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RESPONSIBILITY FOR THE FINANCIAL STATEMENTS

The Management is responsible for ensuring that financial statements of JP Autoceste Federacije BiH d.o.0.,
Mostar (hereinafter the “Company”) are prepared for each financial year in accordance with the Law on Roads of
FBiH and International Financial Reporting Standards (IFRS) as published by the International Accounting
Standards Board (IASB) which give a true and fair view of the state of affairs and results of the Company for the
year ended on 31 December 2017.

After making enquiries, the Management has a reasonable expectation that the Company has adequate resources
to continue in operational existence for the foreseeable future. For this reason, the Management continues to
adopt the going concern basis in preparing the financial statements.

In preparing those financial statements, the responsibilities of the Management include ensuring that:

* suitable accounting policies are selected and then applied consistently;

* judgments and estimates are reasonable and prudent;

* applicable accounting standards are followed, subject to any material departures disclosed and explained
in the financial statements; and

¢ the financial statements are prepared on the going concern basis unless it is inappropriate to presume
that the Company will continue in business.

Management is responsible for keeping proper accounting records, which disclose with reasonable accuracy at
any time, the financial position of the Company. Management must also ensure that the financial statements
comply with the Law on Roads of the FBiH and Low on Accounting and Auditing of the FBiH. Management is also
responsible for safeguarding the assets of the Company, and hence, for taking reasonable steps for the prevention
and detection of fraud and other irregularities.

Signed on behalf ofManagement
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Grbavicka 4

71000 Sarajevo

Bosna i Hercegovina

T: +387 (0) 33 552 150
F: +387 (0) 33 652 152

info@bakertillyreopinion.ba
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To the Owner of JP Autoceste Federacije BiH d.o.o., Mostar:

Report on the audit of financial statements
Opinion

We have audited the financial statements of Javno preduzece Autoceste Federacije BiH (hereinafter: ,Company"),
set on pages 5 to 30, which comprise of the statement of financial position as at 31 December 2017, statement
of comprehensive income, statement of cash flows and statement of changes in equity for the year then ended,
and a summary of significant accounting policies and other explanatory notes.

In our opinion, the financial statements present fairly, in all material respects, the financial position of the Company
as at 31 December 2017 and of its financial performance and its cash flows for the period then ended in
accordance with International Financial Reporting Standards.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our responsibilities under
those standards are further described in the Auditor's Responsibilities for the Audit of the Financial Statements
section of our report. We are independent of the Company in accordance with the International Ethics Standards
Board for Accountants Code of Ethics for Professional Accountants (IESBA Code) together with the ethical
requirements that are relevant to ethical responsibilities in accordance with these requirements and the IESBA
Code. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
opinion.

Emphasis of matter

Without modifying our opinion, we draw attention to Note 31 to the financial statements in which it is described
that during July 2016 the Company received the Decision from Tax Authority of the FB&H number 13/09-3-15-11-
1309/16 for additional identified liabilities identified by previously submitted Report of the performed control
number 13/09-3-15-10-1309/16 dated 17 June 2016. Additional liabilities are related to income tax liabilities for
the period 2011-2015, corporate income tax from self-employment and employment activities and penalty interest.
On the above mentioned decision, as at 3 August 2016, Company made a complaint number 01-2254-6/16 by
which the Company denies all the additional identified liabilities, arguing that the Tax Authority in determining the
additional liabilities did not take, except the Law on income tax, relevant articles of the Law on Roads of the FBiH,
which define the activity for managing of the public road, the way of financing, and the fact that in non-commercial
company, the difference between public income and public expenses is a financial result that is non-taxable. As
at 24 August 2016 the Company sent to the Tax Authority a supplement to the complaint based on the statement
of acting Director of the Tax Authority dated 22 August 2016 number 13/04-49-1-1829/16. In the above-mentioned
statement, acting Director has expressed the opinion that the inspectors during the control did not comply with all
applicable laws, i.e. they should not make a calculation and order the payment of profit tax in the amount of BAM
33,394 thousand and penalty interest in the amount of BAM 11,865 thousand. However, we note that on 29 June
2016 the Company received an opinion from the Minister of the Federal Ministry of Finance confirming the earlier
allegation of the Tax Administration that the Company is still a tax payer. On 22 August 2017, the Company
received a Supplementary Decision No. 13/09-3-15-11-1309-1/16, which defines that the taxpayer (the Company)
is obliged to calculate the statutory default interest rates for the given delays from 30 April 2016 until the date of
the settlement of the obligation, and the Company's objection to the original Record will be dismissed as
unfounded. During October 2017, the Company filed a complaint for the supplementary Decision and did not
receive a response until the date of the audit.

We also note that the Income tax reports for the years 2017 and 2016 are submitted without the entered tax base

and the established tax liabilities.
JIB 4200860550009 | PDV 200960550000 | Ralffeisen Bank d.d. BIH 1610000045270008
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Key Audit Matters

Key audit matters are those matters that, in our professional judgement, were of most significance in our audit of
the financial statements of the current period. These matters were addressed in the context of our audit of the
financial statements as a whole, and we do not provide a separate opinion on these matters.

Valuation of property, plant and equipment

The Company has as at 31 December 2017, as presented in Note 15, reported property, plant and equipment
carrying value of BAM 1,704,751 thousand (31 December 2016, BAM 1,597,530 thousand). Adopted accounting
policies defines that these assets are initially recognized at cost less accumulated depreciation and accumulated
impairment losses. The depreciation of an asset begins when it is available for intended use.

To test the valuation of property, plant and equipment, on the procurement sample we checked the cost of
procurement. The aim was to check whether the provisions of International Accounting Standards related to initial
measurement and recognition were met and we checked the compliance of the stated assets with the completed
list at year-end. In addition, we calculate the depreciation based on the amortization rates adopted by the
Management Board. We consider the reality of the Management's assessment of determining the useful life of
the asset. We also analyse whether the Company has assets that are not used and which have no economic
benefits. Furthermore, on a sample we perform the test of physical verification of real property, plant and
equipment, doing the above we conduct a test of existence.

According to the implemented procedures, we believe that the estimates of Management, which are the basis for
the valuation of property, plant and equipment are acceptable.

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

Management is responsible for the preparation and fair presentation of the financial statements in accordance
with IFRSs, and for such internal control as management determines is necessary to enable the preparation of
financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the Company'’s ability to continue
as a going concern, disclosing, as applicable, matters related to going concern and using the going concern basis
of accounting unless management either intends to liquidate the Company or to cease operations, or has no
realistic alternative but to do so.

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

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

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

o Identify and assess the risks of material misstatement of the financial statements, whether due to fraud
or error, design and perform audit procedures responsive to those risks, and obtain audit evidence that
is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.
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e Obtain an understanding of internal control relevant to the audit in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the Company'’s internal control.

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

e Conclude on the appropriateness of management’s use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or conditions
that may cast significant doubt on the Company’s ability to continue as a going concern. If we conclude
that a material uncertainty exists, we are required to draw attention in our auditor's report to the related
disclosures in the financial statements or, if such disclosures are inadequate, to modify our opinion. Our
conclusions are based on the audit evidence obtained up to the date of our auditor's report. However,
future events or conditions may cause the Company to cease to continue as a going concern.

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

We communicate with those charged with governance regarding, among other matters, the planned scope and
timing of the audit and significant audit findings, including any significant deficiencies in internal control that we
identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant ethical
requirements regarding independence, and to communicate with them all relationships and other matters that
may reasonably be thought to bear on our independence, and where applicable, related safeguards.

From the matters communicated with those charged with governance, we determine those matters that were of
most significance in the audit of the unconsolidated financial statements of the current period and are therefore
the key audit matters. We describe these matters in our auditor’s report unless law or regulation precludes public
disclosure about the matter or when, in extremely rare circumstances, we determine that a matter should not be
communicated in our report because the adverse consequences of doing so would reasonably be expected to
outweigh the public interest benefits of such communication.

