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AGUAYTIA ENERGY DEL PERU S.R.L. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

AS OF MARCH 31, 2017, AND DECEMBER 31, 2016
(In thousands of dollars US$000)

ASSETS
CURRENT ASSETS:
Cash and cash equivalents
Trade accounts receivable (net)
Other accounts receivable
Accounts receivable from related entities
Inventories (net)
Income tax asset

Total current assets
NON-CURRENT ASSETS:

Other accounts receivable
Property, plant and equipment (net) - Gas investment

Property, plant and equipment (net) - Energy generation and

transmission
Deferred income tax assets

Total non-current assets

TOTAL

Notes 2017 2016
US$000 US$000
LIABILITIES AND EQUITY
CURRENT LIABILITIES:
5 14,797 27,845 Trade accounts payable
6 8,402 10,614 Other accounts payable
7 1,938 1,780 Accounts payable to related entities
8 - 86 Deferred income
9 4,488 4,716
20 (d) 2,623 2,436 Total current liabilities
32,248 47 477
NON-CURRENT LIABILITIES:
Deferred income
Deferred income tax liabilities
7 882 925 Provisions
10 60,404 58,609
Total non-current liabilities
11 81,378 82,537
21 2,714 2,068
Total liabilities
145,378 144,139
EQUITY:
Issued capital stock
Other capital reserves
Retained earnings
Total equity
177,626 191,616 TOTAL

The accompanying notes are an integral part of these consolidated financial statements

Notes 2017 2016
US$000 US$000

13 7,209 10,611
14 809 1,114
8 4,076 16,680
15 391 485
12,485 28,890
15 270 309
21 2,383 2,403
107 254
2,760 2,966
15,245 31,856
16 (a) 145,155 145,155
2,056 2,056
16 (b) 15,170 12,549
162,381 159,760
177,626 191,616




CONSOLIDATED STATEMENTS OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME
FOR THE PERIODS OF THREE MONTHS AS OF MARCH 31, 2017 AND 2016

(In thousands of dollars US$000)

Sale of energy and electrical energy transmission services
Sale of hydrocarbons
Total of sales

Costs of sale of energy and electrical energy transmission services

Cost of sales of hydrocarbons
Total of cost of sales

Gross profit

Administrative expenses

Other income

Other expenses

Financial income

Financial expenses

Exchange difference (net)

Profit before income tax

Income tax expense

Net profit for the year

Other comprehensive income for the year

Total comprehensive income for the year

Notes 2017 2016
US$000 US$000
18,726 23,601
4,998 5,189
17 23,724 28,880
(10,738) (7,321)
(5,007) (8,134)
18 (15,745) (15,455)
7,979 13,425
19 (4,599) (1,850)
6 267
(27) ®)
18 117
(1) (194)
4 (a) 361 (74)
3,667 11,683
20 (b) (1,046) (3,583)
2,621 8,100
2,621 8,100

The accompanying notes are an integral part of these consolidated financial statements




AGUAYTIAENERGY DEL PERU S.R.L. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

AS OF MARCH 31, 2017 AND DECEMBER 31,2016
(In thousands of dollars US$000)

BALANCE AS OF JANUARY 1, 2016

Total comprehensive income for the year
Dividends declared in cash

BALANCE AS OF DECEMBER 31, 2016

Total comprehensive income for the year
Dividends declared in cash

BALANCE AS OF MARCH 31, 2017

Issued Other capital Retained
capital stock reserves earnings Total equity
US$000 US$000 US$000 US$000
(Nota 16 (a)) (Nota 16 (b))

145,155 2,056 70,881 218,092
12,530 12,530
(70,862) (70,862)

145,155 2,056 12,549 159,760

2,621 2,621

145,155 2,056 15,170 162,381

'T_he accompanying notes are an integral part of these consolidated financial statements



AGUAYTIAENERGY DEL PERU S.R.L. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASHFLOWS
FOR THE PERIODS OF THREE MONTHS AS OF MARCH 31, 2017 AND 2016
(In thousands of dollars US$000)

2017 2016
US$000 US$000
OPERATING ACTIVITIES:
Collection from:
Sale of energy and electrical energy transmission services 21,318 23,378
Sale of hydrocarbons 616 6,165
Recovery of taxes - 0
Other taxes - -
Interests and returns 18 124
Other operating activities 937 3,883
Payments for/to: -
Fuel prices stabilization fund (406) -
Royalties (2,717) (5,722)
Suppliers of goods and services (14,421) (11,331)
Income tax (1,932) (7,317)
Taxes (28) (25)
Interests (65) (156)
Other operating activities (714) (1,001)
Net cash and cash equivalents provided by operating activities 2,606 7,998

INVESTMENT ACTIVITIES:

Payments for:
Purchase of gas investments (2,626) (488)
Purchase of machinery and equipment 2 (327)

Net cash and cash equivalents used in investment activities (2,628) (815)

FINANCING ACTIVITIES:
Collection from:

Loans received from related entities (13,026) -
Payments for:
Financial obligations (0) 29
Dividends - (70,862)
Net cash and cash equivalents used in financing activities (13,027) (70,833)
NET (DECREASE) INCREASE OF CASH AND CASH EQUIVALENTS (13,050) (63,650)
CASH AND CASH EQUIVALENTS AT THE BEGINNING OF THE YEAR 27,847 90,425
CASH AND CASH EQUIVALENT AT THE END OF THE YEAR 14,797 26,775

The accompanying notes are an integral part of these consolidated financial statements




AGUAYTIA ENERGY DEL PERU S.R.L.. AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS AS OF MARCH 31, 2017,
AND FOR THE YEAR ENDED DECEMBER 31, 2016.
(In thousands of U.S dollars (US$000), unless otherwise indicated)

1. INCORPORATION, ECONOMIC ACTIVITY, APPROVAL OF THE CONSOLIDATED
FINANCIAL STATEMENTS, MAIN AGREEMENTS, SUBSIDIARIES AND
OPERATING REGULATIONS

(@) Incorporation

Aguaytia Energy del Peru S.R.L. (hereinafter, the Company) is a subsidiary of Aguaytia
Energy LLC, which owns 97.22% of voting shares which are representative of its issued capital
stock. The Company was incorporated in Peru on November 16, 1995 and commenced its
operations in July 1998.

On December 20, 2016, Aguaytia Energy LLC.’s shares were acquired by Orazul Energia Peru
S.A.C (ultimate parent Company in Peru of Aguaytia Energy LLC) and Orazul Energia
(Espafia) Holdings S.R.L., which are part of ISQ Global Infraestructure Fund. Since the
acquisition date, the Company and subsidiaries no longer belong to Duke Energy Corporation
Group; and Orazul Energia Peru S.A.C. obtained the control of the Company.

(b) Economic activity

The Company is engaged in the operation of a natural gas field located in central rainforest of
Peru (Block 31-C), from which it obtains dry natural gas and natural gas liquids; those gas
liquids are then treated at the Fractionation Plant which produces liquefied petroleum gas (LPG)
and natural gasoline. Dry natural gas is used by its Subsidiary, Termoselva S.R.L. (hereinafter
Termoselva), for the generation of electrical energy. Natural gasoline is sold entirely to Maple
Gas Corporation del Peru S.R.L. LPG is sold to wholesalers and distributors, which perform
their activities in the central rainforest and highlands of the country.

The Company’s legal domicile is Av. Dionisio Derteano 144, Floor 19, San Isidro, Lima, Peru.
The Fractionation Plant is located at Carretera Federico Basadre Km. 10 Coronel Portillo,
Ucayali, Peru and the gas extraction plant is located at Block 31-C, Padre Abad — Ucayali, Peru.

The Company and Subsidiaries (Note 1(g)) do not have employees for the execution of their
economic and administrative activities. Those activities are performed by related entities with
which they have entered into certain agreements, as explained below.

(c) Approval of the consolidated financial statements
The consolidated financial statements for the year ended March 31, 2017, prepared under

International Financial Reporting Standards, were approved for issuance by the Company’s
Management on May 30, 2017.



(d) License Agreement for the production of hydrocarbons (Block 31-C)

This agreement allows the Company to produce hydrocarbons in the area known as Block 31-C,
where there are four producing wells and three gas reinjection wells. Other relevant aspects of
the License Agreement are indicated as follows:

(i) The term of the License Agreement is for 30 years counted from the subscription date of
the agreement (March 30, 1994), which can be extended up to 40 years upon agreement of
the Company and Perupetro in behalf of the Peruvian Government.

(i) The Company agreed to comply with a minimum work schedule, which was entirely
completed in 1998. This schedule included, among others, drilling and operation of wells,
gas extraction and injection, construction of a gas processing plant and facilities for
fractioning natural gas liquids and energy generation.

(iii) Pursuant to the Organic Hydrocarbons Law and the Regulations for the Application of
Royalties and Compensations, the Company pays a royalty on a biweekly basis and
applies a percentage on the valuation of production of supervised hydrocarbons (natural
gas and natural gas liquids), as defined in the License Agreement.

The expense for royalties in 2017 was US$2,717 (US$5,722 in 2016 ) and is presented in
item cost of sales of the consolidated statement of profit or loss and other comprehensive
income (Note 18).

In July 2013 the Company initiated a process of arbitration against Perupetro requesting a
readjustment in the royalties that the Company paid for the exploitation of the resources
produced from the block 31-C.

On December 28, 2016, the Court issued a final decision in which accepted the request of
the Company to readjust the price of the natural gas royalty. The changes to these royalties
were in force as of January 1, 2017.

(iv) Taxes

The Company entered into a Legal Stability Agreement on March 30, 1994 with the
Peruvian government, under which the tax regime was guaranteed for gas operation and
processing activities, as from the subscription date of the License Agreement until 2024,
as well as according to specific standards established in this regard by the Organic
Hydrocarbons Law and its amendments, during the term of the License Agreement.

(v) Other rights

On behalf the Peruvian government, the Central Reserve Bank of Peru guarantees the
Company the availability and convertibility of U.S. dollars.

(e) Agreements entered into the Company and Subsidiaries with related entities and third
parties

(e.1) Purchase agreement — sale of natural gasoline

The Company and Maple Gas Corporation del Peru S.R.L. (hereinafter Maple) entered into an
agreement for the sale of natural gasoline in July 1996, which is effective during the whole term
of the concession of Block 31-C. Pursuant to this agreement, the Company sells all the
production of natural gasoline to Maple. The market price is based on the international price of
crude oil. The addendum dated February 14, 2013 changed the calculation of the price formula
for natural gasoline volumes when exceeding or being below an established production level,
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pursuant to the initial agreement, from 2013 to 2017.

Sales of natural gasoline to Maple are recognized in the corresponding period when all criteria
required by 1AS 18 Revenue have been satisfied. However, when an uncertainty arises about the
collectability of an amount already included in revenue, the uncollectible amount or the amount
in respect of which recovery has ceased to be probable is recognised as an expense, rather than
as an adjustment of the amount of revenue originally recognized.

(e.2) Operation and maintenance agreements

. The Company and Orazul Energy Egenor S. en C. por A. (before Duke Energy Egenor S.
en C. por A.) a related entity, entered into an agreement in which Orazul Energy Egenor S.
en C. por A. provides operation and maintenance services since March 1, 2010. The
agreement can be renewed under the express consent of the parties each year (Note 8). The
maturity of this agreement is on December 31, 2017.

. The Subsidiary Termoselva and Orazul Energy Egenor S. en C. por A. (before Duke
Energy Egenor S. en C. por A.), a related entity, entered into an agreement whereby;,
Orazul Energy Egenor S. en C. por A. provides operation and maintenance services since
September 01, 2014, which can be renewed under the express consent of the parties each
year (Note 8). The maturity of this agreement is on December 31, 2017.

. The subsidiary Eteselva and Orazul Energy Egenor S. en C. por A. (before Duke Energy
Egenor S. en C. por A)), a related entity, entered into an agreement whereby, Orazul
Energy Egenor S. en C. por A. provides operation and maintenance services from January
1, 2015, which can be renewed under the express consent of the parties each year (Note 8).
The maturity of this agreement is on December 31, 2017.

