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lndependent Audrtors'
Re po rt

To the Board of Directors of Veolia Djur CJSC

We have audlted the financial slalemenls of Veolja Djur CJSC (the "Company"), whlch
comprise the staternent oftinancial position as at 31 December 2020, the statements of
prof t or loss and other comprehensive income, changes in eqU ty ar'rd casl'r flows for the
year tlren ended, and notes, comprising significant accounting policies and other
explanatory information.

ln our opnion, the aocompanying financial staterfents present fairly, ln all nraterial
rBS pects, the financial positonof the Compar.ry as at 31 December 2020, and its financial
performance and its cash flows for the yeaI then ended in accordance with lnlernational
Financial Reporting Standards (IFRS).

We conducled our audit in accordance with lnternational Standards on Audiling (lSAs).
Our responsibilities under ihose slandards are further described in the Ariditors'
Responsibi/illes far the Audit of ll)e Financial Staletnenls section of our report. We are
independent of the Company in accordance with the lnternatronal Ethias Standards
Board for Accountants lnlernational Code of Ethics for Professlonal Accountants
(including lnternational lndependence Standards) (/ESBA Code) together w lh the eth cal
requ rements that are relevant to our audit of the financ al stalements in the Republic of
Armenia, and we have fulfilled our other ethical respons bilities in accordance with these
requirements and the IESBA Code. We llelieve that the audit evidence we have obtained
ls suffrcient and appropriate to prov de a basis for our opinion.

lvlanagemenl is responsible for the preparation and fair presentation of lhe flnanclal
statements in accordance with IFRS, and for such inlernal conlrol as management
determines is necessary to enable the preparation of financial statements that are lree
from material misstatement, whether due to fraud or error.

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

Those charged with governance are responsible for overseeing the Company's financial
repofting process.

x Pr!,c 
^fnd'tu 

LLC, u lDIrDtry iL,rurfu({ utr,ld Lli! Luws ol'Lri! Rqrubli. oi ,\, rF'i!, ! hdnbn ri' r ol rlt
(l,l!ic lrobar o,lrdarion ur inJ +. Ma r,nd ntirr r Lrmirtt I pLnnr
Etrsinr i)lnluLy rimndhy surmft .

Opinion

Basis for Opirrion

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



Veolla Djur CJSC
I ndapend1nt Auditors' Repod

Our objectives are to obtain reasor'rable assurance about whether the financial
statements as a whole are free from malerlal mlsstaternent, whelher due to fraud or error,
and to issue an auditors' reporl that incluCes our opinicn. Reasonable assurar'lce s a
high level of assurance, but is not a guarantee that an audit conducted in accordance
with lSAs will always detect a material misstatement when it exists. l\ilisstatements can
arise from fraud or error and are consldered material if, individually or in the aggregate,
they could reasonably be expected to lnfluence the econon]ic decisions of users takell
on ihe basis of these financial statements.

As pad of an audit in accordance wlh lSAs. we exerclse professional judgment and
nra nlain professior'ral skeptioisn'r throughout the audit. We also;

* ldentify and assess lhe risks of material misstatement of ihe financial statements,
whether due to fraud or error, design and pedolm audlt procedures responsive to
those risks, and obtaln audit evidence that is sufficient and appropriate to p[ov de a
basis for our opinion. The risk of not detecting a materlal misstatement resulting from
fraud is higher than for one resulting from error, as fraud may involve collusion,
forgery, intentional omiss ons, misrepresentations, or the override of internal control.

- Obtaln an understanding of internal control relevant to the audlt in order to design
audlt procedures that are appropriate in the circumstances, but not for the plrrpose of
express ng an opinion on the effectiveness of the Company's internal control.

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

- Conclude on the appropriateness of rnanagemenl's use of the going concern basis of
account ng and, based on the audit evidence obtained, whether a material unceftainty
exlsts relaled to events or condltions that may cast signlflcant doubt on the
Company's ability to continue as a going concern. If we conclude that a malerlal
uncertainty exlsts, we are required to draw attention in our auditors' report to the
related disclosures in the financial statements or, if such drsclosLrres are inadequate,
to modify our op nion. our conclusions are based on the audit evidence oblalned up
to the date of our aud tors' report. However, futu[e events or condit ons may cause
the Company to Lease to contnue as a goinq conce.1.

- Evaluate the overall presentation, structure and col]tent of the financial statements,
including the disclosures, and whether the financial statements represent tlle
underlying transactions and events in a manner that achieves fair preser'rtation.

We communlcate with those charged with governance regarding, among other matters,
the planned scope and timing of the audit and signif cant audit flndings, includ ng any
significant defrcrenoies in internal control that we identify dur ng our audit.

The engagement patlner on the audit resultlng in this lndependent auditors' report is

Tigran Gasparyan
l\,4anaglng Pa(ner,

/ZP/v4
KPN,,IG Armenia LLC
30 Ju re 2021
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Auditors' Responsibilities for the Audit of the Financial Statements



Vcolin Dju,'CJSC

Statement of Profit or Loss
and Other Comprehensive Income for 2020

,()(}O AMD

Ilevenue

Cost ol sales

Gross profit

Other income

Distribution expenscs

Administrativc expenses

Impairmcrt loss on trade receivables

Other expenses

Results Irom operating activitics

Financc income

Financc oosts

N€t finance (costs)/income

(Loss)/prolit belbre income tax

Income tax benefit

(Loss)/prolit and total comprehcnsive
(loss)/incomc for the ycar

Note

5

6

2020

21,978,309

( 13,862,052)

21,,485,238

(13,78s,448)

8.116,251

t64,t16

(3,482,806)

( 1,756,865)

(786,874)

(326,s 80)

1,699,790

t81,267

(3,326,498)

(1,tt46,266)

(360,429)

(2s9,093)

1,927,308 2,088,17 t

272,369

(5,042,266)

4,898,043

(4,8s9,566)

(4,769,897) 38,411

10

(2,842,589)

1,057,650

2,127,248

(1,784,939) 2,127,218

These financial statelnents rvere approved by managcmcnt on 30 June 2021 and were signed on its

behalfby:

5

The statement ofprofit or loss and other comprehensive income is to be read in conjunction with the notes to,
and forming part of, the financial statements set out on pages 9 to 49.

02655115 -ftt ..,
Qrao)

ChielAccountant

2019



Veolia Djut CJSC

Statement of Financial Position as at 31 December 2020

,OOO AMI)

Assets

Property and equipment

Intangible assets

Defened tax asset

Other rlon-culrent assets

Non-current assets

Inventories

Trade and other receivables

Cash and cash equivalents

Curent assets

Total assets

Equity

Sharc capital

Additional paid-in capital

Accumulated [osses

Total equity

Liabilities

Liabilities under Concession Agreement

Provision for support asset return liability

Defeff ed tax liabilities

Non-current liabilities

Liabilities under Concession Agreement

Loans and borrowings

Trade and other payables

Current liabilities

Total llabilities

Total equity and liabilities

31 Deccnrbcr 2020 3l Dccenrber 2019Note

11

t2

l0

1,740,468

30,304,296

1,018,460

87,580

2,0'7 6,938

30,035,719

43,505

33,150,804 32,156,162

13

t4

15

2,102,38t

5,190,123

7,125,820

2,643,301

4,594,625

1,t"t3,2',78

15,018,92,t tr,41t.204

48,169,128 43,567,366

3,000,000

17 8,5 29

(6,95,1,s60)

3,000,000

t7 4,t7 5

(5,169,621)

l6 (3,776,031) 0,99s,416)

l8; 23(a)

l9; 23(d)

l0

l8; 23(a)

20

2t

38,620,',795

2,91',7,0t9

35,163,349

2,412,683

43,544

,11 ,53 7,8 I ,l 37 ,619,5',7 6

731,000

5,759,636

3,917,309

6,100

5,306,082

2,631,054

10,407,945 7,943,236

51,945,759 45,562,812

,18,169,728 43,567,366

6

forming part of,The statement of finalcial position is to be lead in cot]junction
thc financial statements sct out on pages 9 to 49.

with the notes to, and



Statement of Changes in Equity for 2020

,OOO AMD

Balancc al I January 2019

ConrprehensiYe incomc

Plofit for thc year'

Total comprehensivc income
for the ycar

Transactions with owncrs of thc
C0mpany

Contributions and distributions

Issue of ordinary sharcs

Total contribution and distributions

Total trarsactions with owners of
thc Compary

Balancc at 3l Dcccmbcr 2019

Balance at I January 2020

Comprchcnsivc loss

Loss lbr thc ycar

El}.cct ofchange of income tax rate

Total comprchonsive loss for the
year

Balance at 3l December 2020

Sharc
capital

Additional
paid-in capital

t74,1'75

Accumul:rtcd
losses

Veolio Djur C.ISC

Total

2,500,000 (1,296,869) (4,622,694)

2,t27.248 2,127,248

2,12't,248 2,127,24u

500,000

500,000

500,000

500,000

s00,000500.000

3,ooo,ooo 1'7 4,175 (5,r69,621) (r,99s,446)

3,000,000 1',74,t75

4,354

(5,169,62t) (1,99s,446)

(r;184,93e) (1,784,939)

- 4,354

4,354 (r,784,939) (r,780,s8s)

3,o00,ooo

The statcmcnt of changes in equity is to be read

the financial statcmcDts set out on pages 9 to 49.

178,529 (6,9s4,s60) (3,776,031)

7

the notes to, and foming part of,in conjurction rvith



Flows for 2020

Veolit Djur CJSC

20t9

Statement of Cash

'000 AMI)

Operating activities

Rcccrpts f|orr.ales. inclrr.ivc {\I VAT

Paymcnts to supplicrs

Payments to elnployees

Paylnents fol taxcs

Payrnent lor liabilities under Concession Agreemcrt

Othcr paynlcnts

Cash flows from opera(ing activitics

Invcsting ttctiYities

Acquisition ofpropcrty and cquipmcnt

Acquisiliou of intangiblc asscts

Interest ) eceived

Cash flo$s uscd in investing activitics

Iinancing activities

Prooeeds fiom issue of share capital

lntercst paid

Cash flows (used in)/from financing activities

Net increase in cash and caslr equivalcnts

Cash and oash ccl.Livalcnts at 1 Janualy

Ijlfect oflnovements in excl]aDge lates oI1 cash and

cash equivaleirts

Cash and cash cquivalcnts at 31 December

21,625,272

(7,805,s61)

(5,189,729)

(4,822,284)

(6,r00)

(\'7 4,699)

23,104,329

(8,60 r,886)

(s,326,451)

(s,l ss,84 r )
(2,001,200)

(137,409)

3,326,899 l,lt8l,5.l2

(s65,18s)

(1,178)

212,369

(2s0,93s)

(12,107)

r 08,297

(293,994) (155,34s)

(71,9s5)

500,000

(149,868)

(71,e5s)

2,957,9s0

4,t13,2',7 8

(s,408)

350,132

2,07 6,329

2,097,6',72

(123)

7,12s,820 4,1'13,2',18

The Company's non-cash investing activities are disclosed in Note 23(c).

8

Tha statement of cash flows is to be read in conjunction with the notes to, and forming pat ol the financial
statements set out on pages 9 to 49.

t5
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1. Reporting entity 
 

(a) Organisation and operations 
 
Veolia Djur CJSC (the “Company”) was registered on 16 November 2016 as an Armenian closed joint 
stock company as defined in the Civil Code of the Republic of Armenia.  
 
The Company’s registered office is 66a Abovyan Street, Yerevan 0025, Republic of Armenia.  
 