Baker Tilly Re Opinion d.o.o.
Grbavigka &4, 71000 Sarajevo
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Nihad Fejzi¢, Director and Certified Audit



JP AUTOCESTE FEDERACIJE BIH D.0.0. MOSTAR

STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DECEMBER 2017

2017 2016
Note BAM 000 BAM 000
Income from operations
Revenue 5 132,077 108,249
Other operating income 6 189 587
Total income from operations 132,266 108,836
Operating expenses
Material and services 7 (10,176) (10,340)
Employee expenses 8 (14,444) (11,684)
Depreciation and amortization 9 (33,066) (33,105)
Other operating expenses 10 (8,980) (2,662)
Total operating expenses (66,666) (57,791)
PROFIT FROM OPERATIONS 65,600 51,045
Financial income and expenses
Financial income 11 8,253 1
Financial expenses 12 (8,460) (10,350)
PROFIT BEFORE TAX 65,393 40,696
Income tax 13 - -
PROFIT AFTER TAX 65,393 40,696
The accompanying notes form an integral part of these financial statements.
5
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JP AUTOCESTE FEDERACIJE BIH D.0.0. MOSTAR

STATEMENT OF FINANCIAL POSITION

AS OF 31 DECEMBER 2017

31/12/2017 31/12/2016
Note BAM 000 BAM 000
Non-current assets
Intangible assets 14 38,704 47773
Property, plant and equipment 15 1,704,751 1,697,530
Long-term advances paid 16 11,679 21,686
Other long-term receivables 17 20,000 25,000
Long term deferred expenses 18 ~ 296 32
Total non-current assets 1,775,430 1,692,021
Current assets
Inventories 19 284 227
Other receivables 20 12,181 4,507
Short-term deposits 21 5,000 -
Cash and cash equivalents 22 396 3,202
Total current assets 17,861 7,936
TOTAL ASSETS 1,793,291 1,699,957
Equity and reserves
State Capital 23 2 2
Retained earnings (funds) - 429,016 363,623
Other capital items (funds) - 389,870 399,308
Total equity and reserves 818,888 762,931
Non-current liabilities
Liabilities for retained retention 24 15,912 4,749
Long-term borrowings 25 815,626 785,790
Provisions 26 2,146 2,471
Total non-current liabilities 833,684 793,010
Current liabilities
Short-term borrowings 27 103,413 94,126
Trade payables 28 23,103 13,263
Other payables 29 14,203 36,627
Total current liabilities 140,719 144,016
TOTAL EQUITY AND LIABILITIES 1,793,291 1,699,957
The accompanying notes form an integral part of these financial statements.
Signed on behalf of the Company as of 24 May 2018:
Adnan Terzi¢, Director
6



JP AUTOCESTE FEDERACIJE BIH D.0.0. MOSTAR
STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2017

Share Retained Other capital

capital earnings items Total

BAM 000 BAM 000 BAM 000 BAM 000

Balance as at 31 December 2015 2 322,927 399,306 722,235

Result for the year - 40,696 - 40,696

Balance as at 31 December 2016 2 363,623 399,306 762,931
Transfers in accordance with

Government FBiH Decisions * - - (9,436) (9,436)

Result for the year - 65,393 - 65,393

Balance as at 31 December 2017 2 429,016 389,870 818,888

Other capital items relate to the capital transferred in 2011 from the account of the funds of the then Federal
Railway Construction, Management and Maintenance Department of the Federal Ministry of Transport and
Communications. The capital was not registered in the court register.

* According to the Decision of the FB&H Government No. 1241/2013 published in the FB&H Official Gazette,
the transfer of investments which JP Ceste FBiH d.o.0. Sarajevo had for producing project documentation in
the amount of BAM 321,750 was approved. Also, according to the decision of the Government of FB&H No.
16407/17, the transfer of investment to the Bijata border crossing that the Company had in the value of BAM

9,757,182 to the BiH Indirect Taxation Authority was approved.

The accompanying notes form an integral part of these financial statements.
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JP AUTOCESTE FEDERACIJE BIH D.O.0. MOSTAR
CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2017

2017 2016

BAM 000 BAM 000
Operating activities
Result for the year 65,393 40,696
Adjustment for:
Depreciation and amortization 33,066 33,105
Income from guarantees collected - (225)
Interest income (12) )
Provisions for court claims and employee benefits 1,177 479
Impairment of inventories 25 -
Impairment of intangible assets 102 -
Disposals of tangible assets 21 6
Increase in impairment of other long-term receivables 5,000 4
Cash receipts from operating activities before movement in
working capital 104,772 74,064
Decrease/(increase) in long-term advances paid 10,007 (16,333)
Increase in long-term deferred costs (264) -
(Increase)/decrease in inventories (82) 181
Increase in other receivables (7,674) (2,108)
Increase/(decrease) in liabilities for retained retentions 11,163 (15,636)
Payments for court claims and severances (1,502) (117)
Increase in trade payables 9,840 409
(Decrease)/increase in other payables (22,424) 285
Net cash from operating activities 103,836 40,745
Investing activities
Purchase of tangible and intangible assets (140,777) (53,144)
Increase in deposits (5,000) -
Collected interest 12 1
Net cash used in investing activities (145,765) (53,143)
Financial activities
Increase in borrowings 39,123 6,268
Net cash from financing activities 39,123 6,268
Net decrease in cash and cash equivalents (2,806) (6,130)
Cash and cash equivalents at the beginning of year 3,202 9,332
Cash and cash equivalents at the end of year 396 3,202

The accompanying notes form an integral part of these financial statements.
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JP AUTOCESTE FEDERACIJE BIH D.O.0. MOSTAR
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

1. GENERAL

JP Autoceste Federacije BiH d.o.0. Mostar (hereinafter the “Company”) is registered in the Municipal Court in
Mostar on 28th October 2010, in accordance with the Law on Roads of the Federation of Bosnia and
Herzegovina, by the provisions of this Law, the Company was entrusted with the management, construction,
reconstruction, maintenance and protection of motorways and high-speed roads in the Federation of Bosnia
and Herzegovina. Company is headquartered in Mostar, Adema Bucéa 20 street.

Until the date of establishment of the Company, activities on managing the network of motorways and high-
speed roads in the Federation of BiH were conducted by Federal Directorate for Building, Managing and
Maintaining Motorways. In accordance with the Decision of Federal Ministry of Transport and Communications
number 01-27-2462-1/10 from 5th January 2011, the Commission was appointed to conduct
takeover/discharge of documentation regarding employment, financial and general affairs between the Federal
Ministry of Transport and Communications and the Federal Directorate for Building, Managing and Maintaining
Motorways. The abovementioned Commission determined the actual balances of assets, liabilities and
receivables of Federal Directorate for Building, Managing and Maintaining Motorways as at 31 December
2010. At 1 January 2011, the transfer of assets and liabilities from Federal Directorate to the Company was
performed.

1.1. Operating activities

The operating activities of the Company are management, construction, reconstruction, maintenance and
protection of motorways and high-speed roads. According to article 16 of Law on Roads of Federation of BiH,
operating activities of the JP Autoceste FBiH are:

- preparation of long-term, medium-term and annual plans and programs of development,
reconstruction, renovation, construction and maintenance of roads and roads facilities, as well as
reports on implementation of these plans and programs;

- maintenance and protection activities;

- investing activities for business studies and projects, renovation, construction, reconstruction and
maintenance of roads and facilities;

- proposing financial plans and reports to improve methods of collecting funds to roads financing;

- keeping records (database) of roads, facilities, traffic signalization and equipment on roads and
cadastral of road land zone;

- assigning of works of construction, reconstruction, renovation and maintenance of roads;

- preparing and monitoring the implementation of program of measures and activities to improve traffic
safety on roads it manages;

- preparation of base for concessions assighment and providing professional and technical supervision;

- organization of toll collection system;

- collection of data and informing the public about road conditions and methods of traffic;

- taking the necessary measures to preserve and protect environment;

- organizing and providing services to users of motorways and high-speed roads;

- other activities defined in the act on establishing of Autoceste FBiH.

