and implementation of volunteer
activities. The Club has implemented numerous ini-
tiatives aimed at helping socially vulnerable groups,
children and the young, renovation of children’s
hospitals and environmental protection. In 2019, we
held a corporate competition titled “Improve! Teach!
Spread Joy!”. The top five initiatives, designed by NIS
employees, were selected and implemented. The vol-
unteers renovated the interior of a nursery school in
Sefkerin, the garden of the “Altruist” Association of
Persons with Developmental Delay in Zabalj, recon-
structed the fence around Milan Petrovi¢ School in
Novi Sad. They also attended the workshop organised
by the Association of Persons with Down Syndrome in
the Sound of Your Heart Cafe (“Zvuci srca”) in Bel-
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grade, and decorated the interior of Rade Drainac El-
ementary School in Belgrade. NIS volunteers partic-
ularly cherish the time spent with the children and
young people coming from these institutions and the
humanitarian organization “A Child’s Heart”. This
contribution through volunteering won us a Nation-
al Volunteering Award in the Achievement of the Year
category, which is traditionally awarded by the Re-
sponsible Business Forum and Smart Kolektiv. More-
over, the NIS Volunteer Club joined NURDOR’s initia-
tive named “Take a Step”, whose goal is to raise funds
for the construction of a new house in Belgrade for
parents of sick children undergoing treatment. Prepa-
ration of New Year’s gifts was traditionally saved for
the end of 2019. This time, gifts were given to the
children without parental care in the centres in Sub-
otica, KruSevac, Negotin, Pancevo and Ni$. The man-
agement and players of the Partizan Basketball Club
joined this initiative as well. This year, NIS volunteers
helped every child say what they wanted using draw-
ings, poetry or acting, to ensure that they received the
gift they wished for.

In 2019, NIS continued setting standards in sustain-
able development. The 2018 Sustainable Develop-
ment Report was presented — this is the ninth con-
secutive report since the beginning of reporting. On
this occasion, a ceremony was held in Rector’s Hall
at the University of Belgrade, in line with NIS’ de-
cision to bring young people into the focus of social
responsibility, and to encourage development of
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their potential. The central part of the ceremony was
a panel discussion titled “Investing in Young People
for a Sustainable Future of Serbia”, which was at-
tended by Kirill Tyurdenev, NIS CEO, Slavica Dukié¢
Dejanovi¢, Minister without Portfolio in charge of
demography and population policy, Zlatibor Loncar,
Minister of Health, and Mladen Sarfevi¢, Minister
of Education, while Aleksandar Anti¢, Minister of
Mining and Energy, opened the discussion. Owing to
the efforts made in this field, NIS was also presented
as an example of good practice at the session of the
Inter-Ministerial Working Group for the Implemen-
tation of the United Nations 2030 Agenda for Sus-
tainable Development, held in late December in the
Palace of Serbia.

NIS’ responsible attitude towards the local communi-
ty and its efforts to continuously improve the quali-
ty of products and services brought several awards
in 2019, including the Socially Responsible Business
Award by the Serbian Chamber of Commerce, Nation-
al Award in Occupational Safety and Health, the best
corporate brand award in the Products and Services
category within the Best of Serbia initiative organized
by the Chamber of Commerce and the Ministry of
Trade, Tourism, and Telecommunications.

In 2019, NIS invested over RSD 371 million in various
socially responsible projects, and improving the qual-
ity of life of a wider social community still takes pri-
ority in this field.

NIS Group
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Communication

Public Relations

The priority of NIS’ Department for Ex-

0
— ternal Communications is to inform the
More ) public about all crucial and other busi-
information o ] .

on Investor ness activities of the Group in a timely
Relations on gnq transparent manner. In line with
page 118

this priority, NIS fosters a timely and
bidirectional communication with the media and all
other interested parties — we inform them about all our
important events through press releases, regular press
tours for media representatives, statements given by
company representatives, expert articles and other
information posted on our corporate website (www.
nis.eu). Visitors of our corporate website can also view
information about investors, news about key develop-
ment projects and career opportunities in NIS, as well
as information on open calls and procurement proce-
dures. Our website also contains electronic versions
of annual reports and sustainable development re-
ports. NIS also continues to strengthen its social media
presence, which is crucial for fostering a bidirectional
communication with customers and other interested
parties. Our company has corporate and customer ac-
counts on all relevant social media platforms.
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Corporate Culture

In addition to its ability to adjust to the market needs
and implement new technologies, our company’s
success also depends on our readiness to change the
way in which we do our jobs.

In 2019, NIS created a 5-year HR strategy under the
slogan “Future Ready”, launching a series of positive
changes and projects concerning human resourc-
es management and development and improvement
of the workplace environment. Launched in 2018,
the project “Culture and Values Diagnostics and EVP
Creation” successfully defined the target corporate
culture that the company will strive to achieve in the
future period by creating an EVP and new corporate
values. The company’s long-term objective is to re-
main one of the most desirable employers in Serbia
and to strengthen its employer brand in various tar-
get groups. According to AIESEC’s (an international
student association) latest survey from 2019, NIS is
among the top 5 employers that young Serbs would
like to work for after finishing their studies.

NIS Group
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Informing Employees

Keeping your employees informed is essential for
meeting the business objectives and improving the
business operations of a company. In this sense, the
main goal of NIS Internal Communications is to pro-
vide employees with timely and accurate information
on all current topics — from business results, chang-
es and plans for company development, occupational
safety, staff development and training, to social and
other types of employee benefits. For achieving this
goal, NIS' Internal Communications utilize a variety
of tools that include print, electronic and digital infor-
mation channels. In the process of informing employ-
ees, two-way communication and feedback is very im-
portant. This form of open communication, in addition

to daily communication during work, was made pos-
sible for NIS' employees through the option to open-
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ly ask questions in the "Questions for Management"
section of the intranet portal, as well as at events such
as the ""Corporate Forum'. A key role in the feedback
chain belongs to the SOS line, which employees can
use for consultations on the ethical standards of the
Company, as well as for reporting unlawful or uneth-
ical activities, i.e. activities that violate the provisions
of the Code of Business Ethics. In addition to keeping
employees informed, Internal Communications play a
significant role in the process of improving corporate
culture, in which they provide communication support
for the promotion of corporate values through inter-
nal marketing activities, such as communication cam-
paigns, organization of internal events, and surveying
of employee opinions on key topics related to their
commitment to the company.
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Government Relations
Cooperation with Business Associations

In 2019, NIS collaborated with business associations,
guided by a common interest in continuously improv-
ing the business environment in Serbia. Cooperation
with associations allows the exchange of knowledge
and experience with the wider business community
in Serbia and enables the formulation of optimal pro-
posals for improving business conditions.

As in the previous period, the most intensive coop-
eration took place with the Foreign Investors Council
(FIC), the American Chamber of Commerce in Serbia
(AMCHAM) and the Serbian Chamber of Commerce
(SCC), as well as the trade association National Petro-
leum Committee of Serbia — World Petroleum Council
(NPCS-WPC).

During 2019, NIS representatives participated in the
working groups and committees of FIC, AMCHAM
and SCC, providing expert input in the creation of in-
tegrated proposals of the most important economic
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factors for improving the legislation and actions of
competent government bodies.

NPCS-WPC also received support in organizing and
planning participation in the upcoming 23rd World
0il Federation Congress in Houston, United States, to
be held in 2020. NIS’ representatives are also partic-
ipating in the preparation of a regional workshop on
Digitalization in the oil and gas sector, which will also
take place next year.

Curbing the Grey Market

In 2019, NIS cooperated with the Coordination Com-
mission for the Improvement of Inspection as well as
the competent inspection bodies in order to maintain
effective control in this area.

As a comprehensive measure of reducing the grey
market in the country, NIS supports the implemen-
tation of the National Program for Suppression of the
Shadow Economy and the associated Action Plan for
2019-2020.

NIS Group
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Research

and Development

In all segments of its business, NIS is dedicated to
continuous technological development and introduc-
ing innovations into business.

STC NIS-Naftagas LLC Novi Sad, a daughter compa-
ny fully owned by NIS, provides its parent company
with scientific, technical and innovational support
in the field of oil and gas exploration and production.
The research and development activities within STC
NIS-Naftagas have a dual role — coordinating and
performing scientific and research work.

Implementation and development of new technolo-
gies, scientific and research activities, as well as in-
creasing the efficiency of exploration, production and
refining of oil and gas remain in focus of the STC man-
agement and employees. It is oriented towards several
directions. In the field of geological exploration, STC
is implementing a regional project, whose aim is the
discovery of hydrocarbons in Paleozoic or intra-Pa-
leozoic rocks, and, in the case of discovery, their effi-
cient production. In the field of exploration and pro-
duction of oil and gas, we are working on finding the
optimal solution for preventing the removal of sand
from low-bonded rock collectors, the right choice of
polymers for heavy and viscous oil reservoirs in or-
der to increase the coefficient of utilization as well as
agents for preventing the formation of chemical de-
posits on equipment production in wells.
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To prepare produced crude oil for transport to the re-
finery, STC is optimizing a demulsifier which will sep-
arate the water produced together with oil as quickly
as possible and shorten the production process. The
laboratory is introducing new methods of testing pe-
troleum products and having them accredited in ac-
cordance with EU standards. It is also extensively pre-
paring for the application of completely new methods
for testing botom-of-the-barrel products.

Apart from these directions, STC is actively engaged
in the development and application of new technol-
ogies, including information and communication
technologies in its core activity. In this direction, STC
has made large steps in the field of improving user
software support, database maintenance, implemen-
tation and maintenance of a virtual platform. It also
provides support and maintains software for pro-
cessing seismic data, coordinates and leads projects
with IT elements, and implements new infrastruc-
tural and software solutions in accordance with the
Company’s core activity.

The realization of these activities was made possible
by constant improvement of our employees’ expertise
and by investment in information technologies, both
of which represent key prerequisites for development
of NISj.s.c.

NIS Group
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Further Development

Exploration
and Production Block

Exploration and Production

The following is planned for 2020:
implementation of exploration and development
drilling programs in Serbia and Romania;
implementation of programs of geological and
technical activities;
maintaining the pace of base production decline;
fulfilment of programs and extension of licensing
obligations at 6 exploration areas in Serbia;
construction of a gathering station in the Idos oil-
field;
continued implementation of 5S, SOP, visual
management systems;
development of the Teremia North field;
start of the Velika Teremija Project;
implementation of the Smart Activist Group Project.

Downstream Division
Refining Block

The commissioning of the DCU unit is key target
which is planned during 2020, which will lead to an
increase in the refining margin due to an increase in
refining depth.

Implementation of planned projects and measures is
also expected to increase efficiency (energy efficiency,

losses, personnel, operational availability).
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The implementation of digital transformation is also
planned within:
“Master APC” Project;
“RAM software” — Reliability, Availability and
Maintainability Software Project;
“Predictive maintenance” system.

Within the three-year investment plan, key projects
are planned to be implemented:
reconstruction of the FCC Unit and construction
of a new ETBE unit;
reconstruction of an industrial sidetrack in the
RNP’s perimeter;
reconstruction of corrosion prevention systems
in the Atmospheric Distillation Unit;
implementation of biofuels;
reconstruction of the fire protection system in the
RNP.

Sales and Distribution Block

The Sales and distribution Block’s plans for 2020 in-
clude:
reconstruction and construction of PSs in Serbia,
and construction of PSs in Romania and Bosnia;
network of installations — the initial phase of the
reconstruction of oil bases in Novi Sad, Nis and
Elemir;
procurement of vehicles to increase the SETT’s
capacities: replacement of tractor units for the
transport of white goods;
further expansion of Drive Cafe concept: opening
two mobile Drive Cafes in Serbia, introduction of
new products under own brand,
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personalized offers for users of the On the Road
With Us cards via the cashier display ("General

offer");

further implementation of the DRIVE.GO mobile
application (a software application for improv-
ing the performance of regional managers), PS

G-Manager and the Paketomat mobile application;
development of the features of the On the Road
With Us mobile application (map virtualization),
development of a new feature of the Agro pay-
ment card and expansion of the range of cash
back services for users of Dina cards;
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automation of goods receipt process on PS —
(Mobile PDA);

NIS Corporate Sport 2020: year-round employee
health promotion program; Gazprom Neft Winter
Sports Games in February; continued support for
daily recreational activities to 5 other cities across
Serbia; NIS Sports Games in May; sports games
of Gazprom Neft’s Regional Sales Departments
in June next year, Gazprom Neft Summer Sports
Games in September, Naftijada — sports games of
oil and gas companies from Southeast Europe in
October 2020.
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e Business Report e Financial Statements
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e Statement of Individuals Responsible for the Preparation
of Financial Statements
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e Appendices
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e Business Report e Financial Statements
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e Statement of Individuals Responsible for the Preparation e Appendices
of Financial Statements
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e Business Report

Balance Sheet

e Financial Statements

31 December

31 December

Note 2019 2018

A. SUBSCRIBED CAPITAL UNPAID = =
B. NON-CURRENT ASSETS 320,839,098 302,062,697
I INTANGIBLE ASSETS 8 17,158,823 16,539,426

1. Development investments 11,439,830 9,306,366

2. Concessions, licenses, software and other rights 1,789,031 1,478,440

3. Goodwill - -

4. Other intangible assets 828,521 848,909

5. Intangible assets under development 3,101,441 4,905,711

6. Advances for intangible assets - -

11. PROPERTY, PLANT AND EQUIPMENT 9 264,872,407 246,779,004
1. Land 10,340,860 10,361,685

2. Buildings 141,926,803 135,240,544

3. Machinery and equipment 57,184,859 59,129,900

4, Investment property 1,694,307 1,730,100

5. Other property, plant and equipment 77,617 76,536

6. Construction in progress 53,175,055 39,282,267

7. Investments in leased PP&E 135,718 199,804

8. Advances for PP&E 337,188 758,168

II1. BIOLOGICAL ASSETS = =
1. Forest farming - -

2. Livestock - -

3. Biological assets in production - -

4. Advances for biological assets - -
IV. LONG-TERM FINANCIAL INVESTMENTS 38,573,684 38,735,288
1. Investments in subsidiary 10 13,425,586 13,425,586

2. Investments in joint ventures 11 1,038,800 1,038,800

S e o e and ot

4. Long term investments in parent and subsidiaries 12 23,205,187 23,279,079
5. Long-term investments in other related parties - -

6. Long-term investments - domestic - -

7. Long-term investments - foreign - -

8. Securities held to maturity - -

9. Other long-term financial investments 13 808,449 877,661

V. LONG-TERM RECEIVABLES 234,184 8,979
1. Receivables from parent company and subsidiaries - -

2. Receivables from other related parties - -

3. Receivables from sale of goods on credit - -

4, Receivables arising out of finance lease contracts 9,515 8,979

5. Claims arising from guarantees - -

6. Bad and doubtful receivables - -

7. Other long-term receivables 224,669 -

In thousand RSD
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e Statement of Individuals Responsible for the Preparation
of Financial Statements

e Appendices

Note

31 December

31 December

2019 2018
C. DEFFERED TAX ASSETS 14 962,195 2,405,175
D. CURRENT ASSETS 98,006,123 97,006,290
I INVENTORY 15 44,495,986 44,951,884
1. Materials, spare parts and tools 27,586,180 23,257,263
2. Work in progress 4,859,254 4,923,492
3. Finished goods 9,636,535 13,042,863
4. Merchandise 2,010,350 3,220,159
5. Assets held for sale 91,901 9,271
6. Advances for inventory and services 311,766 498,836
II. TRADE RECEIVABLES 16 28,372,063 27,501,759
1 Eft)rz;a;;i;;;ade receivables - parents and 378,770 358735
2. Foreign trade receivables - parents and subsidiaries 4,092,863 2,652,875
3. Domestic trade receivables - other related parties 1,184,469 1,226,862
4. Foreign trade receivables - other related parties 96,193 629,519
5. Trade receivables - domestic 21,663,394 21,859,900
6. Trade receivables - foreign 956,374 773,868
7. Other trade receivbles - -
III. RECEIVABLES FROM SPECIFIC OPERATIONS 266,456 248,374
IV. OTHER RECEIVABLES 17 1,934,027 1,290,500
V. FINANCIAL ASSETS AT FAIR VALUE _ _
) THROUGHT PROFIT OR LOSS
VI. SHORT TERM FINANCIAL INVESTMENTS 18 5,433,722 5,628,600
L P :
5 Short-term loans and investments - other ) )
’ related parties
3. Short-term loans and investments - domestic - 23,639
4. Short-term loans and investments - foreign - -
5. Other short-term loans and investments 5,385,537 5,604,961
VII. CASH AND CASH EQUIVALENTS 19 13,501,827 12,222,578
VIII. VALUE ADDED TAX = =
IX. PREPAYMENTS AND ACCRUED INCOME 20 4,002,042 5,162,595
19, TOTAL ASSETS 419,807,416 401,474,162
F. OFF-BALANCE SHEET ASSETS 21 114,298,524 113,012,309

Annual Report 2019
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e Business Report

e Financial Statements

31 December

31 December

Note 2019 2018
A. EQUITY 260,463,602 249,303,631
L EQUITY 81,530,200 81,530,200
1. Share capital 22 81,530,200 81,530,200
2. Stakes of limited liability companies - -
3. Stakes - -
4. State owned capital - -
5. Socially owned capital - -
6. Stakes in cooperatives - -
7. Share premium - -
8. Other capital - -
II. SUBSCRIBED CAPITAL UNPAID = =
III. OWN SHARES = =
IV. RESERVES = =
V. REVALUATION RESERVES FROM VALUATION OF INTANGIBLES, 152,143 152,143
PROPERTIES, PLANT AND EQUIPMENT ! !
VL COMPONENTS OF OTHER COMPREHENSIVE INCOME 117,174 147,01
VIL UNREALIZED LOSSES FROM SECURITIES AND OTHER 58,183 60.082
COMPONENTS OF OTHER COMPREHENSIVE INCOME ! )

VIII. RETAINED EARNINGS 178,722,268 167,534,359
1. Retained earnings from previous years 161,022,203 141,466,870
2. Retained earnings from current year 17,700,065 26,067,489
IX. NON-CONTROLLING INTEREST = =
X. LOSS = =
1. Loss from previous years - -
2. Loss from current year - -
B. LONG-TERM PROVISIONS AND LIABILITIES 94,487,675 97,447,273
I. LONG-TERM PROVISIONS 23 11,251,613 10,079,405
1. Provisions for warranty claims - -
2. Provision for environmental rehabilitation 9,862,043 9,148,887
3. Provisions for restructuring costs - -
4, Provisions for employee benefits 1,135,761 701,478
5. Provisions for litigations 253,809 229,040
6. Other long term provisions - -
II. LONG-TERM LIABILITIES 24 83,236,062 87,367,868
1. Liabilities convertible to equity - -
2. Liabilities to parent and subsidiaries 13,673,582 19,240,982

In thousand RSD
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e Statement of Individuals Responsible for the Preparation
of Financial Statements

e Appendices

31 December

31 December

Note 2019 2018
3. Liabilities to other related parties - -
4. Liabilities for issued long-term securities - -
5. Long term borrowings - domestic 46,581,100 50,326,327
6. Long-term borrowings - foreign 22,329,288 17,227,014
7. Finance lease liabilities 652,092 573,545
8. Other long-term liabilities - -
C. DEFFERED TAX LIABILITIES 14 = =
D. SHORT-TERM LIABILITIES 64,856,139 54,723,258
I SHORT-TERM FINANCIAL LIABILITIES 25 7,519,940 8,141,968
1. Short term borrowings from parent and subsidiaries 1,594,071 2,218,378
2. Short term borrowings from other related parties - -
3. Short-term loans and borrowings - domestic - -
4. Short-term loans and borrowings - foreign - -
5. Liabilities relating to current assets and held—for—sale B B
assets attributable to discounted operations
6. Other short term liabilities 5,925,869 5,923,590
II.  ADVANCES RECEIVED 2,040,024 1,322,558
III. TRADE PAYABLES 26 36,720,956 25,887,149
1. Trade payables - parent and subsidiaries - domestic 4,389,956 3,063,798
2. Trade payables - parent and subsidiaries - foreign 10,596,754 10,254,323
3. Trade payables - other related parties - domestic 1,208,375 1,250,402
4., Trade payables - other related parties - foreign 503,451 661,182
5. Trade payables - domestic 6,496,104 5,811,834
6. Trade payables - foreign 13,449,126 4,843,290
7. Other operating liabilities 77,190 2,320
Iv. OTHER SHORT-TERM LIABILITIES 27 7,589,108 7,999,458
V. LIABILITIES FOR VAT 935,984 1,146,310
VI. LIABILITIES FOR OTHER TAXES 28 6,979,573 6,987,963
VII. ACCRUED EXPENSES 29 3,070,554 3,237,852
LOSS EXCEEDING EQUITY = =
TOTAL EQUITY AND LIABILITIES 419,807,416 401,474,162
OFF-BALANCE SHEET LIABILITIES 21 114,298,524 113,012,309
In thousand RSD
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e Business Report

Income Statement

e Financial Statements

Year ended 31 December

Note 2019 2018
INCOME FROM REGULAR OPERATING ACTIVITIES
A. OPERATING INCOME 7 245,288,826 258,523,448
I. INCOME FROM THE SALE OF GOODS 29,317,171 9,562,486
1 Incor'm'a from sales of ggods to parent and 227,251 58413
subsidiaries on domestic market
o Incomg from sales qf goods to parent and 142,551 216,831
subsidiaries on foreign market
3. Income from the sgle of goods to other related 1,283 102
parties on domestic market
a Incqme from the sale of goods to other related 187,210 135,052
parties on foreign market
5. Income from sale of goods on domestic market 27,314,442 8,424,284
6. Income from sale of goods on foreign market 1,444,434 727,804
I1. INCOME FROM SALES OF PRODUCTS AND SERVICES 215,587,750 248,477,040
1 Income from sal.es., of products and. services to 838,470 1,146,373
parent and subsidiaries on domestic market
o Income from salgg of products ‘and services to 18,431,398 15,826,450
parent and subsidiaries on foreign market
3. Income from sales of prod_ucts and services to other 19,071,606 26,702,899
related parties on domestic market
4. Income from sales of products and services to other 385,054 536,311
related parties on foreign market
5. Income.from sales of products and services — 150,161,146 170,038,052
domestic
6. Income from sales of products and services — foreign 26,700,076 33,326,955
I INCOME FROM PREMIUMS, SUBVENTIONS _ 2.3
) AND DONATIONS 1257
IV. OTHER OPERATING INCOME 383,905 481,665
EXPENSES FROM REGULAR OPERATING ACTIVITIES
B. OPERATING EXPENSES 222,587,880 226,386,000
I. COST OF GOODS SOLD 25,965,473 8,077,143
II. WORK PERFORMED BY THE ENTITY AND CAPITALIZED 2,343,286 1,613,042
I INCREASE IN INVENTORIES OF UNFINISHED AND FINISHED _ 6,006,557
: GOODS AND ONGOING SERVICES ! ’
V. DECREASE IN INVENTORIES OF UNFINISHED AND FINISHED GOODS 3,470,567 _
: AND ONGOING SERVICES ! !
V. COST OF MATERIAL 130,509,980 162,591,024
VL COST OF FUEL AND ENERGY 3,139,822 3,336,459
COST OF SALARIES, FRINGE BENEFITS AND
VIl OTHER PERSONAL EXPENSES 15,593,065 15,245,145
VIII. COST OF PRODUCTION SERVICES 30 15,108,734 14,323,354
DEPRECIATION, DEPLETION AND
IX.  AMORTIZATION 8,9 19,005,884 18,301,276
In thousand RSD
212 NIS Group



Year ended 31 December

Note 2019 2018
X. COST OF LONG-TERM PROVISIONING 604,750 618,876
XI. NON-PRODUCTION COSTS 31 11,532,891 11,512,322
C. OPERATING GAIN 22,700,946 32,137,448
D. OPERATING LOSS = =
E FINANCE INCOME 32 3,083,292 4,578,389
G
1 Finance income - parent company and subsidiaries 1,756,956 2,026,867
2 Finance income - other related parties 5,522 22,490
3. Share of profit of associates and joint ventures - -
4. Other financial income 11,586 27,827
II. INTEREST INCOME (FROM THIRD PARTIES) 478,114 765,027
I1I. FOREIGN EXCHANGE GAINS (THIRD PARTIES) 831,114 1,736,178
F. FINANCE EXPENSES 33 3,527,458 5,427,179
L PARTIES AND OTHER FINANCIAL EXPENSES 1,636926 1,694,814
1 Finance expense - parent company and subsidiaries 1,610,891 1,674,668
2 Finance expense - other related parties 4,728 12,735
3. Share of loss of associates and joint ventures - -
4 Other financial expense 21,307 7,411
L. INTEREST EXPENSE (FROM THIRD PARTIES) 1,446,602 1,940,679
IL. FOREIGN EXCHANGE LOSSES (THIRD PARTIES) 443,930 1,791,686
G. PROFIT FROM FINANCING OPERATIONS = =
H. LOSS FROM FINANCING OPERATIONS 444,166 848,790
T o ATt W wes sossw
e
K. OTHER INCOME 35 1,141,058 969,970
L.  OTHER EXPENSES 36 1,452,124 1,426,519
M. OPERATING PROFIT BEFORE TAX 22,014,007 31,642,961
N. OPERATING LOSS BEFORE TAX = =
NET INCOME ATTRIBUTABLE TO
DISCONTINUED OPERATIONS, EXPENSES
0. ARISING FROM CHANGES IN ACCOUNTING = =
POLICIES AND CORRECTION OF PRIOR PERIOD
ERRORS
NET LOSS ATTRIBUTABLE TO DISCONTINUED
P OPERATIONS, EXPENSES ARISING FROM _ _
: CHANGES IN ACCOUNTING POLICIES AND
CORRECTION OF PRIOR PERIOD ERRORS
Q. PROFIT BEFORE TAX 22,014,007 31,642,961
R. LOSS BEFORE TAX - -

In thousand RSD
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e Business Report

Financial Statements

Year ended 31 December

Note 2019 2018
IL. INCOME TAX
I.  CURRENT INCOME TAX 37 2,870,963 3,922,034
II. DEFERRED TAX EXPENSE FOR THE PERIOD 37 1,442,979 1,653,438
I11. DEFERRED TAX INCOME FOR THE PERIOD 37 = =
S. PERSONAL INCOME PAID TO EMPLOYER - -
T.  NETPROFIT 17,700,065 26,067,489
V. NET LOSS = =
I NET INCOME ATTRIBUTABLE TO NON- _ _
’ CONTROLLING INTERESTS
II. NET INCOME ATTRIBUTABLE TO THE OWNER 17,700,065 26,067,489
11 NET LOSS ATTRIBUTABLE TO NON- _ _
’ CONTROLLING INTERESTS
IV. NET LOSS ATTRIBUTABLE TO THE OWNER = -
V. EARNINGS PER SHARE
1. Basic earnings per share 0.109 0.160
2 Diluted earnings per share - -
In thousand RSD
Statement of Other Comprehensive Income
Year ended 31 December
Note 2019 2018
A. NET PROFIT/(LOSS)
I PROFIT, NET 17,700,065 26,067,489
II.  LOSS,NET - -
B. OTHER COMPREHENSIVE PROFIT OR LOSS
a) Items that will not be reclassified to profit or loss
1. Changes in the revaluation of intangible assets, property, plant and equipment
a) increase in revaluation reserves - 72,748
b) decrease in revaluation reserves - -
2. Actuarial gains (losses) of post employment benefit obligations
a) gains - 4,531
b) losses 29,837 -
3. Gains and losses arising from equity investments
a) gains - -
b) losses - -
In thousand RSD
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e Statement of Individuals Responsible for the Preparation e Appendices
of Financial Statements

Year ended 31 December

Note 2019 2018
4 Gains or losses arising from a share in the associate’s other comprehensive profit
or loss
a) gains - _
b) losses - -

b) Items that may be subsequently reclassified to profit or loss

1. Gains (losses) from currency translation differences
a) gains - -
b) losses - -
2. Gains (losses) on investment hedging instruments in foreign business
a) gains - _
b) losses - -
3. Gains and losses on cash flow hedges
a) gains - _
b) losses - -
4. Gains (losses) from change in value of available-for-sale financial assets
a) gains 7,267 477
b) losses - -
L OTHER COMPREHENSIVE PROFIT BEFORE TAX = 77,756
IL. OTHER COMPREHENSIVE LOSS BEFORE TAX 22,570 =
.  TAXON OTHER COMPREHENSIVE INCOME OR LOSS FOR THE _ _
PERIOD
IV. TOTAL NET COMPREHENSIVE PROFIT = 77,756
TOTAL NET COMPREHENSIVE LOSS 22,570 =
C. TOTAL NET COMPREHENSIVE PROFIT
L TOTAL COMPREHENSIVE PROFIT, NET 17,677,495 26,145,245
IL. TOTAL COMPREHENSIVE LOSS, NET = =
D. TOTAL NET COMPREHENSIVE PROFIT / (LOSS) 17,677,495 26,145,245
1. Attributable to shareholders 17,677,495 26,145,245
2. Attributable to non-controling interest - -

In thousand RSD

Annual Report 2019 215



e Business Report e Financial Statements

Statement of Cash Flows

Year ended 31 December

Note 2019 2018

A. CASH FLOWS FROM OPERATING ACTIVITIES
I Cash inflow from operating activities 458,104,310 476,318,584
1. Sales and advances received 456,750,061 474,854,352
2. Interest from operating activities 970,344 982,567
3. Other inflow from operating activities 383,905 481,665
II. Cash outflow from operating activities 404,562,970 441,057,925
1. Payments and prepayments to suppliers 195,327,034 222,503,666
2. Salaries, benefits and other personal expenses 14,281,098 15,357,756
3. Interest paid 1,748,635 2,115,651
4. Income tax paid 4,060,442 5,306,655
5. Payments for other public revenues 189,145,761 195,774,197
II1. Net cash inflow from operating activities 53,541,340 35,260,659
IV.  Net cash outflow from operating activities = =

B. CASH FLOWS FROM INVESTING ACTIVITIES
I Cash flows from investing activities 9,266,231 10,495,139
1. Sale of shares (net inflow) 26,968 -
o E(gﬁfaegcsi Zr:L:?p:(leensf intangible assets, property, 391,038 368,430
3. Other financial investments (net inflow) 8,838,868 10,101,578
4. Interest from investing activities - -
5. Dividend received 8,457 25,131
1I. Cash outflow from investing activities 50,600,146 47,164,889
1 Acquisition of subsidiaries or other business ) )

(net outflow)

o Z:L?S;seensf intangible assets, property, plant and 41,820,136 43,100,975
3. Other financial investments (net outflow) 8,780,010 4,063,914
III.  Net cash inflow from investing activities - -
IV. Net cash outflow from investing activities 41,333,915 36,669,750

C. CASH FLOWS FROM FINANCING ACTIVITIES

In thousand RSD
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Year ended 31 December

Note 2019 2018
I. Cash inflow from financing activities 27,624,508 50,372,081
1. Increase in share capital - -
2. Proceeds from long-term borrowings (net inflow) 24 15,060,454 37,213,097
3. Proceeds from short-term borrowings (net inflow) 24 12,564,054 13,158,984
4. Other long-term liabilities - -
5. Other short-term liabilities - -
IL Cash outflow from financing activities 38,593,492 60,221,960
1. Purchase of own shares - -
2 Repayment of long-term borrowings (net outflow) 24 18,760,584 39,952,348
3 Repayment of short-term borrowings (net outflow) 24 13,188,360 13,239,092
4. Repayment of other liabilities (net outflow) - -
5 Financial lease 24 127,024 82,516
6 Dividend distribution 22 6,517,524 6,948,004
III.  Net cash inflow from financing activities = =
IV.  Net cash outflow from financing activities 10,968,984 9,849,879
D.  TOTAL CASH INFLOW 494,995,049 537,185,804
E. TOTAL CASH OUTFLOW 493,756,608 548,444,774
F NET CASH INFLOW 1,238,441 =
G NET CASH OUTFLOW = 11,258,970
o CASH AND CASH EQUIVALENTS AT THE 12,222,578 23,410,724
BEGINNING OF THE YEAR
L CURRENCY TRANSLATION GAINS ON CASH 256,062 370,178
AND CASH EQUIVALENTS
J. CURRENCY TRANSLATION LOSSES ON CASH 216,154, 299,354
AND CASH EQUIVALENTS
K. CASH AND CASH EQUIVALENTS AT THE END 13,501,827 12,222,578

OF THE YEAR

In thousand RSD
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e Business Report

Statement of Changes in Equity

e Financial Statements

Equity components

Share capital

Reserves Loss

Retained earnings

Balance as at 1 January 2018

a) debit

b) credit

81,530,200

157,276,833

Adjustments of material errors and changes in accounting policies

a) debit

8,860,905

b) credit

Restated opening balance as at 1 January 2018

a) debit

b) credit

81,530,200

148,415,928

Changes in period

a) debit

6,949,058

b) credit

26,067,489

Balance as at 31 December 2018

a) debit

b) credit

81,530,200

167,534,359

Adjustments of material errors and changes in accounting policies

a) debit

b) credit

Restated opening balance as at 1 January 2019

a) debit

b) credit

81,530,200

167,534,359

Changes in period

a) debit

6,512,156

b) credit

17,700,065

Balance as at 31 December 2019

a) debit

b) credit

81,530,200

178,722,268
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e Statement of Individuals Responsible for the Preparation

of Financial Statements

e Appendices

Other comprehensive income components

Revaluation reserves

Acturial gain/(loss)

Gains (losses) from change
in value of available-for-sale
financial assets

Total Equity

- - 64,014
81,796 142,480 - 238,967,295
- - - (8,860,905)
- - 64,014
81,796 142,480 - 230,106,390
2,401 - -
72,748 4,531 3,932 19,197,241
- - 60,082
152,143 147,011 - 249,303,631
- - 60,082
152,143 147,011 - 249,303,631
- 29,837 -
- - 1,899 11,159,971
- - 58,183
152,143 117,174 - 260,463,602
In thousand RSD
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Notes to the Stand-Alone
Financial Statements?

1. GENERAL INFORMATION

Open Joint Stock Company Naftna Industrija Srbije (the
“Company”) is a vertically integrated oil company op-
erating predominantly in Serbia. The Company’s prin-
cipal activities include:

Exploration, production and development of crude

oil and gas,

Production of refined petroleum products,

Petroleum products and gas trading and

Electric generation and trading.

Other activities primarily include sales of other goods,
works and services.

The Company was established in accordance with the
Decision of the Government of the Republic of Serbia
on 7 July 2005. On 2 February 2009, PJSC Gazprom Neft
(" Gazprom Neft") acquired a 51% of the share capital of
NIS a.d. which became a subsidiary of Gazprom Neft. In
March 2011, under the Company’s Share Sale and Pur-
chase Agreement, Gazprom Neft acquired additional
5.15% of shares, thereby increasing its percentage of
ownership to 56.15%. PJSC Gazprom, Russian Federa-
tion is the ultimate owner of the Company.

The Company is an open joint stock company listed on
the Belgrade Stock Exchange.

1 All amounts are in RSD 000, unless otherwise stated
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These Financial Statements have been approved and
authorized for issue by Chief Executive Officer and will
be presented to Board of Directors for approval.

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

2.1.  Basis of preparation

These financial statements for the year ended 31 De-
cember 2019 were prepared in accordance with the ap-
plicable Law on Accounting of the Republic of Serbia,
which requires full scope of International Financial
Reporting Standards (IFRS) to be applied as translat-
ed into Serbian and the other regulations issued by the
Ministry of Finance of the Republic of Serbia. In addition
the Law requires certain presentations and treatments
of accounts and balances which results in the following
additional departures from IFRS:
The financial statements are prepared in the for-
mat prescribed by the Ministry of Finance of the
Republic of Serbia,
“Off-balance sheet assets and liabilities” are
recorded on the face of the balance sheet. Such
items do not meet the definition of either an asset
or a liability under IFRS.
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As a result, the accompanying financial statements
cannot be considered as financial statements pre-
pared in full compliance with IFRS.

The preparation of financial statements in confor-
mity with the Law on Accounting of the Republic of
Serbia requires the use of certain critical accounting
estimates. It also requires management to exercise
its judgment in the process of applying the Compa-
ny’s accounting policies. The areas involving a higher
degree of judgment or complexity, or areas where as-
sumptions and estimates are significant to the finan-
cial statements are disclosed in note 3.

At the date of signing Financial Statements, crude oil
price declined since 31 December 2019 from 66.765 S/
barrel to 56.170 $/barrel. Management is monitoring
situation on the market and in parallel preparing dif-
ferent scenarios to respond to any major fluctuation
of crude oil prices.

Subsequent events occurring after 31 December 2019
were evaluated through 26 February 2020, the date
these Financial Statements were authorised for issue.
2.2, Basis of measurement

These Financial Statements are prepared on the his-
torical cost basis, except certain financial assets and

liabilities and investment properties measured at fair
value.

2.3. Segment reporting

Operating segments are reported in a manner con-
sistent with the internal reporting provided to the
chief operating decision-maker. The chief operating
decision-maker, who is responsible for allocating re-
sources and assessing performance of the operating
segments, has been identified as the Board of Direc-
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tors and the General Manager Advisory Board. The
main indicator for assessing performance of operat-
ing segments is EBITDA, which is regularly reported
to the chief operating decision-maker. The informa-
tion on segment assets and liabilities are not regularly
provided to the chief operating decision-maker.

2.4. Seasonality of Operations

The Company as a whole is not subject to significant
seasonal fluctuation.

2.5. Foreign currency translation
a) Functional and presentation currency

Items included in the financial statements of the
Company are measured using the currency of the pri-
mary economic environment in which the Company
operates (''the functional currency''). The financial
statements are presented in Serbian dinars (“RSD”),
which is the Company’s functional and presentation
currency.

b) Transactions and balances

Foreign currency transactions are translated into the
functional currency using the exchange rate prevail-
ing at the date of the transaction or valuation where
items are re-measured. Foreign exchange gains and
losses resulting from the settlement of such trans-
actions and from the translation at period-end ex-
change rates of monetary assets and liabilities de-
nominated in foreign currencies are recognised in the
income statement.

Foreign exchange gains and losses that relate to bor-
rowings and cash and cash equivalents and other
monetary assets and liabilities are presented in the
income statement within ‘finance income or cost’.

221



2.6. Intangible assets

a) Licenses and rights (concessions)

Separately acquired licenses are shown at historical
cost. Licenses have a finite useful life and are carried
at cost less accumulated amortisation. Amortisation is
calculated using the straight-line method to allocate
the cost of licences over their estimated useful lives.

Licenses and rights include Oil and Gas Upstream Ex-
ploration Rights, which are amortised in accordance
with the terms and conditions of the rights.

b) Software

These include primarily the costs of implementation
the (SAP) computer software program. Acquired com-
puter software licenses are capitalized on the basis of
the costs incurred to acquire and bring to use the spe-
cific software.

These costs are amortised over their estimated useful
lives (not to exceed 8 years).

2.7.  Oil and Gas properties

a) Exploration and evaluation expenditure

The Company follows the successful efforts method of
accounting for its exploration and evaluation assets.

Acquisition costs include amounts paid for the acqui-
sition of exploration and development licenses.

Exploration and evaluation assets include:
Costs of topographical, geological, and geophys-
ical studies and rights of access to properties to
conduct those studies;
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Costs of carrying and retaining undeveloped
properties;

Bottom hole contribution;

Dry hole contribution; and

Costs of drilling and equipping exploratory wells.

The costs incurred in finding, acquiring, and develop-
ing reserves are capitalised on a ‘field by field' basis.
On discovery of a commercially-viable mineral re-
serve, the capitalised costs are allocated to the dis-
covery. If a discovery is not made, the expenditure is
charged as an expense. Exploratory drilling costs and
dry and bottom hole contributions are temporarily
capitalised under the successful effort method and
treated as Oil and gas assets within Property, plant
and equipment.

Costs of topographical, geological, and geophysical
studies, rights of access to properties to conduct those
studies are temporarily considered as part of oil and
gas assets until it is determined that the reserves are
proved and are commercially viable.

If no reserves are found, the exploration asset is test-
ed for impairment. If extractable hydrocarbons are
found and, subject to further appraisal activity, that
may include drilling of further wells, are likely to be
developed commercially; then the costs continue to
be carried as Oil and gas asset as long as some suffi-
cient/continued progress is being made in assessing
the commerciality of the hydrocarbons. All such car-
ried costs are subject to technical, commercial and
management review as well as review for impairment
at least once a year to confirm the continued intent to
develop or otherwise extract value from the discovery.
When this is no longer the case, the costs are written
off.

Other exploration costs are charged to expense when
incurred.
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An exploration and evaluation asset is no longer clas-
sified as such when the technical feasibility and com-
mercial viability of extracting a mineral resource are
demonstrable. Exploration and evaluation assets are
assessed for impairment, and any impairment loss is
recognised, before reclassification.

b) Development costs of fixed and intangible assets

Development costs are incurred to obtain access to
proven reserves and to provide facilities for extract-
ing, treating, gathering and storing oil and gas. They
include the costs of development wells to produce
proven reserves as well as costs of production facili-
ties.

Expenditure on the construction, installation or com-
pletion of infrastructure facilities such as platforms,
pipelines and the drilling of commercially proven de-
velopment wells is capitalized within construction in
progress according to its nature. When development
is completed, it is transferred to production assets. No
depreciation and/or amortisation are charged during
development.

¢) Oil and gas production assets

0il and gas production assets comprise exploration
and evaluation assets as well as development costs
associated with the production of proved reserves.

d) Depreciation/amortization

0il and gas properties/intangible assets are depleted
using the unit-of-production method. The unit-of
production rates are based on proved developed re-
serves, which are oil, gas and other mineral reserves
estimated to be recovered from existing facilities us-
ing current operating methods. Oil and gas volumes
are considered produced once they have been mea-

Annual Report 2019

sured through meters at custody transfer or sales
transaction points at the outlet valve on the field stor-
age tank.

e) Impairment - exploration and evaluation assets

Exploration property leasehold acquisition costs are
assessed for impairment when there are indications of
impairment. For the purpose of impairment testing,
exploration property leasehold acquisition costs sub-
ject to impairment testing are grouped with existing
cash-generating units (CGUs) of related production
fields located in the same geographical region.

f) Impairment - proved oil and gas properties and
intangible assets

Proven oil and gas properties and intangible assets are
reviewed for impairment when events or changes in
circumstances indicate that the carrying amount may
not be recoverable.

An impairment loss is recognized for the amount by
which the asset’s carrying amount exceeds its recov-
erable amount. The recoverable amount is the higher
of an asset’s fair value less costs to sell and value in
use. For the purposes of assessing impairment, assets
are grouped at the lowest levels for which there are
separately identifiable cash flows.

2.8.  Property, plant and equipment

As of the date of establishment, the Company’s prop-
erty, plant and equipment are stated at cost less accu-
mulated depreciation and provision for impairment,
where required. Cost includes expenditure that is di-
rectly attributable to the acquisition of the items.

Subsequent costs are included in the asset’s carrying
amount or recognised as a separate asset, as appro-
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priate, only when it is probable that future econom-
ic benefits associated with the item will flow to the
Company and the cost of the item can be measured re-
liably. The carrying amount of the part that is replaced
is derecognised. All other repairs and maintenance are
charged to the income statement during the financial
period in which they are incurred.

Land and works of art are not depreciated. Deprecia-
tion of other assets is calculated using the straight-
line method to allocate their cost to their residual val-
ues over their estimated useful lives, as follows:

Description Useful lives

Buildings 10 - 50
Machinery and Equipment:

- Production equipment 2-35
- Furniture 3-10
- Vehicles 5-25
- Computers 3-10
Other PP&E 3-20

The assets residual values and useful lives are re-
viewed, and adjusted if appropriate, at each balance
sheet date.

An asset’s carrying amount is written down imme-
diately to its recoverable amount if the asset’s carry-
ing amount is greater than its estimated recoverable
amount.

Gains and losses on disposals are determined by com-
paring proceeds with carrying amount and are rec-
ognised within "Other income/(expenses)' in the in-
come statement (notes 35 and 36).
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2.9. Leases

Accounting policies applied in 2019, from the date of ini-

tial application of IFRS 16 “Leases”

The Company leases various offices, warehouses,
retail stores, equipment and cars. Rental contracts
are typically made for fixed periods but may have
extension options. Lease terms are negotiated on an
individual basis and contain a wide range of differ-
ent terms and conditions.