Operation and maintenance services received by the Company and Subsidiaries during
2017 amounted approximately to US$1,688 (US$1,839 in 2016) and are presented in item
cost of sales of the consolidated statement of profit or loss and other comprehensive
income (Note 18).

()  Agreement for management and other services

The Company and Subsidiaries and Orazul Energy Egenor S. en C. por A. (before Duke Energy
Egenor S. en C. por A.), a related entity, entered into an agreement for management and other
services in February 2009, which can be renewed under the express consent of the parties each
year (Note 8). The maturity of this agreement is on December 31, 2017.

(g) Subsidiaries

Subsidiaries are entities (including special purpose entities) in which the Company has the
power over the investee; is exposed, or has rights, to variable returns from its involvement with
the investee; and has the ability to use its power to affect its returns. This situation is usually
observed by controlling the equity interest of more than half of voting shares.

Subsidiaries are entirely consolidated as from the date when their control was effectively
transferred to the Company, and will cease to be so when the Company loses such control.

The Subsidiaries, as of March 31, 2017 and December 31, 2016, and the percentages of interest
owned by the Company are detailed below:



Consolidated subsidiaries: Direct equity interest

2017 2016

% %
Termoselva S.R.L 99.99 99.99
Eteselva S.R.L. 99.99 99.99

Termoselva S.R.L.

The economic activity of this subsidiary is the generation of electrical energy within its
concession area. In order to perform its operations, Termoselva operates its thermoelectric
power plant in Ucayali exclusively with dry natural gas provided by the Gas Plant of the
Company, with which it has entered into an agreement for the purchase of dry natural gas and
sale of electrical energy to regulated and free customers in the Peruvian territory that are part of
the National Interconnected Electrical System (SEIN, for its acronym in Spanish) which
Termoselva participates in.

Eteselva S.R.L.

The economic activity of this subsidiary is electrical transmission, for which it has a
transmission line of 392.7 km., divided in three sections: (a) Line 251 that connects the
Aguaytia substation in Ucayali with Tingo Maria Substation, (b) Line 252 that connects Tingo
Maria substation in Huanuco to Vizcarra substation, and (c) Line 253 that connects Vizcarra
substation in Ancash to Paramonga Substation in Lima. The latter has been defined by the
Ministry of Energy and Mines as part of the Main Transmission Network of the National
Interconnected Electrical System. Its main customer is related entity Termoselva, with which it
has entered into an agreement for electricity transmission and reserve capacity.
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Amounts of the financial statements of consolidated Subsidiaries

Certain amounts of the separate financial statements of Subsidiaries as of March 31, 2017 and
December 31, 2016, prepared under International Financial Reporting Standards, before
eliminations for consolidation purposes, are presented below:

2017 2016
Subsidiaries US$000 US$000
Termoselva S.R.L.
Total Assets 74,651 74477
Total Liabilities 11422 15,988
Equity 63,229 58,489
Net profit 4349 7,464
Other comprehensive income
Eteselva S.R.L.
Total Assets 34,282 34,166
Total Liabilities 1522 2,657
Equity 32,760 31,509
Net profit (loss) 717 371

Other comprehensive income - -

(h) Operating regulations and legal standards that affect the hydrocarbons sector

Main operating regulations and legal standards of the hydrocarbons sector, where the Company
develops its activities are as follows:

Organic Hydrocarbons Law — Law No. 26221

Supervising Entity of Investment in Energy and Mining (OSINERGMIN, for its acronym
in Spanish), by virtue of Law No. 26734, amended by Law No. 28964.

Fund for the stabilization of fuel prices — Emergency Decree No. 010-2004 and its
Regulation Supreme Decree No. 142-2004-EF

Law that creates the Energy Security System in Hydrocarbons and the Energy Social
Inclusion Fund, (FISE, for its acronym in Spanish) - Law No. 29583.

Law that guarantees energy security and promotes the development of the petrochemical
pole southern Peru, Law No. 29970.
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(i)

Operating regulations and legal standards that affect the electrical sector

Main operating regulations and legal standards of the electrical sector, where the Subsidiaries
Termoselva and Eteselva develop their activities are as follows:

Electrical Concessions Law.

Law to ensure the efficient development of electrical generation.

Law that establishes a mechanism to ensure the electricity supply for the regulated market.
Technical Quality Standard for Electrical Services.

Anti-monopoly and Anti-oligopoly Law in the Electrical Sector.

Supervisory Entity of Investment in Energy and Mining

Break-even Law for the Budget of the Public Sector for Taxable Period 2014 (Law No.
30115), whose Tenth Supplementary Provision sets out the extension of the effective term
of Emergency Decree No. 049-2008 until December 31, 2016 and extended up to October
1, 2017 by sixth article Sixth of Law 30513.

Regulations for Environmental Protection during Electrical Activities (Supreme Decree
No. 29-94-EM).

Promotion of Investments for Electricity Generation by using Renewable Energy.

Energy Security System in Hydrocarbons and the Energy Social Inclusion Fund (Law No.
29852), and its regulation, Supreme Decree No. 021-2012-EM.

Supreme Decree No. 026-2016-EM, which approves the Regulation of the Wholesale
Electricity Market.

Law that guarantees energy security and promotes the development of the petrochemical
pole southern Peru (Law No. 29970) and its Regulations, Supreme Decree No. 038-2013-
EM and Supreme Decree No. 005-2014-EM.

Law for the Promotion of Investments for Economic Growth and Sustainable
Development (Law No. 30327), which establishes the simplification and incorporation of
permits and procedures, as well as investment promotion measures.

Legislative Decree that improves the Regulation of Electricity Distribution in order to
promote the access to electrical energy in Peru (Legislative Decree No. 1221), which
establishes amendments to the Electrical Concessions Law. It also establishes guidance for
the development of Distributed Generation.

Legislative Decree of the private investment promotion framework through private and
public associations and projects (Legislative Decree No. 1224) and its Regulations
approved by Supreme Decree No. 410-2015-EF, which establish process and methods to
promote private investments for the development of public infrastructure, public services,
services related to them, applied research and/or technological innovation projects and
execution of asset projects.

The Company and Subsidiaries’ Management considers that they have complied with applicable
standards and regulations and that no contingencies will arise from such compliance.
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SIGNIFICANT ACCOUNTING POLICIES

Main accounting policies used by the Company and Subsidiaries for the preparation and
presentation of these consolidated financial statements are presented below:

(a) Statement of compliance and basis of preparation and presentation

The accompanying consolidated financial statements were prepared in accordance with
International Financial Reporting Standards (IFRS) issued by the International Accounting
Standards Board (1ASB), effective as of March 31, 2017, including the International Financial
Reporting Standards (IFRS), International Accounting Standards (IAS) and Interpretations
issued by the International Financial Reporting Interpretations Committee (IFRIC) or the former
Standing Interpretations Committee (SIC), adopted by the IASB. Historical cost basis was
applied for these purposes. Historical cost is generally based on the fair value of the
consideration given in exchange for assets.

Fair value is the price that would be received when selling an asset, or paid when transferring a
liability in an organized transaction between market participants at a measurement date,
regardless of the fact that such price is directly observable or considerable through another
valuation technique. When estimating the fair value of an asset or liability, the Company and
Subsidiaries considers the characteristics of such asset or liability in the event that market
participants would want to consider them when setting a price at the measurement date. Fair
value for measurement and/or disclosure purposes in these financial statements is determined
over such basis, except for shared-based payments (within the scope of IFRS 2), lease
transactions (within the scope of 1AS 17), and measurements somehow similar to fair value, but
not fair value, such as net realizable value in IAS 2, or value in use in 1AS 36.

Additionally, for financial reporting purposes, fair value measurements are categorized in three
levels: 1, 2 or 3; depending on the degree in which the information for fair value measurements
are observable, and their significance to fair value measurement in its entirety, as described
below:

Level 1: Input is quoted prices (unadjusted) in active markets for identical assets or liabilities
that the Company may access to at the measurement date.

Level 2: Input is different than quoted prices included in Level 1, which are observable for the
asset or liability, whether directly or indirectly.

Level 3: Input is not observable for the asset or liability.

(b) Functional and presentation currency

The Company and its Subsidiaries prepare and present its consolidated financial statements in
U.S dollars, their functional currency determined by Management. The functional currency is
the currency of the main economic environment in which an entity operates, which influences
the selling prices of traded goods, among other factors.

(c) Foreign currency transactions

Operations performed in currencies other than the U.S dollars are considered as “foreign
currency transactions”, and are recognized by applying exchange rates effective at the date of
transactions. At the end of each reporting period, balances of monetary items denominated in
foreign currency are translated at exchange rates effective at that date. Balances of non-
monetary items which are recognized in terms of historical cost in foreign currency are
translated using exchange rates effective at the date of transactions.
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Exchange differences derived from monetary items are recognized in net profit or loss for the
period when arisen.

(d) Basis of consolidation

The accompanying consolidated financial statements include the accounts of the Company and
of those entities controlled by the Company (Subsidiaries), as indicated in Note 1 (h). The
Company considers that control of an entity is achieved when the Company has the power to
govern their financial and operating policies in order to obtain benefits from their activities.

All intercompany transactions have been eliminated for consolidation. When necessary,
adjustments are made to the financial statements of the Subsidiaries to bring their accounting
policies into line with those used by the controlling Company.

Total comprehensive income of the Subsidiaries is attributed to the Company’s partners and to
the non-controlling owners of the Subsidiaries even in cases when these interests result in a
deficit balance.

(e) Financial instruments

Financial instruments are defined as contracts that give rise simultaneously to a financial asset in
a company and a financial liability or equity instrument in another company. Financial assets
and liabilities are recognized when the Company and Subsidiaries becomes part of the
contractual agreements of the corresponding instrument.

Financial assets and liabilities are initially recognized at fair value plus transaction costs directly
attributable to the acquisition or issue of financial assets and financial liabilities, except for
those classified at fair value through profit or loss, which are initially recognized at fair value
and whose transaction costs, directly attributable to their acquisition or issue, are immediately
recognized in profit or loss for the period.

Financial assets

Conventional purchases or sales of financial assets are recognized and derecognized using the
accounting method at the contracting date, in which the following are recognized at such date: a)
the asset to be received and the liability to be paid, and b) the derecognition of the asset being
sold, the recognition of the possible output of the sale or disposal by other means, and the
recognition of an account receivable from the buyer.

Financial assets held by the Company and Subsidiaries are classified as loans and receivables.
These assets are recorded at amortized cost using the effective interest rate less any accumulated
loss for recognized impairment. Income from interests is recognized using the effective interest
rate, except for those short-term accounts receivable whose recognition is not considered
significant. The Company and Subsidiaries does not hold financial assets that require to be
classified as: Financial assets at fair value through profit or loss; held-to-maturity investments or
available-for-sale financial assets, nor has it carried out transactions during the period when
those classifications have been required.

Financial liabilities
Financial liabilities and equity instruments are classified in accordance with the content of
contractual arrangements entered into and considering the economic substance of the contract.

An equity instrument is any contract that evidences a residual interest in the Company’s equity
once all its liabilities are deducted.
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The financial liabilities held by the Company and Subsidiaries are classified as other financial
liabilities, and are recorded at amortized cost after initial recognition using the effective interest
rate method, recognizing the interest expense throughout the corresponding period.

() Inventories

Inventories (supplies and spare parts) are stated at the lower of cost and net realizable value. Net
realizable value represents the estimated selling price for inventories less all costs necessary to
make the sale. Cost is determined using the weighted-average method. The estimate for
obsolescence is recognized for those inventories in poor conditions and is charged to profit or
loss in the year when obsolescence is identified.

(9) Property plant and equipment - Gas investments

Gas investments are presented at cost, net of accumulated depreciation and any recognized
impairment loss. Initial disbursements, as well as those subsequently incurred, related to goods
whose cost can be estimated reliably, and it is probable that future economic benefits will be
obtained from them, are recognized as gas investments.