In accordance with the above Law, the financial funds for performing operating activities are provided from
public revenue, borrowings and donations/grants.

As at 31 December 2017, the Company had 395 employees (31 December 2016: 367 employees).

1.2, Governing bodies

As at 31 December 2017, governing bodies of the Company are:

Management
Adnan Terzi¢ Director
Jasmin Buco Executive Director for projecting and construction
Marin Jelgi¢ Executive Director for managing and maintenance
Ivica Curi¢ Executive Director for economic-financial operations
Adem Zolj Executive Director for general, personnel and legal affairs
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JP AUTOCESTE FEDERACIJE BIH D.O0.0. MOSTAR
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

1. GENERAL (CONTINUED)
1.2. Governing bodies (continued)
Supervisory Board
Dobroslav Gali¢ Chairman
Zlatan Lovri¢ Member
Bilal Tulumovié Member
Ante Vrdoljak Member
Ibrahim Badzak Member
Audit Committee
Mirzeta Hasidi¢ Chairman
Arifa Topic Member
Slobodan Vukoja Member
2, ADOPTION OF NEW AND REVISED STANDARDS
21 Standards and interpretations effective in current period

In the current year, the International Accounting Standards Board has published a larger number of
amendments to IFRS that are in effect for accounting periods beginning on 1 January 2017 or later. The annual

improvements include a large number of amendments to IFRS, which are shown as follows:

IAS 7 Statement of cash flows (disclosure initiative — applicable from 1 January 2017)

IAS 12 Income taxes (recognition of deferred tax assets for unrealised losses — applicable from 1
January 2017)

IFRS 12 Disclosure of interests in other entities (annual improvements - applicable from 1 January
2017)

2.2 Standards and Interpretations in issue not yet adopted

At the date of

authorization of these financial statements, the following Standards, amendments to existing

Standards and Interpretations were in issue but not yet effective:

IAS 12
IAS 23
IAS 28
IAS 28

IAS 40
IFRS 1

IFRS 2

IFRS 3
IFRS 4

IFRS 9
IFRS 9

IFRS 11
IFRS 12

Income taxes (annual improvements, applicable from 1 January 2019)

Borrowing costs (annual improvements, applicable from 1 January 2019)

Investments in Associates and Joint Ventures (annual improvements — applicable from 1
January 2018)

Investments in Associates and Joint Ventures (annual improvements, applicable from 1 January
2019)

Investment property (transfers of investment property, applicable from 1 January 2018)

First time adoption of International Financial Reporting Standards (annual improvements,
applicable from 1 January 2018)

Share-based Payment (classification and measurement of share-based payment transactions,
applicable from 1 January 2018)

Business Combinations (annual improvements, applicable from 1 January 2019)

Insurance contracts (applying IFRS 9 “Financial instruments” with IFRS 4, applicable from 1
January 2018)

Financial Instruments (finalised version, incorporating requirements for classification and
measurement, impairment, general hedge accounting and derecognition, applicable from 1
January 2018)

Financial Instruments (annual improvements, applicable from 1 January 2019)

Joint Arrangements (annual improvements, applicable from 1 January 2019)

Disclosure of Interest in Other Entities (annual improvement, applicable from 1 January 2019)

10



a AN N BN AN AN oW |

JP AUTOCESTE FEDERACIJE BIH D.0.0. MOSTAR
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

2, ADOPTION OF NEW AND REVISED STANDARDS (CONTINUED)
2.2 Standards and Interpretations in issue not yet adopted (continued)
IFRS 15 Revenue from contracts with customers (clarification to IFRS 15, applicable from 1 January 2018)
IFRS 16 Leases (applicable from 1 January 2019)
IFRS 17 Insurance Contracts (applicable from 1 January 2021)
IFRIC 22 Foreign currency transactions and advance consideration (applicable from 1 January
2018)
IFRIC 23 Uncertainty over Income Tax Treatments (applicable from 1 January 2019)

The Company will not adopt these standards, amendments and interpretations in advance, before the date they
enter into force. The Management anticipates that the adoption of these standards and interpretations in future
periods will not significantly affect the Company's financial statements.

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Statement of compliance

The financial statements have been prepared in accordance with International Financial Reporting Standards
('IFRS’) as published by the international Accounting Standards Board adjusted to the requirements of the Law
on Roads of the FBiH. For the purposes of this report, certain reclassifications of previous periods have been
made, in order to achieve consistent presentation of the current year.

Basis of preparation

The financial statements have been prepared on the historical cost basis. The financial statements are
presented in Convertible mark ("BAM") since that is the functional currency of the Company. The Convertible
Mark (“BAM”) is officially tied to the Euro (EUR 1 = BAM 1.95583).

31 Revenue recognition

Revenue is recognized when it is probable that the economic benefits associated with the transaction will flow
to the enterprise and that the amount of the revenue can be measured reliably. Revenue is recognised at fair
value in the Income statement as follows:

1. in the amount of public revenues arising from operating activities of the Company;

2. in the amount of income (profit) arising from other activities of the Company, and according to following
groups, types and subtypes:

o revenue from financing, including: income from regular and penalty interests, income from foreign
exchange and other income from financing;

¢ revenue from sold fixed assets that were used and were connected to the main activities of the Company;

* revenue upon changes in value of property given to manage in amount of calculated depreciation of those
assets, for which sources are secured;

e other revenue (revenue from donations, revenue from fixed assets, revenue from written off liabilities and
collected written off receivables, surplus, revenue from collected funds upon damages at property covered
with insurance, revenue from release in provision), revenue against disposed item of property as result of
IAS-36 application.

Revenue from main activities in accordance with the Law on Roads of FBiH, article 88, item a), are recorded
public revenue which serve for managing, protection, restoration, reconstruction and construction of public
roads.

Public revenue consists of:
- fees for motorways and roads from the retail price of oil and oil products (excise tax on fuel);
- specific fees for use of motorways, high speed roads and some roads and facilities with collection on
roads (tolls);
- fees for using road land or advertising signs;
- fees for sewage system rental;

- other fees under special regulations. .
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JP AUTOCESTE FEDERACIJE BIH D.0.0. MOSTAR
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

31 Revenue recognition (continued)

Revenue from payment of funds is recognised when funds are transferred at bank account of the Company.
Deferred income from issued Decisions for using a public surface is recognised as revenue from operations
at the moment of payments.

Interest revenue is recognised on time basis in the amount of calculated amounts relating to the accounting
period in which they are collected.

For received donations and property with no charge the Company recognises deferred income in accordance
with 1AS 20: , Accounting for Government Grants and Disclosure of Government Assistance”.

A gain from property sold that was used for conducting operating activities, as a form of extraordinary activities,
is measured at the net realisable value.

Other revenue is recognised under general principles of revenue recognition and some other particular types
of revenue are recognized under principles arising from contracts, decisions, legislation or other regulation.

3.2 Deferred income

Donations in cash, labour and equipment used in the construction or reconstruction of roads and for other
operating purposes are presented in the balance sheet as deferred income, which is recognized as income on
a straight-line basis during the future period as it would be used in investments or regular uses over the
estimated useful life of the donated asset.

3.3 Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, which
are assets that necessarily take a substantial period of time to get ready for their intended use or sale, are
added to the cost of those assets, until such time as the assets are substantially ready for their intended use
or sale. Investment income earned on the temporary investment of specific borrowings pending their
expenditure on qualifying assets is deducted from the borrowing costs eligible for capitalization. All other
borrowing costs are recognized in net profit or loss in the period in which they are incurred.

34 Foreign currencies

Transactions other than in BAM are initially recorded at the rates of exchange prevailing on the date of the
transactions. Monetary assets and liabilities denominated in foreign currencies are retranslated to the
functional rate of the Central Bank of Bosnia and Herzegovina prevailing on the balance sheet date. Profits
and losses arising on exchange are included in net profit or loss for the period.