Until the 2018 financial year, leases of property,
plant and equipment were classified as either finance
or operating leases. Payments made under operating
leases (net of any incentives received from the les-
sor) were charged to profit or loss on a straight-line
basis over the period of the lease.

From 1 January 2019, leases are recognised as a
right-of-use asset and a corresponding liability at
the date at which the leased asset is available for use
by the Company. Each lease payment is allocated be-
tween the liability and finance cost. The finance cost
is charged to profit or loss over the lease period so
as to produce a constant periodic rate of interest on
the remaining balance of the liability for each peri-
od. The right-of-use asset is depreciated over the
shorter of the asset's useful life and the lease term on
a straight-line basis. If the Company is reasonably
certain to exercise a purchase option, the right-of-
use asset is depreciated over the underlying assets’
useful lives. Depreciation on the items of the right-
of-use assets is calculated using the straight-line
method over their estimated useful lives as follows:
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Useful lives in years

Buildings 2-22
Machinery 3-15
Motor vehicles 2-10

Assets and liabilities arising from a lease are initial-
ly measured on a present value basis. Lease liabilities
include the net present value of the following lease
payments:
fixed payments (including in-substance fixed
payments), less any lease incentives receivable
variable lease payment that are based on an index
or a rate
amounts expected to be payable by the lessee un-
der residual value guarantees
the exercise price of a purchase option if the lessee
is reasonably certain to exercise that option, and
payments of penalties for terminating the lease,
if the lease term reflects the lessee exercising that
option.

The lease payments are discounted using the interest
rate implicit in the lease. If that rate cannot be de-
termined, the lessee’s incremental borrowing rate is
used, being the rate that the lessee would have to pay
to borrow the funds necessary to obtain an asset of
similar value in a similar economic environment with
similar terms and conditions.

Right-of-use assets are measured at cost comprising
the following:
the amount of the initial measurement of lease
liability
any lease payments made at or before the com-
mencement date less any lease incentives received
any initial direct costs, and
restoration costs.
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Payments associated with short-term leases and leas-
es of low-value assets are recognised on a straight-
line basis as an expense in profit or loss. Short-term
leases are leases with a lease term of 12 months or less.
Low-value assets comprise IT-equipment and small
items of office furniture.

Accounting policies applied until 31 December 2018

Leases under the terms of which the Company as-
sumes substantially all the risks and rewards of
ownership are classified as finance leases. Upon ini-
tial recognition the leased asset is measured at an
amount equal to the lower of its fair value and the
present value of the minimum lease payments. Sub-
sequent to initial recognition, the asset is accounted
for in accordance with the accounting policy applica-
ble to that asset.

Other leases are operating leases and the leased assets
are not recognised on the Company’s Statement of Fi-
nancial Position. The total lease payments are charged
to profit or loss on a straight-line basis over the lease
term.

2.10. Impairment of non-financial assets

Assets that have an indefinite useful life are not sub-
ject to amortisation and are tested annually for im-
pairment. Assets that are subject to amortisation are
reviewed for impairment when events or changes in
circumstances indicate that the carrying amount may
not be recoverable. An impairment loss is recognised
for the amount by which the asset’s carrying amount
exceeds its recoverable amount. The recoverable
amount is the higher of an asset’s fair value less costs
to sell and value in use. For the purposes of assessing
impairment, assets are grouped at the lowest levels
for which there are separately identifiable cash flows
(cash generating units). Non-financial assets other
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than goodwill that suffered an impairment are re-
viewed for possible reversal of the impairment at each
reporting date.

2.11. Investment property

Investment property is a property held to earn rentals
or for capital appreciation or both.

Investment property principally comprises of petrol
stations and business facilities rented out for a period
exceeding one year.

Investment property is carried at fair value. Changes
in fair values are recorded in the income statement as
part of Other income/(expenses) (notes 35 and 36).

Subsequent expenditure is capitalized only when it
is probable that future economic benefits associat-
ed with it will flow to the Company and the cost can
be measured reliably. All other repairs and mainte-
nance costs are expensed when incurred. If an in-
vestment property becomes owner-occupied, it is
reclassified to property, plant and equipment, and
its carrying amount at the date of reclassification
becomes its deemed cost to be subsequently depre-
ciated.

2.12. Financial instruments

a) Key measurement terms

Fair value is the price that would be received to sell an
asset or paid to transfer a liability in an orderly trans-
action between market participants at the measure-
ment date. The best evidence of fair value is the price
in an active market. An active market is one in which
transactions for the asset or liability take place with
sufficient frequency and volume to provide pricing in-
formation on an ongoing basis.
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Fair value of financial instruments traded in an active
market is measured as the product of the quoted price
for the individual asset or liability and the number of
instruments held by the entity.

Valuation techniques such as discounted cash flow
models or models based on recent arm’s length
transactions or consideration of financial data of the
investees are used to measure fair value of certain
financial instruments for which external market pric-
ing information is not available.

Transaction costs are incremental costs that are direct-
ly attributable to the acquisition, issue or disposal of a
financial instrument. An incremental cost is one that
would not have been incurred if the transaction had
not taken place.

Amortized cost (“AC”) is the amount at which the fi-
nancial instrument was recognised at initial recogni-
tion less any principal repayments, plus accrued in-
terest, and for financial assets less any allowance for
expected credit losses (“ECL”).

b) Classification and measurement

The Company classifies its financial assets in the fol-
lowing measurement categories:
those to be measured subsequently at fair value
(either through OCI or through profit or loss), and
those to be measured at amortised cost.

The classification depends on the entity’s business

model for managing the financial assets and the con-
tractual terms of the cash flows.
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Financial instruments are reclassified only when the
business model for managing the portfolio as a whole
changes. The reclassification has a prospective ef-
fect and takes place from the beginning of the first
reporting period that follows after the change in the
business model. The entity did not change its business
model during the current and comparative period and
did not make any reclassifications.

At initial recognition, the Company measures a finan-
cial asset as its fair value plus, in case of a financial
assets not at fair value through profit and loss (FVT-
PL), transaction costs that are directly attributable
to the acquisition of the financial assets. Transaction
costs of financial assets carried at FVTPL are expensed
in profit and loss. After the initial recognition, an ECL
allowance is recognized for financial assets measured
at amortized cost and investments in debt instru-
ments measured at FVOCI, resulting in an immediate
accounting loss.

Debt instruments

Subsequent measurement of debt instruments de-
pends on the Company’s business model for managing
the asset and the cash flow characteristics of the asset.

Thebusiness model reflects how the Company manag-
es the assets in order to generate cash flows — wheth-
er the Company’s objective is: (i) solely to collect the
contractual cash flows from the assets (“hold to col-
lect contractual cash flows”,) or (ii) to collect both the
contractual cash flows and the cash flows arising from
the sale of assets (“hold to collect contractual cash
flows and sell”) or, if neither of (i) and (ii) is applica-
ble, the financial assets are classified as part of “oth-
er” business model and measured at FVTPL.

Factors considered by the Company in determining
the business model include the purpose and compo-
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sition of portfolio, past experience on how the cash
flows for the respective assets were collected, how
risks are assessed and managed and how the assets’
performance is assessed.

Where the business model is to hold assets to collect
contractual cash flows or to hold contractual cash
flows and sell, the Company assesses whether the cash
flows represent solely payments of principal and in-
terest (“SPPI”). In making this assessment, the Com-
pany considers whether the contractual cash flows are
consistent with a basic lending arrangement, i.e. in-
terest includes only consideration for credit risk, time
value of money, other basic lending risks and profit
margin. The SPPI assessment is performed on initial
recognition of an asset and it is not subsequently re-
assessed.

There are three measurement categories into which

the Company classifies its debt instruments:

- Amortised cost: Assets that are held for collec-
tion of contractual cash flows where those cash
flows represent solely payments of principal and
interest are measured at amortised cost. Interest
income from these financial assets is included in
finance income using the effective interest rate
method. Any gain or loss arising on derecogni-
tion is recognised directly in profit or loss and
presented in other gains/(losses) together with
foreign exchange gains and losses. Impairment
losses are presented separately.

FVOCI: Assets that are held for collection of con-
tractual cash flows and for selling the finan-
cial assets, where the assets’ cash flows repre-
sent solely payments of principal and interest
(“SPPI"’), are measured at FVOCI. Movements
in the carrying amount are taken through OCI,
except for the recognition of impairment gains
or losses, interest income and foreign exchange
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gains and losses which are recognised in profit
or loss. When the financial asset is derecognised,
the cumulative gain or loss previously recognised
in OCI is reclassified from equity to profit or loss
and recognised in other gains/(losses). Interest
income from these financial assets is included in
finance income using the effective interest rate
method. Foreign exchange gains and losses are
presented in other gains/(losses) and impairment
expenses are presented separately.

FVPL: Assets that do not meet the criteria for am-
ortised cost or FVOCI are measured at FVPL. A gain
or loss on a debt investment that is subsequently
measured at FVPL is recognised in profit or loss
and presented net within other gains/(losses) in
the period in which it arises.

Cash and cash equivalents. Cash and cash equivalents
include cash in hand, deposits held at call with banks,
and other short-term highly liquid investments with
original maturities of three months or less. Cash and
cash equivalents are carried at amortized cost be-
cause: (i) they are held for collection of contractual
cash flows and those cash flows represent SPPI, and
(ii) they are not designated at FVTPL. Features man-
dated solely by legislation do not have an impact on
the SPPI test, unless they are included in contractu-
al terms such that the feature would apply even if the
legislation is subsequently changed.

Trade and other receivables. Trade and other receiv-
ables are recognized initially at fair value and are sub-
sequently carried at amortized cost using the effective
interest method, less provision for impairment. Trade
receivables are amounts due from customers for
products and merchandise sold or services performed
in the ordinary course of business. If collection is ex-
pected in one year or less (or in the normal operating
cycle of the business if longer), they are classified as
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current assets. If not, they are presented as non-cur-
rent assets.

Borrowings. Borrowings are recognised initially at
fair value, net of transaction costs incurred and are
subsequently carried at amortized cost using the ef-
fective interest method.

Trade and other payables. Trade payables are accrued
when the counterparty performs its obligations under
the contract and are recognized initially at fair val-
ue and subsequently carried at amortized cost using
the effective interest method. Trade payables are ob-
ligations to pay for goods or services that have been
acquired in the ordinary course of business from
suppliers. Accounts payable are classified as current
liabilities if payment is due within one year or less (or
in the normal operating cycle of the business if lon-
ger). If not, they are presented as non-current liabil-
ities.

Equity instruments

The Company subsequently measures all equity in-
vestments at fair value. Where the Company’s man-
agement has elected to present fair value gains and
losses on equity investments in OCI, there is no sub-
sequent reclassification of fair value gains and losses
to profit or loss following the derecognition of the in-
vestment. Dividends from such investments contin-
ue to be recognised in profit or loss as other income
when the Company’s right to receive payments is es-
tablished.

c) Write-off
Financial assets are written-off, in whole or in part,
when the Company has exhausted all practical recov-

ery efforts and has concluded that there is no reason-
able expectation of recovery. The write-off represents
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a derecognition event. The Company may write-off
financial assets that are still subject to enforcement
activity when the Company seeks to recover amounts
that are contractually due, however, there is no rea-
sonable expectation of recovery.

d) Recognition and derecognition

Regular way purchases and sales of financial assets
are recognised on trade-date, the date on which the
Company commits to purchase or sell the asset. Fi-
nancial assets are derecognised when the rights to
receive cash flows from the financial assets have ex-
pired or have been transferred and the Company has
transferred substantially all the risks and rewards of
ownership.

Financial liabilities are derecognised when they are
extinguished (i.e. when the obligation specified in the
contract is discharged, cancelled or expires).

An exchange between the Company and its original
lenders of debt instruments with substantially differ-
ent terms, as well as substantial modifications of the
terms and conditions of existing financial liabilities,
are accounted for as an extinguishment of the original
financial liability and the recognition of a new finan-
cial liability. The terms are substantially different if
the discounted present value of the cash flows under
the new terms, including any fees paid net of any fees
received and discounted using the original effective
interest rate, is at least 10% different from the dis-
counted present value of the remaining cash flows of
the original financial liability. If an exchange of debt
instruments or modification of terms is accounted
for as an extinguishment, any costs or fees incurred
are recognised as part of the gain or loss on the ex-
tinguishment. If the exchange or modification is not
accounted for as an extinguishment, any costs or fees
incurred adjust the carrying amount of the liabili-
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ty and are amortised over the remaining term of the
modified liability.

Modifications of liabilities that do not result in extin-
guishment are accounted for as a change in estimate
using a cumulative catch up method, with any gain or
loss recognised in profit or loss, unless the economic
substance of the difference in carrying values is at-
tributed to a capital transaction with owners.

e) Modification

The Company sometimes renegotiates or otherwise
modifies the contractual terms of the financial as-
sets. The Company assesses whether the modifica-
tion of contractual cash flows is substantial consid-
ering, among other, the following factors: significant
change in interest rate or credit enhancement that
significantly affects the credit risk associated with
the asset or a significant extension of a loan when the
borrower is not in financial difficulties.

If the modified terms are substantially different, the
rights to cash flows from the original asset expire and
the Company derecognises the original financial asset
and recognises a new asset at its fair value. Any dif-
ference between the carrying amount of the original
asset derecognised and fair value of the new substan-
tially modified asset is recognised in profit or loss,
unless the substance of the difference is attributed to
a capital transaction with owners.

f) Financial assets impairment

The Company assesses, on a forward-looking ba-
sis, the ECL for debt instruments measured at AC and
FVOCI and recognises Net impairment losses at each
reporting date. The measurement of ECL reflects: (i)
an unbiased and probability weighted amount that
is determined by evaluating a range of possible out-
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comes, (ii) time value of money and (iii) all reasonable
and supportable information that is available without
undue cost and effort at the end of each reporting pe-
riod about past events, current conditions and fore-
casts of future conditions.

Debt instruments measured at AC are presented in the
balance sheet net of the allowance for ECL. For debt
instruments at FVOCI, changes in amortised cost, net
of allowance for ECL, are recognised in profit or loss
and other changes in carrying value are recognised in
OCI as gains less losses on debt instruments at FVOCI.

- General model of impairment of financial
assets — three stage model

The Company applies a three stage model for im-
pairment, based on changes in credit quality since
initial recognition. A financial instrument that is
not credit-impaired on initial recognition is classi-
fied in Stage 1. Financial assets in Stage 1 have their
ECL measured at an amount equal to the portion of
lifetime ECL that results from default events possible
within the next 12 months or until contractual ma-
turity, if shorter (“12 Months ECL”). If the Company
identifies a significant increase in credit risk since
initial recognition, the asset is transferred to Stage
2 and its ECL is measured based on ECL on a lifetime
basis, that is, up until contractual maturity but con-
sidering expected prepayments, if any (“Lifetime
ECL”).

If the Company determines that a financial asset is
credit-impaired, the asset is transferred to Stage 3
and its ECL is measured as a Lifetime ECL.

When defining default for the purposes of determin-
ing the risk of a default occurring, Company applies a
default definition that is consistent with the definition
used for internal credit risk management purposes for
the relevant financial instrument and consider qual-
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itative indicators (for example, financial covenants)
when appropriate.

For the purposes of measuring expected credit losses,
the estimate of expected cash shortfalls reflects the
cash flows expected from collateral and other credit
enhancements that are part of the contractual terms
and are not recognised separately.

Company recognizes the amount of expected credit
losses (or reversal) in profit or loss, as an impairment
gain or loss.

- Simplified approach for impairment of receivables
and lease receivables

Company applies simplified approach for trade re-
ceivables and lease receivables and measure the loss
allowance at an amount equal to lifetime expected
credit losses (“Lifetime ECL”).

Company uses a provision matrix in the calculation of
the expected credit losses on trade receivables. Com-
pany use historical credit loss experience (adjusted as
appropriate on the basis of current observable data
to reflect the effects of the current conditions and its
forecasts of future conditions) for trade receivables to
estimate the 12-month expected credit losses or the
lifetime expected credit losses on the financial assets
as relevant.

The carrying amount of the asset is reduced through
the use of an allowance account, and the amount of
the loss is recognised in the income statement within
selling, general and administrative expenses.

Impairment losses are reversed through profit or loss
if the amount of the impairment loss decreases and
the decrease can be attributed to an event occurring
after the impairment was recognized.
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2.13. Inventories

Inventories are stated at the lower of cost and net re-
alisable value. Cost is determined using the weighted
average method. The cost of finished goods and work
in progress comprises cost of raw materials, direct la-
bour, other direct costs and related production over-
heads (based on normal operating capacity). It ex-
cludes borrowing costs.

Net realizable value is the estimated selling price in
the ordinary course of business, less applicable vari-
able selling expenses. The impairment test of inven-
tories i.e. spare parts due to damage or obsolescence
is performed quarterly. Impairment losses are recog-
nized as Other expense (note 36).

2.14. Off-balance sheet assets and
liabilities

Off-balance sheet assets/liabilities include: materi-
al received from third parties for further processing
and other assets not owned by the Company, as well as
receivables/payables relating to collaterals received/
given such as guarantees and other warrants.

2.15. Share capital

The Company is registered as open joint stock com-
pany. Ordinary shares are classified as share capital.

2.16. Earnings per share

The Company calculates and discloses the basic earn-
ings per share. Basic earnings per share is calculated
by dividing the net income that belongs to sharehold-
ers, the owners of ordinary shares of the Company, by
the weighted average number of ordinary shares is-
sued during the period.
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2.17. Provisions

Provisions for environmental restoration, asset retire-
ment obligation and legal claims are recognised when:
the Company has a present legal or constructive obli-
gation as a result of past events; it is probable that an
outflow of resources will be required to settle the ob-
ligation; and the amount has been reliably estimat-
ed. Provisions are not recognised for future operating
losses.

Where there are a number of similar obligations, the
likelihood that an outflow will be required in settle-
ment is determined by considering the class of obliga-
tions as a whole. A provision is recognised even if the
likelihood of an outflow with respect to any one item
included in the same class of obligations may be small.

Provisions are measured at the present value of the ex-
penditure expected to be required to settle the obliga-
tion using a pre-tax rate that reflects current market
assessments of the time value of money and the risks
specific to the obligation. The increase in the provision
due to passage of time is recognised as cost of provision
and charged to income statement.

2.18. Current and deferred income tax

The tax expense for the period comprises current and
deferred tax. Tax is recognized in the income state-
ment, except to the extent that it relates to items rec-
ognized directly in equity, in which case deferred tax
liability is also recognized in equity.

The current income tax charge is calculated on the
basis of the tax laws enacted or substantively enact-
ed at the reporting date in Serbia, where the Company
operates and generates taxable profit. Management
periodically evaluates positions taken in tax returns
with respect to situations in which applicable tax
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regulation is subject to interpretation. It establishes
provisions where appropriate on the basis of amounts
expected to be paid to the tax authorities.

Deferred income tax is recognized, using the liabili-
ty method, on temporary differences arising between
the tax bases of assets and liabilities and their car-
rying amounts in the financial statements. However,
the deferred income tax is not accounted for if it aris-
es from initial recognition of an asset or liability in a
transaction other than a business combination that at
the time of the transaction affects neither accounting
nor taxable profit or loss.

Deferred income tax is determined using tax rates
(and laws) that have been enacted or substantially en-
acted by the reporting date and are expected to apply
when the related deferred income tax asset is realized
or the deferred income tax liability is settled.

Deferred income tax assets are recognized only to the
extent that it is probable that future taxable profit will
be available against which the temporary differences
can be utilised.

2.19. Employee benefits
a) Pension obligations

The Company operates a defined contribution pension
plan. The Company pays contributions to publicly ad-
ministered pension insurance plans on a mandatory
basis. The Company has no further payment obliga-
tions once the contributions have been paid. The con-
tributions are recognised as employee benefit expense
when they are due. Prepaid contributions are rec-
ognised as an asset to the extent that a cash refund or
areduction in the future payments is available.
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b) Employee benefits provided by the Collective
Agreement

The Company provides jubilee, retirement and other
employee benefit schemes in accordance with the Col-
lective Agreement. The entitlement to these benefits is
usually conditional on the employee remaining in ser-
vice up to retirement age or the completion of a mini-
mum service period. The expected costs of these bene-
fits are accrued over the period of employment.

Actuarial gains and losses arising from experience ad-
justments and changes in actuarial assumptions are
charged or credited to equity in other comprehensive
income in the period in which they arise. These obli-
gations are valued annually by independent qualified
actuaries using the projected unit credit method. The
present value of the defined benefit obligation is deter-
mined by discounting the estimated future cash out-
flows using interest rates of Serbian Treasury bonds
that are denominated in the currency in which the ben-
efits will be paid, and that have terms to maturity ap-
proximating to the terms of the related obligation.

¢) Bonus plans

The Company recognises a liability and an expense
for bonuses and profit-sharing based on an Indi-
vidual performance assessment. The Company rec-
ognizes a provision where contractually obliged or
where there is a past practice that has created a con-
structive obligation.

In 2017, the Company has made decision to introduce
new three-year (2018-2020) program for Company’s
managers which will be based on the Key Perfor-
mance Indicators (“KPI”) reached during the pro-
gram (note 23).
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2.20. Revenue recognition from contracts

with customers

The Company recognizes revenue from sales of crude
oil, petroleum products, gas and other products and
services when it satisfies a performance obligation
and control over goods and services is passed. For the
most contracts control over goods or services passes
to a customer at point of time and consideration is
unconditional because only the passage of time is re-
quired before the payment is due.

Revenue is recognised in the amount of transaction
price. Transaction price is the amount of consideration
to which the Company expects to be entitled in ex-
change for transferring control over promised goods
or services to a customer, excluding the amounts col-
lected on behalf of third parties.

Revenue is shown net of value-added tax, excise duty,
returns, rebates and discounts.

a) Sales - wholesale

The Company manufactures and sells oil, petrochem-
ical products, liquefied natural gas and energy in the
wholesale market. Sales of goods are recognised when
control of the good has transferred, being when the
goods are delivered to the customer, the customer has
full discretion over the goods, and there is no unful-
filled obligation that could affect the customer’s ac-
ceptance of the goods. Delivery occurs when the goods
have been shipped to the specific location, the risks
of obsolescence and loss have been transferred to the
customer, and either the customer has accepted the
goods in accordance with the contract, the acceptance
provisions have lapsed, or the Company has objective
evidence that all criteria for acceptance have been sat-
isfied.
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Revenue from the sales with discounts is recognised
based on the price specified in the contract, net of the
estimated volume discounts. Accumulated experience
is used to estimate and provide for the discounts, us-
ing the expected value method, and revenue is only
recognised to the extent that it is highly probable that
a significant reversal will not occur. A refund liability
is recognised for expected volume discounts entitled
to customers in relation to sales made until the end of
the reporting period.

No element of financing is deemed present as the sales
are made with a credit term of less than one year and is
consistent with market practice.

A receivable is recognised when the goods are deliv-
ered as this is the point in time that the consideration
is unconditional because only the passage of time is
required before the payment is due.

b) Sales - retail

The Company operates a chain of Petrol Stations.
Sales of goods are recognised when the Company sells
a product to the customer. Retail sales are usually in
cash or by credit card. Company offers customer in-
centives mostly in the form of loyalty programs de-
scribed under section d).

c) Sales of electricity

The Company sells electricity on a short and long term
basis with a contract terms generally accepted in the
energy industry (via bilateral forward standardized
general EFET agreements). Majority of sales are made
on a wholesale market without structured trades.

In accordance with contract terms if Company expects

to physically deliver factual agreed quantity of elec-
tricity revenue is recognized at gross basis at the point
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of time of delivery in financial statements. All per-
formance obligations are satisfied at point in time at
which a customer obtains control of a promised asset
and the entity satisfies a performance obligation.

d) Customer loyalty program

The Company operates a loyalty program where cus-
tomers accumulate award points for purchases made
which entitle them to discount on future purchases.
Revenue from the award points is recognised when
the points are redeemed or when they expire after the
initial transaction. The transaction price is allocated
to the goods sold and the award points on the basis of
their relative stand-alone selling prices. A contract li-
ability for the award points is recognized at the time
of the sale. Contract liabilities arising from customer
loyalty program are presented in the note 29.

e) Interest income

Interest income is recorded for all debt instruments,
other than those at FVTPL, on an accrual basis using
the effective interest method. This method defers, as
part of interest income, all fee received between the
parties to the contract that are an integral part of the
effective interest rate, all other premiums or dis-
counts.

Interest income on debt instruments at FVTPL calcu-
lated at nominal interest rate is presented within ‘fi-
nance income’ line in profit or loss.

Fees integral to the effective interest rate include orig-
ination fees received or paid by the Company relating
to the creation or acquisition of a financial asset, for
example fees for evaluating creditworthiness, evalu-
ating and recording guarantees or collateral, negoti-
ating the terms of the instrument and for processing
transaction documents.
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Interest income is calculated by applying the effective
interest rate to the gross carrying amount of financial
assets, except for (i) financial assets that have become
credit impaired (Stage 3), for which interest revenue
is calculated by applying the effective interest rate to
their AC, net of the ECL provision, and (ii) financial as-
sets that are purchased or originated credit impaired,
for which the original credit-adjusted effective inter-
est rate is applied to the amortized cost.

2.21. Dividend distribution

Dividend distribution to the Company’s shareholders
is recognised as a liability in the period in which the
dividends are approved by the Company’s sharehold-
ers.
2.22. Capitalisation of borrowing costs
Borrowing costs directly attributable to the acquisi-
tion, construction or production of assets that neces-
sarily take a substantial time to get ready for intended
use or sale (qualifying assets) are capitalised as part

of the costs of those assets. All other borrowing costs
are expensed in the period in which they are incurred.

3. CRITICAL ACCOUNTING ESTIMATES,
ASSUMPTIONS AND JUDGEMENTS

Preparing financial statements required Manage-
ment to make estimates and assumptions that effect
the reported amounts of assets and liabilities and the
disclosure of contingent assets and liabilities at the
reporting date, and the reported amounts of revenues
and expenses during the reporting period.

Management reviews these estimates and assump-
tions on a continuous basis, by reference to past expe-
rience and other facts that can reasonably be used to
assess the book values of assets and liabilities. Adjust-
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ments to accounting estimates are recognised in the
period in which the estimates is revised if the change
affects only that period or in the period of the revision
and subsequent periods, if both periods are affected.

In addition to judgments involving estimations, man-
agement also makes other judgments in the process
of applying the accounting policies. Actual results may
differ from such estimates if different assumptions or
circumstances apply.

Judgments and estimates that have the most signifi-
cant effect on the amounts reported in these financial
statements and have a risk of causing a material ad-
justment to the carrying amount of assets and liabili-
ties are described below.

3.1. Estimation of Oil and Gas Reserves

Engineering estimates of oil and gas reserves are in-
herently uncertain and are subject to future revisions.
The Company estimates its oil and gas reserves in
accordance with rules promulgated by the US Securi-
ties and Exchange Commission (SEC) for proved and
probable reserves. Accounting measures such as de-
preciation, depletion and amortization charges and
impairment assessments that are based on the esti-
mates of proved reserves are subject to change based
on future changes to estimates of oil and gas reserves.

Proved reserves are defined as the estimated quan-
tities of oil and gas which geological and engineer-
ing data demonstrate with reasonable certainty to be
recoverable in future years from known reservoirs
under existing economic conditions. In some cas-
es, substantial new investment in additional wells
and related support facilities and equipment will be
required to recover such proved reserves. Due to the
inherent uncertainties and the limited nature of res-
ervoir data, estimates of underground reserves are
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subject to change over time as additional information
becomes available.

0il and gas reserves have a direct impact on certain
amounts reported in the financial statements, most
notably depreciation, depletion and amortization as
well as impairment expenses.

Depreciation rates on oil and gas assets using the
units-of-production method for each field are based
on proved developed reserves for development costs,
and total proved reserves for costs associated with the
acquisition of proved properties. Moreover, estimated
proved reserves are used to calculate future cash flows
from oil and gas properties, which serve as an indi-
cator in determining whether or not property impair-
ment is present.

Detailed disclosure about Oil and gas reserves was not
given as these data prescribed by the law of the Re-
public of Serbia are classified as a state secret.

3.2.  Useful Lives of Property, Plant and
Equipment

Management assesses the useful life of an asset by
considering the expected usage, estimated technical
obsolescence, residual value, physical wear and tear
and the operating environment in which the asset is
located.

Differences between such estimates and actual results
may have a material impact on the amount of the car-
rying values of the property, plant and equipment and
may result in adjustments to future depreciation rates
and expenses for the year.

Were the estimated useful lives to differ by 10% from

management’s estimates, the impact on depreci-
ation for the year ended 31 December 2019 would be
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to increase/decrease it by RSD 1,735,354 (2018: RSD
1,668,418).

3.3. Employee benefits

The present value of the employee benefit obligations
depends on a number of factors that are determined
on an actuarial basis using a number of assumptions.
The assumptions used in determining the net cost
(income) for employee benefits include the discount

rate. Any changes in these assumptions will impact
the carrying amount of obligations.

The Company determines the appropriate discount
rate at the end of each year. This is the interest rate
that should be used to calculate the present value of
estimated future cash outflows which are expected
to be required to settle the employee benefits obliga-
tions. In determining the appropriate discount rate,
the Company takes into consideration the interest
rates of Serbian Treasury bonds which are denomi-
nated in the currency in which pension liabilities will
be settled and whose maturity dates approximate the
maturity date of the related pension liability.

If the discount rate used to calculate the present val-
ue of employee benefit obligations had been 5.40%
(rather than 4.40%) per year, the past service liability
(DBO) for the Company would decrease by about 9.4%
for retirement indemnity and 7.2% for jubilee bene-
fit. If pay increased by 1% higher than assumed on an
annual basic, than the past service liability (DBO) for
the Company would increase by amount 10.7% for the
retirement indemnity and 7.7% for the jubilee benefit.

3.4. Decommissioning and
environmental protection provision

Management makes provision for the future costs of
decommissioning oil and gas production facilities,
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wells, pipelines, and related support equipment and
for site restoration based on the best estimates of fu-
ture costs and economic lives of the oil and gas assets.
Estimating future asset retirement obligations is com-
plex and requires management to make estimates and
judgments with respect to removal obligations that will
occur many years in the future.

Changes in the measurement of existing obligations can
result from changes in estimated timing, future costs or
discount rates used in valuation.

The amount recognised as a provision is the best esti-
mate of the expenditures required to settle the present
obligation at the reporting date based on current legis-
lation in each jurisdiction where the Company’s operat -
ing assets are located, and is also subject to change be-
cause of revisions and changes in laws and regulations
and their interpretation. As a result of the subjectivity of
these provisions there is uncertainty regarding both the
amount and estimated timing of such costs.

If the discount rate used to calculate the present value of
decommissioning obligations had been 5.40% (rather
than 4.40%) per year, the present liability would have
decreased by approx. RSD 419,182.

3.5. Contingencies

Certain conditions may exist as of the date of these
financial statements are issued that may result in a
loss to the Company, but one that will only be realised
when one or more future events occur or fail to occur.
Management makes an assessment of such contin-
gent liabilities that is based on assumptions and is
a matter of judgement. In assessing loss contingen-
cies relating to legal or tax proceedings that involve
the Company or unasserted claims that may result in
such proceedings, the Company, after consultation
with legal and tax advisors, evaluates the perceived
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merits of any legal or tax proceedings or unasserted
claims as well as the perceived merits of the amount
of relief sought or expected to be sought therein. If the
assessment of a contingency indicates that it is prob-
able that a loss will be incurred and the amount of the
liability can be estimated, then the estimated liability
is accrued in the Company’s financial statements.
If the assessment indicates that a potentially materi-
al loss contingency is not probable, but is reasonably
possible, or is probable but cannot be estimated, then
the nature of the contingent liability, together with an
estimate of the range of possible loss if determinable
and material, is disclosed. If loss contingencies cannot
be reasonably estimated, management recognises the
loss when information becomes available that allows a
reasonable estimation to be made. Loss contingencies
considered remote are generally not disclosed unless
they involve guarantees, in which case the nature of
the guarantee is disclosed. However, in some instanc-
es in which disclosure is not otherwise required, the
Company may disclose contingent liabilities of an un-
usual nature which, in the judgment of Management
and its legal counsel, may be of interest to sharehold-
ers or others (note 38).

3.6. Recoverability of carrying amount of
Property, Plant and Equipment

In the line with changes in the crude oil price on the
world market, management of the Company per-
formed stress sensitivity analysis of its impact on re-
coverability of the Company PPE and overall business
performance. Based on the currently available infor-
mation and crude oil price forecast obtained from a
reputable firm management believe that at reporting
date recoverable amount of Company’s PPE exceed its
carrying value.

The Company assessed crude oil price volatility as
main impairment indicator. If the actual crude oil
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price would decrease for 10$/barrel below the fore-
casted crude oil prices, sensitivity analysis shows that
the recoverable amount is still above the carrying val-
ue of Company’s PPE 46.5 bln RSD.

Management will continue to monitor the crude oil
price fluctuation and its influence on business perfor-
mance in order to adequately take measure to mitigate
impact if the negative trends on the market continue.

4. APPLICATION OF NEW IFRS

Accounting policies applied from
1 January 2019

The Company has adopted IFRS 16 retrospectively
from 1 January 2019, but has not restated compara-
tives for the 2018 reporting period, as permitted under
the specific transitional provisions in the standard.
The reclassifications and the adjustments arising
from the new leasing rules are therefore recognised in
the opening balance sheet on 1 January 2019.

Adjustments recognised on adoption of
IFRS 16

On adoption of IFRS 16, the Company recognised lease
liabilities in relation to leases which had previously
been classified as ‘operating leases’ under the princi-
ples of IAS 17 Leases. These liabilities were measured
at the present value of the remaining lease payments,
discounted using the lessee’s incremental borrowing
rate as of 1 January 2019. The weighted average les-
see’s incremental borrowing rate applied to the lease
liabilities on 1 January 2019 was 20%.

For leases previously classified as finance leases the

entity recognised the carrying amount of the lease
asset and lease liability immediately before transition
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as the carrying amount of the right of use asset and  measurement principles of IFRS 16 are only applied
the lease liability at the date of initial application. The  after that date.

Operating lease commitments disclosed as at 31 December 2018 265,067
* (Loss) short-term leases recognised on  staight lne basis s experse 61159
(Losey low-valus leases recognised on a swaight lne bosisas epense. — qoss2n)
Undiscounted leases recognized under IFRS 16 125,385
* Discounted using the lessee’s incremental borrowing rate at the date of iitial application 100,027
AddﬁnanceleasehablhtlesrecogmsedasatmDecemberzow644Y611
Lease liability recognised as at 1 January 2019 744,638

Current lease liabilities 96,572
Non-current lease liabilities 648,066
744,638

The associated right-of-use assets for property leases ~ some adjustments to the right-of-use assets at the
were measured at the amount equal to the lease liabil-  date of initial application.

ity, adjusted by the amount of any prepaid or accrued

lease payments relating to that lease recognised in  The recognized right-of-use assets relates to the fol-
the balance sheet as at 31 December 2018. There were  lowing types of assets:

no onerous lease contracts that would have required

31 December 1 January

2019 2019

Property (land and buildings) 489,299 540,388
Plantandequment ............................................................................................................. 274Y626324Y713
MOtorvehIClesugyglo ................................ 54531

Total right-of-use assets 943,835 919,432
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The change in accounting policy affected the follow-
ing items in the balance sheet on 1 January 2019

Property, plant and equipment and intangible assets — decrease (note 8 and 9)

Lease liabilities — increase

(819,405)

(100,027)

In applying IFRS 16 for the first time, the Company
has used the following practical expedients and ex-
emptions permitted by the standard:
the use of a single discount rate to a portfolio of
leases with reasonably similar characteristics
the accounting for operating leases with a re-
maining lease term of less than 12 months as at 1
January 2019 as short-term leases
the accounting for operating leases for which the
underlying asset is of low value
the exclusion of initial direct costs for the mea-
surement of the right-of-use asset at the date of
initial application, and
the use of hindsight in determining the lease term
where the contract contains options to extend or
terminate the lease.

The Company has also elected not to reassess whether
a contract is, or contains a lease at the date of initial
application. Instead, for contracts entered into before
the transition date the company relied on its assess-
ment made applying IAS 17 and IFRIC 4 Determining
whether an Arrangement contains a lease.
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5. NEW ACCOUNTING STANDARDS

Certain new standards and interpretations have been
issued that are mandatory for the annual periods be-
ginning on 1 January 2020 or later, and that the Com-
pany has not early adopted.

Sale or Contribution of Assets between an Investor and
its Associate or Joint Venture — Amendments to IFRS 10
and IAS 28 (issued on 11 September 2014 and effective
for annual periods beginning on or after a date to be
determined by the IASB). These amendments address
an inconsistency between the requirements in IFRS 10
and those in IAS 28 in dealing with the sale or contri-
bution of assets between an investor and its associate
or joint venture. The main consequence of the amend-
ments is that a full gain or loss is recognised when a
transaction involves a business. A partial gain or loss
is recognised when a transaction involves assets that
do not constitute a business, even if these assets are
held by a subsidiary. The Company is currently as-
sessing the impact of the amendments on its financial
statements.

Amendments to the Conceptual Framework for Finan-
cial Reporting (issued on 29 March 2018 and effec-
tive for annual periods beginning on or after 1 January
2020). The revised Conceptual Framework includes a
new chapter on measurement; guidance on report-
ing financial performance; improved definitions and
guidance - in particular the definition of a liability;
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and clarifications in important areas, such as the roles
of stewardship, prudence and measurement uncer-
tainty in financial reporting.

Definition of a business — Amendments to IFRS 3 (issued
on 22 October 2018 and effective for acquisitions from
the beginning of annual reporting period that starts on
or after 1 January 2020). The amendments revise defi-
nition of a business. A business must have inputs and
a substantive process that together significantly con-
tribute to the ability to create outputs. The new guid-
ance provides a framework to evaluate when an input
and a substantive process are present, including for
early stage companies that have not generated out-
puts. An organised workforce should be present as a
condition for classification as a business if are no out-
puts. The definition of the term ‘outputs’ is narrowed
to focus on goods and services provided to customers,
generating investment income and other income, and
it excludes returns in the form of lower costs and oth-
er economic benefits. It is also no longer necessary to
assess whether market participants are capable of re-
placing missing elements or integrating the acquired
activities and assets. An entity can apply a ‘concentra-
tion test’. The assets acquired would not represent a
business if substantially all of the fair value of gross
assets acquired is concentrated in a single asset (or a
group of similar assets). The amendments are pro-
spective and the Company will apply them and assess
their impact from 1 January 2020.

Definition of materiality — Amendments to IAS 1 and
IAS 8 (issued on 31 October 2018 and effective for an-
nual periods beginning on or after 1 January 2020). The
amendments clarify the definition of material and
how it should be applied by including in the defini-
tion guidance that until now has featured elsewhere
in IFRS. In addition, the explanations accompany-
ing the definition have been improved. Finally, the
amendments ensure that the definition of material is
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consistent across all IFRS Standards. Information is
material if omitting, misstating or obscuring it could
reasonably be expected to influence the decisions that
the primary users of general purpose financial state-
ments make on the basis of those financial state-
ments, which provide financial information about a
specific reporting entity. The Company is currently
assessing the impact of the amendments on its finan-
cial statements.

The following other new standards and pronounce-
ments are not expected to have any material impact
on the Company when adopted:
IFRS 17 "Insurance Contracts" (issued on 18 May
2017 and effective for annual periods beginning on
or after 1 January 2021).

Unless otherwise described above, the new standards
and interpretations are not expected to affect signifi-
cantly the Company’s Financial Statements.

6. FINANCIAL RISK MANAGEMENT
6.1. Financial risk factors

The Company’s activities expose it to a variety of fi-
nancial risks: market risk (including currency risk,
fair value interest rate risk and cash flow interest rate
risk), credit risk, liquidity risk. The Company’s over-
all risk management program focuses on the unpre-
dictability of financial markets and seeks to minimize
potential adverse effects on the Company’s financial
performance.

Risk management is carried out by the finance and
finance control department within the Company’s
Function for Economics, Finance and Accounting
(further “FEPA”) which under the policies approved
by the Company identifies and evaluates financial
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risks in close co-operation with the Company’s oper-
ating units.

In the normal course of its operations the Company

has exposure to the following financial risks:

a) market risk (including currency risk and interest
rate risk);

b) credit risk and

c) liquidity risk.

Market risk

The Company takes on exposure to market risks. Mar-
ket risks arise from open positions in (a) currency,
(b) interest rates, all of which are exposed to general
and specific market movements. Management analyse
and monitoring risk that may be accepted, however,
the use of this approach does not prevent losses in the
event of more significant market movements.

Currency risk

The Company operates internationally and is exposed
to currency risk arising from various currency expo-
sures, primarily with respect to USD and EUR. Cur-
rency risk arises from future commercial transactions
and recognised assets and liabilities.
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Management has set up a policy to manage its cur-
rency risk against its functional currency. In order to
manage its currency risk arising from future transac-
tions and recognised assets and liabilities, responsi-
ble persons in the finance department within the FEPA
negotiate the best possible exchange rates for the pur-
chase of foreign currency to be contracted on a dai-
ly basis based on the exchange rate applicable on the
day the purchase is made. Currency risks arise when
future commercial transactions or recognised assets
or liabilities are denominated in a currency that is not
the Company functional currency.

The Company has borrowings denominated in foreign
currency mainly in EUR which predominantly expose
Company to the currency translation risk. Curren-
cy exposure arising from the borrowings is managed
through the participation of the borrowing denom-
inated in functional currency of the Company in the
total credit portfolio.
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The carrying values (net of allowance) of the Compa-
ny’s financial instruments by currencies they are de-
nominated are as follows:

As of 31 December 2019 RSD EUR usD Other Total

Financial assets

Other short-term liabilities (7,319,417) (87,658) (167,593) (14,441) (7,589,109)

Net exposure 8,751,326 (55,436,600) (14,201,690) (327,526) (61,214,490)
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As of 31 December 2018 RSD EUR usbD Other Total
Financial assets
. Non -cu"ent ...................................................................................................................................................................................
FmanCIalmstrumentatFVTOCI ............................... 111,475 ............................ - .......................... -2Y687114Y162
Long-termmvestments m SUbSIdlarles .................... 754y936 ........... 22’524143 .......................... - ..................... - 23279'079 .
Otherlong_termmvestments .................................. 103y995767y463 .................. 6203 ..................... _877,661
Long term rece l Vable s ................................................. 8, 97 9 ............................ _ .......................... _ ..................... _ .................. 8 yg 79
Current
Traderecelvables ................................................ 2 3y44zyg893,527y685530y97810727501'759
Recelvablesfromspemﬁcoperatlons ......................... 4sy498 .................. 42y813162Y063 ..................... _ 24&374
Otherrecelvables .................................................... 11&4071470'075 ................... lY131887 ........... l yzgoysoo
Short termﬁnanmalmvestments .......................... 2Y124Y193 ............. 3Y504y407 .......................... _ ..................... _ ........... 5 ’62&600 .
CCashandcashequivelents 5121101 3014095 4074046 1353 12222578
Financial liabilities
. Non -current ...................................................................................................................................................................................
Long_term“ablhtles ..................................................... (491) ......... (86,801,180) ............ (Sogyoeg) ....... (257,129) ...... (87’361868)
Current
Shortterm francial labiies o8  (ssoem (2608 (38830)  (8141968)
CTadepaables (0441016 (145992100 (802124  (43899) (25887,149)
othershorttarm liabiies (0730060 ©6009 (66120 (7289  (7,999458)
Net exposure 11,438,590 (72,777,688) 3,444,481 (330,134) (58,224,751)
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The following exchange rates applied during the period:

Reporting date spot rate

31 December 31 December

2019 2018
EUR 117.5928 118.1946
usD 104.9186 103.3893

Sensitivity analysis

The Company has chosen to provide information
about market and potential exposure to hypotheti-
cal gain/(loss) from its use of financial instruments
through sensitivity analysis disclosures.

The sensitivity analysis below reflects the hypotheti-
cal effect on the Company's financial instruments and
the resulting hypothetical gains/losses that would
occur assuming change in closing exchange rates and
no changes in the portfolio of investments and other
variables at the reporting dates.

