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INFORMATION ON THE COMPANY

Name of the Company

Legal status of the Company

JSC Latvijas @ze

Joint Stock Company

Registration number, place and 000300064

date of registration

Address

Names of major shareholders

Names and positions of the
Board members

Names and positions of the
Council members

Financial year

Riga, March 25, 1991

Reregistered in Commercial Register
December 20, 2004 with common registration
No 40003000642

Vagonu street 20
Riga, LV — 1009
Latvia

E.ON Ruhrgas International AG (47.2%)
JSC Gazprom (34.0%)
LLC Itera Latvija (16.0%)

Adrians Davis — Chairman of the Board

Aleksandrs MihejevsAnekcanap Muxees) — Member of the Board,
Deputy Chairman of the Board

Jorg Tumat — Member of the Board, Deputy Chairnmfath@® Board
Anda Ulpe — Member of the Board

Gints Freibergs — Member of the Board

After July 2, 2010

Kiril Seleznov Kupunn Cenesnes) — Chairman of the Council
Juris Savickis — Deputy Chairman of the Council

Joachim Hockertz — Member of the Council

Peter Frankenberg — Deputy Chairman of the Council
Mario Nullmeier — Member of the Council

Uwe Fip — Member of the Council

Heinz Watzka — Member of the Council

Jelena KarpelHnena Kaprens) — Member of the Council
Igor Nazarov Kirops Hazapos) — Member of the Council
Vlada RusakovaRnana Pycakosa) — Member of the Council
Aleksandr Krasnenkov (Anexcanap Kpacnenkos) - Member of the
Council

Until July 2, 2010

Kiril Seleznov Kupumr Cenesnes) — Chairman of the Council
Juris Savickis — Deputy Chairman of the Council

Achim Saul — Deputy Chairman of the Council

Joachim Hockertz — Member of the Council

Uwe Fip — Member of the Council

Heinz Watzka — Member of the Council

Mario Nullmeier — Mmeber of the Council

Jelena KarpelHnena Kapnens) — Member of the Council
Igor Nazarov Kirops Hazapos) — Member of the Council
Vlada RusakovaRnana Pycakosa) — Member of the Council
Aleksandr Krasnenkow(iekcanap Kpacuenkos) — Member of the
Council

1 January - 31 December 2010
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Name and address of the auditc PricewaterhouseCoopers SIA

and responsible certified auditorAudit company licence No. 5
Kr. Valdemara Street 19

Riga, LV-1010
Latvia

Responsible certified auditor:
Olga Bobrova

Certified auditor

Certificate No. 170
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Report of the Board of Directors

1. Operation of the Company in the reporting year

The Joint Stock Company “Latvijasa@” (hereinafter — the Company) is an energy suppiypany engaged in
natural gas transmission, storage, distribution sadd. In 1997, the Energy Supply Regulation Cduwfcthe
Republic of Latvia issued to the Company excludizences for the provision of regulated public sees till
February 10, 2017. On January 31, 2007, the Pudillty Commission (hereinafter — the PUC) issuedttie
Company a licence for natural gas sale till Febrdd, 2012. Under the Energy Law, the Companynstaral
gas supply system operator, which ensures uniqtirdluand safe natural gas supply to customers ivid,a
avoiding overloads of system capacity.

Over the reporting year, the users were suppli@@716 million ni of natural gas. In comparison to 2009,
natural gas sales inngrew by 19.7%. The rapid increase of natural gdasssstemmed more from emergency
situations than long-term changes in the users’at@in The rise of natural gas consumption was mainly
facilitated by the record-low air temperature ie first quarter of 2010 and the use of naturalfgaglectricity
generation in the summer of 2010 when due to regaimpower transmission lines in the territory aisRia
electricity supplies to the Baltic region were mtgpted.

Already in 2009, the natural gas purchase priceésose_atvia reached the level of the natural geerkat of
European countries, so in 2010 they were only érfbed by changes in oil product quotations at theks
exchange, currency rates and gas supply flows.

In 2010, natural gas was sold to customers fonttaral gas sale end-user tariffs set in the résoliNo. 247
“On natural gas supply tariffs of the Joint Stoc&n@pany “Latvijas Gze™ of the PUC dated July 24, 2008.
Under the resolution No. 258 “On the procedurepgfligation of resolution No. 247" of the PUC datishe 2,
2010, these tariffs are exclusive of excise tax.

The applied differential natural gas sale end-taeffs consist of two parts: fixed regulated seeviariffs and
the natural gas sale price, which changes witleg st 5 LVL/thousand nfrdepending on the actual natural gas
purchase costs. For users with the annual natasatgnsumption over 25 thousand®nthe applicable natural
gas sale end-user tariff changes monthly, wher@assfers with the annual natural gas consumptiotoupb
thousand nrh— once in six months, i. e., on January 1 and July

During 2010, the natural gas sale end-user tafigfifratural gas users with the annual consumptipriou25
thousand nrhalso changed on September 1, 2010 because imddbAugust 2010 natural gas used as fuel was
subjected to the excise tax of 15.6 LVL/thousand (28.2 EUR/thousand ritn

In 2010, the Company sold natural gas and provseuices to customers for LVL 353.4 million (EUR258
million), which is by 7.2 % more than in the resipee period of 2009; the expenditures (excluding
administrative costs) were LVL 314.7 million (EURA7 million) and the gross profit — LVL 38.7 milh
(EUR 55 million). The increase of the net turnosegmmed from changes in the natural gas sales eoand
natural gas sale price, as well as the improveitieficy of use of the kukalns Underground Gas Storage
Facility (hereinafter — the tukalns UGS).

Over the season of 2010, 2.03 billiod af natural gas were injected into théukalns UGS and 2.14 billion‘n
were withdrawn. Compared to the season of 2009yd¢heme of natural gas injected rose by 67.5%, evttiat
of natural gas withdrawn — by 35.8 %. During thparing period there was increased usage of tlekhins
UGS for the needs of other countries due to weatbeditions in the neighbouring states.

The Company completed the year 2010 with a neitpbfVL 26.47 million (EUR 37.66 million), whicls by
LVL 6.5 million more than that of 2009 — LVL 19.97illion (EUR 28.41 million). The net profitabilityf
business activity was 7.5% in 2010 and 6.1% in 2009

In 2010, the Company invested LVL 23.3 million (ELB.2 million) in the modernization of the gas sypp
system and the creation of new fixed assets. 3@ #itectotal investment was spent on the moderminati the
gas transmission pipeline system, 46 % — on theawgment of the operation safety and the moderinizaif
equipment at the tukalns UGS, and 21% — on the expansion of disiobutetworks and the renewal of fixed
assets. The total number of gas-enabled objeti® @&nd of the year reached 442.4 thousand.
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Report of the Board of Directors(continued)
1. Operation of the Company in the reporting yeacontinued)

On August 17, 2010, the Company received the résaliNo. C(2010) 5554 of the European Commissidedia
August 13, 2010 on the award of a financial grantAttion No. EEPR-2009-INTg-RF-LV-LT-12.566527/
12.566531/ SI2.566541/ SI2.566543 under the EC Rdign No. 663/2009 on gas and electricity
interconnections. With this resolution, the modeation of 15 wells at the dnkalns UGS and the construction
of a gas passage below the River Daugava andr@gijver was granted LVL 7 million (EUR 10 millian)

During the reporting period, the reconstructiorficafr wells at the ldukalns UGS was completed and equipment
was received for modernization of 11 wells in 20The total costs amount to LVL 4.3 million (EUR 6.1
million). The reconstruction of the gas drying usiitCS-1 is in progress, with LVL 4.9 million (EURmillion)
invested in the reporting year and LVL 7.6 millil|BUR 10.8 million) since the beginning of the piijeThe
object is to be commissioned in late 2011.

The elimination of defects found during the diadgimssof gas transmission pipelines continues. LVA illion
(EUR 3.4 million) have been spent on renovationga$ pipelines. The construction of an underwater ga
pipeline under the River Daugava has begun, with. 13/7 million (EUR 5.3 million) taken up during the
reporting year. The total costs of the object ater@ated at LVL 5.3 million (EUR 7.5 million).

LVL 1.4 million (EUR 2 million) were spent on th@wstruction of gas distribution pipelines in 20I0e year
2010 saw completion of the project of gas supmpitization in the city of Riga and its vicinitytasted in 2006.
Within the framework of the project, a gas pipelofed.5 km in length was renovated and a high-pnesgas
distribution pipeline of Riga bypass line in thadgh of 30.4 km was built. The total costs of thejgct reached
LVL 5.8 million (EUR 8.3 million), incl. LVL 0.9 nilion (EUR 1.3 million) in 2010. The replacement thi
gas pipeline in Liefia, at Bivibas Street, was also commenced in 2010 and is &xpéz be completed in
2011, with the total costs estimated at around I0V& million (EUR 0.7 million).
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Report of the Board of Directors(continued)

1. Operation of the Company in the reporting yearcontinued)

Company’s main ratios:

2010 2009 2008 2010 2009 2008
LVL'000 LVL'000 LVL'000 EUR'000 EUR'000 EUR'000

Revenue 353 345 329 705 351 005 502 765 469 128 4399
EBITDA 49 433 42 228 40 814 70 337 60 085 58 073
EBITDA % 13.99% 12.81% 11.63% 13.99% 12.81% 11.63%
Profit from operating
activities 28 406 21193 21502 40 418 30 155 3D 59
Profitability of operating
activities (%) 8.04% 6.43% 6.13% 8.04% 6.43% 6.13%
Profit for the year 25792 19 165 19 046 36 699 289 27 100
Commercial profitability (%) 7.30% 5.81% 5.43% 80 5.81% 5.43%
Total liquidity 2.51 1.70 1.44 2.51 1.70 1.44
Total assets 429 851 461 494 488 848 611 623 686 64 695 568
Equity 338 960 329 060 324 955 482 297 468 210 IR
Return on assets (ROA) 5.79% 4.03% 3.97% 5.79% %4.03 3.97%
Return on equity (ROE) 7.72% 5.86% 5.86% 7.72% %.86 5.86%
Number of shares 39 900 39 900 39 900 39 900 39900 39 900

LVL LVL LVL EUR EUR EUR
Profit per share 0.646 0.480 0.477 0.920 0.683 .67
P/E 7.58 8.54 9.53 7.58 8.54 9.53
BV 8.50 8.25 8.14 12.09 11.73 11.59
P/BV 0.58 0.50 0.56 0.58 0.50 0.56
Dividends per share* 0.50 0.40 0.38 0.71 0.57 0.54
Share price at the end of the
period 4.90 4.10 4.5% 6.97 5.83 6.47

* The Board of the Company will propose to the Caluto pay dividends in amount of LVL 0.50 (EUR Q)7

for each share in year 2010.



Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE"
ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2010

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

In order to ensure uninterrupted natural gas sufiplysers and safe operation of the gas supplgmsyst long
term, the Company has developed the “Plan of meador the improvement of safety of the gas suppstem

of the Joint Stock Company “Latvijasa@®” 2010-2015". It has been prepared based orintdnfis made by the
Russian companies “Gazobezopasnostj” and “Lentemisghe institutes “VNIIGAZ” and “Giprospecgaz’sa
well as the German companies “Pipeline EngineefrgbH”, “Untergrundspeicher und Geotechnologie —
Systeme GmbH”, “E.ON Engineering GmbH”, “E.ON Ru&sdnternational AG” and other partners regarding
the technical condition of equipment and moderiozapptions.

The plan of measures envisages investment in safgiyovement for the total amount of LVL 50.6 nulti
(EUR 72 million). This basically includes projeetisned at the improvement of system safety, thefigatson of
new objects and the enhancement of gas supplyistabithe whole region.

3. Financial Risk Management

The operation of the Company is exposed to a waétfinancial risks, including credit risk and k& of
fluctuation of foreign currency rates and intengges. The management of the Company seeks to maitme
negative impact of potential financial risks on fimancial state of the Company.

The Company is not directly subjected to the ri€Kluctuation of foreign currency rates as the gaschase
price is set in USD and subsequently recalculaténl EUR, whereas gas sale tariffs are set in &ttlements
for the supplied gas are made in EUR. The lats iteegged to the euro rate since January 1, 2605,
fluctuations of the LVL/EUR rate are limited andlikely to have a notable influence on further fingh
results. Gas purchase price changes in USD depgmdirthe oil products quotation are covered byRhkC-
approved natural gas sale tariffs, which to a aeréxtent cover the fluctuations of both the LVL/Eland
EUR/USD rate. The risk of fluctuation of foreignroency rates as concerns debts to suppliers is legér
control by holding a considerable part of cashtassedeposits of the respective currency.

As of the end of the reporting year, the Comparg/i@loans, thus it is not subjected to credit. risk

The financial assets subjected to credit risk ladlgicconsist of customer debts and cash. The Cognisn
exposed to a considerable degree of credit riskumer a notable share of the net turnover applieslitoited
number of customers. Four of the Company’s custem@ake up to 54.5% (in 2009 — 45.5%) of sales,aine
these debtors as of December 31, 2010 was 22.12008 — 25.5 %), the second and third debtors W&

and 6.4% respectively (in 2009 — 8% and 9.3%) ef tittal amount of customer debts. The Company has
introduced and observes a credit policy that egésaselling goods on credit only to customers aithood
credit history, controlling the amount of credit 8& each customer.

The customer debts are shown at their recoveraileevThe Company’s partners in monetary transastae
local financial institutions with proper credit tosy.

The Company observes cautious liquidity risk manag@, ensuring sufficient availability of creditsoirces
for meeting liabilities in due time.

4. Post balance sheet events

During the period between the last day of the riapgryear and the date of signing of this repoer¢hhave been
no significant events that would have a materitdatfon the year end results.
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5. Distribution of profit 2010 suggested by the Baa

Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE"
ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2010

Profit of the reporting year according to statutory financial statements
prepared under Latvian accounting regulation
Share of profit not available for distribution (dieof deferred tax not
distributed due to revaluation of fixed assets)
Share of profit available for distribution
Suggested distribution of profit;
dividends to shareholders (75.4%)
dividends per one share (LVL per 1 share)

Statutory reserve

2010
LVL
26 466382

(1 544 136)
24 922 246

19 950 000
0.50

4 972 246

2010
EUR
37 658 269

(2 197 108)
35 461 161

28 386 293
0.711

7 047 868

Certain members of the Council and the Board ofGbempany hold shares and interests at numerousauay
registered in the Register of Enterprises of theuRéic of Latvia, and they perform managerial fuoes
there. Over the reporting year, the Company hagxatuted transactions of considerable amount f¢Xoe
those listed in the financial statement) with thesmpanies.

Information on the shares of the Company held bynb®rs of the Board and the Council of the Company i
available at the Board of the Company.