Disbursements for maintenance and repairs are recognized as expenses in the year when
incurred. Profits or losses arising from the sale or disposal of an item of gas investments are
determined as the difference between the sales proceed and the carrying amount of the asset,
which are recognized in profit or loss for the period when the sale is considered performed.

Important components and spare parts that the Company and Subsidiaries expect to use for more
than one period and that are related to an item of gas investments are recognized as such at the
date of acquisition.

Work in progress are presented at cost. The cost of these assets in process includes professional
fees and other costs, for qualifying assets, borrowing costs. Those assets are subsequently
reclassified to their category of gas investments once the construction or acquisition process is
complete and they are ready for their intended use. These assets are depreciated from that
moment, similarly to the rest of gas investments.

The depreciation of gas investments directly related to the gas extraction and production process
and the transformation of gas liquids into natural gasoline and LPG is calculated using the units
of production method. The Company determines the allocation factors of depreciation by
dividing the monthly production level by proven reserves (until the termination of the
concession of 30 years) of dry natural gas and natural gas liquids at the beginning of the period.
Those factors are used for the determination of depreciation of each asset involved in the gas
extraction and production process and the transformation of natural gas liquids into natural
gasoline. The depreciation of gas investments indirectly related to the process is calculated using
the straight-line method based on the estimated useful life of assets, represented by equivalent
depreciation rates.
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Annual depreciation is recognized as expense and is calculated considering the following:

- For gas investments, using the units of production method, depreciation factors applied to

plants were:
2017 2016
1 1
; ; 0.5, 0.70 and 5.0,5.1and
Gas and fractionation plant 257 2

- For gas investments, using the straight-line basis, useful lives estimated for certain items

are:
Years
Vehicles 5
Furniture and fixtures 10
Sundry equipment 4-10

Estimates on useful lives, residual values, if applicable, and depreciation method are reviewed
regularly at the end of each reporting period in order to ensure that the depreciation method and
period are consistent with the expected pattern of economic benefits of items of gas investments,
prospectively incorporating the effects of any change in these estimates against net profit or loss
in the period they are made.

(h) Property, plant and equipment — Energy generation and transmission

Property, plant and equipment are presented at cost, net of accumulated depreciation and any
recognized impairment loss. Initial disbursements, as well as those subsequently incurred,
related to goods whose cost can be estimated reliably, and it is probable that future economic
benefits will be obtained from them, are recognized as property, plant and equipment.

Disbursements for maintenance and repairs are recognized as expenses in the year when
incurred. Profits or losses arising from the sale or disposal of an item of property, plant and
equipment are determined as the difference between the sales proceed and the carrying amount
of the asset, which are recognized in profit or loss for the period when the sale is considered
performed.

Important components and spare parts that the Company and Subsidiaries expect to use for more
than one period and that are related to an item of property, plant and equipment are recognized
as such at the date of acquisition.

Works in progress are presented at cost. The cost of these assets in process includes professional
fees and other costs, for qualifying assets, borrowing costs. Those assets are subsequently
reclassified to their category of property, plant and equipment once the construction or
acquisition process is complete and they are ready for their intended use. These assets are
depreciated from that moment, similarly to the rest of property, plant and equipment.

Annual depreciation is recognized as expense for the period and is determined as follows:
Property, plant and equipment directly related to the electrical energy generation process, which
exclusively uses dry natural gas from the field of the Company and Aguaytia substation, are

depreciated on the estimated useful life of the gas field of the Company, under the units of
production method.
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Allocation factors of depreciation are determined by dividing the monthly production level by
proven reserves of dry gas at the beginning of the period, provided by the Company. Such factor
is determined for each asset involved in the electrical generation process.

As of March 31, 2017, and December 2016, depreciation factors applied to property, plant and
equipment related to the useful life of the gas field of the Parent Company ranged between
0.65% and 0.70%, between 5.0% and 5.1% , respectively.

The substations and transmission lines: Tingo Maria, Vizcarra and Paramonga, are depreciated
by the straight-line method, based on the estimated useful life of 20 years, represented by
equivalent depreciation rates.

Property, plant and equipment that are not involved directly in the energy generation process are
depreciated using the straight-line method based on the estimated useful life of assets,
represented by equivalent depreciation rates.

Useful lives estimated for certain items are as follows:

Years
Buildings and other constructions Between 22 and 33
Machinery and equipment Between 4 and 10
Furniture and fixtures 5
Sundry and computer equipment Between 4 and 10

Estimates on useful lives, residual values, if applicable, and depreciation method are reviewed
regularly at the end of each reporting period in order to ensure that the depreciation method and
period are consistent with the expected pattern of economic benefits of items of property, plant
and equivalent, prospectively incorporating the effects of any change in these estimates against
net profit or loss in the period they are made.

(i) Borrowing costs

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

(3 Impairment of long-term assets

The Company and Subsidiaries regularly review the carrying amounts of its long-lived assets to
determine whether there is any indication that those assets have suffered an impairment loss. If
any such indication exists, the recoverable amount of the asset is estimated in order to determine
the extent of the impairment loss (if any). If it is not possible to estimate the recoverable amount
of an individual asset, the Company and Subsidiaries estimate the recoverable amount of the
cash-generating unit where the asset belongs. If a reasonable and consistent allocation basis is
identified, corporate assets are also allocated to individual cash-generating units, or otherwise,
to the smallest group of cash-generating units for which a reasonable and consistent allocation
basis is identified.
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The recoverable amount is the higher of fair value less their cost to sell and value in use. Value
in use is determined based on estimated future cash flows which are discounted to their present
value, by using a pre-tax discount rate that reflects current market assessments of the time value
of money and the risks inherent to the asset.

If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than its
carrying amount, the carrying amount of the asset (or cash-generating unit) is reduced to its
recoverable amount. An impairment loss is immediately recognized as expense.

An impairment loss can be subsequently reversed and recorded as income in profit for the
period up to the amount in which the increased carrying amount does not exceed the carrying
amount that had been determined if an impairment loss had not been recognized for the asset (or
cash-generating unit) in previous years.

(k) Provisions

Provisions are recognized only when the Company and Subsidiaries have a present obligation
(legal or constructive) as a result of a past event, it is probable that the Company and
Subsidiaries will have to use resources which include economic benefits in order to settle such
obligation and the amount of the obligation can be estimated reliably.

The amount recognized as provision reflects the best estimate of the disbursement necessary to
settle the current obligation at the date of the consolidated statement of financial position,
considering risks and uncertainties surrounding most of the events and circumstances concurrent
to its valuation. If the amount of the provision is measured using estimated cash flows to settle
the obligation, the carrying amount is the present value of corresponding disbursements.

In case it is expected that a part or the total disbursement necessary to settle the provision may
be refunded by a third party, the portion receivable is recognized as an asset when its recovery is
virtually certain, and the amount of such portion can be determined reliably.

()  Contingent liabilities and assets

Contingent liabilities are not recognized in the consolidated financial statements, but are only
disclosed in a note thereto unless the possibility of an outflow of resources is remote. When the
possibility of an outflow of resources to cover a contingent liability is remote, such disclosure is
not required.

Contingent assets are not recognized in the consolidated financial statements, but are only
disclosed in a note to the consolidated financial statements when it is probable that an inflow of
resources will occur.

Items previously treated as contingent liabilities will be recognized in the consolidated financial
statements in the period when a change in probabilities occurs, that is, when it is determined that
an outflow of resources is probable to occur to cover such liability. Items previously treated as
contingent assets will be recognized in the consolidated financial statements in the period when
it is determined that an inflow of resources is virtually certain to occur.

(m) Revenue recognition, costs and expenses

Revenue is measured using the fair value of the consideration, received or receivable, derived
therefrom. Such revenue is reduced by estimates such as discounts and other similar concepts.
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Sale of products, provision of services and others

- Revenue from the sale of dry natural gas, LPG and natural gasoline is recognized in the
period when the good is delivered, all risks and benefits inherent to ownership have been
transferred to the buyer and it is probable that economic benefits related to the transaction
will flow to the Company.

Revenue from energy and power generation and energy transmission delivered but not
billed at the end of each month is billed the following month, but is recognized as revenue
based on estimated consumption of customers in the corresponding month.

- Other revenue is recognized as realized and is recorded in the periods which it relates.
Interests

- Revenue from interests is recognized when it is probable that the Company and
Subsidiaries will receive the economic benefits associated with the transaction and the
revenue amount can be measured reliably. Such revenue is accumulated on a regular basis
by taking the outstanding principal balance and applicable effective interest rate.

Costs and expenses

- The cost for sale of dry natural gas, LPG and natural gasoline is recorded in profit or loss
of the year when goods are delivered, simultaneously with revenue recognition. Expenses
are recorded in the periods they relate to and are recognized in profit or loss of the year
when accrued, regardless of the payment date.

- The cost of generation of electrical energy and energy transmission are recorded in profit
or loss of the year when service is provided, simultaneously with revenue recognition.
Expenses are recorded in the periods they relate to and are recognized in profit or loss of
the year when accrued, regardless of the payment date.

- Other costs and expenses are recognized when accrued.

(n) Accounting in foreign currency

The consolidated financial statements of the Company have been prepared according to the
accounting records which are carried at U.S. dollars, pursuant to article 87°, paragraph 5 of the
Peruvian Tax Code, which will remain effective in accordance with the license agreement for

the production of hydrocarbons (Block 31-C) (Note 1).

The Subsidiaries Termoselva and Eteselva have prepared their financial statements in U.S.
dollars (functional currency) based on their accounting records carried at Peruvian soles.

(0) Income tax
Income tax expense comprises estimated current income tax payable plus deferred income tax.

Current income tax is determined by applying the tax rate established under effective tax laws
on net taxable income of the year.

Deferred income tax corresponds to the tax amount expected to be recovered or paid on
temporary differences between reported carrying amounts of assets and liabilities, and their
corresponding tax bases. Deferred income tax liabilities are generally recognized for all taxable
temporary differences. Deferred income tax assets are generally recognized for all deductible
temporary differences and tax credits discounts and unused tax losses, to the extent that it is
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probable that the Company and Subsidiaries will have sufficient future taxable profit to make
them effective. Those assets and liabilities are not recognized if temporary differences proceed
from goodwill or initial recognition (except in a business combination) of other assets and
liabilities in an operation that does not affect tax or accounting profit/loss.

The carrying amount of deferred income tax assets is reviewed at the end of each reporting
period and reduced to the extent that it is not probable that the Company and Subsidiaries hold
sufficient future taxable profit to recover the entirety, or a part, of those assets.

Deferred income tax assets and liabilities are measured at tax rates expected to be applied when
the asset is realized or the liability is settled, based on approved rates and tax laws, or whose
approval process is virtually completed at the end of the reporting period. The measurement of
such deferred taxes reflects tax consequences that could derive from the manner the Company
and Subsidiaries expect to recover or settle the carrying amount of its assets and liabilities at the
end of the reporting period.

Current and deferred income taxes are recognized as expense or income, and are included in the
determination of net profit or loss for the period, except if those taxes relate to items recognized
in other comprehensive income or directly in equity, in which case, current or deferred income
taxes are also recognized in other comprehensive income or directly in equity, respectively.

(p) Cash and cash equivalents

Cash includes cash on hand and freely available deposits. Cash equivalents comprise short-term
financial investments, maturing in less than 90 days as from the acquisition date, are readily
convertible into a known cash amount and are not subject to a significant risk of changes in
value.

(g) Critical accounting judgments and key sources of uncertainty
Responsibility over information and estimations made

The Company and Subsidiaries Management is responsible for the information contained in
these consolidated financial statements. For the preparation of these consolidated financial
statements, certain estimates have been used to quantify some assets, liabilities, revenue,
expenses and commitments recorded therein, based on experience and other relevant factors.
Final results may differ from those estimates.

These estimates are reviewed on an ongoing basis. Changes in accounting estimates are
prospectively recognized by recording the effects of changes in the corresponding profit or loss
accounts for the period when corresponding reviews are conducted.