The Company’s principal activities are the supply of water and the provision of wastewater services 
in Armenia, as well as, developing and improving the performance of the country’s water distribution 
network. The Company started its operations on 1 January 2017 when a 15-year agreement                                
(the “Concession Agreement”) between the Company, Veolia Eau - Compagnie Generale des Eaux, 
France (“CGE”) and the Government of the Republic of Armenia, represented by                                                        
the Water Committee of the RA Ministry of Energy Infrastructures and Natural Resources                                 
(the “Grantor”), signed on 21 November 2016, came into effect. Under the Concession Agreement the 
Company received from the Grantor water distribution and wastewater removal facilities                                    
(the “Infrastructure”) and equipment and materials (the “Support Assets”). The details of the 
Concession Agreement are described in Notes 18, 19 and 23.  
 
The tariffs for water supply and wastewater services are regulated by the Republic of Armenia Public 
Services Regulatory Commission based on the Concession Agreement.  
 
The Company is wholly owned by CGE. The Company’s ultimate parent company and the ultimate 
controlling party is Veolia Environment SA. Related party transactions are disclosed in Note 25. 
 

(b) Armenian business environment 
 
The Company’s operations are located in Armenia. Consequently, the Company is exposed to                        
the economic and financial markets of Armenia that display characteristics of an emerging market. 
The legal, tax and regulatory frameworks continue development, but are subject to varying 
interpretations and frequent changes which together with other legal and fiscal impediments contribute 
to the challenges faced by entities operating in Armenia. Additionally, the breakout of armed conflict 
in Nagorno-Karabakh in September 2020 followed by cease-fire arrangement over disputed Nagorno-
Karabakh territories and the COVID-19 coronavirus pandemic has further increased uncertainty in the 
business environment. 
 
The Company’s financial statements reflect management’s assessment of the impact of the Armenian 
business environment on the operations and the financial position of the Company. The future business 
environment may differ from management’s assessment. 
 
 

2. Basis of preparation 
 
Statement of compliance 
 
These financial statements have been prepared in accordance with International Financial Reporting 
Standards (“IFRSs”). 
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3. Functional and presentation currency 
 
The national currency of the Republic of Armenia is the Armenian Dram (“AMD”), which is                               
the Company’s functional currency and the currency in which these financial statements are presented. 
All financial information presented in AMD has been rounded to the nearest thousand, except when 
otherwise indicated. 
 
 

4. Use of estimates and judgments 
 
The preparation of financial statements in conformity with IFRSs requires management to make 
judgments, estimates and assumptions that affect the application of accounting policies and the 
reported amounts of assets, liabilities, income and expenses. Actual results may differ from those 
estimates. 
 
Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting 
estimates are recognised in the period in which the estimates are revised and in any future periods 
affected. 
 
Information about assumptions and estimation uncertainties (excluding measurement of fair values) 
that have a significant risk of resulting in a material adjustment within the next financial year is 
included in the following notes: 
 
– Note 23(a) - measurement of the liabilities under Concession Agreement; 
– Note 23(d) - provision for Support Asset return liability; 
– Note 22 (c)(ii) - allowance for trade receivables; 
– Note 10 – recognition of deferred tax assets  
 
Measurement of fair values 
 
When measuring the fair value of an asset or a liability, the Company uses market observable data as 
far as possible. Fair values are categorised into different levels in a fair value hierarchy based on the 
inputs used in the valuation techniques as follows: 
 
– Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities. 
– Level 2: inputs other than quoted prices included in Level 1 that are observable for the asset or 

liability, either directly (i.e. as prices) or indirectly (i.e. derived from prices). 
– Level 3: inputs for the asset or liability that are not based on observable market data (unobservable 

inputs). 
 
If the inputs used to measure the fair value of an asset or a liability might be categorised in different 
levels of the fair value hierarchy, then the fair value measurement is categorised in its entirety in the 
same level of the fair value hierarchy as the lowest level input that is significant to the entire 
measurement. 
 
The Company recognises transfers between levels of the fair value hierarchy at the end of the reporting 
period during which the change has occurred. 
 
Further information about the assumptions made in measuring fair values is included in Note 22 –
financial instruments. 
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5. Revenue 
 

(a) Revenue streams 
 
The Company generates revenue primarily from the supply of water and the provision of wastewater 
services in Armenia. Other sources of revenue include incomes from construction or upgrade services 
and network connection activities. 
 
’000 AMD 2020  2019 

Revenue from contracts with the customers    

Revenue from water supply and wastewater services:    

   Households  13,495,699         13,183,455  

   Legal entities 5,527,941           6,396,939  

Total revenue from contracts with the customers 19,023,640         19,580,394  

Other revenue    

Revenue from construction or upgrade services 2,784,161           1,842,957  

Network connection activities 170,508                 61,887  

Total other revenue 2,954,669           1,904,844  

Total revenue 21,978,309         21,485,238  

 
During the year ended 31 December 2019 under the Resolution of the Armenian Government                 
No 57-N) dated 31 January, 2019, the Company received government subsidies of                                             
AMD 1,167,259 thousand included in revenue from water supply and wastewater services. There were 
no Government subsidies received during the year ended 31 December 2020. 
 
The following table provides information about the received government subsidies per type of 
customers. 
 
’000 AMD 2020  2019 

Received government subsides included in revenue from 
contracts with the customers    

Revenue from water supply and wastewater services:    

   Households              -               799,068  

   Legal entities             -               368,191  

Total revenue from contracts with the customers          -            1,167,259  
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(b) Disaggregation of revenue 
 
In the following table, revenue is disaggregated by primary geographical regions, major service lines, 
type of customer and timing of revenue recognition. 
 
For the year ended 
31 December Households  Legal entities  Total 
’000 AMD  2020  2019  2020  2019  2020  2019 
Primary geographical 
regions of water 
supply and waste 
water services 

 

   

     

  

Yerevan 6,974,763  7,642,488   3,609,586     4,474,931   10,584,349   12,117,419  
Kotayk 1,385,808  1,123,484   535,805         482,010   1,921,613     1,605,494  
Ararat 1,112,764  975,841   197,694         202,937   1,310,458     1,178,778  
Armavir 866,077  741,261   155,914         162,030   1,021,991         903,291  
Shirak 821,997  727,945   239,293         257,187   1,061,290         985,132  
Lori 788,367  681,039   168,299         164,521   956,666         845,560  
Syunik 472,014  396,628   223,528         249,639   695,542         646,267  
Gegharkunik 358,045  308,147   105,156         111,703   463,201         419,850  
Aragatsotn 335,944  274,588   94,514           78,631   430,458         353,219  
Tavush 262,666  218,971   124,844         131,316   387,510         350,287  
Vayots Dzor 117,254  93,063  73,308  82,034  190,562  175,097 
 13,495,699  13,183,455  5,527,941  6,396,939  19,023,640  19,580,394 
 
’000 AMD  2020  2019 
Primary geographical regions of construction or upgrade 
activities  

 
 

Yerevan 945,249  661,635 
Ararat 481,402  195,665 
Kotayk 324,294  198,943 
Lori 286,259  122,584 
Armavir 225,438  164,395 
Aragatsotn 173,374  74,036 
Syunik 157,952  91,871 
Shirak 94,287  165,345 
Gegharkunik 41,265  84,858 
Tavush 32,111  53,431 
Vayots Dzor 22,530  30,194 
 2,784,161  1,842,957 
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For the year ended 
31 December Households  Legal entities  Total 
’000 AMD   2020  2019  2020  2019  2020  2019 
Major service lines            
Water supply and waste 
water services 13,495,699  13,183,455   5,527,941  6,396,939   19,023,640  19,580,394  
Construction or upgrade 
services -  -  -  -  2,784,161   1,842,957  
Network connection 
activity 116,250  41,769   54,258  20,118   170,508  61,887 
 13,611,949  13,225,224   5,582,199  6,417,057   21,978,309  21,485,238  
 
’000 AMD   2020  2019  2020  2019  2020  2019 
Timing of revenue 
recognition  

 
 
 

       
Products and services 
transferred over time 13,611,949  13,225,224   5,582,199  6,417,057   21,978,309  21,485,238  
Revenue from contracts 
with customers 13,611,949  13,225,224   5,582,199  6,417,057   21,978,309  21,485,238  
 

(c) Contract balances 
 
The following table provides information about receivables and contract liabilities from contracts with 
customers. 
 
’000 AMD Note 31 December 2020  31 December 2019 
Receivables, which are included in ‘trade and                           
other receivables’ 14 4,477,694         3,849,498  

Contract liabilities 21 444,689            578,216  
 
The contract liabilities relate to the advance consideration received from customers for connecting to 
water supply and wastewater removal network of AMD 153,271 thousand                                                      
(2019: AMD 220,221 thousand), for which revenue is recognised over time of water supply contract 
and advance consideration received from customers for the water supply and wastewater services of                          
AMD 291,418 thousand (2019: AMD 357,995 thousand). 
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(d) Performance obligations and revenue recognition policies 
 
Revenue is measured based on the consideration specified in a contract with a customer. The Company 
recognises revenue when it transfers control over a good or service to a customer.  
 
The following table provides information about the nature and timing of the satisfaction of performance 
obligations in contracts with customers, including significant payment terms, and the related revenue 
recognition policies. 
 
 
Type of product 

Nature and timing of satisfaction of performance 
obligations, including significant payment terms 

Revenue recognition policies 

Water supply and 
wastewater services 

The Company’s promise to cusomters is to supply 
water and the consideration for the water is 
determined based on customer’s monthly 
consumption. Payment terms are defined in “Water 
supply and wastewater service rules” (WSWSR) set 
by industry regulator Public Services Regulatory 
Commission’s (PSRC), according to which the 
Company should post relevant consumption 
information (monthly consumption quantities and 
total bill to be paid) for each consumer in the 
publicly available means by 15th of the month 
following the reporting month, after which the 
consumers should make cash payments in the 7 day 
period. No discounts are provided. 
 

Customers simultaneously receive 
and consume the benefits of water 
supply or/and wastewater removal 
as it is provided and the Company 
transfers control of the service over 
time, and therefore, satisfies a 
performance obligation and 
recognizes revenue over time.              
The variable consideration, which 
represents units of consumed or 
removed water multiplied by the 
effective tariffs, is measured by the 
data taken from water meter readers 
at the end of each calendar month. 
 

Connection to 
water supply and 
wastewater 
network 

The Company performes activities related to 
connecting its cutomers to the water supply and 
wastewater network. Payment terms are defined in 
“Water supply and wastewater service rules” 
(WSWSR) set by industry regulator Public Services 
Regulatory Commission’s (PSRC), according to 
which 80% of the fees are paid in advance and the 
rest when the connection activity is completed. The 
length of each project does not exceed 120 days per 
maximum terms set by the Regulator. 
 

The activities related to the network 
connection do not result in the 
transfer of goods or services to 
Customers and as such are set-up 
activities. Thus, revenue is 
recognized over the water supply 
contract term. Advances received 
are included in contract liabilities. 

Revenue from 
construction or 
upgrade services 

As part of the Concession Agreement, the Company 
is committed to perform mandatory capital works on 
upgrade of the water supply infrastructure amounting 
to AMD 37,500,000 thousand during the term of the 
Agreement and incur further capital expenditure, as 
deemed necessary. The Company recognises the 
consideration received for construction as an 
intangible asset to the extent that it receives a right to 
charge users of the public service. A right to charge 
users of the public service is not an unconditional 
right to receive cash or other financial asset because 
the amounts are contingent on the extent that the 
public uses the service. By substance, the Company 
bears the demand risks.  
 