6. Shares and shareholders

Composition of shareholdérsf the Company as on December 31, 2010:

Akcionars 31.12.2010| 31.12.2009, 31.12.2008
“E.ON Ruhrgas International” GmbH 47.2% 4712% 47,.2%
“Gazprom” AAS 34.0% 34.0% 34.0%
“Itera Latvija” SIA 16.0% 16.0% 16.0%%
Other 2.89 2.8% 2.8%
TOTAL 100.0% 100.0% 100.0%6

Distribution of holdings according to holding graugs on December 31, 2010:

2.8%

BEnergy sector

OOther sectors

! Shareholders owning not less than 5% of capital
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Report of the Board of Directors(continued)

6. Shares and shareholderéontinued)

List of shareholders with special control rightsoasDecember 31, 2010:

Members of the Board Number of shares

Chairman of the Board Adriansallis 417
Vice-Chairman of the Board Jorg Tumat M.A. 900
\Vice-Chairman of the Board Alexander Mihejev 417
Member of the Board Anda Ulpe 729
Member of the Board Gints Freibergs 416
Members of the Council Number of shares

Chairman of the Council Kirill Seleznev 0
\Vice-chairman of the Council Peter Frankenberg 0
\Vice-chairman of the Council Juris Savickis 0
Members of the Council: Joachim Hockertz 0
Uwe Fip 0

Mario Nullmeier 0

Heinz Watzka 0

Yelena Karpel 0

Alexander Krasnenkov 0

Vlada Rusakova 0

Igor Nazarov 0

Since February 15, 1999, the shares of the Compesyguoted at the NASDAQ OMX Riga Stock Exchange,
and its share trade code since August 1, 2004 E1&Z

ISIN LV0000100899
Stock exchange code GZE1R
List Second list
Nominal value 1.00 LVL
Total shares 39 900 000
Shares traded 25 328 520
Liquidity provider None
Shares price of the Company as on December 31, &0d @revious periods
2010 2009 2008 2008 2006
Shares price (LVL):
First 4.57 4.55 7.25 10.35 9.95
Highest 6.00 6.00 8.20 11.25 11.13
Lowest 4.57 3.32 3.62 7.05 9.27
Average 5.15 4.31 6.77 10.34 10.22
Last 4.90 4.10 4.55 7.12 10.32
Change 7.22% -9.89% -37.24% -31.21% 3.72%
Share turnover, number 85 493 64 319 46 565 154 825 128 844
Share turnover, million LVL 0.440 0.277 0.315 1.600 1.316
Number of deals 988 1267 1711 1074 1066
Capitalisation (million LVL) 195.51¢ 163.590 181.545 284.088 411.768

Source: NASDAQ OMX Riga
10
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Report of the Board of Directors(continued)

6. Shares and shareholderéontinued)

The capitalization value of the Company during 1@nth of 2010 reached LVL 195.51 million — by 31.92
million more than during 12 months of previous ngjpy period. By share market capitalization of the
Compnay took the®iplace among companies quoted at the NASDAQ OMXAR#Ad the 8 place among
companies quoted at the NASDAQ OMX Baltic Stock lmge (2009:™ and 9" place respectively).

AS "Latvijaz Gaze' zhare price, OMX Baltic GI, OMX Baltic Energy I indexez and zhare turnover changes
(101 2007.- 31 122010.)

T00 000

F 00000

[ 500000

=00 000

300000

Changes [%]
Turneower [LVL)

[ 200000

[ 100000

01.06.2010 |

01.07.2010 i

-

I
g

LG =hare turnover (LWL} — OMX Baltic Gl changes — OMX Baltic Energy Gl changes
Source: NASDAQ OMXRiga

o141 |

|
01.01.2010 |
01.08.2010 |
01092010 |
1112010 |

LG =hare price changes

Indexes/shares 01.01.2007.| 31.12.2010 Change
OMX Baltic Gl 749.13 533.9¢4 -28.72D%
OMX Baltic Energy Gl 602.43 450.5¢4 -25.21%
LG share price (LVL) 10.32 4.90 -52.52%
Turnover of the Company 1
shares (at a certain date), LVL ~ 455.40 467.00 222.13%

7. Future prospect

Having regard of the investments in the improvenadthe system operation safety, the expansiomefgas
pipeline network and the attraction of new cust@meade in previous years and in the reporting yesawell as
considering the situation in the fuel market of Viat the Board of the Company believes that in 2€id

Company will continue successful development akd tastable place in the fuel supply market.

Chairman of the Board

Board meeting minutes No. 16 (2011)

Riga, April 29, 2011

A.abis
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STATEMENT OF DIRECTORS’ RESPONSIBILITY

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

The financial statements on pages 15 to 62 areapedpn accordance with the accounting recordssautce
documents and present fairly the financial positbthe Company as of 31 December 2010 and thétsesits
operations and cash flows for the year ended 3kmber 2010.

The financial statements are prepared in accordaitbenternational Financial Reporting Standardsadopted

by the European Union on a going concern basis.répfate accounting policies have been applied on a
consistent basis. Prudent and reasonable judgraadtestimates have been made by the Board oftDisdn

the preparation of the financial statements.

The Board of Directors of the Company is resposesibl the maintenance of proper accounting recdtus,
safeguarding of the Company’s assets and the ptiemeand detection of fraud and other irregulasitie the
Company. The Board of Directors is also responsibleoperating the Companiyn compliance with the
legislation of the Republic of Latvia.

On behalf of the Board of Directors,

Adrians Davis
Chairman of the Board

Board meeting minutes No.16 (2011)
Riga, April 29, 2010

12
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AUDITORS’ REPORT

E

pwec

Translation from Latvian original*

INDEPENDENT AUDITOR’S REPORT

To the Shareholders of JSC “Latvijas Gaze”
Report on the Financial Statements

We have audited the accompanying financial statements on pages 15 to 62 of JSC “Latvijas
Gaze” which comprise the balance sheet as of 31 December 2010 and the income statement,
the statement of comprehensive income, statement of changes in equity and statement of
cash flows for the year then ended and a summary of significant accounting policies and
other explanatory information.

Management’s Responsibility for the Financial Statements

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

whether due to fraud or error.
Auditor’s Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements 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
entity’s internal control. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of accounting estimates made by management, as well
as evaluating the overall presentation of the financial statements.

PricewaterhouseCoopers SIA, Kr. Valdemara iela 19, Riga LV-1010, Latvia
T: +371 6709 4400, F:+371 6783 0055, www.pwe.lv

PwC firms provide industry-focused assurance, tax and advisory services to enhance value for their clients. More than 161,000 people in 154 countries in firms across the
PwC network share their thinking, experience and solutions to develop fresh perspectives and practical advice. See www.pwe.lv for more information.

©2011 PricewaterhouseCoopers SIA, All rights reserved. In this document, “PwC" refers to PricewaterhouseCoopers SIA, which is @ member firm of
PricewaterhouseCoopers International Limited, each member firm of which is a separate legal entity.
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AUDITORS’ REPORT
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

Opinion

In our opinion, the financial statements give a true and fair view of the financial position of
the Company as of 31 December 2010, and of its financial performance and its cash flows for
the year then ended in accordance with the International Financial Reporting Standards as
adopted by the European Union.

Report on Other Legal and Regulatory Requirements

We have read the Report of the Board of Directors set out on pages 5 to 11 and did not
identify material inconsistencies between the financial information contained in the Report
of the Board of Directors and that contained in the financial statements for 2010.

PricewaterhouseCoopers STA
Certified audit company
Licence No. 5

5 oy, -
g L PR e ¥ ;’/ !!5‘/’?4 Lo o7 P7
~= " [ LApt? &l
Ahmed Abu Shdfg Olga Bobrova
Chairman of the Board Certified auditor in charge
Certificate No. 170
Riga, Latvia

29 April 2011



JOINT STOCK COMPANY “LATVIJAS G AZE”
FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010

BALANCE SHEET AS AT 31 DECEMBER 2010

Assets
Non-current assets

Property, plant and equipment

Intangible assets
Trade receivables

Current assets

Inventories

Trade receivables

Current income tax receivable
Other receivables

Cash and cash equivalents

Total assets

Equity and liabilities
Equity

Share capital

Share premium
Revaluation reserve
Other reserves
Retained earnings
Total equity

Liabilities

Non-current liabilities

Deferred income tax liabilities
Accruals for post employment
benefits and other employee benefii
Deferred income

Current liabilities

Trade payables

Corporate income tax liability
Deferred income

Other payables

Total liabilities
Total equity and liabilities

Note

21

22
11

21
11
12

Translation from Latvian Original

31.12.2010. 31.12.2009. 31.12.2010. 31.12.2009.

LVL'000 LVL'000 EUR’000 EUR’000
316 990 315109 451 036 448 360
2229 2430 3172 3458

3 4 4 6

319 222 317 543 454 212 451 824
10 975 83 533 15616 118 857
37 035 22 203 52 696 31592
- 1357 - 1931

25 046 1048 35637 1491
37573 35 810 53 462 50 953
110 629 143 951 157 411 204 824
429 851 461 494 611 623 656 648
39 900 39 900 56 773 56 773
14 320 14 320 20 376 20 376
185 754 186 360 264 303 265 167
71910 69 540 102 319 98 947
27 076 18 940 38 525 26 948
338 960 329 060 482 296 468 211
27 822 29 700 39 587 42 259
4 896 4169 6 966 5932
13 855 13 824 19714 19670
46 573 47 693 66 267 67 861
11735 60 590 16 698 86 213
1230 - 1750 -

7 565 824 10 764 1172
23 788 23 327 33 848 33191
44 318 84 741 63 060 120 576
90 891 132 434 129 327 188 437
429 851 461 494 611 623 656 648

The notes on pages 20 to 62 are an integral paénesé financial statements.

15



Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE”
FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010

INCOME STATEMENT FOR THE YEAR ENDED 31 DECEMBER 201 0

Note 2010 2009 2010 2009
LVL'0O00 LVL'000 EUR'000 EUR’000
Revenue 13 353345 329705 502765 469128
Cost of sales 14 (314 673) (293 890) (447 740) (418 167)
Gross profit 38672 35815 55 025 50 961
Administrative expenses 15 (7073) (12968) (10064) (18 453)
Other income 16 2777 2542 3952 3618
Other expenses 17 (5 970) (4 196) (8 495) (5971)
Operating profit 28 406 21193 40 418 30 155
Finance income 19 1493 1831 2124 2 605
Finance expenses 19 - (9) - (13)
Finance income, net 19 1493 1822 2124 2 592
Profit before income tax 29 899 23 015 42 542 32747
Income tax expense 21 (4 107) (3 850) (5 844) (5478)
Profit for the year 25792 19 165 36 698 27 269
Earnings per share LVL LVL EUR EUR
Basic 23a 0.646 0.480 0.920 0.683
Diluted 23a 0.646 0.480 0.920 0.683

STATEMENT OF COMPREHENSIVE INCOME FOR THE YEAR ENDE D 31 DECEMBER 2010

OTHER COMPREHENSIVE INCOME
Tax sections, net
Disposal of revalued property, plant and

equipment 794 943 1130 1342
Deferred income tax on disposal of

revalued property, plant and equipment 21 (119) 114 (169) (201)
Other comprehensive income for the

year, net of tax 675 802 961 1141
Profit for the year 25792 19 165 36 698 27 269
Total comprehensive income for the

year 26 467 19 967 37 659 28 410

The notes on pages 20 to 62 are an integral pdnese financial statements.

The financial statements on pages 15 to 62 wereapg by the Board of Directors and were signedsbehalf
by:

Adrians [avis Anda Ulpe
Chairman of the Board Board Member
April 29, 2011
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Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE”
FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2010

STATEMENT OF CHANGES IN EQUITY FOR THE YEAR ENDED 3 1 DECEMBER 2010

Balance as at 31 December
2008

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

Total other comprehensive
income
Profit for the year

Total comprehensive
income for 2009
Transactions with owners
Transfers to reserves
Dividends for 2008

Balance as at 31 December
2009

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

Total other comprehensive
income
Profit for the year

Total comprehensive
income for 2010
Transactions with owners
Transfers to reserves
Dividends for 2009
Rounding difference

Balance as at 31 December
2010

Share Share Revaluation Other Retained
capital premium reserve reserves earnings Total
LVL'0O00  LVL'000 LVL'0O00 LVL'000 LVL'0O00  LVL'000

39900 14 320 187 060 66 544 17 131 324 955
- - 120 - - 120
- - (18) - - (18)
- - (943) - 943 -
- - 141 - (141) -
- - (700) - 802 102
- - - - 19 165 19 165
- - (700) - 19 967 19 267
- - - 2 996 (2 996) -
- - - - (15162) (15162)

39 900 14 320 186 360 69 540 18940 329 060
- - 81 - - 81
- - (12) - - (12)
- - (794) - 794 -
- - 119 - (119) -
- - (606) - 675 69
- - - - 25792 25792
- - (606) - 26 467 25 861
- - - 2370 (2 370) -
- - - - (15960) (15 960)
- - - - @) @)

39 900 14 320 185 754 71910 27 076 338 960

The notes on pages 20 to 62 are an integral pdnese financial statements.
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Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE”
FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010

STATEMENT OF CHANGES IN EQUITY FOR THE YEAR ENDED 3 1 DECEMBER 2010(CONTINUED)

Share Share Revaluation Other Retained
capital premium reserve reserves earnings Total
EUR'000 EUR'000 EUR'000 EUR'000 EUR'000 EUR'000

Balance as at 31 December

2008 56 773 20 376 266 163 94 684 24375 462 371
Other comprehensive income

Revaluation of property, plant

and equipment - gross - - 171 - - 171
Deferred income tax liability

arising on the revaluation of

property, plant and equipmen - - (26) - - (26)
Disposal of revalued
property, plant and equipmen - - (1 342) - 1342 -

Deferred income tax on
disposal of revalued property,

plant and equipment - - 201 - (201) -
Total other comprehensive

income - - (996) - 1141 145
Profit for the year - - - - 27 269 27 269
Total comprehensive

income for 2009 - - (996) - 28 410 27 414
Transactions with owners

Transfers to reserves - - - 4263 (4 263) -
Dividends for 2008 - - - - (21 574) (21 574)
Balance as at 31 December

2009 56 773 20 376 265 167 98 947 26 948 468 211

Other comprehensive income

Revaluation of property, plant

and equipment - gross - - 115 - - 115
Deferred income tax liability

arising on the revaluation of

property, plant and equipmen - - (17) - - (17)
Disposal of revalued
property, plant and equipmen - - (1 130) - 1130 -

Deferred income tax on
disposal of revalued property,

plant and equipment - - 169 - (169) -
Total other comprehensive

income - - (863) - 961 98
Profit for the year - - - - 36 699 36 699
Total comprehensive

income for 2010 - - (863) - 37 659 36 796
Transactions with owners

Transfers to reserves - - - 3372 (3372) -
Dividends for 2009 - - - - (22 709) (22 709)
Rounding difference - - (1) - (1) (2)
Balance as at 31 December

2010 56 773 20 376 264 303 102 319 38 525 482 296

Dividends are distributed and transfers to otheemees are made based upon profits and retainathgaras per
statutory financial statements prepared under hatéccounting regulations. Changes in other reseraa be
made only with shareholders’ approval. Revaluateserve and share premium cannot be distributelivakends
to shareholders.

The notes on pages 20 to 62 are an integral paénesé financial statements.
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Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE”
FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010

STATEMENT OF CASH FLOWS FOR THE YEAR ENDED 31 DECEM BER 2010

Note 2010 2009 2010 2009
LVL'000 LVL'000 EUR’000 EUR’000

Cash flows from operating activities

Cash generated from operations 24 41 518 62 223 59 075 88 535
Interest received 2671 2 695 3800 3835
Income tax paid 21 (3291) (1 445) (4 683) (2 056)
Net cash generated from operating

activities 40 898 63 473 58 192 90 314

Cash flows used in investing activities
Purchases of property, plant and

equipment (22 690) (16 321) (32 284) (23 222)
Proceeds from sale of property, plant and

equipment 128 48 182 68
Purchases of intangible assets (613) (867) (872) (1 234)
Dividends received . 2 . 3
Net cash used in investing activities (23 175) (17 138) (32 974) (24 385)
Cash flows used in financing activities

Repayment of long term borrowings - (1 788) - (2 544)
Interest paid - (21) - (30)
Dividends paid (15 960) (15 162) (22 709) (21 574)
Net cash used in from financing

activities (15 960) (16 971) (22 709) (24 148)

Net increase in cash and cash
equivalents during the year 1763 29 364 2509 41 781

Cash and cash equivalents at the
beginning of the year 35810 6 446 50 953 9172

Cash and cash equivalents at the end
of the year 8 37573 35 810 53 462 50 953

The notes on pages 20 to 62 are an integral panesé financial statements.
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Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE”
FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010

NOTES TO THE FINANCIAL STATEMENTS

1 INCORPORATION AND ACTIVITIES

The Company was re-organised on January 31, 1984aast stock company wholly owned by the Governtraf

the Republic of Latvia. The Company was formerlgtate enterprise which had its assets transfereand
obligations assumed by the joint stock companyctoedance with the law. Since 15 February 199%t@es of
the Company are quoted on NASDAQ OMX Riga StockHaxge. The registered office of the Company is 20
Vagonu Street, Riga, Latvia.