The most important estimates considered for the preparation of the consolidated financial
statements of the Company and Subsidiaries refer to:

- Determination of functional currency and record of foreign currency transactions
(Note 2 (b) and (c)).
Estimate for energy and power revenues delivered and not billed (Note 2 (m)).
Energy and power purchases not billed provision (Note 2 (m)).
Estimate for electric energy transmission revenues (Note 2 (m)).
Useful life of property, plant and equipment - gas investments (Note 2 (g)).
- Useful life of property, plant and equipment - Energy generation and transmission
(Note 2 (h)).
Impairment losses on specific assets (Note 2 (), (g), (h), (j)).
Current and deferred income tax determination (Note 2 (0)).
Probability of contingencies (Note 2 (1) and (1)).
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Key sources of uncertainty in estimates

We present the following basic assumptions regarding the future and other key sources of
uncertainty in estimates, at the end of the reporting period, which may imply adjustments in the
carrying amounts of assets and liabilities during the next financial period.

Non-current assets impairment

In order to review if the assets have suffered an impairment, the Company and Subsidiaries
compare the carrying amount of the assets with their recoverable value at least annually and
whenever there are indicators, applying the accounting policy described in Note 2 (j).

The methodology used by the Company and Subsidiaries in estimating the recoverable amount
of the assets is the value in use calculated from the present value of the expected future cash
flows derived from the use of such assets.

The Company's Management has evaluated as a single Cash Generating Unit (CGU) all of its
gas investment, thermoelectric power plant and transmission line on regard to the impairment
assessment of the Company; taking into account the business strategies are interrelated and
mainly depend on Block 31-C.

Useful life of property, plant and equipment

As described in Note 2(g) and (h), the Company and Subsidiaries review the estimated useful
life of its gas investment and property, plant and equipment. In 2016, the management
determined with its internal and external specialist that there were no significant changes on
regard to the useful life estimate of the assets related to gas investment, the thermoelectric plant
and transmission lines. The key sources of uncertainty considered for estimation of useful life
are expected physical wear and tear and technical or commercial obsolescence arising from
changes in use or changes in the demand for assets.

Proven reserves

Depreciation is calculated using the units-of-production method on proved developed producing
gas reserves. In arriving at rates under the units-of-production method, the quantities of
recoverable natural gas is established based on estimates made by our geologists and engineers.
We periodically review our proved reserve estimates and makes changes as needed to
depreciation expenses to account for new wells drilled and other events which may have caused
significant changes in our estimated proved developed producing reserves.

Provisions for litigation and contingencies

The final cost of settlement of claims, claims and litigation may vary due to estimates based on
different interpretations of standards, opinions and final assessments of the amount of damages.
Therefore, any variation in circumstances related to this type of contingencies could have a
significant effect on the amount of the provision for contingencies recorded.

Income tax and liabilities for deferred income tax

The correct valuation of income tax expense depends on several factors, including estimates of
the realization of deferred tax assets and liabilities and the accrual of income tax payments.
Current collections and payments may differ materially from these estimates as a result of
changes in tax rules, as well as unforeseen future transactions impacting the Company and
Subsidiaries tax balances (Notes 20 and 21).

-21 -



NEW STANDARDS AND INTERPRETATIONS INTERNATIONALLY ISSUED

(@) New IFRSs, interpretations and modifications to existent standards that did not
significantly affect reported amounts and disclosures in current and previous years.

The following standards, interpretations and amendments to current standards were published
with mandatory application for accounting periods beginning on or after January 1, 2016, but
were not relevant to the Company and Subsidiaries operations:

- IFRS 14 Regulatory Deferral Accounts. Effective for annual periods beginning on or
after January 1, 2016.

IFRS 14 permits eligible first-time adopters of International Financial Reporting Standards
to continue their previous GAAP rate-regulated accounting policies, with limited changes,
at the time of initial adoption of IFRSs as well as in subsequent financial statements.

The application of this IFRS has had no impact on the consolidated financial statements
due to this IFRS is not applicable to the operation of the Company and Subsidiaries.

- Amendments to IFRS 11 Joint Arrangements. Effective for annual periods beginning on
or after January 1, 2016.

The amendments to IFRS 11 provide guidance on how to account for the acquisition of an
interest in a joint operation in which the activities constitute a business as defined in IFRS
3 Business Combinations. Specifically, the amendments state that the relevant principles
on accounting for business combinations in IFRS 3 and other standards (e.g. IAS 36
Impairment of Assets regarding impairment of a cash-generating unit to which goodwill
on acquisition of a joint operation has been allocated) should be applied. The same
requirements should be applied to the formation of a joint operation if and only if an
existing business is contributed to the joint operation by one of the parties that participate
in the joint operation.

A joint operator is also required to disclose the relevant information required by IFRS 3
and other standards for business combinations.

The amendments apply prospectively to acquisitions of interests in joint operations (in
which the activities of the joint operations constitute businesses as defined in IFRS 3)
occurring from the beginning of annual periods beginning on or after January 1, 2016.

The application of these amendments has had no impact on the consolidated financial
statements as the Company and Subsidiaries does not hold joint arrangements.

- Amendments to IAS 1 Presentation of Financial Statements. Effective for annual periods
beginning on or after January 1, 2016.

The amendments were a response to comments of financial information preparers that
there were difficulties in applying the judgment when preparing and presenting
information in the financial statements, and included the following changes:

. Clarification that information should not be obscured by aggregating or by providing
immaterial information, materiality considerations apply to all parts of the financial
statements, even when some standards require specific disclosures.

. Clarification that the list of line items to be presented in the financial statements can
be disaggregated and aggregated as relevant and additional guidance on subtotals in
these statements and the clarification that an entity’s share of other comprehensive
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income of equity-accounted associates and joint ventures should be presented in
aggregate as single line items based on whether (or not) it will subsequently be
reclassified to profit or loss.

. Examples of possible ways of ordering the notes to clarify that understandability and
comparability should be considered when determining the order of the notes and to
demonstrate that the notes need not be presented in the order so far listed in
paragraph 114 of IAS 1.

The application of these amendments has had no impact on the consolidated financial
statements as the Company and Subsidiaries did not have any transactions or information
that would need further aggregated or desegregated disclosures that previously have been
considered.

Amendments to IAS 16 and IAS 38 Clarification of Acceptable Methods of Depreciation
and Amortization. Effective for annual periods beginning on or after January 1, 2016.

The amendments to IAS 16 prohibit entities from using a revenue-based depreciation
method for items of property, plant and equipment. The amendments to 1AS 38 introduce a
rebuttable presumption that revenue is not an appropriate basis for amortization of an
intangible asset. This presumption can only be rebutted in the following two limited
circumstances:

. When the intangible asset is expressed as a measure of revenue, or
. When it can be demonstrated that revenue and the consumption of the economic
benefits of the intangible asset are highly correlated.

As the Company and Subsidiaries already use the straight-line method for the depreciation
for its property, plant and equipment, the application of these amendments has had no
impact on these consolidated financial statements.

Amendments to IAS 16 and IAS 41 Agriculture: Bearer Plants. Effective for annual
periods beginning on or after January 1, 2016.

The amendments to IAS 16 Property, Plant and Equipment and IAS 41 Agriculture define
a bearer plant and require biological assets that meet the definition of a bearer plant to be
accounted for as property, plant and equipment in accordance with IAS 16, instead of I1AS
41. The produce growing on bearer plants continues to be accounted for in accordance
with IAS 41. These amendments include the option that bearer plants can be measured
using either the cost model or the revaluation model set out in 1AS 16.

Management considers that these amendments are not applicable to the Company and
Subsidiary since they do not hold biological assets.

Annual Improvements to IFRSs 2012 — 2014 Cycle. Effective for annual periods
beginning on or after January 1, 2016.

The annual improvements to IFRSs 2012 — 2014 cycle include a number of amendments to
various IFRSs, which are summarized below:

The amendments to IFRS 5 introduce specific guidance for when an entity reclassifies an
asset (or disposal group) from held for sale to hold for distribution to owners (or vice
versa). The amendments clarify that such a change should be considered as a continuation
of the original plan of disposal and hence requirements set out in IFRS 5 regarding the
change of sale plan do not apply. The amendments also clarify the guidance for when
held-for-distribution accounting is discontinued.
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(b)

The amendments to IFRS 7 provide additional guidance to clarify whether a servicing
contract is continuing involvement in a transferred asset for the purpose of the disclosures
required in relation to transferred assets.

The amendments to 1AS 19 clarify that the rate used to discount post-employment benefit
obligations should be determined by reference to market yields at the end of the reporting
period on high quality corporate bonds. The assessment of the depth of a market for high
quality corporate bonds should be at the currency level (the same currency as the benefits
are to be paid). For currencies for which there is no deep market, the market yields at the
end of the reporting period on government bonds denominated in that currency should be
used instead.

Management considers that these amendments are not applicable to the Company and
Subsidiaries due to there were no any such transaction in the current year.

Amendments to IFRS 10, IFRS 12 and IAS 28 Investment Entities: Applying the
Consolidation Exception. Effective for annual periods beginning on or after January 1,
2016.

The amendments clarify that the exemption from preparing consolidated financial
statements is available to a parent company that is a subsidiary of an investment entity,
even if the investment entity measures all its subsidiaries at fair value in accordance with
IFRS 10. The amendments also clarify that the requirement for an investment entity to
consolidate a subsidiary providing services related to the former’s investment activities
applies only to subsidiaries that are not investment entities themselves.

Management considers these amendments are not applicable to the Company and
Subsidiaries are not an investment entity and does not have a parent, subsidiary, associate
or joint venture classified as an investment entity.

Amendments to 1AS 27 Equity Method in Separate Financial Statements. Effective for
annual periods beginning on or after January 1, 2016

The amendments on IAS 27 allow to account for investment in subsidiaries, joint ventures
and associates in it separates financial statements using the equity method in such
statements.

Management applied in advance the amendments to IAS 27 in its separate financial
statements for the period ended December 31, 2014.

New IFRSs and interpretations issued applicable after the date of submission of the
consolidated financial statements

The following standards and interpretations have been published for application to periods
beginning after the date of presentation of these financial statements:

IFRS 9 Financial Instruments. Effective for annual periods beginning on or after
January 1, 2018 IFRS 9, issued in November 2009, introduced new requirements for the
classification and measurement of financial assets. IFRS 9 was subsequently amended in
October 2010 to include requirements for the classification and measurement of financial
liabilities and for derecognition, and in November 2013, to include new requirements for
general hedge accounting. Another revised version of IFRS 9 was issued in July 2014
mainly to include: a) impairment requirements for financial assets, and b) limited changes
to the classification and measurement requirements by introducing a “fair value through
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other comprehensive income” (FVTOCI) measurement category for certain simple debt
instruments.

Key requirements of IFRS 9:

. IFRS 9 requires all recognized financial assets within the scope of 1AS 39 Financial
Instruments: Recognition and Measurement to be subsequently measured at
amortized cost or fair value. Specifically, debt instruments that are held within a
business model whose objective is to collect the contractual cash flows, and that
have contractual cash flows that are solely payments of principal and interests on the
principal outstanding, are generally measured at amortized cost at the end of
subsequent accounting periods. Debt instruments that are held within a business
model whose objective is achieved both by collecting contractual cash flows and
selling financial assets, and that have contractual terms that give rise on specific
dates to cash flows that are solely payments of principal and interests on the
principal amount outstanding, are generally measured at fair value through other
comprehensive income. All other debt and equity investments are measured at their
fair value at the end of subsequent accounting periods. In addition, under IFRS 9,
entities may make an irrevocable election to present subsequent changes in the fair
value of an equity investment (that is not held for trading) in other comprehensive
income, only with dividend income generally recognized in profit or loss.

. With regard to the measurement of financial liabilities designated as at fair value
through profit or loss, IFRS 9 requires that the amount of change in the fair value of
a financial liability that is attributable to changes in the credit risk of such liability is
recognized in other comprehensive income, unless the recognition of the changes of
credit risk of the liability in other comprehensive income would create or enlarge an
accounting mismatch in profit or loss. Changes in fair value attributable to a
financial liability’s credit risk are not subsequently reclassified to profit or loss.
Under 1AS 39, the entire amount of the change in the fair value of the financial
liability designated at fair value through profit or loss is recognized in profit and
loss.