Revenue is recognised over time 
based on the cost-to-cost method. 
The related costs are recognised in 
profit or loss when they are 
incurred. 
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6. Cost of sales 
 

’000 AMD 2020  2019 

Labour, wages and related taxes 4,129,705           4,162,692  

Depreciation and amortisation 3,330,474           3,169,687  

Electricity 1,831,857           1,885,482  

Outsourced construction and related services 1,512,016              926,955  

Materials 1,464,339           1,605,242  

Repair and maintenance 746,492           1,229,816  

Security 386,493              393,909  

Resource and environmental fees 162,135              152,128  

Insurance 86,560                 98,910  

Other 211,981              160,627  

 13,862,052         13,785,448  

    
For the year ended 31 December 2020 outsourced construction and related services of                                       
AMD 1,512,016 thousand (2019: AMD 926,955 thousand), materials of AMD 716,366 thousand                                 
(2019: AMD 778,415 thousand and labor, wages and related taxes of AMD 555,779 thousand           
(2019: AMD 67,845 thousand) were attributable to the cost of construction or upgrade service 
activities. 
 
 

7. Distribution expenses 
 
’000 AMD 2020  2019 

Wages, salaries and related taxes 2,967,871  2,727,200 

Collection fees 200,710  200,541 

Rent 89,261  103,567 

Materials 72,414  78,133 

Depreciation and amortisation 28,350  31,071 

Repairs and maintenance 22,082  48,660 

Advertising 19,830  49,765 

Other 82,288  87,561 

 3,482,806  3,326,498 
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8. Administrative expenses 
 
’000 AMD 2020  2019 

Wages, salaries and related taxes                    890,573               750,352  

Professional and management fees                    393,732               387,846  

Utilities and communication                    115,066               109,027  

License fees for use of  "Veolia" marks and domain names                      58,572                  61,799  

Repairs and maintenance                      51,474                  84,517  

Depreciation and amortization                      51,076                  53,108  

Rent expenses                      43,434                  48,023  

Public services regulations fees                      30,781                  29,830  

Office expenses                      15,483                  16,522  

Representative and travel expenses                        9,193                  25,846  

Expatriate fees                              -                    65,294  

Other                      97,481               214,102  

          1,756,865            1,846,266  

    
 
 

9. Finance income and finance costs 
 
’000 AMD 2020  2019 

Interest income under the effective interest method on:    

Bank balances (current accounts)             272,369               108,297  
Total interest income arising from financial assets 
measured at amortised cost             272,369               108,297  

Net foreign exchange gain -                 45,058  

Finance income as a result of change in Concession Agreement 
terms (see Note 18)          -           4,744,688  

Finance income – other -            4,789,746  

    

Financial liabilities measured at amortised cost –                       
interest expense (63,739)            (157,101) 
Net foreign exchange loss (478,332)  - 

Unwind of discount on liability under                        
Concession Agreement (see Note 18 and Note 23) (4,188,446)         (4,469,942) 

Unwind of discount on Support Asset return liability  
(see Note 19) (246,625)            (232,523) 
Discounting effect of trade receivables (65,124)  - 

Finance costs – other (5,042,266)         (4,859,566) 

Net finance income/(costs) recognised in profit or loss (4,769,897)                 38,477  
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10. Income tax expense 
 

(a) Amounts recognised in profit or loss 
 

The Company’s applicable tax rate is the income tax rate of 18% (2019: 20%). 
 

’000 AMD 2020  2019 

Current tax expense    

Current year -  - 

Deferred tax benefit    

Origination and reversal of temporary differences 659,693  - 

Recognition of previously unrecognised tax losses 397,957  - 

Total tax benefit 1,057,650  - 

    
Reconciliation of effective tax rate: 
 
  2020  2019 

  ’000 AMD  %  ’000 AMD  % 

(Loss)/profit before income tax      (2,842,589)  100.0  2,127,248   100.0 

Tax at applicable tax rate          (511,666)  (18.0)  425,450   20.0 

Change in deductible temporary differences for 
which no deferred tax asset is recognised             -  -   (392,242)  (18.4) 

Recognition of previously unrecognised                     
tax losses  (397,957)  (14.0)  -  - 

Change in estimate in respect of previously 
unrecognized deferred tax assets  (228,217)  (8.0)     

Utilization of previously unrecognised tax losses  (65,974)  (2.3)   (170,058)  (8.0) 

Non-deductible expenses  146,164  5.1  136,850   6.4 

      (1,057,650)  (37.2)  -  - 
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(b) Recognised deferred tax assets and liabilities 

 
 Assets  Liabilities  Net 

’000 AMD 

31 
December 

2020 

 31 
December 

2019 

 31 
December 

2020 

 31 
December 

2019 

 31 
December 

2020 

 31 
December 

2019 
Property and equipment 161,253  87,534  -  -  161,253  87,534 

Intangible assets 6,683,724   7,131,894  -  -  6,683,724   7,131,894 

Trade and other receivables 444,494   312,938  -  -  444,494   312,938 

Liabilities under concession 
agreement - 

 
- 

 
6,341,977 

 
7,095,897 

 
(6,341,977) 

 
(7,095,897) 

Provision for support assets -  -  319,787  389,053  (319,787)  (389,053) 

Trade and other payable 31,986  -  -  47,416  31,986  (47,416) 

Additionally paid in capital -  -  39,190  43,544  (39,190)  (43,544) 

Tax loss carry forwards 397,957  -  -  -  397,957  - 

Net tax (asset)/liability 7,719,414   7,532,366  6,700,954  7,575,910  1,018,460   (43,544) 

  

 

 

 

 

 

 

 

 

 

 

The tax losses of AMD 580,119 thousand and AMD 1,536,644 thousand expire in 2023 and 2024 
respectively. The deductible temporary differences do not expire under current tax legislation. Deferred 
tax assets have been recognised in respect of these items as it is probable that future taxable profits will be 
available either due to increase in tariffs for sold water or due to decrease in payments to RA Government 
in the scope of Concession Agreement (note 23) against which the Company will utilise the benefits 
therefrom. 
 

(c) Movement in deferred tax balances 
 

’000 AMD 
1 January 

2020 
 Recognised in               

profit or loss 
 Recognised            

directly in equity 
 31 December 

2020 

Property and equipment 87,534  73,719  -  161,253 

Intangible assets 7,131,894          (448,170)                       -           6,683,724  

Trade and other receivables 312,938            131,556                        -               444,494  

Liabilities under concession 
agreement (7,095,897) 

 
753,920 

 
- 

 
(6,341,977) 

Provision for support assets (389,053)                    69,266   -  (319,787) 

Trade and other payable (47,416)                    79,402   -  31,986 

Additionally paid in capital (43,544)  -  4,354  (39,190) 

Tax loss carry forwards -  397,957  -  397,957 

Net tax (asset)/liability (43,544)  1,057,650  4,354  1,018,460 

 
Deferred tax assets in respect of tax losses of AMD 946,641 thousand and AMD 1,536,644 expiring 
in 2023 and 2024 respectively have not been recognised as at 31 December 2019. 
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11. Property and equipment 
 

’000 AMD 
Machinery and 

equipment  
Motor 

vehicles  
Fixtures 

and fittings  
Computer 
equipment  

 
Other  Total 

Cost             

Balance at 1 January 2019        1,660,932   1,649,978   505,045   134,711   101,896   4,052,562  
Additions             58,184   72,311   29,727   85,031   5,682   250,935  
Disposals           (67,010)  -      (164)  -      (4,410)   (71,584) 
Balance at 31 December 
2019        1,652,106   1,722,289   534,608   219,742   103,168   4,231,913  
            

Balance at 1 January 2020        1,652,106   1,722,289   534,608   219,742   103,168   4,231,913  
Additions 118,757  284,281  31,197  369  86,506  521,110 
Disposals (10,237)  -  -  -  (82)  (10,319) 
Transfers (12,150)  91,032  2,659  3,698  (85,239)  - 
Balance at 31 December 
2020 1,748,476  2,097,602  568,464  223,809  104,353  4,742,704 
            
Depreciation            
Balance at 1 January 2019           549,985   567,897   144,907   58,604   21,499   1,342,892  
Depreciation for the year           307,316   333,855   95,576   60,854   15,213   812,814  
Disposals                   (10)  -     -     -      (721)   (731) 
Balance at 31 December 
2019           857,291   901,752   240,483   119,458   35,991   2,154,975  
            

Balance at 1 January 2020           857,291   901,752   240,483   119,458   35,991   2,154,975  
Depreciation for the year 310,533  378,226  96,801  52,082  9,619  847,261 
Balance at 31 December 
2020 1,167,824  1,279,978  337,284  171,540  45,610  3,002,236 
            

Carrying amounts            
At 1 January 2019        1,110,947   1,082,081   360,138   76,107   80,397   2,709,670  
At 31 December 2019           794,815   820,537   294,125   100,284   67,177   2,076,938  
At 31 December 2020 580,652  817,624  231,180  52,269  58,743  1,740,468 

            
Depreciation expense of AMD 769,907 thousand (2019: AMD 730,795 thousand) has been charged to cost 
of sales, AMD 28,350 thousand (2019: AMD 31,071 thousand) to distribution expenses and                            
AMD 49,004 thousand (2019: AMD 50,948  thousand) to administrative expenses. 
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12. Intangible assets 
 

’000 AMD 
Concession 

intangible assets  Other  Total 

Cost      

Balance at 1 January 2019        34,756,139             125,838          34,881,977  

Additions          1,909,058               12,707            1,921,765  

Disposals           (172,243)                       -               (172,243) 

Balance at 31 December 2019        36,492,954             138,545          36,631,499  

      
Balance at 1 January 2020        36,492,954             138,545          36,631,499  

Additions 2,911,711  1,178  2,912,889 

Disposals (81,673)  -  (81,673) 

Balance at 31 December 2020 39,322,992  139,723  39,462,715 

      

Amortisation       

Balance at 1 January 2019          4,135,367               19,109            4,154,476  

Amortisation for the year          2,422,580               18,724            2,441,304  

Balance at 31 December 2019          6,557,947               37,833            6,595,780  

      
Balance at 1 January 2020          6,557,947               37,833            6,595,780  

Amortisation for the year 2,543,680  18,959  2,562,639 

Balance at 31 December 2020 9,101,627  56,792  9,158,419 

      

Carrying amounts      

At 1 January 2019 30,620,772  106,729  30,727,501 

At 31 December 2019        29,935,007             100,712          30,035,719  

At 31 December 2020 30,221,365  82,931  30,304,296 
 
 
 
 

     
Concession intangible assets correspond to the right of the concession holder – Veolia Djur CJSC to 
bill users of a public service in accordance with IFRIC 12, Service Concession arrangements. 
 
Additions of concession intangible assets in the amount of AMD 127,552 thousand (2019: AMD 
66,100 thousand) represent change in estimate of Provision for Support Asset return liability. 
 

(a) Amortisation 
 
Amortization expense of AMD 2,560,567 thousand (2019: AMD 2,439,144 thousand) has been 
charged to cost of sales and AMD 2,072 thousand (2019: AMD 2,160 thousand) to administrative 
expenses. 
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13. Inventories 
 
’000 AMD  2020  2019 

Spare parts, materials and consumables  2,594,552  2,585,703 

Other   107,829  57,598 

  2,702,381  2,643,301 

 
 

14. Trade and other receivables 
 
’000 AMD 2020  2019 

Trade receivables:    

     Households 5,374,904           4,136,599  

     Legal entities 1,618,059           1,451,443  

Allowance for impairment on trade receivables  (2,515,269)         (1,738,544) 

Government subsidies receivables -              106,583  

Other receivables 417,100              396,663  

Trade and other receivables included in loans and 
receivables category 4,894,794           4,352,744  

Taxes receivables 113,839  80,138  

Prepayments given  182,090              161,743  

Total trade and other receivables 5,190,723           4,594,625  

 
The Company’s exposure to credit and currency risks and impairment losses related to trade and 
other receivables are disclosed in Note 22. 
 