The Company is involved in import and sales of ratwas in territory of Latvia as well as supply @ds
transmission and storage services to foreign corepafhe Company is the sole supplier of naturaliga_atvia.
The service territory of the Company has a popatatif approximately 2.2 million.

The applied differential natural gas sale end feadbnsist of two parts: fixed tariffs for reguldtservices and the
natural gas sale price, which changes with a st&plLd/L/thous.n? depending on the actual natural gas purchase
costs. The tariffs of gas sold to corporate angilretistomers are set by the Public Utilities Cossiun (PUC) of

the Republic of Latvia. Changes to tariffs are édexed by PUC based on applications of the Compzandyin
accordance with the methodology approved by PU& fi&tural gas sale end tariff applied to users with
annual consumption volume over 25 thousand® mmanges monthly, whereas to users with the annual
consumption up to 25 thousand fvnonce in half year, on January 1 and July 1.

During 2010 the average number of persons emplbydtle Company was 1 264 (2009: 1 336).
These financial statements have been approvedebgdhrd of Directors on April 29, 2011.
2 ACCOUNTING POLICIES

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

(a) Basis of preparation

The financial statements of the Company have begpaped in accordance with International FinanRighorting
Standards as adopted by the European Union (IFR&dapted by the EU). Due to the European Union’s
endorsement procedure, the standards and intetipretanot approved for use in the European Uniom ar
presented in this note as they may have impacinamdial statements of the Company in the followiagiods if
endorsed.

The financial statements have been prepared uhdehnistorical cost convention, as modified by tbeatuation
of property, plant and equipment as disclosed én&bcounting policies Note (d) below.

The preparation of financial statements in conftymiith IFRS requires the use of estimates andrapsians that
affect the reported amounts of assets and liasliéind disclosure of contingent assets and ligsilét the date of
the financial statements and the reported amounesvenues and expenses during the reporting pefitlough
these estimates are based on Management’s bestddgmnof current events and actions, actual resiiltaately
may differ from those. Significant accounting esttes are described in Note 28.
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Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE"
FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010

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

Following standards, amendments and interpretatioarge been published that are mandatory for theating
periods beginning on or after 1 January 2010 andcWhare relevant to the Company’s operations andehan
impact on the present financial statements

IFRIC 18 Transfers of Assets from Customergeffective prospectively for annual reports begmgnon or after

1 July 2009, as issued by IASB, but effective matsgely for annual periods beginning on or afteN@vember
2009, as adopted by EUYhe interpretation clarifies the accounting foansfers of assets from customers,
namely, the circumstances in which the definitidhan asset is met; the recognition of the asset thed
measurement of its cost on initial recognition; idhentification of the separately identifiable sees (one or more
services in exchange for the transferred asset);gbognition of revenue, and the accounting famgfers of cash
from customers.

Following standards, amendments and interpretatiozige been published that are mandatory for theaeting
periods beginning on or after 1 January 2010, bhtol are not relevant to the Company’s operationd aave
no impact on the present financial statements

IFRIC 12 Service Concession Agreements (effective for annual financial statements for pes beginning on or
after 1 January 2008, as issued by IASB; but effecor periods on or after 1 April 2009, as adaptsy EU).The
interpretation contains guidance on applying thestayg standards by service providers in publigtiate
service concession arrangements.

IFRIC 15 Agreements for the Construction of Real Etate (effective for annual periods beginning on or after
January 2009, as issued by IASB, but effectiveaforual periods beginning on or after 1 January 2046
adopted by EU)The interpretation applies to the accounting &wenue and associated expenses by entities that
undertake the construction of real estate diremtlhrough subcontractors, and provides guidancddtermining
whether agreements for the construction of reatesire within the scope of IAS 11 or IAS 18. Boaprovides
criteria for determining when entities should retisg revenue on such transactions.

Embedded Derivatives - Amendments to IFRIC 9 and |15 39(effective for annual periods ending on or after
30 June 2009; amendments to IFRIC 9 and IAS 39daptad by the EU are effective for annual periods
beginning after 31 December 2009he amendments clarify that on reclassificatiom éihancial asset out of the
‘at fair value through profit or loss’ category) aimbedded derivatives have to be assessed andcéssary,
separately accounted for.

IFRIC 16 Hedges of a Net Investment in a Foreign Ogration (effective for annual periods beginning on or
after 1 October 2008, as issued by IASB, but @éffedor annual periods beginning on or after 1 JA§09, as
adopted by EU)The interpretation explains which currency rislpesures are eligible for hedge accounting and
states that translation from the functional curyetw the presentation currency does not createxppsere to
which hedge accounting could be applied. The IFRIGws the hedging instrument to be held by anytyeiwr
entities within a group except the foreign operatizat itself is being hedged. The interpretatitsio @larifies how
the currency translation gain or loss reclassifiech other comprehensive income to profit or Iassalculated on
disposal of the hedged foreign operation. Repor@ngties apply IAS 39 to discontinue hedge accognt
prospectively when their hedges do not meet theraifor hedge accounting in IFRIC 16.

IFRIC 17 Distributions of Non-cash Assets to Ownergeffective prospectively for annual periods begiignon
or after 1 July 2009, as issued by IASB, but effegbrospectively for annual periods beginning anafier 1
November 2009, as adopted by EUhe interpretation clarifies when and how disttibn of non-cash assets as
dividends to the owners should be recognised. Aiyeshould measure a liability to distribute noash assets as
a dividend to its owners at the fair value of teeeds to be distributed. A gain or loss on dispofktie distributed
non-cash assets is recognised in profit or losyear when the entity settles the dividend plya
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Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE"
FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010

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

IAS 27, Consolidated and Separate Financial Statemts, revised in January 200§effective prospectively for
annual periods beginning on or after 1 July 2008he revised IAS 27 requires an entity to attribtdeal
comprehensive income to the owners of the paredttanthe non-controlling interests (previously “miity
interests”) even if this results in the non-coring interests having a deficit balance (the prasistandard
required the excess losses to be allocated towhers of the parent in most cases). The revisettlatd specifies
that changes in a parent’s ownership interest sulasidiary that do not result in the loss of cdntrmust be
accounted for as equity transactions. It also $ipednow an entity should measure any gain or éoissng on the
loss of control of a subsidiary. At the date whentool is lost, any investment retained in the ferraubsidiary
has to be measured at its fair value.

IFRS 3, Business Combinations, revised in January0®8 (effective prospectively for annual periods begiigni
on or after 1 July 2009)The revised IFRS 3 allows entities to choose tosmeanon-controlling interests using
the existing IFRS 3 method (proportionate share¢hefacquiree’s identifiable net assets) or at ¥aiue. The
revised IFRS 3 is more detailed in providing gui@amon the application of the purchase method tonbas
combinations. The requirement to measure at fdirevavery asset and liability at each step in p atmuisition
for the purposes of calculating a portion of goddWwas been removed. Instead, in a business coniyna
achieved in stages, the acquirer has to remeassirpréviously held equity interest in the acquiegeits
acquisition-date fair value and recognise the t@gpulgain or loss, if any, in profit or loss forethyear.
Acquisition-related costs are accounted for sepbrdtom the business combination and thereforegeised as
expenses rather than included in goodwill. An a@guhas to recognise at the acquisition date ditiafor any
contingent purchase consideration. Changes indhe\of that liability after the acquisition date aecognised in
accordance with other applicable IFRSs, as apptgrrather than by adjusting goodwill. The revi$eERS 3
brings into its scope business combinations invgvanly mutual entities and business combinatiamsezed by
contract alone

Amendment to IFRS 5, Non-current Assets Held for 9a and Discontinued Operations (and consequential
amendments to IFRS 1)(effective for annual periods beginning on or afferJuly 2009).The amendment
clarifies that an entity committed to a sale plamoiving loss of control of a subsidiary would ddg the
subsidiary’s assets and liabilities as held foes@he revised guidance should be applied prosgdgtirom the
date at which the entity first applied IFRS 5.

Eligible Hedged Items—Amendment to IAS 39(effective with retrospective application for anhyeriods
beginning on or after 1 July 2009)he amendment clarifies how the principles thaedeine whether a hedged
risk or portion of cash flows is eligible for desagion should be applied in particular situations.

IFRS 1, First-time Adoption of International Financial Reporting Standards, revised in December 2008
(effective for the first IFRS financial statemefuisa period beginning on or after 1 July 2009; restured IFRS

1 as adopted by the EU is effective for annualquiribeginning after 31 December 200Bje revised IFRS 1
retains the substance of its previous version bilinva changed structure in order to make it edsiethe reader
to understand and to better accommodate futuregeisan

Group Cash-settled Share-based Payment Transactions Amendments to IFRS 2 (effective for annual
periods beginning on or after 1 January 2010he amendments provide a clear basis to deterrfiae
classification of share-based payment awards irh lmmnsolidated and separate financial statemerte. T
amendments incorporate into the standard the geédenlFRIC 8 and IFRIC 11, which are withdrawn.

Additional Exemptions for First-time Adopters - Amendments to IFRS 1 (effective for annual periods
beginning on or after 1 January 2010Jhe amendments provide an additional exemptiomfeasurement of oil
and gas assets and also exempt entities with mxiktasing contracts from reassessing the claagdit of those
contracts in accordance with IFRIC 4, 'DeterminMthether an Arrangement Contains a Lease' when the
application of their national accounting requiretsgoroduced the same result.
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Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE"
FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010

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

Improvements to International Financial Reporting Sandards, issued in April 2009(amendments to IFRS 2,
IAS 38, IFRIC 9 and IFRIC 16 are effective for aahperiods beginning on or after 1 July 2009; ammedts to
IFRS 5, IFRS 8, IAS 1, IAS 7, IAS 17, IAS 36 artl39 are effective for annual periods beginningoorafter
1 January 2010)The improvements consist of a mixture of substanthanges and clarifications in the following
standards and interpretations: clarification thatdbutions of businesses in common control traetisas and
formation of joint ventures are not within the seopf IFRS 2; clarification of disclosure requirerteiset by
IFRS 5 and other standards for non-current assetdigposal groups) classified as held for saldiscontinued
operations; requiring to report a measure of tasslets and liabilities for each reportable segrmader IFRS 8
only if such amounts are regularly provided to théef operating decision maker; amending IAS 1 ltova
classification of certain liabilities settled byti#yis own equity instruments as non-current; chagdAS 7 such
that only expenditures that result in a recogniasdet are eligible for classification as investawjivities;
allowing classification of certain long-term lanebkes as finance leases under IAS 17 even withangfér of
ownership of the land at the end of the lease;ighoy additional guidance in IAS 18 for determiniwhether an
entity acts as a principal or an agent; clarifiwatin IAS 36 that a cash generating unit shallbetarger than an
operating segment before aggregation; supplememdiBg38 regarding measurement of fair value ofrigiale
assets acquired in a business combination; amemdB@9 (i) to include in its scope option contathat could
result in business combinations, (ii) to clarifyetheriod of reclassifying gains or losses on c#ésiv hedging
instruments from equity to profit or loss for theay and (iii) to state that a prepayment optiociasely related to
the host contract if upon exercise the borroweanbeirses economic loss of the lender; amending IFRI€ state
that embedded derivatives in contracts acquirecbimmon control transactions and formation of jaiehtures
are not within its scope; and removing the restnicin IFRIC 16 that hedging instruments may notbél by the
foreign operation that itself is being hedged.

Following standards, amendments and interpretatiosige been published that are mandatory for theaeting
periods beginning on or after 1 January 2011, bhtol the Company has not adopted earlier and white no
impact on the present financial statements.

Classification of Rights Issues - Amendment to I1AS2 (effective for annual periods beginning on or after
1 February 2010)The amendment exempts certain rights issues oésheith proceeds denominated in foreign
currencies from classification as financial derfives.

Amendment to IAS 24, Related Party Disclosuresissued in November 2009effective for annual periods
beginning on or after 1 January 2011The amended standard simplifies the disclosuresirements for
government-related entities and clarifies the didin of a related party.

IFRS 9, Financial Instruments Part 1: Classificatim and Measurement (effective for annual periods
beginning on or after 1 January 2013; not yet a@apby the EU)IFRS 9 issued in November 2009 replaces
those parts of IAS 39 relating to the classificatiand measurement of financial assets. IFRS 9 wehkef
amended in October 2010 to address the classditatid measurement of financial liabilities. Kegttees are as
follows:

. Financial assets are required to be classified into measurement categories: those to be measured
subsequently at fair value, and those to be medsauesequently at amortised cost. The decisioo et
made at initial recognition. The classification da@s on the entity’s business model for managisg it
financial instruments and the contractual cash ttnaracteristics of the instrument.

. An instrument is subsequently measured at amortisstl only if it is a debt instrument and botht(ig
objective of the entity’s business model is to hiblel asset to collect the contractual cash flowd, (&) the
asset’s contractual cash flows represent only paysnef principal and interest (that is, it has ofiiasic
loan features”). All other debt instruments ardéomeasured at fair value through profit or loss.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
2 ACCOUNTING POLICIES (CONTINUED)

(a) Basis of preparation(continued)

. All equity instruments are to be measured subsdtyuanfair value. Equity instruments that are hédd
trading will be measured at fair value through firof loss. For all other equity investments, aevbcable
election can be made at initial recognition, toogrise unrealised and realised fair value gainslesgks
through other comprehensive income rather thanitpoofloss. There is to be no recycling of fair val
gains and losses to profit or loss. This electioaynbe made on an instrument-by-instrument basis.
Dividends are to be presented in profit or losdpag as they represent a return on investment.

. Most of the requirements in IAS 39 for classificatiand measurement of financial liabilities wereried
forward unchanged to IFRS 9. The key change isahagntity will be required to present the effeats
changes in own credit risk of financial liabilitidgesignated as at fair value through profit or liossther
comprehensive income.

IFRIC 19, Extinguishing Financial Liabilities with Equity Instruments (effective for annual periods beginning
on or after 1 July 2010)This IFRIC clarifies the accounting when an enté@pegotiates the terms of its debt with
the result that the liability is extinguished thgtuthe debtor issuing its own equity instrumentshi® creditor. A
gain or loss is recognised in the profit and lossoant based on the fair value of the equity imatrants compared
to the carrying amount of the debt.

Prepayments of a Minimum Funding Requirement — Amedment to IFRIC 14 (effective for annual periods
beginning on or after 1 January 201This amendment will have a limited impact as itlgggponly to companies
that are required to make minimum funding contitmg to a defined benefit pension plan. It remoaes
unintended consequence of IFRIC 14 related to talyrpension prepayments when there is a minimurdifig
requirement.

Limited exemption from comparative IFRS 7 disclosues for first-time adopters - Amendment to IFRS 1
(effective for annual periods beginning on or aftefuly 2011)Existing IFRS preparers were granted relief from
presenting comparative information for the new Ildisgres required by the March 2009 amendments RSIF
'Financial Instruments: Disclosures'. This amendntenIFRS 1 provides first-time adopters with theme
transition provisions as included in the amendnenfERS 7.