. In relation to the impairment of financial assets, IFRS 9 requires an expected credit
impairment loss model, as opposed to an incurred credit impairment loss model
under IAS 39. The credit impairment loss model requires an entity to account for
expected credit losses and changes in those losses at each presentation date of the
financial statements to reflect changes in credit risk since initial recognition. In other
words, it is no longer necessary for a credit event to have occurred before credit
losses are recognized.

. The new general hedge accounting requirements retain three types of hedge
accounting mechanisms currently available in IAS 39. Under IFRS 9, greater
flexibility has been introduced to the types of transactions eligible for hedge
accounting, specifically broadening the types of instruments that qualify for hedging
instruments and the types of risk components of non-financial items that are eligible
for hedge accounting. In addition, the effectiveness test has been overhauled and
replaced with the principle of an “economic relationship”. Retrospective assessment
of hedge effectiveness is also no longer required. Enhanced disclosure requirements
about an entity’s risk management activities have also been introduced.

Management believes that at the date of the consolidated financial statements it is not

practicable to provide a reasonable estimate of the effect of the application of this standard
until a detailed review has been completed.
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IFRS 15 Revenue from Contracts with Customers. Effective for periods beginning on or
after January 1, 2018.

IFRS 15, issued in May 2014, establishes a single comprehensive model for entities to use
in accounting for revenue arising from contracts with customers. IFRS 15 will supersede
the current revenue recognition guidance, including 1AS 18 Revenue, IAS 11 Construction
Contracts and related interpretations when it becomes effective.

The core principle of IFRS 15 is that an entity should recognize revenue to depict the
transfer of promised goods or services to customers in an amount that reflects the
consideration to which the entity expects to be entitled to in exchange for those goods or
services. Specifically, this standard introduces a 5-step approach to revenue recognition:

Step 1: Identify the contract with a customer.

Step 2: Identify the performance obligations in the contract.

Step 3: Determine the transaction price.

Step 4: Allocate the transaction price to the performance obligations in the contract.
Step 5: Recognize revenue when (or as) the entity satisfies a performance obligation.

Under IFRS 15, an entity recognizes revenue when (or as) a performance obligation is
satisfied, that is, when “control” of the goods or services underlying the particular
performance obligation is transferred to the customer. Far more prescriptive guidance has
been added in IFRS 15 to deal specific scenarios. Furthermore, extensive disclosures are
required by IFRS 15.

The Company’s Management believes that the application of IFRS 15, in the future, may
have a material impact on reported amounts and disclosures of the consolidated financial
statements of the Company and Subsidiaries. However, it is not feasible to provide a
reasonable estimate of the impact of IFRS 15 until the Company and Subsidiaries conducts
a detailed review.

IFRS 16 Leases. Effective for annual periods beginning on or after January 1, 2019.

IFRS 16 establishes how to recognize, measure, present and disclose leases. This standard
introduces only one accounting model, and requires lessees to recognize one asset and one
liability for all leases provided they are not hired for 12 months or less, or the underlying
asset has a less significant value. Lessors will continue classifying leases as operating or
financial, with no further changes as they have been doing so under 1AS 17.

Management believes that the application of IFRS 16, in the future, will not have an
impact as the Company and Subsidiaries do not have currently any contract that is under
the scope of IFRS 16.

IFRIC 22 Foreign Currency Transactions and Advance Consideration. Effective for
annual periods beginning on or after January 1, 2018.

The interpretation addresses foreign currency transactions or parts of transactions where:

. There is consideration that is denominated or priced in a foreign currency;

. The entity recognizes a prepayment asset or a deferred income liability in respect of
that consideration, in advance of the recognition of the related asset, expense or
income; and

. The prepayment asset or deferred income liability is non-monetary.
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The Interpretations Committee came to the following conclusion:

. The date of the transaction, for the purpose of determining the exchange rate, is the
date of initial recognition of the non-monetary prepayment asset or deferred income
liability.

. If there are multiple payments or receipts in advance, a date of transaction is
established for each payment or receipt.

Management is evaluating the possible impact that this interpretation will have in the
consolidated financial statements.

Amendments to IFRS 10 and IAS 28: Sale or Contribution of Assets between an
Investor and its Associate or Joint Venture. The date of effective application of these
amendments has been determined to be indefinite.

These amendments deal with situations where there is a sale or contribution of assets
between an investor and its associate or joint venture. Specifically, these amendments state
that profits or losses resulting from the loss of control of a subsidiary that does not contain
a business in a transaction with an associate or a joint venture that is accounted for using
the equity method are recognized in the parent’s profit or loss only to the extent of the
unrelated investors’ interests in that associate or joint venture. Similarly, profits and losses
resulting from the remeasurement of investments retained in any former subsidiary (that
has become an associate or a joint venture that is accounted for using the equity method)
to fair value are recognized in the former parent’s profit or loss only to the extent of the
unrelated investors’ interests in the new associate or joint venture.

Management believes that the amendments to this standard are not applicable to the
Company and Subsidiary since it does not have associates or joint ventures.

Amendments to IAS 12 Recognition of Deferred Tax Assets for Unrealized Losses.
Effective for annual periods beginning on or after January 1, 2017.

This standard amends IAS 12 Income Tax and clarifies the following:

. Unrealized losses on debt instruments measured at fair value but at cost for tax
purposes give rise to deductible temporary differences, regardless of whether the
holder of the debt instrument expects to recover the carrying amount of the debt
instrument until maturity or by selling it.

. The carrying amount of an asset does not limit the estimation of probable future
taxable profits.

. The estimates for future taxable profits exclude tax deductions resulting from the
reversal of deductible temporary differences.

. An entity assesses a deferred tax asset in combination with other deferred tax assets.
In circumstances in which local tax law restricts the utilization of tax losses, an
entity would assess a deferred tax asset in combination with other deferred tax assets
of the same type.

Management believes that this amendment will not have a material impact on the financial

statements since the Company and Subsidiaries do not have unrealized losses on debt
instruments.
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Amendments to 1AS 7 Disclosure Initiative. Effective for annual periods beginning on or
after January 1, 2017.

These amendments require an entity to provide disclosures that enable users of
consolidated financial statements to evaluate changes in liabilities arising from financing
activities.

Management is evaluating the possible impact that amendment will have on the
consolidated financial statements.

Clarifications to IFRS 15 Revenue from Contracts with Customers. Effective for annual
periods beginning on or after January 1, 2018.

These clarifications deal with three aspects of the standard (identification of performance
obligations, principal versus agent considerations, and licenses) and provides a transition
guidance for modified and finished contracts.

Management is evaluating the possible impact that amendment will have on the
consolidated financial statements.

Amendments to IFRS 2 Classification and Measurement of Share-based Payment
Transactions. Effective for annual periods beginning on or after January 1, 2018.

These amendments clarify the standard in relation to the accounting for cash-settled share-
based payment transactions that include a performance conditions, the classification of
share-based payment transactions settled with net of tax withholdings and the accounting
for the modification of share-based payment transactions from cash-settled to equity-
settled.

Management believes that this amendment will not have a material impact on the
consolidated financial statements since the Company and Subsidiaries does not have
share-based payment plans.

Amendments to IFRS 4. Applying IFRS 9 Financial Instruments with IFRS 4
Insurance Contracts. The overlay approach should be applied when IFRS 9 is used for the
first time. The deferral approach should be applicable for annual periods beginning on or
after January 1, 2018 and can only be available for three years after such date.

These amendments provide two options for entities that issue insurance contracts within
the scope of IFRS 4:

. An option that permits entities to reclassify, from profit or loss to other
comprehensive income, some of the income of expenses arising from designated
financial assets (the “overlay approach”).

. An optional temporary exemption from applying IFRS 9 for entities whose
predominant activity is issuing contracts within the scope of IFRS 4 (the "deferral
approach™).

The application of both approaches is optional and an entity is permitted to stop applying
them before the new insurance contracts standard is applied.

Management believes that this amendment will not have a material impact on the

consolidated financial statements since the Company and Subsidiaries does not issue
contracts that can be classified as such within the scope of IFRS 4 Insurance Contracts.
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Amendments to 1AS 40 Transfers of Investment Property. Effective for annual periods
beginning on or after January 1, 2018.

The amendments in 1AS 40 Investment Property are:

. Paragraph 57 has been amended to state that an entity shall transfer a property to, or
from, investment property when, and only when, there is evidence of a change in
use. A change of use occurs if property meets, or ceases to meet, the definition of
investment property. A change in management’s intentions for the use of a property
by itself does not constitute evidence of a change in use.

. The list of evidence in paragraph 57(a) — (d) was designated as non-exhaustive list of
examples instead of the previous exhaustive list.

Management believes that this amendment is not applicable to the Company and
Subsidiaries since do not have investment property.

Annual Improvements to IFRSs 2014 — 2016 Cycle

The annual improvements to IFRSs 2014 — 2016 cycle include a number of amendments to
various IFRSs, which are summarized below:

. IFRS 1 — Deleted the short-term exemptions in paragraphs E3-E7 of IFRS 1,
because they have now served their intended purpose.

. IFRS 12 — Clarified the scope of the standard by specifying that the disclosure
requirements in the standard, except for those in paragraphs B10-B16, apply to an
entity’s interests listed in paragraph 5 that are classified as held for sale, as held for
distribution or as discontinued operations in accordance with IFRS 5 Non-current
Assets Held for Sale and Discontinued Operations.

. IAS 28 — Clarified that the election to measure at fair value through profit or loss an
investment in an associate or a joint venture that is held by an entity that is a venture
capital organization, or other qualifying entity, is available for each investment in an
associate or joint venture on an investment-by-investment basis, upon initial
recognition.

The amendments to IFRS 1 and IAS 28 are effective for annual periods beginning on or
after January 1, 2018. The amendments to IFRS 12 are effective for annual periods
beginning on or after January 1, 2017.

Management believes that the amendments to these standards are not applicable to the
Company and Subsidiaries since do not execute those types of operations
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4.

FINANCIAL INSTRUMENTS AND FINANCIAL RISKS

Categories of financial instruments

The financial assets and liabilities of the Company and Subsidiaries comprise the following:

Financial assets:

Receivables (including cash
and cash equivalents)
Cash and cash equivalents
Trade accounts receivable (net)
Other accounts receivable

Accounts receivable from related entities

Total

Financial liabilities:
At amortized cost
Financial obligations
Trade accounts payable
Other accounts payable
Accounts payable to related entities

Total

Financial risks

14,797 27,845
8,402 10,614
1,036 890
- 86
24,235 39,435
7,209 10,611
344 288
4,076 16,680

11,629 27,579

The Company and Subsidiaries are constantly exposed to credit, liquidity and market risks,
which arise from the variation of exchange and interest rates. These risks are concentrated on
hydrocarbons and electrical energy markets and are managed through specific policies and
procedures established by the Financial Management. The Financial Management area is in

charge of dealing with risks, and identifies, evaluates and covers financial risks.

(@) Market risk

(i) Exchange rate risk

The Company and Subsidiaries mainly bill in U.S. dollars which enables it to meet its
obligations in that currency. The exchange rate risk in the Company and Subsidiaries
mainly arises from cash and cash equivalents and others account receivables held in

foreign currency. The Company and Subsidiaries do not use derivative financial
instruments to cover its exposure to exchange rate risk.
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The carrying amount of monetary assets and liabilities in foreign currency as of March 31,
2017 and December 31, 2016, reflected according to the basis of accounting described in

Note 2 (c) to the consolidated financial statements, is presented below:

2,017 2016
S/000 S/000
Assets:
Cash and cash equivalents 26,222 6,472
Other accounts receivable 6,626 3,930
Income tax asset 8,513 7,669
Total 41,361 18,071
Liabilities:
Other accounts payable 1,451 2,947
Total 1,451 2,947
Asset position (net) 39.910 15.124

The balances of financial assets and liabilities in foreign currency correspond to balances
in Soles and are expressed in U.S dollars at the supply and demand exchange rates
published by Superintendencia de Banca, Seguros y AFP — SBS (Superintendence of
Banking, Insurance and Private Pension Fund Administrators), effective at those dates,
which were US$0.3081 for selling and US$0.3085 for buying (US$0.2976 for selling and
US$0.2983 for buying as of December 31, 2016) per US$1.00.