3.5 Employee benefits

On behalf of its employees, the Company is paying pension and health insurance which are calculated on the
gross salary paid, as well as tax on salaries which are calculated on the net salary paid. The Company is
paying the above contributions into the Entity's Pension and Health Fund, as per the set legal rates during the
course of the year. In addition, meal allowances, transport allowances and vacation bonuses are paid in
accordance with the local legislation. These expenses are recorded in the income statement in the period in
which the salary expense is incurred. The Company has no other liability related to disbursement of retirements
or other benefits, related to prior as well as to present employees.

Retirement benefits and early retirement

The Company pays to its employee’s retirement severance benefits upon retirements in the amount
representing 3 to 6 average net salaries of the employer paid in last 6 months. The Company has no other
retirement severance payments neither early retirement bonuses plans for employees neither for Management
in Bosnhia and Herzegovina.

12
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JP AUTOCESTE FEDERACIJE BIH D.O.0. MOSTAR
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
3.6 Taxation
Income tax

The Company does not operate on commercial basis nor is it established to acquire profit, but perform its
activities based on the approved Plan and work program by FBiH. The difference between public revenue and
public expenditure represents the Company's financial results which is tax-free. Stated financial result may not
be the subject of re-distribution of a dividend or increase in capital.

Value Added Tax

Law on Value Added Tax introduced VAT obligations and regulated system of VAT payment in the territory of
Bosnia and Herzegovina started from 1 January 2006. VAT rate is 17%. In accordance with the Decision of
the Indirect Taxation Authority number 04/1-17/1-UPJR/1-2839-2/15 dated 22 April 2015, JP Autoceste FBiH
is an indirect taxation payer from 1 April 2015.

Taxes and contributions which do not depend on profit and loss

Taxes and contributions which do not depend on profit and loss represent payments under current iegislation
for financing various utility and government needs. These taxes and contributions are included within other
operating expenses.

3.7 Property, plant and equipment

Property, plant and equipment are stated at cost, decreased for accumulated depreciation and impairment
loss, if any. Cost includes the purchase price and directly attributable costs of bringing the asset to a working
condition for its intended use. Maintenance and repairs, replacements and improvements of minor importance
are expensed as incurred.

Significant improvements and replacement of assets are capitalized. The subsequent increase in acquisition
costs of fixed assets is defined in the course of making investment plan, and is executed in the following cases:
e construction of new road infrastructure made at the new route of motorways and high-speed roads
(new road);
« all renovations and rehabilitations of motorway and high-speed roads as a replacement part to provide
safety and extend useful life;
all reconstructions as a replacement part to provide safety and extend useful life;
subsequent investment in equipment (which results in extending the useful life, increase capacity, and
improve quality of performance).

The carrying amount of the replacement part of repaired and reconstructed motorways and fast roads is
disposed in charge of expenses. The amount of decrease in the carrying value of the renovated or
reconstructed part of road infrastructure for each individual investment is determined by the Department for
construction preparation and construction for every renovation and reconstruction for which replacement part
has been made. To determine the value of the replacement part to be derecognized from fixed assets, following
formula is used:

BAM/km = total value of the surface layer / Total km of motorway x km of rehabilitation.

Gains or losses on the retirement or disposal of property, plant and equipment are included in the income
statement in the period they occur.

Depreciation commences when the assets are ready for their intended use. Depreciation is charged so as to

write-off the cost or valuation of assets, other than land and properties under construction, over their estimated
useful lives, using the straight-line method, on the following annual basis:

13
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JP AUTOCESTE FEDERACIJE BIH D.0.0. MOSTAR
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
3.7 Property, plant and equipment (continued)
Estimated useful life Depreciation rate

Sub pavement layer of motorway unlimited period 0.00%
Tunnels (primary construction) unlimited period 0.00%
Surface layer of motorway 15 years 6.67%
Bearer surface layer of motorway 40 years 2.50%
Bridges (viaducts, overpasses, etc.) 66.67 years 1.50%
Tunnels (secondary construction) 40 years 2.50%
Objects for payment control (built) 35 years 2.86%
Toll booths and other prefabricated buildings 20 years 5.00%
Substations 35 years 2.86%
Equipment from 5 to 20 years from 5.00% to 20.00%
Vehicles 6.45 years 15.50 %
Books and artwork unlimited period 0.00%

3.8 Intangible assets

Intangible assets are assets that by their temporal classification meet the criteria of fixed assets and which
also meet all of the following conditions:

* jtis an asset that can be recognized (such as software or new processes);

= ifitis probable that future economic benefits associated with the item will flow to the entity, and

= the cost of the item can be measured reliably.

Intangible assets that Company has recognized are amortized over their estimated useful lives, using the
straight-line method, on the following annual bases:

Estimated useful life Amortization rate
Project documentation 5 years 20.00%
Software 5 years 20.00%

3.9 Cash and cash equivalents

Cash and cash equivalents include demand accounts and fixed deposits with an original maturity of three
months or less.

3.10 Impairment of assets

At each balance sheet date, the Company reviews the carrying amounts of its tangible and intangible assets
to determine whether there is any indication that those assets have suffered an impairment loss. If any such
indication exists, the recoverable amount of the asset is estimated in order to determine the extent of the
impairment loss (if any). Where it is not possible to estimate the recoverable amount of an individual asset, the
Company estimates the recoverable amount of the cash-generating unit to which the asset belongs.

Recoverable amount is the greater of net selling price and value in use. 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 assessments of the time value of money and the risks specific to the asset.

If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than its carrying amount,
the carrying amount of the asset (cash-generating unit) is reduced to its recoverable amount. Impairment
losses are recognized as an expense immediately, unless the relevant asset is land or buildings other than
investment property carried at a revalued amount, in which case the impairment loss is treated as a revaluation
decrease.

14
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JP AUTOCESTE FEDERACIJE BIH D.O.0O. MOSTAR
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
3.10 Impairment of assets (continued)

Where an impairment loss subsequently reverses, the carrying amount of the asset (cash-generating unit) is
increased to the revised estimate of its recoverable amount, but so that the increased carrying amount does
not exceed the carrying amount that would have been determined had no impairment loss been recognized
for the asset (cash-generating unit) in prior years. A reversal of an impairment loss is recognized as income
immediately, unless the relevant asset is carried at a revalued amount, in which case the reversal of the
impairment loss is treated as a revaluation increase.

3.11 Provisions

Provisions are recognized when the Company has a present obligation (legal or constructive) as a result of a
past event, is probable that the Company will be required to settle the obligation, and a reliable estimate can
be made of the amount of the obligation. The amount recognized as a provision is the best estimate of the
consideration required to settle the present obligation at the balance sheet date, taking into account the risks
and uncertainties surrounding the obligation. Where a provision is measured using the cash flows estimated
to settle the present obligation, its carrying amount is the present value of those cash flows.

3.12 Financial instruments

Financial assets and liabilities are recognised in balance sheet when the Company becomes a party to
contractual terms of the financial instrument.

3.13 Inventories

Inventories are stated at the lower of cost and net realizable value. Inventories are valued based on purchase
price and include the costs of bringing the inventories to a condition ready for use and present location. Small
inventory is being written off when put into use.

4, CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION
UNCERTAINTY

In the application of the Company’s accounting policies, which are described in note 3, the directors are
required to make judgments, estimates and assumptions about the carrying amounts of assets and liabilities
that are not readily apparent from other sources. The estimates and associated assumptions are based on
historical experience and other factors that are considered to be relevant. Actual results may differ from these
estimates.

The estimates and underlying assumptions are reviewed on an on-going basis. Revisions to accounting
estimates are recognized in the period in which the estimate is revised if the revision affects only that period
or in the period of the revision and future periods if the revision affects both current and future periods.

41 Key sources of estimation uncertainty

The following are the key assumptions concerning the future, and other key sources of estimation uncertainty
at the balance sheet date, that have a significant risk of causing a material adjustment to the carrying amounts
of assets and liabilities within the next financial year.