Improvements to International Financial Reporting Sandards, issued in May 2010(effective for annual
periods beginning on or after 1 January 2011; net gdopted by the EUThe improvements consist of a mixture
of substantive changes and clarifications in thiefdng standards and interpretations: IFRS 1 wasrded (i) to
allow previous GAAP carrying value to be used asnded cost of an item of property, plant and equigme an
intangible asset if that item was used in operatisubject to rate regulation, (ii) to allow an eveniven
revaluation to be used as deemed cost of propgldpt and equipment even if the revaluation occlusng a
period covered by the first IFRS financial statetaeand (iii) to require a first-time adopter to &ip changes in
accounting policies or in the IFRS 1 exemptionsMeen its first IFRS interim report and its firstRE financial
statements; IFRS 3 was amended (i) to require measnt at fair value (unless another measuremesis s
required by other IFRS standards) of non-contrgliinterests that are not present ownership intanesto not
entitle the holder to a proportionate share of asdets in the event of liquidation, (ii) to provigeidance on
acquiree’s share-based payment arrangements #natnet replaced or were voluntarily replaced essalt of a
business combination and (iii) to clarify that tbentingent considerations from business combinatitirat
occurred before the effective date of revised IBR&sued in January 2008) will be accounted fordnordance
with the guidance in the previous version of IFRSIBRS 7 was amended to clarify certain disclosure
requirements, in particular (i) by adding an expliemphasis on the interaction between qualitative
guantitative disclosures about the nature and éextefinancial risks, (ii) by removing the requirent to disclose
carrying amount of renegotiated financial asseas ttould otherwise be past due or impaired, (iji)réplacing
the requirement to disclose fair value of collaténpa more general requirement to disclose itarfoial effect,
and (iv) by clarifying that an entity should disstothe amount of foreclosed collateral held atréporting date
and not the amount obtained during the reportimgdelAS 1 was amended to clarify that the compusef the
statement of changes in equity include profit @s|o other comprehensive income, total compreherisaome
and transactions with owners and that an analysither comprehensive income by item may be preskint the
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FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010

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

notes; IAS 27 was amended by clarifying the tramsitules for amendments to IAS 21, 28 and 31 niadéhe
revised IAS 27 (as amended in January 2008); IASv84 amended to add additional examples of sigmfic
events and transactions requiring disclosure inralensed interim financial report, including tramsfbetween
the levels of fair value hierarchy, changes in sifasation of financial assets or changes in bussngr economic
environment that affect the fair values of the tgittifinancial instruments; and IFRIC 13 was amehtte clarify
measurement of fair value of award credits.

Disclosures—Transfers of Financial Assets — Amendmes to IFRS 7 (effective for annual periods beginning
on or after 1 July 2011)'he amendment requires additional disclosuresspaet of risk exposures arising from
transferred financial assets. The amendment insleequirement to disclose by class of asset #iere
carrying amount and a description of the risks i@waards of financial assets that have been tramesf¢o another
party yet remain on the entity's balance sheefcl@gsires are also required to enable a user torstase the
amount of any associated liabilities, and the i@tship between the financial assets and associatbitities.
Where financial assets have been derecognisedheukentity is still exposed to certain risks and aslg
associated with the transferred asset, additioisglasure is required to enable the effects of ehdsks to be
understood.

Deferred Tax: Recovery of Underlying Assets — Amemndent to IAS 12 (effective for annual periods beginning
on or after 1 January 201240t yet adopted by the EUJhe amendment introduces an exception to theiegist
principle for the measurement of deferred tax asseliabilities arising on investment property rmga@d at fair
value.

Severe hyperinflation and removal of fixed dates fofirst-time adopters — Amendment to IFRS 1(effective
for annual periods beginning on or after 1 July 20hot yet adopted by the EUJhe amendments will provide
relief for first-time adopters of IFRSs from havitg reconstruct transactions that occurred befoed date of
transition to IFRSs, and guidance for entities eyimgy from severe hyperinflation either to resumespnting
IFRS financial statements or to present IFRS firarstatements for the first time.

(b) Segment reporting

Operating segments are reported in a manner censistth the internal reporting provided to theeftoperating
decision-maker. The chief operating decision-makérp is responsible for allocating resources arskssng
performance of the operating segments, has beetifidd as the board that makes strategic decisiBoard uses
profit before tax as a profit measure of segments.

The Company has five operating segments: gas tiasiem (a type of power supply, which includes
transportation of natural gas through high-presgas line to deliver it to respective distributisgstem or
directly to a consumer, except sale of natural ,gge$ storage (natural gas storage at thekidns Underground
Gas Storage Facility), gas distribution (a typepoiver supply, which includes transportation of naltgas
through high-, moderate- and low-pressure gas émeept sale of natural gas), gas realization [fa ©f power
supply, which includes purchasing of natural gasréalization and sale to natural gas to consunsard)other
services. Division into segments corresponds thrtelogical process of gas supply and is requiredf@lysis of
tariffs and expenses.

(c) Foreign currency translation

Functional and presentation currency

Items included in the financial statements of themPany are measured using the currency of the pyima
economic environment in which the Company operétbs functional currency’). The financial stateneire
presented in Latvian Lats (LVL), which is the Compa functional and presentation currency. In adeoce
with the requirements of the NASDAQ OMX RIGA alllaaces are also presented in Euro (EUR). For discéo
purposes the translation into EUR is based on theia exchange rate as set by the Bank of Lafdietermined
by Bank of Latvia as of December 30, 2004 repotingesolution of the Council of Bank of Latvia) riwg period
from 1 January 2010 to 31 December 2010 — EUR/LVEUR = LVL 0.702804).
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
2 ACCOUNTING POLICIES (CONTINUED)
(c) Foreign currency translation (continued)

Transactions and balances

Foreign currency transactions are translated mmtofiinctional currency using the exchange rategafineg at the
dates of the transactions. Foreign exchange gaithdomses resulting from the settlement of suchstations and
from the translation at year-end exchange ratesafetary assets and liabilities denominated inigoreurrencies
are recognised in the income statement.

(d) Property, plant and equipment

Buildings, gas transmission and distribution syst@md equipment are stated at fair value, basedeoiodic
valuation less subsequent depreciation or impaitroearge. Revaluation shall be made with sufficiegfularity
to ensure the carrying amount does not differ naltgrfrom that which would be determined usingr faalue at
the end of the reporting period. Revaluation isfigpened using depreciated replacement cost methédotider
property, plant and equipment (including land andfdr gas) are stated at historical cost, less mctated
depreciation and impairment charge. Historical dostudes expenditure that is directly attributalbée the
acquisition of the items.

Assets purchased, but not yet ready for intendedousunder installation process are included inefsssinder
construction.

Subsequent costs are included in the asset’'s ngrafount or recognized as separate asset, aspaippeo only
when it is probable that future economic benefitsogiated with the item will flow to the Companydahe cost of
the item can be measured reliably. All other repaind maintenance are charged to the income statelagng
the financial period in which they are incurred.

Increases in the carrying amount arising on revanaof building, gas transmission and distributsystem and
equipment are credited to Revaluation reserve amettolders’ equity. Decreases that offset previnogeases of
the same asset are charged against revaluatiorveedieectly in equity; any further decreases ararged to the
income statement. The revaluation surplus is teansfl to retained earnings on the retirement gradial of the
asset.

Land, buffer gas, advances for property, plant agdipment and assets under construction are notciaged.
Depreciation on other assets is calculated usiagstiaight-line method to allocate their cost atateed amounts
to their residual values over their estimated udefes, as follows:

years
Buildings 60 - 100
Gas transmission and distribution system 30 -
Machinery and equipment 5-20
Furniture and fittings 5-10
Computers and equipment 3.33

The Company’s policy is to capitalize property,ntland equipment with cost exceeding LVL 150 (EUR)2and
useful life exceeding 1 year.

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

An asset’s carrying amount is written down immesliato its recoverable amount if the asset’'s cagyamount is
greater than its estimated recoverable amount ({fte
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
2 ACCOUNTING POLICIES (CONTINUED)
(d) Property, plant and equipment(continued)

Costs of borrowing to finance assets under construand other direct charges related to the paeicasset under
construction are capitalised, during the time thatquired to complete and prepare the assetdontended use,
as part of the cost of the asset. Capitalisatioh@fborrowing costs is suspended during exteneéeidgs in which
active developments are interrupted.

Gains or losses on disposals are determined by adngpcarrying amount with proceeds and are chatgetie
income statement during the period in which theg Bcurred. When revalued assets are sold, the riou
included in Revaluation reserve are transferragt@ined earnings.

(e) Intangible assets

Intangible assets primarily consist of softwarefices and patents. Intangible assets have alisétel life and are
carried at cost less accumulated amortisation. Aisadion is calculated using the straight-line noeltho allocate
the cost of intangible assets over their usefiddivGenerally intangible assets are amortised avygeriod of 5
years.

() Impairment of non-financial assets

All Company’s non-financial assets have a finitefuslife (except land). Assets that are subjedrwortization or
depreciation are reviewed for impairment whenewamés or changes in circumstances indicate that#neing
amount may not be recoverable. An impairment Igsecognized for the amount by which the asset’syicay
amount exceeds its recoverable amount. The redaeeamount is the higher of an asset’s fair va@ss Icosts to
sell and value in use. For the purpose of asse$sipgirment, assets are grouped at the lowestdeeelwhich
there are separately identifiable cash flows (cgsimerating units). Non-financial assets, that seffean
impairment are reviewed for possible reversal efithpairment at each reporting date.

(g) Financial asses

The Company classifies all its financial assetb@ans and receivables. The classification dependb® purpose
for which the financial assets were acquired. Managnt determines the classification of its finahassets at
initial recognition and re-evaluates this desigmatt every reporting date. Receivables are noivatere financial
assets with fixed or determinable payments thatatequoted in an active market. They are inclughedurrent
assets, except for assets with maturities greater 12 months after the end of the reporting peridtbse are
classified as non-current assets. Receivableslassified as ‘trade receivables’, ‘other currerdeds’ and ‘cash
and cash equivalents’ in the balance sheet (Ndieard 2(j)).

(h) Inventories

The cost of natural gas indmkalns UGS and in gas transmission pipelines isrdeéhed separately using the first-
in first-out (FIFO) method based on total natugyak movement. Materials, spare parts, gas meterotuer
inventories cost is determined using the weightestage method. The cost of natural gas comprisssafogas
purchased.

Inventories are recorded at the lower of cost agtdr@alisable value. Net realisable value is thanased selling
price in the ordinary course of business, lessiegiple variable selling expenses. When the netsadale value of
inventories is lower than its purchase price, @iovis are created to reduce the value of invergdetheir
realisable value.
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2 ACCOUNTING POLICIES (CONTINUED)

(i) Trade receivables

Trade receivables are recognised initially at Value and subsequently caried at amortised cosg uke effective
interest method, less provision for impairment. Bvsion for impairment of trade receivables isabtished
when there is objective evidence that the Compaitlynat be able to collect all amounts due accogdio the
original terms of trade receivables. Significamaficial difficulties of the debtor, probability théhe debtor will
enter bankruptcy or financial reorganisation, aathdlt or delinquency in payments are considerditators that
the trade receivables are impaired. The amounh@fprovision is the difference between the assettsying
amount and the present value of estimated futush flaws, discounted at the effective interest.ratee amount
of the provision is recognised in the income staeim

If, in subsequent period, the amount of impairmess decreases and the decrease can be relatetivayeto an
event occurring after the impairment was recogni@th as improvement of the debtor’s credit ratinige
reversal of the previously recognized impairmess|is recognized in the income statement.

()) Cash and cash equivalents

Cash and cash equivalents comprise cash on halaahcba of current accounts with banks and depbsits at
call with banks with original term less than 90 sland other short-term highly liquid investmentkjok can be
easily converted to cash and are not subject offgignt change in value.

(k) Share capital and dividend authorised

Ordinary shares are classified as equity. Increatentternal costs directly attributable to the ésof new shares,
are shown in equity as a deduction, net of taxmfrine proceeds. Dividend distribution to the Comp@n
shareholders is recognized as a liability in thenfany’s financial statements in the period in witioh dividends
are approved by the Company’s shareholders.

() Borrowings

Borrowings are recognised initially at fair valuest of transaction costs incurred. Borrowings aressquently
stated at amortised cost; any difference betweeptbceeds (net of transaction costs) and the netitemvalue is
recognised in the income statement over the peoiodhe borrowings using the effective interest roeth
Borrowings are classified as current liabilitiedess the Company has an unconditional right tordefétlement
of the liability for at least 12 months after theldnce sheet date.

(m) Deferred income tax

The tax expense for the period comprises curredtdeferred tax. Tax is recognised in the incoméestant,

except to the extent that it relates to items raizeyl in other comprehensive income or directlgduity. In this

case the tax is also recognised in other compraéremecome or directly in equity, respectively.

The current income tax charge is calculated onbtiss of the tax laws enacted or substantively tedaat the

balance sheet date. Management periodically exedyadsitions taken in tax returns with respectitttatons in

which applicable tax regulation is subject to iptetation. It establishes provisions where appetpron the basis
of amounts expected to be paid to the tax autleriti

Deferred income tax is provided in full, using frability method, on temporary differences arisingtween the
tax bases of assets and liabilities and their @agrgmounts in the financial statements. Howeveha deferred
income tax arises from initial recognition of asetsor liability in a transaction other than a bass combination
that at the time of the transaction affects neittwmounting nor taxable profit nor loss, it is aotounted for.

Deferred income tax is determined using tax raaesl (aws) that have been enacted or substantialigted by
the balance sheet date and are expected to apply thb temporary differences will reverse.
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(m) Deferred income tax(continued)

The principal temporary differences arise from eliéint intangible asset amortization and propergntpand
equipment depreciation rates, as well as provisionsslow-moving inventory, accrued expenses fousau
annual leave and bonuses, accruals for post empglalyend other employee benefits and provisiondéar and
doubtful debts where the management is of the opithat they will meet the criteria stated in Algi® of the law
“On Corporate Income Tax”. Deferred income tax tsseecognized only to the extent that it is ptalathat
future taxable profit will be available against aithe temporary differences can be utilized.

Deferred income tax assets and liabilities areepfishen there is a legally enforceable right teefffcurrent tax
assets against current tax liabilities and wherd#éferred income taxes assets and liabilitiesedtaincome taxes
levied by the same taxation authority on either tddeable entity or different taxable entities whéhere is an
intention to settle the balances on a net basis.”

Increase in deferred income tax liability that testrom revaluation of property, plant and equiptnis charged to
equity as deduction from respective increase inRbealuation reserve. Decrease in deferred incaxdidbility
that results from depreciation of revalued propestsnt and equipment is charged to the income isiait.

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

(o) Accrued unused annual leave expenses

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

(p) Employee benefits

Bonus plans

The Company recognizes a liability and expensebforuses, based on formula that takes into considerthe
profit attributable to the Company’s shareholddtsracertain adjustments. The Company recognizpsogision
where contractually obliged or where there is d peactice that has created a constructive obbgati

Social security and pension contribution

The Company pays social security contributionsh® $tate Social Security Fund (the Fund) on bebialfs
employees based on the defined contribution plaacaordance with the local legal requirements. Thenpany
also makes contributions to an external definedrimriion pension plan (the Plan). A defined cdmition plan is
a plan under which the Company pays fixed contidmst into the Fund or the Plan and will have ncaleyy
constructive obligations to pay further contribusaf the Fund or the Plan does not hold sufficesgets to pay
all employees benefits relating to employee seriidbe current and prior period. The social ségwand pension
contributions are recognised as an expense oncanadasis and are included within staff costs.

Post employment and other employee benefits

The Company provides defined benefits upon retirdra@d in the period of employment for employee®sen
employment conditions meet defined criteria acagydo the Employment contract. Amount of beneébillity is
calculated based on current salary level and nurmbemployees, which are entitled or may becoméledtto
receive those payments, as well as based on adtwesumptions. Once a year an actuary evaluagse th
liabilities. Expected benefit expenses are accdweithg the employment period.

29



Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE"
FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010
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(q) Trade payables

Trade payables are recognised initially at fairueabnd subsequently measured at amortised cogj thsén
effective interest method. Accounts payable arssifi@d as current liabilities if payment is dudghim one year or
less. If not, they are presented as non-currelilitias.

(r) Revenue recognition

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

Sales of natural gas

Sales are recognised upon delivery of gas, netabfevadded tax and discounts and the differencedeet the
forecasted and actual purchase cost of naturavgash is used for determination of applicable naltgas selling
price for the following month. Sales of natural dasresidential customers are recorded on the lmisimeter
readings reported by customers. Where relevarg, itffdludes an estimate of the sales volume of gagplied

between the date of the last meter reading angigheend. Natural gas sales to corporate custoanenecognized
based on invoice issued according to meter reawficgstomers.

Income of transmission and storage on natural gas

Income from rendering of services is recognisednuperformance of services, net of value added t@k a
discounts. Income on natural gas transmission trdge is recognized based on actual amount ofrmared and
stored gas, which are determined by meter readings.