 

15. Cash and cash equivalents 
 
’000 AMD 2020  2019 

Bank balances (current accounts) 7,071,083           4,047,709  

Tax Uni-balance 54,729  125,321 

Petty cash 8                      248  

Cash and cash equivalents in the statement of financial 
position and in the statement of cash flows 7,125,820           4,173,278  

 
The Company’s exposure to interest rate risk and a sensitivity analysis for financial assets and 
liabilities are disclosed in Note 22.
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16. Capital and reserves 
 

(a) Share capital 
 
Number of shares unless otherwise stated Ordinary shares 
 2020  2019 
In issue at 1 January 300  250 
In issue at 31 December, fully paid 300  300 
Authorised shares - par value AMD 10,000,000  AMD 10,000,000 
 
The holders of ordinary shares are entitled to receive dividends as declared from time to time, and 
are entitled to one vote per share at meetings of the Company. 
 

(b) Dividends 
 
In accordance with Armenian legislation the Company’s distributable reserves are limited to the 
balance of retained earnings as recorded in the Company’s statutory financial statements prepared in 
accordance with accounting regulations of the Republic of Armenia, except for restrictions on 
retained earnings as described below. 
 
At 31 December 2020 the Company did not have reserves available for distribution (2019: none). 
 
No dividends were declared at the reporting date and during 2020 (2019: none). 
 

(c) Additional paid-in capital 
 
The additional paid-in capital represents free of charge assets received from a related party in amount 
of AMD 178,529 thousand, net of related income tax. 
 
 

17. Capital management 
 
The Company has no formal policy for capital management but management seeks to maintain a 
sufficient capital base for meeting the Company’s operational and strategic needs, and to maintain 
confidence of market participants. This is achieved with efficient cash management, constant 
monitoring of Company’s revenues and profit, and long-term investment plans mainly financed by 
the Company’s operating cash flows. With these measures the Company aims for steady profits 
growth. 
 
The Company’s debt to equity ratio at the end of the reporting period was as follows: 
 
’000 AMD 2020  2019 
Total liabilities 51,945,759         45,562,812  
Less: cash and cash equivalents 7,125,820           4,173,278  
Net debt 44,819,939         41,389,534  
    

Total equity               (3,776,031)         (1,995,446) 

Net debt to equity ratio at 31 December (11.9)                   (20.7) 
 
There were no changes in the Company’s approach to capital management during the year. 
 
The Company is not subject to externally imposed capital requirements. 
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18. Liabilities under Concession Agreement 
 
’000 AMD 2020  2019 

Balance at 1 January 35,169,449         37,445,395  

Decrease in liabilities during the year due to payments made (6,100)         (2,001,200) 

Decrease in liabilities during the year due to change in 
contractual terms (see Note 23) -         (4,744,688) 

Unwind of discount 4,188,446           4,469,942  

Balance at 31 December 39,351,795         35,169,449  

 
The details of measurement of the liabilities under Concession Agreement are described in Note 23. 
 
 

19. Provision for Support Asset return liability 
 
’000 AMD 2020  2019 

Balance at 1 January 2,412,683           2,114,060  

Provision made during the year 130,159                         -    

Change in estimate 127,552                 66,100  

Unwind of discount 246,625              232,523  

Balance at 31 December 2,917,019           2,412,683  

 
The details of measurement of the provision for Support Asset return liability are described in          
Note 23. 

20. Loans and borrowings 
 
This note provides information about the contractual terms of the Company’s interest-bearing loans 
and borrowings, which are measured at amortised cost. For more information about the Company’s 
exposure to interest rate, foreign currency and liquidity risk, see Note 22. 
 
’000 AMD 2020  2019 

Current liabilities    

Unsecured borrowing from related party 5,759,636   5,306,082  
 5,759,636   5,306,082  
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(a) Terms and debt repayment schedule 
 
Terms and conditions of outstanding loans were as follows: 
 
       31 December 2020  31 December 2019 

’000 AMD Currency  

Nominal 
interest 

rate  
Year of 

maturity  
Face                  
value  

Carrying 
amount  

Face                
value  

Carrying 
amount 

Unsecured borrowing 
from related party USD  

FedFund
+0.84%  

On 
demand  5,759,636  5,759,636  

       
5,306,082   

       
5,306,082  

       5,759,636  5,759,636  5,306,082    5,306,082  

              

(b) Reconciliation of movements of liabilities to cash flows arising from financing activities 
 
  Liabilities  Equity  

Total 
’000 AMD Note 

Other loans and 
borrowings 

  
Share capital 

 

Balance at 1 January 2019  5,359,000  2,500,000  7,859,000 
Changes from financing cash flows       
Proceeds from issue of share capital                         -           500,000       500,000  
Proceeds from loans and borrowings  -  -  - 
Total changes from financing cash flows  -  500,000  500,000 
The effect of changes in foreign exchange rates               (44,440)                   -          (44,440) 
Other changes       
Liability-related       
Interest expense 9             157,101   -  157,101 
Interest paid            (149,868)  -     (149,868) 
Withholding tax expense from interest paid               (15,710)  -        (15,710) 
Total liability-related other changes                 (8,477)                   -            (8,477) 
Total equity-related other changes  -  500,000  500,000 
Balance at 31 December 2019  5,306,082  3,000,000  8,306,082 
 
  Liabilities  Equity  

Total 
’000 AMD Note 

Other loans and 
borrowings 

  
Share capital 

 

Balance at 1 January 2020  5,306,082  3,000,000  8,306,082 
Changes from financing cash flows       
Proceeds from loans and borrowings                         -                      -                    -    
Total changes from financing cash flows                         -     -       -  
The effect of changes in foreign exchange rates  471,144                   -          471,144 
Other changes       
Liability-related       
Interest expense 9 63,739                   -     63,739 
Interest paid  (74,955)                   -     (74,955) 
Withholding tax expense from interest paid  (6,374)                   -     (6,374) 
Total liability-related other changes                 (17,590)                   -            (17,590) 
Total equity-related other changes                         -     -      -  
Balance at 31 December 2020           5,759,636     3,000,000   8,759,636  
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21. Trade and other payables 
 
’000 AMD 2020  2019 

Trade payables 1,538,530              902,790  

Vacation reserve 744,109              397,886  

Taxes payable 660,108              442,395  

Prepayments received from customers 463,257              596,980  

Salaries and wages 347,648              150,620  

Other 163,657              140,383  

 3,917,309           2,631,054  

 
The Company’s exposure to currency and liquidity risk related to trade and other payables is 
disclosed in Note 22. 
 
 

22. Fair values and risk management 
 

(a) Fair values of financial instruments 
 
The estimated fair value of all the financial assets and liabilities approximates their carrying amounts. 
 

(b) Measurement of fair values 
 
Financial instruments not measured at fair value 
 

Type Valuation technique Significant unobservable inputs 
Loans and receivables Discounted cash flows Not applicable 
Other financial liabilities* Discounted cash flows Not applicable 

 
*  Other financial liabilities include loans and borrowings, liabilities under Concession Agreement 

and trade payables. 
 

(c) Financial risk management 
 
The Company has exposure to the following risks from its use of financial instruments: 
 
– credit risk; 
– liquidity risk; 
– market risk. 

 
(i) Risk management framework 

 
Management has overall responsibility for the establishment and oversight of the Company’s risk 
management framework. Management reports regularly to the Board of Directors on its activities. 
 
The Company’s risk management policies are established to identify and analyse the risks faced by 
the Company, to set appropriate risk limits and controls, and to monitor risks and adherence to limits. 
Risk management policies and systems are reviewed regularly to reflect changes in market conditions 
and the Company’s activities. The Company, through its training and management standards and 
procedures, aims to develop a disciplined and constructive control environment in which all 
employees understand their roles and obligations. 
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(ii) Credit risk 
 
Credit risk is the risk of financial loss to the Company if a customer or counterparty to a financial 
instrument fails to meet its contractual obligations, and arises principally from the Company’s 
receivables from customers. 
 
The carrying amounts of financial assets represent the maximum credit exposure. 
 
Impairment losses on financial assets recognised in profit or loss were as follows: 
 
’000 AMD 2020  2019 

Impairment loss on trade receivables arising from contracts                 
with customers         (786,874)         (360,429) 
 
Trade receivables 
 
The Company’s exposure to credit risk is influenced mainly by the individual characteristics of  
customers in the areas in which it operates. The Company does not have an established credit policy 
under which each new customer is analysed for creditworthiness. The Company does not require 
collateral in respect of trade receivables nor does it require prepayment before sales are made.  
 
In monitoring customer credit risk, customers are grouped according to their credit risk 
characteristics including whether they are an individual household or legal entity and aging profile, 
and are analyzed through late-payment statistics.  
 
The Company limits its exposure to credit risk from trade receivables by establishing a maximum 
payment period of one month for individual and corporate customers. 
 
At 31 December, the exposure to credit risk for trade receivables by type of counterparty was as 
follows. 
 

  Carrying amount  

’000 AMD 2020  2019 

Households 3,569,830         2,872,360  
Legal entities 907,864            977,138  
 4,477,694         3,849,498  
 
None of the Company’s customers have external credit ratings assigned.  
 
Expected credit loss assessment for customers  
 
The Company uses an allowance matrix to measure the ECLs of trade receivables from all customers, 
which comprise large number of small balances. 
 
Loss rates are calculated using a ‘roll rate’ method based on the probability of a receivable 
progressing through successive stages of delinquency to write-off. Roll rates are calculated separately 
for exposures in different segments based on the following common credit risk characteristics – type 
of customer (legal entities versus individuals). 
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The following table provides information about the exposure to credit risk and ECLs for trade 
receivables and contract assets from individual customers as at 31 December 2020. 
 

’000 AMD 
Weighted average 

loss rate  
Gross carrying 

amount  
Loss                  

allowance  
Credit 

impaired 
Current (not past due) 5%  2,260,674  103,701  No 
1-30 days past due 15%  534,923  78,744  No 
31-90 days past due 25%  823,816  209,799  No 
91-180 days past due 39%  900,667  350,080  Yes 
181-365 days past due 55%  933,518  509,030  Yes 
More than 365 days past due 82%  1,539,365  1,263,915  Yes 
   6,992,963  2,515,269   

        
The following table provides information about the exposure to credit risk and ECLs for trade 
receivables and contract assets from individual customers as at 31 December 2019. 
 

’000 AMD 
Weighted average 

loss rate  
Gross carrying 

amount  
Loss                  

allowance  
Credit 

impaired 
Current (not past due) 4%  2,294,524  100,051  No 
1-30 days past due 13%  461,004  59,407  No 
31-90 days past due 24%  648,897  157,326  No 
91-180 days past due 40%  687,599  277,377  Yes 
181-365 days past due 60%  712,833  426,916  Yes 
More than 365 days past due 92%  783,185  717,467  Yes 

   5,588,042  1,738,544   
 
Loss rates are based on actual credit loss experience over the past two years. Considering the short 
nature of trade receivable balances (up to 30 days), no forward looking information is incorporated 
into ECL calculation by the Company. 
 