As at 31 December 2019, if the currency had strength-
ened/weaken by 5% against the EUR with all other
variables held constant, pre-tax profit for the year
and equity would have been RSD 2,771,830 (2018: RSD
3,638,884) higher/lower, mainly as a result of foreign
exchange gains/(losses) on translation of EUR — de-
nominated borrowings.

As at 31 December 2019, if the currency had strength-
ened/weaken by 10% against the USD with all other
variables held constant, pre-tax profit and equity for
the year would have been RSD 1,420,169 (2018: RSD
344,448) higher/lower, mainly as a result of foreign
exchange gains/losses on translation of USD — de-
nominated accounting payables.
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Interest rate risk

Borrowings withdrawn at variable interest rates ex-
pose the Company to cash flow interest rate risk. De-
pending on the levels of net debt at any given period of
time, any change in the base interest rates (EURIBOR
or LIBOR) has a proportionate impact on the Com-
pany’s results. If interest rates on foreign currency
denominated borrowings, with floating interest rate,
had been 1% higher/lower with all other variables held
constant, pre-tax profit and equity for 2019 would
have been RSD 718,111 (2018: RSD 862,976) lower/
higher, mainly as a result of higher/lower interest ex-
pense on floating rate borrowings.

Credit risk

The Company exposes itself to credit risk, which is
the risk that one party to a financial instrument will
cause a financial loss for the other party by failing
to meet an obligation.

Exposure to credit risk arises as a result of the
Company’s lending and other transactions with
counterparties, giving rise to financial assets and
off-balance sheet credit-related commitments.

The Company’s maximum exposure to credit risk is

reflected in the carrying amounts of financial assets
in the statement of financial position is as follows:
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31 December

2019 2018

Financial instrument at FVTOCI 95,662 114,162
. Long term mve Stments m Su b Sldla r Ie S .............................................................................................. 23,205’187 ......... 2 3’279’0 79 .
Otherlong-termInvestments808,449 .............. 877Y661
. Long term recelvables ............................................................................................................................ 234484 .................. 8 ’979 .
. Trade rec elvabl es .............................................................................................................................. 28,372063 ......... 27,501'759 .
. Recelvables from s peCIﬁ C Operatlons ...................................................................................................... 266,456 .............. 2 4 8'374 .
. Other rece I Vable S ................................................................................................................................ ly934yoz7 .......... 1’290' 500 .
Short termﬁnanmalmvestments ........................................................................................................ 5,433'722&62&600
Cashandcashequwalents ................................................................................................................ 13Y501’82712’222Y578

Total maximum exposure to credit risk 73,851,577 71,171,692

Credit risk management. Credit risk is the single
largest risk for the Company's business; management
therefore carefully manages its exposure to credit
risk. Credit risk arises from cash and cash equivalents,
deposits with banks and financial institutions, as well
as credit exposures to wholesale and retail customers,
including outstanding receivables and committed
transactions.

Limits. The Company structures the levels of credit
risk it undertakes by placing limits on the amount
of risk accepted in relation to one borrower. Credit
limit is established for each customer individually as
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maximum amount of credit risk taking into account a

number of characteristics, such as:

- financial statements of the counterparty;

- scoring Serbian Business Register Agency, NIS
and/or D&B reports;

- amount of registered pledges;

- data on customer’s account blockade;

- history of relationships with the Company;

- planned sales volume;

« duration of relationship with the Company,
including ageing profile, maturity and existence
of any financial difficulties.
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Trade, Specific and Other receivables

The Company’s exposure to credit risk is influenced
mainly by the individual characteristics of each
customer.

The Company applies the IFRS 9 simplified approach
to measuring expected credit losses which use a
lifetime expected loss allowance.

To measure the expected credit losses, trade,specific
and other receivables have been grouped based on
shared credit risk characteristics and the days past
due.

The expected loss rates are based on the payment
profiles of sales over a period of 48 months before
31 December 2019 and the corresponding historical
credit losses experienced within this period. The
historical loss rates were not adjusted with forward-
looking information on macroeconomic factors as no
correlation were identified that significantly affect
ability of the customers to settle the receivables.

The credit loss allowance for trade, specific and other
receivables is determined according to provision
matrix presented in the table below.

At 31 December 2019 the provision matrix is based on
the number of days that an asset is past due:

Loss ca?r;‘i): Lifetime Total trade, s.peciﬁc
rate amount ECL and other receivables
Trade, specific and other receivables
-Currentoos% ........ 2 8Y101,985 .............. (lsyeoe) .............................. 28,088,379
_lessthanSOdaysoverdue018% .......... ly207,976 ................. ( 2’179) ................................ 1,205]97
_Sltogodaysoverdue .................................................. 1 10% ............. ll7ylo7 ................ (ly 29 2) ................................... 115'815
_91t0270daysoverdue258% ............. 17&681 ................. ( 4y479) ................................... 169202
_Over270daysoverdue9464%181540231 ........ (1754&878) ................................... 9931353
Total trade, specific and other receivables 48,140,980 (17,568,434) 30,572,546
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At 31 December 2018 the provision matrix is based on
the number of days that an asset is past due:

Loss ca?r;?:; Lifetime Total trade, s.peciﬁc
rate amount ECL and other receivables
Trade, specific and other receivables
_ Current ........................................................................ 009% ........ 26,492,782 (23515) .............................. 26,46&467
_ lessthan SOdaysoverdue ........................................... 032% .......... l Ylooygos ................ (37549) ................................ 1y097554
_SltOQOdaysoverdue113%339540 ................ (3'833) ................................... 335507
_91t0270daysoverdue ............................................... 422% 345383(14602) ................................... 331581
_ over270days Overdue ................................................ 9 574 % ........ 18715'317 ........ ( l7y908 Y 39 3 ) ................................... 806,924
Total trade, specific and other receivables 46,994,325 (17,953,692) 29,040,633

As arule, an excess of receivables over approved cred-  ables taking into account analysis of ageing profile
it limit is secured by either bank guarantee, advance  of receivables and duration of relationships with the
payment or other security. Company.

The Management of the Company regularly assesses ~ Management believes that not impaired trade, specif-
the credit quality of trade, specific and other receiv-  ic and other receivables are fully recoverable.
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Movements on the Company’s provision for otherim-
pairment of trade receivables and lease receivables are

as follows:

Trade
receivables
Lease
Individually ~ Collectively ~ "oceivabples Total
impaired impaired

As at 1 January 2018 2,539,550 5,330,295 - 7,869,845
* Reclassficaton of ease receivables asof 1 Januay 2018 - e
ProwsmnforrecewablesImpalrment .......................................................... _ .................. é 7404 .................... 323670640
UHUSEdamountsreverSGd(nOte34) ............................................... (966%) .............. ( 591739)(15724) ......... (704159)
Unwmdmgofdlscount(mte32) ................................................................ _ ............... (44661) ............................ (44661)
* Receivables witten off during the year as uncollectble - asoza 659 (150798
. EXC h a nge dlﬁerenc es ................................................................................. - .................... l 6 7 6 ............................ ................ 1676 .
Other ......................................................................................................... - .................... (637) ............................ (637)

As at 31 December 2018 2,442,854 3,539,446 59,609 6,041,909

Provision for receivables impairment - 74,646 2,321 76,967
Unusedamountsreversed(note34) ........................................................... _ ............... (73383)(7867)(81250)
* Receivables witten of during the year as uncollectble ey 23 e300
Other ......................................................................................................... - ................. (1806) ............................ (1806)

As at 31 December 2019 2,442,854 3,276,526 52,831 5,772,211

Expenses that have been provided for or written off
are included in fair value measurement loss within the
income statement. Amounts charged to the allowance
account are generally written off where there is no ex-
pectation of recovering additional cash.

The maximum exposure to credit risk at the reporting

date is the carrying value of each class of receivables
mentioned above. The other classes within trade, spe-
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cific and other receivables do not contain impaired
assets.

As of 31 December 2019 receivables from specific op-
erations amounting RSD 2,213,511 (31 December 2018:
RSD 2,197,767) are mostly impaired in the amount of
RSD 1,947,055 (31 December 2018: RSD 1,949,393).
98% these receivables are older than 5 years.
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Movements on the provision for other receivables:

Interest on long - Other
Other
term placements Interest . Total
A receivables
(current part) receivables
As at 1 January 2018 34,182 4,187,290 7,483,218 11,704,690
Remeasurement of expected credit losses 412,465 - - 412,465
Restated balance at 1 January 2018 446,647 4,187,290 7,483,218 12,117,155
Provision for other receivables impairment 39,379 5,853 13,680 58,912
Unused amounts reversed (note 34) (54,260) (12,919) (3,578) (70,757)
Receivables written off during the year as ) (2,048,409) (92,703) (2.141,112)

uncollectible

As at 31 December 2018 430,715 2,131,095 7,400,617 9,962,427
Provision for other receivables impairment - 4,802 9,342 14,144
Unused amounts reversed (note 34) (5,951) (12,914) (1,088) (19,953)
Reclassification from non-current to current part (40,320) - - (40,320)
Exchange differences (2,226) - - (2,226)
Recelvabl‘es written off during the year as ) (57.932) 6,971) (64,903)
uncollectible and other

As at 31 December 2019 382,218 2,065,051 7,401,900 9,849,169
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e Financial Statements

Other financial assets at amortised cost

Movements on the provision for long-term place-
ments to subsidiaries:

Total
As at 1 January 2018 -
RemeasurementofexpectedCrEdltlosses ..................................................................................................................... 7 y542Y125
Restatedbalanceat1January20187’542'125
Unusedamountsreversed(note34)(96974)
ReClaSSIﬁcatlonfromnon_currenttocurrentpart ....................................................................................................... (3384402)
EXChangEdlﬁerences ........................................................................................................................................................ (l7y703)
As at 31 December 2018 4,043,046
As at 1 January 2019
RemeasurementofexpectedCredltlosses94,891
ReClaSSIﬁcatlonfromnon-currenttocurrentpart ....................................................................................................... (lv822¥844)
EXChangedlﬁerences ....................................................................................................................................................... (14,939)
As at 31 December 2019 2,300,154
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Movements on the provision for short-term placements:

Short-term Current
Short-term . .

. financial portion of
financial loans - Total

et loans - long-term

subsidiaries .

Domestic placements
As at 1 January 2018 188,447 2,019 - 190,466
Remeasurement of expected credit losses - - 2,118,728 2,118,728
Restated balance at 1 January 2018 188,447 2,019 2,118,728 2,309,194
Reclassification from non-current to current part - - 3,384,402 3,384,402
Exchange differences 87) - (5,330) (5,417)
Other (188,360) - 188,360 -
As at 31 December 2018 - 2,019 5,686,160 5,688,179
Remeasurement of expected credit losses - - 5,000 5,000
Unused amounts reversed - - (172,425) (172,425)
Reclassification from non-current to ) ) 1,863,164 1,863,164

current part

Exchange differences - - (34,393) (34,393)
As at 31 December 2019 - 2,019 7,347,506 7,349,525

Liquidity risk

Cash flow forecasting is performed as aggregated at
the Company’s level. The Company’s finance function
monitors rolling forecasts of the Company’s liquidity
requirements to ensure it has sufficient cash to meet
operational needs while maintaining sufficient head-
room on its undrawn committed borrowing facilities
at all time so that the Company does not breach bor-
rowing limits or covenants (where applicable) on any
of its borrowing facilities. Such forecasting takes into
consideration the Company’s debt financing plans,
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covenant compliance, compliance with internal bal-
ance sheet ratio targets and, if applicable external
regulatory or legal requirements — for example, cur-
rency restrictions.

Surplus cash held by the Company over and above the
balance required for working capital management is
invested as surplus cash in time deposits.

The table below analyses the Company’s financial li-

abilities into relevant maturity groupings at the bal-
ance sheet.
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The amounts disclosed in the table are the contrac-
tual undiscounted cash flows. Balances due within 12

months equal their carrying balances as the impact of
discounting is not significant.

Carrying Contractual Less than 1-5 Over 5
amount cash flows 1 year years years
As at 31 December 2019
Financial labiltes (ebtvlease) 00756002 95865051 9052606 32868105 3944342
Tradepayablesanddmdendspayable ............... 40501648 ............ 40501648 ........ 40501648 ........................ .
131,257,650 136,366,699 49,554,254 82,868,103 3,944,342
As at 31 December 2018
Financial labiltes (ebtvlease) 0550085 101961239 9889471 86651220 5440539
Tradepayablesanddmdendspayable ............... 29659457 ............ 2965945729659457 ........................
125,169,293 131,620,696 39,548,928 86,631,229 5,440,539

6.2. Capital risk management

The Company’s objectives when managing capital
are to safeguard the Company’s ability to continue
as a going concern in order to provide returns for
shareholders and benefits for other stakeholders and
to maintain an optimal capital structure to reduce the
cost of capital.

In order to maintain or adjust the capital structure,
the Company may adjust the amount of dividends paid
to shareholders, return capital to shareholders, issue
new shares or sell assets to reduce debt.
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On the Company level capital is monitored on the basis
of the net debt to EBITDA ratio. Net debt to EBITDA is
calculated as net debt divided by EBITDA. Net debt is
calculated as total debt, which includes long and short
term loans, less cash and cash equivalents and short
term deposits. EBITDA is defined as earnings before
interest, income tax expense, depreciation, depletion
and amortisation, other finance income (expenses)
net, other non-operating income (expenses).

The Company’s net debt to EBITDA ratios at the end of
the reporting periods were as follows:
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31 December
2019

31 December
2018

Total borrowings

90,756,002

95,509,836

Less: cash and cash equivalents (note 19)

(13,501,827)

(12,222,578)

Net debt 77,254,175 83,287,258
EBITDA 42,093,360 51,101,970
Net debt to EBITDA 1.84 1.63

The Company has committed (at the level of Gazprom
Neft Group) to maintain debt cover ratio of total
indebtedness and EBITDA not exceeding 3.0 during
the terms of long-term borrowings agreements
with certain commercial banks. Company constantly
monitoring the established commitments to maintain
the height of debt cover ration and there has been no
breach of these obligation.

There were no changes in the Company’s approach to
capital management during the year.

6.3. Fair value estimation

The fair value of financial instruments traded in an
active market (such as available for sale securities) is
based on quoted market prices at the reporting date.
The quoted market price used for financial assets held
by the Company is the current bid price.

The fair value of financial instruments that are not
traded in an active market is determined by using
valuation techniques. The Company uses a variety of
methods and makes assumptions that are based on
market conditions existing at each reporting date.
Quoted market prices or dealer quotes for similar
instruments are used for long-term debt. Other
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techniques, such as estimated discounted cash flows,
are used to determine fair value for the remaining
financial instruments. The fair value of forward
foreign exchange contracts is determined using
quoted forward exchange rates at the reporting date.

The carrying amount of trade, specific and other
receivables and trade and other payable due to their
short-term nature is considered to be the same as
their fair value. For the majority of the non-current
financial assets and non-current financial liabilities
the fair values are also not significantly different to
their carrying amounts.
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7. SEGMENT INFORMATION

Presented below is information about the Company’s
operating segments for the years ended 31 December
2019 and 2018. Operating segments are components are
engaged in business activities which may earn revenues
or incur expenses, whose operating results are regularly
reviewed by the chief operating decision maker (CODM),
and for which discrete financial information is available.

The Company manages its operations in two operating
segments: Upstream and Downstream.

Upstream segment (exploration and production) in-
cludes the following Company operations: exploration,
development and production of crude oil and natural
gas and oil field services. Downstream segment (re-
fining and marketing) processes crude oil into refined
products and purchases, sells and transports crude and
refined petroleum products (refining and marketing).
Corporate centre and Energy business activities ex-
penses are presented within the Downstream segment.

Eliminations and other adjustments section encom-
passes elimination of inter-segment sales and related
unrealized profits, mainly from the sale of crude oil and
products, and other adjustments. Intersegment reve-
nues are based upon estimated market prices.

EBITDA represents the Company’s EBITDA. Manage-
ment believes that EBITDA represents useful means of
assessing the performance of the Company's on-go-
ing operating activities, as it reflects the Company's
earnings trends without showing the impact of certain
charges. EBITDA is defined as earnings before inter-
est, income tax expense, depreciation, depletion and
amortization, finance income (expenses) net and other
non-operating income (expenses). EBITDA is a supple-
mental non-IFRS financial measure used by manage-
ment to evaluate operations.

Reportable segment results for the year ended 31 De-
cember 2019 are shown in the table below:

Upstream Downstream Eliminations Total

Segment revenue 47,931,163 245,511,573 (48,153,910) 245,288,826
Intersegment 47,212,926 940,984 (48,153,910) -

e Extemal718237 ......... 244570589 .............................. 245288826
y EBITDA (Se g ment resmts) ............................................. 33’009’472 ........... 9’ 083’ 888 .............................. _ ...... 42 7093 Y360 .
Depreciation, depletion and amortization (10446800  @®559084H - Qo0sssa)
|mpa|rmentmcome ( losses)(mtessand 36) .................................. (1748 2 ) ................ 339903 .............................. 3 224 21 .
Wnteoﬁofexploratlonworks(nOte9)(377207) ............................ .............................. ........... (377207)
Fmanceexpensesnet(145912) .............. (298254) .............................. ........... (444166)
|nc0metax ................................................................................. (74711) ........... (4239231) .............................. (4313942)
y se gment proﬁt (l o ss ) ...................................................... 22 ’249 ,370 ......... (4,5 49'305) .............................. - ...... 17,700,065 o
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Reportable segment results for the year ended 31
December 2018 are shown in the table below:

Upstream Downstream Eliminations Total
Segment revenue 51,441,537 257,671,514 (50,589,603) 258,523,448
Intersegment 49,659,488 930,115 (50,589,603) -

Segment profit (loss) 26,773,827 (706,338) - 26,067,489
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EBITDA for the year ended 31 December 2019 and 2018
is reconciled below:

Year ended 31 December

2019 2018

Profit for the year 17,700,065 26,067,489
lncomEtaxexpenses .............................................................................................................. 4 Y313y942 ........................ 5575,472
Other expenses ...................................................................................................................... ly452’124 ........................ 1’426'519
Other mcome ....................................................................................................................... (lvl4lyo58) ......................... (969’970)
*Loss from valuaton of assets t fai valve throvgh proftand loss 2aes 205,707
*Income from valuation of assets t fairvelue through proftandloss eosor @015
Fmanceexpense .................................................................................................................... 3y527y458 ......................... 5 '427Yl79
Fmancemcome(sycmsyzgz) ...................... (4Y578YS89)
Deprematlon’depletlonandamortlzatlon ............................................................................. l 9005884 ...................... 1&301276
Othernonoperatmgexpensesyneﬂ386'530 ........................... 663246

EBITDA 42,093,360 51,101,970

*Other non-operating expense, net mainly relate  site restoration cost, allowance of receivables and
to reversal of impairment, decommissioning and  other.
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0il, gas and petroleum products sales comprise
the following (based on the country of customer

incorporation):

Year ended 31 December 2019

Domestic market Export and international sales Total

Sale of crude oil 824,056 665,186 1,489,242
SaleofgaSl408299 .................................................................... ............ 1408299

Through a retail network - - -
e WhO[esaleact’wt’eS1408299 .................................................................... - ............ 1408299
. Sa le of petmIeum pmduc ts ...................................... 187113944 ................................................... 46 2 2 8 751 ........ 23 3 342 6 9 5 .

Through a retail network 66,171,840 - 66,171,840
e Whowsaleacnwnes ............................................. 120942104 ................................................... ;E.S 2 28751 ......... 1671708 55
Leaserevenue ................................................................. 374599 ............................................................ 1967376566
Sales ofe lectnmty .......................................................... 7 82645 ........................................................ 205 143 ................ 9877 8 8 .
Othersales ................................................................... 7494560189676 ............. 7 '684236

Total sales 197,998,103 47,290,723 245,288,826
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Year ended 31 December 2018

Domestic market Export and international sales Total

Sale of crude oil - 1,528,011 1,528,011
Saleofgas .................................................................. lY622y853 .................................................................... -1762&853

Through a retail network - - -
e Who[esaleactlwues ................................................. 1Y622y853 .................................................................... _1’622353
Saleofpetmleumpmducts197Y879Y244 ................................................... 48'125760 ........ 246'005'004

Through a retail network 63,956,088 - 63,956,088
e Who,esaleacnvmes ............................................. 133323’156 ................................................... 4&125'760182'048'916
Leasereven u e ................................................................ 474Y818 .................................................................... - ................ 474 ’818
Sales Ofelectnmty ......................................................... 746’559 ........................................................ 851,6001,59&159 .
Other Sales .................................................................. 7y030Y57l ........................................................ 264@32 ............. 7 Y294,603 .

Total sales 207,754,045 50,769,403 258,523,448

Out of the amount of RSD 167,170,855 (2018: RSD
182,048,916) revenue from sale of petroleum products
(wholesale), the amount of RSD 19,070,224 (2018:
RSD 26,679,415) are derived from a single domestic
customer, HIP Petrohemija. These revenues are
attributable towholesale activitieswithin Downstream
segment.
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Sales of electricity mainly relates to trading with
Network for Trading in the amount of RSD 309,224
(2018: Energy Financing Team in the amount of RSD
518,173).

Other sales mainly relate to sales of non-fuel products
at petrol stations.

NIS Group



The Company is domiciled in the Republic of Serbia. = customer from other countries is RSD 47,290,723
The result of its revenue from external customers in (2018: RSD 50,769,403). The breakdown of the
the Republic of Serbia is RSD 197,998,103 (2018: RSD major component of the total revenue from external
207,754,045), and the total of revenue from external customers from other countries is disclosed below:

Year ended 31 December

2019 2018
Sale of crude oil 665,186 1,528,011
Sale of petroleum products (retail and wholesale)

e Bosma andHerzegovma .................................................................................................... 16,294267 ..................... 12,319,667
e Bu[garla .............................................................................................................................. 7793,20611,069’476
e Romama ............................................................................................................................. GyOl&OOl ....................... 8,531’671
e Croatla ............................................................................................................................... 2y431y173 ........................ 2 y997y771
e SWItze rland ........................................................................................................................ 1Y888Y635 ........................ 2 Y7 77’082
e Hungary .............................................................................................................................. 1Y610'8451’810Y152
e NorthemMacedoma ........................................................................................................... lv343Y723 ........................ l ’7 26'618
e GreatBrltam ....................................................................................................................... 1,063213 ....................... lv839’930
A“Othermarketszmsveas ....................... SYOSSJ%

46,228,751 48,125,760
Leaserevenue ............................................................................................................................... ly967 ...................................... -
Salesofelectmlty ..................................................................................................................... 205,143 .......................... 851,600
Othersales ................................................................................................................................ 189676 .......................... 264y032

47,290,723 50,769,403

Revenues from the individual countries included in all other markets are not material.
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8. INTANGIBLE ASSETS

Development Concessions, patents, licenses,
investments software and other rights
At 1 January 2018
. Cost ......................................................................................................... 9y330y701 ........................................................ 8y 165’ 992 ..........................
Accumu[atedamornsat,onand|mpa|rment(1Y565Y494) ...................................................... (6,043’048) ..........................
Net book amount 7,765,207 2,122,944
Year ended 31 December 2018
Addmons_ ........................................................................ e
Transfertoassetsunderdevelopment2299,438193,070 ..........................
Amort|zat|on(7sgyz79) .......................................................... (837’574) ..........................
Transfer from PP&E (note 9) - -
Closing net book amount 9,306,366 1,478,440
As at 31 December 2018
. Cost ....................................................................................................... 1 lYG 30Y139 ........................................................ 8y 301 Y 639 ..........................
Accumu[atedamort,zat,onand|mpa,rment(2523,773) ...................................................... (6Y823’199) ..........................
Net book amount 9,306,366 1,478,440
At 1 January 2019
. Cost ....................................................................................................... 1 ly6 30y139 ........................................................ 8y 301 Y 639 ..........................
Accumu[atedamort,zat,onand|mpa,rment(2523,773) ...................................................... (6Y823’199) ..........................
Net book amount 9,306,366 1,478,440
Year ended 31 December 2019
Add,t,ons_ ........................................................................ e
Transfertoassetsunderdevelopment3’139293 ........................................................... 795y980 ..........................
. Amom Zatlon .......................................................................................... (1 ’ OO 5’829) ......................................................... (485 Y 01 8 ) ..........................
Transfer from PP&E (note 9) - -
Dlsposalsandwnte-oﬁ_ ................................................................. (371) ..........................
Closing net book amount 11,439,830 1,789,031
As at 31 December 2019
. Cost ....................................................................................................... 14'769'431 ......................................................... 9 YO 1 3 ’ 1 9 1 ..........................
Accumu[atedamort,zatlonand|mpa,rment(3y329y601)(7,224460) ..........................
Net book amount 11,439,830 1,789,031
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Other intangibles Intangible assets under development Total

960,875 5,515,048 23,972,616
(97,937) (45,506) (7,751,985)
862,938 5,469,542 16,220,631
(370) 1,947,886 1,947,516
7,584 (2,500,092) -
(21,243) - (1,617,096)
- (11,625) (11,625)
848,909 4,905,711 16,539,426
968,089 4,951,217 25,851,084
(119,180) (45,506) (9,311,658)
848,909 4,905,711 16,539,426
968,089 4,951,217 25,851,084
(119,180) (45,506) (9,311,658)
848,909 4,905,711 16,539,426
- 2,232,327 2,232,327
- (3,935,273) _
(20,388) - (1,511,235)
- (47,459) (47,459)
- (53,865) (54,236)
828,521 3,101,441 17,158,823
967,444 3,125,788 27,875,854
(138,923) (24,347) (10,717,031)
828,521 3,101,441 17,158,823

Intangible assets under development asat 31 December  explorations (unproved reserves) in the amount of
2019 amounting to RSD 3,101,441 (31 December  RSD 2,841,508 (31 December 2018: RSD 4,579,282).
2018: RSD 4,905,711) mostly relate to investments in
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9. PROPERTY, PLANT AND EQUIPMENT

a) Property, plant and equipment carried at cost

Machinery and

Land Buildings T E
At 1 January 2018
cost ................................................................................................... 10,630202 .................. 181507’667 ................ 112’281936 ............................
. Accum u [ ate d deprema tlo n : and .mpa| r men t ............................................ (301 Y 324) ................. (54 oo 6Y843) ................ ( 51,59&5 6 1) ............................
Net book amount 10,328,878 127,300,824 60,691,375

Year ended 31 December 2018

Other transfers (14,903) 14,903 -
Closing net book amount 10,361,685 135,240,544 59,129,900
At 31 December 2018
Cost ................................................................................................... 10'660,01819&580'407 ................ 117508'009 ............................
Accumu[ateddeprec|at|onand|mpa|rment ............................................ ( 298333)(6&339863) ................ (5&178'109) ............................
Net book amount 10,361,685 135,240,544 59,129,900

Year ended 31 December 2019

Additions 35,821 16,781,918 5,470,872
|mpa|rmentcharge(not9353nd36) ................................................................... e (9&929) ................................... e
. Deprec|at|o n ........................................................................................................ e ( 98499 91) .................. (7y339y460) ............................
. Transfer . from |ntang|b[ e asse ts (nOte 8) .............................................................. e RS e
Transfertoassetshe[dfo,—sa[e ................................................................ (5@573) ......................... (18,619) ....................... , 30Y607) ............................
D|Sposalsandwr|te_oﬁ ................................................................................... (73) ......................... (61376) ..................... ( 13ey427) ............................
Transfertonght_of_useassets ............................................................................ e ( 45&413)(362'992) ............................
. Other . transfers .................................................................................................... e 970 ............................ (963) ............................

Closing net book amount 10,340,860 141,437,504 56,730,323

At 31 December 2019

Cost 10,639,193 213,989,196 121,515,375
Accumulated depreciation and impairment (298,333) (72,551,692) (64,785,052)
Net book amount 10,340,860 141,437,504 56,730,323
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Construction in

Investments in

Advances to

Progress iy A3 leased PP&E suppliers L2 L
.

27313677 ...................................... 7 5517 ................................ 4 914912148358 ......... 334254848
(2001642)(1117) .............................. ( 228280) ................ (36946) ....... ( 108172713)

25,312,035 74,400 263,211 2,111,412 226,082,135
s 1 4623749 ....................................... 2234 .................................... 477347 43073 ........... 42875055
217660_ ............................ R ; 17660
e e L R 85161
(13412)_ ............................ e ( 80966)
U s A L (68158) ............................ e (16684180)
e : 1625_ ............................ e 11625
e L R ( 196037)
(9108)_ ............................ R ( 73860)
PR (86 0282) .......................................... ( 98) ....................................... (22) ........... (6 096 317) ........... (7187689)

39,282,267 76,536 199,804 758,168 245,048,904
41282441 ...................................... 7 7653 ................................ 4 96173790744 ......... 369195445
(2000174)(1117) .............................. ( 296369) ................ (32576) ....... ( 124146541)

39,282,267 76,536 199,804 758,168 245,048,904
s 1 4598106 ........................................ 10912047039 ........... 38934847
e (141,530)- ............................ e ( 240459)
OO s A e (64086) ............................ R (17353537)
47459_ ............................ R L.L. 7459
e L R ( 105799)
PR (611234) .......................................... ( 10) ........... (246&019) ........... (3277739)
e e et ( 819405)

(13) - - - (6)

53,175,055 77,617 135,718 337,188 262,234,265
55160985 ...................................... : 8734 ................................ - 96173358551 ......... 402238207
(1985930)(1117) .............................. ( 360455) ................ (21363) ....... ( 140003942)

53,175,055 77,617 135,718 337,188 262,234,265

Annual Report 2019 263



The management of the Company assesses at each
reporting date whether there is an indication that the
recoverable amount of property, plant and equipment
fell below its book value.

b) Right of use of assets

As at 31 December 2019, the Company assessed impair-
ment indicators of cash generating units (“CGU”) — re-
fer to Note 3.6 for details. In addition Company has as-
sessed and recognized impairment losses for the asset
which has disposed due to obsolete or physically dem-
olition in amount of RSD 240,459 (2018: RSD 80,966).

Plant and .
Property 5 Vehicles Total
equipment
As at 1 January 2019 - - - -
Changes in opening balances 540,388 324,713 54,331 919,432
Additions 30 48,222 116,789 165,041
Depreciation (51,593) (78,398) (11,121) (141,112)
Transfers - (19,911) 19,911 -
Effect of contract modifications and changes in estimates 474 - - 474
As at 31 December 2019 489,299 274,626 179,910 943,835
c) Investment property - carried at fair value
Investment properties are valued at the reporting date =~ Movements on the account were as follows:
at fair value representing the investment property
market value.
2019 2018
As at 1 January 1,730,100 1,530,356
Fair value gains (note 35 and 36) (8,290) 6,534
Transfer from PP&E carried at cost - 196,037
Disposals (37,319) (1,405)
Other 9,816 (1,422)
As at 31 December 1,694,307 1,730,100
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As at 31 December 2019, investment properties
amounting to RSD 1,694,307 (31 December 2018: RSD
1,730,100) mainly relate to the petrol stations and
business facilities that have been rented out under
long-term lease agreements, and are valued at fair
value as at the reporting date.

Fair value of investment properties

Valuation of the Company’s investment properties
comprised of rented petrol stations and other busi-
ness facilities was performed to determine the fair
value as at 31 December 2019 and 2018. The revalua-
tion gain was credited to other income (note 35).

The following table analyses the non-financial assets
carried at fair value, by valuation method. The differ-
ent levels have been defined as follows:
Quoted prices (unadjusted) in active markets for
identical assets or liabilities (Level 1).
Inputs other than quoted prices included within
level 1 that are observable for the asset or liabil-
ity, either directly (that is, as prices) or indirectly
(that is, derived from prices) (Level 2).
Inputs for the asset or liability that are not based
on observable market data (that is, unobservable
inputs) (Level 3).

Fair value measurements at 31 December 2019 using:

q . o ionifi
Q-uoted prices in Significant other Significant
active markets for R unobservable
. . observable inputs .
identical assets (Level 2) inputs
(Level 1) (Level 3)
Recurring fair value measurements
Land and buildings
- Shops and other facilities for rents - 958,865 -
- Gas stations - - 735,442
Total - 958,865 735,442
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Fair value measurements at 31 December 2018 using:

. . ignifi t .
Quoted prices in S Significant
A other
active markets for unobservable
X X observable .
identical assets e inputs
Level 1 Level 3
( ) (Level 2) ( )
Recurring fair value measurements
Land and buildings
- Shops and other facilities for rents - 986,418 -
- Gas stations - - 743,682
Total - 986,418 743,682

Valuation techniques used to derive level 2 fair
values

Level 2 fair values of shops, apartments and other
properties for rent have been derived using the sales
comparison approach. Sales prices of comparable
properties in close proximity are adjusted for differ-
ences in key attributes such as property size. The most
significant input into this valuation approach is price
per square meter.

Fair value measurements using significant un-
observable inputs (Level 3)

Level 3 fair values of gas stations have been derived
using value-in-use approach where fair value of gas
station is determined as the present value of future
net benefits which will belong to the Company based
on long-term rental contracts. The most significant

266

input into this valuation approach is rental price per
gas station.

The key assumptions used for value-in-use calcula-
tions:

2019 2018
Long term growth rate 0% 0%
Discount rate 12% 12%
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Reconciliation of changes in fair value measurement,
assets categorised within Level 3 of the fair value

hierarchy:

2019 2018
Assets as at 1 January 743,682 658,184
Changes in fair value measurement:
Loss/Gains recognised in profit or loss, fair value measurement (8,290) 6,534
Transfer from PPE - 81,407
Other 50 (2,443)
Total (decrease) increase in fair value measurement, assets (8,240) 85,498
Assets as at 31 December 735,442 743,682

d) Oil and gas production assets

0il and gas production assets comprise of aggregated  expenditures associated with the production of proved
exploration and evaluation assets and development reserves (note 2.7).
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Capitalised exploration and aral=ed

evaluation expenditure developr.nent
expenditure
As at 1 January 2018

....... C05t14Y874,54egyg51Y585
....... Deprec,atlonand|mpa,rment(4,897)(2@87)

Net book amount 14,869,649 2,949,498
yearended;r,lpecemberzo]_s ............................................................................................................................................................................
....... Add,t,ons4,541,28913@03’379
....... Transferfromassetunderconstruct,on(4Y892,273)(14Y136Y238)
....... Othertransfers(43’248)(675@33)
....... Appra|sa[eﬁ5ects__
....... |mpa|rment_(3471)
....... Deprec|at|onanddep[et|on-_
....... UnsuccessmlexploratlonexpendltureSderecogmsed(nOte7)(57,075)_
....... Transfertomvestmentproperty__
....... Dlsposalsandwnte-oﬁ(17’101)(3&909)

14,401,241 1,101,226
Asat31December2018 ......................................................................................................................................................................................
....... Costl4y401y24llyl03y654
....... Demecmt'onand|mpa,rment_(gy428)

Net book amount 14,401,241 1,101,226
Yea,ended;:,lpecemberzmg ............................................................................................................................................................................
....... Add,t,ons4y496187813559Y151
....... Transferfromassetunderconstructlon(6’747]89)(11'223519)
....... Othertransfers120288102'175
....... |mpa|rment__
....... Deprec|at|onanddep[et|on__
....... UnsuccessmlexploratlonexpendltureSderecogmsed(nOte7)(377,207)_
....... D|Sposalsandwr|te_oﬁ(]_5]_’5]_8)(49]_)

11,741,893 3,538,542
Asat31[)ecember2019 ......................................................................................................................................................................................
....... Costlly741,8933y538,542
....... Deprec|at|onand|mpa|rment__

Net book amount 11,741,893 3,538,542
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Total - asset under construction

(exploration and development UCL G LT AL TR ICERENG Total
expenditure) assets corporate assets
.
ettt 1 7826131 ........................ 135319515 .................................... 22129153167775
USSP PSSP P o (6984) ........................ ( 32675985) .................................. ( 20309) ................ (32 703 278) .
17,819,147 102,643,530 1,820 120,464,497
et 17544668 ............................... 117748-17652416
e (19028511) .......................... 19056693 ......................................... (15) ......................... 28167
ettt ee (718281) ............................ 1791710 ......................................... 6661074095
USSR T R SO R é. 5161_ ......................... 35161
ettt (3471)__ ......................... (3471)
USSR PRSTRPo SUS R ( 9566607)_ .................. (9566607)
(57075)__ ....................... (57075)
TSSOSO S e ( 114709)_ ..................... (114709)
USSP USTSSTTSRUSPRIN (54010) ............................. ( 142745) ......................................... (50) ..................... (196 805) .
15,502,467 113,870,781 2,421 129,375,669
et 15504895 ........................ 155367335 .................................... 22742171894973
ettt ettt eneenen (2428) ........................ ( 42496555) .................................. ( 20321) ................ (42519304)
15,502,467 113,870,781 2,421 129,375,669
et 18056029 ............................... 777397_18833426
e (17971308) .......................... 17971308_ ...................................
SO SO OSSPSR P 222463 ............................. ( 173746) ...................................... 1620 ......................... 50 33 7 .
OO S TSSO DY e ( 17482)_ ....................... (17482)
SO STUS PSSRSO s ( 10375256)- ................ (10376256)
et (377207)__ ..................... (377207)
et ( 15200 9) ............................. ( 102629) ......................................... (10) ..................... (254 648) .
15,280,435 121,949,373 4,031 137,233,839
et 15280435 ........................ 174428161 .................................... 24376189732972
USSP SR R ( 52478788) .................................. ( 20345) ................ (52 .A.ré.é 1 33) .
15,280,435 121,949,373 4,031 137,233,839

tion assets located in Serbia due to uncertain viability of
commercial production (2018: amount of RSD 57,075).

Unsuccessful exploration expenditures derecognised
in the amount of RSD 377,207 mainly relate to explora-
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10. INVESTMENTS IN SUBSIDIARY

31 December 31 December
2019 2018
Investments in subsidiaries:

_InShareS ....................................................................................................................... sy457Y576 ............................... 3y457'576
_Instakes .................................................................................................................... 13589’990 ............................. l 3589’990

16,847,566 16,847,566
. Les S PrOVISI on ............................................................................................................. (3’ 421 ' 98 O ) ............................. ( 3’4 21’980) .

13,425,586 13,425,586

Investments in subsidiaries as at 31 December 2019 relate to the following companies:

. Net book

Company Share % Investment Impairment
value
NIS Petrol a.d., Belgrade, Serbia 100% 3,457,576 (1,172,263) 2,285,313

Svetlost, Bujanovac, Serbia 51% 17,045 (17,045) -

16,847,566 (3,421,980) 13,425,586
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11. INVESTMENTS IN ASSOCIATES AND JOINT VENTURES

The carrying value of the investments in associates
and joint ventures as of 31 December 2019 and 2018 is
presented below:

Ownership 31 December 31 December
percentage 2019 2018
Gazprom Energoholding Serbia d.o.0. Novi Sad Joint venture 49% 1,038,800 1,038,800
HIP Petrohemija ad Pancevo Associate 20.86% 11,572,197 11,572,197

Less: Provision

(11,572,197)

(11,572,197)

1,038,800

1,038,800

The principal place of business of joint venture dis-
closed above is Republic of Serbia. There are no con-
tingent liabilities relating to the Company’s interest
in the joint venture, and no contingent liabilities of
the venture itself.

Gazprom Energoholding Serbia d.o.o. Novi Sad

In 2015, the Company and Centrenergoholding OAO
Russian Federation established the holding company
Serbskaya Generaciya, through which they will joint-
ly operate with the Thermal and Heating Power Plant
Gazprom Energoholding Serbia "TE-TO" Pancevo
with a projected capacity of 208 MW. In October 2017
the contract with Shanghai Electric Group Co., Ltd. was
signed ona "turnkey" basis and the design phase start-
ed. The project is mostly financed from the loan from
Gazprombank (140 mln EUR) with the loan tenor of 12
years. Handing over CHP TE-TO Pancevo is expected
to be completed by the 30th August 2020. During the
March 2019, Serbskaya Generaciya changed company
name to Gazprom Energoholding Serbia.

Annual Report 2019

HIP Petrohemija

In accordance with the laws in force in the Repub-
lic of Serbia, at the beginning of October 2017 all the
condition were met for the full implementation of the
earlier prepared plan for restructuring of the company
HIP Petrohemija a.d. Pancevo. In accordance with the
adopted plan, the structure of the share capital of the
company HIP Petrohemija has been changed, whereby
Company increased its equity interest. After conver-
sion, Company holds, directly more than 20,86% per
cent of the voting power of the HIP Petrohemija. Also,
Company has representatives on the BoD and Super-
visory boards.

The summarised financial information for the joint
ventures as of 31 December 2019 and 2018 and for the
years ended 31 December 2019 and 2018 is presented
in the table below:
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Gazprom Energoholding Serbia

31 December 2019

Loss for the year

31 December 2018

Loss for the year

(126,332)

12. LONG-TERM INVESTMENTS IN PARENT AND SUBSIDIARIES

31 December

31 December

2019 2018

LT loans - Subsidiaries - Domestic 79,077 96,995
. LT l Oans - . Su b Sldlane S - FO r e I gn ........................................................................... 2 5’4 26,264 .................................... 27’225’130 -

25,505,341 27,322,125
Less|mpalrment(2500’154) ................................... (4y043yo46)

23,205,187 23,279,079
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Long-term loans to subsidiaries denominated in RSD relate to:

Curvency 31 December 31 December
2019 2018
Domestic

. Ozone ad Be lgrade Serbla ......................................... E UR .............................................. 79077 ....................................... 96995 ..

79,077 96,995
Fore,gn .............................................................................................................................................................................................
lepetrOleOOdSoﬁjaBu[gana .................................. E UR5806390 ................................. 9450355
NIS p etr Ol SRL B uc harest Romam a .............................. E UR ....................................... 167 9 8 944 ............................... 13705024
N|Sp etr OIdoo BanJaLUka B,H .................................... E UR ......................................... 270 3332 ................................. 3 6 32903
JadranNaﬁaganOOBan]aLUkaBIH ........................ E UR ............................................ 117598436848

25,426,264 27,225,130

25,505,341 27,322,125

Long-term loans to subsidiaries are approved at the  the date of payment of the last tranche. The carrying
fixed rate (2,1% p.a.) and the variable interest rates  value of long-term loans is equal to their fair value.
(6M Euribor + 2.9%), for a period of 7 to 10 years from

13. OTHER LONG-TERM FINANCIAL INVESTMENTS

31 December 31 December

2019 2018

Other LT investments 9,176 9,099
LTloansgNentoemployees1153957 .................................... l 240438
Less/mpmrment ......................................................................................................... (354684) ..................................... (371876)

808,449 877,661

Loans to employees as at 31 December 2019 amounting  ing purposes, and are repaid through monthly instal-
to RSD 1,153,957 (31 December 2018: RSD 1,240,438) ments. These loans are impaired in amount of RSD
represent interest-free loans or loans at the interest 354,625.

rate of 0.5% and 1.5% given to employees for hous-
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14. DEFERRED TAX ASSETS AND
LIABILITIES

The analysis of deferred tax assets and deferred tax
liabilities is as follows:

31 December 31 December
2019 2018
Deferred tax assets:
- Deferred tax assets to be recovered after more than 12 months 2,783,455 3,527,324
- Deferred tax assets to be recovered within 12 months ) 1,016,432
2,783,455 4,543,756
Deferred tax liabilities:
- Deferred tax liabilities to be recovered after more than 12 months (1,821,259) (2,138,581)
(1,821,259) (2,138,581)
Deferred tax assets (net) 962,196 2,405,175
The gross movement on the deferred income tax
account is as follows:
2019 2018
At 1 January 2,405,175 2,487,491
Charged to the income statement (note 37) (1,442,979) (1,653,438)
Charged to other comprehensive income - 1,571,122
31 December 962,196 2,405,175
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The movement in deferred income tax assets and lia-  ation the offsetting of balances within the same juris-
bilities during the year, without taking into consider-  diction, is as follows:

Carrying value of PP&E vs Revaluation Total
Tax base reserve
Deferred tax liabilities
AsatlJanuawzc)ls ......................................................................... (2’464'046) ......................... (14’434) ...... (2’478’480) .
ChargEdtOtheIncomestatement(n0t637)352’313 ........................................ - ............. 3 52,313
ChargedtoOthercomprehenswemcome .................................................................. _ ............................ (12,414)(12,414)
As at 31 December 2018 (2,111,733) (26,848) (2,138,581)
Charged to the income statement (note 37) 317,322 - 317,322
As at 31 December 2019 (1,794,411) (26,848) (1,821,259)
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Impairment Investment Fair value

Provisions . Total
loss credit loss
Deferred tax assets
As at 1 January 2018 1,019,695 949,128 2,985,851 11,297 4,965,971
Temorary deductible differences on ECL ) 1,584,231 ) ) 1,584,231
remeasurement
:gslt;'ted balance at 1 January 1,019,695 2,533,359 2,985,851 11,297 6,550,202
Charged to the income statement (98,219) (18,142) (1,889,390) ) (2,005,751)
(note 37)
pharged to other comprehensive ) ) ) (695) (695)
income
As at 31 December 2018 921,476 2,515,217 1,096,461 10,602 4,543,756
Charged to the income statement (6,637) (657,203) (1,096,461) ) (1,760,301)
(note 37)
As at 31 December 2019 914,839 1,858,014 ) 10,602 2,783,455

The recognition of deferred tax assets was based on  Investment credits represent 20% qualifying of
a five-year business plan of the Company and the  capital investments made up to 31 December 2013
actual results achieved to date which have given the  in accordance with tax legislation of the Republic of
management strong indications that the income tax  Serbia, which can be utilized in 10 years period.
credits carried forward will be utilised.
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of Financial Statements

15. INVENTORY

e Appendices

31 December

31 December

2019 2018

Materials, spare parts and tools 32,249,441 28,080,706
Workmprogress4y859y254 ................................... 492&492
. FImSh ed gOOdS ........................................................................................................... 9y636’535 ................................. lsyo 42’863 .
GOOdsforsale ............................................................................................................. 2 YOl7y721 ................................... 3227’243
Advances ...................................................................................................................... 4611016 ...................................... 71&163
e Less I mpmrment Ofmventory ................................................................................ (4,67OY632) ................................. ( 4’830527)
e Less I mpa,rment Ofadvances .................................................................................. ( 14 9,250) .................................... (217527)

44,404,085 44,942,613
. NO n - current ass ets hEId for sa l e ................................................................................... 135y67o ........................................ 15Y094 .
. Les s Im palrment Ofassets he [d forsa[ e ......................................................................... (43]69) ........................................ (5’823) .