Applicable natural gas selling price is calculateded on latest available data. The exchangeaate fR/USD set
by ECB in the last day of the previos month, actyralss calorific value of gas in the previous moashwell as
planned volume of received and delivered gas agd irsthe calculation. Actual purchase costs ofinrsitgas are
calculated based on methodology approved by the "®Wouncil, taking into account the exchange rdte o
EUR/USD at last day of the month when gas is dedideactual gas gross calorific value as well dsawolume

of gas purchased from suppliers.

Interest income

Interest income is recognized using the effectiterest method. Interest income on term deposittassified as
Other income and interest on cash balances isifit@isas Finance income. Accrual of interest incameeased, if
it's recoverability is uncertain.

Penalties income
Based on prudence principle penalties, includingdifor late payments for gas, are recognized wegived.

Income from contribution to financing of constractiworks

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

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

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

(t) Related parties
Related parties are defined as the Company’s nshgreholders that have a significant influence, bemof the
Council and the Board, their close relatives amganies in which they have a significant influence&ontrol.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

3 PROPERTY, PLANT AND EQUIPMENT

Cost or revaluation

At December 31, 2008
Additions

Reclassified
Revaluation

Disposals

Transferred to
intangible assets

At December 31, 2009

Depreciation

At December 31, 2008
Charged for 2009
Revaluation

Disposals

At December 31, 2009

Net book value at
December 31, 2009

Net book value at
December 31, 2008

Cost or revaluation

At December 31, 2009
Additions

Reclassified
Revaluation

Disposals

Transferred from
intangible assets

At December 31, 2010

Depreciation

At December 31, 2009
Charged for 2010
Disposals

Corrections

At December 31, 2010

Net book value at
December 31, 2010

Net book value at
December 31, 2009

Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE”
FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2010

Land Buffer Buildings and Equipment Other  Advances Assets Total
gas gas and assets under
transmission  machinery construction
system
LVL'000 LVL'000 LVL'000 LVL'000 LVL'000 LVL'000 LVL'000 LVL'000
1658 6 590 589 743 80730 10054 218 5751 694 744
- - - - - 2 208 14 264 16472
127 - 12 952 2771 1438 (2410) (14 878) -
- - (45) 30 - - - (15)
- - (2 373) (1 299) (538) (2) (2) (4214
- - - - - - (24) (24)
1785 6 590 600 277 82232 10954 14 5111 706 963
- - 333011 36 321 5360 - - 374692
- - 13 646 4961 1124 - - 19731
- - 140 324 7 - - 471
- - (1 502) (1 035) (503) - - (3040)
- - 345 295 40571 5988 - - 391854
1785 6 590 254 982 41 661 4 966 14 5111 315109
1 658 6 590 256 732 44 409 4694 218 5751 320052
Land Buffer Buildings and  Equipment Other Advances Assets Total
gas gas and assets under
transmission  machinery construction
system
LVL'000 LVL'000 LVL'000 LVL'000 LVL'000 LVL'000 LVL'000 LVL'000
1785 6 590 600 277 82232 10954 14 5111 706 963
- - - - - 1985 20504 22489
- 9 885 1653 1146 (1974) (10 710) -
- - 81 - - - - 81
- - (1 925) (1 353) (405) - (12) (3 695)
- - - (2) 2 - 14 14
1785 6 590 608 318 82530 11697 25 14 907 725 852
- - 345 295 40571 5988 - - 391854
- - 14 467 4686 1098 - - 20 251
- - (1 383) (1 246) (350) - - (2979
- - (242) (22) - - - (264)
- - 358 137 43989 6736 - - 408 862
1785 6 590 250181 38541 4961 25 14 907 316 990
1785 6 590 254 982 41661 4966 14 5111 315109
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

3 PROPERTY, PLANT AND EQUIPMENT (CONTINUED)

Cost or revaluation

At December 31, 2008
Additions

Reclassified
Revaluation

Disposals

Transferred to
intangible assets

At December 31, 2009

Depreciation

At December 31, 2008
Charged for 2009
Revaluation

Disposals

At December 31, 2009

Net book value at
December 31, 2009

Net book value at
December 31, 2008

Cost or revaluation

At December 31, 2009
Additions

Reclassified
Revaluation

Disposals

Transferred from
intangible assets

At December 31, 2010

Depreciation

At December 31, 2009
Charged for 2010
Disposals

Corrections

At December 31, 2010

Net book value at
December 31, 2010

Net book value at
December 31, 2009

Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE”
FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010

Land Buffer Buildings  Equipment Other Advances Assets Total
gas and gas and assets under
transmis-  machinery construction
sion
system
EUR'000 EUR'000 EUR’000 EUR’000 EUR’000 EUR’000 EUR'000 EUR’000
2 359 9377 839 129 114871 14 306 310 8184 988535
- - - - - 3142 20 295 23 437
181 - 18 429 3941 2046 (3429 (21 169) -
- - (64) 43 - - - (22)
- - (3376) (1 848) (766) 3) 3) (5 996)
- - - - - - (34) (34)
2540 9377 854 118 117 007 15586 20 7273 1005921
- - 473 832 51682 7628 - - 533 142
- - 19 417 7 059 1599 - - 28 075
- - 199 461 10 - - 670
- - (2 137) (1473) (716) - - (4 326)
- - 491 311 57729 8521 - - 557 561
2 540 9377 362 807 59278 7065 20 7273 448 360
2 359 9 377 365 297 63189 6678 310 8184 455 393
Land Buffer  Buildings Equipment Other Advances Assets Total
gas and gas and assets under
transmis-  machinery construction
sion
system
EUR'000 EUR’'000 EUR’000 EUR'000 EUR’000 EUR’000 EUR'000 EUR’000
2 540 9377 854118 117007 15586 20 7273 1005921
- - - - - 2824 29175 31999
- - 14 065 2 352 1631 (2809 (15 239) -
- - 115 - - - - 115
- - (2739 (1 925) (576) - a7 (5 257)
- - - (3) 3 - 20 20
2540 9377 865559 117431 16644 35 21212 1032798
- - 491311 57 729 8521 - - 557 561
- - 20 585 6 668 1562 - - 28 815
- - (1 968) (2 773) (498) - - (4 239)
- - (344) (31) - - - (375)
- - 509584 62 593 9 585 - - 581 762
2 540 9377 355975 54 838 7 059 35 21212 451036
2 540 9377 362807 59 278 7 065 20 7273 448 360
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

3 PROPERTY, PLANT AND EQUIPMENT (CONTINUED)

During 2003 and 2004 buildings, gas transmissiahdistribution system and equipment were revalugdguthe
amortised replacement cost method. The amortiggdaement cost was determined by a certified ass&&C
BDO “Invest Riga”. During 2007 the Company had peried subsequent revaluation of all asset groups
mentioned above using amortised replacement cogtotheThe amortised replacement cost was deternbged
independent certified valuator JISC BDO “Invesgd®. During 2010 assets which were received fotigmar in
exchange during the reporting year were revaluated.

Property, plant and equipment include fully depatsil assets with a total cost of LVL 24 66fbusand or
EUR 35 101thousand (2009: LVL 4 56thousand or EUR 6 488 thousand).

As at December 31, 2010 the carrying amount in thserevaluated property, plant and equipment wddd
carried under the cost model is LVL 145636 thodsamrm EUR 207 221 thousand including buildings
LVL 111 081 thousand (EUR 158 054 thousand) andipeggent and machinery LVL 34 555 thousand
(EUR 49 167 thousand) (2009: LVL 150194 thousand EHJR 213 707 thousand including buildings
LVL 113 809 thousand (EUR 161 936 thousand) andipsgent and machinery LVL 36 385 thousand
(EUR 51 771 thousand).

During the reporting year the Company has capédliziepreciation in amount of LVL 23 thousand or
EUR 33 thousand (2009: LVL 31 thousand or EURRBUSand).
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4 INTANGIBLE ASSETS

LVL'000 EUR’000
Cost
As at December 31, 2008 5352 7 615
Additions 867 1233
Reclassified from property, plant and equipment 24 34
Disposals (98) (139)
As at December 31, 2009 6 145 8 743
Depreciation
As at December 31, 2008 3081 4 384
Charge for the year 728 1036
On disposals (94) (135)
As at December 31, 2009 3715 5 285
Net Book Value as at December 31, 2009 2430 3458
Net Book Value as at December 31, 2008 2271 3231

LVL'000 EUR’000
Cost
As at December 31, 2009 6 145 8743
Additions 613 872
Disposals (81) (115)
Transferred to property, plant and equipment (14) (20)
As at December 31, 2010 6 663 9 480
Depreciation
As at December 31, 2009 3715 5 285
Charge for the year 800 1138
On disposals (81) (115)
As at December 31, 2010 4 434 6 308
Net Book Value as at December 31, 2010 2229 3172
Net Book Value as at December 31, 2009 2430 3458

Intangible assets include fully amortised intangilalssets with a total cost value of LVL 1 387 tlamas or
EUR 1 974 thousand (2009: LVL 1 184 thousand or BIB84 thousand).

The major intangible assets are geographic-infaum@asystem GIS and software for long-distance [iesl
SCADA IT at carrying amount of LVL 227 thousand (EWB323thousand) and LVL 221 thousand
(EUR 314 thousand) respectively as at December2810 (2009: LVL 270 thousand (EUR 384 thousand) and
LVL 331 thousand (EUR 471 thousand)).
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5 TRADE RECEIVABLES
31.12.2010. 31.12.2009. 31.12.2010. 31.12.2009.
LVL'000 LVL'000 EUR’000 EUR’000
Fair value of financial
assets with revaluation
in profit or los
At the beginning of the

reporting year 4 6 6 9
Revalued 1) ) (2) 3)
At the end of the

reporting year 3 4 4 6

Non-current trade receivables

Gross value 3 4 4 6
3 4 4 6

Current trade receivables
Gross value 44 220 30 523 62 919 43 430
Provisions for impairment of receivables (7 185) (8 320) (10 223) (11 838)
37 035 22 203 52 696 31592
Total trade receivables 37 038 22 207 52 700 31 598

Provisions for impairment of bad and doubtful debts

2010 2009 2010 2009

LVL’'000 LVL'000 EUR’000 EUR’000

Provisions at the beginning of the year 8 389 3349 11935 4764
Charged to income statement 1135 6 628 1615 9431
Released to income statement (2 087) (1 444) (2 970) (2 055)
Net charge to income statement (see Note 15) (952) 5184 (1 355) 7 376
Written off (184) (144) (262) (204)
Provisions at the year end 7 253 8 389 10 318 11 936

Of the provisions as at 31 December 2010 LVL 7 i8fsand (EUR 10 234 thousand) relate to curreketr
receivables (2009: LVL 8 320 thousand (EUR 11 8R&isand)). Of the provisions as at 31 December 2010
63 thousand (EUR 90 thousand) relate to other tradeivables (2009: LVL 65 thousand (EUR 92 thod¥pn
(see Note 7). Provisions were created based owati@h of the financial position and operationsseparate
groups of customers. The eventual losses may diffen the current calculations, as the specific ante required
are regularly reviewed and changes are reflectéioeiincome statement.
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6 INVENTORIES

31.12.2010. 31.12.2009. 31.12.2010. 31.12.2009.
LVL'000 LVL'000 EUR’000 EUR’000

Materials and spare parts

(at net realisable value) 2 959 2 889 4210 4111
Gas and fuel (at cost) 8 016 80 644 11 406 114 746
10 975 83533 15616 118 857

The cost of inventories recognized as expenserahdded in “Cost of sales” amounted to LVL 270 2d4@usand
or EUR 384 520 thousand (2009: LVL 251 796 thousamdUR 358 273 thousand).

Provisions for impairment of obsolete and slow mgvinventories:
2010 2009 2010 2009
LVL'000 LVL'000 EUR’000 EUR’000

Provisions at the beginning of the year 443 427 629 607
Charged to income statement 420 74 598 105
Released to income statement (59) (37) (84) (53)
Written off (131) (21) (186) (30)
Provisions at the year end 673 443 957 629

Provisions have been created for slow moving malterand spare parts. During 2010 the Company sold
inventories amounting to LVL 37 thousand or EURtBGusand (2009: LVL 1 thousand or EUR 1 thousand) a
used in operations inventories amounting to LVLtAhBusand or EUR 18 thousand (2009: LVL 34 thousand
EUR 48 thousand) that had been written off in prasiyears.

7 OTHER RECEIVALBES

31.12.2010. 31.12.2009. 31.12.2010. 31.12.2009.
LVL'000 LVL'000 EUR’000 EUR’000

Prepayments and deferred expense 431 494 613 703
Value added tax overpaid 110 125 157 178
Interest accrued on bank deposits 29 172 41 245
Receivable for services supplied 12 21 17 30
Prepayment for natural gas 24 216 - 34 456 -
Other debtors 311 301 443 427
25109 1113 35727 1583
Provisions for impairment of bad and doubtful
debts* (63) (65) (90) (92)
25 046 1048 35 637 1491

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

36



Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE”
FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
8 CASH AND CASH EQUIVALENTS

31.12.2010. 31.12.2009. 31.12.2010. 31.12.2009.
LVL'000 LVL'000 EUR’000 EUR’000

Cash on hand 2 3 3 4
Current accounts with banks 6 273 6 329 8 926 9 006
Term deposits* 31298 29 478 44 533 41 943

37 573 35810 53 462 50 953

* Term deposits fixed interest rate during 201@dsn 0.37% to 12.7% per annum (2009: from 0.47933806
per annum).

As at December 31, 2010 and December 31, 2009 #neneo deposits with original term over 90 days.
9 SHARE CAPITAL

(a) Authorised, subscribed and paid-up share capitalt &ecember 31, 2010 consists of 39 900 000 arglina
shares of LVL 1 each. All shares have equal vatiglyts and rights to dividend.

31.12.2010. 31.12.2009.
% from total Number of % from total Number of
share capital shares  share capital shares
Registered (closed issues) shares 36.52 14 571 480 36.52 14571 480
Bearer (public issues) shares 63.48 25 328 520 63.48 25328 520
100.00 39 900 000 100.00 39900 000
(b) Shareholders
31.12.2010. 31.12.20089.
% from Number of % from Number of
total share shares total share shares
capital capital
E.ON Ruhrgas International AG
(including registered shares of closed
issues 7 285 740) 47.23 18 846 385 47.23 18 846 385
Itera Latvija LLC 16.00 6 384 001 16.00 6 384 001
JSC Gazprom
(including registered shares of closed
issues 7 285 740) 34.00 13 566 701 34.00 13566 701
Shares owned by the State 0.00 117 0.00 117
Bearer (public issues) shares 2.77 1102 796 2.77 1102 796
100.00 39 900 000 100.00 39 900 000

State owned shares are given for holding to theg#finof Economy of the Republic of Latvia.
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10 BORROWINGS

On 17 September, 2010 overdraft agreement conclbdedeen the Company and SEB Banka which granted fo
Company an overdraft facility of EUR 50 000 thawsgLVL 35 140 thousand) has expired. The agreemast
concluded on 18 September 2008 for one year witlalie interest rate with the purpose of providfimancial
resources for settlements with the suppliers ofndi@iral gas in cases when customers’ paymentdedaged. On

17 September, 2009 the overdraft agreement hasgrelemged for a year. The effective interest rat2009 was
3.6%.

11 DEFERRED INCOME

(a) Income from residents and enterprises contdghub financing of construction works of gas pipes:
31.12.2010. 31.12.2009. 31.12.2010. 31.12.2009.