As of March 31, 2017, the Company and Subsidiaries recorded foreign exchange profit for
US$1,520 (US$957 in 2016) and foreign exchange losses for US$1,159 (US$1,031 in
2016 ), whose net amount is included in item exchange difference, net in the consolidated
statement of profit or loss and other comprehensive income.

Management considers a sensitivity rate of 10% as reasonable in the evaluation of
exchange rate risk. A sensitivity analysis assuming the revaluation/devaluation of the U.S
dollar (US$), equivalent at the aforementioned rates, exclusively on balances of monetary
assets and liabilities reflected above, is detailed in the following table:
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Increase (decrease in): Effect on profit (loss) before

Exchange rate income tax and equity
% US$000
2017
US$ / Soles 10% -1,230
US$ / Soles -10% 1,230
2016
US$ / Soles 10% -451
US$ / Soles -10% 451
(ii) Price Risk

The Management analyzes price risks related to the sale of LPG and natural gasoline.

Regarding the sale of LPG, the Management believes that the price risk is mitigated
considering the mechanism established by the Fund for the Stabilization of Fuel Prices for
the domestic market, which seeks to compensate the high volatility of crude oil prices, so
there are no significant risks as a result of variations of international prices of LPG.

Regarding the selling price of natural gasoline, the Company is exposed to commercial
risks arising from changes in selling prices since they are determined in international
markets. A sensitivity analysis of the Company is presented below, in light of the increase
and decrease of 1.5% of average selling prices of natural gas and the impact on its gross
income.

Increase (decrease in):

N . Effect on gross profit
Interational price

% US$000
2017
Selling price of natural gasoline 1.50% 38
Selling price of natural gasoline 1.50% (38)
2016
Selling price of natural gasoline 1.50% 36
Selling price of natural gasoline 1.50% (36)

(iii) Interest rate risk

The Company and Subsidiaries do not have significant assets that accrue interest. Revenue
and operating cash flows of the Company and Subsidiaries are independent of changes in
market interest rates.

The policy of the Company and Subsidiaries is to maintain borrowings at fixed interest
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rates mainly. In this regard, long-term debts at fixed rates represent all total financial debt
as of March 31, 2017; therefore, any change in interest rates would not adversely affect
profit or loss of the Company and Subsidiaries.

(b) Credit risk

Credit risk refers to the event that the other party fails to meet their contractual obligations,
which causes a financial loss for the Company and Subsidiaries. Financial instruments that
partially expose the Company and Subsidiaries to credit risk concentrations mainly comprise
cash and cash equivalents and trade accounts receivable.

Regarding accounts receivable arise from the inability of debtors to meet their obligations.
During 2017, the higher credit risk that faces the Company is the non-collectability on invoices
issued to Maple for natural gasoline sales, which during 2017 represented the 11% of period
revenue (8% in 2016). Management is assessing new strategies with the customer in order to
collect the outstanding amounts and to overcome this situation.

The Company has adopted actions to avoid the increase in the exposition on the aforementioned
accounts receivables, these actions consist of the construction and coming set up of a dispatch
plant that will allow the sale of natural gasoline to other clients. The startup of the dispatch
plant’s operations is scheduled for planned to the second semester of 2017.

Regarding deposits in banks, the Company and Subsidiaries place their liquidity excess in
renowned financial institutions, establish conservative credit policies and constantly evaluate
existing conditions in the market they operate. As a result, the Company and Subsidiaries do not
estimate significant losses arising from this risk.

(c) Liquidity risk

Management is mainly responsible for dealing with liquidity risk for which it has established
policies and procedures regarding short, medium and long term debts. The Company and
Subsidiaries manage liquidity risk by monitoring their cash flows and the maturities of their
financial assets and liabilities.

The contractual maturity of non-derivative financial assets is current as of March 31, 2017 and
December 2016.

The analysis of financial liabilities, including interest payable of the Company and Subsidiaries,

classified per maturity, considering the remaining period to reach such maturity at the date of
the consolidated statement of financial position, is presented below:
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2017
Trade accounts payable
Other accounts payable
Accounts payable to related entities

Total
2016
Trade accounts payable

Other accounts payable
Accounts payable to related entities

Total

Less than 1

Between 1

Between 2

Total
year and 2 years and 5 years
US$000 US$000 US$000 US$000
7,209 7,209
344 344
4,076 4,076
11,629 11,629
0
0
10,611 10,611
288 288
16,680 16,680
0
27,579 27,579

Management handles the risk associated with the amounts included in each one of the categories
mentioned above, which include maintaining good credit history with local banks in order to
ensure sufficient credit lines and also pay its working capital with cash flows provided by its

operations.

(d) Capital risk management

The objectives of the Company and Subsidiaries when managing capital, are to safeguard their
ability to continue as going concern in order to generate returns to its partners and other interest

groups.

The capital structure of the Company and Subsidiaries comprises net debt (financial obligations
less cash and cash equivalents) and consolidated equity.
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As of March 31, 2017 and December 2016, cash and cash equivalents exceed the balances of net
indebtedness at those dates, with which this risk is mitigated.

()

Fair Value of financial instruments

Fair value is defined as the amount for which a financial instrument could be exchanged in a
transaction between two willing parties, which should not be a forced sale or settlement, and the
best evidence of its value is its price, if any.

As of March 31, 2017 and December 2016, Management of the Company and Subsidiaries
considers that the carrying amounts of their financial instruments are similar to their fair values
estimated in the market, based on methodologies and assumptions indicated below:

The item cash and cash equivalents does not represent a significant credit or interest rate
risk, so it has been assumed that the carrying amount is similar to fair value.

Accounts receivable and payable mature in less than one year, so it has been considered
that their fair value is not significantly different than their carrying amount.

Management considers that the fair values of other financial liabilities are similar to their
carrying amount due to their short-term maturity. As of March 31, 2017 and December
2016 the carrying amount of financial obligations are approximate that their fair value due
to accrue interest at market interest rate.

CASH AND CASH EQUIVALENTS

Cash and cash equivalents comprise the following:

2017 2016
US$000 US$000
Cash on hands 9,862 10,845
Term deposits 4935 17,000
Total 14,797 27,845
(@ Cash on hands and cash in banks mainly comprise checking accounts and correspond to
balances held in local and foreign banks, in Peruvian soles and U.S. dollars, and are freely
available.
(b) Asof March 31, 2017 and December 2016 term deposits correspond to funds held by the

Company and Subsidiaries in local banks, in U.S. dollars, which mature in between 7 and
13 days and accrue interests at an annual rate of 0.6% and 0.7% respectively (0.3% and
0.2% in 2016).
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6.

TRADE ACCOUNTS RECEIVABLE (NET)

Trade accounts receivable (net) comprise the following:

2017 2016
US$000 US$000
Energy and power delivered not billed 6,067 6,294
Invoices 16,960 15,953
Total 23,027 22,247
Impairment estimate (14,625) (11,633)
Total 8,402 10,614

The average credit period granted to customers ranges between 15 and 35 days. Once the period
indicated above expiry, overdue balances accrue interests. The interest is determined by the
annual average of the active and passive rate in soles. As of March 31, 2017, the annual average
rate is 9.88% (10.31% in 2016) and 3.89% (3.90% in 2016) for local and foreign currency,
respectively.

As of March 31, 2017, the Company has accounts receivable within their maturity terms for
US$5,760 (US$6,742 as of December 31, 2016).

As of March 31, 2017, Aguaytia and its subsidiary Termoselva hold trade accounts receivable
overdue but not impaired for US$2,642 (US$3,872 as of December 31, 2016), for which no
impairment estimate of accounts receivable has been determined since their credit quality has
not varied significantly, and the Company’s Management considers that those amounts are still
recoverable.

The aging of these balances is summarized as follows:

2017 2016
US$000 US$000
Overdue for up to 30 days 2,379 3,480
Overdue between 31 and 90 days 263 392
Total 2,642 3,872

Energy and powered delivered but not billed
Energy and power delivered but not billed corresponds to the consideration for power and

energy that the Economic Operation Committee of the National Interconnected System (COES-
SINAC) monthly allocates to each generator and communicates to be billed to other generators
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or distributors, members of SINAC. Such energy and power basically corresponds to sales

performed in December.

As of March 31, 2017, estimated energy delivered but not billed includes the amount of US$224
(US$216 as of December 31, 2016) corresponding to consumptions of power and energy of
customers (distribution companies) without contracts, under the scope of Law No. 29179 and
Emergency Decree No. 049-2008, according to Note 1 (i) of the consolidated financial

statements.

Energy and power delivered but not billed as of March 31, 2017 and December 2016 was billed
and collected substantially in April 2017, and January 2016, respectively, except the impaired

estimate amount, with no significant changes.
Impairment estimate of accounts receivable

The movement of the impairment estimate of accounts was as follows:

2017 2016
US$000 US$000
Opening balance 11,633 3,020
Additions (Note 19) 2,983 8,940
Collections (Note 19) (331)
Exchange difference 9 4
Closing balance 14,625 11,633

The impairment estimate of accounts receivable is determined according to policies established
by Management. This estimate is recognized considering, among other factors, uncollected
balances for more than 90 days, the possibilities to be collected, and the evidence of financial
difficulties of the debtor that will increase, beyond normal, the uncollectible risk of uncollected
balances, so that its amount has a level that Management estimates appropriate to cover possible
losses in accounts receivable at the date of the consolidated statement of financial position. The
estimate amount is recognized against profit or loss of the year. Subsequent collections are
recognized against profit or loss of the year. Basic criteria to derecognize impaired financial
assets against such valuation account are: (i) depletion of the collection process, including
enforcement of guarantees, and (ii) the debtor’s financial difficulties that evidence the inability
to enforce the collection of accounts receivable.

The aging of accounts receivable and the status of customers are constantly monitored to ensure
the appropriateness of the estimate in the consolidated financial statements. As a result,
Management considers that the impairment estimate of accounts receivable covers sufficiently
the risk of loss of doubtful accounts as of March 31, 2017 and December 2016.
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OTHER ACCOUNTS RECEIVABLE

Other accounts receivable comprise the following:

Current Non-current
2017 2016 2017 2016
US$000 US$000 US$000 US$000
Financial assets:
Fund for the stabilization of
fuel prices (c) 626 220 - -
Sundry items 410 670 - -
Subtotal 1,036 890 - -

Non-financial assets:
Credit on value added
tax (a) 811 799 - -
Claims to third parties -Credit on
Temporary Taxes on

net assets - ITAN (b) 91 91 381 448
Income tax asset (d) 501 477
Subtotal 902 890 882 925
Total 1,938 1,780 882 925

(@) Asof March 31, 2017 the balance corresponds to credit on value added tax (VAT) which
will be compensated on future periods.

(b) Claims to third parties correspond to temporary tax on net assets (ITAN):

(i) Eteselva: As of March 31, 2017, this item refers to ITAN from 2006, and 2007.
During 2008, Eteselva submitted a return request for years 2006 and 2007 to the Tax
Administration, which was partially disallowed, and an appeal is currently being
processed at the Tax Court. On January and June 2015, the Tax Administration
refunded an amount of S/370 and S/351 equivalent to US$124 and US$111,
respectively, corresponding to ITAN from 2010 and 2011, respectively.

(i) Termoselva: As of March 31, 2017, this item refers to ITAN from 2006 and 2007 for
S/606 (equivalent to US$178) and S/343 (equivalent to US$101), respectively.
During 2008, the Company submitted a return request for ITAN from 2006 and 2007
to the Tax Administration. After the tax review of those periods, the Tax
Administration partially disallowed the return of ITAN, and an appeal is currently
being processed at the Tax Court.

Subsidiaries Termoselva and Eteselva have the right to request the return within a period
of 4 years after having submitted the pertinent tax return to the Tax Administration.
Management considers that these ITAN balances will be recovered in the long term.