44,495,986 44,951,884
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Movement on inventory provision is as follows:

Impairment . Impairment
Impairment
of of Assets Total
. . of Advances
inventories held for sale
Balance as of 1 January 2018 4,947,683 259,237 5,823 5,212,743
Provision for inventories and advances 10,274 1,062 ) 12,236
(note 36)
Unused amounts reversed (note 35) (1,170) (1,687) - (2,857)
Other (126,260) (42,185) - (168,445)
Balance as of 31 December 2018 4,830,527 217,327 5,823 5,053,677
Provision for inventories and advances 287 543 ) 830
(note 36)
Unused amounts reversed (note 35) (117,575) (51) - (117,626)
Write-off and other (42,607) (68,569) 37,946 (73,230)
Balance as of 31 December 2019 4,670,632 149,250 43,769 4,863,651
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16. TRADE RECEIVABLES

31 December 31 December

2019 2018

Parents and subsidiaries - domestic 382,280 362,245
ParentsandSUbSIdlanes_formgn ...................................................................................... 4'092’863 ........................... 2Y652897
Otherrelatedpartles_domestlc ........................................................................................ 1Y215’2921'257Y685
Otherre[atedpartles -forelgn ................................................................................................. %Ylgs .............................. 629,519
TraderecewableSdomeStl C_thlrdpames ........................................................................ 27,383247 ......................... 27,828’605
Traderecewablesforelgn_thlrdpartles ................................................................................ 974,399812’717

34,144,274 33,543,668
e LQSSImpmrment .......................................................................................................... (5’772211) ......................... (6,041809)

28,372,063 27,501,759

17. OTHER RECEIVABLES

31 December

31 December

2019 2018

Interest receivables 3,547,652 3,708,417
Recewablesfromemployees ........................................................................................... 78,384 ...................................... 82,747
lncome ta Xprepayment ................................................................................................. 647’660 .................................................. _
Otherrecelvables ....................................................................................................... 7,509'5001461'763
e Le ss . I mpmrment .................................................................................................. (9Y849y169) ................................. ( gygezy427)

1,934,027 1,290,500
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18. SHORT-TERM FINANCIAL INVESTMENTS

31 December

31 December

2019 2018

ST loans and placements - Parent and subsidiaries 48,185 -
. STloans and plac ements _ D om e Stl C ................................................................................ 2019 ........................................ 2 5y658 .
* Current porton of LT placements - Parent and subsidiaries 12eseoss 0091634
. Other ST ﬁn a n Clal p l acemen ts ......................................................................................... 76,955 ................................... 2Y199’487 .
e L ess Impalrmen t .................................................................................................. (7'349525) ................................. (5Y688Yl79)

5,433,722 5,628,600

19. CASH AND CASH EQUIVALENTS

31 December

31 December

2019 2018

Cash in bank and in hand 9,730,067 5,621,606
* Doposits with original maturity of less than three months seossse sl
CaShWIthreStnctlon ............................................................................................................ 1371617'363
Cashequwalentszmysos ................................. 216507

13,501,827 12,222,578

280

NIS Group



20. PREPAYMENTS AND ACCRUED INCOME

31 December

31 December

2019 2018

Deferred input VAT 1,713,617 1,567,844
. Prepald expense S ............................................................................................................ 2 22,038 .................................... l 85’804 .
. Accrued r evenue ................................................................................................................ 31062 .................................... 314’496 .
. Prepald EXCIS ; dUty ...................................................................................................... 1,701,028 ................................. 2743’082 .
Housmg loans andOtherprepaymentS ............................................................................. 328,297 .................................... 351569

4,002,042 5,162,595

Deferred input VAT as at 31 December 2019 amounting Prepaid excise duty as at 31 December 2019 amounting
to RSD 1,713,617 (31 December 2018: RSD 1,567,844)  to RSD 1,701,028 (31 December 2018: RSD 2,743,082)
represents VAT claimed on invoices received and  relates to the excise paid for finished products stored
accounted for in the current period, whilst inputs will ~ in non-excise warehouse and excise paid for imported
products used in further production process which
will be refunded in the near future.

be allowed in the following accounting period.

21. OFF BALANCE SHEET ASSETS AND LIABILITIES

31 December 31 December

2019 2018

Issued warranties and bills of exchange 74,704,889 74,654,952
RecelvedwarrantlesandbI“S OfeXChange ................................................................ l 5Y078Y16313Y845Y865
Propertlesmex_RepuulcsonugOSlawa .................................................................... 5557'689 ..................................... 5557,688
RecelvablesfromCompamesfromex_YugOSlawa 6'441’861 ..................................... 6y347yg69
Thlrdpartymemhandlseleswarehouses ............................................................... 9 y749Y0909Y504yg56
Assetsformlﬁelds“qwdatlonmAngOIa 1,361’966 ..................................... l ,361’966
Mortgagesandpladgesrecwed ly398'288 ..................................... 1’745073
Otheroﬁ_balanceSheetassetsandllabllmes 206578 ........................................ l 93y84o

114,298,524 113,012,309
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22. SHARE CAPITAL
Share capital represents share capital of the Company,
which is listed on Belgrade Stock Exchange. Par value

per share is RSD 500.

Share capital as of 31 December 2019 and 31 December
2018 comprise of 163,060,400 ordinary shares.

282

Dividend declared for the year ended 31 December
2018, amounted to 6,517,524 RSD or 39.97 RSD per
share (31 December 2017: 6,948,004 RSD or 42.61 RSD
per share) were approved on the General Assembly
Meeting held on 27 June 2019 and paid on 17 September
2019.
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23. LONG — TERM PROVISIONS

Movements on the long-term provisions were as follow:

. . Employees Long-term Legal
Decommi- Environmental ptoy o g q .g
I R benefits incentive claims Total
ssioning protection ol . s
provision program provisions

As at 1 January 2018 9,844,121 681,920 360,718 1,026,864 584,834 12,498,457
Charged to the income statement 213,094 100,000 27,619 331,180 36,177 708,070
New obl'lgatlo.n incurred and 117,748 ) ) ) ) 117,748
change in estimates
Release of provision (note 35) - (24,528) - - - (24,528)
Actuarial ga|.n charged to other ) ) 4,531) ) _ 4,531)
comprehensive income
Settlement (133,445) (119,978) (48,871) (864,023) (121,378) (1,287,695)
As at 31 December 2018 10,041,518 637,414 334,935 494,021 499,633 12,007,521
As at 1 January 2019 10,041,518 637,414 334,935 494,021 499,633 12,007,521
Charged to the income statement 147,500 197,704 80,118 294,414 32,514 752,250
New oblhlgatlo.n incurred and 777,397 _ ) ) } 777,397
change in estimates
Actuarial los§ charged to other ) ) 20837 ) ) 29837
comprehensive income
Settlement and other (294,701) (346,260) (47,957) - (53,931) (742,849)
As at 31 December 2019 10,671,714 488,858 396,933 788,435 478,216 12,824,156
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Analysis of total provisions:

31 December 31 December

2019 2018

Non-current 11,251,613 10,079,405
Currently572Y543 .................................. ly928y116

12,824,156 12,007,521

a) Decommissioning

The Company’s Management estimates future cash
outflows for restoration of natural resources (land)
on oil and gas wells based on previous experience in
similar projects.

b) Environmental protection

The Company has to comply with environmental
protection regulations. At the reporting date Company
recorded provision for environmental protection of
RSD 488,858 (31 December 2018: RSD 637,414) based
on the management assessment of necessary costs for
cleaning up sites and remediation of polluted facilities.

¢) Long-term incentive program
In 2011, the Company started setting-up a long-term

incentive program for Company managers. Following
the program’s approval, cash incentives were paid
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out based on the Key Performance Indicators (“KPI”)
reached over the past three-year periods. As at 31
December 2019 the management made an assessment
of present value of liabilities related to new three-year
employee incentives (2018-2020) in amount of RSD
788,435 (2018: RSD 494,021).

d) Legal claims provisions

As at 31 December 2019, the Company assessed the
probability of negative outcomes of legal procedures,
as well as the amounts of probable losses. The
Company charged provision for litigation amounting
to RSD 32,514 (charged provision in 2018: RSD 36,177)
for proceedings which were assessed to have negative
outcome. The Company estimated that the outcome of
all legal proceedings would not lead to material losses
exceeding the amount of provision as at 31 December
2019.
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e) Provision for employee benefits

Employee benefits:
31 December 31 December
2019 2018
Retirement allowances 123,679 96,176
. JUblle .e. awa rds .............................................................................................................. 273254 ...................................... 238759 -
396,933 334,935
The principal actuarial assumptions used were as follows:
31 December 31 December
2019 2018
Discount rate 4.4% 5.7%
Fumresalarymcr eases ......................................................................................................... 2 O% .......................................... 20%
Fumreaverageyearsofserwce15 .......................................... 152
Retirement Jubilee
allowances awards LEEL
Balances as at 1 January 2018 95,668 265,050 360,718
Beneﬁtspalddlrectly ................................................................................................... (10138) ................ (38733)(48871)
. Actuanal ga I n Charged to Other Comprehe n s Ive I n Come ................................................. (4 531) ............................ _ .............. ( 4 5 31) .
Debltedmthemcomestatement15177 .................. 12442 .............. 27619
Balances as at 31 December 2018 96,176 238,759 334,935
Benefits paid directly (14,304) (33,653) (47,957)
Actuanallosschargedtoothercomprehenswemcome ................................................. 29837 ............................ -29837
Debltedmthemcomestatement11970 .................. 6814880118
Balances as at 31 December 2019 123,679 273,254 396,933
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The amounts recognized in the Income Statement are as follows:

e Financial Statements

Year ended 31 December

2019 2018

Current service cost 24,673 26,200
lnterest Co St ............................................................................................................... 18'678 ............................................... 16'247
Curtallmentloss ............................................................................................................. 840 ................................................. 4 ngl
Actuanal(gam)/loss(]ublleeawards)35,927 ............................................. (19,729)
80,118 27,619

24. LONG-TERM LIABILITIES

31 December

31 December

2019 2018

Long-term loan - Gazprom Neft 19,143,014 24,738,405
Bankloans ................................................................................................................ 69,201492 ................................ 67,90&442
Lease“abmtles .............................................................................................................. 811,424 ..................................... 644511
R Less Currentportlo n (nOte 25) ............................................................................... (Sygzsyses) ................................ (Sygzsysgo)

83,236,062 87,367,868
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Movements on the Company’s liabilities from finance activities are as follows:

Long-term Short-term Lease Total
loans loans (note 25)

As at 1 January 2018 95,404,543 2,298,488 247,210 97,950,241
Proceed537213097 ................. 13158984 .......................... ........ 50372081
Repayment ....................................................................... (39952348) ............... (13239092) ............... ( 82516) ...... (53273956)
. NO n Cas h tr a n Sact Ions ........................................................................ .................................. ............... 4 78315 ............. 478 3 l 5 ..
ForelgneXChangedlﬁerence .................................................... (18445) ............................... (2)1602 ............. (16845)

As at 31 December 2018 92,646,847 2,218,378 644,611 95,509,836

As at 1 January 2019 92,646,847 2,218,378 644,611 95,509,836
Changemopemngbalance ................................................................. .................................. 100027 ............. 100027
Proceeds ............................................................................ 15060%154 ................. 12564054 .......................... ........ 27624508
Repayment ....................................................................... (18760584) ............... (13188360) ............. (127024) ...... (32075968)
NoncaShtransactlonS ........................................................................ .................................. 192294 ............. 192294
Forelgne XChang e dlﬁerence .................................................. (596 21 l) .................................. ................... 1516 ........... (594 69 5 ) .

As at 31 December 2019 88,350,506 1,594,072 811,424 90,756,002

a) Long-term loan - Gazprom Neft

Asat 31 December 2019 long-termloan - Gazprom Neft
amounting to RSD 19,143,014 (31 December 2018: RSD
24,738,405), with current portion of RSD 5,469,432
(31 December 2018: RSD 5,497,424), relate to loan
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from Gazprom Neft granted based on the Agreement
for Sale and Purchase of shares signed on 24 December
2008. The stated liabilities shall be settled in quarterly
instalments starting from December 2012 until 15 May
2023.
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b) Bank loans

e Financial Statements

31 December

31 December

2019 2018
Domestic 46,832,414 50,621,113
Fore'gn ................................................................................................................. 2 237507817287329 .
69,207,492 67,908,442
Curremportlonoﬂongtermloansmtezs) ........................................................... (297104)(355101) .
68,910,388 67,553,341

The maturity of non-current loans was as follows:

31 December

31 December

2019 2018

Between 1 and 2 years 10,845,263 1,403,463
Betweenzandsyears ......................................................................................... 54737'90661’219’659
. Overs yea r S ........................................................................................................... 3’327219 ....................................... 4y 9 3 O 219 .

68,910,388 67,553,341

The carrying amounts of the Company’s bank loans
are denominated in the following currencies:

31 December

31 December

2019 2018

usb 209,292 361,696
EUR ........................................................................................................................... 6&732'685 ................................ 67,25()'132
RSD ....................................................................................................................................... 4 98 ............................................ 649
JPY ................................................................................................................................ 26&017 ..................................... 295y965

69,207,492 67,908,442
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The Company repays loans in accordance with agreed = The loan agreements contain financial covenants

dynamics, i.e. determined annuity plans. The Company  that require the Company's ratio of Indebtedness to

has floating interest rates with the creditors. Floating =~ EBITDA. Management believes the Company is in

interest rates are connected with Euribor and Libor. compliance with these covenants as of 31 December
2019 and 31 December 2018 respectively.

Management expects that the Company will be able to

fulfil its obligations within agreed timeframe.

c) Lease liabilities

Amounts recognized in profit and loss:

2019
Interest expense (included in finance cost) (note 33) 20,604
Expense relating to short-term leases (note 30) 289,710
Expense relating to leases of low value assets that are not shown above as short-term leases (note 30) 87,343
Expense relating to variable lease payments not included in lease liabilities (note 30) 1,348,818

25. SHORT-TERM FINANCE LIABILITIES

31 December

31 December

2019 2018
Short-term loans from subsidiaries (note 24) 1,594,072 2,218,378
Current portion of long-term loans (note 24) 5,925,868 5,923,590
7,519,940 8,141,968
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26. TRADE PAYABLES

As at 31 December 2019 payables in a amount of RSD  13,318,121), mainly relate to payables to the supplier
36,720,956 (31 December 2018: RSD 25,887,149) Gazprom Neft, St Petersburg in amount of RSD
include payables to parents and subsidiaries in 10,498,354 (31 December 2018: RSD 10,243,742), for
amount of RSD 14,986,710 (31 December 2018: RSD the purchase of crude oil.

27. OTHER SHORT-TERM LIABILITIES

31 December

31 December

2019 2018

Specific liabilities 175,275 167,528
LlablhtlesforunpaldWagesandsalanesygross928,258 ............................................ 93&147
. lnterest ha b I htles ...................................................................................................... 588’170 ........................................... 600 Y6 O 9 .
DIVIdendSpayable .................................................................................................. 3’780’6923’772508
Otherpayablestoemployees .................................................................................... 5 18Y686603y737
. Decommls smmng . a nd Slte restoratlon c Osts ......................................................... lyﬂo y4 30 ......................................... l Y3 6 9y6 83 .
Enwronmentalprows'on ........................................................................................... l 28,099160562
thlgatlonanddalms224y407270y593
Other Cu r ren t ll abllmes ............................................................................................... 75,091 ............................................ ll6y491 .

7,589,108 7,999,458
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28. LIABILITIES FOR OTHER TAXES

31 December

31 December

2019 2018

Excise tax 5,301,814 4,680,755
ConmbUtlonforbuﬁerstOCks ........................................................................................ 2 80,07026&905
Energyefﬁuencyfee ........................................................................................................ 3 2’299-
lncometax- ...................................... 539Y8ll
Othertaxe spayables ................................................................................................... l Y365Y$90 ................................... l y506y492

6,979,573 6,987,963

29. ACCRUED EXPENSES

Accrued expenses as at 31 December 2019 amounting
to RSD 3,070,554 (31 December 2018: RSD 3,237,852)
mainly relate to accrued employee bonuses of RSD
1,827,611 (31 December 2018: RSD 1,715,646), and
contract liabilities arising from contracts with
customers related to customer loyalty programme
in amount RSD 635,355 (31 December 2018: RSD
502,254).
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Revenue in the amount of RSD 1,532,389 (31 December
2018: RSD 1,632,949) was recognized in the current
reporting period related to the contract liabilities as at
1 January 2019, of which RSD 1,170,838 (31 December
2018: RSD 1,250,040) related to advances and RSD
361,552 (31 December 2018: RSD 382,909) to customer
loyalty programme.
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30. COST OF PRODUCTION SERVICES

e Financial Statements

Year ended 31 December

2019 2018

Cost of production services 2,495,924 2,352,003
. Transp 0 rtatlon S erwces ........................................................................................ Sy 22 5 Y l 68 ......................................... 3Y626y4 98 .
Malntenance4’814’010 ......................................... 4'607’624
. Rental CO Sts .......................................................................................................... l Y7 2 5 ’ 8 7 l ......................................... lv324'll8 .
FalrSlO,Ogl7y4lo
. Advertlsm g . C Osts ..................................................................................................... 8 87,1 3 9 ............................................ 761250 .
. Explo r a tlo n . expens es ............................................................................................... 436’ 92 7 ............................................ 241'0 54 .
. CostofOth er Semce S .......................................................................................... LSlSY 604 ......................................... 1y4 03597 .

15,108,734 14,323,354

31. NON-PRODUCTION COSTS

Year ended 31 December

2019 2018

Costs of non-production services 6,983,488 6,857,109
. Represe n ta tlon C osts .............................................................................................. 152’954 ............................................ l 34 Y4 09 .
. lnsu r a n Ce premlum .................................................................................................. 510,600 ............................................ 507,102 .
BankCharges ........................................................................................................... 33&400 ............................................ 3 53,921
. Costofta Xes ........................................................................................................ 1'133’800 ......................................... lyﬂeyzss .
. Mmer al . eXtraCtlon tax ........................................................................................... ly402 477 ......................................... ly4 60'595 .
. Other no n _pmductlon ex penses ............................................................................ lYO 16 ’ l 72 ......................................... lyo 22,953 .

11,532,891 11,512,322
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Cost of non-production services for the year ended 31
December 2019 amounting to RSD 6,983,488(2018:
RSD 6,857,109) mainly relate to costs of service

32. FINANCE INCOME

organizations of RSD 4,467,605 project management
costs of RSD 1,166,221 and consulting service costs of
RSD 325,438.

Year ended 31 December

2019 2018
Finance income - related parties

s _ . forelg n . eXCh a nge dlﬁerence s ......................................................................... l'ossy 35 l ......................................... 1Y170'587 .
s _Otherﬁnancemcome677Y127 ............................................ 87&771
. Interest mcom e ........................................................................................................ 32& 28 7 ............................................ 7 20 366 .
MOdlﬁcatlongam ...................................................................................................... 149Y827_
. Income . from dls Countmg Of recelvables . (nOte . 6) .................................................................. _ .............................................. 4 4Y661 .
ForEIgn eXChangegams ............................................................................................ 831,114 ......................................... 1,736,178 .
Other ﬁnance mcome ................................................................................................. lly586 .............................................. 27,826 .

3,083,292 4,578,389
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33. FINANCE EXPENSE

Year ended 31 December

2019 2018
Finance expenses - related parties

. _ forelgn e XCha n ge dlﬁ:erence s ................................................................................................ 1,076,794 ....................... 1Y147, 31 9 .
_mOdlﬁcatlonloss ....................................................................................................................... 99y107 ..................................... _
_Otherﬁnanceexpense .............................................................................................................. 439718 ......................... 540’083
lnterestexpenses .................................................................................................................... 1279’8411589’753
* Decommissioning provision: unwinding of the present vaue discount. ws0 sa104
Amortlzatlonofnon-currentﬁnamalmstruments ......................................................................... 19261261'732
ForelgneXChangelosses443,930 ....................... l Y791y685
. Other ﬁ n a nce ex pense .................................................................................................................. 21,307 .............................. 7y41 3 .

3,527,458 5,427,179

34. INCOME FROM VALUATION OF ASSETS AT FAIR VALUE THROUGH PROFIT AND LOSS

Year ended 31 December

2019 2018
Reversal of impairment of LT financial investments 16,522 99,280
Income from valuation:
. - trade a n d Spem ﬁc recel Vables (nOte 6) ....................................................................................... 84’318 ......................... 846,522 .
e - S ho rt -te rm . I nvestmen ts ........................................................................................................... 17&376 ..................................... - .
-Otherrecelvables(mtea) .......................................................................................................... 14Y0027OY757
293,218 1,016,559
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35. OTHER INCOME

Year ended 31 December

2019 2018

Gains on disposal — PPE 21,681 191,769
GamsOndlsposal_matenals ........................................................................................................ 43’845 ......................... 59’353
SurplusesfromstOCkcount .......................................................................................................... 2 82,887 ........................ 306,215
Payableswnttenoﬁ ........................................................................................................................ 77’508168'056
ReleaseOflong-termprOVISIons(nOte23)-24y528
Gamonbargampumhase_llyg37

Release of impairment:

_lnvestmentproperty_20,677
_lnventory(mtels) .................................................................................................................... 117,575 ............................ lyl7o
_PPEandOtherproperty454y425 ......................... lzy450
Penaltymterest4gy49087y049
Othermcome ................................................................................................................................. 93'64786766

1,141,058 969,970
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36. OTHER EXPENSES

e Financial Statements

Year ended 31 December

2019 2018

Loss on disposal - PPE 305,520 251,614
ShortagesfromStOCkcount ......................................................................................................... 552’845 ....................... 681573
W”te-oﬁrecewables ......................................................................................................................... 6 ,69413’616
W”te-oﬁmventones41’221 .......................... 91’284

Impairment:

-PPE(nOt69)24OI459 ......................... 80,966
-lnvestmentpmpertyandassetheldforsale8,2902’728
_lnventory(mtels) ............................................................................................................................ 2 8710’274
_Otherproperty543 ........................... gyooo
Otherexpenseszgazes ....................... 28&464

1,452,124 1,426,519

37. INCOME TAXES

Components of income tax expense:

Year ended 31 December

2019 2018
Income tax for the year 2,870,963 3,922,034
Deferred income tax for the period
" Origination and revereal of temporary diferences (note 14) Laazers 1653438
4,313,942 5,575,472
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The tax on the Company’s profit before tax differs = weighted average tax rate applicable to the Company’s
from the theoretical amount that would arise usingthe =~ profits as follows:

Year ended 31 December

2019 2018
Profit before tax 22,014,007 31,642,961
. Tax Calcu lated atdomestlc tax rates _ 15% ............................................................................. 3502’ lOl ..................... 4, 746/‘44 .
Tax effect on:
Revenuesexemptfromtaxatlon ....................................................................................................... (222) ......................... ( 57]707)
Expenses not deductible for tax purposes
- -TaxpaldmAngOlaMJll ......................... l 71'416
- -OtherexpensesnOtdEductable .......................................................................................... ly306y972 ........................ 754’538
Taxlosses for which no defered income tax asset was recogrised Gtized woorn 1oos
recognised tax credit), net
* Other ta effects forreconcliation between accaunting profi and tax expense cosese) (saa50
4,313,942 5,575,472
Effective income tax rate 19.60% 17.62%

The weighted average applicable tax rate was 19.60% the profitability of the Company.
(2018: 17.62%). The increase is caused by a change in
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38. COMMITMENTS AND CONTINGENT
LIABILITIES

Environmental protection

Based on an internal assessment of compliance with
the Republic of Serbia environmental legislation as
at the reporting date, the Company ’s management
recognised an environmental provision in the amount
of RSD 488,858 (31 December 2018: RSD 637,414).

The Company’s Management believes that cash
outflows related to provision will not be significantly
higher than the ones already provided for. However, it
is possible that these costs will increase significantly
in the future, should the legislation become more
restrictive.

Taxes

Tax laws are subject to different interpretations and
frequent amendments. Tax authorities’ interpretation
of Tax laws may differ to those made by the Company’s
management. As result, some transactions may be
disputed by tax authorities and the Company may
have to pay additional taxes, penalties and interests.
Tax liability due date is five years. Tax authorities have
rights to determine unpaid liabilities within five years
since the transaction date. Management has assessed
that the Company has paid all tax liabilities as of 31
December 2019.

298

Capital commitments

As of 31 December 2019 the Company has entered into
contracts to purchase property, plant and equipment
for RSD 2,818,801 (31 December 2018: RSD 15,944,407).

There were no other material commitments and
contingent liabilities of the Company.

39. RELATED PARTIES TRANSACTIONS

The majority owner of the Company is Gazprom Neft,
St Petersburg, Russian Federation, with 56.15% shares
of the Company. The total of 29.87% shares of the
Company are owned by the Republic of Serbia, while
13.98% are owned by non-controlling shareholders
and are quoted on the Belgrade Stock Exchange.
Gazprom, Russian Federation is the ultimate owner of
the Company.

During 2019 and 2018, the Company entered into
business transactions with its related parties. The
most significant transactions with related parties in
the mentioned periods related to supply/delivery of
crude oil and petroleum products.
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As of 31 December 2019 and 31 December 2018 the
outstanding balances with related parties were as
follows:

Entities under
Subsidiary Parent comon control and Total
associates

As at 31 December 2019

Other short-term liabilities (2,283) - - (2,283)

41,546,567 (29,641,368) 638,684 12,543,883
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Subsidiary parent _Cntities under comon Total
control and associates

As at 31 December 2018

Advances for PPE 3,582 - - 3,582
lnvestmentsmSUbSIdlarles ................................. l 3,425586 ......................... _1’03&80014’464'386
Long_termloans ................................................. 23279’079 ......................... __23279079
Advancesformventowand Semces ............................. 2 Y158 ......................... _ ..................................... 337,220339578 .
Trade recewables .................................................. 3'011511 99 .................................. 1Y856Y3814'867Y991 .
RecelvablesﬂomSpemﬁcoperatlons ......................... 6 2Y109 ......................... __62’109
Otherrecewables .................................................. 1Y134Yl83 ......................... --1,134&83
Short_termmvestments ........................................ 3,405y474 ......................... __3,405y474
Long_termhabmtles ............................................................ _(19’24&982)_ ........ (19’240982)
Short_termﬁnanmalllablhtles ............................. ( 2Y218y378) ......... (5y497y423)_ ........... (7715'801)
AdvanceerCEIVEd(zzgs) ......................... _ ....................................... ( 1942)(4237)
Trade p a yable S .................................................... (3Y074’379) ....... (10’243’742) ................................ (lygllY584) ........ (l 5 ’ 2 2 9 Y 7 05 )
OtherShort-termllablhtles(4’363) ......................... - -(4563)

39,024,267 (34,982,048) 1,318,875 5,361,094
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For the year ended 31 December 2019 and 2018 the
following transaction occurred with related parties:

Entities under comon

Subsidiary Parent control and associates Total
Year ended 31 December 2019
Sales revenue ....................................................... l 9r639’670 ........................ _ ................................ 19’64&15339’284'823 .
Other operatmg mcome .............................................. 45Y790 ........................ - ............................................ 144 ................. 45934 .
CostongOdSSOId ................................................. (311,040) ........................ -(384Y815) ............. (695Y855)
Costofmatenal ..................................................... (302,423) ....... (51’345851)(333’140) ........ (51y981Y4l4)
Fuelandenergyexpenses ............................................. (313) ........................ __ ..................... (313)
Employeebeneﬁtsexpenses ................................... (114548) ........................ __ .............. (ll4y348)
Pmductlonserwces ............................................. (4601967) ........................ _ .................................. (200599) .......... (4y802y366> .
DepreCIatlon ............................................................... (9Y143) ........................ __ .................. (9Yl43)
Non_matenalexpense ............................................ (905,958) ........................ _(35’435) ............. (941593)
Fmancemcome ......................................................... 677,127 ........................ __677,127
Fmanceexpense ..................................................... (144,935) .......... (393,887) .............................................. ( 3) ............. (53&825)
ot i vl though proft and oss 178,575 : - 1sEs
LossfromvaluatlonOfassets ................................... (99Y891) ........................ __ ................ (99Y891)
at fair value through profit and loss
Othermcome .................................................................. 435 .............. 40230- .................. 4Oy665
Otherexpenses .......................................................... (2y423) .......... (111'235)(593) ............. (114251)
14,048,956  (51,810,743) 18,690,912 (19,070,875)
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Subsidiary parent _Cntities under comon Total
control and associates

Year ended 31 December 2018

Sales revenue 17,247,107 960 27,374,364 44,622,431
Otheroperatmgmcome .............................................. 3 6793 ........................ ............................................ 3 4837141
CostofEOOdSSOld(l%m) ........................ .................................. (333240) ............. (529458)
Costofmate”al(15797) ....... (68928066) ........ (68943863)
Fuelandenergyexpenses(1972) ........................ (1972)
Employ%beneﬁtsexpenses ................................... (104450) ........................ ............. (104450)
Pmductlonsermes(3883424) ........................ ................................... ( 213106) .......... (4096530)
Nonmatenalexpense(946979) .............. (3000) ..................................... ( 31034) ............. (981013)
Fmancemcome ......................................................... é 78771 ........................ 878771
Fmanceexpense ...................................................... (43309) ........... (496774) ............. (540083)

. ol vals through profit and lss 151,234 : : 151,234

Lo o - e
Othermcome ....................................................................... 59847 59847
Other expenses .................................................................... ( 19 8 4 12 ) ....................................... (1291) ............. (1 9 9 7 03 ) .

13,082,377  (69,565,445) 26,796,041 (29,687,027)
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Main balances and transactions with state and mayor state owned companies:

Entities under comon control and

. Other
associates

As at 31 December 2019

(27,791) 428,245
Asat31December2018 ............................................................................................................................................................
TradeandOtherrecelvables(gross) ..................................................................................................................................................
_ HIP Petmhem”a ............................................................................................................................... 1222,764 .......................... _ .
_S rbl/agas ........................................................................................................................................................ _ ................. 1 7Y5 47
Trade and other payables
_HlPPetrohemUG(1’250y402) .......................... _
_Srbllagas ........................................................................................................................................................ _ ............ ( 126092>
Other current liabilities
_ HIP Petmheml/a ................................................................................................................................... (lyssz) .......................... _ .
(29,490) (108,545)

Annual Report 2019 303



Entities under comon control and associates Other

As at 31 December 2019

- HIP Petrohemija 19,070,224 -
- -Srb’]agas ......................................................................................................................................... - ....................... lv419’220
- _A,RSerbla ........................................................................................................................................ _5,124;31

Operating expenses
- _HIPPetrOhemUu(lg&Ggl) ...................................... _
- _Srb’lagas ......................................................................................................................................... _ ........................ (912,530)
18,871,533 5,630,821
As at 31 December 2018
operatmgmcome .............................................................................................................................................................................
- - HIP Pe tmh emuo ................................................................................................................ 26,67&415 ...................................... - .
- _Srbljagas .......................................................................................................................................... _ .......................... 755,157
Operatmgexpenses ..........................................................................................................................................................................
- _HIPPetmhemua(leyloe) ...................................... _
- -Srbljagas .......................................................................................................................................... - ........................ (963917)
26,466,309 (208,760)

Transactions with Key Management Personnel

Transactions with state controlled entities mainly

relates to sales of petroleum products based on the
price lists in force and terms that would be available

to third parties.
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In the year ended 31 December 2019 and 2018 the
Company recognized RSD 943,715 and RSD 1,018,152
respectively, as compensation for key management
personnel (Chief Executive Officer, members of the
Board of Directors and Advisory Board and Corporate
Secretary). Key management remuneration includes
salaries, bonuses and other contributions.
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Independent auditor's report

T tha Sharsholders and Board of Oweciors: of Mafira Indusirgs Scbie a.d., Mo Sid

Ciur opinicn

I g opEneoen, tha consolidated francel slalemenis presand by, in 8l mabenal reipedcti, i COPdOhd s
francial posiion of Maftna Indusirgs S ad WHMWN B Roliafiarid IOphar e

Geoup”) as at 31 December 2014, and &3 consoliciated lrancial parfiormancn sl iS cordobdated cah fows
for ths year than snded in sooordancn waith tha Law on Actounting in B Fapubbe of Serbia

Thep Qevsp’s consoldaled financial sistemanis comprise:

& the consolidaled balance shest 38 38 31 Decembaer 20150

& the consclidaing imodern slalessnt fof (e yaar thh ended;

» i eonsolidaied siabemant of other DompreRansive inoome for e e Then ended;
& tha consolidated statement of chigs in squety for the year than antes.

#  the gonsclidabed AbEamanl of cash Nows B iyl Bn anded; and

»  tha notes 1o B corsoldaied Snancial statemants, which includs sionificant scoounting pobciat and offer
explanatory information.

Basis for opinion

We conduched our audl In @ccondancs with B Low on Audiing in the Regublc of Serten, Our nespord Dt
under this regulation soe forther deacribad i thi Audinods Resporoibilthes. for th At of T Consoldaled
Financial Siatements sachion of cur regsn].

‘Wia beliern el the oudi evdence we hove oblained s sulficent and appropnate 1 gedeide @ bk lof Gur
Spin.

Indapandans

Wi i indepandent of the Group in accordance with e Intemational Ethics Standaeds Board for Accountasts’
Cioxiia of Ertics for Peofessional Accountants (IESEA Coda ) and the ethical reguirements of the Lasw on Auditing
il arw relirean] 19 S Sl of B CordoRaaesd rancel Sintemants in The Republic of Serbia. We have
et our othi athical hes ponsibilities i pocordance with the IESBA Code and the eihical reguiements of T
v oy Auxiting in the Fgpubic of Sartia.

mmwmw Jil‘.-!ﬂ-!ah-r-lr Eqdi-:{!rr!ﬂ
T #.marmmr.m:lmm.mrﬂ
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Chir pucid pgpecach

#  Ovorall Group maeniainy: 1,407 million Serbian diean (fenaier ‘RS0, which
repaant 5% of an sverage peoll befors fax for the past Fres years.

= We conducled audit work al 0 reporing units in 4 counitie.

s Tha groun sngagemsnt lsam saed Sertian subdadarnss, whibs Buliatisn ked
i this nedgectieg countros. Pw rebteory. firm in Bosnia and MHerregoving sudited
Mafra Indusinia Srhie a4 Bosnian loresym sobsitinries Our il Soops
addnessed B% of he Geoup's Mvinuel bnd B8 of Hha Grous's sbaciute value
ol selarying peof Badons lam,

= Extmstion of decommssanneng e SInTenial (RO pRDvEen.

Hmmmwm“wwmmnmﬂmmmn

mmmu’umw At i il o Gar i, wew B BCeEOS th rink; of
marapsmin] deitida of intbmal confroly, nchading among Othes matiers, consadenabon of whrl e thens wid
wvidinod of Dias thal represonied & s ol malensl mastslemoent dus bo brmad

Materisdity

This st of our it win influanond by our application of materality. An audi is designed D obitsn
Toairabia FLFBNCE Wheher [h Lo iind Midrsol akilemanty are Ines from matersl masisiesend
Winatatemants may acisn dun B i or smor. Thesy ane oonsidensd materal § ndvidually o 0 Sgoregate, thay
Douid reascnably b sapecied W ifiueton Ihe Boomssm decasnm of usans taken on the bass ol Ta
eyt financal vialements.

Batod on ot pridedticnad jogemnct, we defermined cetan guantiatee Treshoits for matenisity, nclteg
e Dol Groisp maieriabity for B oofdalaited Snincsl slalements s 3 whols o el oul in B tabls balow.
Thass, togarttar with qualiafve Conmdortor. hoipesd b GElT G P Sooge of oo Sudt and ha ratos,
g and axient of our Busl procedunes and i evaluain tha effect of missiatements, ¥ oy, both individuslly
g o aGpreaHn on e GEn SOl 6 Mrancu Ll et b 0 whole

Crworall Grosp materiality RS0 1437 milion

Hiow ww datesmined i 5% of Surse-yeat sverage profit bedons toadion
Rationsis for the materislily Cirpprs Tt capment year profil Relors taton has been maleraly
hanchmeh appied impaciied By this Frstdimant cpckn in refifeny, wi detirrinsd Sl our
ity should b based on Bree-year sverngps profil belore
accadson, wWhach 5. Mg Mispredes™iitses O Sl Liinsind D el
[PETOETRG Sl 10 Coraclated ol Balore lixadon that was
i 3 benchmaris in prod vear, We havee chosen 5% whaoh i
DN W uanTEe Sabitilly Preihslds s o profil-
ernind companias in this secior.

e RSO 5T il i el . macbalseagnty Saloe ol amoonl hal, i ol v, wirTinled Pepieing ol
LB RS0

310 NIS Group



e Statement of Individuals Responsible for the Preparation
of Financial Statements

i

pwc

mmmninmmmananmmﬂmmnWMH
i corrkolaiitind financial diateresris of the ourvend Dericd. Thess mate's wils eSdnasted n e oot of ow
st of the corsclidaled financial sialemants 33 B whols, and In forming our opnion Tamon, and we do nol

Provicn B SBpEnale OpEEoS of ik mamen.

Annual Report 2019

Koy audil matier

Esitridten ol CipC0aTiFegdaln sl o] Bl e O b isd ital
PTHEON oW

Prorisad S50ciabed wilh Secommissonng,.
ervronmental oo and ipaliralon G
deckeasd in Nobe 21 10 ha corsoldated financial
Halomants. & descripSon of Ta sccounting pokcy
A oy judGoesarits ind evlimales & ncladed i
Hote 2 and Mods 3.

Tha calcukation of daecosmm Rikoning dnd
TR OGBS [ e thaliH
mmmmuh
LETLp- N
Mﬂﬂl‘lmﬂlﬂydm

Faraads ihe complasity nvoteed in

BT g prervadoen thal am materal In
i Creup’s cormalalaed

Manapemaent reviews and
srvironmpnitsl CHSR [roGi o0 80 Srrusl
barkes for upsiraam and refinng saseis. This s

roopormies Fa ofects of any changes in local
PAULIR | MARLME T & Gnpiied kopd olch 1
maturity of kabiltes and the sflech of changes in

e Appendices

How S aud il s3drediad [Fe Loy Eudd Sdalber

Tesang nvohvsd undensianding of the legal o
condlncive oblgaticrs with respect 1 the
smronmental prodecion and decommiidnng of eack
aamet haaasd on the satmabed uashul s of sassts and
Fobireinl 2041 10 Complile reatoralion.

OO

- Corsidered the competence and obssctivy of B
walotion ecparts b eeniuate rasorabisness of the
deboinn fte appdesd o e 0081 BStaMpROnS and
compansd 15 tha Sertun reasury noted fof B tisdar
perinds;

= Werifwd e athematcal soouracy of the Lindertying
TR

= Werifed P compdetoness of dats by oross referencing
on propedty, plant & equipment.

= Werifisd e chags in o woll SIS CTpaied 0 P
prior v theoagh physicsl scaminalion as the changs
i od wed stohes Fas o matenal emoect on

withan p ioksratse rances.

311



e Business Report e Financial Statements

312

|

Fow wa ialicred Gur Geoup sudit scops

We Laloned the stope of ur sl in ordel 10 porfors ulfciend wirk 15 enabie us Lo Setvics an opinicn on e
oonsoidsied firanciad sistemonts B8 0 whoe, Saking N0 SOo0un tha SIruchies of e G, Tl SOoounbng
procaiias and conroli, and the industry in which the Group operaiss.

In eaimbiisheng this QoD SO0 of Dur I s, s dedsimines e nabons and aoent of w5 e pertamiad
beokh af the reporiing wnds and al The consolicibed kel mnm-mmnmmn
i, vl parfonm oordoladmbid vl oversgil ared hirview B sufTicnnt raidancn han
mmmwummnmmmuunaamuw
peorineg unl gasdils dog urdirtaie by us and Ped; network fiems,
Ou mpperoechi B0 Oebsrinng T S0008 of T Sl of T Group & 0 Phee-2080 [rottis whsnsly Ifg
urily g desmed o b withan Ba scops for sudi lnsting Based on mestng one of mors ol T lolowing crieria:
1} Sigrufenin Sorritalion, Gredier Miid 15%. 1o Sroft befon Sicahcn, nivinus of 1ol aidets. Thids
TN LS e St b dull BO0DE Sisds,

#) The prassnce of & sgrificest ik, sither gl Fa reporiing und as a whols or neiating io o specific
Finaencial shmiemar bne e Thes Scided [nancial itile=en] e D imaeced By Dw neks of
maderisl misstatement identfing in our planning; of

3) T rrvend sigrefaciet o Dsporting units Pul snable us I Aalaly Cur Coversge Criled Oon aech
Tingncil stmlemant Bnd fem 5rd 60 Bod shermaeits of npedhenabiiny b Ol S000E.

Basad on Bis process. we identfied 0 reporiing units in o coundres thal. in our view, reguirsd sther il

S0pe du (Hafing ndostren Sthee 0.0 ) of deecied sudt procadunes crer ageolie o slnemen! e
ey, Togethe:, Faes rmporing units sccountod for B9% of the Group's resenus and 28% of the Group's

bl walun of ussisthying profit befons tax.

Mg 3 result of its siruciune and Size, the Group aiso Fas sevensl small pPeporting unis thal s Rdiidually
immalerial bt In agoregate. make up & raterisl portion of s peofd belfon Secalion, mvencs o Botal assets.
Tt it covetwind by e weerh thast v paiorm at the conachanted el wiech Fcluses thiss misn
COOONRiS

1) W'lltw Mﬂiwﬁnﬂminmmmm
m-mwm Wil Uit 10 analysis of pear-on- e

muhmmm-mmmmm“m
Tl rinpearting ursls R0t Subpect 1o th aborn cverall analytical nevirs procidures. wens indradealy, and
o P g epaln, ermaleral

31 Taaty of firancisl syntend, processes snd conbmly: W beiiesd oty byl conirols sppled of the
ooraokdated brvel. Our ausi work, in whch we lesied e design snd Spaniting sffeciweneas of
mmm‘mh-mnm—mmum.mm.m
0D B S0pE.

3 Testng of speciic raraachons: In aooition, at T corsoldated kel we periormaed ransaction besting
of irastiial fndncisl dlatement Bree, incudng imparment of goodwill and itigations.