LVL'000 LVL'000 EUR’000 EUR’000
Non-current portion of borrowings 13 855 13824 19714 19 670
Current portion of borrowings 569 549 810 781
14 424 14 373 20 524 20 451
Deferred income movement:
2010 2009 2010 2009
LVL'000 LVL'000 EUR’000 EUR’000
At the beginning of the year 14 373 13979 20 451 19 890
Received from residents and
enterprises during the reporting year 605 925 861 1317
Recognized as income in the
reporting year (see Note 16) (554) (531) (788) (756)
Deferred to the following periods 14 424 14 373 20 524 20 451

(b) difference between the actual and forecastechaise cost of natural gas:

- current portion 6 996 275 9 954 391

Deferred income movement:

2010 2009 2010 2009

LVL'000 LVL'000 EUR’000 EUR’000
At the beginning of the year 275 3155 391 4 489
Difference between the actual and
forecasted purchase cost of natural
gas invoiced to customers in the
reporting year (Note 13) 6 721 (2 880) 9 563 (4 098)
Deferred to the following periods 6 996 275 9 954 93
Total deferred to the following
periods 21 420 14 648 30478 20 842

See also Accounting policies Note (r).
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31.12.2010. 31.12.2009. 31.12.2010. 31.12.2009.
LVL'000 LVL'000 LVL'000 LVL'000
Prepayments received 5385 6 640 7 662 9448
Social insurance contributions 620 667 882 949
Personal income tax 446 422 635 601
Value added tax 10 250 8 351 14 585 11 882
Salaries 493 557 701 793
Accrued expenses for unused annual
leave 920 824 1309 1172
Accrued expenses for bonuses 4920 5198 7 001 7 396
Accrued other expenses 306 270 435 384
Accrued post-employment benefit
liabilities and other obligations to
employees * 311 247 443 351
Other current liabilities 137 151 195 215
23 788 23 327 33848 33191

* Accrued post-employment benefit liabilities andestbbligations to employees in Note 22.

13 REVENUE

Sales per customers’ groups are as follows:

31.12.2010. 31.12.2009 31.12.2010. 31.12.2009.
LVL'000 LVL'000 EUR’000 EUR’000
Income from natural gas sales to industrial
customers 299 678 27%2¢ 426 40% 39772¢
Income from natural gas sales to residential
customers 40722 40 09¢ 57 94: 57 05«
Income from transmission and storage of natural gas 12 290 9 321 17 48t¢ 13 27:
Income from natural gas sales to vehicles 9 62 13 88
Other services 646 69 91¢ 98¢
353 345 329 70! 502 765 469 128

If income from natural gas as per leveraged payr(restdential customers) increased or decreasesbyythen
income from natural gas sales to residential custerwould increase or decrease by 5%.

14 COST OF SALES

2010 2009 2010 2009

LVL’'000 LVL'000 EUR’000 EUR’000

Purchase of natural gas 265 622 248 198 377 946 353 154
Salaries 13 186 12 414 18 762 17 664
Social insurance contributions 3015 2914 4 290 4146
Life, health and pension insurance 866 867 1232 1234
Materials and spare parts 6 086 4109 8 660 5 846
Depreciation and amortisation 20 396 20 339 29 021 28 939
Other 5502 5 049 7829 7184
314 673 293 890 447 740 418 167
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15 ADMINISTRATIVE EXPENSES

Salaries

Social insurance contributions

Life, health and pension insurance
Maintenance and utilities

Real estate tax

Depreciation and amortisation

Bank charges

Provisions for impairment of bad
and doubtful debts, net (see Note 5)
Other expenses

16 OTHER INCOME

Penalties from customers

Income from contribution to financing of
construction works (see Note 11)

Other income

Interest income

17 OTHER EXPENSES

Materials

Salaries

Social insurance contributions
Depreciation and amortisation
Sponsorship

Loss from sale of fixed assets

Provisions for slow moving and obsolete
inventories impairment

Loss from increase in exchange rates, net
Other expense

18 EXPENSES BY NATURE

Purchase of natural gas

Depreciation and amortisation

Employee benefit expense (see Note 26)
Material and spare parts

Net provisions for impaired receivables
Other expenses

3553 3310 5055 4710
774 771 1101 1097
183 156 261 222
957 1073 1362 1527
755 162 1074 231
528 595 751 847

76 369 108 525
(952) 5184 (1 355) 7376
1199 1348 1707 1918
7073 12 968 10 064 18 453

698 791 994 1126
554 531 788 756
595 470 847 669
930 750 1323 1 067
2777 2542 3952 3618
37 27 53 38

175 157 249 223

24 21 34 30

104 101 148 144
2332 1503 3318 2138
121 950 172 1352
361 37 514 53
2573 1165 3661 1658
243 235 346 335
5970 4196 8 495 5971
2010 2009 2010 2009
LVL'000 LVL'000 EUR000  EUR’000
265 622 248 198 377 946 353 154
21 028 21 035 29 920 29 930
21776 20 612 30 984 29 328
6123 4136 8713 5 885
(952) 5 184 (1 355) 7376
14 119 11 892 20 091 16 921
327 716 311 057 466 299 442594
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19 FINANCE INCOME, NET

Finance income

- Interest income 1493 1831 2124 2 605
1493 1831 2124 2 605

Finance expenses
- Interest expenses - 9 - (13)
- ) - (13)
Finance income, net 1493 1822 2124 2 592

20 NET FOREIGN EXCHANGE GAINS AND INTEREST INCOM E

The exchange net differences are credited to thenie statement under Other income and Other expgase
Notes 16 and 17).

Interest income credited to the income statement iscluded as follows:

Other income (see Note 16) 930 750 1323 1067
Finance income, net (see Note 19) 1493 1831 2124 2 605
2423 2581 3 447 3672

21 INCOME TAX EXPENSE

Current income tax 5878 3942 8 364 5609
Deferred income tax (1771) (92) (2 520) (131)
4 107 3 850 5 844 5478

Corporate income tax differs from the theoreticallyculated tax amount that would arise applyirey16% rate
stipulated by the law to profit before taxation:

Profit before income tax 29 899 23015 42 542 32 747
Theoretically calculated tax at tax rate of

15% 4 485 3452 6 381 4912
Tax effect of:

Tax non-deductible expenses, net 754 1391 1074 1979
Tax relief on donations (1132) (993) (1611) (1 413)
Tax charge 4107 3850 5844 5478

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

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

2010 2009 2010 2009

LVL'000 LVL'000 EUR’000 EUR’000

Receivable as at 1 January (1 357) (3 854) (1931) (5 484)
Charge for the year 5878 3942 8 364 5609
Paid during the year (3291) (1 445) (4 683) (2 056)
Liability / (receivable) as at 31 December 1230 (1 357) 1750 (1931)
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21 INCOME TAX EXPENSE (CONTINUED)

Calculation of deferred income tax:

Deferred income tax liabilities at the

beginning of the reporting year 29 700 29 915 42 259 42 566
Increase in deferred income tax liabilities that

results from revaluation of property, plant and

equipment (charged to other comprehensive

income) 12 18 17 26
Decrease in deferred income tax liabilities
(charged to income statement) a771) (92) (2 520) (131)

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

(credited to equity) (119) (141) (169) (201)
Rounding - - - (1)
Deferred income tax liabilities at the end of

the reporting year 27 822 29 700 39 587 42 259

Deferred income tax assets and liabilities are atifoutable to the following items:

31.12.2010. 31.12.2009. 31.12.2010. 31.12.2009.
LVL'000 LVL'000 EUR’000 EUR’000
Difference on depreciation of property, plant
and equipment
(to be settled within 12 months) 1248 1120 1776 1594
Difference on depreciation of property, plant
and equipment

(to be settled after more than 12 months) 29 694 30 593 42 251 43 530
Impairment of bad and doubtful debts

(to be settled within 12 months) * (269) (298) (383) (424)
Accrued expenses for unused annual leave and

bonuses

(to be settled within 12 months) (874) (905) (1 244) (1 288)

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

more than 12 month) (781) (662) (1111) (942)
Accruals for other liabilities (to be settled

within 12 months) (1 095) (82) (1 558) (117)
Impairment of inventories

(to be settled within 12 months) (101) (66) (144) (94)
Deferred income tax liability, net 27 822 29 700 39 587 42 259

* These are provisions for impairment of bad andldful debts that are expected to become allow#dnle
corporate income tax purposes in the foreseeahlesfas relevant debtor companies are in liquidatio
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22 ACCRUALS FOR EMPLOYMENT AND POST EMPLOYMENT BENE FITS

31.12.2010. 31.12.2009. 31.12.2010. 31.12.20009.
LVL'000 LVL'000 EUR'000 EUR'000

At the beginning of reporting year 4416 4 672 6 283 6 648
Current service costs (209) 209 (297) 297
Interest expenses 95t (281) 1 35¢ (400)
Post employment benefits paid (175) (626) (249) (891)
Losses as a result of changes in assumptions of

actuary 220 442 313 629
Provisions at the end of the reporting year 5207 4 416 7 409 6 283
Non-current portion of provisions 4 896 4169 6 966 5932
Current portion of provisions (see Note 12) 311 247 443 351
Provisions at the end of the reporting year 5 207 4416 7 409 6283

Post employment benefits are unique or monthiignited time period) benefits, which are paid topoyee,
whose employment conditions meet defined critecizoeding to the Employment contract. Accruals fenéfits
are calculated based on current level of the gsaind the number of those employees, who migldipesuch
benefit, if they would terminate an employment vtttk Company, as well as previously applied bemafés and
actuarial assumptions.

For calculation of provisions following assumptiohave been used:

2010 2009
Discount rate (considering profitability of goverant bonds at the
balance sheet date), % 4.35 6.75
Employee rotation ratio 1.32 1.63
Pension age of employees, years 62 62
Mortality, years ok *rx
Change in payroll, %:
2009 - 0.00
2010 - 2.00
2011 5.00 3.00
2012 5.00 4.00
2013 6.00 5.00
2014 7.00 7.00
2015 8.00 7.00
2016 9.00 -
Contributions in private pension funds, % of totabss income of
employees 5.00 5.00
SSC * *%
PIT * *%*

* according to Cabinet of Ministers rules in fobering 2010.
** according to Cabinet of Ministers rules in fordaring 2009.
*** gccording to provision calculation methodology.
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22 ACCRUALS FOR EMPLOYMENT AND POST EMPLOYMENT BENE FITS (CONTINUED)

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

Change in assumptions Impact on the total liabilites
Discount rate Increase/decrease of 0.5% Decreas®& o / increase of 4.98%
Employee rotation ratio Increase/decrease of 0.5 crézse of 1.49% / increase of 1.41%
Pension age Increase/decrease of 1 year Decre@s#866 / increase of 0.54%
Life period Increase/decrease of 1 year Increage5®% / decrease of 2.44%
Payroll growth ratio Increase/decrease of 0.5% relase of 3.93% / decrease of 3.61%
Contribution to the private
pension funds Increase/decrease of 0.5% Increase of 0.35% / aleeief 0.35%
SSC Increase/decrease of 0.5% Increase of 0.34uréake of 0.34%
PIT Increase/decrease of 0.5% Increase of 0.0286redse of 0.02%

23  EARNINGS AND DIVIDENDS PER SHARE

(a) EARNINGS PER SHARE
The Company has no dilutive potential ordinary ehaand therefore diluted earnings per share areaime as
the basic earnings per share.

Basic earnings per share are calculated by divithegnhet profit attributable to the shareholdergheyweighted
average number of ordinary shares in issue duniegear.

2010 2009 2010 2009

LVL'000 LVL'000 EUR’000 EUR’000

Net profit attributable to shareholders (a) 25792 19 165 36 698 27 269

number, th. number, th. number, th. number, th.

Ordinary shares as at 1 January 39 900 39 900 39 900 39 900

Ordinary shares as at 31 December 39 900 39 900 39 900 39 900
Weighted average number of ordinary shares

outstanding during the year (b) 39 900 39 900 39 900 39 900

Basic earnings per share during the year
(a/b) in LVL or EUR 0.646 0.480 0.920 0.683

(b) DIVIDENDS PER SHARE

Dividends payable are not accounted for until taey declared at the Annual General Meeting. Amntleeting, a
dividend in respect to 2010 of LVL 0.50 (EUR 0.7X#er share will be proposed by the management.eThes
financial statements do not reflect these dividgradgable, which will be accounted for in the shatdérs’ equity

as an appropriation of retained earnings for 2010.

The dividends paid in 2010 for 2009 were LVL 15 1B6usand (LVL 0.40 per share) or EUR 22 709 thodsa

(EUR 0.569 per share). The dividends paid in 2@02008 were LVL 15 162 thousand (LVL 0.38 per shar
EUR 21 574 thousand (EUR 0.541 per share).

44



Translation from Latvian Original

JOINT STOCK COMPANY “LATVIJAS G AZE”
FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

24 CASH GENERATED

FROM OPERATIONS

Reconciliation of profit before tax to cash genedafrom operations:

2010 2009 2010 2009
LVL'000 LVL'000 EUR’000 EUR’000
Profit before income tax 29 899 23 015 42 542 32747
Adjustments for:
Depreciation (Note 3) 20 251 20 306 28 815 28 893
Amortisation (Note 4) 800 728 1138 1036
Deviations of actual and predictable purchases
of natural gas and income from participation
fees (see Note 11) 6 167 (3411) 8776 (4 853)
Provision for impairment of slow moving
inventories (Note 6) 361 37 514 53
Change in accrued expenses for bonuses (278) 298 (395) 424
Change in accrued expenses for unused annual
leave 96 (180) 137 (256)
Change in accruals for other liabilities 36 149 51 212
Change in accrued expenses for post
employment benefits and other employee
benefits (Note 22) 791 (256) 1126 (365)
Interest income (Note 20) (2 423) (2 581) (3 447) (3672)
Interest expense (Note 19) - 9 - 13
Loss on sale of property plant and equipment
(Notes 17) 121 950 172 1352
Changes in working capital
- trade and other receivables (38 456) 14 987 (54 719) 21 325
- inventories 72 558 32 540 103 240 46 300
- trade and other payables (48 405) (24 368) (68 875) (34 674)
41518 62 223 59 075 88 535

25 RELATED PARTY TRANSACTIONS

No entity exercises a control over the Companyitiestdisclosed below own or owned more than 20%hef
shares that deemed to provide a significant infteesver the Company.

(@) Sale of services

JSC “Gazprom” 9 877 8709 14 053 12 391
Companies controlled JSC “Gazprom” 8 23 11 33
9 885 8732 14 064 12 424
(b)  Purchase of natural gas
JSC “Gazprom” 131 324 152 492 186 858 216 977
(c) Purchase of services
E.ON Ruhrgas International GmbH - 7 - 11
E.ON Ruhrgas AG - 52 - 73
- 59 - 84
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25 RELATED PARTY TRANSACTIONS (CONTINUED)
(d)  Accounts payable for natural gas and services

31.12.2010. 31.12.2009. 31.12.2010. 31.12.2009.
LVL'000 LVL’'000 EUR’000 EUR’000

JSC “Gazprom” 515 1470 733 2091
Payables are payable in cash and are not securzgliegge or otherwise.

(e)  Accounts receivable for natural gas in transit

JSC “Gazprom” 1483 1572 2110 2 236

Receivables are receivable in cash and are noteskby a pledge or otherwise.
() Advance payment for natural gas to relate company

JSC “Gazprom” for natural gas 24 216 - 34 456 -

Advance payments for natural gas injected intditiekalns UGS for the needs of Latvia.

(9) Expenses for services from companies couited by related party

2010 2009 2010 2009
LVL'000 LVL'000 EUR’000 EUR’000
Companies controlled by E.ON Ruhrgas

International GmbH 29 - 41 -
Companies controlled by JSC “Gazprom” 3280 - 4 66 -
3309 - 4708 -

(h) Accounts payable for services from compées controlled by related party
31.12.2010. 31.12.2009. 31.12.2010. 31.12.2009.
LVL'000 LVL'000 EUR’000 EUR’000

Accounts payable to companies controlled by

E.ON Ruhrgas International GmbH 29 - 41 -

Accounts payable to companies controlled by

JSC “Gazprom” 602 2554 857 3634
631 2554 898 3634

0] Remuneration to Board of Directors and Council

A listing of the members of the Board of Directared Council is shown on page 3.
2010 2009 2010 2009
LVL'000 LVL'000 EUR’000 EUR’000

Salaries 1332 1320 1895 1878

Social insurance contributions 274 308 390 438

Expenses for accruals for post employment

benefits and other employee benefits - (6) - (9)

Health and life insurance 2 9 3 13

Contributions to pension funds 43 41 61 58
1651 1672 2 349 2378

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

2010 2009 2010 2009
LVL'000 LVL'000 EUR’000 EUR’000
Wages and salaries 15 641 15423 22 255 21945
Expenses for accruals for post employment
benefits and other employee benefits 1273 458 1811 652
Social insurance contributions 3589 3796 5106 406

Social insurance contributions for accruals for
post employment benefits and other employee

benefits 224 (89) 319 (127)
Life, health and pension insurance 1049 1024 3l 49 1457
21776 20 612 30 984 29 327

In accordance with the Rules of the Cabinet of btiis of Latvia 65.46 % (2009: 69.08%) of the ddasurance
contributions are used to fund the state definedridmution pension system.