Movements in the allowance for impairment in respect of trade receivables 
 
The movement in the allowance for impairment in respect of trade receivables during the year was 
as follows: 
 
’000 AMD 2020  2019 
Balance at 1 January  1,738,544          1,384,421  
Write-offs (10,149)              (6,306) 
Net remeasurement of loss allowance 786,874            360,429  
Balance at 31 December  2,515,269         1,738,544  
 
Cash and cash equivalents 
 
The Company held bank balances (current accounts) of AMD 7,125,820 thousand at 31 December 
2020 (2019: AMD 4,173,278 thousand), which represents its maximum credit exposure on these 
assets. The bank balances (current accounts) are held mainly with Armbusinessbank CJSC and                 
ACBA-Credit Agrikole Bank CJSC and the Company does not expect them to fail to meet their 
obligations. 
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Per Company’s assessment no impairment loss is recognised on current account primarily due to their short maturitirs.   
 

(iii) Liquidity risk 
 

Liquidity risk is the risk that the Company will encounter difficulty in meeting the obligations associated with its 
financial liabilities that are settled by delivering cash or another financial asset. The Company’s approach to managing 
liquidity is to ensure, as far as possible, that it will always have sufficient liquidity to meet its liabilities when due, 
under both normal and stressed conditions, without incurring unacceptable losses or risking damage to the Company’s 
reputation. 
 
The Company ensures that it has sufficient cash on demand to meet expected operational expenses, including                              
the servicing of financial obligations; this excludes the potential impact of extreme circumstances that cannot 
reasonably be predicted, such as natural disasters. 
 
The following are the contractual maturities of financial liabilities at the reporting date. The amounts are gross and 
undiscounted, and include estimated interest payments. 
 
31 December 2020 
 
’000 AMD 

Carrying  
 amount  

Contractual 
cash flows 

  
On 

demand 

 
Less than                       
2 months  

2-12                    
months 

 

1-2 yrs 

 

2-5 yrs 

 

Over 5 yrs 
Non-derivative 
financial liabilities    

   
  

       

Unsecured 
borrowing from 
related party 5,759,636  5,759,636  5,759,636  -  -  -  -  - 
Liabilities under 
Concession 
Agreement 39,351,795  74,585,000  -  -  731,000  6,337,000  22,709,000  44,808,000 
Trade and other 
payables 2,630,287  2,630,287  -  2,630,287  -  -  -  - 
 47,741,718  82,974,923  5,759,636  2,630,287  731,000  6,337,000  22,709,000  44,808,000 

                
31 December 2019 
 
’000 AMD 

Carrying  
 amount  

Contractual 
cash flows 

  
On 

demand 

 
Less than                       
2 months  

2-12                    
months 

 

1-2 yrs 

 

2-5 yrs 

 

Over 5 yrs 
Non-derivative 
financial liabilities    

   
  

       

Unsecured 
borrowing from 
related party 5,306,082       5,306,082   5,306,082                  -                  -                  -                      -     -    
Liabilities under 
Concession 
Agreement 35,169,449     74,591,100   -                    -            6,100     731,000   20,897,000    52,957,000  
Trade and other 
payables 1,451,296       1,451,296   -   1,451,296   -  -  -  - 
 41,926,827     81,348,478   5,306,082    1,451,296          6,100     731,000   20,897,000    52,957,000  

                

It is not expected that the cash flows included in the maturity analysis could occur significantly earlier, or at 
significantly different amounts. 
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(iv) Market risk 
 
Market risk is the risk that changes in market prices, such as foreign exchange rates and interest rates 
will affect the Company’s income or the value of its holdings of financial instruments. The objective 
of market risk management is to manage and control market risk exposures within acceptable 
parameters, while optimising the return. 
 
The Company does not apply hedge accounting in order to manage volatility in profit or loss. 
 
Currency risk 
 
The Company is exposed to currency risk on sales, purchases and borrowings that are denominated 
in a currency other than the functional currency of the Company. The currency in which these 
transactions primarily are denominated is USD. 
 
Exposure to currency risk 
 
The Company’s exposure to foreign currency risk was as follows based on notional amounts: 
 
 USD-denominated  USD-denominated 
’000 AMD 2020  2019 

Loans and borrowings (5,759,636)         (5,306,082) 
 (5,759,636)         (5,306,082) 

    
The following significant exchange rates applied during the year: 
 
in AMD Average rate  Reporting date spot rate 

 2020  2019  2020  2019 

USD 1 489.20  480.41  522.59  479.7 

 
Sensitivity analysis 
 
A reasonably possible strengthening (weakening) of the AMD, as indicated below, against USD at 
31 December would have affected the measurement of financial instruments denominated in a foreign 
currency and affected profit or loss by the amounts shown below. The analysis assumes that all other 
variables, in particular interest rates, remain constant. 
 
’000 AMD Strengthening  Weakening 

 Profit or loss  Profit or loss 

31 December 2020    

AMD 10% movement against USD 472,290  (472,290) 

31 December 2019    

AMD 10% movement against USD             424,487    (424,487) 
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Interest rate risk 
 
Changes in interest rates impact primarily loans and borrowings by changing either their fair value 
(fixed rate debt) or their future cash flows (variable rate debt). Management does not have a formal 
policy of determining how much of the Company’s exposure should be to fixed or variable rates. 
However, at the time of raising new loans or borrowings management uses its judgment to decide 
whether it believes that a fixed or variable rate would be more favourable to the Company over the 
expected period until maturity. 
 
Exposure to interest rate risk 
 
At the reporting date the interest rate profile of the Company’s interest-bearing financial instruments 
was: 
 

  Carrying amount  

’000 AMD 2020  2019 

Variable rate instruments    

Financial liabilities 5,759,636                    5,306,082 

    
Cash flow sensitivity analysis for variable rate instruments 
 
A reasonably possible change of 100 basis points in interest rates at the reporting date would have 
increased (decreased) profit or loss net of taxes by the amounts shown below. This analysis assumes 
that all other variables, in particular foreign currency rates, remain constant.  
 
  Profit or loss 

  100 bp increase  100 bp decrease 

’000 AMD     

2020     

Variable rate instruments  (47,229)  47,229 

Cash flow sensitivity (net)  (47,229)  47,229 

2019     

Variable rate instruments         (42,449)           42,449  

Cash flow sensitivity (net)         (42,449)           42,449  
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23. Concession Agreement 
 
On 21 November 2016 a 15-year agreement was signed between the Company, CGE and the Grantor 
in relation to the provision of services for water supply and wastewater services in Armenia, technical 
and commercial management.  
 
During the term of the agreement, the Company is the exclusive right holder for the use of the 
Infrastructure to enable the provision of the services.  
 
During the term of the agreement the tariffs to be charged to customers for the provision of services 
are set by the Public Services Regulatory Commission of the Republic of Armenia but are dependent 
on several factors in the Concession Agreement such as EUR/AMD exchange rate, water 
consumption volumes, inflation and electricity prices and collection rates from customers. 
 

(a) Concession fee payments to the Grantor 
 
Under the Concession Agreement the Company is required to make regular payments to the Grantor 
over the concession period to acquire the right to charge users of public services.  
 
The following fixed fee payments are required to be made by the Company to the Grantor over                         
the term of the Concession Agreement: 
 
’000 AMD  2020  2019 

Less than one year  731,000               6,100  

Between one and five years  29,046,000             21,628,000  

More than five years  44,808,000             52,957,000  

  74,585,000          74,591,000  

 
The Company included the fair value of such payments, representing the present value of the annual 
payments to the Grantor, discounted at a pre-tax discount rate of  13.5% in the cost of concession 
intangible assets and recognised a corresponding concession liability at inception of the Concession 
Agreement.  
 
Starting from 1 January 2020 RA Government ceased the subsidy of tariffs for water supply and 
wastewater services. However, in order to keep tariffs unchanged for population and compensate the 
Company for lost profits, the total payments under the Concession Agreement were decreased from 
AMD 89,749,000 thousand to AMD 80,426,300 thousand according to Agreement with                                   
the RA Government No 13 dated 25 July 2019. 
 
As a result of this significant modification, the previously recognised concession liability was 
derecognised and a new liability was recognised as of 31 July 2019 with a revised pre-tax discount 
rate of  11.9%. The resulting gain of AMD 4,744,688 thousand (Note 9) from modification was 
recognised in statement of profit or loss and other comprehensive income for 2019. 
 
The discount rate was estimated based on an industry average weighted average cost of capital, which 
was based on a possible range of debt leveraging of 26% at a market interest rate of 10.5%. 
 

(b) Operation services 
 
The Company accounts for revenue and costs relating to water supply and wastewater services in 
accordance with IFRS 15.  
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(c) Construction or upgrade services 
 
As part of the Concession Arrangement the Company is committed to perform mandatory capital 
works on upgrade of the water supply infrastructure amounting to AMD 37,500,000 thousand as 
presented in the table below and incur further capital expenditure, as deemed necessary.  
 

Contract year  Amount                     
’000 AMD 

 Contract year  Amount                     
’000 AMD 

 1  1,500,000  11  2,750,000 
2  1,750,000  12  2,500,000 
3  1,222,000  13  2,500,000 
4  2,750,000  14  2,500,000 
5  2,750,000  15  2,500,000 
6  2,750,000     
7  2,750,000     
8  3,778,000     
9  2,750,000     

10  2,750,000     
 
The Company accounts for revenue and costs relating to construction or upgrade services in 
accordance with IFRS 15. 
 
For the year ended 31 December 2020, the Company has recognised revenue of                                    
AMD 21,978,309 thousand (2019: AMD 21,485,238 thousand), consisting of                                                
AMD 2,784,161 thousand (2019: AMD 1,842,957 thousand) on construction and                               
AMD 19,194,148 thousand (2019: AMD 19,642,281 thousand) on water supply and wastewater 
services. The revenue recognised in relation to construction in 2020 and 2019 represents the fair 
value of the construction services provided in reconstruction of the water distribution and wastewater 
removal facilities. These were provided in exchange for the right to charge customers and represent 
non-cash investing transactions. 
 
As at 31 December 2020 the Company has recognised an intangible asset received as consideration 
for providing construction or upgrade services in a service concession arrangement of                       
AMD 2,784,161 thousand (31 December 2019: AMD 1,842,957 thousand). The intangible asset 
represents the right to charge users a fee for use of public services. 
 

(d) Support assets 
 
On 1 January 2017 under the Concession Agreement the Company received from the Grantor 
equipment with a fair value of AMD 2,578,546 thousand and materials with a fair value of             
AMD 1,980,083 thousand as Support Assets in addition to the Infrastructure. 
 
During the year ended 31 December 2018 the Company received from the Grantor additional 
equipment with a fair value of AMD 68,466 thousand and materials with a fair value of                               
AMD 80,638 thousand. As at 31 December 2018 the Provision for Support Asset return liability for 
these items amounted AMD 60,763 thousand (Note 19). 
 
These assets are recognised as assets of the Company, measured at fair value on initial recognition.  
The operator may retain, use or sell the assets at its discretion but in order to ensure the provision of 
the services by the subsequent operator. The Company has to transfer to the Grantor the Support 
Assets at the end of the Concession Agreement (without compensation) equivalent to the items 
transferred at the beginning of the Concession Agreement. However equivalency is not defined in 
the Concession Agreement.  
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As at 31 December 2020 and 2019 the Company recognised a return liability for the Support Assets 
treating equivalency as monetary equivalency of the Support Assets. The return liability included the 
following components and was measured as follows: 
 
– inventory component - the amount required to replace the materials at the end of the Concession 

Agreement term. The measurement of the liability was based on the current prices of the 
materials adjusted for estimated inflation assessed by management.  
 

– property and equipment component - management’s best estimate of the amount required to 
restore the property and equipment to their original state at the end of the Concession Agreement 
term. The measurement of the liability was based on the current prices of the property and 
equipment adjusted for estimated inflation assessed by management.  

 
The return liability as at 31 December 2020 was discounted using the Company’s incremental 
borrowing rate of 9.45% (2019: 10.16%). 
 