O infesrnafion

Mlgraesmiand i resporashia dor thas other indormateo, The e rorislseel COmpedad i Aol fegoi (bt
o fiol includs B comolidaled Francal italerents and our spdioss mepor theseon), which s axpecied io
o bt e I e @ Tl Clid O Dhish LSS e

Chr ppinion on Tha consoidated francial statements doos nol oover The olfer infiormation and s will nol
Expreds Sy e of SESUNAncE conduiion Bueeon.

I DOrnaSOon with oL s of e Corsoialed Tindnoial stlerninis, e Feaponaibdily B 10 reid e other
irdormation dantfied sbove whan 8§ Sacomes gvalabis and, n 0odng 50, COMREr whisthe B othes Srlormatan
i msbenially rcoraaient with the consobdaled Mrancial selenenty of our knowlstdon obtaines 5 the sudt, o
odhebrwing opeeans 40 bo materially misstaled.

tuen wa nnac the Acrusl fgort, B we conclucy Bl Paem i a material misstatement themesn, we oro requined
1 EOPTINACIS (s MBEST 10 B Chisnged wilh poeamances.

NIS Group



e Statement of Individuals Responsible for the Preparation e Appendices
of Financial Statements

i S
pwe

Responsililitins ol managemaen| sl Thoss changed wath gosemasnss los Bhe comsoladabod
fewandcinl slalsrmenls

Mlaragemont i mesporishin for e prepscation snd L presenbeson of f conobdnied lindhcoul ibalimoents in
adctnAandd willi I Lie' &% ACCTUNLNG in W Risjulie of Sartas, and b sooh indemal 0oninod 38 maragement
eI I8 NECEANTY 0 enatls the propanation of consolicdaled linancial siatements that aen frea fom

I preparing T Consoiaed rancil slalemants, management & responsbie or assessing Fa Group's abdaty
I CONinS 0  pEng concenn, GRciosng, o Sppiicabls, matiers mdaind 1o going ConcRm Bnd Ling th poing
ctxaivh bk of ROfOUAFG NS MBNGZETET sfed nleeds 10 liguidals e G Of 10 [ease ODeraions.
o haes o realsi aRerrarie bt bo dioosn

Thoss changed with SoveMascs e Maponible fof sverieing B (roup’s BRancial nepoieg (rooess.
Asdfor's responsibidies for the sl of s corsolidated linancial statamants

Do obmrctivtrs e b0 D4 oEs0nabio JaEwrancd about whether ta Conseidated firancial sistements 25 &
whoia are free from materisl missbatement. whsther dus 1o freud of s, e 10 Bidea BN oS Aepor Pl
il SUF opanan. Reasonabls USSR B & high vl of Sauranos, But i not & pusrmneg [hal sn sudl
cormduched i Broordanon WiT ths Law on Aasding i the Flepasbiic of Serbin will ahacrys debec! & material
migslatemnl when f pents. bastalements i s froms sl of e ied e ootdadened satenal ¥
iy OF i T DOOReDEY, ey Dould Feasonaly D e pecied 10 Iflusnoe i SOoNomic decisons of

Ai pir? ol s Bl ) BOSSEARNGE With e Liny o0 AuBng i th Fafobl ol Sartis, v faevisn prolessional
jutigrmenl and maintain professonal soephoism Heoughoul e sudd We also

= dientity sl acksss the raks of material misstabemien of th oonscdad aied Tnances! siatements. whether
il I o SURCRE B B O b (WO i D b0 Ul Openadn. TR el Of NOk OebeCtng &
maierial masiaiomen! resaliing from fracd i higher than for one resulting from anme, a6 friaesd may
irrephv coludion, Sanpary, mbbnlicndl omiiiond, Marspmiantilion, of th ovimice of Femad conmel.

# Ok dn unceratanding of iberral contol dpsrint o S i i ofdee % diciGn Sudd phoceduns Tl

& Evolsris the appropdistensss of aocouniing polases ussd and the ressonablerass of sccounting
ealictatins. fored Pobied daclosunen mide By minagement.

»  Conchude on B sppropriiemais of Sansgements ule of B going concerm bades of scouniing and,
et o e ol EvhOENCE Obsregd, Wt @ MEenal UnOBTLIeNTy S0t el o irvenis oF
conditions thal may casl significest doubd on Tha Groop's abdily 1o conlinue 38 @ going conoem, Hwe
cerwiudd thl i Masrial Unsirnly Batil, Wl B SegUed b i BISNTON I DU BUDADT S PeRoR i
et redanedd deaciosires. i the consoldaled Tnanoal stalements o, § such deciosures ane nadequats,
I iy Gur opdnign wmn“mhﬂmmwﬁhﬂﬂw
SUSADTS PROrl. Hosret, AAlLPS BNt oF CONdLons My s (he Gooa io DEass 53 DONSns: i &
QORI DR

»  Evalais the overall presentabon, sinchies and conlent of the corsolidaled lirancal sialemants,
Inclyding e Seciut, Sl whatSeer the tonsoiiciaieg firancil sistermants reprikin P wrderiing
AESCTONE: SN EvVENTS i & Manner et SChesyes e phiderialon

o Oty Sufficsent BpOONTaly o ool Meganditg T Tl informiaton of P enities o
Busiranss acin s wihin fhe Grous 10 Sxpness an opiraon on the corsolidaled fnarcial slatements. W
ars maporditie for S dinction, superinion and pedorsancs of the (Qeoup madit. W semain soly
reapongible fof Dur BUCE DoEre0n.

Brrang of e it e Sigrificant sudi findings, inclusing ifry Significent deficiendies iy inlenal contnol hal we

Annual Report 2019 313



e Business Report e Financial Statements

314

i

W B0 oo thawn changsd Wil posnmance With o statement Tal wee hireo compbiss aith sebevart oseal
ERCUINETHEN rEgaRTN NceDEnEnDs, It b ESmfrucils Wil them all relaforahips and other maiers thai
iy Pisdsaraby B Thoughl 1o boar on our independence, and whins applicatie, relabed aafeguands.

Feom the matinmn communicated with thoss chaped with govemance, we dolenming those maiters thal wens of
Wanmdnmeﬂhwﬂ“nm
T iy okt AR Wi ket Pugasd ITOMIECY. N DT SUGHION S repor unbess e of neguiliton

DUz SSCHSIN SH0UT the MATST ¢ whish, & iliefely S croum siances, we delerming ai a matier shoukd
el B ORI in O repOr DaCILUSE T BvENE Cofaguiriced of doing 50 would faacnably be
anpecind o cubwesgh i public ntereal benafits of such comimnacaion.

T engagement pariner on i s resulling i ths degendent sudior's fgort i Emmanset Koonig.

mwmmmnmmn-ﬂmnmw-ﬂumu
Sons Ralenag

¥ — Feseuntecialogecs doo

Priwiibirtaimaloopar Basxgrad
wmw

Baigrace. 26 Februasry 2020

NIS Group



e Statement of Individuals Responsible for the Preparation e Appendices
of Financial Statements

Annual Report 2019 315



e Business Report

Consolidated Balance Sheet

e Financial Statements

31 December

31 December

Note 2019 2018

A. SUBSCRIBED CAPITAL UNPAID = -
B. NON-CURRENT ASSETS 317,342,624 296,537,210
I. INTANGIBLE ASSETS 8 24,413,233 23,371,384

1. Development investments 11,439,829 9,306,365

2. Concessions, licenses, software and other rights 1,988,931 1,729,128

3. Goodwill 1,354,508 1,549,378

4. Other intangible assets 924,956 1,126,420

5. Intangible assets under development 8,705,009 9,660,093

6. Advances for intangible assets - -

11. PROPERTY, PLANT AND EQUIPMENT 9 289,781,916 270,113,614
1. Land 17,050,221 16,981,657

2. Buildings 149,732,966 142,827,273

3. Machinery and equipment 65,767,335 67,730,378

4, Investment property 1,579,798 1,615,391

5. Other property, plant and equipment 89,817 88,732

6. Construction in progress 55,064,088 39,896,274

7. Investments in leased PP&E 152,325 212,398

8. Advances for PP&E 345,366 761,511

II1. BIOLOGICAL ASSETS = =
1. Forest farming - -

2. Livestock - -

3. Biological assets in production - -

4. Advances for biological assets - -
IV. LONG-TERM FINANCIAL INVESTMENTS 2,913,291 3,043,233
1. Investments in subsidiary - -

2. Investments in joint ventures 10 1,851,101 1,980,388

S e o e and ot

4. Long term investments in parent and subsidiaries - -
5. Long-term investments in other related parties - -

6. Long-term investments - domestic - -

7. Long-term investments - foreign - -

8. Securities held to maturity - -

9. Other long-term financial investments 11 966,528 948,683

V. LONG-TERM RECEIVABLES 234,184 8,979
1. Receivables from parent company and subsidiaries - -

2. Receivables from other related parties - -

3. Receivables from sale of goods on credit - -

4. Receivables arising out of finance lease contracts 9,515 8,979
5. Claims arising from guarantees - -

6. Bad and doubtful receivables - -

7. Other long-term receivables 224,669 -

In thousand RSD
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Note

31 December

31 December

2019 2018
C. DEFFERED TAX ASSETS 12 697,689 545,497
D. CURRENT ASSETS 97,223,713 98,902,636
I INVENTORY 13 48,001,622 48,472,071
1. Materials, spare parts and tools 29,878,660 24,951,994
2. Work in progress 4,855,798 4,923,492
3. Finished goods 9,758,823 13,828,273
4. Merchandise 2,986,653 4,152,553
5. Assets held for sale 88,416 -
6. Advances for inventory and services 433,272 615,759
II. TRADE RECEIVABLES 14 25,572,859 26,007,811
1 Domestic trade receivables - parents and ) )
’ subsidiaries
2. Foreign trade receivables - parents and subsidiaries - 99
3. Domestic trade receivables - other related parties 1,184,469 1,227,518
4. Foreign trade receivables - other related parties 100,451 645,804
5. Trade receivables - domestic 23,265,532 23,348,658
6. Trade receivables - foreign 1,022,407 785,732
7. Other trade receivbles - -
I11. RECEIVABLES FROM SPECIFIC OPERATIONS 673,870 542,613
IV. OTHER RECEIVABLES 15 935,757 223,571
V. FINANCIAL ASSETS AT FAIR VALUE _ _
) THROUGHT PROFIT OR LOSS
VI SHORT TERM FINANCIAL INVESTMENTS 16 1,843,473 2,263,431
1 Short-term loans and investments - parent ) )
’ companies and subsidiaries
o Short-term ‘loans and investments - other B B
related parties
3. Short-term loans and investments - domestic - 23,593
4. Short-term loans and investments - foreign - -
5. Other short-term loans and investments 1,843,473 2,239,838
VII. CASH AND CASH EQUIVALENTS 17 15,295,810 15,480,830
VIII. VALUE ADDED TAX 452,571 295,900
IX. PREPAYMENTS AND ACCRUED INCOME 18 4,447,751 5,616,409
E. TOTAL ASSETS 415,264,026 395,985,343
F. OFF-BALANCE SHEET ASSETS 19 117,099,179 113,781,102

Annual Report 2019

In thousand RSD

317



e Business Report

e Financial Statements

31 December

31 December

Note 2019 2018
A. EQUITY 254,694,792 242,875,804
L EQUITY 20 81,548,930 81,548,930
1. Share capital 20.1 81,548,930 81,548,930
2. Stakes of limited liability companies - -
3. Stakes - -
4. State owned capital - -
5. Socially owned capital - -
6. Stakes in cooperatives - -
7. Share premium - -
8. Other capital - -
II. SUBSCRIBED CAPITAL UNPAID = =
III. OWN SHARES = =
IV. RESERVES = =
V. REVALUATION RESERVES FROM VALUATION OF INTANGIBLES, 79.755 79755
PROPERTIES, PLANT AND EQUIPMENT !
V. COMPONENTS OF OTHER COMPREHENSIVE INCOME 400112 251,499
VIL UNREALIZED LOSSES FROM SECURITIES AND OTHER 58,183 60.082
COMPONENTS OF OTHER COMPREHENSIVE INCOME ! )
VIII. RETAINED EARNINGS 172,724,178 161,055,702
1. Retained earnings from previous years 156,127,776 135,921,400
2. Retained earnings from current year 16,596,402 25,134,302
IX. NON-CONTROLLING INTEREST = =
X. LOSS = =
1. Loss from previous years - -
2. Loss from current year - -
B. LONG-TERM PROVISIONS AND LIABILITIES 95,462,060 98,029,207
I LONG-TERM PROVISIONS 21 11,419,129 10,210,005
1. Provisions for warranty claims - -
2. Provision for environmental rehabilitation 9,882,315 9,169,159
3. Provisions for restructuring costs - -
4, Provisions for employee benefits 1,262,848 791,889
5. Provisions for litigations 273,966 248,957
6. Other long term provisions - -
II. LONG-TERM LIABILITIES 22 84,042,931 87,819,202
1. Liabilities convertible to equity - -
2. Liabilities to parent and subsidiaries 13,673,582 19,240,982
In thousand RSD
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31 December

31 December

Note 2019 2018
3. Liabilities to other related parties - -
4. Liabilities for issued long-term securities - -
5. Long term borrowings - domestic 46,581,096 50,326,307
6. Long-term borrowings - foreign 22,404,642 17,454,236
7. Finance lease liabilities 1,326,436 755,575
8. Other long-term liabilities 57,175 42,102
C. DEFFERED TAX LIABILITIES 12 = =
D. SHORT-TERM LIABILITIES 65,107,174 55,080,332
I SHORT-TERM FINANCIAL LIABILITIES 23 6,761,897 6,395,091
1. Short term borrowings from parent and subsidiaries - -
2. Short term borrowings from other related parties - -
3. Short-term loans and borrowings - domestic - -
4. Short-term loans and borrowings - foreign - -
5. Liabilities relating to current assets and held—for—sale B B
assets attributable to discounted operations
6. Other short term liabilities 6,761,897 6,395,091
II.  ADVANCES RECEIVED 2,323,105 1,456,981
III. TRADE PAYABLES 24 35,341,330 25,834,088
1. Trade payables - parent and subsidiaries - domestic - -
2. Trade payables - parent and subsidiaries - foreign 10,500,427 10,243,742
3. Trade payables - other related parties - domestic 1,208,375 1,251,648
4., Trade payables - other related parties - foreign 543,563 684,857
5. Trade payables - domestic 9,170,737 8,481,121
6. Trade payables - foreign 13,786,047 5,168,398
7. Other operating liabilities 132,181 4,322
Iv. OTHER SHORT-TERM LIABILITIES 25 8,375,054 8,687,986
V. LIABILITIES FOR VAT 1,088,459 1,383,089
VI. LIABILITIES FOR OTHER TAXES 26 7,584,465 7,687,953
VII. ACCRUED EXPENSES 27 3,632,864 3,635,144
LOSS EXCEEDING EQUITY - -
TOTAL EQUITY AND LIABILITIES 415,264,026 395,985,343
OFF-BALANCE SHEET LIABILITIES 19 117,099,179 113,781,102
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Year ended 31 December

Note 2019 2018
INCOME FROM REGULAR OPERATING ACTIVITIES
A. OPERATING INCOME 7 272,096,500 280,983,749
I INCOME FROM THE SALE OF GOODS 65,592,808 38,545,631
1 Income from sales of goods to parent and B B
’ subsidiaries on domestic market
Income from sales of goods to parent and
2. R R - -
subsidiaries on foreign market
3. Income from the sgle of goods to other related 1,312 102
parties on domestic market
4. Income from the sale of goods to other related 187,210 135,052
parties on foreign market
5. Income from sale of goods on domestic market 27,314,259 8,428,537
6. Income from sale of goods on foreign market 38,090,027 29,981,940
I1. INCOME FROM SALES OF PRODUCTS AND SERVICES 206,093,358 241,912,753
1 Income from sales of products and services to B B
’ parent and subsidiaries on domestic market
5 Income from sales of products and services to 961
’ parent and subsidiaries on foreign market )
3. Income from sales of proc{ucts and services to other 10,072,216 26,700,155
related parties on domestic market
a. Income from sales of products and services to other 405,754 555,164
related parties on foreign market
5. Income.from sales of products and services - 150,765,338 171,203,221
domestic
6. Income from sales of products and services - foreign 35,850,050 43,453,252
I INCOME FROM PREMIUMS, SUBVENTIONS _ 3,340
) AND DONATIONS !
I\'A OTHER OPERATING INCOME 410,334 522,025
EXPENSES FROM REGULAR OPERATING ACTIVITIES
B. OPERATING EXPENSES 248,735,954 248,318,196
I COST OF GOODS SOLD 44,635,555 23,441,660
II. WORK PERFORMED BY THE ENTITY AND CAPITALIZED 14,451,129 13,188,633
11 INCREASE IN INVENTORIES OF UNFINISHED AND FINISHED _ 6,011,313
: GOODS AND ONGOING SERVICES e
IV DECREASE IN INVENTORIES OF UNFINISHED AND FINISHED GOODS 3,437,001 _
: AND ONGOING SERVICES D
V. COST OF MATERIAL 136,940,194 168,678,465
VL COST OF FUEL AND ENERGY 4,371,248 4,552,772
COST OF SALARIES, FRINGE BENEFITS AND
VIl OTHER PERSONAL EXPENSES R 20,101,583
VIII. COST OF PRODUCTION SERVICES 28 15,605,920 14,926,665
DEPRECIATION, DEPLETION AND
In thousand RSD
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Year ended 31 December

Note 2019 2018
X. COST OF LONG-TERM PROVISIONING 652,769 667,650
XI. NON-PRODUCTION COSTS 29 15,203,105 14,808,370
C. OPERATING GAIN 23,360,546 32,665,553
D. OPERATING LOSS = =
E FINANCE INCOME 30 2,563,129 3,826,427
R
1 Finance income - parent company and subsidiaries 1,103,117 1,189,687
2 Finance income - other related parties 12,004 36,108
3. Share of profit of associates and joint ventures - -
4. Other financial income 11,638 28,936
IL. INTEREST INCOME (FROM THIRD PARTIES) 515,861 766,588
I11. FOREIGN EXCHANGE GAINS (THIRD PARTIES) 920,509 1,805,108
F. FINANCE EXPENSES 31 4,178,538 5,748,045
L PARTIES AND OTHER FINANCIAL EXPENSES 2,066,352 1,811,230
1 Finance expense - parent company and subsidiaries 1,901,458 1,713,344
2 Finance expense - other related parties 14,330 23,682
3. Share of loss of associates and joint ventures 129,287 66,634
4 Other financial expense 21,307 7,570
L. INTEREST EXPENSE (FROM THIRD PARTIES) 1,578,043 2,069,547
IL. FOREIGN EXCHANGE LOSSES (THIRD PARTIES) 534,113 1,867,268
G. PROFIT FROM FINANCING OPERATIONS = =
H. LOSS FROM FINANCING OPERATIONS 1,615,409 1,921,618
. e »
e
K. OTHER INCOME 33 1,265,910 1,215,316
L. OTHER EXPENSES 34 1,868,685 1,804,368
M. OPERATING PROFIT BEFORE TAX 21,129,010 30,853,226
N. OPERATING LOSS BEFORE TAX = =
NET INCOME ATTRIBUTABLE TO
DISCONTINUED OPERATIONS, EXPENSES
0. ARISING FROM CHANGES IN ACCOUNTING = =
POLICIES AND CORRECTION OF PRIOR PERIOD
ERRORS
NET LOSS ATTRIBUTABLE TO DISCONTINUED
P OPERATIONS, EXPENSES ARISING FROM _ _
: CHANGES IN ACCOUNTING POLICIES AND
CORRECTION OF PRIOR PERIOD ERRORS
Q. PROFIT BEFORE TAX 21,129,010 30,853,226
R. LOSS BEFORE TAX - -
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Year ended 31 December

Note 2019 2018
IL. INCOME TAX
I CURRENT INCOME TAX 35 3,100,414 4,066,760
IL. DEFERRED TAX EXPENSE FOR THE PERIOD 35 1,443,301 1,674,486
I11. DEFERRED TAX INCOME FOR THE PERIOD 35 11,107 22,322
S. PERSONAL INCOME PAID TO EMPLOYER = =
T. NET PROFIT 16,596,402 25,134,302
V. NET LOSS = =
L NET INCOME ATTRIBUTABLE TO NON- _ _
CONTROLLING INTERESTS
1L NET INCOME ATTRIBUTABLE TO THE OWNER 16,610,847 25,150,220
IV. NET LOSS ATTRIBUTABLE TO THE OWNER = =
V. EARNINGS PER SHARE
1. Basic earnings per share 0.102 0.154
2 Diluted earnings per share - -
In thousand RSD

Consolidated Statement of Other Comprehensive Income

Year ended 31 December
Note 2019

2018

NET PROFIT/(LOSS)

PROFIT, NET

16,596,402

25,134,302

II.

LOSS, NET

OTHER COMPREHENSIVE PROFIT OR LOSS

a)

Items that will not be reclassified to profit or loss

Changes in the revaluation of intangible assets, property, plant and equipment

a) increase in revaluation reserves

360

b) decrease in revaluation reserves

Actuarial gains (losses) of post employment benefit obligations

a) gains

3,316

b) losses

Gains and losses arising from equity investments

a) gains

b) losses

322
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Year ended 31 December

Note 2019 2018
4 Gains or losses arising from a share in the associate’s other comprehensive profit
or loss
a) gains - _
b) losses - -

b) Items that may be subsequently reclassified to profit or loss

1. Gains (losses) from currency translation differences

a) gains 193,947 35,372

b) losses - -

2. Gains (losses) on investment hedging instruments in foreign business

a) gains - _

b) losses - -

3. Gains and losses on cash flow hedges

a) gains _ _

b) losses - -

4. Gains (losses) from change in value of available-for-sale financial assets

a) gains 7,267 477

b) losses - -

L OTHER COMPREHENSIVE PROFIT BEFORE TAX 155,880 39,525
IL. OTHER COMPREHENSIVE LOSS BEFORE TAX = =

TAX ON OTHER COMPREHENSIVE INCOME OR LOSS FOR THE
ML pERriOD - -

IV. TOTAL NET COMPREHENSIVE PROFIT 155,880 39,525
TOTAL NET COMPREHENSIVE LOSS - -

C.  TOTAL NET COMPREHENSIVE PROFIT
I.  TOTAL COMPREHENSIVE PROFIT, NET 16,752,282 25,173,827
II. TOTAL COMPREHENSIVE LOSS, NET - -

D. TOTAL NET COMPREHENSIVE PROFIT / (LOSS) 16,752,282 25,173,827

1. Attributable to shareholders 16,752,282 25,173,827

2. Attributable to non-controling interest - -
In thousand RSD
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Year ended 31 December

Note 2019 2018

A. CASH FLOWS FROM OPERATING ACTIVITIES
I Cash inflow from operating activities 508,836,518 517,301,936
1. Sales and advances received 508,048,842 516,240,758
2. Interest from operating activities 377,342 539,153
3. Other inflow from operating activities 410,334 522,025
II. Cash outflow from operating activities 451,903,613 479,924,756
1. Payments and prepayments to suppliers 210,583,641 235,577,593
2. Salaries, benefits and other personal expenses 19,854,905 20,125,461
3. Interest paid 1,705,155 2,071,683
4, Income tax paid 4,329,868 5,470,912
5. Payments for other public revenues 215,430,044 216,679,107
III. Net cash inflow from operating activities 56,932,905 37,377,180
IV.  Net cash outflow from operating activities = =

B. CASH FLOWS FROM INVESTING ACTIVITIES
I Cash flows from investing activities 2,551,510 8,012,829
1. Sale of shares (net inflow) 26,968 -
o Elr;);:teaegcsi ngﬂp:l(laensf intangible assets, property, 282,172 368,037
3. Other financial investments (net inflow) 2,233,913 7,619,661
4. Interest from investing activities - -
5. Dividend received 8,457 25,131
II. Cash outflow from investing activities 49,112,305 47,225,072
1 Acquisition of subsidiaries or other business ) )

(net outflow)

o z:Lci:sranseenSf intangible assets, property, plant and 46,846,795 47,089,576
3. Other financial investments (net outflow) 2,265,510 135,496
III.  Net cash inflow from investing activities - -
IV. Net cash outflow from investing activities 46,560,795 39,212,243

C. CASH FLOWS FROM FINANCING ACTIVITIES

In thousand RSD
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Year ended 31 December

Note 2019 2018
L. Cash inflow from financing activities 15,060,454 37,213,097
1. Increase in share capital - -
2. Proceeds from long-term borrowings (net inflow) 22 15,060,454 37,213,097
3. Proceeds from short-term borrowings (net inflow) - -
4. Other long-term liabilities - -
5. Other short-term liabilities - -
II. Cash outflow from financing activities 25,645,247 47,031,592
1. Purchase of own shares - -
2 Repayment of long-term borrowings (net outflow) 22 18,760,583 39,952,347
3 Repayment of short-term borrowings (net outflow) - -
4. Repayment of other liabilities (net outflow) - -
5 Financial lease 22 367,140 131,241
6 Dividend distribution 20.1 6,517,524 6,948,004
III.  Net cash inflow from financing activities = =
IV. Net cash outflow from financing activities 10,584,793 9,818,495
D. TOTAL CASH INFLOW 526,448,482 562,527,862
E. TOTAL CASH OUTFLOW 526,661,165 574,181,420
F NET CASH INFLOW - -
G NET CASH OUTFLOW 212,683 11,653,558
o CASH AND CASH EQUIVALENTS AT THE 15,480,830 27,075,370
BEGINNING OF THE YEAR
L CURRENCY TRANSLATION GAINS ON CASH 268,965 385,469
AND CASH EQUIVALENTS
J. CURRENCY TRANSLATION LOSSES ON CASH 241,302 326,451
AND CASH EQUIVALENTS
K. CASH AND CASH EQUIVALENTS AT THE END 15,205,810 15,480,830
OF THE YEAR
In thousand RSD
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Consolidated Statement of Changes in Equity

Equity components

Share capital

Loss

Retained
earnings

Revaluation
reserve

Balance as at 1 January 2018

a) debit

b) credit

81,548,930

143,271,986

81,796

Adjustments of material errors and changes in accounting policies

a) debit

401,527

b) credit

Restated opening balance as at 1 January 2018

a) debit

b) credit

81,548,930

142,870,459

81,796

Changes in period

a) debit

6,949,059

2,401

b) credit

25,134,302

360

Balance as at 31 December 2018

a) debit

b) credit

81,548,930

161,055,702

79,755

Adjustments of material errors and changes in accounting policies

a) debit

b) credit

Restated opening balance as at 1 January 2019

a) debit

b) credit

81,548,930

161,055,702

79,755

Changes in period

a) debit

6,517,524

b) credit

18,186,000

Balance as at 31 December 2019

a) debit

b) credit

81,548,930

172,724,178

79,755

326
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Other comprehensive income components

Gains (losses) from
Acturial gain/(loss) currency translation
differences

Gains (losses) from change
in value of available-for-sale

financial assets

Total Equity

- - 64,013
195,215 17,596 - 225,051,510
- - - 401,527

- - 64,013
195,215 17,596 - 224,649,983
3,316 35,372 3,931 18,225,821

- - 60,082
198,531 52,968 - 242,875,804

- - 60,082
198,531 52,968 - 242,875,804

45334 - -
- 193,947 1,899 11,818,988

- - 58,183
153,197 246,915 - 254,694,792
In thousand RSD
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Notes to the Consolidated
Financial Statements?

1. GENERAL INFORMATION

Open Joint Stock Company Naftna Industrija Srbije (the
“Company”) and its subsidiaries (together refer to as
the “Group”) is a vertically integrated oil company op-
erating predominantly in Serbia. The Group’s principal
activities include:

Exploration, development and production of crude

oil and gas,

Production of refined petroleum products,

Petroleum products and gas trading and

Electric generation and trading.

Other activities primarily include sales of other goods,
works and services.

The Company was established in accordance with the
Decision of the Government of the Republic of Serbia
on 7 July 2005. On 2 February 2009, PJSC Gazprom Neft
("’Gazprom Neft’’) acquired a 51% of the share capital
of NIS a.d. which became a subsidiary of Gazprom Neft.
In March 2011, under the Company’s Share Sale and
Purchase Agreement, Gazprom Neft acquired addition-
al 5.15% of shares, thereby increasing its percentage of
ownership to 56.15%. PJSC Gazprom, Russian Federa-
tion is the ultimate owner of the Group.

1 All amounts are in RSD 000, unless otherwise stated.

328

The Company is an open joint stock company listed on
the Belgrade Stock Exchange.

These consolidated financial statements have been
approved and authorized for issue by Chief Executive
Officer and will be presented to Board of Directors for
approval.

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

2.1.  Basis of preparation

These consolidated financial statements for the year
ended 31 December 2019 were prepared in accordance
with the Law on Accounting of the Republic of which
requires full scope of International Financial Reporting
Standards (IFRS) to be applied as translated into Serbi-
an and the other regulations issued by the Ministry of
Finance of the Republic of Serbia. In addition the Law
requires certain presentations and treatments of ac-
counts and balances which results in the following ad-
ditional departures from IFRS:

The financial statements are prepared in the for-

mat prescribed by the Ministry of Finance of the

Republic of Serbia,
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“Off-balance sheet assets and liabilities” are
recorded on the face of the balance sheet. Such
items do not meet the definition of either an asset
or a liability under IFRS.

As a result, the accompanying consolidated financial
statements cannot be considered as financial state-
ments prepared in full compliance with IFRS.

The preparation of financial statements in confor-
mity with the Law on Accounting of the Republic of
Serbia requires the use of certain critical accounting
estimates. It also requires management to exercise its
judgment in the process of applying the Group’s ac-
counting policies. The areas involving a higher degree
of judgment or complexity, or areas where assump-
tions and estimates are significant to the consolidated
financial statements are disclosed in note 3.

At the date of signing consolidated financial state-
ments, crude oil price declined since 31 December
2019 from 66.765 $/barrel to 56.170 S$/barrel. Man-
agement is monitoring situation on the market and
in parallel preparing different scenarios to respond to
any major fluctuation of crude oil prices.

Subsequent events occurring after 31 December 2019
were evaluated through 26 February 2020, the date
these consolidated financial statements were autho-
rised for issue.

2.2, Basis of measurement

These consolidated financial statements are prepared
on the historical cost basis, except certain financial

assets and liabilities and investment properties mea-
sured at fair value.
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2.3. Segment reporting

Operating segments are reported in a manner con-
sistent with the internal reporting provided to the
chief operating decision-maker. The chief operating
decision-maker, who is responsible for allocating re-
sources and assessing performance of the operating
segments, has been identified as the Board of Direc-
tors and the General Manager Advisory Board. The
main indicator for assessing performance of operat-
ing segments is EBITDA, which is regularly reported
to the chief operating decision-maker. The informa-
tion on segment assets and liabilities are not regularly
provided to the chief operating decision-maker.

2.4. Seasonality of Operations

The Group as a whole is not subject to significant sea-
sonal fluctuation.

2.5. Foreign currency translation
a) Functional and presentation currency

Items included in the Consolidated Financial State-
ments of the Group are measured using the currency
of the primary economic environment in which the
Group operates ("the functional currency'). The con-
solidated financial statements are presented in Ser-
bian dinars (“RSD”), which is the Group’s functional
and presentation currency.

b) Transactions and balances

Foreign currency transactions are translated into the
functional currency using the exchange rate prevail-
ing at the date of the transaction or valuation where
items are re-measured. Foreign exchange gains and
losses resulting from the settlement of such transac-
tions and from the translation at period-end exchange
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rates of monetary assets and liabilities denominated
in foreign currencies are recognised in the consolidat-
ed income statement.

Foreign exchange gains and losses that relate to bor-
rowings and cash and cash equivalents and other
monetary assets and liabilities are presented in the
consolidated income statement within ‘Finance in-
come or expense’.

c) Group’s Companies

The result and financial position of all Group compa-

nies whose functional currency is different from the

Group's presentation currency are calculated as fol-

lows:

I. assets and liabilities are translated into the RSD
using the exchange rate as at reporting date;

II. income and expenses are translated at average
exchange rates and all resulting foreign exchange
differences are recognized in reserves as separate
items in equity.
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2.6. Principles of consolidation

The consolidated financial statements include the ac-
counts of subsidiaries in which the Group has control.
Control implies rights or exposure to variable returns
from the involvement with the investee and the abil-
ity to affect those returns through the power over the
investee. An investor has power over an investee when
the investor has existing rights that give it the current
ability to direct the relevant activities, i.e. the activ-
ities that significantly affect the investee’s returns.
An investor is exposed, or has the right to variable
returns from its involvement with investee when the
investor’s return from its involvement has the poten-
tial to vary as a result of the investee’s performance.
The financial statements of subsidiaries are included
in the consolidated financial statements of the Group
from the date when control commences until the date
when control ceases.

In accessing control, Group takes into consider-
ation potential voting rights that are substantive.
Investments in entities that the Group does not
control, but where it has the ability to exercise sig-
nificant influence over operating and financial pol-
icies, are accounted for under equity method except
for investments that meet criteria of joint opera-
tions, which are accounted for on the basis of the
Group’s interest in the assets, liabilities, expenses
and revenue of the joint operation. All other invest-
ments are classified either as held-to-maturity or
as available for sale.

a) Joint Operations and Joint Ventures

A joint operation is a joint arrangement whereby par-
ties that have joint control of the arrangement have
rights to the assets, and obligations for the liabilities,
relating to the arrangement. A joint venture is a joint
arrangement whereby the parties that have joint con-
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trol of the arrangement have rights to the net assets of
the arrangement.

Where the Group acts as a joint operator, the Group
recognises in relation to its interest in a joint opera-
tion:
Its assets, including its share of any assets held
jointly;
Its liabilities, including its share of any liabilities
incurred jointly;
Its revenue from the sale of its share of the output
arising from the joint operation;
Its share of the revenue from the sale of the out-
put by the joint operation; and
Its expenses, including its share of any expenses
incurred jointly.

With regards to joint arrangements, where the Group
acts as a joint venturer, the Group recognises its in-
terest in a joint venture as an investment and accounts
for that investment using the equity method.

b) Transactions Eliminated on Consolidation

Intra-group balances and transactions, and any unre-
alised income and expenses arising from intra-group
transactions, are eliminated in preparing the consol-
idated financial statements. Unrealised gains arising
from transactions with equity accounted investees are
eliminated against the investment to the extent of the
Group’s interest in the investee. Unrealised losses are
eliminated in the same way as unrealised gains, but
only to the extent that there is no evidence of impair-
ment.
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¢) Non-controlling interests

In the consolidated financial statements, non-con-
trolling interests in subsidiaries are presented sepa-
rately from the Group equity as non-controlling in-
terests. Non-controlling interest is measured at fair
value or at its proportionate share in the acquiree’s
net identifiable assets. For each business combination
a separate measurement principle is determined.

d) Investments in associates

An associate is an entity over which the investor has
significant influence. Significant influence is the pow-
er to participate in the financial and operating policy
decisions of the investee, but is not control or joint
control over those policies. Investments in associate
are accounted for using equity method and are rec-
ognised initially at cost. After application of the equity
method, the Group determines whether it is necessary
to recognise an impairment loss on its investment in
its associate. At each reporting date, the Group deter-
mines whether there is objective evidence that the in-
vestment in the associate is impaired.

2.7. Business combinations

The Group accounts for its business combinations ac-
cording to IFRS 3 Business Combinations. The Group
applies the acquisition method to account for business
combinations. The consideration transferred for the
acquisition of a subsidiary is the fair value of the as-
sets transferred, the liabilities incurred to the former
owners of the acquiree and the equity interests issued
by the Group and recognised goodwill or a gain from
a bargain purchase. The consideration transferred in-
cludes the fair value of any asset or liability resulting
from a contingent consideration arrangement. Iden-
tifiable assets acquired and liabilities and contingent
liabilities assumed in a business combination are
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measured initially at their fair values at the acquisi-
tion date. Acquisition-related costs are expensed as
incurred.

2.8. Goodwill

Goodwill is measured by deducting the net assets of
the acquiree from the aggregate of the consideration
transferred for the acquiree, the amount of non-con-
trolling interest in the acquiree and fair value of an
interest in the acquiree held immediately before the
acquisition date. Any negative amount ('bargain pur-
chase') is recognized in profit or loss, after Manage-
ment identified all assets acquired and all liabilities
and contingent liabilities assumed and reviewed the
appropriateness of their measurement.

The consideration transferred does not include
amounts related to the settlement of pre-existing re-
lationships. Such amounts are generally recognised in
consolidated profit or loss. Transaction costs, that the
Group incurs in connection with a business combina-
tion are expensed as incurred.

2.9. Intangible assets

a) Goodwill

Goodwill that arises from business combination is in-
cluded in intangible assets. Subsequently goodwill is
measured at cost less accumulated impairment losses.

For the purpose of impairment testing, goodwill ac-
quired in a business combination is allocated to each
of the CGUs, or groups of CGUs, that is expected to
benefit from the synergies of the combination. Each
unit or group of units to which the goodwill is allo-
cated represents the lowest level within the entity at
which the goodwill is monitored for internal manage-
ment purposes.
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Goodwill impairment reviews are undertaken annual -
ly or more frequently if events or changes in circum-
stances indicate a potential impairment. The carry-
ing value of goodwill is compared to the recoverable
amount, which is the higher of value in use and the
fair value less costs of disposal. Any impairment is
recognised immediately as an expense and is not sub-
sequently reversed (note 8).

b) Licenses and rights

Separately acquired licenses are shown at historical
cost. Licenses have a finite useful life and are carried
at cost less accumulated amortisation. Amortisation is
calculated using the straight-line method to allocate
the cost of licences over their estimated useful lives
(average usefull life is 5 years).

c) Software

These include primarily the costs of implementation
the (SAP) computer software program. Acquired soft-
ware licenses are capitalized on the basis of the costs
incurred to acquire and bring to use the specific soft-

ware.

These costs are amortised over their estimated useful
lives (not to exceed 8 years).

2.10. Oil and Gas properties

a) Exploration and evaluation expenditure

The Group follows the successful efforts method of
accounting for its exploration and evaluation assets.

Acquisition costs include amounts paid for the acqui-
sition of exploration and development licenses.
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Exploration and evaluation assets include:

Costs of topographical, geological, and geophys-

ical studies and rights of access to properties to

conduct those studies;

Costs of carrying and retaining undeveloped

properties;

Bottom hole contribution;

Dry hole contribution; and

Costs of drilling and equipping exploratory wells.
The costs incurred in finding, acquiring, and develop-
ing reserves are capitalised on a ‘field by field' basis.
On discovery of a commercially-viable mineral re-
serve, the capitalised costs are allocated to the dis-
covery. If a discovery is not made, the expenditure is
charged as an expense. Exploratory drilling costs and
dry and bottom hole contributions are temporarily
capitalised under the successful effort method and
treated as Oil and gas assets within Property, plant
and equipment.

Costs of topographical, geological, and geophysical
studies, rights of access to properties to conduct those
studies are temporarily considered as part of oil and
gas assets until it is determined that the reserves are
proved and are commercially viable.

If no reserves are found, the exploration asset is tested
for impairment. If extractable hydrocarbons are found
and, subject to further appraisal activity, that may in-
clude drilling of further wells, are likely to be developed
commercially; then the costs continue to be carried as
0il and gas asset as long as some sufficient/continued
progress is being made in assessing the commerciality
of the hydrocarbons. All such carried costs are subject
to technical, commercial and management review as
well as review for impairment at least once a year to
confirm the continued intent to develop or otherwise
extract value from the discovery. When this is no lon-
ger the case, the costs are written off.
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Other exploration costs are charged to expense when
incurred.

An exploration and evaluation asset is no longer clas-
sified as such when the technical feasibility and com-
mercial viability of extracting a mineral resource are
demonstrable. Exploration and evaluation assets are
assessed for impairment, and any impairment loss is
recognised, before reclassification.

b) Development costs of fixed and intangible assets

Development costs are incurred to obtain access to
proven reserves and to provide facilities for extract-
ing, treating, gathering and storing oil and gas. They
include the costs of development wells to produce
proven reserves as well as costs of production facili-
ties.

Expenditure on the construction, installation or com-
pletion of infrastructure facilities such as platforms,
pipelines and the drilling of commercially proven de-
velopment wells is capitalized within construction in
progress according to its nature. When development
is completed, it is transferred to production assets. No
depreciation and/or amortisation are charged during
development.

¢) Oil and gas production assets

0il and gas production assets comprise exploration
and evaluation assets as well as development costs
associated with the production of proved reserves.

d) Depreciation/amortization

0il and gas properties/intangible assets are depleted
using the unit-of-production method. The unit-of

production rates are based on proved developed re-
serves, which are oil, gas and other mineral reserves
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estimated to be recovered from existing facilities us-
ing current operating methods. Oil and gas volumes
are considered produced once they have been mea-
sured through meters at custody transfer or sales
transaction points at the outlet valve on the field stor-
age tank.

e) Impairment - exploration and evaluation assets

Exploration property leasehold acquisition costs are
assessed for impairment when there are indications of
impairment. For the purpose of impairment testing,
exploration property leasehold acquisition costs sub-
ject to impairment testing are grouped with existing
cash-generating units (CGUs) of related production
fields located in the same geographical region.

f) Impairment - proved oil and gas properties and
intangible assets

Proven oil and gas properties and intangible assets are
reviewed for impairment when events or changes in
circumstances indicate that the carrying amount may
not be recoverable.

An impairment loss is recognized for the amount by
which the asset’s carrying amount exceeds its recov-
erable amount. The recoverable amount is the higher
of an asset’s fair value less costs to sell and value in
use. For the purposes of assessing impairment, assets
are grouped at the lowest levels for which there are
separately identifiable cash flows.

2.11. Property, plant and equipment

As of the date of establishment, the Group’s proper-
ty, plant and equipment are stated at cost less accu-
mulated depreciation and provision for impairment,
where required. Cost includes expenditure that is di-
rectly attributable to the acquisition of the items.
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Subsequent costs are included in the asset’s carrying
amount or recognised as a separate asset, as appro-
priate, only when it is probable that future econom-
ic benefits associated with the item will flow to the
Group and the cost of the item can be measured reli-
ably. The carrying amount of the part that is replaced
is derecognised. All other repairs and maintenance are
charged to the consolidated income statement during
the financial period in which they are incurred.

Land and works of art are not depreciated. Deprecia-
tion of other assets is calculated using the straight-
line method to allocate their cost to their residual val-
ues over their estimated useful lives, as follows:

Description Useful lives

Buildings 10 - 50

Machinery and Equipment:
_Productlonequmentz_ss
_Fumlture ................................................................. 3 _10
_Vehldess_zs
_Compumrs .............................................................. 3 _lo
OtherPP&Es_zo

The assets’ residual values and useful lives are re-
viewed, and adjusted if appropriate, at each balance
sheet date.

An asset’s carrying amount is written down imme-
diately to its recoverable amount if the asset’s carry-
ing amount is greater than its estimated recoverable
amount.

Gains and losses on disposals are determined by com-
paring proceeds with carrying amount and are rec-
ognised within "Other income/expenses" in the con-
solidated income statement (notes 33 and 34).
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2.12. Impairment of non-financial assets
Assets that have an indefinite useful life are not subject
to amortisation and are tested annually for impair-
ment. Assets that are subject to amortisation are re-
viewed for impairment when events or changes in cir-
cumstances indicate that the carrying amount may not
be recoverable. An impairment loss is recognised for
the amount by which the asset’s carrying amount ex-
ceeds its recoverable amount. The recoverable amount
is the higher of an asset’s fair value less costs to sell
and value in use. For the purposes of assessing impair-
ment, assets are grouped at the lowest levels for which
there are separately identifiable cash flows (cash gen-
erating units). Non-financial assets other than good-
will that suffered an impairment are reviewed for pos-
sible reversal of the impairment at each reporting date.
2.13. Investment property

Investment property is a property held to earn rentals
or for capital appreciation or both.

Investment property principally comprises of petrol
stations and business facilities rented out for a period
exceeding one year.

Investment property is carried at fair value. Changes
in fair values are recorded in the consolidated income
statement as part of “Other income/expense”.