(c) This item corresponds to an account receivable from the Peruvian government in relation
to the Fund for the stabilization of fuel prices (Note 1). The collection term of such fund
unilaterally depends on the Peruvian government; however, Management considers that
there is no impairment risk of accounts receivable since there isa fund held by the
government which is intended exclusively for the pertinent payment.
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(d) Asof March 31, 2017, this item comprises the balance in favor of income tax of Eteselva,
regarding the payments on account made in 2005, whose total amount exceeded the
provision for income tax of such year. In December 2010, the Management submitted a
return request to the Tax Administration, which was disallowed. In October 2012, the
Management filed an appeal before the Tax Court. Up to date, it’s pending the resolution
from the Tax Court.

BALANCES AND TRANSACTIONS WITH RELATED ENTITIES

The parent Company of the Company and Subsidiaries is Aguaytia Energy, LLC, which
belonged to the group of Duke Energy Corporation Group (United States of America) until
December 20, 2016.

As described in Note 1(a), from December 20, 2016 and on, the Company and Subsidiaries
belongs to ISQ Glabal Infrastructure Fund Group (United States of America).

During 2017 and 2016, the Company and Subsidiaries performed the following significant
transactions with related entities in the normal course of operations:

2017 2016
US$000 US$000
Sales:
Sale of electrical energy transmission (Note 1)
Orazul Energy Egenor S. en C. por A. (before
Duke Energy Egenor S. en C. por A.) (a) 25 56
Expenses:
Orazul Energy Egenor S. en C. por A. (before
Duke Energy Egenor S. en C. por A.) (a) by:
Operation and maintenance services (Note 18) (1,688) (1,839)
Management services and other
administration services (Note 19) (1,335) (1,329)
Purchase of active and reactive electrical energy
Dividends paid:
Aguaytia Energy LLC (Note 16 (b)) - (68,892)
Peru Energy Holding LLC (Note 16 (c)) - (1,970)
Loans received:
Orazul Energy Egenor S. en C. por A. (before
Duke Energy Egenor S. en C. por A.) (a) 3,006 16,032

(a) Related entity
(b) Parent company
(c) Shareholder
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These transactions, and other less relevant, resulted in the following balances receivable from
and payable to the related entity:

2017
US$000
Non-trade accounts receivable
Orazul Energy Egenor S. en C. por A. (before
Duke Energy Egenor S. enC. por A)) (a) -
Non-trade accounts payable
Orazul Energy Egenor S. en C. por A. (before
Duke Energy Egenor S. enC. por A)) (a)
Loans 3,006
Sundry services and reimbursements 1,070
Total 4,076

(a) Related entity

2016
Us$000

86

16,032
648

16,680

Non-trade accounts payable to Orazul Energy Egenor S. en C. por A. (before Duke Energy

Egenor S. en C. por A.) correspond mainly to management, administrative and
services for a total amount of US$1,070 (US$648 in 2016).

maintenance

On 2016, the Company and Subsidiaries subscribed financing agreements for US$16,032 with
Orazul Energy Egenor S. en C. por A. (before Duke Energy Egenor S. en C. por A.); with
maturity interest stablished between May and December 2017. Loans received were agreed at a
2.2% annual rate. The loan was amortized for the amount of $13,026 in February 2017.

9. INVENTORIES (NET)
Inventories (net) comprise the following:
2017

US$000
Supplies and spare parts 5,138
Fuel __ 12
Total 5,150
Obsolescence estimate (662)
Total

4,488

=40 -

2016

US$000

5,366
12

5,378

(662)

4,716



The movement of the obsolescence estimate of inventories was as follows:

2017
US$000
Opening balance 662
Increase (Note 18) -
Recovery (Note 18) -
662

Closing balance

2016

US$000

565
132
(39

662

The obsolescence estimate of inventories was determined based on external technical reports.
Management believes that this estimate covers the obsolescence risk appropriately as of

March 31, 2017 and December 31, 2016.
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10.

PROPERTY, PLANT AND EQUIPMENT (NET) - GAS INVESTMENTS

The movement in the cost and accumulated depreciation of property, plant and equipment — gas
investments during 2017 and 2016 was as follows:

Gas and . .
fractionation Vehicles Furn.lture Sgndry Works in Total
plant and fixture equipment progress
US$000 US$000 US$000 US$000 US$000 US$000
COST:
As of January 2016 119,938 150 279 748 8,217 129,332
Additions 7,776 7,776
Disposals (20) 9) - (29)
Transfers and others 7,822 70 88 (7,980) -
As of December 31, 2016 127,740 150 349 827 8,013 137,079
Additions 2,626 2,626
Disposals -
Transfers and others -
As of March 31, 2017 127,740 150 349 827 10,639 139,705
ACCUMULATED DEPRECIATION:
As of January 2016 73,868 141 265 434 74,708
Additions 3,677 9 12 87 3,785
Disposals 17) (6) (23)
As of December 31, 2016 77,528 150 277 515 78,470
Additions 807 3 21 831
Disposals -
As of March 31, 2017 78,335 150 280 536 - 79,301
NET COST:
As of March 31, 2017 49,405 - 69 291 10,639 60,404
As of December 31, 2016 50,212 72 312 8,013 58,609

(@) The charge for depreciation of property, plant and equipment - gas investments in 2017 for
US$831 (US$3,785 in 2016) is presented in item cost of sales in the consolidated
statement of profit or loss and other comprehensive income (Note 18).
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11.  PROPERTY, PLANT AND EQUIPMENT (NET) - ENERGY GENERATION AND TRANSMISSION

The movement in the cost and accumulated depreciation of property, plant and equipment — energy generation and transmission during 2017 and December 31, 2016 was as follows:

COST:
As of January 1, 2016
Additions
Transfers
As of December 31, 2016
Additions

Transfers

As of March 31, 2017

ACCUMULATED DEPRECIATION:
As of January 1, 2016
Additions
As of December 31, 2016
Additions
As of March 31, 2017

NET COST:

As of March 31, 2017

As of December 31, 2016

Buildings and other Machinery and Furniture and Sundry Works in Units in
Land constructions equipment Vehicles fixtures equipment progress transit Total
US$000 US$000 US$000 Us$000 US$000 US$000 US$000 US$000 US$000

218 3,829 177,052 52 500 871 396 725 183,643
1,658 1,658

107 1,576 31 208 (1,922)
218 3,936 178,628 52 531 1,079 132 725 185,301
3 3
218 3,936 178,628 52 531 1,079 135 725 185,304
1,290 94,091 52 389 549 96,371
128 6,160 27 78 6,393
1,418 100,251 52 416 627 102,764
33 1,103 21 5 1,162
1,451 101,354 52 416 648 5 103,926
218 2,485 77,274 115 431 130 725 81,378
218 2,518 78,377 - 115 452 132 725 82,537
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(@) The charge for depreciation of property, plant and equipment - energy generation and
transmission in 2017 for US$1,162 (US$6,393 in 2016) is presented in item cost of sales
in the consolidated statement of profit or loss and other comprehensive income (Note 18).

(b) Asof March 31, 2017, and December 31,2016, the Company’s Management considers
that there are situations that could indicate that the value of property, plant and equipment
-energy generation and transmission and gas investments (Note 10) may be impaired such
as the impairment of the accounts receivable from Maple and the reduction of the
hydrocarbons sales; however the Company’s Management evaluated and concluded that
there is not an impairment that should be recorded in the financial statements.

(c) Asof March 31, 2017 and December 31, 2016, the Company and Subsidiaries do not
have commitments for the acquisition of property, plant and equipment - energy
generation and transmission and gas investments (Note 10).

(d) According to the policies established by the Company’s Management, as of March 31,
2017 and December 31,2016, the Company has hired corporate insurance policies against
strikes, riots, damages, vandalism and all risks to cover its property, plant and equipment -
energy generation and transmission and gas investments (Note 10) and also the property,
plant and equipment of its Subsidiaries. Management considers that those corporate
insurance policies meet the standard used by equivalent companies of the industry and
cover appropriately the risk of possible losses for any damage that may occur, considering
the type of assets owned by the Subsidiaries.

FINANCIAL OBLIGATIONS

In November 2011, the Company and Subsidiaries obtained a loan from Citibank Peru
(hereinafter the Bank) for US$15,895 in order to pay the first, second and third issuance of
securitization bonds. This loan accrued interests at LIBOR plus 1.75% and matured in March
2012. In March 2012, Management of the Company and Subsidiaries entered into a new
financing agreement with the Bank and changed the original short-term maturity to 5 years and
the variable interest rate to an annual fixed interest rate of 4.65%, so the quarterly maturity
regarding the interest and principal will be paid on March 25, 2017.

In November 2014, the Company signed the first addendum with the Bank to change the annual
interest rate from 4.65% to 4.30%. All other obligations remained the same with no changes.

The loan constitutes a direct, unconditional unsubordinated and unsecured obligation of the
Company and Subsidiaries, which has a payment priority on other loans and the same
conditions, except those obligations whose preference is determined by law.

The Company and Subsidiaries, each as guarantor, unconditionally guarantee the timely
payment at maturity of the obligations engaged with the Bank for each one of them, and assume
the role of both main debtor and cross guarantor. In case one of the Companies does not pay any
obligation at maturity, the other Companies will severally pay such obligation. Each guarantor
understands, accepts and confirms that after the occurrence of an event of default, the Bank can
use this guarantee against any of the guarantors.

During the effective term of the loan, the Company and Subsidiaries will be subject mainly to
the following restrictions and responsibilities:

. For each quarter, maintain a financial debt at an EBITDA not greater than 2.
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13.

Maintain a debt service coverage ratio not less than (i) even 1.5 for each quarter ending on
the period from the disbursement date to the 15th installment, and (ii) 0.7 for each
subsequent quarter.

Refrain from granting security interests and/or levies on its present properties or the ones
to be acquired in the future, nor grating cash flow rights, except existing levies before the
effective date of the loan, or levies on certain assets that have been granted in the normal
course of operations, and in compliance with common practices of the Company and
Subsidiaries that do not exceed anytime the amount of US$10,000.

Refrain from incurring a new debt, in case the Company and Subsidiaries fail to comply
with their contractual obligations with the Bank.

Merger or consolidation, unless the Company and Subsidiaries act as acquirers or the
merger is performed between related entities.

Sell, lease, transfer or dispose any asset or grant any option or any other right to acquire,
lease or buy any asset, except (i) the sale of inventories in the normal course of operations,
(ii) the sale of other unused or useful goods for the economic activities of borrowers, (iii)
transfers or disposals of property with a fair value that does not exceed in a period 25% of
the consolidated equity of the Company and Subsidiaries at the end of their last year.

Refrain from distributing dividends or other distribution of assets, in case the Company
and Subsidiaries are undergoing a bankruptcy proceeding.

During November 2016, the Company decided to pre-pay the remaining balance owed to
Citibank Peru and in Management’s opinion, all the restrictive clauses and responsibilities on
which management was obliged to, were properly accomplished until the payment date.

TRADE ACCOUNTS PAYABLE

Trade accounts payable comprise the following:

2017 2016
Us$000 Us$000
Invoices 2,749 6,356
Goods and services received but not billed 4,460 4,255
Total 7,209 10,611

Trade accounts payable are mainly denominated in U.S. dollars, have current maturities, do not
accrue interests and do not have specific guarantees.

=45 -



14. OTHER ACCOUNTS PAYABLE

Other accounts payable comprise the following:

2017 2016
UsS$000 US$000

Financial liabilities:

Guarantee deposits - -
Sundry items 344 288
Sub-total 344 288
Non-financial liabilities:

Value-Added Tax 341 765
Other taxes 124 61
Sub-total 465 826
Total 809 1,114

Other accounts payable are mainly denominated in Peruvian soles and have current maturity.

15. DEFERRED INCOME

In December 1999, the Company entered into an Interconnection Agreement with Compafiia
Minera Antamina S.A. (hereinafter Antamina) for US$3,092. Then, as part of the simple
reorganization performed by the Company, in May 2001, the Parent Company assigned the
rights and obligations derived therefrom to its Subsidiary Eteselva.