27  SEGMENT REPORTING

31.12.2010.

Gas Gas Gas Gas Other
transmisson storage  distribution realization services TOTAL

LVL'000 LVL'000 LVL'000 LVL'000 LVL'000 LVL'000

Segment revenue from

external customers 2753 9501 - 340 445 646 353 34
Inter-segment revenue 20 295 14 010 40 574 8 356 7 13 83372
Inter-segment costs (1 200) (5 925) (1 881) (74 366 - (83 372)
Interest income - - - - 1493 1493
Profit before tax 7 793 3320 11 001 6 343 1442 829
Corporate income tax 1065 357 1615 649 421 4107
Assets 99 347 86 371 161 633 72 056 10 444 429 851
Liabilities 11 933 7 813 38 894 31 808 443 90 891
Other information on

segment

Depreciation and

amortisation 7 529 4124 8 979 273 123 21 028
Additions of non-

current assets 7172 10 863 4991 275 2 23 303
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27 SEGMENT REPORTING (CONTINUED)

31.12.2010.
Gas Gas Gas Gas Other
transmisdor storage  distribution  realization services TOTAL

EUR'000 EUR'000 EUR'000 EUR'000 EUR'000 EUR'000
Segment revenue from
external customers 3917 13 519 - 484 410 919 562 7
Inter-segment revenue 28 877 19 935 57 732 11 890 94 1 118628
Inter-segment costs (1 708) (8 431) (2 676) (10981 - (118 628)
Interest income - - - - 2124 2124
Profit before tax 11 088 4724 15 653 9 025 2052 2542
Corporate income tax 1515 507 2298 924 600 5844
Assets 141 358 122 895 229 983 102 526 14 861 B216
Liabilities 16 979 11 117 55 341 45 259 631 129 327
Other information on
segment
Depreciation and
amortisation 10 713 5 868 12 776 388 175 29 920
Additions of non-
current assets 10 204 15 457 7101 391 3 33 156
31.12.20089.

Gas Gas Gas Gas Other
transmission  storage distribution  realization services TOTAL

LVL'000 LVL'000 LVL'000 LVL'000 LVL'000 LVL'000
Segment revenue from
external customers 1042 8 254 - 319 717 692 389 70
Inter-segment revenue 17 144 11704 35 277 254 68 4448
Inter-segment costs (39) (231) (684) (63 493) - 487)
Interest income - - - - 1831 1831
Interest expense - - - 9 - 9
Profit before tax 4 868 7901 7724 219 2 303 2301
Corporate income tax 985 1221 442 797 405 3850
Assets 99 763 81930 163 350 111 553 4 898 461 494
Liabilities 11 580 7172 38 017 75 311 354 132 434
Other information on
segment
Depreciation and
amortisation 6 851 4432 8 851 862 38 21034
Additions of non-
current assets 5922 5576 5464 224 2 17 188
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27 SEGMENT REPORTING (CONTINUED)
31.12.20089.
Gas Gas Gas Gas Other
transmission  storage distribution  realization services TOTAL

EUR'000 EUR'000 EUR'000 EUR'000 EUR'000 EUR'000
Segment revenue from
external customers 1483 11744 - 454 917 984 469 128
Inter-segment revenue 24 394 16 653 50 195 361 97 91 700
Inter-segment costs (56) (329) (973) (90 342) - (91 700)
Interest income - - - - 2 605 2 605
Interest expense - - - 13 - 13
Profit before tax 6 927 11 242 10990 312 3273 32744
Corporate income tax 1402 1737 629 1134 576 5478
Assets 141 950 116 576 232 426 158 725 6971 656 648
Liabilities 16 477 10 205 54 093 107 158 504 188 437
Other information on
segment
Depreciation and
amortisation 9748 6 306 12 594 1227 54 29 929
Additions of non-
current assets 8 426 7934 7775 319 2 24 456

The largest customers:

Five of the Company’s customers comprise up to%l(ix 2009- 48.3%) of income. Income generated by the
largest customer as of December 31, 2010 was 3Zi292009 — 28.6%), the second and the third largest
customers constituted 7.7% and 6.2% respectival0i09 — 8.8% and 5.6%) of the total income amotihis

income is related to the natural gas realizatiamsmt.

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

28

CRITICAL ESTIMATES AND JUDGEMENTS

The preparation of the financial statements in confty with IFRS requires the use of certain catiaccounting
estimates. It also requires management to exertsspidgement in the process of applying the Comzan

accounting policies.

IFRS requires that in preparing the financial stetats, management of the Company make estimates and
assumptions that affect the reported amounts atasmnd liabilities and required disclosure at dage of the
financial statements and the reported amountsvefniges and expenses during the reporting perioiafoesults
could differ from those estimates. The areas inwgha higher degree of judgement and thus haviggifgtant
risk of casing a material adjustments to the cagymounts of assets and liabilities within thetrgancial year
are revaluation of property, plant and equipmestednination of frequency of revaluations, the nggmaent
assumptions and estimates in determination of Useés of property, plant and equipment, recovéamount
of accounts receivable and inventories, post enmpéoyt benefits and other employee benefits as destiin

respective notes.
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Revaluation of fixed assets

The management determines fair value and the rémgainseful life of buildings, gas transmission and
distribution system and equipment based on valnagaerformed by independent certified valuatoradcordance
with real estate valuation standards and basedh@materage construction costs relevant for thertieygoyear.
The Company’s internal policy is to perform theakwsations when there are indications that averagstouction
costs and/or purchase prices related to the bggdigas transmission and distribution system angpbatgnt have
changed significantly. As at 1 February 2007 them@any performed revaluation of the buildings, gas
transmission and distribution system and equipnikat increased the carrying amount of these adsets
LVL 80.2 million (EUR 114.1 million). The amortise@placement cost was determined by independetitiesr
valuator JSC BDO ‘Investiga’. The management performed an assessment in&t@l@oncluded that the said
average replacement costs had not changed sigrilfica

Recoverable amount of trade receivables

The estimated collectibility of accounts receivalsleassessed on an individual basis for each cestoim case
individual assessment is not possible due to ttgelaumber of individual balances, only the siguaifit debtors
are assessed individually. Receivables that aréndotidually assessed for impairment are classifio groups
of receivables with similar credit risk charactgcs and are collectively assessed for impairmesit)g historical
loss experience. Historical loss experience issadglion the basis of current observable data tectahe effects
of current conditions that did not affect the pdram which the historical loss experience is bas®dto remove
the effects of conditions in the historical pertbdt do not exist currently.

Inventory valuation

Upon valuation of inventories, the management setie its best knowledge taking into consideratigstohical
experience, general background information and rpiae assumptions and conditions of future evemis.
determining the impairment of inventories, the sgetential as well as the net realisable valueeéntory is
taken into consideration.

Evaluation of post employment and other emplopeetits

Liabilities for the employee benefits are preseritethe balance sheet at their present value. Eyapldenefit
liabilities are calculated for each year using Bctgd Unit Credit method. Both actuary defined aodlicly
available assumptions are used in calculationsdéggachanges in demographic and financial vargble

Recognition of revenues using the leveraged consumption payment scheme

Customers, who settle payments using the leveragmtsumption payment scheme, when paying bills
(commercial users and private persons, who pertotraperating activity), perform the readings of endtvice a
year and determine the leveraged consumption mtimter season (November to April) and summer @eas
Customers are invoiced on the monthly bases.

Customers who are residents (household customett¢ sccounts using the leveraged consumption paym
scheme in self-service order. Customers performgehdings of meter (depending on consumption) angear
or when tariffs are changed. All customers of tleeideholds are invoiced on monthly bases by sumrttiag
leveraged consumption, for which seasonal ratppied.

29  FINANCIAL RISK MANAGEMENT

29.1. Financial risk factors

The Company'’s overall risk management program sebtan “JSC “Latvijas &e” risk management guidelines
and procedures” developed by SIA Marsh in 2005.

The Company'’s overall risk management program fesws the unpredictability of financial markets @eeks
to minimise potential adverse effects on the Comjsafinancial performance.
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29.1. Financial risk factorgcontinued)

Financial instruments owned by the Company (acoorth IFRS 7):
- financial assets: current debtors, long term dsbtmash in bank accounts, cash in bank deposits;
- financial liabilities: creditors.

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

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

Credit risk

The Company is exposed to credit risk, which issk of arising of material losses, in case courgggpwill not
be able to fulfill its contractual obligations tbet Company. Credit risk is critical to the openasiocof the
Company, so it is important to manage this riskatftely.

Credit risk arises from cash and cash equivaleesosits with banks and financial institutionsyedl as credit
exposure to customers, including outstanding reddés and committed transactions.

Sources of credit risk

Credit risk mainly relates to few largest customafrshe Company. Largest part 56.7% (2009: 53.9¢%¢yaule
receivables natural gas comprises of debts of gedrcustomers of the Company, one of these custodabt
comprised 22.1% (2009: 25.4%), second and thirgektr customer debt comprised 6.3% and 7.5% resgigctf
(2009: 9.2% and 7.9%) of total trade receivablesitaBecember 31, 2010. The Company has introduodd a
observes such a credit policy that envisages gefjoods on credit only to customers with a goodlictgstory,
controlling the amount of credit set for each coso Debts of 5 largest customers are not impaaedt
December 31, 2010.

Credit risk management

Control over debtors is performed by Individual touser transaction department (hereinafter - IndigldCTD),
Industrial customers transaction department (haftn - Industrial CTD), Contact center (hereinaftecC) and
Financial accounting department (hereinafter — FAXhe Company.

Debtors aging analysis is prepared on a monthlisbBgbtors are analysed in following groups:
- households, which use natural gas for heating m@por for heating purposes and for other purposes
parallel;
- households, which use natural gas for other pusptiemn heating;
- companies with gas consumption less than 25 tmous&a year;
- companies with gas consumption more than 25 thmLisd a year.
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29.1. Financial risk factors(continued)

Credit risk (continued)

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

1. When the payment due date, specified in thdesstht procedures, for the natural gas receivedngur
settlement period, is reached (according to levatagpnsumption payment scheme), Individual CTDreyea
dispatching of reminder about overdue to Debtors.

2. If the debt is not repaid within a time limittse the reminder, warning of natural gas supptgisnination is
sent to the household.

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

4. After receiving of natural gas supply’s terminatdeed Individual CTD or appropriate Departmeatf@grms
final debt calculation and sends a claim for a delihe debtor with a notice of debt recovery pthoes.

5. If the debt amount exceeds LVL 200 and the payrdeadline set in the claim falls due, Individ@D or
appropriate Department evaluates possibilitiesotiecting the debt from the debtor under compulsbsy legal
proceedings.

6. If the Debtor is declared insolvent, Individ@ID or appropriate Department organises terminationatural
gas supply for the gasified object of the Debtorttet earliest possible time, as well as prepargsined
documentation and transfers the documents to Laggsrtment for submission of creditors’ claim.

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

1. When the payment due date, specified in thdesstht procedures, for the natural gas receivedngur
settlement period, is reached (according to levatagpnsumption payment scheme), Individual CTDreyea
dispatching of reminder about overdue to Debtors.

2. If the debt is not repaid within a time limittse the reminder, warning of natural gas supptgismination is
sent to the household.

3. If the debt is not paid during the term indicate the warning letter Individual CTD initiatespemated warning
letter of natural gas termination sent out to thkeb®r, at the same time informing Debtors aboutrstilmg their

personal data to the debt collection companiestlamgossibility that their personal data may bdued in the
public data bases.

4. If Debt collection company could not collect tthebt of the Debtor, or the debt for natural ggspiad based
on leveraged consumption payment scheme exceedslDU| or the Debtor has not paid for supplied retgas
for the last 5 (five) years, the debtor is includedatural gasupply’s terminationist and the supply of natural
gas is terminated.

5. After receiving of natural gas supply’s termioatdeed Individual CTD or appropriate Departmeeitfgrms
final debt calculation and sends a claim for a delthe debtor with a notice of debt recovery pchoes.

6. If the debt amount exceeds LVL 200 and the payrdeadline set in the claim falls due, Individ@D or
appropriate Department evaluates possibilitiesotiecting the debt from the debtor under compulsbsy legal
proceedings.

7. If the Debtor is declared insolvent, Individ@rD or appropriate Department organises terminationatural
gas supply for the gasified object of the Debtorttet earliest possible time, as well as preparesined
documentation and transfers the documents to Laggsrtment for submission of creditors’ claim.
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29.1. Financial risk factors(continued)

Credit risk (continuedDebt monitoring process @bmpanies with gas consumption less than 25 thulisd a
year:
1. When the payment due date, specified in thdesstht procedures, for the natural gas receivednglur

settlement period, is reached (according to levatagpnsumption payment scheme), Individual CTDreyea
dispatching of reminder to Debtors about overdue.

2. If the payment for the natural gas receivedriysgettlement period is not received after the dpéeified in the
settlement procedures, Individual CTD and Departsmeend a warning letter to Debtors about ternomatf
natural gas supply.

3. If a payment is not received during the termidated in the warning letter, respective departsiaitthe
Company issue an order for termination of the sppphatural gas to the gasified object of the Debt

4. If termination of the natural gas supply or iegdhe Counter data is not possible at the gakifigiect of the
Debtor, Individual CTD or appropriate Departmemdseto the Debtor, as well as to the gasified dlyemer (if
the Debtor is not an owner of the gasified objeepeated warning letter about gas supply’s terngnatat the
same time informing about administrative respotligjbi

5. After receiving of natural gas supply’s termioatdeed Individual CTD or appropriate Departmeeitfgrms
final debt calculation and sends a claim for a delthe debtor with a notice of debt recovery pchoes.

6. If the debt amount exceeds LVL 200 and the payrdeadline set in the claim falls due, Individ@D or
appropriate Department evaluates possibilitiesatiecting the debt from the debtor under compulsbsy legal
proceedings.

7. If the Debtor is declared insolvent, Individ@ID or appropriate Department organises terminationatural
gas supply for the gasified object of the Debtorttet earliest possible time, as well as prepargsined
documentation and transfers the documents to laggrtment for submission of creditors’ claim.

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

1. When the payment due date, specified in thdesstht procedures, for the natural gas receivedngur
settlement period, is reached, Industrial CTD, al as Departments (agreed in advance with IndafidZiTD)
arranges dispatching of warning letter to Debtdusud natural gas supply’s termination. 2. Agreeiith the head
of Gas accounting and payment department, Indugfi® and Departments prepare and send warningrsetod
the Debtors also if the payment for supplied natges during any of the current month decades lbadaen
received.

3. Every month CC or appropriate Department costdebtors included in the list via phone and resialdout
payment deadline due date. If a debt due from #@odéb accumulated for natural gas supplied to partanent
type house’ heating, Industrial CTD or appropridgpartment may inform residents of the apartmeme tyouse
by means of placing corresponding announcementtabedermination of gas supply.

4. If a payment is not received after the actiommtioned above, the Company shall decide beforexp@&ation
of the term indicated in the warning letter on eitlthe termination of gas supply or the delay o gapply
termination.

6. If a payment is not received during the termidatkd in the warning letter and the decision tonteate gas
supply to the client has been made, an order Bngio terminate gas supply to the debtor duringreesponding
day.