Subsequent expenditure is capitalized only when it
is probable that future economic benefits associated
with it will flow to the Group and the cost can be mea-
sured reliably. All other repairs and maintenance costs
are expensed when incurred. If an investment proper-
ty becomes owner-occupied, it is reclassified to prop-
erty, plant and equipment, and its carrying amount at
the date of reclassification becomes its deemed cost to
be subsequently depreciated.
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2.14. Financial instruments
a) Key measurement terms

Fair value is the price that would be received to sell an
asset or paid to transfer a liability in an orderly trans-
action between market participants at the measure-
ment date. The best evidence of fair value is the price
in an active market. An active market is one in which
transactions for the asset or liability take place with
sufficient frequency and volume to provide pricing
information on an ongoing basis.

Fair value of financial instruments traded in an active
market is measured as the product of the quoted price
for the individual asset or liability and the number of
instruments held by the entity.

Valuation techniques such as discounted cash flow
models or models based on recent arm’s length
transactions or consideration of financial data of the
investees are used to measure fair value of certain fi-
nancial instruments for which external market pric-
ing information is not available.

Transaction costs are incremental costs that are di-
rectly attributable to the acquisition, issue or disposal
of a financial instrument. An incremental cost is one
that would not have been incurred if the transaction
had not taken place.

Amortized cost (“AC”) is the amount at which the fi-
nancial instrument was recognised at initial recogni-
tion less any principal repayments, plus accrued in-
terest, and for financial assets less any allowance for
expected credit losses (“ECL”).
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b) Classification and measurement

From 1 January 2018, the Group classifies its financial

assets in the following measurement categories:
those to be measured subsequently at fair value
(either through OCI or through profit or loss), and
those to be measured at amortised cost.

The classification depends on the entity’s business
model for managing the financial assets and the con-
tractual terms of the cash flows.

Financial instruments are reclassified only when the
business model for managing the portfolio as a whole
changes. The reclassification has a prospective ef-
fect and takes place from the beginning of the first
reporting period that follows after the change in the
business model. The entity did not change its business
model during the current and comparative period and
did not make any reclassifications.

At initial recognition, the Group measures a financial
asset as its fair value plus, in case of a financial as-
sets not at fair value through profit and loss (FVTPL),
transaction costs that are directly attributable to the
acquisition of the financial assets. Transaction costs
of financial assets carried at FVTPL are expensed in
profit and loss. After the initial recognition, an ECL
allowance is recognized for financial assets measured
at amortized cost and investments in debt instru-
ments measured at FVOCI, resulting in an immediate
accounting loss.

Debt instruments
Subsequent measurement of debt instruments de-

pends on the Group’s business model for managing
the asset and the cash flow characteristics of the asset.
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The business model reflects how the Group manages
the assets in order to generate cash flows — whether
the Group’s objective is: (i) solely to collect the con-
tractual cash flows from the assets (‘“hold to collect
contractual cash flows”,) or (ii) to collect both the
contractual cash flows and the cash flows arising from
the sale of assets (“hold to collect contractual cash
flows and sell”) or, if neither of (i) and (ii) is applica-
ble, the financial assets are classified as part of “oth-
er” business model and measured at FVTPL.

Factors considered by the Group in determining the busi-
ness model include the purpose and composition of port-
folio, past experience on how the cash flows for the re-
spective assets were collected, how risks are assessed and
managed and how the assets’ performance is assessed.

Where the business model is to hold assets to collect
contractual cash flows or to hold contractual cash
flows and sell, the Group assesses whether the cash
flows represent solely payments of principal and in-
terest (“SPPI”). In making this assessment, the Group
considers whether the contractual cash flows are con-
sistent with a basic lending arrangement, i.e. interest
includes only consideration for credit risk, time value
of money, other basic lending risks and profit margin.
The SPPI assessment is performed on initial recogni-
tion of an asset and it is not subsequently reassessed.

There are three measurement categories into which

the Group classifies its debt instruments:
Amortised cost: Assets that are held for collec-
tion of contractual cash flows where those cash
flows represent solely payments of principal and
interest are measured at amortised cost. Interest
income from these financial assets is included in
finance income using the effective interest rate
method. Any gain or loss arising on derecogni-
tion is recognised directly in profit or loss and
presented in other gains/(losses) together with
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foreign exchange gains and losses. Impairment
losses are presented separately.

FVOCI: Assets that are held for collection of con-
tractual cash flows and for selling the financial as-
sets, where the assets’ cash flows represent solely
payments of principal and interest (“’SPPI’’), are
measured at FVOCI. Movements in the carry-
ing amount are taken through OCI, except for the
recognition of impairment gains or losses, inter-
est income and foreign exchange gains and losses
which are recognised in profit or loss. When the fi-
nancial asset is derecognised, the cumulative gain
or loss previously recognised in OCI is reclassified
from equity to profit or loss and recognised in other
gains/(losses). Interest income from these financial
assets is included in finance income using the effec-
tive interest rate method. Foreign exchange gains
and losses are presented in other gains/(losses) and
impairment expenses are presented separately.

FVPL: Assets that do not meet the criteria for am-
ortised cost or FVOCI are measured at FVPL. A gain
or loss on a debt investment that is subsequently
measured at FVPL is recognised in profit or loss and
presented net within other gains/(losses) in the pe-
riod in which it arises.

Cash and cash equivalents. Cash and cash equivalents
include cash in hand, deposits held at call with banks,
and other short-term highly liquid investments with
original maturities of three months or less. Cash and
cash equivalents are carried at amortized cost because:
(i) they are held for collection of contractual cash flows
and those cash flows represent SPPI, and (ii) they are
not designated at FVTPL. Features mandated solely by
legislation do not have an impact on the SPPI test, un-
less they are included in contractual terms such that
the feature would apply even if the legislation is subse-
quently changed.
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Trade and other receivables. Trade and other receiv-
ables are recognized initially at fair value and are sub-
sequently carried at amortized cost using the effective
interest method, less provision for impairment. Trade
receivables are amounts due from customers for
products and merchandise sold or services performed
in the ordinary course of business. If collection is ex-
pected in one year or less (or in the normal operating
cycle of the business if longer), they are classified as
current assets. If not, they are presented as non-cur-
rent assets.

Borrowings. Borrowings are recognised initially at
fair value, net of transaction costs incurred and are
subsequently carried at amortized cost using the ef-
fective interest method.

Trade and other payables. Trade payables are accrued
when the counterparty performs its obligations un-
der the contract and are recognized initially at fair
value and subsequently carried at amortized cost us-
ing the effective interest method. Trade payables
are obligations to pay for goods or services that have
been acquired in the ordinary course of business from
suppliers. Accounts payable are classified as current li-
abilities if payment is due within one year or less (or in
the normal operating cycle of the business if longer). If
not, they are presented as non-current liabilities.

Equity instruments

The Group subsequently measures all equity invest-
ments at fair value. Where the Group’s management
has elected to present fair value gains and losses on
equity investments in OCI, there is no subsequent re-
classification of fair value gains and losses to profit or
loss following the derecognition of the investment.
Dividends from such investments continue to be rec-
ognised in profit or loss as other income when the
Group’s right to receive payments is established.
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c) Write-off

Financial assets are written-off, in whole or in part,
when the Group has exhausted all practical recovery
efforts and has concluded that there is no reasonable
expectation of recovery. The write-off represents a
derecognition event. The Group may write-off finan-
cial assets that are still subject to enforcement activ-
ity when the Group seeks to recover amounts that are
contractually due, however, there is no reasonable ex-
pectation of recovery.

d) Recognition and derecognition

Regular way purchases and sales of financial assets
are recognised on trade-date, the date on which the
group commits to purchase or sell the asset. Finan-
cial assets are derecognised when the rights to receive
cash flows from the financial assets have expired or
have been transferred and the group has transferred
substantially all the risks and rewards of ownership.

Financial liabilities are derecognised when they are
extinguished (i.e. when the obligation specified in the
contract is discharged, cancelled or expires).

An exchange between the Group and its original lenders
of debt instruments with substantially different terms,
as well as substantial modifications of the terms and
conditions of existing financial liabilities, are account-
ed for as an extinguishment of the original financial li-
ability and the recognition of a new financial liability.
The terms are substantially different if the discounted
present value of the cash flows under the new terms,
including any fees paid net of any fees received and
discounted using the original effective interest rate, is
at least 10% different from the discounted present val-
ue of the remaining cash flows of the original financial
liability. If an exchange of debt instruments or modifi-
cation of terms is accounted for as an extinguishment,
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any costs or fees incurred are recognised as part of the
gain or loss on the extinguishment. If the exchange or
modification is not accounted for as an extinguish-
ment, any costs or fees incurred adjust the carrying
amount of the liability and are amortised over the re-
maining term of the modified liability.

Modifications of liabilities that do not result in extin-
guishment are accounted for as a change in estimate
using a cumulative catch up method, with any gain or
loss recognised in profit or loss, unless the economic
substance of the difference in carrying values is at-
tributed to a capital transaction with owners.

e) Modification

The Group sometimes renegotiates or otherwise
modifies the contractual terms of the financial assets.
The Group assesses whether the modification of con-
tractual cash flows is substantial considering, among
other, the following factors: significant change in in-
terest rate or credit enhancement that significantly
affects the credit risk associated with the asset or a
significant extension of a loan when the borrower is
not in financial difficulties.

If the modified terms are substantially different, the
rights to cash flows from the original asset expire and
the Group derecognises the original financial asset
and recognises a new asset at its fair value. Any dif-
ference between the carrying amount of the original
asset derecognised and fair value of the new substan-
tially modified asset is recognised in profit or loss,
unless the substance of the difference is attributed to
a capital transaction with owners.

f) Financial assets impairment
The Group assesses, on a forward-looking basis, the

ECL for debt instruments measured at AC and FVO-
CI and recognises Net impairment losses at each re-
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porting date. The measurement of ECL reflects: (i) an
unbiased and probability weighted amount that is de-
termined by evaluating a range of possible outcomes,
(ii) time value of money and (iii) all reasonable and
supportable information that is available without un-
due cost and effort at the end of each reporting period
about past events, current conditions and forecasts of
future conditions.

Debt instruments measured at AC are presented in the
consolidated balance sheet net of the allowance for
ECL. For debt instruments at FVOCI, changes in am-
ortised cost, net of allowance for ECL, are recognised
in profit or loss and other changes in carrying value
are recognised in OCI as gains less losses on debt in-
struments at FVOCI.

- General model of impairment of financial
assets — three stage model

The Group applies a three stage model for impair-
ment, based on changes in credit quality since initial
recognition. A financial instrument that is not cred-
it-impaired on initial recognition is classified in Stage
1. Financial assets in Stage 1 have their ECL measured
at an amount equal to the portion of lifetime ECL that
results from default events possible within the next 12
months or until contractual maturity, if shorter (“12
Months ECL”). If the Group identifies a significant in-
crease in credit risk since initial recognition, the asset
is transferred to Stage 2 and its ECL is measured based
on ECL on a lifetime basis, that is, up until contractu-
al maturity but considering expected prepayments, if
any (“Lifetime ECL”).

If the Group determines that a financial asset is cred-

it-impaired, the asset is transferred to Stage 3 and its
ECL is measured as a Lifetime ECL.
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When defining default for the purposes of determin-
ing the risk of a default occurring, Group applies a de-
fault definition that is consistent with the definition
used for internal credit risk management purposes for
the relevant financial instrument and consider qual-
itative indicators (for example, financial covenants)
when appropriate.

For the purposes of measuring expected credit losses,
the estimate of expected cash shortfalls reflects the
cash flows expected from collateral and other credit
enhancements that are part of the contractual terms
and are not recognised separately.

Group recognizes the amount of expected credit losses
(or reversal) in profit or loss, as an impairment gain
or loss.

- Simplified approach for impairment of
receivables and lease receivables

Group applies simplified approach for trade receiv-
ables, contract assets and lease receivables and mea-
sure the loss allowance at an amount equal to lifetime
expected credit losses (“Lifetime ECL”).

Group uses a provision matrix in the calculation of the
expected credit losses on trade receivables. Group use
historical credit loss experience (adjusted as appro-
priate on the basis of current observable data to reflect
the effects of the current conditions and its forecasts
of future conditions) for trade receivables to estimate
the 12-month expected credit losses or the lifetime
expected credit losses on the financial assets as rel-
evant.

The carrying amount of the asset is reduced through
the use of an allowance account, and the amount of
the loss is recognised in the consolidated income
statement.
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Impairment losses are reversed through profit or loss
if the amount of the impairment loss decreases and
the decrease can be attributed to an event occurring
after the impairment was recognized.

2.15. Inventories

Inventories are stated at the lower of cost and net re-
alisable value. Cost is determined using the weighted
average method. The cost of finished goods and work
in progress comprises cost of raw materials, direct la-
bour, other direct costs and related production over-
heads (based on normal operating capacity). It ex-
cludes borrowing costs.

Net realizable value is the estimated selling price in
the ordinary course of business, less applicable vari-
able selling expenses. The impairment test of inven-
tories i.e. spare parts due to damage or obsolescence
is performed quarterly. Impairment losses are recog-
nized as “Other expense” (note 34).

2.16. Off-balance sheet assets and liabilities
Off-balance sheet assets/liabilities include: material
received from third parties for further processing and
other assets not owned by the Group, as well as re-
ceivables/payables related to collaterals such as guar-
antees and other warrants.

2.17. Share capital

The Company is registered as open joint stock com-
pany. Ordinary shares are classified as share capital.
2.18. Earnings per share

The Group calculates and discloses the basic earnings

per share. Basic earnings per share is calculated by di-
viding the net income that belongs to shareholders,
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the owners of ordinary shares of the Company, by the
weighted average number of ordinary shares issued
during the period.

2.19. Provisions

Provisions for environmental restoration, asset retire-
ment obligation and legal claims are recognised when:
the Group has a present legal or constructive obligation
as a result of past events; it is probable that an outflow
of resources will be required to settle the obligation;

and the amount has been reliably estimated. Provi-
sions are not recognised for future operating losses.

Where there are a number of similar obligations, the
likelihood that an outflow will be required in settle-
ment is determined by considering the class of obli-
gations as a whole. A provision is recognised even if
the likelihood of an outflow with respect to any one
item included in the same class of obligations may be
small.

Provisions are measured at the present value of the ex-
penditure expected to be required to settle the obliga-
tion using a pre-tax rate that reflects current market
assessments of the time value of money and the risks
specific to the obligation. The increase in the provision
due to passage of time is recognised as cost of provi-
sion and charged to consolidated income statement.
2.20. Current and deferred income tax

The tax expense for the period comprises current and
deferred tax. Tax is recognized in the consolidated in-
come statement, except to the extent that it relates to
items recognized directly in equity, in which case de-
ferred tax liability is also recognized in equity.

The current income tax charge is calculated on the ba-
sis of the tax laws enacted or substantively enacted at
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the reporting date in Serbia, where the Group operates
and generates taxable profit. Management periodical-
ly evaluates positions taken in tax returns with respect
to situations in which applicable tax regulation is sub-
ject to interpretation. It establishes provisions where
appropriate on the basis of amounts expected to be
paid to the tax authorities.

Deferred income tax is recognized, using the liabili-
ty method, on temporary differences arising between
the tax bases of assets and liabilities and their carry-
ing amounts in the consolidated financial statements.

However, the deferred income tax is not accounted for
if it arises from initial recognition of an asset or liabil -
ity in a transaction other than a business combination
that at the time of the transaction affects neither ac-
counting nor taxable profit or loss.

Deferred income tax is determined using tax rates
(and laws) that have been enacted or substantially en-
acted by the reporting date and are expected to apply
when the related deferred income tax asset is realized
or the deferred income tax liability is settled.

Deferred income tax assets are recognized only to the
extent that it is probable that future taxable profit will
be available against which the temporary differences
can be utilised.

2.21. Employee benefits

a) Pension obligations

The Group operates a defined contribution pension
plan. The Group pays contributions to publicly admin-
istered pension insurance plans on a mandatory basis.
The Group has no further payment obligations once
the contributions have been paid. The contributions
are recognised as employee benefit expense when
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they are due. Prepaid contributions are recognised as
an asset to the extent that a cash refund or a reduction
in the future payments is available.

b) Employee benefits provided by the Collective
Agreement

The Group provides jubilee, retirement and other em-
ployee benefit schemes in accordance with the Col-
lective Agreement. The entitlement to these benefits
is usually conditional on the employee remaining in
service up to retirement age or the completion of a
minimum service period. The expected costs of these
benefits are accrued over the period of employment.
Actuarial gains and losses arising from experience ad-
justments and changes in actuarial assumptions are
charged or credited to equity in consolidated state-
ment of other comprehensive income in the period
in which they arise. These obligations are valued an-
nually by independent qualified actuaries using the
projected unit credit method. The present value of the
defined benefit obligation is determined by discount-
ing the estimated future cash outflows using interest
rates of Serbian Treasury bonds that are denominat-
ed in the currency in which the benefits will be paid,
and that have terms to maturity approximating to the
terms of the related obligation.

¢) Bonus plans

The Group recognises a liability and an expense for
bonuses and profit-sharing based on an Individual
performance assessment. The Group recognizes a pro-
vision where contractually obliged or where there is a
past practice that has created a constructive obligation.

In 2017, the Group has made decision to introduce new
three-year (2018-2020) program for Group’s manag-
ers which will be based on the Key Performance Indi-
cators (“KPI”) reached during the program (note 21).
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2.22. Revenue recognition from contracts

with customers

The Group recognizes revenue from sales of crude
oil, petroleum products, gas and other products and
services when it satisfies a performance obligation
and control over goods and services is passed. For the
most contracts control over goods or services passes
to a customer at point of time and consideration is
unconditional because only the passage of time is re-
quired before the payment is due.

Revenue is recognised in the amount of transaction
price. Transaction price is the amount of consider-
ation to which the Group expects to be entitled in ex-
change for transferring control over promised goods
or services to a customer, excluding the amounts col-
lected on behalf of third parties.

Revenue is shown net of value-added tax, excise duty,
returns, rebates and discounts after eliminating sales
within the Group.

a) Sales - wholesale

The Group manufactures and sells oil, petrochemi-
cal products, liquefied natural gas and energy in the
wholesale market. Sales of goods are recognised when
control of the good has transferred, being when the
goods are delivered to the customer, the customer has
full discretion over the goods, and there is no unful-
filled obligation that could affect the customer’s ac-
ceptance of the goods. Delivery occurs when the goods
have been shipped to the specific location, the risks
of obsolescence and loss have been transferred to the
customer, and either the customer has accepted the
goods in accordance with the contract, the acceptance
provisions have lapsed, or the Group has objective ev-
idence that all criteria for acceptance have been sat-
isfied.
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Revenue from the sales with discounts is recognised
based on the price specified in the contract, net of the
estimated volume discounts. Accumulated experience
is used to estimate and provide for the discounts, us-
ing the expected value method, and revenue is only
recognised to the extent that it is highly probable that
a significant reversal will not occur. A refund liability
is recognised for expected volume discounts entitled
to customers in relation to sales made until the end of
the reporting period.

No element of financing is deemed present as the sales
are made with a credit term of less than one year and is
consistent with market practice.

A receivable is recognised when the goods are deliv-
ered as this is the point in time that the consideration
is unconditional because only the passage of time is
required before the payment is due.

b) Sales - retail

The Group operates a chain of Petrol Stations. Sales of
goods are recognised when the Group sells a product to
the customer. Retail sales are usually in cash or by cred-
it card. Group offers customer incentives mostly in the
form of loyalty programs described under section d).

c) Sales of electricity

The Group sells electricity on a short and long term
basis with a contract terms generally accepted in the
energy industry (via bilateral forward standardized
general EFET agreements). Majority of sales are made
on a wholesale market without structured trades.

In accordance with contract terms if Group expects to
physically deliver factual agreed quantity of electrici-
ty revenue is recognized at gross basis at the point of
time of delivery in consolidated financial statements.
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All performance obligations are satisfied at point in
time at which a customer obtains control of a prom-
ised asset and the entity satisfies a performance ob-
ligation.

d) Customer loyalty program

The Group operates a loyalty program where cus-
tomers accumulate award points for purchases made
which entitle them to discount on future purchases.
Revenue from the award points is recognised when
the points are redeemed or when they expire after the
initial transaction. The transaction price is allocated
to the goods sold and the award points on the basis of
their relative stand-alone selling prices. A contract li-
ability for the award points is recognized at the time
of the sale. Contract liabilities arising from customer
loyalty program are presented in the note 27.

e) Interest income

Interest income is recorded for all debt instruments,
other than those at FVTPL, on an accrual basis using
the effective interest method. This method defers, as
part of interest income, all fee received between the
parties to the contract that are an integral part of the
effective interest rate, all other premiums or dis-
counts.

Interest income on debt instruments at FVTPL calcu-
lated at nominal interest rate is presented within ‘fi-
nance income’ line in profit or loss.

Fees integral to the effective interest rate include
origination fees received or paid by the Group relating
to the creation or acquisition of a financial asset, for
example fees for evaluating creditworthiness, evalu-
ating and recording guarantees or collateral, negoti-
ating the terms of the instrument and for processing
transaction documents.
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Interest income is calculated by applying the effective
interest rate to the gross carrying amount of financial
assets, except for (i) financial assets that have become
credit impaired (Stage 3), for which interest revenue
is calculated by applying the effective interest rate to
their AC, net of the ECL provision, and (ii) financial as-
sets that are purchased or originated credit impaired,
for which the original credit-adjusted effective inter-
est rate is applied to the amortized cost.

2.23. Leases

Accounting policies applied in 2019, from the date of initial
application of IFRS 16 “Leases”

The Group leases various offices, warehouses, re-
tail stores, equipment and cars. Rental contracts are
typically made for fixed periods but may have exten-
sion options. Lease terms are negotiated on an in-
dividual basis and contain a wide range of different
terms and conditions.

Until the 2018 financial year, leases of property,
plant and equipment were classified as either finance
or operating leases. Payments made under operating
leases (net of any incentives received from the les-
sor) were charged to profit or loss on a straight-line
basis over the period of the lease.

From 1 January 2019, leases are recognised as a
right-of-use asset and a corresponding liability at
the date at which the leased asset is available for use
by the Group. Each lease payment is allocated be-
tween the liability and finance cost. The finance cost
is charged to profit or loss over the lease period so
as to produce a constant periodic rate of interest on
the remaining balance of the liability for each peri-
od. The right-of-use asset is depreciated over the
shorter of the asset's useful life and the lease term
on a straight-line basis. If the Group is reasonably
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certain to exercise a purchase option, the right-of-
use asset is depreciated over the underlying assets’
useful lives. Depreciation on the items of the right-
of-use assets is calculated using the straight-line
method over their estimated useful lives as follows:

Useful lives in years

Land 25
Buildings 2-22
Machinery 3-15

Motor vehicles

Assets and liabilities arising from a lease are initial-
ly measured on a present value basis. Lease liabilities
include the net present value of the following lease
payments:
fixed payments (including in-substance fixed
payments), less any lease incentives receivable
variable lease payment that are based on an index
or arate
amounts expected to be payable by the lessee un-
der residual value guarantees
the exercise price of a purchase option if the les-
see is reasonably certain to exercise that option,
and
payments of penalties for terminating the lease,
if the lease term reflects the lessee exercising that
option.

The lease payments are discounted using the interest
rate implicit in the lease. If that rate cannot be de-
termined, the lessee’s incremental borrowing rate is
used, being the rate that the lessee would have to pay
to borrow the funds necessary to obtain an asset of
similar value in a similar economic environment with
similar terms and conditions.

Right-of-use assets are measured at cost comprising
the following:
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the amount of the initial measurement of lease
liability

any lease payments made at or before the com-
mencement date less any lease incentives received
any initial direct costs, and

restoration costs.

Payments associated with short-term leases and leas-
es of low-value assets are recognised on a straight-
line basis as an expense in profit or loss. Short-term
leases are leases with a lease term of 12 months or less.
Low-value assets comprise IT-equipment and small
items of office furniture.

Accounting policies applied until 31 December 2018

Leases under the terms of which the Group assumes
substantially all the risks and rewards of ownership
are classified as finance leases. Upon initial recogni-
tion the leased asset is measured at an amount equal
to the lower of its fair value and the present value of
the minimum lease payments. Subsequent to initial
recognition, the asset is accounted for in accordance
with the accounting policy applicable to that asset.

Other leases are operating leases and the leased as-
sets are not recognised on the Group’s consolidated
balance sheet. The total lease payments are charged
to consolidated income statement on a straight-line
basis over the lease term.

a) Right of use of land

Right of use of land acquired as a part of either acqui-
sition or a separate transaction through payment to a
third party or Local Authority is treated as an intangi-
ble asset. This acquired intangible assets has an indef-
inite useful life and is subject to annual impairment
testing.
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2.24. Dividend distribution

Dividend distribution to the Group’s shareholders is
recognised as a liability in the period in which the div-
idends are approved by the Group’s shareholders.

2.25. Capitalisation of borrowing costs

Borrowing costs directly attributable to the acquisi-
tion, construction or production of assets that neces-
sarily take a substantial time to get ready for intended
use or sale (qualifying assets) are capitalised as part
of the costs of those assets. All other borrowing costs
are expensed in the period in which they are incurred.

3. CRITICAL ACCOUNTING ESTIMATES,
ASSUMPTIONS AND JUDGEMENTS

Preparing consolidated financial statements required
Management to make estimates and assumptions that
affect the reported amounts of assets and liabilities
and the disclosure of contingent assets and liabili-
ties at the reporting date, and the reported amounts
of revenues and expenses during the reporting period.

Management reviews these estimates and assump-
tions on a continuous basis, by reference to past expe-
rience and other facts that can reasonably be used to
assess the book values of assets and liabilities. Adjust-
ments to accounting estimates are recognised in the
period in which the estimates are revised if the change
affects only that period or in the period of the revision
and subsequent periods, if both periods are affected.

In addition to judgments involving estimations, man-
agement also makes other judgments in the process
of applying the Group’s accounting policies. Actual
results may differ from such estimates if different as-
sumptions or circumstances apply.
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Judgments and estimates that have the most signifi-
cant effect on the amounts reported in these consoli-
dated financial statements and have a risk of causing a
material adjustment to the carrying amount of assets
and liabilities are described below.

3.1. Estimation of Oil and Gas Reserves

Engineering estimates of oil and gas reserves are in-
herently uncertain and are subject to future revisions.
The Group estimates its oil and gas reserves in accor-
dance with rules promulgated by the US Securities and
Exchange Commission (SEC) for proved and probable
reserves. Accounting measures such as depreciation,
depletion and amortization charges and impairment
assessments that are based on the estimates of proved
reserves are subject to change based on future chang-
es to estimates of oil and gas reserves.

Proved reserves are defined as the estimated quan-
tities of oil and gas which geological and engineer-
ing data demonstrate with reasonable certainty to be
recoverable in future years from known reservoirs
under existing economic conditions. In some cas-
es, substantial new investment in additional wells
and related support facilities and equipment will be
required to recover such proved reserves. Due to the
inherent uncertainties and the limited nature of res-
ervoir data, estimates of underground reserves are
subject to change over time as additional information
becomes available.

0il and gas reserves have a direct impact on certain
amounts reported in the consolidated financial state-
ments, most notably depreciation, depletion and
amortization as well as impairment expenses.

Depreciation rates on oil and gas assets using the

units-of-production method for each field are based
on proved developed reserves for development costs,
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and total proved reserves for costs associated with the
acquisition of proved properties. Moreover, estimated
proved reserves are used to calculate future cash flows
from oil and gas properties, which serve as an indi-
cator in determining whether or not property impair-
ment is present.

Detailed disclosure about Oil and gas reserves was not
given as these data prescribed by the law of the Re-
public of Serbia are classified as a state secret.

Useful Lives of Property, Plant and
Equipment

3.2.

Management assesses the useful life of an asset by
considering the expected usage, estimated technical
obsolescence, residual value, physical wear and tear
and the operating environment in which the asset is
located. Differences between such estimates and actu-
al results may have a material impact on the amount of
the carrying values of the property, plant and equip-
ment and may result in adjustments to future depre-
ciation rates and expenses for the year.

Were the estimated useful lives to differ by 10% from
management’s estimates, the impact on depreci-
ation for the year ended 31 December 2019 would
be to increase/decrease it by RSD 1,900,267 (2018:
RSD 1,849,565).

3.3. Impairment of goodwill
Goodwill is tested for impairment annually.

The recoverable amount of an asset or CGU is the
greater of its value in use and its fair value less cost
to sell. In assessing value in use, the estimated future
cash flows are discounted to their present value using
a pre-tax discount rate that reflects current market
assessment of the time value of money and the risks
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specific to the asset or CGU. The estimated future cash
flows include estimation of future costs to produce
reserves, future commodity prices, foreign exchange
rate, discount rate etc. (note 8).

3.4. Employee benefits

The present value of the employee benefit obligations
depends on a number of factors that are determined
on an actuarial basis using a number of assumptions.
The assumptions used in determining the net cost
(income) for employee benefits include the discount
rate. Any changes in these assumptions will impact
the carrying amount of obligations.

The Group determines the appropriate discount rate
at the end of each year. This is the interest rate that
should be used to calculate the present value of es-
timated future cash outflows which are expected to
be required to settle the employee benefits obliga-
tions. In determining the appropriate discount rate,
the Group takes into consideration the interest rates
of Serbian Treasury bonds which are denominated in
the currency in which pension liabilities will be settled
and whose maturity dates approximate the maturity
date of the related pension liability.

If the discount rate used to calculate the present val-
ue of employee benefit obligations had been 5.40%
(rather than 4.40%) per year, the past service liabil-
ity (DBO) for the whole NIS Group would decrease by
about 9.4% for retirement indemnity and 7.2% for
jubilee benefit. If pay increased by 1.0% higher than
assumed on an annual basic, than the past service li-
ability (DBO) for the whole NIS Group would increase
by amount 10.7% for the retirement indemnity and
7.7% for the jubilee benefit.
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Decommissioning and
environmental protection provision

3.5.

Management makes provision for the future costs of
decommissioning oil and gas production facilities,
wells, pipelines, and related support equipment and
for site restoration based on the best estimates of fu-
ture costs and economic lives of the oil and gas assets.
Estimating future asset retirement obligations is com-
plex and requires management to make estimates and
judgments with respect to removal obligations that will
occur many years in the future.

Changes in the measurement of existing obligations can
result from changes in estimated timing, future costs or
discount rates used in valuation.

The amount recognised as a provision (note 21) is the
best estimate of the expenditures required to settle the
present obligation at the reporting date based on cur-
rent legislation in each jurisdiction where the Group’s
operating assets are located, and is also subject to
change because of revisions and changes in laws and
regulations and their interpretation. As a result of the
subjectivity of these provisions there is uncertainty re-
garding both the amount and estimated timing of such
costs.

If the discount rate used to calculate the present value of
decommissioning obligations had been 5.40% (rather
than 4.40%) per year, the present liability would have
decreased by approx. RSD 419,182.

3.6. Contingencies

Certain conditions may exist as of the date of these
consolidated financial statements are issued that
may result in a loss to the Group, but one that will

only be realised when one or more future events oc-
cur or fail to occur. Management makes an assess-
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ment of such contingent liabilities that is based on
assumptions and is a matter of judgement. In assess-
ing loss contingencies relating to legal or tax pro-
ceedings that involve the Group or unasserted claims
that may result in such proceedings, the Group, after
consultation with legal and tax advisors, evaluates
the perceived merits of any legal or tax proceedings
or unasserted claims as well as the perceived mer-
its of the amount of relief sought or expected to be
sought therein.

If the assessment of a contingency indicates that it is
probable that a loss will be incurred and the amount
of the liability can be estimated, then the estimated
liability is accrued in the Group’s consolidated fi-
nancial statements. If the assessment indicates that a
potentially material loss contingency is not probable,
but is reasonably possible, or is probable but cannot
be estimated, then the nature of the contingent lia-
bility, together with an estimate of the range of pos-
sible loss if determinable and material, is disclosed.
If loss contingencies cannot be reasonably estimated,
management recognises the loss when information
becomes available that allows a reasonable estima-
tion to be made. Loss contingencies considered re-
mote are generally not disclosed unless they involve
guarantees, in which case the nature of the guaran-
tee is disclosed. However, in some instances in which
disclosure is not otherwise required, the Group may
disclose contingent liabilities of an unusual nature
which, in the judgment of Management and its legal
counsel, may be of interest to shareholders or others
(note 36).

Recoverability of carrying amount of
Property, Plant and Equipment

3.7.

In the line with changes in the crude oil price on the
world market, management of the Group performed
stress sensitivity analysis of its impact on recover-
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ability of the Group PPE and overall business perfor-
mance. Based on the currently available information
and crude oil price forecast obtained from a reputable
firm management believe that at reporting date re-
coverable amount of Group’s PPE exceed its carrying
value.

The Group assessed crude oil price volatility as main
impairment indicator. If the actual crude oil price
would decrease for 10$/barrel below the forecasted
crude oil prices, sensitivity analysis shows that the
recoverable amount is still above the carrying value of
Group’s PPE by 46.5 bln RSD.

Management will continue to monitor the crude oil
price fluctuation and its influence on business perfor-
mance in order to adequately take measure to mitigate
impact.
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4. APPLICATION OF NEW IFRS

Accounting policies applied from
1 January 2019

The Group has adopted IFRS 16 retrospectively from
1 January 2019, but has not restated comparatives
for the 2018 reporting period, as permitted under the
specific transitional provisions in the standard. The
reclassifications and the adjustments arising from
the new leasing rules are therefore recognised in the
opening balance sheet on 1 January 2019.

Adjustments recognised on adoption of
IFRS 16

On adoption of IFRS 16, the group recognised lease
liabilities in relation to leases which had previously
been classified as ‘operating leases’ under the princi-
ples of IAS 17 Leases. These liabilities were measured
at the present value of the remaining lease payments,
discounted using the lessee’s incremental borrowing
rate as of 1 January 2019. The weighted average les-
see’s incremental borrowing rate applied to the lease
liabilities on 1 January 2019 was 4%.

For leases previously classified as finance leases the
entity recognised the carrying amount of the lease
asset and lease liability immediately before transition
as the carrying amount of the right of use asset and
the lease liability at the date of initial application. The
measurement principles of IFRS 16 are only applied
after that date.
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Operating lease commitments disclosed as at 31 December 2018 1,548,081

(Less): short-term leases recognised on a straight-line basis as expense (54,3006)
(Less)ContractSWIthCommencementdateaﬂerl12019(385001)
*(Less: low-value leases recogrised on astraght lne basis as expense. 206957)
* Add/(ess):adjustments relating to changes i the index or rate affecting variable payments 2054
(Less)advancespaldasofdateOfImtlalapphcatlonoleRS16(71844)
Other(llyzss)

Undiscounted leases recognized under IFRS 16 821,592
* Discounted using the lessee’s incramental borrowing rate at the date of initial application 790,946
. Add ﬁnan ce lease llab I lmes rec ogn ISEd a S at 31 D ecembe r . 2 O 18 ..................................................................................... 8 28,10 4 .

Lease liability recognised as at 1 January 2019 1,619,050

Current lease liabilities 298,269
Non-current lease liabilities 1,320,781
1,619,050

The associated right-of-use assets for propertyleases =~ some adjustments to the right-of-use assets at the
were measured at the amount equal to the lease liabil-  date of initial application.

ity, adjusted by the amount of any prepaid or accrued

lease payments relating to that lease recognised in = The recognized right-of-use assets relates to the fol-
the balance sheet as at 31 December 2018. There were  lowing types of assets:

no onerous lease contracts that would have required

31 December 1 January

2019 2019

Property (land and buildings) 1,171,875 1,414,558
Plantandequment ............................................................................................................. 438,495 .............................. 335712
MOtorvehlc[eS ....................................................................................................................... 263y429 ................................ 85,151

Total right-of-use assets 1,873,799 1,835,421
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The change in accounting policy affected the following items in the balance sheet on 1 January 2019:

Property, plant and equipment and intangible assets — decrease (notes 8 and 9)

Lease liabilities — increase

(972,531)

(790,946)

In applying IFRS 16 for the first time, the group has
used the following practical expedients and exemp-
tions permitted by the standard:
the use of a single discount rate to a portfolio of
leases with reasonably similar characteristics
the accounting for operating leases with a re-
maining lease term of less than 12 months as at 1
January 2019 as short-term leases
the accounting for operating leases for which the
underlying asset is of low value
the exclusion of initial direct costs for the mea-
surement of the right-of-use asset at the date of
initial application, and
the use of hindsight in determining the lease term
where the contract contains options to extend or
terminate the lease.

The Group has also elected not to reassess whether
a contract is, or contains a lease at the date of initial
application. Instead, for contracts entered into be-
fore the transition date the group relied on its assess-
ment made applying IAS 17 and IFRIC 4 Determining
whether an Arrangement contains a lease.
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5. NEW ACCOUNTING STANDARDS

Certain new standards and interpretations have been
issued that are mandatory for the annual periods be-
ginning on 1 January 2020 or later, and that the Group
has not early adopted.

Sale or Contribution of Assets between an Investor and
its Associate or Joint Venture — Amendments to IFRS 10
and IAS 28 (issued on 11 September 2014 and effective
for annual periods beginning on or after a date to be
determined by the IASB). These amendments address
an inconsistency between the requirements in IFRS 10
and those in IAS 28 in dealing with the sale or contri-
bution of assets between an investor and its associate
or joint venture. The main consequence of the amend-
ments is that a full gain or loss is recognised when a
transaction involves a business. A partial gain or loss
is recognised when a transaction involves assets that
do not constitute a business, even if these assets are
held by a subsidiary. The Group is currently assessing
the impact of the amendments on its consolidated fi-
nancial statements.

Amendments to the Conceptual Framework for Finan-
cial Reporting (issued on 29 March 2018 and effec-
tive for annual periods beginning on or after 1 January
2020). The revised Conceptual Framework includes a
new chapter on measurement; guidance on report-
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ing financial performance; improved definitions and
guidance - in particular the definition of a liability;
and clarifications in important areas, such as the roles
of stewardship, prudence and measurement uncer-
tainty in financial reporting.

Definition of a business — Amendments to IFRS 3 (issued
on 22 October 2018 and effective for acquisitions from
the beginning of annual reporting period that starts
on or dfter 1 January 2020). The amendments revise
definition of a business. A business must have inputs
and a substantive process that together significantly
contribute to the ability to create outputs. The new
guidance provides a framework to evaluate when an
input and a substantive process are present, includ-
ing for early stage companies that have not generated
outputs. An organised workforce should be present
as a condition for classification as a business if are
no outputs. The definition of the term ‘outputs’ is
narrowed to focus on goods and services provided to
customers, generating investment income and other
income, and it excludes returns in the form of lower
costs and other economic benefits. It is also no longer
necessary to assess whether market participants are
capable of replacing missing elements or integrating
the acquired activities and assets. An entity can apply
a ‘concentration test’. The assets acquired would not
represent a business if substantially all of the fair val-
ue of gross assets acquired is concentrated in a single
asset (or a group of similar assets). The amendments
are prospective and the Group will apply them and as-
sess their impact from 1 January 2020.

Definition of materiality — Amendments to IAS 1 and IAS
8 (issued on 31 October 2018 and effective for annual pe-
riods beginning on or after 1 January 2020). The amend-
ments clarify the definition of material and how it
should be applied by including in the definition guid-
ance that until now has featured elsewhere in IFRS. In
addition, the explanations accompanying the defini-
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tion have been improved. Finally, the amendments
ensure that the definition of material is consistent
across all IFRS Standards. Information is material if
omitting, misstating or obscuring it could reasonably
be expected to influence the decisions that the prima-
ry users of general purpose financial statements make
on the basis of those financial statements, which pro-
vide financial information about a specific reporting
entity. The Group is currently assessing the impact of
the amendments on its financial statements.

The following other new standards and pronounce-
ments are not expected to have any material impact
on the Group when adopted:

IFRS 17 "Insurance Contracts" (issued on 18 May 2017
and effective for annual periods beginning on or after
1January 2021).

Unless otherwise described above, the new standards
and interpretations are not expected to affect signifi-
cantly the Group’s consolidated financial statements.

6. FINANCIAL RISK MANAGEMENT
6.1. Financial risk factors

The Group’s activities expose it to a variety of finan-
cial risks: market risk (including currency risk, fair
value interest rate risk and cash flow interest rate
risk), credit risk, liquidity risk. The primary function
of financial risk management is to establish risk limits
and to ensure that any exposure to risk stays within
these limits. The Group’s overall risk management
program focuses on the unpredictability of financial
markets and seeks to minimize potential adverse ef-
fects on the Group’s financial performance.

Risk management is carried out by the finance and
finance control department within the Company’s
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Function for Economics, Finance and Accounting
(further “FEPA”) which under the policies approved
by the Group identifies and evaluates financial risks in
close co-operation with the Group’s operating units.

In the normal course of its operations the Group has

exposure to the following financial risks:

a) market risk (including foreign exchange risk and
interest rate risk);

b) credit risk and

¢) liquidity risk.

Market risk

The Group takes on exposure to market risks. Mar-
ket risks arise from open positions in (a) currency,
(b) interest rates, all of which are exposed to general
and specific market movements. Management analyse
and monitoring risk that may be accepted, however,
the use of this approach does not prevent losses in the
event of more significant market movements.
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Currency risk

The Group operates internationally and is exposed to
foreign exchange risk arising from various currency
exposures, primarily with respect to USD and EUR.
Foreign exchange risk arises from future commercial
transactions, recognised assets and liabilities and net
investments in foreign operations.

Management has set up a policy to manage its foreign
exchange risk against its functional currency. In order
to manage its foreign exchange risk arising from fu-
ture transactions and recognised assets and liabilities,
responsible persons in the finance department within
the FEPA negotiate the best possible exchange rates
for the purchase of foreign currency to be contracted
on a daily basis based on the exchange rate applica-
ble on the day the purchase is made. Foreign exchange
risks arise when future commercial transactions or
recognised assets or liabilities are denominated in a
currency that is not the Group functional currency.

The Group has borrowings denominated in foreign

currency mainly in EUR which predominantly expose
Group to the foreign currency translation risk.
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The carrying values (net of allowance) of the
Group’s financial instruments by currencies they are
denominated are as follows:

As of 31 December 2019 RSD EUR usD Other Total

Financial assets

Other short-term liabilities (7,860,308) (227,495) (168,997) (118,254) (8,375,054)

Net exposure 14,621,890 (90,077,504)  (14,212,640) 765,185 (88,903,069)
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As of 31 December 2018 RSD EUR usD Other Total

Financial assets

Non-current
Fmanc Ial mstrument at FVTOCI ............................... l 11’4 7 5 .......................... - ........................... - ................ 2’687 .............. l 14Y162 .
* Othor ong-term fnancial mvestments los100  7eraes 6205 0017 oasess
Longtermrecelvables&g79 .......................... - ........................... - ........................ - .................. 8 Y979

Trade receivables 23,128,244 885,305 536,185 1,458,077 26,007,811
SRR TS T TR L B
et — T LT T LT
SR BT T p— e T
Ccashandeashequialents 5187670 4717880 4074271 1501009 15430830

Short-term financial liabilities - (6,302,164) (52,628) (40,299) (6,395,091)
Tradepayables(&szzrlm) ....... (141823’629) ............. (891986) ....... (1'590299)(25,834@88)
othershortterm iabiiies 6219009 (19020 (66450 (6355 (866796

Net exposure 14,432,530 (101,857,677) 3,353,854 925,006 (83,146,287)
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The following exchange rates applied during the period:

Reporting date spot rate

31 December 2019 31 December 2018

117.5928 118.1946

104.9186 103.3893

Sensitivity analysis

The Group has chosen to provide information about
market and potential exposure to hypothetical gain /
(loss) from its use of financial instruments through
sensitivity analysis disclosures.

The sensitivity analysis below reflects the hypotheti-
cal effect on the Group's financial statements and the
resulting hypothetical gains/losses that would oc-
cur assuming change in closing exchange rates and
no changes in the portfolio of investments and other
variables at the reporting dates.

As at 31 December 2019, if the currency had strength-
ened/weaken by 5% against the EUR with all other
variables held constant, pre-tax profit and equity for
the year would have been RSD 4,503,875 (2018: RSD
5,092,884) higher/lower, mainly as a result of for-
eign exchange gains/losses on translation of EUR —
denominated borrowings.