Useful lives of tangible and intangible assets
As described in the Note 3, the Company reviews the estimated useful lives of tangible and intangible assets
at the end of each annual reporting period.
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JP AUTOCESTE FEDERACIJE BIH D.O.0. MOSTAR
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2017

5. REVENUE
2017 2016
BAM 000 BAM 000
Fees from retail price of the oil and oil products (excise tax on fuel) 97,699 76,100
Fees for using motorways (toll) 33,565 31,628
Rent of public land 505 301
Revenue from the sale of ACC devices 209 203
Revenue from re-invoiced expenses and tender documentation 87 17
Revenue from donations 12 -
Total 132,077 108,249
6. OTHER OPERATING INCOME
2017 2016
BAM 000 BAM 000
Income from insurance claims 97 255
Subsequently delivered calculation of court settlement of insurance 30 43
Income from collected guarantees - 225
Collected written off receivables (Note 20) - 4
Other income 62 60
Total 189 587
7. MATERIAL AND SERVICES
2017 2016
BAM 000 BAM 000
Maintenance and security services 7,986 8,479
Energy 1,326 1,304
Tools, small inventory and spare parts 368 65
Material 280 289
Cost of sold goods (ACC tags) 216 203
Total 10,176 10,340
8. EMPLOYEE EXPENSES
2017 2016
BAM 000 BAM 000
Gross salaries 13,014 10,116
Meal allowance, transportation and holiday allowance 1,225 1,468
Travel costs 80 36
Other employee expenses 125 64
Total 14,444 11,684
16
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JP AUTOCESTE FEDERACIJE BIH D.O.0. MOSTAR
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2017

9. DEPRECIATION AND AMORTIZATION
2017 2016
BAM 000 BAM 000
Depreciation of tangible assets 32,302 32,314
Amortization of intangible assets 764 791
Total 33,066 33,105
10. OTHER OPERATING EXPENSES
2017 2016
BAM 000 BAM 000
Impairment of receivables (Notes 17 and 20) 5,000 4
Provisions (Note 26) 1,177 479
Services expenses 514 142
Rent expenses 507 518
Taxes, administrative taxes and membership fees 307 278
Bank fees 272 107
Telecommunication expenses 216 255
Cleaning services 160 185
Fees paid to members of Supervisory board and various commissions 126 110
Insurance expenses 117 113
Impairment losses on intangible assets (Note 14) 102 -
Supervision expenses after project activation 90 147
Advertising expenses 64 40
Individuals fees (service contracts etc.) 63 116
Scholarships 58 58
Marketing expenses 46 19
Entertainment expenses 37 22
Impairment of TAG devices 25 6
Losses on disposal and sale of fixed assets 21 7
Other 78 56
Total 8,980 2,662
11. FINANCIAL INCOME
2017 2016
BAM 000 BAM 000
Foreign exchange gains 8,241 -
Interest income 12 1
Total 8,253 1
17



JP AUTOCESTE FEDERACIJE BIH D.O.O0. MOSTAR
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2017

12. FINANCIAL EXPENSES
- 2017 12016
BAM 000 BAM 000
Interest expenses 8,460 9,109
Foreigh exchange losses, net - 1,241
Total 8,460 10,350
13. INCOME TAX

The provisions of the Law on Roads of FBiH define that the Company does not operate on a commercial basis,
nor is established for profit, but performs its activities under the approved plan and program by the Federation
of BiH. The difference between public revenues and public expenditures of the Company represents a financial
result that is non-taxable. The stated financial result cannot be subject to redistribution of dividends or capital
increase. The financial result is allocated to the liabilities according to the intended purpose. Such liabilities
represent a source of funds to be spent exclusively for the management, construction, reconstruction,
maintenance and protection of public roads. The Company submitted blank tax declarations for 2017 and 2016
with a Statement on the Exemption of Income Tax, referring to Article 94 of the Law on Roads of the Federation
of Bosnia and Herzegovina, which defines that the difference between public revenues and public expenditures

of a public road operator represents a financial result that is non-taxable.

14. INTANGIBLE ASSETS

Changes in intangible assets during the year of 2017 may be presented as follows:

Project
documentation

and right to use Leasehold Investments
land Software improvements in progress Total

BAM 000 BAM 000 BAM 000 BAM 000 BAM 000
Cost
Balance at 1 January 2017 19,278 3,990 12,865 32,630 68,763
Additions - - - 1,233 1,233
Transfer from/to 2,740 47 (2,787) -
Write-off based on the FB&H
Government Decision - (9,757) - (9,757)
Transfer based on the FB&H
Government Decision - E 321 321
Impairment (Note 10) - - - (102) (102)
Balance at 31 December 2017 22,018 4,037 3,108 31,295 60,458
Accumulated amortization
Balance at 1 January 2017 18,409 2,581 - - 20,990
Amortization for the year 42 722 - - 764
Balance at 31 December 2017 18,451 3.303 - - 21,754
Carrying value
Balance at 31 December 2017 3,567 734 3,108 31,295 38,704
Balance at 1 January 2017 869 1,409 12,865 32,630 47,773

Capital investments during the year of 2017 relate to acquiring the right to use other's land, procurement of
licenses, preparation of project documentation, etc.

18
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JP AUTOCESTE FEDERACIJE BIH D.0.0. MOSTAR
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2017

14. INTANGIBLE ASSETS (CONTINUED)

Changes in intangible assets during the year of 2016 may be presented as follows:

Project
documentation
and right to Leasehold Investments
use land Software improvements in progress Total
BAM 000 BAM 000 BAM 000 BAM 000 BAM 000
Cost
Balance at 1 January 2016 19,182 3,986 12,865 31,154 67,187
Additions - - - 1,576 1,576
Transfer from/to 96 4 - (100) -
Balance at 31 December 2016 19,278 3,990 12,865 32,630 68,763
Accumulated amortization
Balance at 1 January 2016 18,409 1,790 B - 20,199
Amortization for the year - 791 - - 791
Balance at 31 December 2016 18,409 2,581 - B 20,990
Carrying value
Balance at 31 December 2016 869 1,409 12,865 32,630 47,773
Balance at 1 January 2016 773 2,196 12,865 31,154 46,988

Capital investments during the year of 2016 relate to the analysis of design projects, perform of geotechnical
investigation works, preparation of investment and technical documentation, preparation of feasibility studies,
acquiring the right to use other's land, procurement of licenses etc.

15. PROPERTY, PLANT AND EQUIPMENT

Changes in tangible assets during the year of 2017 may be presented as follows:

Equipment and Investmentin

Land Buildings vehicles progress Total

BAM 000 BAM 000 BAM 000 BAM 000 BAM 000
Cost
Balance at 1 January 2017 139,695 1,335,611 104,817 122,395 1,702,518
Additions - - - 139,544 139,544
Transfer from/to 10,857 413 501 (11,771) -
Disposals - B (102) - (102)
Balance at 31 December 2017 150,552 1,336,024 105,216 250,168 1,841,960
Accumulated depreciation
Balance at 1 January 2017 - 74,743 30,245 - 104,988
Depreciation for the year - 20,488 11,814 . 32,302
Disposals - E (81) - (81)
Balance at 31 December 2017 - 95,231 41,978 - 137,209
Carrying value
Balance at 31 December 2017 150,552 1,240,793 63,238 250,168 1,704,751
Balance at 1 January 2017 139,695 1,260,868 74,572 122,395 1,597,530
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JP AUTOCESTE FEDERACIJE BIH D.O.O. MOSTAR

NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2017

15. PROPERTY, PLANT AND EQUIPMENT (CONTINUED)

Investments were made on the following sections of the motorway:

2017
Section BAM 000
Zenica Sjever - Drivusa 84,972
Svilaj - Odzak 43,625
Pocitelj - Bijaca 4,334
Donja Gradanica - Nemila 3,255
Josanica — Vlakovo (Sarajevo bypass) 1,652
Targin - Konjic 454
Vlakovo - Taréin 159
Kakanj - JoSanica 65
Other investments (buildings, equipment, land etc.) 1,128
Total 139,544
Changes in tangible assets during the year of 2016 may be presented as follows:
Equipment and Investmentin
Land Buildings vehicles progress Total
BAM 000 BAM 000 BAM 000 BAM 000 BAM 000
Cost
Balance at 1 January 2016 123,047 1,335,599 104,186 88,132 1,650,964
Additions - - - 51,568 51,568
Transfer from/to 16,648 12 645 (17,305) B
Disposals (14) - (14)
Balance at 31 December 2016 139,695 1,335,611 104,817 122,395 1,702,518
Accumulated depreciation
Balance at 1 January 2016 . 54,256 18,426 - 72,682
Depreciation for the year - 20,487 11,827 = 32,314
Disposals - . (8) - (8)
Balance at 31 December 2016 - 74,743 30,245 - 104,988
Carrving value
Balance at 31 December 2016 139,695 1,260,868 74,572 122,395 1,597,530
Balance at 1 January 2016 123,047 1,281,343 85,760 88,132 1,578,282
20



JP AUTOCESTE FEDERACIJE BIH D.0.0. MOSTAR
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

15. PROPERTY, PLANT AND EQUIPMENT (CONTINUED)

Investments were made on the following sections of the motorway:

2016
Section ___BAM 000
Zenica Sjever - Drivusa 45112
Poditelj - Bijaca 2,519
Taréin-Konjic 1,773
Josanica — Vlakovo (Sarajevo bypass) 733
Vlakovo - Taréin 574
Svilaj - Odzak 145
Kakanj - Jo8anica 46
Other investments (buildings, equipment, land etc.) 666
Total 51,568
16. LONG-TERM ADVANCES PAID
31/12/2017 31/12/2016
- BAM 000 BAM 000
Euroasfalt d.o.0. Sarajevo 8,493 17,358
Strabag AG, Austria 2,153 -
Hering d.d. Siroki Brijeg 388 3177
JP Elektroprivreda BiH d.d. Sarajevo 329 334
EGIS International France 263 817
MRM export import d.o.o. Ljubuski 53 -
Total 11,679 21,686
17. OTHER LONG-TERM RECEIVABLES
31/12/12017 31/12/2016
BAM 000 BAM 000
JP Ceste FBiH d.o.o0. Sarajevo 25,000 25,000
Impairment of other long-term receivables (5,000) -
Total 20,000 25,000
Changes in impairment of other long-term receivables may be presented as follows:
2017 2016
BAM 000 BAM 000
Balance at 1 January - -
Increase in impairment (Note 10) 5,000 -
Balance at 31 December 5,000 -

Illllllll.ll.........'

Receivables from JP Ceste FBiH in amount of BAM 20 million were recognised in accordance with the Decision
of Government of FBiH number 45/10 from 25 January 2010 and refer to purchase of land for the construction
of motorway and facilities along the route Vc, at section Sarajevo Bypass. During the year of 2013, receivables
for short term loans from JP Ceste FBiH in amount of BAM 5 million were reclassified to accounts of long-term
loan receivables, considering that Management believes that these receivables will not be collected within next
12 months. During 2017, the Company recorded impairment of receivables in the amount of BAM 5 million.
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JP AUTOCESTE FEDERACIJE BIH D.O.O. MOSTAR
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2017

18. LONG-TERM DEFERRED EXPENSES
N 31/12/2017 31/12/2016
BAM 000 BAM 000
Deferred rent expenses 291 -
Deferred property insurance expenses 5 32
Total 296 32
19. INVENTORIES
31/12/2017 31/12/2016
BAM 000 BAM 000
FEDA cards 108 23
Raw materials 88 83
Spare parts and small inventory 88 121
Total 284 227
20. OTHER RECEIVABLES
31/12/2017 31/12/2016
BAM 000 BAM 000
Receivables for value added tax, net 11,386 4,132
Advances paid 411 302
Receivables from trade payables based on credit note 296 -
Receivables for card transactions 55 42
Prepaid expenses 26 20
Interest receivables on term deposits 3 -
Trade receivables 2 4
Other 2 7
Bad and doubtful other receivables 4 4
Impairment for bad and doubtful other receivables (4) (4)
Total 12,181 4,507
Changes in impairment of bad and doubtful other receivables may be presented as follows:
2017 2016
BAM 000 BAM 000
Balance at 1 January 4 4
Increase in impairment (Note 10) - 4
Collected written-off receivables (Note 6) - (4)
Balance at 31 December 4 4
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JP AUTOCESTE FEDERACIJE BIH D.O.O. MOSTAR
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

21. SHORT-TERM DEPOSITS
- Maturity Interest 3111212017 31/12/2016
date rate BAM 000 BAM 000
Bosna Bank International d.d.
Sarajevo 8/9/2018 0.95% 3,000 -
Bosna Bank International d.d.
Sarajevo 8/6/2018 0.60% 2,000 -
Total 5,000 -
22, CASH AND CASH EQUIVALENTS
3112/2017 31/12/2016
BAM 000 BAM 000
Cash on hand 273 188
Current bank accounts 110 3,007
Foreign currency bank accounts 13 7
Total 396 3,202
23. STATE CAPITAL

The ownership structure on 31 December 2017 and 2016 may be presented as follows:

% 3111212017 % 31/112/2016

ownership BAM 000 ownership BAM 000

The Federation of B&H 100.00 2 100.00 2
Total 100.00 2 100.00 2

The capital of the Company is registered at Municipal Court in Mostar by Decision on registration number Tt-
0O-852/10 dated 28 October 2010. The last Decision on registration at Municipal Court in Mostar number Tt-O-
445/17 dated 13 June 2017, referred to the entry of the former acting members of the Management Board as
members of the Management Board of the Company.

24, LIABILITIES FOR RETAINED RETENTION

31/12/2017 31/12/2016

BAM 000 BAM 000

Euroasfalt d.o.0. Sarajevo 9,103 2,188
Strabag AG, Austria 4,435 -
Hering d.d. Siroki Brijeg 2,362 2,549
Divel d.o.o. Sarajevo 11 -
Erax invest d.0.0. Banoviéi 1 1
HP Investing d.0.o0. Mostar - 6
Winner Project d.o.0. Sarajevo = 5
Total 15,912 4,749

According to the agreed terms with the contractors, the retentions are calculated in a percentage of 5 to 10%
to the situations value, for the period of 3 years. 50% from the retention value is paid to the contractor upon
work completion and the remaining 50% is paid within the agreed period.
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JP AUTOCESTE FEDERACIJE BIH D.O.0. MOSTAR
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

25. LONG-TERM BORROWINGS
a o Interest rate Maturity 31/12/2017 31/12/2016
~ - % date BAM 000 BAM 000
European Investment Bank (EIB) 0.43-1.35 10/1/2039 467,694 470,753
European Bank for Reconstruction and 6mEuribor +
Development (EBRD) 1.00 24/5/2024 245,470 283,234
OFID-OPEC Fund for International
Development 3.00 15/3/2034 66,210 29,857
Razvojna banka FBiH Sarajevo 3.50-4.00 17/3/2025 55,195 23,077
Kuwait Fund for Arab Economic
Development 2.50 1/9/2039 36,578 24,860
Subtotal: 871,147 831,781
Decreased for current portion of long term
borrowings (Note 27); (55,521) (45,991)
Total - 815,626 785,790
The borrowings are repayable as follows:
On demand or within one year 55,521 45,991
In the second year 61,689 49,902
From the third to fifth year inclusive 228,970 194,983
Over five years 524,967 540,905

Loan Agreement granted by European Bark for Reconstruction and Development (EBRD) refer to liability in
accordance with subsidiary loan agreement signed with the Federation of BiH dated 22 December 2011 and
based on loan agreement which was signed by Bosnia and Herzegovina and European Bank for
Reconstruction and Development (EBRD) dated 28 October 2008 in amount of € 180 million. According to the
agreed conditions, loan is approved for purpose of financing the project corridor Vc (four projects: 1. Section
Kakanj - Drivu$a, 2. Section Vlakovo - Targin, 3. Pocitelj - southern border and Odzak- northern border, 4.
consulting services). Repayments are conducted through 24 equal semi-annual instalments with grace period
of five years. Agreement provided that Company will pay 0.5% of Commitment for non-withdrawn amount on
annual basis. Assets could be used until 31 December 2014.