The difference between the return liability as at 31 December 2020 and 2019 and the fair value of 
Support Assets was presented as a deduction from concession intangible assets. 
 
 

24. Contingencies 
 

(a) Insurance 
 
The insurance industry in the Republic of Armenia is in a developing state and many forms of 
insurance protection common in other parts of the world are not yet generally available.                       
The Company does not have full coverage for its plant facilities and business interruption. Until the 
Company obtains adequate insurance coverage, there is a risk that the loss or destruction of certain 
assets could have a material adverse effect on the Company’s operations and financial position. 
 

(b) Litigations 
 
In the opinion of management, there are no current legal proceedings or other claims outstanding, 
which could have a material effect on the results of operations or financial position of the Company. 
 

(c) Taxation contingencies 
 
The taxation system in Armenia is relatively new and is characterised by frequent changes in 
legislation, official pronouncements and court decisions, which are sometimes unclear, 
contradictory and subject to varying interpretation. Taxes are subject to review and investigation by 
tax authorities, which have the authority to impose fines and penalties. In the event of a breach of 
tax legislation, no liabilities for additional taxes, fines or penalties may be imposed by tax authorities 
once three years have elapsed from the date of the breach.  
 
Transfer pricing legislation enacted in the Republic of Armenia starting from 1 January 2020. The 
legislation is effective for the financial year 2020 and onwards. The local transfer pricing rules are 
closer to OECD guidelines, but with uncertainty in practical application of tax legislation in certain 
circumstances. 
 
Transfer pricing rules introduce an obligation for the taxpayers to prepare transfer pricing 
documentation with respect to controlled transactions and prescribe basis and mechanisms for 
accruing additional taxes and interest in case prices in the controlled transactions differ from the 
market level.  
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Transfer pricing rules apply to the transactions listed below, if the total amount of the controlled 
transaction exceeds AMD 200 million in the tax year:  
 
– cross-border transactions between related parties;  
– cross-border transactions with companies registered in offshore zones, regardless of being related 

party or not; 
– certain in-country transactions between related parties, as determined under the Armenian tax 

code. 
 
Since there is no practice of applying the transfer pricing rules by the tax authorities and courts, it is 
difficult to predict the effect of the new transfer pricing rules on these financial statements. 
 
These circumstances may create tax risks in Armenia that are more significant than in other countries. 
Management believes that it has provided adequately for tax liabilities based on its interpretations of 
applicable Armenian tax legislation, official pronouncements and court decisions. However, the 
interpretations of the relevant authorities could differ and the effect on these consolidated financial 
statements, if the authorities were successful in enforcing their interpretations, could be significant. 
 
 

25. Related party transactions 
 

(a) Control relationships 
 
The Company is wholly owned by Veolia Eau - Compagnie Generale des Eaux, France.                        
The Company’s ultimate parent company and the ultimate controlling party is Veolia Environment 
SA. Veolia Environment SA produces publicly available financial statements. 
 

(b) Transactions with key management personnel 
 
Key management remuneration 
 
Key management received the following remuneration during the year, which is included in 
administrative expenses: 
 
’000 AMD  2020  2019 

Expatriate staff fees and other benefits  -  84,542 

Salaries and bonuses  96,484  134,609 
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(c) Other related party transactions 
 
The Company’s other related party transactions are disclosed below. 
 

  
Transaction 

value   
Transaction 

value  
Outstanding 

balance  
Outstanding 

balance  
’000 AMD  2020  2019  2020  2019 
Services received         

Ultimate parent company  (218,767)   (242,781)  (599,359)   (380,592) 
Entities under common control  -   (988)  (130)   (3,489) 

Purchase of goods and property 
and equipment          

Entities under common control  (5,874)  -     -  - 
Services provided         
Entities under common control  2,060  3,102   240  1,023  
Prepayments for goods and 
services         

Ultimate parent company   1,225  141,857     188  188 
Entities under common control  10,408  -  -  - 

 Entities under common control         
Loans received:         

Entities under common control  -  -  (5,759,636)   (5,306,082) 
Others:         

   Ultimate parent company  (71,121)   (105,876)  (38,632)   (58,555) 
Entities under common control   -   (24,258)  (119,583)   (118,148) 
  
The loan from the entity under common control bears interest at FedFund+0.84% per annum and is 
repayable upon demand. During 2020 interest expense of AMD 63,739 thousand was accrued on 
loans received from the entity under common control (2019: AMD 137,881 thousand). 
 
 

26. Basis of measurement 
 
The financial statements are prepared on the historical cost basis.  
 
 

27. Significant accounting policies 
 
The accounting policies set out below have been applied consistently to all periods presented in these 
financial statements except the presentation of the statement of cash flows was changed from indirect 
method to direct method. Management is of the opinion that direct method provides more relevant 
information. Comparative information is reclassified to conform to changes in presentation in the 
current year. 
 

(a) Revenue 
 
Information about the Company’s accounting policies relating to contracts with customers is 
provided in Note 5(d).  
 

(b) Finance income and costs 
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The Company’s finance income and finance costs include: 
 
– interest income; 
– interest expense; 
– the foreign currency gain or loss on financial assets and financial liabilities. 
 
Interest income or expense is recognised using the effective interest method. 
 
The ‘effective interest rate’ is the rate that exactly discounts estimated future cash payments or 
receipts through the expected life of the financial instrument to: 
–  
– the gross carrying amount of the financial asset; or 
– the amortised cost of the financial liability. 
 
In calculating interest income and expense, the effective interest rate is applied to the gross carrying 
amount of the asset (when the asset is not credit-impaired) or to the amortised cost of the liability. 
 

(c) Foreign currency transactions 
 
Transactions in foreign currencies are translated to AMD at exchange rates at the dates of the 
transactions.  
 
Monetary assets and liabilities denominated in foreign currencies at the reporting date are retranslated 
to AMD at the exchange rate at that date. The foreign currency gain or loss on monetary items is the 
difference between amortised cost in the functional currency at the beginning of the period, adjusted 
for effective interest and payments during the period, and the amortised cost in foreign currency 
translated at the exchange rate at the end of the reporting period.  
 
Non-monetary items in a foreign currency that are measured based on historical cost are translated 
using the exchange rate at the date of the transaction. Foreign currency differences arising in 
retranslation are recognised in profit or loss.  
 

(d) Short-term employee benefits 
 
Short-term employee benefit obligations are measured on an undiscounted basis and are expensed as 
the related service is provided. A liability is recognised for the amount expected to be paid under 
short-term cash bonus if the Company has a present legal or constructive obligation to pay this 
amount as a result of past service provided by the employee, and the obligation can be estimated 
reliably. 
 

(e) Income tax 
 
Income tax expense comprises current and deferred tax. It is recognised in profit or loss except to the 
extent that it relates to items recognised directly in equity or in other comprehensive income. 
 

(i) Current tax 
 
Current tax is the expected tax payable or receivable on the taxable income or loss for the year, using 
tax rates enacted or substantively enacted at the reporting date, and any adjustment to tax payable in 
respect of previous years. 
 

(ii) Deferred tax 
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Deferred tax is recognised in respect of temporary differences between the carrying amounts of assets 
and liabilities for financial reporting purposes and the amounts used for taxation purposes.  
 
Deferred tax is not recognised for temporary differences on the initial recognition of assets or 
liabilities in a transaction that is not a business combination and that affects neither accounting nor 
taxable profit or loss. 
 
A deferred tax asset is recognised for unused tax losses, unused tax credits and deductible temporary 
differences, to the extent that it is probable that future taxable profits will be available against which 
they can be used. Deferred tax assets are reviewed at each reporting date and are reduced to the extent 
that it is no longer probable that the related tax benefit will be realised. 
 
Deferred tax is measured at the tax rates that are expected to be applied to the temporary differences 
when they reverse, based on the laws that have been enacted or substantively enacted by the reporting 
date. 
 
The measurement of deferred tax reflects the tax consequences that would follow the manner in 
which the Company expects, at the end of the reporting period, to recover or settle the carrying 
amount of its assets and liabilities.  
 
Deferred tax assets and liabilities are offset if there is a legally enforceable right to offset current tax 
assets and liabilities, and they relate to income taxes levied by the same tax authority on the same 
taxable entity, or on different tax entities, but they intend to settle current tax liabilities and assets on 
a net basis or their tax assets and liabilities will be realised simultaneously.  
 

(f) Inventories 
 
Inventories are measured at the lower of cost and net realisable value. The cost of inventories is based 
on the first-in first-out principle, and includes expenditure incurred in acquiring the inventories, 
production or conversion costs and other costs incurred in bringing them to their existing location 
and condition.  
 
Net realisable value is the estimated selling price in the ordinary course of business, less the estimated 
costs of completion and selling expenses. 
 

(g) Property and equipment 
 

(i) Recognition and measurement 
 
Items of property and equipment are measured at cost less accumulated depreciation and impairment 
losses. 
 
Cost includes expenditure that is directly attributable to the acquisition of the asset. The cost of                      
self-constructed assets includes the cost of materials and direct labour, any other costs directly 
attributable to bringing the asset to a working condition for their intended use, the costs of 
dismantling and removing the items and restoring the site on which they are located and capitalised 
borrowing costs. Purchased software that is integral to the functionality of the related equipment is 
capitalised as part of that equipment. 
 
If significant parts of an item of property and equipment have different useful lives, they are 
accounted for as separate items (major components) of property and equipment 
 
Any gain or loss on disposal of an item of property and equipment is determined by comparing the 
proceeds from disposal with the carrying amount of property and equipment, and is recognised net 
within other income/other expenses in profit or loss.  
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(ii) Infrastructure 

 
In accordance with IFRIC 12 Service Concession Arrangements assets used in the services provided 
by the Company (the “Infrastructure”) are not recognized as property and equipment of the Company, 
if both of the following criteria are satisfied: 
 
– the Grantor controls or regulates the services to be provided by the Company using the 

Infrastructure, the beneficiaries of the services and prices applied; 
 
– the Grantor controls the significant residual interest in the Infrastructure at the end of the term of 

the arrangement.  
 

(iii) Subsequent expenditure 
 
Subsequent expenditure is capitalised only if it is probable that the future economic benefits 
associated with the expenditure will flow to the Company. 
 
The costs of the day-to-day servicing of property and equipment are recognised in profit or loss as 
incurred. 
 

(iv) Depreciation 
 
Items of property and equipment are depreciated from the date that they are installed and are ready 
for use, or in respect of internally constructed assets, from the date that the asset is completed and 
ready for use. Depreciation is based on the cost of an asset less its estimated residual value. 
 
Depreciation is generally recognised in profit or loss on a straight-line basis over the estimated useful 
lives of each part of an item of property and equipment, since this most closely reflects the expected 
pattern of consumption of the future economic benefits embodied in the asset. 
 
The estimated useful lives of significant items of property, plant and equipment for the current and 
comparative periods are as follows: 
 

– machinery and equipment 3-10 years 
– motor vehicles 3-10 years 
– fixtures and fittings 3-10 years 
– computer equipment 2-5 years 
– other 4-10 years 

 
Depreciation methods, useful lives and residual values are reviewed at each financial year end and 
adjusted if appropriate. 
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(h) Intangible assets 
 

(i) Service concession arrangements 
 
The Company recognises an intangible asset arising from a service concession arrangement when it 
has a right to charge for use of the concession infrastructure. An intangible asset received as 
consideration for providing construction or upgrade services in a service concession arrangement is 
measured at fair value on initial recognition with reference to the fair value of the services provided. 
Subsequent to initial recognition, the intangible asset is measured at cost less accumulated 
amortisation and accumulated impairment losses.  
 