7. If the debt amount exceeds LVL 200 and the payndeadline set in the claim falls due, Indust@alD
evaluates possibilities of collecting the debt friiva debtor under compulsory, by legal proceedings

8. If a client has been declared insolvent or Igjestt to legal protection process, if possible btdal CTD may
organize to continue gas supply with prepayment.
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29.1. Financial risk factors(continued)

Credit risk (continued)

December 31, 2010 (LVL'000):

Natural gas

incl. renegotiated receivables
Other services

Total current trade
receivables

December 31, 2010 (EUR’000):

Natural gas

incl. renegotiated receivables
Other services

Total current trade
receivables

December 31, 2009 (LVL'000):

Natural gas

incl. renegotiated receivables
Other services

Total current trade
receivables

December 31, 2009 (EUR’000):

Natural gas

incl. renegotiated receivables
Other services

Total current trade
receivables

TOTAL Neither past due nor

Past due, not Impaired, net*

impaired (incl. impaired
renegotiated
receivables)
35508 33924 1584 -
471 471 - -
1527 1527 - -
37 035 35 451 1584 -
TOTAL  Neither past due nor Past due, not Impaired, net*
impaired (incl. impaired
renegotiated
receivables)
50 523 48 269 2254 -
670 670 - -
2173 2173 - -
52 696 50 442 2254 -
TOTAL  Neither past due nor Past due, not Impaired, net*
impaired (incl. impaired
renegotiated
receivables)
20 608 20 368 240 -
140 140 - -
1595 1595 - -
22 203 21 963 240 -
TOTAL  Neither past due nor Past due, not Impaired, net*
impaired (incl. impaired
renegotiated
receivables)
29 323 28 981 342 -
199 199 - -
2 269 2 269 - -
31592 31 250 342 -

* 100% provisions are created for doubtful deb{see Note 5)
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29.1. Financial risk factors(continued)

Credit risk (continued)

December 31, 2010 (LVL'000):

TOTAL Neither past due nor

Past due, not Impaired, net*

impaired (incl. impaired

renegotiated

receivables)
Advance payments for
materials 11 11 - -
Advance payments to
employees 7 3 4
Tax receivables 1 1 - -
Other receivables 228 133 95 -
Total other receivables 247 148 99 -

December 31, 2010 (EUR’000):

TOTAL Neither past due nor

Past due, not Impaired, net*

impaired (incl. impaired

renegotiated

receivables)
Advance payments for
materials 17 17 - -
Advance payments to
employees 10 4 6 -
Tax receivables 1 1 -
Other receivables 324 189 135 -
Total other receivables 352 211 141 -

December 31, 2009 (LVL’000):

TOTAL Neither past due nor

Past due, not Impaired, net*

impaired (incl. impaired

renegotiated

receivables)
Advance payments for
materials 2 2 - -
Advance payments to
employees 6 1 5 -
Tax receivables 1 1 - -
Other receivables 227 78 149 -
Total other receivables 236 82 154 -
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29.1. Financial risk factors(continued)

Credit risk (continued)

December 31, 2009 (EUR’000):

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

receivables)
Advance payments for

materials 3 3 - -
Advance payments to

employees 8 2 6 -
Tax receivables 1 1 - -
Other receivables 323 111 212 -
Total other receivables 335 117 218 -

* 100% provisions are created for doubtful deb{see Note 7)

Quality of the debtors

Fully performing debtors having no overdue debts arainly comprised by heat supply companies. The
shareholders of major part of the heat supply comngsaare local municipalities, which guarantee tyme
settlement of the debts or make advance paymentsfaral gas.

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

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

31.12.2010. 31.12.2009. 31.12.2010. 31.12.2009.

LVL'000 LVL'000 EUR’000 EUR’000

Up to 3 months 1537 240 2187 342
1537 240 2187 342

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

31.12.2010. 31.12.2009. 31.12.2010. 31.12.2009.
LVL'000 LVL'000 EUR’000 EUR’000
Up to 3 months 31 44 16 23
3 to 6 months 12 17 32 45
More than 6 months 56 80 106 150
99 141 154 218
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29.1. Financial risk factors(continued)

Credit risk (continued)

Term deposits and cash at bank

Before placing a term deposit the Board of the Camypevaluates credit ratings, financial performaasevell as
offered interest rates of the banks.

Moody’s Investors Services credit ratings of bafs its owners) are used by the Company (as at agcv
2011):

Long term Short term Rating of Rating
Bank A X ' . .
rating rating financial security forecast
Nordea Bank Finland Aa2 P-1 -* -*
GE Money Bank (General
Electric Co) Aa2 P-1 -*  Stable
DnB NOR ASA Aa3 P-1 C Stable
SEB group Al P-1 =¥ Stable
Swedbank AB A2 P-1 D+  Stable
Latvijas Hipotku un
Zemes banka Baa3 P-3 E+ -*
Citadele banka Ba3 Not prime E+  Stable
SMP bank (Russia) local currency B3 NP E+  Stable
SMP bank (Russia) foreign currency B3 NP -* -
Latvijas Krajbanka -* -* -* -*
* Data on credit rating is not available
31.12.2010. 31.12.20009. 31.12.2010. 31.12.20009.

LVL'000 LVL'000 EUR’000 EUR’000
Citadele bank 16 977 12 201 24 156 17 360
Swedbank 2 884 8 954 4104 12 740
Latvijas Krajbanka 6 576 6 184 9 357 8 799
SEB banka 1746 4 837 2484 6 882
DnB NORD 6 151 2371 8 752 3374
GE Money Bank 81 733 115 1043
Nordea Bank Finland 31 518 44 737
SMP Bank 80 9 114 13
Latvijas Hipo€ku un
Zemes banka 3045 - 4 333 -
Total accounts with
banks 37571 35 807 53 459 50 948
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29.1. Financial risk factors(continued)

Credit risk (continued)

Credit quality of cash and cash equivalents (Mosdgvestors Service)

31.12.2010. 31.12.2009. 31.12.2010. 31.12.2009.
LVL'000 LVL'000 EUR’000 EUR’000

Aa2 112 518 159 737
Aa3 6 151 2371 8 752 3374
Al 1746 4837 2484 6 882
A2 2 884 - 4104 -
Baa3 3045 8 954 4333 12 740
Ba3 16 977 - 24 156 -
B2 - 12 201 - 17 360
B3 80 - 114 -
Data on credit rating is
not available 6 576 6 926 9 357 9 855
Total accounts with
banks 37571 35 807 53 459 50 948
Liquidity risk

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

Main guidelines applied by the Company — do notrpedelay of payments to creditors and prioritisgments to
suppliers for the delivered gas. If the Companysdugt have sufficient amount of cash, credit Isesed.

Operating cash flow plan is prepared to managedityurisk on a monthly bases after actual datéhefprevious
month is received, or in cases which may signifigaaffect financial performance (significant chasgn heavy

fuel global market price / or natural gas purchasees) of the Company.

Contractual maturity of liabilities as at 31 Decemt2010 (LVL'000):

3 months-
<1 month 1-3 months 1 year Total
Trade payables 5548 121 6 065 11734
Other liabilities, incl. 89 - 306 395
Accrued expenses for other expenses - - 306 306
Other short term liabilities 89 - - 89
5 637 121 6 371 12 129
Contractual maturity of liabilities as at 31 Decemt2010 (EUR’000):
3 months-
<1 month 1-3 months 1 year Total
Trade payables 7 894 172 8 629 16 695
Other liabilities, incl. 127 - 435 562
Accrued expenses for other expenses - - 435 435
Other short term liabilities 127 - - 127
8 021 172 9 064 17 257
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29.1. Financial risk factors(continued)

Liquidity risk (continued)

Contractual maturity of liabilities as at 31 Decamt2009 (LVL'000):

3 months-
<1 month 1-3 months 1 year Total
Trade payables 2707 57 802 81 60 590
Other liabilities, incl. 98 - 270 368
Accrued expenses for other expenses - - 270 270
Other short term liabilities 98 - - 98
2 805 57 802 351 60 958
Contractual maturity of liabilities as at 31 Decemt2009 (EUR’000):
3 months-
<1 month 1-3 months 1 year Total
Trade payables 3851 82 246 116 86 213
Other liabilities, incl. 140 - 384 524
Accrued expenses for other expenses - - 384 384
Other short term liabilities 140 - - 140
3991 82 246 500 86 737

Market risk
Interest rate risk

The Company is exposed to cash flow interest iske as its borrowing is at variable interest r@ete 10).

The loan was repaid on 14 January 2009 therefdrastno impact on profit after tax. Other financiasets and
liabilities bear no interest, or interest rate iiedl. As all financial assets and liabilities amr@unted for at
amortised cost, the Company is not exposed todinedlue interest rate risk.

Foreign currency exchange risk

Foreign currency exchange risk is probability, tfaeign currency exchange fluctuations will afféictancial

position and cash flows of the Company. The Compampt directly subject to the risk of fluctuatioh foreign

currency rates as the gas purchase price is $¢8ih and afterwards recalculated in EUR, whereagj#sesales
tariffs are set in LVL. Settlements for the supplgas are made in EUR. As since January 1, 200f&thate is
pegged to the euro rate, the fluctuations of th&/BWR rate are limited and are not expected to leasmgnificant
influence on further financial results. The chanigegas purchase prices in USD depending on théatjan of oil

products are covered by the PUC-approved natusasagles tariffs, which to a certain extent coverfthctuations
of both the LVL/EUR and the EUR/USD rate. The rigkluctuations of foreign currency rates relatediebts to
suppliers is under control by keeping a significahtire of financial resources in deposits of thepeetive
currency.
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29.1. Financial risk factors(continued)
Market risk (continued)

Open foreign currencies positions:

31.12.2010.
USD’000 EUR’000 GBP’000 Other'000
Financial assets 20 87 561 - 3587
Financial liabilities - (14 829) - -
Balance sheet position in original
currency 20 72732 - 3587
Balance sheet position in LVL'000 11 51116 - 66
Balance sheet position in EUR’00C 15 72732 - 94
Open foreign currencies positions:
31.12.20089.
USD’000 EUR'000 GBP’000 Other'000
Financial assets 116 29 304 1 5494
Financial liabilities - (84 047) - (1 879)
Balance sheet position in original
currency 116 (54 742) 1 3615
Balance sheet position in LVL'000 57 (38 473) 1 62
Balance sheet position in EUR’00(C 81 (54 742) 1 88

Exchange rate fluctuations sensitivity analysis

In determination of future fluctuations of exchangtes, assumption is made based on prior year ¢i@ency
exchange rate fluctuations, which were in the rasfgd 1% (2009: 10%), and for other currenciesainge of 1%
(2009: 1%) (net of tax effect).

December 31, 2010

Book Impact to Impact to K Impact to Impact to
Currency 00 current year  current year Boo current year  current year
value ' - value . -
profit profit profit profit
+11% (USD) -11% (USD) +11% (USD)  -11% (USD)
+1% (other -1% (other +1% (other -1% (other
currencies) currencies) currencies) currencies)
LVL'000 LVL’000 LVL'000 EUR’000 EUR’000 EUR’000
Assets
Cash EUR 31680 269 (269) 45 077 383 (383)
USD 11 1 (1) 16 1 (1)
Other 4 - - 6 - -
Accounts
receivable EUR 29 858 254 (254) 42 484 361 (361)
RUB 62 6 (6) 88 9 (9)
61 615 530 (530) 87671 754 (754)
Liabilities
Accounts
payable EUR 10 422 89 (89) 14 829 127 (127)
10 422 89 (89) 14 829 127 (127)
Net impact 51193 441 (441) 72 842 627 (627)

60



Translation from Latvian Original
JOINT STOCK COMPANY “LATVIJAS G AZE”
FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
29 FINANCIAL RISK MANAGEMENT (CONTINUED)
29.1. Financial risk factors(continued)

Market risk (continued)

December 31, 2009

Book Impact to Impact to Book Impact to Impact to
Currency current year  current year current year  current year
value - - value - -
profit profit profit profit
+10% (USD) -10% (USD) +10% (USD)  -10% (USD)
+1% (other -1% (other +1% (other -1% (other
currencies) currencies) currencies) currencies)
LVL’000 LVL'000 LVL'000 EUR’000 EUR’000 EUR’000
Assets
Cash EUR 18415 157 (157) 26 202 223 (223)
usD 26 2 (2) 37 3 3)
Other 4 - - 6 - -
Accounts
receivable EUR 2180 19 (29) 3102 27 27)
usD 32 3 3) 46 4 (4)
RUB 89 8 (8) 127 11 (12)
20 746 189 (189) 29 520 268 (268)
Liabilities
Accounts
payable EUR 59068 502 (502) 84 047 714 (714)
RUB 31 3 (3) 44 4 (4)
59 099 505 (505) 84 091 718 (718)
Net impact (38 353) (316) 316 (54 571) (450) 450

29.2. Capital risk management

The Company’s objectives when managing capitat@amsafeguard the Company’s ability to continue amiag
concern in order to provide returns for sharehalderd benefits for other stakeholders and to maiata optimal
structure to reduce the cost of capital.

The Company performs management of the capitagcbas proportion of borrowed capital against totgital.
This ratio is calculated as proportion of totablldies, except cash and cash equivalents, tddta capital of the
Company. Liabilities include all current and norrremt liabilities, but total capital includes aihlilities of the
Company and equity. This ratio is used to evalsttgture of the capital of the Company, as weltasolvency.
Strategy of the Company is to ensure the ratimidower than 8 % and not higher than 50 %.

In 2010 and 2009 proportion of borrowed capitaital capital was as follows:

31.12.2010. 31.12.2009. 31.12.2010. 31.12.2009.
LVL’'000 LVL'000 EUR’000 EUR’000

Total liabilities 90 891 132 43¢ 129 327 188 437
(Cash and cash equivalents) (37 573 (35 810 (53 462) (50 953)
Net total liabilities 53 31¢ 96 624 75 865 137 484
Total liabilities and equity 429 851 461 49¢ 611 623 656 648
Borrowed capital proportion to total

capital 12.40% 20.94% 12.40% 20.94%

Decrease of borrowed capital proportion to totaitzd in 2010 is mainly related to changes in votuai natural
gas in Ifukalns UGS, as a result payable to natural gaslisupn December 31, 2010 are significantly lower.
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29 FINANCIAL RISK MANAGEMENT (CONTINUED)
29.3. Fair value

Carrying amount of financial assets and liabilitafsthe Company does not significantly differ fraheir fair
value, because almost all financial assets anditied are short term, so influence of discountfagtor is minor.

30 CAPITAL COMMITMENTS

The Company has planned to invest the following am® for capital expenditures for property, planda
equipment and intangible assets in the subseqeant y
31.12.2010. 31.12.2009. 31.12.2010. 31.12.2009.
LVL'000 LVL'000 EUR’000 EUR’000

Contracted for, but not delivered 5819 1442 8 280 2 052
Authorised, but not yet contracted for 14 023 17 325 19 953 24 651
19 842 18 767 28 233 26 703

31 TAX CONTINGENT LIABILITIES

The tax authorities may at any time inspect thekbamnd records within 3 years subsequent to thertexgh tax
year, and may impose additional tax assessmentpeamalties. The Company's management is not awaaayo
circumstances which may give rise to a potentigenia liability in this respect.

32 SUBSEQUENT EVENTS

There are no subsequent events since the laspfitiie reporting year, which would have a significaffect on
the financial position of the Company as at Decaritie 2010.

On 10 February, 2011 the Company together with O33€tuvos Dujos” has sent technical report to EE o
accomplishment of subprogram to Action No. EEPR2MNTg-RF-LV-LT SI2.566527 “Modernization of 15
wells at the Igukalns UGS” and S12.566531 “Construction of a gasspge below the River Daugava and a pig
receiver” and financial statements on attributadzsts over the period from August 1, 2009 till Jagul5, 2011.
On April 2011 in bank account of the Company LVB® thousand (EUR 5 055 thousand) were received.
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