Loan Agreement granted by European Investment Bank (EIB) refer to liability in accordance with subsidiary
loan agreement signed with the Federation of BiH dated 22 December 2011 and based on loan agreement
which was signed by Bosnia and Herzegovina and European Investment Bank (EIB) dated 18 December 2008
in amount of € 75 million. According to the agreed conditions, loan is approved for purpose of financing the
project corridor Ve (construction of section Drivu$a — Kakanj). Period of repayment is defined by at least 6
years from the first tranche of payments, and pay of final instalment will be no earlier than 4 years and no later
than 25 years from the date of payment of last tranche.

As of 22 August 2012, the Government of Bosnia and Herzegovina signed the finance contract with European
Investment Bank, according to which funds in amount of € 166 million were approved for the purposes of
construction of 31 km of matorway on Corridor Vc. The project is divided into two main sections as follows:
section length of 20.35 km from Vlakovo to Tardin and section length of 10.76 km on northern border with
Croatia, from Svilaj to OdZak. At the beginning of April 2013, subsidiary loan agreement was signed between
JP Autoceste FBiH and Ministry of Finance of FBiH. Period of repayment is defined in 25 years with grace
period of 4 years. Funds were available to be withdrawn until 5 December 2015; however, the funds were
completely withdrawn during 2014.

As of 24 November 2009, the Ministry of Finance and Treasury BiH signed a loan agreement with the Kuwait
Fund for Arab Economic Development, according to which funds in the amount of KWD 10,500 thousand were
approved. The funds were approved for the purpose of construction of the section Kakanj - Donja Graganica,
subsection Klop&e - Drivuga in the length of 24 km. Period of repayment is defined as 25 years including 5
years of the grace period. Funds are available until 31 July 2018.
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NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

25, LONG-TERM BORROWINGS (CONTINUED)

During 2014 and 2017, the Company has signed two long-term loan agreements with Razvojna banka FBiH
in the amount of BAM 68,000 thousand. The funds were approved for the purpose of financing the part of the
second phase of construction of the corridor V¢, section Viakovo - Taréin, subsection Viakovo — Lepenica, and
for settlement of liabilities arising from retentions from 2016. Loans are approved on the periods from 84 to 96

months including the grace periods of 6 months.

As of 3 September 2014, the Loan Agreement between Bosnia and Herzegovina and the OPEC Fund for
International Development (OFID) for the financing of the construction of the corridor Ve (the construction of
the subsection Klopce - Donja Gradanica, component A) was signed in the amount of USD 48 million with a
grace period of 5 years and an interest rate of 3%. As of 31 December 2017, funds have not been fully

withdrawn and will be returned in semi-annual instalments.

26. PROVISIONS
311212017 31/12/2016
BAM 000 BAM 000
Provisions for pending litigations 1,444 1,869
Employee benefits in accordance with IAS 19 702 602
Total: 2,146 2,471
Changes in provisions may be presented as follows:
Employee Pending
all amounts are in thousands BAM benefits litiqations Total
Balance at 1 January 2016 418 1,691 2,109
Increase in provisions (Note 10) 190 289 479
Decrease in provisions based on payments (6) (111) (117)
Balance at 31 December 2016 602 1,869 2,471
Increase in provisions (Note 10) 107 1,070 1,177
Decrease in provisions based on payments (7) (1,495) (1,502)
Balance at 31 December 2017 702 1.444 2,146
27. SHORT-TERM BORROWINGS
31/12/2017 31/12/2016
BAM 000 BAM 000
Intesa SanPaolo banka d.d. Sarajevo, maturity date 27/4/2018,
interest rate 2.00% 30,000 30,000
Raiffeisen bank BiH d.d. Sarajevo, maturity date 3/3/2018, interest rate
2.15% 10,000 10,000
UniCredit Banka d.d. Mostar, maturity date 11/2/2018, interest rate
1.70% 6,000 6,000
Union banka d.d. Sarajevo, maturity date 19/12/2018, interest rate
2.60% 1,892 2,135
Current portion of long-term borrowings (Note 25) 55521 45,991
Total 103,413 94,126

Liabilities for short-term borrowings were approved for periods up to 12 months for financing of working capital.
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28. TRADE PAYABLES
- 31/12/2017 31/12/2016
BAM 000 BAM 000
Domestic trade payables 17,561 12,640
Foreign trade payables 5,542 623
Total - - 23,103 13,263
29, OTHER PAYABLES
31/12/2017 31/12/2016
BAM 000 BAM 000
Provisions for short-term retention * 4,608 27,599
Deferred income due grants EIB ** 3,889 3,889
Interest liabilities 2,572 2,298
Deferred income due to sale through ACC devices 1,533 1,272
Liabilities towards employees 715 607
Taxes and contributions 463 379
Accrued expenses of period *** 315 458
Other 108 125
Total 14,203 36,627
* Short-term retentions can be shown as follows:
31/12/2017 31M12/2016
BAM 000 BAM 000
Hering d.d. Siroki brijeg 2,362 -
Strabag AG Austria 1,892 4,605
BS Telekom Solutions d.o.0. Sarajevo 98 -
GP Bosnaputevi d.d. Sarajevo 61 -
Ipsa Institut d.o.0. Sarajevo 52 -
Divel d.o.0. Sarajevo 26 -
Sarajevoputevi d.d. Sarajevo 21 -
Gradevinar Fajic d.o.0. Mostar 13 -
Cengiz Insaat Sanayi ve Ticaret Anonim Sikreti - 16,851
OHL ZS a.s. Brno - 5,893
Other 83 250
Total 4,608 27,599

1

** Deferred income is related to the agreement of financing between European Investment Bank and JP
Autoceste FBiH d.o.o. for consultancy services according to advisory assistance in the implementation of
infrastructure projects on the corridor Vc (subsection Pogitelj - Zvirovi¢i) in the maximum amount of EUR 2
million.

*** Accrued liabilities are mostly related to invoices for completed construction works (temporary situations)
which were received in January 2018 and the accrued expenses of the period.
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30. COMMITMENTS

As defined in Note 25, loans in total amount of BAM 1,086,670 thousand were granted to the Company, of
which BAM 1,043,088 thousand is withdrawn as at 31 December 2017.

31. POTENTIAL LIABILITIES

According to the Management, as at 31 December 2017 there have been court claims against the Company
in total amount of BAM 20,097 thousand (2016: BAM 23,159 thousand). The Company made provisions based
on court claims for reimbursements in amount of BAM 1,444 thousand (2016: BAM 1,869 thousand). Also,
according to the Management, as of 31 December 2017, the Company had active bank guarantees in the
amount of BAM 173,061 thousand.