The estimated useful life of an intangible asset in a service concession arrangement is the period from 
when the Company is able to charge the public for the use of the infrastructure to the end of the 
concession period.  
 

(ii) Other intangible assets 
 
Other intangible assets that are acquired by the Company, which have finite useful lives, are 
measured at cost less accumulated amortisation and accumulated impairment losses. 
 

(iii) Subsequent expenditure 
 
Subsequent expenditure is capitalised only when it increases the future economic benefits embodied 
in the specific asset to which it relates. All other expenditure is recognised in the profit or loss as 
incurred. 
 

(iv) Amortisation 
 
Amortisation is calculated over the cost of the asset less its residual value. 
 
Amortisation is recognised in profit or loss on a straight-line basis over the estimated useful lives of 
intangible assets, from the date that they are available for use since this most closely reflects the 
expected pattern of consumption of future economic benefits embodied in the asset.  
 
The estimated useful lives for the current and comparative periods are as follows: 
 

– Concession intangible assets Concession Agreement term 
– other 5-15 years 

 
Amortisation methods, useful lives and residual values are reviewed at each financial year end and 
adjusted if appropriate. 
 

(i) Financial instruments 
 

(i) Recognition and initial measurement 
 
Trade receivables are initially recognised when they are originated. All other financial assets and 
financial liabilities are initially recognised when the Company becomes a party to the contractual 
provisions of the instrument. 
 
A financial asset (unless it is a trade receivable without a significant financing component) or 
financial liability is initially measured at fair value plus, for an item not at FVTPL, transaction costs 
that are directly attributable to its acquisition or issue. A trade receivable without a significant 
financing component is initially measured at the transaction price. 
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(ii) Classification and subsequent measurement 
 
Financial assets  
 
On initial recognition, a financial asset is classified as measured at amortised cost. 
 
Financial assets are not reclassified subsequent to their initial recognition unless the Company 
changes its business model for managing financial assets, in which case all affected financial assets 
are reclassified on the first day of the first reporting period following the change in the business 
model. 
 
A financial asset is measured at amortised cost if it meets both of the following conditions and is not 
designated as at FVTPL: 
 
– it is held within a business model whose objective is to hold assets to collect contractual cash 

flows; and 
– its contractual terms give rise on specified dates to cash flows that are solely payments of 

principal and interest on the principal amount outstanding. 
 
All financial assets not classified as measured at amortised cost or FVOCI are measured at FVTPL. 
This includes all derivative financial assets. On initial recognition, the Company may irrevocably 
designate a financial asset that otherwise meets the requirements to be measured at amortised cost or 
at FVOCI as at FVTPL if doing so eliminates or significantly reduces an accounting mismatch that 
would otherwise arise. 
 
Financial assets – Business model assessment 
 
The Company makes an assessment of the objective of the business model in which a financial asset 
is held at a portfolio level because this best reflects the way the business is managed and information 
is provided to management. The information considered includes: 
 
 the stated policies and objectives for the portfolio and the operation of those policies in practice. 

These include whether management’s strategy focuses on earning contractual interest income, 
maintaining a particular interest rate profile, matching the duration of the financial assets to the 
duration of any related liabilities or expected cash outflows or realising cash flows through the 
sale of the assets; 

 how the performance of the portfolio is evaluated and reported to the Company’s management; 
 the risks that affect the performance of the business model (and the financial assets held within 

that business model) and how those risks are managed; 
 how managers of the business are compensated – e.g. whether compensation is based on the fair 

value of the assets managed or the contractual cash flows collected; and 
 the frequency, volume and timing of sales of financial assets in prior periods, the reasons for 

such sales and expectations about future sales activity. 
 
Transfers of financial assets to third parties in transactions that do not qualify for derecognition are not 
considered sales for this purpose, consistent with the Company’s continuing recognition of the assets. 
 
Financial assets – Assessment whether contractual cash flows are solely payments of principal 
and interest 
 
For the purposes of this assessment, ‘principal’ is defined as the fair value of the financial asset on 
initial recognition. ‘Interest’ is defined as consideration for the time value of money and for the credit 
risk associated with the principal amount outstanding during a particular period of time and for other 
basic lending risks and costs (e.g. liquidity risk and administrative costs), as well as a profit margin. 
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In assessing whether the contractual cash flows are solely payments of principal and interest, the 
Company considers the contractual terms of the instrument. This includes assessing whether the 
financial asset contains a contractual term that could change the timing or amount of contractual cash 
flows such that it would not meet this condition. In making this assessment, the Company considers: 
 
 contingent events that would change the amount or timing of cash flows;  
 prepayment and extension features; and 
 terms that limit the Company’s claim to cash flows from specified assets (e.g. non-recourse 

features). 
 

A prepayment feature is consistent with the solely payments of principal and interest criterion if                 
the prepayment amount substantially represents unpaid amounts of principal and interest on the 
principal amount outstanding, which may include reasonable additional compensation for early 
termination of the contract.  
 
Financial assets – Subsequent measurement and gains and losses 
 
The Company classified its financial assets into financial assets at amortised cost category.                     
These assets are subsequently measured at amortised cost using the effective interest method. The 
amortised cost is reduced by impairment losses. Interest income, foreign exchange gains and losses 
and impairment are recognised in profit or loss. Any gain or loss on derecognition is recognised in 
profit or loss. 
 
Financial liabilities – Classification, subsequent measurement and gains and losses 
 
Financial liabilities are classified as measured at amortised and are subsequently measured at 
amortised cost using the effective interest method. Interest expense and foreign exchange gains and 
losses are recognised in profit or loss. Any gain or loss on derecognition is also recognised in profit 
or loss. 
 

(iii) Modification of financial assets and financial liabilities 
 
Financial assets 
 
If the terms of a financial asset are modified, the Company evaluates whether the cash flows of                             
the modified asset are substantially different. If the cash flows are substantially different (referred to 
as ‘substantial modification’), then the contractual rights to cash flows from the original financial 
asset are deemed to have expired. In this case, the original financial asset is derecognised and a new 
financial asset is recognised at fair value.  
 
The Company performs a quantitative and qualitative evaluation of whether the modification is 
substantial, i.e. whether the cash flows of the original financial asset and the modified or replaced 
financial asset are substantially different. The Company assesses whether the modification is 
substantial based on quantitative and qualitative factors in the following order: qualitative factors, 
quantitative factors, combined effect of qualitative and quantitative factors. If the cash flows are 
substantially different, then the contractual rights to cash flows from the original financial asset 
deemed to have expired. In making this evaluation the Company analogizes to the guidance on 
derecognition of financial liabilities.  
 
The Company concludes that the modification is substantial as a result of the following qualitative 
factors:  
 

– change the currency of the financial asset;  
– change in collateral or other credit enhancement; 
– change of terms of financial asset that lead to non-compliance with SPPI criterion (e.g. inclusion 

of conversion feature). 
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If the cash flows of the modified asset carried at amortised cost are not substantially different, then 
the modification does not result in derecognition of the financial asset. In this case, the Company 
recalculates the gross carrying amount of the financial asset and recognises the amount arising from 
adjusting the gross carrying amount as a modification gain or loss in profit or loss. The gross carrying 
amount of the financial asset is recalculated as the present value of the renegotiated or modified 
contractual cash flows that are discounted at the financial asset's original effective interest rate. Any 
costs or fees incurred adjust the carrying amount of the modified financial asset and are amortised 
over the remaining term of the modified financial asset.  
 
Financial liabilities 
 
The Company derecognises a financial liability when its terms are modified and the cash flows of 
the modified liability are substantially different. In this case, a new financial liability based on the 
modified terms is recognised at fair value. The difference between the carrying amount of the 
financial liability extinguished and the new financial liability with modified terms is recognised in 
profit or loss.  
 
If a modification (or exchange) does not result in the derecognition of the financial liability the 
Company applies accounting policy consistent with the requirements for adjusting the gross carrying 
amount of a financial asset when a modification does not result in the derecognition of the financial 
asset, i.e. the Company recognises any adjustment to the amortised cost of the financial liability 
arising from such a modification (or exchange) in profit or loss at the date of the modification                         
(or exchange). Changes in cash flows on existing financial liabilities are not considered as 
modification, if they result from existing contractual terms. 
 
Company performs a quantitative and qualitative evaluation of whether the modification is 
substantial considering qualitative factors, quantitative factors and combined effect of qualitative and 
quantitative factors. The Company concludes that the modification is substantial as a result of the 
following qualitative factors:  
 
– change the currency of the financial liability;  
– change in collateral or other credit enhancement; 
– inclusion of conversion option; 
– change in the subordination of the financial liability. 
 
For the quantitative assessment the terms are substantially different if the discounted present value 
of the cash flows under the new terms, including any fees paid net of any fees received and discounted 
using the original effective interest rate, is at least 10 per cent different from the discounted present 
value of the remaining cash flows of the original financial liability. If an exchange of debt instruments 
or modification of terms is accounted for as an extinguishment, any costs or fees incurred are 
recognised as part of the gain or loss on the extinguishment. If the exchange or modification is not 
accounted for as an extinguishment, any costs or fees incurred adjust the carrying amount of the 
liability and are amortised over the remaining term of the modified liability.  
 

(iv) Derecognition 
 
Financial assets 
 
The Company derecognises a financial asset when the contractual rights to the cash flows from the 
financial asset expire, or it transfers the rights to receive the contractual cash flows in a transaction 
in which substantially all of the risks and rewards of ownership of the financial asset are transferred 
or in which the Company neither transfers nor retains substantially all of the risks and rewards of 
ownership and it does not retain control of the financial asset. 
 



Veolia Djur CJSC 
Notes to the Financial Statements for 2020 

   
 
 
 

44 

Financial liabilities 
 
The Company derecognises a financial liability when its contractual obligations are discharged or 
cancelled, or expire. The Company also derecognises a financial liability when its terms are modified 
and the cash flows of the modified liability are substantially different, in which case a new financial 
liability based on the modified terms is recognised at fair value. 
 
On derecognition of a financial liability, the difference between the carrying amount extinguished 
and the consideration paid (including any non-cash assets transferred or liabilities assumed) is 
recognised in profit or loss. 
 

(v) Offsetting 
 
Financial assets and financial liabilities are offset and the net amount presented in the statement of 
financial position when, and only when, the Company currently has a legally enforceable right to set 
off the amounts and it intends either to settle them on a net basis or to realise the asset and settle the 
liability simultaneously. 
 

(j) Share capital 
 
Ordinary shares 
 
Ordinary shares are classified as equity. Incremental costs directly attributable to issue of ordinary 
shares and share options are recognized as a deduction from equity, net of any tax effects. 
 

(k) Impairment  
 

(i) Non-derivative financial assets 
 
Financial instruments 
 
The Company recognises loss allowances for ECLs on financial assets measured at amortised cost. 
 
Loss allowances for trade receivables are always measured at an amount equal to lifetime ECLs. 
 
When determining whether the credit risk of a financial asset has increased significantly since initial 
recognition and when estimating ECLs, the Company considers reasonable and supportable 
information that is relevant and available without undue cost or effort. This includes both quantitative 
and qualitative information and analysis, based on the Company’s historical experience and informed 
credit assessment and including forward-looking information. 
 
The Company assumes that the credit risk on a financial asset has increased significantly if it is more 
than 30 days past due. 
 
The Company considers a financial asset to be in default when:  
 
 the borrower is unlikely to pay its credit obligations to the Company in full, without recourse by 

the Company in full; or 
 the financial asset is more than 365 days past due. 
 
Lifetime ECLs are the ECLs that result from all possible default events over the expected life of a 
financial instrument. 
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The maximum period considered when estimating ECLs is the maximum contractual period over 
which the Company is exposed to credit risk. 
 