As at 31 December 2019, if the currency had strength-
ened/weaken by 10% against the USD with all other
variables held constant, pre-tax profit and equity for
the year would have been RSD 1,421,264 (2018: RSD
335,385) higher/lower, mainly as a result of foreign
exchange gains/losses on translation of USD — de-
nominated accounting payables.
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Interest rate risk

Borrowings withdrawn at variable interest rates ex-
pose the Group to cash flow interest rate risk, whilst
borrowings issued at fixed rates expose the Group to
fair value interest rate risk. Depending on the levels
of net debt at any given period of time, any change in
the base interest rates (Euribor or Libor) has a pro-
portionate impact on the Group’s results. If interest
rates on foreign currency denominated borrowings,
with floating interest rate, had been 1% higher/lower
with all other variables held constant, pre-tax prof-
it and equity for 2019 would have been RSD 718,111
(2018: RSD 862,976) lower/higher, mainly as a result
of higher/lower interest expense on floating rate bor-
rowings.

Credit risk

The Group exposes itself to credit risk, which is the
risk that one party to a financial instrument will cause
a financial loss for the other party by failing to meet
an obligation.

Exposure to credit risk arises as a result of the Group’s
lending and other transactions with counterparties,
giving rise to financial assets and off-balance sheet
credit-related commitments.
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Group’s maximum exposure to credit risk by class of
assets is reflected in the carrying amounts of financial

assets in the balance sheet is as follows:

Year end 31 December

2019 2018

Financial instrument at FVTOCI 95,662 114,162
Otherlong-termmvestments(mtell) ........................................................................................ 966528 ....................... 94&683
. Long term rece I Vable S .................................................................................................................. 234y184 ........................... 8Y 979 .
. Trade r e C ewa b l es (nOte 14 ) ...................................................................................................... 2 5572359 .................. 26 Y OO 7’ 811 e
RecelvablesfromspeCIﬁcoperatlons ............................................................................................ 673870 ....................... 542513
Otherrecelvables(mtels) .......................................................................................................... 935757 ....................... 223’571
Shorttermﬁnamlalmvestments(mtem) ................................................................................ lY84sy473 .................... 2Y263y431
CaShandcaShequwalents(nOte17) ....................................................................................... 15295’810 .................. lsy480’830

Total maximum exposure to credit risk 45,618,143 45,590,080

Credit risk management. Credit risk is the single largest
risk for the Group's business; management therefore
carefully manages its exposure to credit risk. Credit
risk arises from cash and cash equivalents, deposits
with banks and financial institutions, as well as credit
exposures to wholesale and retail customers, includ-
ing outstanding receivables and committed transac-
tions.

Limits. The Group structures the levels of credit risk it
undertakes by placing limits on the amount of risk ac-
cepted in relation to one borrower. Credit limit is es-
tablished for each customer individually as maximum
amount of credit risk taking into account a number of
characteristics, such as:

financial statements of the counterparty;

scoring Serbian Business Register Agency, NIS

and/or D&B reports;
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amount of registered pledges;

data on customer’s account blockade;

history of relationships with the Group;

planned sales volume;

duration of relationship with the Group, includ-
ing ageing profile, maturity and existence of any
financial difficulties.

Trade, Specific and Other receivables

The Group’s exposure to credit risk is influenced main-
ly by the individual characteristics of each customer.

The Group applies the IFRS 9 simplified approach to

measuring expected credit losses which use a lifetime
expected loss allowance.
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To measure the expected credit losses, trade, specif-
ic and other receivables have been grouped based on
shared credit risk characteristics and the days past
due.

The expected loss rates are based on the payment pro-
files of sales over a period of 48 months before 31 De-
cember 2019 and the corresponding historical credit
losses experienced within this period. The historical
loss rates were not adjusted with forward-looking

information on macroeconomic factors as no correla-
tion were identified that significantly affect ability of
the customers to settle the receivables.

The credit loss allowance for trade, sprecific and other
receivables is determined according to provision ma-
trix presented in the table below.

At 31 December 2019 the provision matrix is based on
the number of days that an asset is past due.

Gross 3 fl Total trade,
Loss X Lifetime .
carrying specific and other
rate ECL N
amount receivables
Trade, specific and other receivables
- current 0.05% 24,959,646 (12,085) 24,947,561
- less than 30 days overdue 0.18% 1,313,262 (2,369) 1,310,893
- 31 to 90 days overdue 1.10% 124,561 (1,375) 123,186
- 91 to 270 days overdue 2.58% 113,860 (2,936) 110,924
- over 270 days overdue 96.09% 17,776,085 (17,086,163) 689,922
Total trade, specific and other receivables 44,287,414 (17,104,928) 27,182,486

At 31 December 2018 the provision matrix is based on the number of days that an asset is past due:

Gross i Total trade,
A Lifetime q
Loss rate carrying specific and other
ECL 5

amount receivables

Trade, specific and other receivables
- current 0.09% 24,436,650 (21,506) 24,415,144
- less than 30 days overdue 0.32% 1,350,903 (4,355) 1,346,548
- 31 to 90 days overdue 1.13% 354,744 (4,007) 350,737
- 91 to 270 days overdue 4.22% 202,389 (8,542) 193,847
- over 270 days overdue 97.41% 17,877,762 (17,410,043) 467,719
Total trade, specific and other receivables 44,222,448 (17,448,453) 26,773,995
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As arule, an excess of receivables over approved cred-
it limit is secured by either bank guarantee, advance
payment or other security.

The Management of the Group regularly assesses the
credit quality of trade, specific and other receivables
taking into account analysis of ageing profile of re-
ceivables and duration of relationships with the Group.

Management believes that not impaired trade, specif-
ic and other receivables and other current assets are
fully recoverable.

Movements on the Group’s provision for impairment
of trade and lease receivables are as follows:

Trade
receivables
Lease
. Total
. . receivables
Individually Collectively
impaired impaired
As at 1 January 2018 2,405,561 5,537,017 - 7,942,578
Remeasurement of expected credit losses 29,710 - - 29,710
Restated balance at 1 January 2018 2,435,271 5,537,017 - 7,972,288
Reclassification other receivables for lease as ) (72,630) 72,630 _

of 1 January 2018

Receivables written off during the year as
uncollectible

As at 31 December 2018

As at 1 January 2019

Receivables written off during the year as
uncollectible

As at 31 December 2019

2,340,318

3,487,719 5,880,868
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Expenses that have been provided for or written off
are included in fair value measurement loss within the
income statement. Amounts charged to the allowance
account are generally written off where there is no
expectation of recovering additional cash.

The maximum exposure to credit risk at the reporting
date is the carrying value of each class of receivables
mentioned. The other classes within trade, sprecific
and other receivables do not contain impaired assets.

Movements on the Group’s provision for impairment
of receivables from specific operations are as follows:

Receivables from specific operations

As at 1 January 2018 3,394,091
e va's'onforrecewablesImpalrment ................................................................................................................................. 3y879
e Unused . a mounts reve r s ed (nOte 32) ............................................................................................................................ ( 14 2,362) .
e Rece Ivable s Wr ltten Oﬁ durmg the y ear as u n couec tlb l e ............................................................................................ ( 1Y500y778) .
e Other .................................................................................................................................................................................. (116)

As at 31 December 2018 1,754,714

Provision for receivables impairment 2,185
e Unusedamounts reversed(mtesz) ................................................................................................................................ ( 3’068)
e Rece Ivable S Wr Itten oﬁ durmg the y ear as u n Couec tlb l e ................................................................................................. ( 12y958) .
e O the r .................................................................................................................................................................................. ( 480) .

As at 31 December 2019 1,740,393
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Movements on the provision for other receivables:

Interest receivables Other receivables Total

As at 1 January 2018 4,191,764 7,495,688 11,687,452
Prowsmnforoth errecelvab leSIm palrment ......................................................... 5 Y856 .............................. 13’682 ............... lgyssg
UnUSEdamountsreversed(nOtesz) ............................................................... ( 12’919) .............................. (3577) ............. ( 16Y496)
* Receivables written of during the year as uncollectble ossacn ©2709 @iz
. Other ................................................................................................................ ( 5,427) ................................ 4Y 675 .................. ( 752) .

As at 31 December 2018 2,130,865 7,417,765 9,548,630

Provision for other receivables impairment 4,813 9,415 14,228
Unusedamountsreversed(mtesz) ............................................................... (12y914) .............................. (lyosg)(myooz) .
Receivables written offduring theyear ssncollectile (55294 017 (62470
. Other ............................................................................................................... ( 2’629) ................................... (8 9) ............... (2718) .

As at 31 December 2019 2,064,841 7,418,826 9,483,667

Liquidity risk

Cash flow forecasting is performed as aggregated at
the Group’s level. The Company’s finance function
monitors rolling forecasts of the Group’s liquidity
requirements to ensure It has sufficient cash to
meet operational needs while maintaining sufficient
headroom on its undrawn committed borrowing
facilities at all times so that the Group does not breach
borrowing limits or covenants (where applicable)
on any of its borrowing facilities. Such forecasting
takes into consideration the Group’s debt financing
plans, covenant compliance, compliance with internal
balance sheet ratio targets and, if applicable external
regulatory or legal requirements — for example,
currency restrictions.
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Surplus cash held by the Group over and above balance
required for working capital management are invested
as surplus cash in time deposits.

The table below analyses the Group’s financial
liabilities into relevant maturity groupings based
on the remaining period at the balance sheet to the
contractual maturity date.

The amounts disclosed in the table are the contractual
undiscounted cash flows. Balances due within 12
months equal their carrying balances as the impact of
discounting is not significant.
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Carrying

Contractual

Less than 1

amount cash flows year DS LLIOE AL AN L
As at 31 December 2019
Fnenciel lcbities debtvlocse) 90804828 95685828 8508108 83672824 4484806
Tradepayablesanddlwdends ................... 391122’022 ........... 39Y122Y022 ........... 39’12&022 .......................... _ ............................. _
129,926,850 135,807,850 47,650,220 83,672,824 4,484,806
As at 31 December 2018
Finoncil lisbilties Gebtvloase) 94214293 100623609 8147806 86866787 5609016
. Trade p a yable s and d l Vldends ................... 29Y606y396 ........... 29,606596 ........... Zgyeoeys% .......................... _ ............................. _ .
123,820,689 130,230,005 37,754,202 86,866,787 5,609,016

The Group’s objectives when managing capital are to
safeguard the Group’s ability to continue as a going
concern in order to provide returns for shareholders
and benefits for other stakeholders and to maintain an
optimal capital structure to reduce the cost of capital.

In order to maintain or adjust the capital structure,
the Group may adjust the amount of dividends paid to
shareholders, revise its investment program, attract
new or repay existing loans or sell certain non-core
assets.

On the Group level capital is monitored on the basis
of the net debt to EBITDA ratio. Net debt to EBITDA is
calculated as net debt divided by EBITDA. Net debt is
calculated as total debt, which includes long and short
term loans, less cash and cash equivalents and short
term deposits. EBITDA is defined as earnings before
interest, income tax expense, depreciation, depletion
and amortisation, other finance income (expenses)
net, other non-operating income (expenses).

The Group’s net debt to EBITDA ratios at the end of
the reporting periods were as follows:

31 December 31 December

2019 2018

Total borrowings (notes 22 and 23) 90,804,828 94,214,293
. Less Cas hand Ca Sh equwalents (no te 17 ) .................................................................... (lsy 295 , 81 O) ......................... (15y480Y830)

Net debt 75,509,018 78,733,463
EBITDA ........................................................................................................................... 44479734 ........................... 53]08’499

Net debt to EBITDA 1.70 1.47
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The Group has committed (at the level of Gazprom
Neft Group) to maintain debt cover ratio of total
indebtedness and EBITDA not exceeding 3.0 during
the terms of long-term borrowings agreements
with certain commercial banks. Group constantly
monitoring the established commitments to maintain
the height of debt cover ration and there has been no
breach of these obligation.

There were no changes in the Group’s approach to
capital management during the year.

The fair value of financial instruments traded in an
active market (such as available for sale securities) is
based on quoted market prices at the reporting date.
The quoted market price used for financial assets held
by the Group is the current bid price.

The fair value of financial instruments that are not
traded in an active market is determined by using
valuation techniques. The Group uses a variety of
methods and makes assumptions that are based on
market conditions existing at each reporting date.
Quoted market prices or dealer quotes for similar
instruments are used for long-term debt. Other
techniques, such as estimated discounted cash flows,
are used to determine fair value for the remaining
financial instruments.

The carrying amount of trade and other receivables,
other current assets and trade and other payable due
to their short-term nature is considered to be the
same as their fair value. For the majority of the non-
current receivables and non-current payables the
fair values are also not significantly different to their
carrying amounts.
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7. SEGMENT INFORMATION

Presented below is information about the Group’s
operating segments for the years ended 31 December
2019 and 2018. Operating segments are components
that engaged in business activities that may earn rev-
enues or incur expenses, whose operating results are
regularly reviewed by the chief operating decision
maker (CODM), and for which discrete financial in-
formation is available.

The Group manages its operations in 2 operating seg-
ments: Upstream and Downstream.

Upstream segment (exploration and production) in-
cludes the following Group operations: exploration,
development and production of crude oil and natural
gas and oil field services. Downstream segment (re-
fining and marketing) processes crude oil into refined
products and purchases, sells and transports crude
and refined petroleum products (refining and mar-
keting). Corporate centre and Energy business activ-
ities expenses are presented within the Downstream
segment.

Eliminations and other adjustments section encom-
passes elimination of inter-segment sales and related
unrealized profits, mainly from the sale of crude oil
and products, and other adjustments. Intersegment
revenues are based upon estimated market prices.

EBITDA represents the Group’s EBITDA. Manage-
ment believes that EBITDA represents useful means
of assessing the performance of the Group's on-going
operating activities, as it reflects the Group's earn-
ings trends without showing the impact of certain
charges. EBITDA is defined as earnings before inter-
est, income tax expense, depreciation, depletion and
amortization, finance income (expenses) net and
other non-operating income (expenses). EBITDA is
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a supplemental non-IFRS financial measure used by =~ Reportable segment results for the year ended 31 De-

management to evaluate operations. cember 2019 are shown in the table below:
Upstream Downstream Eliminations Total
Segment revenue 48,317,499 272,263,504 (48,484,503) 272,096,500
S Interseg m ; nt ...................................................................... 475 .(.J l 43 5 ................. 983068 ......... ( .L.l 8484503) ........................ .
S EXtemalSlGOM .......... 271280436 ............................ _272096500
EBITDA (Segment results) 34,188,266 10,291,468 - 44,479,734
* Depreciation,depletion and amortization waozore @z ——
* mpairment losses/Revaluaton surpluses (note 33and 34) (18,054 02 . isem
.. ertte O ﬁ . e Xploratlon Works (n Ote . 9) .......................................... ( 377 2 07 ) ............................. _ ............................ _ .......... (37 7 2 O 7) .
Share OHOSS ofassomatesandjomt V entu re s ......................................... ............... (129287) ............................ - .......... (l 2 9 2 8 7) .
Fmanceexpensesnet ................................................................ ( 365574) ............ (1120548) ............................ _ : (1486122) .
Incometax ................................................................................ (212842)(4319766) ............................ _(4532608)
Segmentproﬁt(loss) ............................................................... 2 1632035 ............ (5035633) ............................ _16596402
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Reportable segment results for the year ended 31 December 2018 are shown in the table below:

Upstream Downstream Eliminations Total

Segment revenue 52,134,006 281,446,809 (52,597,066) 280,983,749
e I ntersegment ............................................................. 50,5614292'029'637 ............... (52’591066) ......................... -
e E Xtemal ....................................................................... 1’566577 .............. 279y4l7yl72 .................................. - ...... 280,983749

EBITDA (Segment results) 38,791,347 14,917,152 - 53,708,499
* Depreciation, depletion and amortzation ososats  essssen ~ eosa097n)

I(r:optzi;rge;r:c;o;i)es/Revaluation surpluses (3.756) (266,918) ) (270,674)
W”tteoﬁexploratlonworks(mtag)(57,075) ................................ _ .................................. - ............. (57,075)
Share OHOSSofassomatesand]omt Ventures ................................ - .................... (66,634) .................................. - ............. (66,634) .
Fmanceexpensesy net ...................................................... ( 203’244) ................ ( ly65ly74o) .................................. - ........ (11854984) .
lncometax(szsyoos) ............... (5’393921) .................................. _ ........ (5,71&924)
Segmentproﬁt (loss) .................................................... 27’015'242 .. (1’880’940) .................................. _ ........ 25'134}02 .
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EBITDA for the year ended 31 December 2019 and 2018 is reconciled below:

Year ended 31 December

2019 2018

Profit for the year 16,596,402 25,134,302
Incometaxexpenses .............................................................................................................. 4’53&6085,71&924
Otherexpenses ...................................................................................................................... 1Y868Y685 ....................... 1’804’368
Othermcome ....................................................................................................................... (1’265’910) ..................... (1’215516)
*Loss from velustion of assets at far value throughprofitandloss isases 170170
* Income from valuation o assets at fairvalue through proftand foss ey 68,515
Fmanceexpense .................................................................................................................... 4y178’538 ....................... 5748’045
Fmancemcome .................................................................................................................... (2Y563Y129) ..................... (382&427)
Deprematlonydeple“onandamortlzatlon ............................................................................. 20,976549 ..................... 20340977
OthernonOperatmgexpenses’net* .......................................................................................... 142Y839 .......................... 701,969

EBITDA 44,479,734 53,708,499

*Other non-operating expense, net mainly relate to  restoration cost, allowance of receivables and other.

reversal of impairment, decommissioning and site
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0il, gas and petroleum products sales comprise the fol-
lowing (based on the country of customer incorporation):

Year ended 31 December 2019

Domestic market Export and international sales Total

Sale of crude oil 824,057 665,186 1,489,243
Saleofgas ....................................................................... ly388’688 ............................................................... _1'38&688

Through a retail network - - -
e W ho,esaleactlvmes ....................................................... ly388’688 ............................................................... - ly388Y688
. Sale O f pEtmleu m pmducts .......................................... 186520’ 141 ............................................... 7 o Yle 7285 .......... 2 56,687, 42 6 v

Through a retail network 66,171,840 17,557,295 83,729,135
e W ho!esaleactlwnes120,34&301 .............................................. 5250939017235&291
Salesofelecmmty ............................................................... 782,645 ................................................... 233715 1Y016’360
Leaserevenue ..................................................................... 351y477 ....................................................... 6439 ................. 357y916
Othersales ....................................................................... 7Y696Y‘151 ................................................ 3’46()’41611'156’867

Total sales 197,563,459 74,533,041 272,096,500
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Year ended 31 December 2018

Domestic market Export and international sales Total

Sale of crude oil - 1,528,011 1,528,011
SaleofgaSl’BlOYmS ............................................................... - .............. l Y610Y675

Through a retail network - - -
s Whowsaleactlwnesly610'675 ............................................................... _ .............. l Y610y675
. Sale Of petmleum p r Od u Cts .......................................... 196380’360 .............................................. 68, 22 4y 641 ......... 265205’ OO l e

Through a retail network 63,956,088 17,446,040 81,402,128
s Who[esaleacnvmes .................................................. 133024'272 .............................................. 50’77&601 ......... 183’802873
Salesofelecmmty .............................................................. 746Y559 ................................................... 842’728 ............. 1’589287
Leaserevenue ..................................................................... 474’818 ............................................................... -474y818
Othersales ....................................................................... 7’044968 ................................................ 3Y530y989 ........... 10'575’957

Total sales 206,857,380 74,126,369 280,983,749

Out of the amount of RSD 172,958,291 (2018: RSD
183,802,873) revenue from sale of petroleum products
(wholesale), the amount of RSD 19,070,224 (2018:
RSD 26,679,415) are derived from a single domestic
customer, HIP Petrohemija. These revenues are
attributable towholesale activities within Downstream
segment.

Sales of electricity mainly relates to trading with
Network for trading d.o.o. Belgrade in the amount of
RSD 309,224 (2018: Energy Financing Team in the
amount of RSD 518,173).
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Other sales mainly relate to sales of non-fuel products
at petrol stations in the amount of RSD 8,828,683
(2018: RSD 8,269,395).

The Group is domiciled in the Republic of Serbia. The
result of its revenue from external customers in the
Republic of Serbia is RSD 197,563,459 (2018: RSD
206,857,380), and the total of revenue from external
customer from other countries is RSD 74,533,041
(2018: RSD 74,126,369).
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The breakdown of the major component of the total is disclosed below:
revenue from external customers from other countries

Year ended 31 December

2019 2018

Sale of crude oil 665,186 1,528,011

All other markets 6,437,022 5,359,942
70,167,285 68,224,641
Salesofelecmmty .................................................................................................................. 233,715 ............................. 842’728
Leaserevenue ............................................................................................................................. 6439 ......................................... _
Othersales ........................................................................................................................... 3,46()’416 .......................... 3y530y989
74,533,041 74,126,369

Revenues from the individual countries included in all
other markets are not material.
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Non-current assets, other than financial instruments, = employment benefit assets and rights arising under
deferred income tax assets, investments in joint  insurance contracts), by country:
venture and other non-current assets (there are no

31 December 31 December

2019 2018

Serbia 287,838,624 269,381,825
. Romama ...................................................................................................................... 11853104 ................................. 910 3409 ..
BosmaandHerzegovma7276613 ................................. 7304192
. B u lgana ......................................................................................................................... ‘.3 881442 ................................. 6934061 ..

313,849,783 292,723,487
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8. INTANGIBLE ASSETS

Development Concessions, patents, licenses,

investments software and other rights Godwill

At 1 January 2018
Cosr_ .................................................................................... 9'330701 ................................................... 9,133’906 ........ 21256,798 ............................
. Accumu[atedamort|zat|on and |mpa|rment ....................... ( 1565,494) ................................................. (6y584'823) ! (513508) ............................

Net book amount 7,765,207 2,549,083 1,743,490

Year ended 31 December 2018
Add|t|ons ............................................................................................ B e RRRCERERERE
Acqws,t,onsthroughbusmesscomb,nat,ons ...................................... B e 1 1yg86 ............................
Transfer fromassetsunder development ............................ 2299,438 ...................................................... 211’033 ...................... e
Amomzat,on ........................................................................ ( 75&280) ................................................. (1,027,607) ...................... e
|mpa|rment(note 34) ......................................................................... e L L : ( 2 o 1Y8 54 ) ............................
Transfer . to pp&E ( n Ote 9 ) ................................................................... B e R
. Other transfers ................................................................................... B ( 3356) ...................... R
TranSlatlondlﬁerences ....................................................................... B ( 25)(4244) ............................

Closing net book amount 9,306,365 1,729,128 1,549,378

As at 31 December 2018
cost .................................................................................. 11,630,138 .................................................... 9 ,237Y 31 5 ........ 2262] 96 ............................
Accumu[atedamort|zat|onand|mpa|rment ....................... (2523’773) ................................................. (7’55&187) ......... (713’418) ............................

Net book amount 9,306,365 1,729,128 1,549,378

At 1 January 2019
Cost .................................................................................. 11,630;38 .................................................... 9 Y287y 31 5 ........ 22627 96 ............................
Accumu[atedamOrt|zat|onand|mpa|rment ....................... (2523773) ................................................. (755&187) ......... (713’418) ............................

Net book amount 9,306,365 1,729,128 1,549,378

Year ended 31 December 2019
Add|t|ons ............................................................................................ B e RRRCERERERE
. Transfer . from ass ets under dev elopment ............................ 3’139293 ...................................................... 82 g, 622 ...................... RRRCERERERE
Amort|zat|on(1yoo5,829) .................................................... (574586) ...................... RRRCHERERERE
. |mpa| rment (nOte 34) ......................................................................... B e e ( 1goy oo 4 ) ............................
Transfer . to pp&E ( n Ote 9 ) ................................................................... B el RRCERERERE
. Other transfers ................................................................................... B 4 Y 697 ...................... RRRCHERERERE
Transfer : to r,ghtofuseassets ............................................................ B e R
. Trans[ atl on d,ﬁerences ....................................................................... B ( 130) ........... ( 14 '8 66) ............................

Closing net book amount 11,439,829 1,988,931 1,354,508

As at 31 December 2019
. Cost .................................................................................. 14’769’430 ................................................. 10’033’485 ........ 2’233,762 ............................
Accumu[atedamort|zat|onand|mpa|rment ....................... (3y329Y601) ................................................. (8,044,554)(879,254) ............................

Net book amount 11,439,829 1,988,931 1,354,508
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e Statement of Individuals Responsible for the Preparation e Appendices
of Financial Statements

Intangible assets under

Other intangibles Total
development
!
1,436,956 9,089,090 31,247,451
(266,031) (56,647) (8,986,303)
1,170,925 9,032,443 22,261,148

(840) (14,293) (19,402)

1,126,420 9,660,093 23,371,384
e g S T
e et e

1,126,420 9,660,093 23,371,384
e g e Ty
e e e

1,126,420 9,660,093 23,371,384
e e e S
e i e
e e et
e T i e L
e o e
e, e g
e e e
SRRSO ORORRRURRRRRTRRORNR oo e e

924,956 8,705,009 24,413,233
e e e e
e s e

924,956 8,705,009 24,413,233

Annual Report 2019 371



Intangible assets under development as at 31 December
2019 amounting to RSD 8,705,009 (31 December
2018: RSD 9,660,093) mostly relate to investments
in explorations (unproved reserves) in the amount of
RSD 8,538,201 (31 December 2018: RSD 9,398,379).

Impairment test for goodwill

Goodwill is monitored by the management on an
individual CGU basis and geographical location. The

recoverable amount of each CGUs has been determined
by independent appraisal based on higher of value-in-
use and fair value less cost to disposed calculations.
These calculations use pre-tax cash flow projections
based on financial budgets approved by management
covering a five-year period.

The average key assumptions used in value-in use
calculations:

2019 2018

Average gross margin 21.0% 22.0%
GrOWthratel%l%
Dlscountrate ....................................................................................................................................................................................
_Romamamarkm ..................................................................................................................... 699%678%
-BUlganamarkEt ..................................................................................................................... 630% ................................. 667%
-BosmaandHerzegovmamarket ............................................................................................. 873%1113%
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Management determined the budgeted gross margin
based on past performance and its expectations
for the market development. The weighted average

included in industry reports. The discount rates used
are pre-tax and reflect specific risks relation to the
relevant CGU. The following is a summary of goodwill

growth rates used are consistent with the forecasts  allocation:
VenE  pdditon  Impaiment Larslation  Closing
2019
BosmaandHerzegovma .................................. 484855 ............................ ............................... ................ (2468) ........... 482387
Romamazgegls ............................ ............................... ................ (8355) ........... 278560
BUIgana ............................................................ 7 77 608 ............................ ................. (180004) ................ (4043) 5 9 3 5 61 .
1,549,378 - (180,004) (14,866) 1,354,508
2018
BosmaandHerzegovma ................................... 474012 .................. 11986 ............................... ................ (1143) ........... 484855 .
Romama ........................................................... 2 87 848 ............................ ............................... ................... (933) 2 8 6 9 15 .
Bu[garla%lezg ............................ ................. (201854) ................ (2167)777608
1,743,489 11,986 (201,854) (4,243) 1,549,378

Except recognised impairment loss in Bulgaria in the
amount of RSD 180,004 (2018: RSD 201,854 ), impair-
ment test in Romania and Bosnia and Herzegovina
shows that the recoverable amount calculated based
on value in use / fair value exceeds carrying value.
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If the revised estimated growth rate would be 0.5% in-
stead of 1% and if applied discounted rate would be 1%
higher than management’s estimates, the recoverable
amount of the each CGU in total still exceeds its car-
rying amount.
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9. PROPERTY, PLANT AND EQUIPMENT

a) Property, plant and equipment carried at cost

Land Buildings Machinery and equipment

At 1 January 2018

Accumulated depreciation and impairment (303,930) (56,544,897) (58,979,979)
Net book amount 16,849,316 134,940,466 69,551,913

Year ended 31 December 2018

Translation differences (15,886) (14,086) (2,975)
Closing net book amount 16,981,657 142,827,273 67,730,378

At 31 December 2018

Accumulated depreciation and impairment (300,931) (66,529,570) (66,652,875)
Net book amount 16,981,657 142,827,273 67,730,378

Year ended 31 December 2019

Translation differences (57,234) (69,541) (10,370)
Closing net book amount 16,901,545 148,709,767 65,065,411
At 31 December 2019
Cost17,202401 ........ 224462’317 ...................................... 139,661,505 ............................
Accumulateddeprec|at|onand|mpa|rment ............................... ( 300’856) ........ (75,752'550) ...................................... (74,596,094) ............................
Net book amount 16,901,545 148,709,767 65,065,411
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Construction in Progress Other PP&E Investments in leased PP&E Advsaur;,cpe“se:cs) Total

(2,032,142) (2,030) (256,255) (36,946)  (118,156,179)
25,649,268 86,623 271,904 2,068,462 249,417,952

3,933 34 (23) (13) (29,016)
39,896,274 88,732 212,398 761,511 268,498,223

(2,003,696) (2,019) (327,298) (37,982)  (135,854,371)
39,896,274 88,732 212,398 761,511 268,498,223

(94,948) 29 (56) 97) (232,217)

55,064,088 89,817 152,325 345,366 286,328,319
] 57,064,616 .. 9L 807 e DATBI6 e, 372,108 439,402,070

(2,000,528) (1,990) (394,991) (26,742)  (153,073,751)

55,064,088 89,817 152,325 345,366 286,328,319
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In 2019, the Group capitalised borrowing costs di-
rectly attributable to the acquisition, construction
and production of qualifying asset, as part of its cost,
amounting to RSD 168,790 (2018: RSD 130,169).

The management of the Group assesses at each re-
porting date whether there is an indication that the
recoverable amount of property, plant and equipment
fell below its book value.

As at 31 December 2019, the Group assessed impair-
ment indicators of cash generating units (“CGU”)
— refer to Note 3.7 for details. In addition Group has
assessed and recognized impairment losses for the
asset which has disposed due to obsolescence or phys-

ical demolition in amount of RSD 252,102 (2018: RSD
81,356).

The management of the Group assesses at each re-
porting date whether there is an indication that the
recoverable amount of property, plant and equipment
fell below its book value.

b) Investment property — carried at fair value
Investment properties are valued at the reporting date
at fair value representing the investment property

market value.

Movements on the account were as follows:

2019 2018

As at 1 January 1,615,391 1,530,356
Falrvalue galns<loss)(n0te338nd34) .......................................................................................... (8,290) ........................... 6534
TransferfromPP&Ecamedatcost ................................................................................................ 10'016 ......................... 81'328
Dlsposals(37319) ......................... (ly405)
Other ........................................................................................................................................................ _ ......................... ( ly422)

As at 31 December 1,579,798 1,615,391

As at 31 December 2019, investment properties
amounting to RSD 1,579,798 (31 December 2018: RSD
1,615,391) mainly relate to the petrol stations and
business facilities that have been rented out under
long-term lease agreements, and are valued at fair
value as at the reporting date.

Fair value of investment properties

Valuation of the Group’s investment properties com-
prised of rented petrol stations and other business fa-
cilities was performed to determine the fair value as at
31 December 2019 and 2018. The revaluation gain was
credited to other income (note 33).
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The following table analyses the non-financial assets
carried at fair value, by valuation method. The differ-
ent levels have been defined as follows:
Quoted prices (unadjusted) in active markets for
identical assets or liabilities (Level 1).
Inputs other than quoted prices included within
level 1 that are observable for the asset or liabil-
ity, either directly (that is, as prices) or indirectly
(that is, derived from prices) (Level 2).
Inputs for the asset or liability that are not based
on observable market data (that is, unobservable
inputs) (Level 3).
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Fair value measurements at 31 December 2019 using:

Quoted prices in active
markets for identical

Significant
unobservable

Significant other
observable inputs

assets (Level 1) (Level 2) inputs (Level 3)

Recurring fair value measurements

Land and buildings
- Shops and other facilities for rents - 844,356 -
- Gas stations - - 735,442
Total - 844,356 735,442
Fair value measurements at 31 December 2018 using:

Quoted prices in active Significant other Significant
markets for identical observable inputs unobservable

assets (Level 1) (Level 2) inputs (Level 3)
Recurring fair value measurements
Land and buildings
_ShopsandOtherfacmtlesforrents- ................................. 871709 ......................................... -
_Gasstatlons-- ............................. 743y682
Total - 871,709 743,682

Valuation techniques used to derive level 2 fair
values

Level 2 fair values of shops, apartments and other
properties for rent have been derived using the sales
comparison approach. Sales prices of comparable
properties in close proximity are adjusted for differ-
ences in key attributes such as property size. The most
significant input into this valuation approach is price
per square meter.
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Fair value measurements using significant
unobservable inputs (Level 3)

Level 3 fair values of gas stations have been derived
using value-in-use approach where fair value of gas
station is determined as the present value of future
net benefits which will belong to the Group based on
long-term rental contracts. The most significant in-
put into this valuation approach is rental price per gas
station.
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The key assumptions used for value-in-use calculations:

2019 2018
Long term growth rate 0% 0%
Discount rate 12% 12%
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Reconciliation of changes in fair value measurement, assets categorised within Level 3 of the fair value hierarchy:

2019 2018
Assets as at 1 January 743,682 658,184
Changes in fair value measurement:
" Gains (loss) recogrised n proft or logs, far value measurement 8290 6534
....... T ransferfromPPE_slAcﬂ
....... Otherso(zy443>
Total increase (decrease) in fair value measurement, assets (8,240) 85,498
Assets as at 31 December 735,442 743,682

c¢) Oil and gas production assets

0il and gas production assets comprise of aggregated  expenditures associated with the production of proved
exploration and evaluation assets and development reserves (note 2.10).
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Capitalised exploration Capitalised

and evaluation development

expenditure expenditure
As at 1 January 2018 |
....... B ost19004,0262929684
....... - epreC|at|0nand|mpa|rment(58882)(2087)

Net book amount 18,945,144 2,927,597

(19,098)
22,226,396 1,397,075

Depreciation and impairment (31,743) (2,428)
Net book amount 22,226,396 1,397,075
S B L aNay 201 e
Cost 22,258,139 1,399,503
....... D eprec|at|onand|mpa|rment(31,743)(2,428)
Net book amount 22,226,396 1,397,075

(204,232)

22,193,417 3,727,672
22,229,550 3,727,699
Depreciation and impairment (36,133) (27)
Net book amount 22,193,417 3,727,672
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Total - asset under

. . Production Other business and
construction (exploration and Total

q assets corporate assets

development expenditure)
!

21,933,710 147,452,224 32,323 169,418,257
(60,969) (37,114,232) (21,223) (37,196,424)
21,872,741 110,337,992 11,100 132,221,833

(19,098) 1 - (19,097)
23,623,471 118,787,462 11,687 142,422,620

(34,171) (47,674,989) (20,321) (47,729,481)
23,623,471 118,787,462 11,687 142,422,620
23,657,642 166,462,451 32,008 190,152,101
(34,171) (47,674,989) (20,321) (47,729,481)
23,623,471 118,787,462 11,687 142,422,620

(204,233) (6) - (204,239)
25,921,089 126,634,912 20,611 152,576,612
25,957,249 185,208,089 40,956 211,206,294
(36,160) (58,573,177) (20,345) (58,629,682)
25,921,089 126,634,912 20,611 152,576,612
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Unsuccessful exploration expenditures derecognised ity of commercial production (2018: amount of 57,075
in the amount of 377,207 RSD mainly relate to explo- RSD mainly relate to exploration assets located in
ration assets located in Serbia due to uncertain viabil- Serbia).

d) Right of use assets

Land Property ez:;:;zl:: Vehicles Total

As at 1 January 2019 - - - - -
s C hangesmopemngbalances153119126143933571285151 ........... 1835421
Addltlons ........................................................................ _4278216426175197 .............. 3 95901
s Deprematlon ................................................................... ........... (238406) ............. (81205)(27360)(346971)
Transfers ........................................................................ ......................... ............. (30910) ................ 3 Oglo .........................
s E ;f:r(:;;f::nogzi?;ta::;dlﬁcatlonsand ............................... .................... 344 ......................... ......................... 344
Trans[atlondlﬁerences ......................................... (4443)(4456)(1528) .................. (469)(10896)

As at 31 December 2019 148,676 1,023,199 438,495 263,429 1,873,799

10. INVESTMENTS IN ASSOCIATES AND JOINT VENTURE

The carrying values of the investments in associates and joint ventures as of 31 December, 2019 and 2018 are

summarised below:

Ownership 31 December 31 December

percentage 2019 2018
NIS MET Energowind d.o.o. Belgrade Joint venture 50% 946,208 1,003,491
Gazprom Energoholding Serbia d.o.o. Novi Sad Joint venture 49% 904,893 976,897
HIP Petrohemija ad Pancevo Associate 20,86% 11,572,197 11,572,197
Less Impairment provision (11,572,197) (11,572,197)
Total investments 1,851,101 1,980,388
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The principal place of business of joint ventures dis-
closed above is the Republic of Serbia.

There are no contingent liabilities relating to the
Group’s interest in the joint venture, and no contin-

gent liabilities of the venture itself.

NIS MET Energowind d.o.o. Belgrade

In 2013 the Group acquired 50% of interest in a joint
venture Energowind d.o.o. which was intended to be
used as a vehicle for operation of future wind farm
“Plandiste’’ with total capacity of 102 MW. During
March 2019, MET Renewables AG acquired from third
parties 50% of share in the project and became a joint
partner on the project that has been renamed to NIS
MET Energowind d.o.o. Beograd. On the date of the
issuance of these consolidated financial statements
there has been no significant business activity. Re-
quest has been submitted for the extension of the sta-
tus of privileged electricity producer, which expires
in May 2020. NIS MET Energowind d.o.o. is a private
company and there is no available quoted market
price.

Gazprom Energoholding Serbia d.o.o.
Novi Sad

In 2015, the Group and Centrenergoholding OAO
Russian Federation established the holding compa-
ny Serbskaya Generaciya, through which they would
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jointly operate with the Thermal and Heating Pow-
er Plant Gazprom Energoholding Serbia "TE-TO"
Pancevo with a projected capacity of 208 MW. In Oc-
tober 2017 the contract with Shanghai Electric Group
Co., Ltd. was signed on a "turnkey" basis and the
design phase started. The project is mostly financed
from the loan from Gazprombank (140 mln EUR) with
the loan tenor of 12 years. Handing over THP TE-TO
Pancevo is expected to be completed by the 30th Au-
gust 2020. During the March 2019, Serbskaya Gener-
aciya changed company name to Gazprom Energo-
holding Serbia.

HIP Petrohemija

In accordance with the laws in force in the Repub-
lic of Serbia, at the beginning of October 2017 all the
condition were met for the full implementation of the
earlier prepared plan for restructuring of the company
HIP Petrohemija a.d. Pancevo. In accordance with the
adopted plan, the structure of the share capital of the
company HIP Petrohemija has been changed, whereby
NIS increased its equity interest. After conversion, NIS
holds, directly more than 20,86% per cent of the vot-
ing power of the HIP Petrohemija. Also, NIS has repre-
sentatives on the BoD and Supervisory boards.

The summarised financial information for the joint
ventures as of 31 December 2019 and 2018 and for the
years ended 31 December 2019 and 2018 is presented
in the table below:
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NIS MET Energowind

Gazprom Energoholding Serbia

31 December 2019

Current assets 132,063 698,256
. No n _ Current ass ets .......................................................................... 3 151y318 ............................................................ 12154y427 .
. Curre nt l Iabmtles ................................................................................. 9 75’70 7 ................................................................... 71’219
Non-currenthabmtles ..................................................................................... - ............................................................ 10Y963Y037
RevenUEGGl ................................................................... 4 4’430
Lossfortheyear .............................................................................. (114’565) ............................................................... (146’948)

31 December 2018
Currentassets ....................................................................................... l 2Y764 ................................................................. 87&074
Non_currentassets ............................................................................. 5 74y973731&155
Currenthabmtles ................................................................................ 640’447 ................................................................... SSYlOZ
. NO n - current llab I lltl es ..................................................................................... - ............................................................... lv957v 752 .
Revenue ......................................................................................................... l ................................................................... 2 1’205
Lossfortheyear(gAze’) ............................................................... (12&332)
11. OTHER LONG-TERM FINANCIAL INVESTMENTS

31 December 31 December
2019 2018

Deposits with original maturity more than 1 year 158,079 -
Other long_termﬁnanmalmvestments ...................................................................................... 9y176 ................................. 80,121
LTloanSglventoemployees ............................................................................................... 1153957 ............................ ly24oy438
e Lesspmws'on(354y684) ............................. (371,876)

966,528 948,683
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Loans to employees as at 31 December 2019 amounting ing purposes, and are repaid through monthly instal-
to RSD 1,153,957 (31 December 2018: RSD 1,240,438) ments. These loans are impaired in amount of RSD
represent interest-free loans or loans at the interest 354,625.

rate of 0.5% and 1.5% given to employees for hous-

12. DEFERRED TAX ASSETS AND LIABILITIES

The analysis of deferred tax assets and deferred tax liabilities is as follows:

31 December 31 December
2019 2018
Deferred tax assets:
 Deferred tax assets to be recovered after more than 12 months 2aseer0 1945004
- DeferredtaanSEtsto be recovered Wlth I nlzmonth S .................................................. 316,846 ................................. 1Y016y432
2,783,456 2,959,526
Deferred tax liabilities:
 Deferred tax labltes to b recovered aftor more than 12 months S 14029
(2,085,767) (2,414,029)
Deferred tax assets (net) 697,689 545,497

The gross movement on the deferred income tax account is as follows:

2019 2018

At 1 January 545,497 2,197,910
Chargedmthemcomestatement(mtess) ..................................................................... (ly432,194) ......................... (1Y652y164)
ChargedtoOthercomprehenswemcome_ ................................... (335)
. Charged dlrectly to . eqwty .................................................................................................. ly584Y230 .......................................... _ .
Other ........................................................................................................................................... 156 ....................................... 86

31 December 697,689 545,497

Annual Report 2019 385



The movement in deferred income tax assets and  consideration the offsetting of balances within the
liabilities during the vyear, without taking into  same jurisdiction, is as follows:

Carrying value of Revaluation

PP&E vs Tax base reserve M

Provisions

Deferred tax liabilities

Translation difference - 86 - 86
As at 31 December 2018 - (2,399,954) (14,075) (2,414,029)
Charged to the income statement (note 35) - 328,107 - 328,107
. TranSl atl on dlﬁere nce .............................................................. - .......................................... 155 ........................... - .................... l 55 .
As at 31 December 2019 - (2,071,692) (14,075) (2,085,767)
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Provisions Impairment Investmer!t Fair va!ue Total
loss credit gains
Deferred tax assets
AsatlJanuawzomLomyeu ............. s.). 49’128 ........... 2,985'899 ............ 11'2974’965’971
a:i;ggg)to the income statement (98,218) (18,142) (1,889,390) - (2,005,750)
ChargedtoOthercomprehenswemcome ............................. e e (62)(62)
Other .................................................................................. e e (633)(633)
As at 31 December 2018 921,429 930,986 1,096,509 10,602 2,959,526
a:i;ggg)to the income statement (6,636) (657,203) (1,096,462) - (1,760,301)
ChargEd dlrec tly toeqwty ................................................... — 1584 230 ............................ e o l 5 8 42 30 .
Other .................................................................................. 287 ............................ (286) ...................... l
As at 31 December 2019 914,793 1,858,300 a7 10,316 2,783,456

The recognition of deferred tax assets was based
on a five-year business plan of the Group and the
actual results achieved to date which have given the
management strong indications that the income tax
credits carried forward will be utilised.

Investment credits represent 20% qualifying of
capital investments made up to 31 December 2013
in accordance with tax legislation of the Republic of
Serbia, which can be utilized in 10 years period.

The Group did not recognize deferred tax assets
in respect of unused tax loss carry forwards in the
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amount of 1,010 million RSD (2018: 795 million RSD)
that arose mostly in Bosnia, Romania, Bulgaria and
Hungary and are available for offsetting against
future taxable profits of the companies in which the
losses arose.