In July 2016, the Company received the Decision humber 13/09-3-15-11-1309/16 by the Tax Authority of the
FBiH regarding additional obligations identified by previously submitted Report of the performed control
number 13/09-3-15-10-1309/16 dated 17 June 2016. Additional liabilities are related to income tax liabilities
for the period 2011-2015, income tax from self-employment and employment activities and default interest. On
the above-mentioned decision, as of 3 August 2016, Company made a complaint number 01-2254-6/16 by
which the Company denies all the additional identified obligations, arguing that the Tax Authority in determining
the additional obligations did not take into account, except the Law on income tax, the relevant articles of the
Law on Roads of the FBiH, which define the activity of the public road governors, the way of financing, and the
fact that in non-commercial companies, the difference between public incomes and public expenditures is a
financial result that is non-taxable. As of 24 August 2016, the Company sent to the Tax Authority a supplement
to the complaint based on the statement of acting Director of the Tax Authority from 22 August 2016 number
13/04-49-1-1829/16. In the above mentioned statement, acting Director has expressed the opinion that the
inspectors during the control did not comply with all applicable laws, i.e. they should not make a calculation
and order the payment of profit tax in the amount of BAM 33,394 thousand and the default interest in the
amount of BAM 11,865 thousand. We draw attention that the Company, on the basis of the request, received
on 29 June 2016 the opinion of the Minister of the Federal Ministry of Finance, which confirms earlier
allegations of Tax Administration that the Company is still an income tax payer. On 22 August 2017, the
Company received the Supplementary Decision number 13/09-3-15-11-1309-1/16, which defines that the
taxpayer (the Company) is obliged to calculate the statutory default interest rates for the days of delay from 30
April 2016 until the day the payment is made and the Company's complaint to the original Record is dismissed
as unfounded. During October 2017, the Company filed a complaint for a Supplementary Decision. We note
that the income tax reports for 2017 and 2016 are submitted without the tax base and established tax liabilities.

32. RELATED PARTY TRANSACTIONS

The remuneration for members of the Management and Supervisory board during the year was as follows:

2017 2016

BAM 000 BAM 000

Gross salaries of members of Management 463 444
Fees for the members of Supervisory board 77 106
Other fees of members of Management 9 13
Total: 549 563

33. POST BALANCE-SHEET DATE EVENTS

According to the Management, there are no subsequent events that could have a significant impact on the
financial statements between the end of the year and the date of issue of this report.
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34. FINANCIAL INSTRUMENTS

Gearing (solvency) ratio

The Management reviews the capital structure on a monthly basis. As part of this review, the Management
considers the cost of capital and the risks associated with each class of capital. The gearing ratio at the yearend
was as follows:

31/12/2017 31/12/2016

BAM 000 BAM 000
Debt (i) 919,039 879,916
Cash and cash equivalents (396) (3,202)
Net debt 918,643 876,714
Equity and other sources of assets (ii) 818,888 762,931
Net debt ratio 1.12 1.15

(i) Debt is defined as long-term and short-term borrowings, as detailed in Notes 25 and 27.
(i) Equity includes total capital and other sources of assets of the Company.

Foreign currency risk management

The Company undertakes certain transactions denominated in foreign currencies. Hence, exposures to
exchange rate fluctuations arise. Exchange rate exposures are managed within approved policy parameters
utilizing forward foreign exchange contracts. The carrying amount of the Company's financial liabilities
denominated in foreign currency at the reporting date is as follows:

Liabilities
31/12/2017
BAM 000
usD 66,210
KWD 36,578

Foreign currency sensitivity analysis

The Company is exposed to currency risk in case of a change in Kuwait Dinar (KWD), and the US dollar (USD).
Below is presented an analysis of the effects of changes in the BAM exchange rate in the amount due to
increase or decrease the BAM value by 10% compared to USD. In Management's opinion, the sensitivity
analysis for EUR is unrepresentative of the inherent foreign exchange risk since in accordance with the Law
on Central Bank of Bosnia and Herzegovina the Convertible Mark (“"BAM”) is officially tied to the Euro. Change
in the exchange rate would require the amendments of the law and approval by Parliamentary Assembly of
Bosnia and Herzegovina.

10% is the rate used by Management for internal reporting of foreign currency risk and represents
management's estimate of reasonable changes in foreign exchange rates. The analysis is done only for
liabilities denominated in foreign currency and represents the adjustment of their value at the end of the period
for the 10% rate change. The effect on 31 December 2017 would be positive/(negative) in the amount of BAM
10,279 thousand.

Interest rate risk management

The Company is exposed to interest rate risk as entities in the Company borrow funds at floating interest rates.
The Company’'s exposures to interest rates on financial assets and financial liabilities are detailed in the
Liquidity risk management.
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34. FINANCIAL INSTRUMENTS (CONTINUED)
Interest rate risk management (continued)

Interest rate sensitivity analysis

The sensitivity analysis has been determined for financial instruments that the Company is exposed to interest
rate risk on the balance sheet date. For floating rate liabilities, the analysis is prepared assuming the amount
of liability outstanding at the balance sheet date was outstanding for the whole year. A 50 basis point increase
or decrease (0.5%) is used when reporting interest rate risk internally to Management and represents
management’s assessment of the reasonably possible change in interest rates.

If interest rates had been 50 basis points (0.5%) higher/lower and all other variables were held constant, the
Company's:

o profit for the year ended 31 December 2017 would decrease/increase by BAM 3,566 thousand (2016:
BAM 3,770 thousand), based on interest rate risk exposure. This is mainly attributable to the
Company’s exposure to interest rates on its variable rate borrowings.

Sensitivity of the Company of interest rate risk has increased during the current period because of increase of
variable debtor instruments.

Credit risk management

Credit risk refers to the risk that counterparty will default on its contractual obligations resulting in financial loss
to the Company. The Company has adopted a policy of only dealing with creditworthy counterparties and
obtaining sufficient collateral, where appropriate, as a means of mitigating the risk of financial loss from
defaults.

Liquidity risk management

Ultimate responsibility for liquidity risk management rests with the Management of the Company, which has
built an appropriate liquidity risk management framework for the management of the Company’s short, medium
and long-term funding and liquidity management requirements. The Company manages liquidity risk by
maintaining adequate reserves, banking facilities and reserve borrowing facilities, by continuously monitoring
forecast and actual cash flows and matching the maturity profiles of financial assets and liabilities.

Liquidity and interest risk tables

The following table details the Company's expected maturity for its non-derivative financial assets. The tables
below have been drawn up based on the undiscounted contractual maturities of the financial assets including
interest that will be earned on those assets except where the Company anticipates that the cash flow will occur
in a different period.

Maturity for non-derivative financial assets
Weighted Less than 1-6 6-12 1-5 Over 5
average 1 month months months years years Total
interest rate BAM 000 BAM 000 BAM 000 BAMO000 BAM 000 BAM 000

31 December 2017

Non-interest bearing - 11,842 - 20,000 - - 31,842
Fixed interest rate

instruments 0.81% 3 2,016 3,005 - « 5,024
Total 11,845 2,016 23,005 - - 36,866
31 December 2016

Non-interest bearing - 12,380 - 20,000 “ u 32,380
Total 12,380 - 20,000 - - 32,380
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34, FINANCIAL INSTRUMENTS (CONTINUED)

The following tables detail the Company’s remaining contractual maturity for its non-derivative financial
liabilities. The tables have been drawn up based on the undiscounted cash flows of financial liabilities based
on the earliest date on which the Company can be required to pay.

Maturity for non-derivative financial liabilities

Weighted Less than 1-6 6-12 1-5 Over 5
average 1 month months months years years Total
interest rate BAM 000 BAM 000 BAM 000 BAM 000 BAM 000 BAM 000

31 December 2017
Non-interest bearing B 12,133 14,720 - - - 26,853
Variable interest rate
instruments 0.88% 1,127 26,740 25,732 256,180 460,711 770,490
Fixed interest rate
instruments 286 994 52,984 9,065 69,051 108,407 240,501
Total 14,254 94,444 34,797 325,231 569,118 1,037,844
31 December 2016
Non-interest bearing - 11,642 4,905 - - B 16,547
Variable interest rate
instruments 0.87% 551 21,640 22,501 241,401 527,019 813,112
Fixed interest rate
instruments 2.68% 639 43,110 11,644 32,353 56,604 144,350
Total 12,832 69,655 34,145 273,754 583,623 974,009

Fair value of financial instruments

The fair values of financial assets and financial liabilities are determined as follows:
e The fair value of financial assets and financial liabilities with standard terms and conditions and traded

on active liquid markets is determined with reference to quoted market prices;

e The fair value of other financial assets and financial liabilities is determined in accordance with
generally accepted pricing models based on discounted cash flow analysis using prices from
observable current market transactions.
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