Measurement of ECLs 
 
ECLs are a probability-weighted estimate of credit losses. Credit losses are measured as the present 
value of all cash shortfalls (i.e. the difference between the cash flows due to the entity in accordance 
with the contract and the cash flows that the Company expects to receive). 
 
Due to short maturities of trade receivables no discounting is applied for the ECLs. 
 
Credit-impaired financial assets 
 
At each reporting date, the Company assesses whether financial assets carried at amortised cost are 
credit-impaired. A financial asset is ‘credit-impaired’ when one or more events that have a 
detrimental impact on the estimated future cash flows of the financial asset have occurred. 
 
Evidence that a financial asset is credit-impaired includes the following observable data: 
 
 significant financial difficulty of the borrower or issuer; 
 a breach of contract such as a default or being more than 90 days past due; 
 the restructuring of a loan or advance by the Company on terms that the Company would not 

consider otherwise; 
 it is probable that the borrower will enter bankruptcy or other financial reorganisation. 

 
Presentation of allowance for ECL in the statement of financial position 
 
Loss allowances for financial assets measured at amortised cost are deducted from the gross carrying 
amount of the assets. 
 
Write-off 
 
The gross carrying amount of a financial asset is written off when the Company has no reasonable 
expectations of recovering a financial asset in its entirety or a portion thereof. For individual 
customers, the Company has a policy of writing off the gross carrying amount when the financial 
asset is 3 years past due based on historical experience of recoveries of similar assets. The Company 
expects no significant recovery from the amount written off. However, financial assets that are 
written off could still be subject to enforcement activities in order to comply with the Company’s 
procedures for recovery of amounts due. 
 

(ii) Non-financial assets 
 
The carrying amounts of the Company’s non-financial assets, other than inventories and deferred tax 
assets are reviewed at each reporting date to determine whether there is any indication of impairment. 
If any such indication exists, then the asset’s recoverable amount is estimated.  An impairment loss 
is recognised if the carrying amount of an asset or its related cash-generating unit (CGU) exceeds its 
estimated recoverable amount. 
 
For the purpose of impairment testing, assets that cannot be tested individually are grouped together 
into the smallest group of assets that generates cash inflows from continuing use that are largely 
independent of the cash inflows of other assets or CGU. 
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The recoverable amount of an asset or CGU is the greater of its value in use and its fair value less 
costs to sell. In assessing value in use, the estimated future cash flows are discounted to their present 
value using a pre-tax discount rate that reflects current market assessments of the time value of money 
and the risks specific to the asset or CGU.  
 
Impairment losses are recognised in profit or loss. Impairment losses recognised in respect of CGUs 
are allocated to reduce the carrying amount of the assets in the CGU on a pro rata basis. 
 
Impairment losses recognised in prior periods are assessed at each reporting date for any indications 
that the loss has decreased or no longer exists. An impairment loss is reversed if there has been a 
change in the estimates used to determine the recoverable amount. An impairment loss is reversed 
only to the extent that the asset’s carrying amount does not exceed the carrying amount that would 
have been determined, net of depreciation or amortisation, if no impairment loss had been recognised. 
 

(l) Provisions 
 
A provision is recognised if, as a result of a past event, the Company has a present legal or 
constructive obligation that can be estimated reliably, and it is probable that an outflow of economic 
benefits will be required to settle the obligation. Provisions are determined by discounting the 
expected future cash flows at a pre-tax rate that reflects current market assessments of the time value 
of money and the risks specific to the liability. The unwinding of the discount is recognised as finance 
cost. 
 

(m) Leases  
 
The Company has applied IFRS 16 using the modified retrospective approach and therefore the 
comparative information has not been restated and continues to be reported under IAS 17 and                         
IFRIC 4. The details of accounting policies under IAS 17 and IFRIC 4 are disclosed separately. 
 
Policy applicable from 1 January 2019 
 
At inception of a contract, the Company assesses whether a contract is, or contains, a lease. A contract 
is, or contains, a lease if the contract conveys the right to control the use of an identified asset for a 
period of time in exchange for consideration. 
 

(i) As a lessee 
 
The Company recognises a right-of-use asset and a lease liability at the lease commencement date. 
The right-of-use asset is initially measured at cost, which comprises the initial amount of the lease 
liability adjusted for any lease payments made at or before the commencement date, plus any initial 
direct costs incurred and an estimate of costs to dismantle and remove the underlying asset or to 
restore the underlying asset or the site on which it is located, less any lease incentives received. 
 
The right-of-use asset is subsequently depreciated using the straight-line method from the 
commencement date to the end of the lease term, unless the lease transfers ownership of the 
underlying asset to the Company by the end of the lease term or the cost of the right-of-use asset 
reflects that the Company will exercise a purchase option. In that case the right-of-use asset will be 
depreciated over the useful life of the underlying asset, which is determined on the same basis as 
those of property and equipment.  
 
The lease liability is initially measured at the present value of the lease payments that are not paid at 
the commencement date, discounted using the interest rate implicit in the lease or, if that rate cannot 
be readily determined, the Company’s incremental borrowing rate. Generally, the Company uses its 
incremental borrowing rate as the discount rate. 
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The Company determines its incremental borrowing rate by obtaining interest rates from various 
external financing sources and makes certain adjustments to reflect the terms of the lease and type of 
the asset leased. 
 
Lease payments included in the measurement of the lease liability comprise the following: 
 
– fixed payments, including in-substance fixed payments; 
– variable lease payments that depend on an index or a rate, initially measured using the index or 

rate as at the commencement date; 
– amounts expected to be payable under a residual value guarantee; and 
– the exercise price under a purchase option that the Company is reasonably certain to exercise, 

lease payments in an optional renewal period if the Company is reasonably certain to exercise 
an extension option, and penalties for early termination of a lease unless the Company is 
reasonably certain not to terminate early. 

 
The lease liability is measured at amortised cost using the effective interest method. It is remeasured 
when there is a change in future lease payments arising from a change in an index or rate, if there is 
a change in the Company’s estimate of the amount expected to be payable under a residual value 
guarantee, if the Company changes its assessment of whether it will exercise a purchase, extension 
or termination option or if there is a revised in-substance fixed lease payment. 
 
When the lease liability is remeasured in this way, a corresponding adjustment is made to the carrying 
amount of the right-of-use asset, or is recorded in profit or loss if the carrying amount of the right-
of-use asset has been reduced to zero. 
 
The Company presents right-of-use assets and lease liabilities separately in the statement of financial 
position. 
 
The Company has elected not to recognise right-of-use assets and lease liabilities for leases of low-
value assets and short-term leases. The Company recognises the lease payments associated with these 
leases as an expense on a straight-line basis over the lease term. 
 
In accordance with IFRS 16 variable payments which do not depend on index or rate, e. g. which do 
not reflect changes in market rental rates, should not be included in the measurement of lease liability. 
In respect of municipal or federal land leases where lease payments are based on cadastral value of 
the land plot and do not change until the next revision of that value or the applicable rates (or both) 
by the authorities, the Company has determined that, under the current revision mechanism, the land 
lease payments cannot be considered as either variable that depend on index or rate or in-substance 
fixed, and therefore these payments are not included in the measurement of the lease liability. 
 

(ii) As a lessor 
 
At inception or on modification of a contract that contains a lease component, the Company allocates 
the consideration in the contract to each lease component on the basis of their relative stand-alone 
prices.  
 
When the Company acts as a lessor, it determines at lease inception whether each lease is a finance 
lease or an operating lease.  
 
To classify each lease, the Company makes an overall assessment of whether the lease transfers 
substantially all of the risks and rewards incidental to ownership of the underlying asset. If this is the 
case, then the lease is a finance lease; if not, then it is an operating lease. As part of this assessment, 
the Company considers certain indicators such as whether the lease is for the major part of the 
economic life of the asset. 
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At inception of a contract, the Company assesses whether a contract is, or contains, a lease. A contract 
is, or contains, a lease if the contract conveys the right to control the use of an identified asset for a 
period of time in exchange for consideration. 
 
 

28. New standards and interpretations not yet adopted 
 
A number of new standards are effective for annual periods beginning after 1 January 2020 and 
earlier application is permitted; however, the Company has not early adopted the new or amended 
standards in preparing these financial statements. 
 

(a) Onerous contracts – Cost of Fulfilling a Contract (Amendments to IAS 37) 
 
The amendments specify which costs an entity includes in determining the cost of fulfilling a contract 
for the purpose of assessing whether the contract is onerous. The amendments apply for annual 
reporting periods beginning on or after 1 January 2022 to contracts existing at the date when the 
amendments are first applied. At the date of initial application, the cumulative effect of applying the 
amendments is recognised as an opening balance adjustment to retained earnings or other 
components of equity, as appropriate. The comparatives are not restated. The Company has 
determined that all contracts existing at 31 December 2020 will be completed before the amendments 
become effective.  
 

(b) Interest Rate Benchmark Reform – Phase 2 (Amendments to IFRS 9, IAS 39, IFRS 7, IFRS 4 
and IFRS 16) 
 
The amendments address issues that might affect financial reporting as a result of the reform of an 
interest rate benchmark, including the effects of changes to contractual cash flows or hedging 
relationships arising from the replacement of an interest rate benchmark with an alternative 
benchmark rate. The amendments provide practical relief from certain requirements in IFRS 9, 
IAS 39, IFRS 7, IFRS 4 and IFRS 16 relating to: 
 
 changes in the basis for determining contractual cash flows of financial assets, financial liabilities 

and lease liabilities; and 
 hedge accounting. 

 
(i) Change in basis for determining cash flows 

 
The amendments will require an entity to account for a change in the basis for determining the 
contractual cash flows of a financial asset or financial liability that is required by interest rate 
benchmark reform by updating the effective interest rate of the financial asset or financial liability.  
 
Due to absence of IBOR linked financial instruments the Company does not expect an effect because 
of IBOR transition. 
 

(ii) Hedge accounting 
 
The amendments provide exceptions to the hedge accounting requirements in the following areas. 
 
 Allow amendment of the designation of a hedging relationship to reflect changes that are required 

by the reform.  
 When a hedged item in a cash flow hedge is amended to reflect the changes that are required by 

the reform, the amount accumulated in the cash flow hedge reserve will be deemed to be based 
on the alternative benchmark rate on which the hedged future cash flows are determined.  
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 When a group of items is designated as a hedged item and an item in the group is amended to 
reflect the changes that are required by the reform, the hedged items are allocated to sub-groups 
based on the benchmark rates being hedged. 

 If an entity reasonably expects that an alternative benchmark rate will be separately identifiable 
within a period of 24 months, it is not prohibited from designating the rate as a non-contractually 
specified risk component if it is not separately identifiable at the designation date.  

 
Due to absence of hedge accounting the Company does not expect an effect because of IBOR 
transition. 
 

(iii) Disclosure 
 
The amendments will require the Company to disclose additional information about the entity’s 
exposure to risks arising from interest rate benchmark reform and related risk management activities. 
 

(iv) Transition 
 
The Company plans to apply the amendments from 1 January 2021. Application will not impact 
amounts reported for 2020 or prior periods. 
 

(c) Other standards  
 
The following new and amended standards are not expected to have a significant impact on                                
the Company’s financial statements. 
 
 Property, Plant and Equipment: Proceeds before Intended Use (Amendments to IAS 16). 
 Reference to Conceptual Framework (Amendments to IFRS 3). 
 Classification of Liabilities as Current or Non-current (Amendments to IAS 1).  
 IFRS 17 Insurance Contracts and amendments to IFRS 17 Insurance Contracts. 
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