Deferred tax assets have not been recognised in
respect of these losses as they may not be used
to offset taxable profits elsewhere in the Group.
They have arisen in subsidiaries that have been
loss-making for some time, and there are no other
tax planning opportunities or other evidence of
recoverability in the near future.
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31 December

31 December

2019 2018

Materials, spare parts and tools 34,018,674 29,197,127
Workm pmgress ......................................................................................................... 4Y855Y798 .................................. 4yg23y492
. leshed gOOdS ........................................................................................................... l O Y387y422 ................................ 1452&129 v
GOOdeorsale ............................................................................................................. 2’994'024 .................................. 41159,637
Advances ....................................................................................................................... 582,559 ..................................... 834Y950
Less,mpalrmentofmventory(4’775,984) ................................ (4y947,073)
Less,mpmrment Ofadvances ................................................................................... (149,287) ................................... (Zlgylgl)

47,913,206 48,472,071
Non_currentassetsheldforsale132Y185 ......................................... 5y943
Less’mpalrmentofassetshe[dforsa[e(43769) ....................................... ( 5943)

88,416 -

48,001,622 48,472,071
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Movement on inventory provision is as follows:

Impairment of

sale

Balance as of 1 January 2018 5,108,493 261,100 5,823 5,375,416
prows'onformventonesandadvances(note34)102741'962 ..................................... _ ............. l 2Y236
. Un u Sed amo u n ts re Versed ( n 0 te 3 3) ....................................... (3 l Y 9 7 6 ) .................. (l 6 87) ..................................... _ ........... ( 33663) .
. Ssiz;r::ll:jewntte n . Oﬁ d u n ng th e yea r . a S .......................................... - ................ (42 Y l 84) ..................................... - ........... ( 42Y184) .
. Other ................................................................................... (l 3 9 y7l 8 ) ............................ _ ................................ 120 ......... ( 139,598) .

Balance as of 31 December 2018 4,947,073 219,191 5,943 5,172,207

Provision for inventories and advances (note 34) 8,579 561 - 9,140
. Un u Sed amo u n ts re Versed ( n 0 te 3 3) ..................................... (l 28 Y 7 39 ) ....................... (5 O) ..................................... _ ......... ( 128789) .
. Eszz;r;ctﬁz?ewntte n . Off d u n ng th e yea r . a S .......................................... - ................ (7 O Y 41 5 ) ..................................... - ........... ( 70,415) .
. Other ..................................................................................... (50, 929 ) ............................ _ ........................... 31826 ........... (lsvlos) .

Balance as of 31 December 2019 4,775,984 149,287 43,769 4,969,040
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14. TRADE RECEIVABLES

31 December 31 December

2019 2018

Parents and subsidiaries - foreign - 99
Otherre[atEdpartles_domestlc1'184y46911227518
Otherre[amdpartles_forelgn100'451645'804
Traderecewablesdomestlc-th”dpames29Y128Y401 ................................ 2 9’454268
Traderecelvablesforelgn_thlrdpames ...................................................................... lvo407406 ..................................... 825'231

31,453,727 32,152,920
e L ess|mpalrment ................................................................................................... (5'88&868) ................................ (6Y145y109)

25,572,859 26,007,811

15. OTHER RECEIVABLES

31 December

31 December

2019 2018

Interest receivables 2,076,082 2,144,788
Recelvablesfromemployees93Y805 ....................................... 931524
lncometaxprepayment672'332 ......................................... 9’134
Otherrecelvables .......................................................................................................... 7Y577Y2057Y524’755
R L eSSImpalrment .................................................................................................... (9,483Y667)(9,548Y630)

935,757 223,571
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16. SHORT-TERM FINANCIAL INVESTMENTS

31 December

31 December

2019 2018
Deposits with original maturity more than 3 months less than 1 year 1,766,564 2,123,007

. Other Sh Ort_te rm ﬁnanCIa l assets ........................................................................................ 76309 .................................. l4oy424 .
1,843,473 2,263,431

As at 31 December 2019 deposits with original ma-
turity more than 3 months less than 1 year amount-
ing to RSD 1,766,564 (2018: RSD 2,123,007) relate

17. CASH AND CASH EQUIVALENTS

31 December

to bank deposits with interest rates from 0.02%
monthly to 3.5% p.a. (2018: from 4.65% p.a.).

31 December

2019 2018

Cash in bank and in hand 10,953,668 6,928,798
* Doposits with original maturity of loss than three months 4063856 6,927,790
CaShWIthrestrlctlon ........................................................................................................... 13,978]”407’735
Cashequ|valent3264ysog .................................. 216507

15,295,810 15,480,830
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18. PREPAYMENTS AND ACCRUED INCOME

31 December

31 December

2019 2018

Deferred input VAT 1,929,283 1,774,863
PrepaldexpenseSZSlYllg .................................. 235578
Prepaldexmseduw ......................................................................................................... 1’761622 2’817’887
HousmgloansandOtherprepayments499727 .................................. 788’281

4,447,751 5,616,409

Deferred input VAT as at 31 December 2019 amounting
to RSD 1,929,283 (31 December 2018: RSD 1,774,863)
represents VAT claimed on invoices received and
accounted for in the current period, whilst inputs will
be allowed in the following accounting period.
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Prepaid excise duty as at 31 December 2019 amounting
to RSD 1,767,622 (31 December 2018: RSD 2,817,887)
relates to the excise paid for finished products stored
in non-excise warehouse and excise paid for imported
products used in further production process which
will be refunded in the near future.
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19. OFF-BALANCE SHEET ASSETS AND LIABILITIES

31 December 31 December
2019 2018
Issued warranties and bills of exchange 75,404,707 73,171,617

Other off-balance sheet assets and liabilities 208,695 193,839

117,099,179 113,781,102
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20. EQUITY

Equity attributable

Share Other Retained earnings
o . Reserves
capital capital (loss)
Balance as at 1 January 2018 81,530,200 - 81,796 143,518,915

Balance as at 31 December 2018 81,530,200 - 79,755 161,318,549
Balance as at 1 January 2019 81,530,200 - 79,755 161,318,549
. Proﬁt(l Oss) for the year ......................................................................... - .................... - ...................... - .......................... 16’6187072 ............................

Gamsfromsecurltles ............................................................................ _ .................... _ ...................... __ .............................

DIVIdenddlsmbUtlon ............................................................................. _ .................... _ ...................... _ .......................... (6,511524) ............................

Actuanalloss ......................................................................................... _ .................... _ ...................... __ .............................

Other ..................................................................................................... _ .................... _ ...................... _1’589598 ............................
Balance as at 31 December 2019 81,530,200 - 79,755 173,008,695
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to owners of the Group

Non-’ Total
. Unrealised gains . c?ntrolllng Equity
Translation Actuarial interest
reserves (losses) fr?m gain (loss) poal
securities

22,671 (64,013) 194,437 225,284,006 (232,496) 225,051,510
e _ ........................ _ ................. (401527) ............................ ............. (401527)
e 2 2’671 .................................. (64’013) ........... 1 94’437 224Y882’479 ............ (232’496) 224’649’983 .
e _ ........................ _ .............. 25150220(15918) .......... 25134302
e ........................................... L.l. 77 ........................ - .......................... 477 ............................ 477
e _ ........................ _(6948004) ............................ .......... (6948004)
e _3316 ....................... 3316 ............................ 3316
e _ ........................ _ .......................... 360 ............................ ...................... 360
e 34786 ........................................ 3454 ........................ _ ..................... 34784 ....................... 586 ................. 35370 .

57,457 (60,082) 197,753 243,123,632 (247,828) 242,875,804

57,457 (60,082) 197,753 243,123,632 (247,828) 242,875,804
e - ........................ -16618072 ................ (21670) .......... 165%402
e ........................................ 7 267 ........................ _ ........................ 7 267 ............................ .................... 7 2 6 7 .
e _ ........................ _ ............... ( 6517524) ............................ ........... (6517524)
e _ ............ (45334) ................... (45334) ............................ ............... (45334)
e 192Y616 ...................................... ( 5368) ........................ _ ................ 17768461331 ............. 1778177

250,073 (58,183) 152,419 254,962,959 (268,167) 254,694,792
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20.1. SHARE CAPITAL

Share capital represents share capital of the Company,
which is listed on Belgrade Stock Exchange. Par value
per share is RSD 500. Share capital as of 31 December
2019 and 31 December 2018 comprise of 163,060,400
of ordinary shares.
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Dividend declared for the year ended 31 December 2018,
amounted to RSD 6,517,524 or RSD 39,97 per share (31
December 2017: 6,948,004 or RSD 42.61 per share)
were approved on the General Assembly Meeting held
on 27 June 2019 and paid on 17 September 2019.
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21. LONG — TERM PROVISIONS

Movements on the long-term provisions were as follow:

. . Employees Long-term Legal
Decommi- Environmental ptoy . g " .g
.. . benefits incentive claims Total
ssioning protection o . e
provision program provisions

As at 1 January 2018 9,844,878 681,162 457,058 1,026,864 603,488 12,613,450
Charged to the income 213,094 124,000 40,613 331,179 47,958 756,844
statement
New obl'lgatlo'n incurred and 117,748 ) ) ) ) 117,748
change in estimates
Release of provision - (24,529) (4,475) - - (29,004)
Actuarial galh charged to other ) ) (3,316) ) ) (3.316)
comprehenswe Income
Settlement (133,445) (123,706) (58,278) (864,021) (124,610) (1,304,060)
Other (757) 759 163 - 27) 138
As at 31 December 2018 10,041,518 657,686 431,765 494,022 526,809 12,151,800
As at 1 January 2019 10,041,518 657,686 431,765 494,022 526,809 12,151,800
Charged to the income 147,500 197,704 95,872 314,327 44,868 800,271
statement
New obl.lgatlop incurred and 777,397 ) } ) } 777,397
change in estimates
Release of provision - - (1,107) - (1,539) (2,646)
Actuarial logs charged to other ) ) 45,334 ) ) 45334
comprehenswe Income
Settlement (294,700) (346,261) (58,923) - (61,117) (761,001)
Other - - (38) - (90) (128)
As at 31 December 2019 10,671,715 509,129 512,903 808,349 508,931 13,011,027
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Analysis of total provisions:

31 December 31 December

2019 2018

Non-current 11,419,129 10,210,005
Current 1,591,898 1,941,795
13,011,027 12,151,800

a) Decommissioning

The Group’s Management estimates future cash
outflows for restoration of natural resources (land)
on oil and gas wells based on previous experience in
similar projects.

b) Environmental protection

The Group has to comply with environmental pro-
tection regulations. At the reporting date Group re-
corded provision for environmental protection of RSD
509,129 (31 December 2018: RSD 657,686) based on
the management assessment of necessary costs for
cleaning up sites and remediation of polluted facili-
ties.

¢) Long-term incentive program
In 2011, the Group started setting-up a long-term in-

centive program for Group managers. Following the
program’s approval, cash incentives were paid out

based on the Key Performance Indicators (“KPI”)
reached over the past three-year periods. As at 31 De-
cember 2019 the management made an assessment of
present value of liabilities related to new three-year
employee incentives (2018-2020) in amount of RSD
808,349 (2018: RSD 494,022).

d) Legal claims provisions

As at 31 December 2019, the Group assessed the proba-
bility of negative outcomes of legal procedures, as well
as the amounts of probable losses. The Group charged
provision for litigation amounting to RSD 44,868
(2018: RSD 47,958) for proceedings which were as-
sessed to have negative outcome. The Group estimat-
ed that the outcome of all legal proceedings would not
lead to material losses exceeding the amount of provi-
sion as at 31 December 2019.

e) Provision for employee benefits

Employee benefits:

31 December 2019 31 December 2018

Retirement allowances 188,783 147,206
Jubilee awards 324,120 284,559
512,903 431,765
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The principal actuarial assumptions used were as follows:

31 December

31 December

2019 2018
Discount rate 4.4% 5.7%
Future salary increases 2.0% 2.0%
Future average years of service 14.4 14.6

Retirement .
Jubilee awards Total

allowances

Balances as at 1 January 2018 143,027 314,031 457,058
Benefits paid directly (14,483) (43,795) (58,278)
Actuarial gain charged to other comprehensive income (3,316) - (3,316)
Credited to the income statement 21,815 14,323 36,138
Translation difference 163 - 163
Balances as at 31 December 2018 147,206 284,559 431,765
Benefits paid directly (21,534) (37,389) (58,923)

Translation difference (38)

Balances as at 31 December 2019 188,783

324,120 512,903

The amounts recognized in the consolidated income statement are as follows:

Year ended 31 December

2019 2018

Current service cost 29,955 31,518
Interest cost 23,728 20,330
Curtailment loss 729 5,482
Actuarial (gain)/loss (jubilee awards) 40,352 (21,189)
Amortisation of past service cost 1 (3)
94,765 36,138
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22. LONG-TERM LIABILITIES

e Financial Statements

31 December

31 December

2019 2018

Long-term loan - Gazprom Neft 19,143,014 24,738,405
Banka ndmherlongter m loans .................................................................................... 69901198 ............................. 6 8605682
Lease“a b I lmes ............................................................................................................... 1703441 .................................. 8 28104
Other . lo n g termborrowm g S ................................................................................................. 5 7 175 .................................... 42102
L ess Cu r rent pomon (nOte 23) .................................................................................. (6761897) ............................. ( 6395091)

84,042,931 87,819,202

Movements on the Group’s liabilities from finance activities are as follows:
Long-term loans Short-l::‘:: Finl:::: Total
As at 1 January 2018 96,103,445 - 432,562 96,536,007

Foreign exchange difference (20,108) - (2,479) (22,587)

As at 31 December 2018 93,344,087 - 828,104 94,172,191

As at 1 January 2019 93,344,087 - 828,104 94,172,191
R C hangemopenmgbalance_ .................................... _ ................. 790y946 ............. 790y946
R Procee ds .................................................................... 1 Syo 60 y454 .................................... _ ............................. _ ........ 15y060y4 54 .
R Repa yment ............................................................... (18,760,583) .................................... _( 3 6 7,140) ...... (19y127y723)
R Non_caSh transactlons .................................................. (149’827) .................................... _447YO79 ............. 297252 .
R Forel gn . eXCh a nge dlﬁerenc e .......................................... (44 9, 9 l 9) .................................... _ ..................... 4y 4 52 ........... ( 4434 67) .

As at 31 December 2019 89,044,212 - 1,703,441 90,747,653
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a) Long-term loan - Gazprom Neft

As at 31 December 2019 long-term loan — Gaz-  Neft granted based on the Agreement for Sale and
prom Neft amounting to RSD 19,143,014 (2018: RSD Purchase of shares signed on 24 December 2008. The
24,738,405), with current portion of RSD 5,469,432 stated liabilities shall be settled in quarterly instal-
(2018: RSD 5,497,423), relate to loan from Gazprom ments starting from December 2012 until 15 May 2023.

b) Bank and other long-term loans

31 December

31 December

2019 2018
Domestic 46,832,409 50,621,092
Forelgn ......................................................................................................................... 23068789 ............................. 17984590
69,901,198 68,605,682
Cu"e ntp Omono H Ongtermloa n S .................................................................................. (915460) ................................ (825139)
68,985,738 67,780,543

The maturity of non-current loans was as follows:

31 December

31 December

2019 2018

Between 1 and 2 years 10,845,263 1,479,321
Between Zands ye ars ............................................................................................... 54'813261 ............................... 61,371002
Oversyears ................................................................................................................. 3’3272144’930220

68,985,738 67,780,543
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The carrying amounts of the Group’s bank and other
long-term loans are denominated in the following

currencies:

31 December 31 December

2019 2018

uUsD 209,292 361,695
EUR .............................................................................................................................. 6942639067947394
RSD .......................................................................................................................................... ;;; ......................................... 628
JPY ................................................................................................................................... 265017 .................................. 2 95965

69,901,198 68,605,682

The Group repays loans in accordance with agreed
dynamics, i.e. determined annuity plans. The Group
has floating interest rates with the creditors. Floating
interest rates are connected with Euribor and Libor.
Management expects that the Group will be able to
fulfil its obligations within agreed timeframe.

c) Lease liabilities

The loan agreements contain financial covenants that
require the Group’s ratio of consolidated indebtedness
to consolidated EBITDA. Management believes the
Group is in compliance with these covenants as of 31
December 2019 and 31 December 2018 respectively.

31 December 31 December

2019 2018

Non-current portion of lease liabilities 1,326,436 755,575
Currentportlonofleasehabmtles ...................................................................................... 377,005 .................................... 72’529

1,703,441 828,104
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Amounts recognized in profit and loss:

2019
Interest expense (included in finance cost) (note 31) 71,930
Expense relating to short-term leases (note 28) 899,787
Expense relating to leases of low value assets that are not shown above as short-term leases (note 28) 92,722
Expense relating to variable lease payments not included in lease liabilities (note 28) 1,939,368

23. SHORT-TERM FINANCE LIABILITIES

31 December 31 December

2019 2018

Current portion of long-term loans (note 22) 6,384,892 6,322,562
. Curre nt p omon 0 f l ease l Iabllmes (nOte 22) .................................................................. 377,0 05 .......................................... 72,529 -

6,761,897 6,395,091

24. TRADE PAYABLES

As at 31 December 2019 trade payables in a amount of
RSD 35,341,330 (31 December 2018: RSD 25,834,088)
including payables to parents and subsidiaries-foreign
amounting to RSD 10,498,354 (31 December 2018: RSD
10,243,742) fully relate to payables to the supplier
Gazprom Neft, St Petersburg, mostly based on purchase
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of crude oil and trade payables — foreign amounting to
RSD 13,786,047 (31 December 2018: RSD 5,168,398)
mostly relate to payables for crude oil Trafigura PTE
LTD in the amount of RSD 5,067,445 (31 December
2018: RSD 0) and Glencore Energy in the amount of RSD
4,280,335 (31 December 2018: RSD 0).
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25. OTHER SHORT-TERM LIABILITIES

e Financial Statements

31 December

31 December

2019 2018

Specific liabilities 199,734 206,959
Lla bllltles forunpa Idwagesandsalar I esyg rOSS .................................................................... l Ys lO ’849 .............................. 1Y24OY193
lnterest“abmtles ................................................................................................................. 74 2:)62 ................................. 745:)20
DIVIden d Spayable ............................................................................................................ 3 ,780Y692 .............................. 3’77&308
Other payablestoemployees .............................................................................................. 709]16 ................................. 778’190
Decommls smmng a n d SIte restoratlon CO sts .................................................................... lyl70 y4 30 .............................. ly369Y683
Enwronmentalprows'on ...................................................................................................... l 28,099 ................................. 160562
thlgatlonanddalms234y965 ................................. 277Y852
Othercurrenthablhtles .......................................................................................................... 9 8207137'119

8,375,054 8,687,986

26. LIABILITIES FOR OTHER TAXES

31 December

31 December

2019 2018

Excise tax 5,750,900 5,173,979
Contnbuuonforbuﬂ[er StOCkS ............................................................................................ 280,070 .................................. 2 60,905
Energy efﬁmencyfee ............................................................................................................ 32299 .............................................. -
lncometax .......................................................................................................................... 70,083 .................................. 635Y119
Othertaxespayables ...................................................................................................... ly451y1131'6l7yg50

7,584,465 7,687,953
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27. ACCRUED EXPENSES

Accrued expenses as at 31 December 2019 amounting
to RSD 3,632,864 (31 December 2018: RSD 3,635,144)
mainly relate to accrued employee bonuses of RSD
2,193,730 (31 December 2018: RSD 1,865,668) and
contract liabilities arising from contracts with
customers related to customer loyalty RSD 722,239 (31
December 2018: RSD 545,949).

28. COST OF PRODUCTION SERVICES

Revenue in the amount of RSD 1,636,651 (31 December
2018: RSD 1,630,764) was recognized in the current
reporting period related to the contract liabilities as at
1 January 2019, of which RSD 1,275,099 (31 December
2018: RSD 1,247,855) related to advances and RSD
361,552 (31 December 2018: RSD 382,909) to customer
loyalty programme.

Year ended 31 December

2019 2018

Cost of production services 2,306,469 2,284,196
Transportatlonservmes ............................................................................................................... 2'974Y6753'313Y801
Mamtena n Ce ............................................................................................................................... 4 243'216 .................. 41021 ’ 2 66
Rentalcosts(mtezz) ................................................................................................................. 2’931Y8772Y653’780
. Falrs ................................................................................................................................................. lovogl .......................... 7y4 l O .
Advertlsmgcosts ........................................................................................................................... 9 84y933867ye48
Exploratlonexpenses43&944241'154
. Costof Oth e r semce s .................................................................................................................. ly7 1 7 Jls ................... 1Y537y4 l O .

15,605,920 14,926,665
Annual Report 2019 405



e Financial Statements

29. NON-PRODUCTION EXPENSES

Year ended 31 December

2019 2018

Costs of non-production services 9,340,298 8,881,322
Representatloncosts ......................................................................................................................... 147y947123767
. msu r a n Ce premlum ............................................................................................................................ 6 01’327 ................... 59 3 , l l 8 e
BankCharges409’957 ................... 426,898
Costoftaxes .................................................................................................................................. 1,309]291'357'393
Mmer al EXtractlontax ..................................................................................................................... ly419’705 ................ 1Y460Y595
. Other . no n _pmductlon e Xpense s ..................................................................................................... 1,974Yl42 ................ ly965y 27 7 e

15,203,105 14,808,370

Costs of non-production services for the year ended  organizations of RSD 6,965,810; consulting service
31 December 2019 amounting to RSD 9,340,298 costs of RSD 331,896; security cost of RSD 581,563 and
(2018: RSD 8,881,322) mainly relate to costs of service project management costs of RSD 500,370.

30. FINANCE INCOME

Year ended 31 December

2019 2018
Finance income - related parties

- forelgn eXChangEdlﬁerences ....................................................................................................... lyllsylzo ............... 1’22 5,794
|nterestmcom936eyo34 .................. 721,927
Amortlsatlonmcome_dlscountofrecewables_ ..................... 44y661
Gamsonrestructurmgofborrowmgs ................................................................................................ 149’827 ............................... _
Forelgnemhangegams920,509 ............... 1’805Y108
Otherﬁnancemcome .......................................................................................................................... 11’639 .................... 28’937

2,563,129 3,826,427
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31. FINANCE EXPENSE

Year ended 31 December

2019 2018
Finance expenses — related parties
_ forelgn e XChan gedlﬁerences ............................................................................................................ 1'521Y899 .......... l Y 2 4 OY252 .
_ Other ﬁna nceex pense .......................................................................................................................... 3 93Y887 ............. 496,774 .
Interest exp enses ................................................................................................................................. ly4ll,282 .......... 1’718'621 .
* Decommissioning provision: unwinding of the present value discount w7500 89104
*proviion of trade and other non-current recevablos: discount 1o2e1 261732
Forelgn e XChan gelosses ......................................................................................................................... 5 34'113 .......... 1,8672 68 .
ShareoflossofaSSOCIatesandJOInt Ventures ......................................................................................... 129287 66'634 .
. Other ﬁ n a nce eX penses ............................................................................................................................. 2 lysog ................. 7Y57O .

4,178,538 5,748,045

32. INCOME FROM VALUATION OF ASSETS AT FAIR VALUE THROUGH PROFIT AND LOSS

Year ended 31 December

2019 2018

Reversal of impairment of LT financial investments 16,522 2,306
. lncome . from V ; luatlon ......................................................................................................................................................................
. _ trade an d . spec|ﬁc recel Vables (nOte 6) .............................................................................................. 9 0,688 .................. 84 9y7 ll .
_Otherrecelvables(mte& ................................................................................................................. l 400216496

121,212 868,513
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33. OTHER INCOME

Year ended 31 December

2019 2018

Gains on disposal - PPE 39,217 198,319
Gamsondlsposal_matenals .............................................................................................................. 55,746 ..................... 76,539
SurplusesfromstOCkcount ............................................................................................................... 324,814 .................. 381539
Payableswnttenoﬁ82’894 .................. 188’454
. Relea Se Of long -te rm prOVISI ons (nOte 21) ............................................................................................. 2 '6 46 ..................... 29y004 e
Gamonbargampumhase_ ...................... 67,793
. Rele ase O f ’ mpmrment ......................................................................................................................................................................
e _ ln Vestment property (nOte 9) ......................................................................................................... 4 54’374 .................... 20, 67 7 e
_lnventory(mtels) ......................................................................................................................... 12&73931376
e - PPE & . Other property ............................................................................................................................. 5 O .................... l 2 Y448 e
. Penalty l nte re St ................................................................................................................................... 73’871 .................... 117’7 6 3 e
Other mcome .................................................................................................................................... l 03Y559 .................... 90,804

1,265,910 1,215,316
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34. OTHER EXPENSES

Year ended 31 December

2019 2018

Loss on disposal - PPE 316,783 256,342

Other expenses 319,355 289,506

1,868,685 1,804,368
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35. INCOME TAXES

Components of income tax expense:

e Financial Statements

Year ended 31 December

2019 2018

Income tax for the year 3,100,414 4,066,760
Defermdmcome taxfor the pe”Od(nOtElz) .....................................................................................................................................
. Or Ig I natl On and rev ersal of temporarydlﬁerences ............................................................................ l '4 32’194 ............... 1,652Y l 64 e

4,532,608 5,718,924

The tax on the Group’s profit before tax differs from
the theoretical amount that would arise using the

weighted average tax rate applicable to the Group’s
profits as follows:

Year ended 31 December

2019 2018

Profit before tax 21,129,010 30,853,226
*Tox clculated at domestic tax ates applicable to profs in the respective countries sasssie  4o0ess
Taxeﬁecton ...................................................................................................................................................................................
Revenuesexemptfmmtaxatlon ............................................................................................................ (640) .................. (59Ylll)
ExpensesnOtdedUCtlblefortaxpurposes .......................................................................................................................................
_ TaxpaldmAngOla ............................................................................................................................. 74,711 ................... l 71’416
_OtherexpensesnOtdeductable ................................................................................................... 1'41&851 .................. 76&193

fecogsed (iized recogrised tax ot met 79,191 (57520
* Other tax effects for reconciltion between accounting profitand tax sxpenss Groas) (53958

4,532,608 5,718,924

Effective income tax rate 21.45% 18.54%
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36. COMMITMENTS AND CONTINGENT LIABILITIES

Environmental protection

Based on an internal assessment of compliance with
the Republic of Serbia environmental legislation as
at the reporting date, the Group’s management rec-
ognised an environmental provision in the amount of
RSD 509,129 (31 December 2018: RSD 657,686).

The Group’s Management believes that cash outflows
related to provision will not be significantly higher
than the ones already provided for. However, it is pos-
sible that these costs will increase significantly in the
future, should the legislation become more restrictive.

Taxes
Tax laws are subject to different interpretations and

frequent amendments. Tax authorities’ interpretation
of Tax laws may differ to those made by the Group’s

Annual Report 2019

management. As result, some transactions may be
disputed by tax authorities and the Group may have to
pay additional taxes, penalties and interests. Tax lia-
bility due date is five years. Tax authorities have rights
to determine unpaid liabilities within five years since
the transaction date. Management has assessed that
the Group has paid all tax liabilities as of 31 December
2019.

Capital commitments

As of 31 December 2019 the Group has entered into
contracts to purchase property, plant and equipment
for RSD 2,809,071 (31December 2018: RSD 15,944,407)
and drilling and exploration works estimated to 56.89
USD million (31 December 2018: 69.01 USD million).

There were no other material commitments and con-
tingent liabilities of the Group.
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37. GROUP ENTITIES

The consolidated financial statements of below listed subsidiaries are consolidated as at 31 December 2019 and
31 December 2018:

Share %
Subsidiary Country of Nature of 31-Dec 31-Dec
incorporation business 2019 2018
NIS Petrol d.o.o., Banja Luka Bosnia and Herzegovina Trade 100 100

Svetlost, Bujanovac Serbia Trade 51 51

The proportion of the voting rights in the subsidiary =~ During February 2020 company Ozone a.d. change
undertakings held directly by the parent company do = name to NIS Petrol a.d. Belgrade.
not differ from the proportion of ordinary shares held.
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38. RELATED PARTIES TRANSACTIONS

The majority owner of the Company is Gazprom Neft,
St Petersburg, Russian Federation, with 56.15% shares
of the Company. The total of 29.87% shares of the
Company are owned by the Republic of Serbia, while
13.98% are owned by non-controlling shareholders
and are quoted on the Belgrade Stock Exchange. Gaz-
prom, Russian Federation is the ultimate owner of the
Group.

During 2019 and 2018, the Group entered into busi-
ness transactions with its related parties. The most
significant transactions with related parties in the
mentioned periods related to supply/delivery of crude
oil, petroleum products and energy.

As of 31 December 2019 and 31 December 2018 the out-
standing balances with related parties other than state
and state own companies were as follows:

Associates and joint A P‘arent’s

venture Parent subS|d|ar|es- and

associates

As at 31 December 2019

Investmentsmassomatesandlomtventures ............................................. 1851101 ............................. - .....................................
Traderecewables ....................................................................................... l 184469 ............................. _ ......................... 100451
. Rece| Vables fr Om . S pemﬁ C Operatlons ............................................................. 4 15683 ............................. - ..................................... .
Advancespald_ ............................. _ ........................... 34371
Long-termhabmtles- .......... (13673582) .............................. (128)
Short_termﬁnanmalllabllmes_ ............ (5469432) .............................. (159)
. Advanc es rece I VEd ........................................................................................... (3782) ............................. - .................................. (2) .
Tradepayables(1208375) .......... (10500427) ....................... ( 543563)

2,239,096 (29,643,441) (409,030)
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Associates and joint F P.arent’s

venture Parent subS|d|arle§ and

associates

As at 31 December 2018

lnvestmentsmassoc'atesandjomtventures1980388 ............................. .....................................
Traderecelvables ........................................................................................ 1227518 .......................... .S;.E.) ......................... é 45804
RecelvablesfmmspemﬁcOperatlons328358 ............................. .....................................
. Other . rece Ivables ................................................................................................ ;.C.) O ............................. .....................................
Advancespald .......................................................................................................... _ .............................. ......................... 337220
Longterm“abmtles_ ........... (19240982) .....................................
Short_termﬁnamlalhabmtles_(5497423) .....................................
Advancesrecelved(zosn ............................. ................................ (90)
Tradepayables(1251648) .......... (10243742) ....................... (684857)

2,282,965 (34,982,048) 289,077
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For the year ended 31 December 2019 and 2018 the
following transaction occurred with related parties:

Associates and Joint AR P.arent’s

venture Parent subS|d|ar|es. and

associates

Year ended 31 December 2019
Salesrevenue ............................................................... 19073529 ................................... 592963
Otheroperatmgmcome ........................................................ 8855 ...................................
CostongOdSSOId_ ................................... ............................................ ( 241897)
Costofmatenal_ ................ (51345851)(333140)
Costofpmductlonserwces ............................................. (198691) ................................. ................................................ (1708)
Nonmate”alexpense_ ......................... (2072) .............................................. ( 95959)
Fmanceexpense_ ..................... (393887)(3)
Othermcome_ ......................... 40230
Otherexpenses_ ..................... (111235)(593)
18,883,693 (51,812,815) (80,337)
Year ended 31 December 2018

Salesrevenue ............................................................... 26699964 .............................. 961690509
Otheroperatmgmcome ........................................................ 6565 ...................................
Costofgoc)dsso[d_ ................................... ........................................... (333240)
Costofmaterlal_ ................ (68928066)
Costofpmductlonserwces ............................................. (213106) ...................................
Nonmatenalexpense_ ......................... (3000)(78590)
Fmanceexpense_ ..................... (496774)
Othermcome_ ......................... 59847
Otherexpenses_ ..................... (198412) ................................................ (1291)

26,493,423 (69,565,444) 277,388
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Main balances and transactions with state and state
owned companies are shown below:

Associates and joint

venture Othey
As at 31 December 2019

Tradeandothe”ecewables(g rOSS) ..................................................................................................................................................
HIPPetmhemUGllSSMS ..............................
S rb”agas ..................................................................................................................................................... ................... ; 187 .é .4.1
AIRserbm ................................................................................................................................................... 371395
Tradeandomerpayables ..................................................................................................................................................................
HIPPetmhem’la .......................................................................................................................... (l 208375) ..............................
Srbuagas ..................................................................................................................................................... ................ (361934)
. Other Cu rr en t h a bmtles .....................................................................................................................................................................
H/PPetmhemua ................................................................................................................................. (306 ;) ..............................

(27,791) 428,245
AsatleecemberZOIS .............................................................................................................................................................
Tradeandomerrecelvables(g ross) ..................................................................................................................................................
HlPPetmhemua ............................................................................................................................. l 2 22764 ..............................
. S rbljagas ..................................................................................................................................................... ..................... 175 .‘.1 7 ..
TradeandOtherpayableS ..................................................................................................................................................................
HIPPEtmhemua .......................................................................................................................... (1250402) ..............................
Srbljagas ..................................................................................................................................................... ................ (126092)
. Other . cu rr en t h a bllmes .....................................................................................................................................................................
HIPPetmhem”a ................................................................................................................................. (1852) ..............................

(29,490) (108,545)
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Associates and joint

venture (IE07
As at 31 December 2019

Operatmgmcome ............................................................................................................................................................................
. HIP Petmhe mUG .................................................................................................................... 19070224 .................................. .
Srb’/agas ............................................................................................................................................... 1419220
A/R S erbla .............................................................................................................................................. - .................... 5 12413 l
Operatmgexpenses .........................................................................................................................................................................
H/PPEtrOhemUG ....................................................................................................................... (198691) ..................................
Srbl/agas ............................................................................................................................................... _ .................... (912530)

18,871,533 5,630,821
AsatleecemberZ()ls ............................................................................................................................................................
operatmgmcome ............................................................................................................................................................................
HIPPEtrOhem110266794l5 ..................................
Srb’]agas ............................................................................................................................................... -755157
Operatmgexpenses .........................................................................................................................................................................
H/PPetrOhemUG ....................................................................................................................... (213106) ..................................
Srbllagas ............................................................................................................................................... _(963917)

26,466,309 (208,760)

Transactions with state and state owned companies
controlled entities mainly relates to sales of petroleum
products based on the price lists in force and terms
that would be available to third parties. Transaction
with HIP Petrohemija are included in Associates and
joint venture in related party transactions.
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Transactions with Key Management Personnel

In the year ended 31 December 2019 and 2018 the
Group recognized RSD 943,715 and RSD 1,018,152;
respectively, as compensation for key management
personnel (Chief Executive Officer, members of the
Board of Directors and Advisory Board and Corporate
Secretary). Key management remuneration includes
salaries, bonuses and other contributions.
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e Statement of Individuals Responsible for the Preparation e Appendices
of Financial Statements

We hereby declare that, to the best of our knowledge, the annual Financial
Statements are compiled against relevant International Financial Reporting
Standards and in compliance with the Law on Accounting of the Republic of
Serbia (‘Official Gazette of the Republic of Serbia’ No. 62/2013 and 30/2018),
stipulating that financial statements be prepared in compliance with all IFRSs
and regulations issued by the Ministry of Finance of the Republic of Serbia*

and that they provide accurate and objective information on the assets and
liabilities and financial standing and performance, profit and losses, cash flows
and changes in equity of the public company, including its companies which are
part of the consolidated statements.

/7L
Kirill Tyurdenev

CEO
NIS j.s.c. Novi Sad

1 Considering the differences between the two regulations, these Financial Statements depart from the IFRS in the following:

- Group compiled the Financial Statements using the templates prescribed by the Ministry of Finance of the Republic of Serbia, which are not in
compliance with the requirements of IAS 1 — Presentation of Financial Statements.

- Off-balance Sheet Assets and Liabilities are presented on the Balance Sheet Template. As defined by the IFRS, these items are neither assets
nor liabilities.
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4.01

General
Information
about NIS j.s.c.
Novi Sad

Business name:

e Financial Statements

NIS j.s.c. Novi Sad

Company Registration No:

Audit Company which audited the last financial report
(as at 31 December 2019):

Organized market where shares of the Issuer are traded in:

20084693

PricewaterhouseCoopers d.o.o. Beograd
88 Omladinskih Brigada Street
11070 Novi Beograd

Belgrade Stock Exchange a.d.
1 Omladinskih brigada Street
11070 Novi Beograd
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e Statement of Individuals Responsible for the Preparation
of Financial Statements

4.02

Glossary

Abbreviation Meaning

3D Three-dimensional
ZD .......................................... TWO_ dlmens i.;;l ..................................................................................................................................
. a d . o ....................................... |nsu r an C e Jomt StOCk company ...........................................................................................................
. ALAR P ................................... AS |OW as r ea Sonab[y p055| b[e ............................................................................................................
. AMC HAM ............................... Ame rl can Chambe r . 0 f Commerce .......................................................................................................
AN RM ..................................... NatlonalAgenCyforMmera[ Resources ...............................................................................................
. APC ........................................ Advanc ed Process CO n trOl ..................................................................................................................

BAM Convertible mark, Bosnia and Herzegovina currency
. BAT ........................................ Best Ava,[ ; ble Te(:hmques ..................................................................................................................
B&H ....................................... BosmaandHerzegovma .....................................................................................................................
. Bc .......................................... Busmes s C entre .................................................................................................................................
bn ........................................... bll“on .................................................................................................................................................
BOD ........................................ BoardofD,rectors ..............................................................................................................................
BPGA ..................................... BUIganan Petml andGaS Assomatlon .................................................................................................
BV .......................................... Book\/a[ue .........................................................................................................................................
CAC/RCP ............................... COdeX A“mentarlus Commlssmn/RecommendedCOdeOfPraCtlce ....................................................
CAPEX ................................... Cap|ta|EXpend|tures ..........................................................................................................................
cc|3 ....................................... Chamber Ofcommerce and |ndustry Of Serb,a ....................................................................................
CCPP ..................................... Commed_CYCle Powerplant .............................................................................................................
CEEC ...................................... Centr a | -Easter n E u r 0 p e and Caspla n ..................................................................................................
CEMS ..................................... Contmuous Emlssmn Momtormgsystem ...........................................................................................

CFA Certified Financial Analyst
c|s ......................................... Commonwealth0f|ndependent3tates ..............................................................................................
CJSM ..................................... ClosedjomtStOCkcompany ................................................................................................................
CMMS .................................... CompUtenzed mamtenance management System ..............................................................................
. CNG ........................................ Co mpre SSEd N atura[ Gas ....................................................................................................................
co .......................................... CarbonD,OXIde ...................................................................................................................................
CSM ....................................... Contractor Safety Management .........................................................................................................
DCU ........................................ DEIayedCOkmg Umt ...........................................................................................................................
. DW s ....................................... Downstream .......................................................................................................................................
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Abbreviation Meaning

EBITDA Earnings before interest, Taxes, depreciation and amortisation
E|_v ......................................... Em,ss,on ||m|t Va[ues ..........................................................................................................................
. E |A ......................................... Energy .| n for matlon Admm | Stra t,o n .....................................................................................................
. e OOd .................................... SOIEIyowned [,m,ted [,ab|[,ty Company (m Bu[ga”a) ............................................................................
. E Pcm ..................................... Engmee rm g’ . procurement and C onstru Ct, o n managem e n t ..................................................................
. E Ps ........................................ Eammgs per Share ..............................................................................................................................
Ps ........................................... anary SChOOl ...................................................................................................................................
E|p .......................................... Efﬁc|ency|mprovement program ........................................................................................................
EnM 3 ..................................... EnergyM anagement System ..............................................................................................................
ETBE ...................................... Ethy[ tert_buty[eth e r ..........................................................................................................................
. EU ........................................... European . U mon ..................................................................................................................................
EUR ........................................ Euro ...................................................................................................................................................
. EUR |B OR ............................... Euro |nterbank O ﬁer Rate ...................................................................................................................
EU ETS ................................... EUEm|SS|onSTrad|ngSystem ............................................................................................................
. FB&H ..................................... Federatlon 0 f Bosn , a and Herzeg o Vma ................................................................................................
. Fcc ........................................ F[L“d . C ata[yt, c CraCker .......................................................................................................................
. |:| c ......................................... Forelgn | n Vestors Counc |[ ...................................................................................................................
. FMECA ................................... Fa|[urem0dey eﬁects and Cnc'ca“ty ana[ys,s ......................................................................................
. FU ........................................... F|reﬁght|ng Umt .................................................................................................................................
. FYR Macedo ma .................... Former Yugos [av Rep u b [ ,C Ma Cedoma .................................................................................................
GDP ........................................ Gross Domestlc Pmduct .....................................................................................................................
GPN ........................................ PJSCGaZpromNeft ............................................................................................................................
. GTA ........................................ Geo[og,ca [ _teChn , Cal ac t|v m es ...........................................................................................................
. GW h ....................................... G,gawatt hours ...................................................................................................................................

HAZID Hazard Identification Study
HA zo P ................................... Hazard Operat|ona[ Ana[ys|5 ...............................................................................................................
. H.pAc-r .................................. nghpressure AC|dGaS CaptureTeChnOlogy ......................................................................................
HQ .......................................... nghly_qua“ﬁedworker .......................................................................................................................
HR .......................................... HumanResources ..............................................................................................................................
Hs .......................................... nghSChOOI ........................................................................................................................................
HSE ........................................ Health’safewandthe Enwonment ...................................................................................................
HVGO ..................................... Heavy Vacuu m gas o,| .........................................................................................................................
|A|: ......................................... |ntemat,0na[ Accountmgstandard .....................................................................................................
|c ............................................ |nvestmentC0mmlttee .......................................................................................................................
|M|: ......................................... |ntemat,ona[ Mo netary Fund ...............................................................................................................
|Ms ......................................... |ntegratedMana gementsystem .........................................................................................................
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e Statement of Individuals Responsible for the Preparation
of Financial Statements

Abbreviation Meaning
IPPC Integrated Pollution Prevention and Control

NALED National Alliance for Local Economic Development
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Abbreviation

e Financial Statements

Meaning

National Agency of Mineral Resources
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e Statement of Individuals Responsible for the Preparation
of Financial Statements

Abbreviation Meaning

RCLT/TTLT Rail car loading terminal, tank truck loading terminal

Shareholders’ Assembly Board for the Supervision of Operations and Reporting to the Company’s

SAB Shareholders
SARU ..................................... SpentAdeegenerann Umt ............................................................................................................
SEVESO ................................. HSE_ relatelerectlve .........................................................................................................................
. SM SB ..................................... Safe . Mmd Safe BOdy ..........................................................................................................................
302 ......................................... Su[phurD|OX|de ..................................................................................................................................
. 30 Rs ..................................... Stat|st|c a [ Ofﬁce of the Repub[, c Of Se rb,a .........................................................................................
. SQ .......................................... Sem,_qua [|ﬁed Worker ........................................................................................................................
. s r| ......................................... lelted ||a b|||ty CO m p any (m R 0 m a ma) ...............................................................................................
. SR U ........................................ Su [phurReCOV ery Umt ........................................................................................................................
Ss .......................................... SecondarySChoo[ ..............................................................................................................................
. STC ........................................ Smentlﬁc andTECh n Ologlcal . Ce ntre ....................................................................................................
STEM ..................................... SClence,TeChnOlogyy Engmeermg andMathemat,cs ...........................................................................
. SUV ........................................ Sp Ort Utmty Ve h|cle ’ OrSUburban u t|[| ty Vehlc [e ...................................................................................
THS ........................................ TeCh n , Ca[ Semc es .............................................................................................................................
. t o e ....................................... Tonnes . Of o ,| eqm Valent .....................................................................................................................
. TWh ....................................... Terawatt ho u r - umtof electm,ty .......................................................................................................
. UB .......................................... Un | Vermy 0 f Be[g r a d e ........................................................................................................................
UNS ........................................ Un | Vers|ty 0 f No\,, S ad ........................................................................................................................
UPS ........................................ Upstream ...........................................................................................................................................
UQ .......................................... Un qua“ﬁEd Worker ..............................................................................................................................
USA ........................................ Un | te d States o f A merlca ...................................................................................................................
UQ .......................................... Un qua“ﬁed Worker ..............................................................................................................................
Us .......................................... Umtedstates .....................................................................................................................................
USD ........................................ USdO“ar ............................................................................................................................................
. US D/bbl ................................ US . do | | ars per ba,—re[ ...........................................................................................................................
VAT ........................................ Va[ue Add e dTaX .................................................................................................................................
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4.03

Contact Details

NIS j.s.c. Novi Sad Investor Relations Services

e-mail: office@nis.eu e-mail: Investor.Relations@nis.eu

Narodnog fronta 12 Narodnog fronta 12
21000 Novi Sad 21000 Novi Sad. Serbia

(+381) 21 481 1111
Sector for Relations

Milentija Popoviéa 1
Ja rop with Minority Shareholders

11000 Belgrade

(+381) 11 311 3311
e-mail: servis.akcionara@nis.eu

Narodnog fronta 12

21000 Novi Sad. Serbia
Info Service: (+381 11) 22 000 55
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