Pursuant to the Interconnection Agreement, Antamina receives for use the interconnection line
to Vizcarra substation for a period of 20 years counted from January 1, 2000. As consideration,
Antamina transferred the property of the electrical interconnection works at Huallanca
substation, performed by Antamina.

The cost of received assets and future income for the assignment of use to Antamina were
initially recognized as fixed assets and deferred income, respectively. Fixed assets are recorded
at cost and are depreciated under the straight-line method in a period of 20 years. Deferred
income is recognized as income from electrical energy transmission in the consolidated
statement of profit or loss and other comprehensive income based on the straight-line method in
a period of 20 years.

An amount of US$39 is recorded as revenues in the item electrical energy transmission
(Note 17).
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16.

EQUITY
(a) Issued capital stock

As of March 31, 2017, issued capital stock is represented by 1,889,286 shares with a face value
of S/240 (equivalent to US$76.83) per share, duly authorized, issued and paid.

As of March 31, 2017, the equity interest structure of the Company was as follows:

Partners Shares Participation

N° %
Aguaytia Energy LLC 1,836,836 97%
Peru Energy Holdings LLC 52,450 3%
Total 1,889,286 100%

(b) Retained earnings

According to Legislative Law 945 of December 23, 2003, which amended the Income Tax Law,
domiciled legal entities that agree to the distribution of dividends or any other form of
distribution of profits, will retain the rate applicable as described in Note 20 of the amount to be
distributed, except when the distribution is made in favor of legal entities domiciled in Peru.

There are no restrictions for dividend remittance or capital repatriation to foreign investors.
(c) Dividend distribution

The Annual Mandatory Partners’ Meeting held on March 29, 2016 agreed to distribute
dividends for US$70,862, which were paid in such year (Note 8).

The Annual Mandatory Partners’ Meeting held on April 1, 2014 agreed to distribute dividends
for US$13,800, which were paid in such year (Note 8).
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SALE OF ENERGY, ELECTRICAL ENERGY TRANSMISSION SERVICES AND
SALE OF HYDROCARBONS

For the years ended March 31, the sale of energy, electrical energy transmission services and
sale of hydrocarbons include the following:

2017 2016
Us$000 US$000

Sale of energy 11,259 15,923
Sale of power 6,400 6,465
Other revenue 33 64

Sub total of energy 17,692 22,452
Electrical energy transmission 1,034 1,239

Sub total of electrical energy transmission 1,034 1,239
Sale of hydrocarbons:

LPG 2,470 2,748

Natural gasoline (a) 2,528 2,441

Sub total of hydrocarbons 4,998 5,189
Total of sales 23,724 28,880

(@ The main customer has financial difficulties and a bad debt reserve has been accounted for
(Note 1 (f) and Note 19).

-48 -



18. COST OF SALE OF ENERGY, ELECTRICAL ENERGY TRANSMISSION SERVICES
AND HYDROCARBONS

For the years ended March 31, cost of sale of energy, electrical energy transmission services and
hydrocarbons includes the following debit balances:

2017 2016
US$000 US$000
Royalties for natural gas liquids (Note 1) 761 788
Royalties for dry natural gas (Note 1) 1,956 4,934
Transmission lines services with third parties 3,705 3,664
Services by third parties 300 132
Purchase of energy 4,893 503
Operating and maintenance expenses with 0 0
related entities (Notes 1y 8) 1,688 1,839
Operating and maintenance expenses with 0 0
third parties (Note 1) 5 151
Sundry management charges 443 414
Estimates of the period: 0 0
Depreciation (Notes 10y 11) 1,993 3,030
Obsolescence of inventories (Note 9)
Total 15,744 15,455

19. ADMINISTRATIVE EXPENSES

For the years ended March 31, administrative expenses include the following debit balances:

2017 2016
US$000 US$000

Services provided by

related entities (Note 8) 1,335 1,329
Services provided by third parties 141 146
Sundry management charges 140 375
Estimates of the period:

Impairment estimate of accounts

receivable (Note 6) 2,983 -

Total 4,599 1,850
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20.

INCOME TAX

(@)

Income tax regime
Gas operation and processing activities

As described in Note 1, gas operation and processing activities are subject to the tax
regime effective as of March 30, 1994, by virtue of the Legal Stability Agreement entered
into by the Company. The income tax rate applicable to the Company at the execution date
of the Agreement is 30%, which will remain effective during the term of the License
Agreement, also mentioned in Note 1. The Company’s Management and its legal advisors
believe that, as the Legal Stability Agreement remains effective, changes made to tax
regulations are not applicable to the Company, after the execution date of the Agreement,
for the determination of income tax.

Electrical energy generation and transmission activities
Electrical energy generation and transmission activities performed by Termoselva and
Eteselva, respectively, are subject to the general tax regime, whose main aspects are

detailed below:

(i) Tax rates

The income tax rate for legal entities domiciled in Peru shall be determined by applying
the following rates on their net income:

Taxable periods Rates
2014 30%
2015 - 2016 28%
2017 and subsequent years 29.5%

Legal entities domiciled in Peru are subject to an additional rate, as shown below, on any
amount that may be considered as indirect income, including amounts charged to expenses
and unreported income; that is, expenses which may have benefited shareholders, interest
holders, among others; other expenses not related to the business; expenses of
shareholders, interest holders, among others, which are assumed by the legal entity.

Taxable periods Rates
2014 4.1%
2015 - 2016 6.8%
2017 and subsequent years 5%

(i) Transfer pricing

In order to determine income tax and value-added tax (VAT) in Peru, legal entities
engaged in transactions with related entities or with companies resident in territories with
low or no taxation shall: (a) submit an annual tax return of their transactions with such
companies if the amount of these transactions is greater than S/200 (equivalent to US$60),
and (b) prepare a Transfer Pricing Technical Study, as well as supporting documentation
for this study, if the amount of earned income exceeds S/6,000 (equivalent to US$1,788)
and if transactions engaged with related entities exceed S/1,000 (equivalent to US$298).
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Both obligations are mandatory in the event that at least one transaction to, from or
through countries with low or no taxation has been made.

Transactions performed by taxpayers domiciled in the country with domiciled related
entities should be included in the pertinent Transfer Pricing Technical Study.

The Company and Subsidiaries are now preparing the Transfer Pricing Technical Study
for 2016.

Management believes that no significant liabilities will arise for the consolidated financial
statements as of March 31, 2017, with regard to transfer pricing.

(iii) Significant changes to Income Tax regime in Peru

After March 31, 2017 no significant changes have been made to the income tax regime in
Peru which may impact these consolidated financial statements. The standards and
interpretations effective as of March 31, 2017 have been considered by Management when
preparing these consolidated financial statements.

(iv) Tax situation
The situation of the Company and each Subsidiary are described below:
Aguaytia

Income tax returns of years 2013, 2014, 2015 and the tax return to be submitted for 2016
have not been reviewed by the Tax Administration yet, which is empowered to conduct
such reviews within four years immediately after the submittal date of pertinent tax
returns.

On January 29, 2014, the Tax Administration sent an initial requirement for the review of
income tax from 2011. On July 8, 2015, the Tax Administration completed the review
process and did not have any observation, giving the review as closed.

Termoselva

Income tax returns of years 2014, 2015 and the tax return to be submitted for 2016 have
not been reviewed by the Tax Administration yet, which is empowered to conduct such
reviews within four years immediately after the submittal date of pertinent tax returns.

On May 31, 2016 the Tax Administration started the review of Income tax from 2013. At
said review is currently in progress.

Eteselva

Income tax returns of years 2013, 2014, 2015 and the tax return to be submitted for 2016
have not been reviewed by the Tax Administration yet, which is empowered to conduct
such reviews within four years immediately after the submittal date of pertinent tax
returns.

Due to possible interpretations that tax authorities may have on current applicable
regulations each year, it is not possible to determine to date whether liabilities for the
Company and Subsidiaries will arise or not from the reviews to be conducted. Therefore,
any income tax or charge which may result from such tax reviews would be applied to
results for the year when determined. Company and Subsidiaries Management believes
that any additional tax payment would not be significant for the consolidated financial
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(b)

(c)

statements as of March 31, 2017.

Temporary Tax on Net Assets

This tax is applicable to third category recipients subject to the general income tax regime.
Since 2009, the tax rate of 0.4% is applicable to the amount of net assets exceeding S/1
million.

The actually paid amount can be used as credit against payments on account of the general
income tax regime or against the payment of regularizations of income tax of the
corresponding taxable period.

Only Termoselva and Eteselva are subjected to pay the temporary tax on net assets.

Income tax expense comprises the following:

2017 2016
Us$000 Us$000
Current income tax 1,773 3,696
Deferred income tax (700) (183)
Adjustment on income tax from - -
previous periods (28) 70
Total 1,045 3,583

The expense for current income tax corresponds to the income tax to be paid, calculated by
applying a 30% rate for the Company and 28% for Subsidiaries in 2017 and 2016 over
taxable income.

During the years ended March 31, the effective rate of income tax expense is different
from the tax rate applicable to profit before taxes. The nature of this difference is due to
certain items related to the determination of taxable income, whose effects on applicable
tax rate are presented below (in percentages on profit before taxes):

2017 2016
Amount Percentage Amount Percentage
US$000 % US$000 %
Profit before income tax 3,667 100.00 11,683 100.00
Income tax calculated as per tax rate 1,100 30.00 3,505 30.00
Tax effect on additions and deductions:
Non-deductible expenses (net) 114 3.10 (37) -0.32
Effect for the difference between functional
currency and local currency for tax purposes (835) -22.76 (384) -3.29
Adjustment recognized in the present year
related to income tax of previous years 238 6.50 0 0.00
Effect of rate change 17 0.46 (14) -0.12
Tax Loss 697 19.01
Difference in depreciation rates 193
Other adjustments (286) -8.80 320 2.74
Current and deferred income tax as per
effective rate 1,045 28.52 3,583 29.01
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(d) Compensation of tax loss carry forward

According to Legislative Decree No. 774 (applicable for Aguaytia Hydrocarbon
operations), it will be possible to compensate the tax loss from Peruvian sources
determined registered on a taxable period, imputing it on a year basis, until the amount is
extinguished, to the taxable income that are obtained in the next four subsequent years
completed from the year following of its generation period. The balance that is not
compensated after this period, can be carry forward to the following years.

As of March 31, 2017, the Company has a tax loss carryforward of US$4,686 and which
was generated in 2016 period.

(e) The Company and Subsidiaries hold receivable balances with the Tax Administration for

US$2,623 as of March 31, 2017

21. DEFERRED INCOME TAX

The movement of net deferred income tax and the description of temporary differences that

generated them are shown below:

Balance as of

Balance as of

December 31, Profit/loss for Effect of March 31,
Temporary differences 2016 the period rate change 2017
US$000 US$000 US$000 US$000
Deferred liability:
Difference in basis and depreciation rates of
gas investment and property, plant and equipment 6,657 1) 6,656
Deferred assets:
Difference in basis and depreciation rates of property, (1,457) (282) (1,739)
plant and equipment - -
Tax loss (1,801) 395 (1,406)
Effect originated by difference between functional - -
currency and currency for tax - -
purposes in Non-monetary assets (444) (528) 972)
Obsolescence estimate of inventory (163) (163)
Impairment estimate of accounts receivable (2,382) (412) (2,794)
Other temporary differences (75) 162 87
Deferred liability (net) 335 (384) (282) (331)
Balance as of Balance as of
December 31, Profit/loss for Effect of December 31,
Temporary differences 2015 the period rate change 2016
US$000 US$000 US$000 US$000
Deferred liability:
Difference in basis and depreciation rates of
gas investment and property, plant and equipment 6,861 (204) 6,657
Deferred assets:
Difference in basis and depreciation rates of property,
plant and equipment (1,352) ) 4 (1,487)
Tax loss - (1,801) - (1,801)
Effect originated by difference between functional
currency and currency for tax
purposes in Non-monetary assets (156) (288) - (444)
Obsolescence estimate of inventory (160) ©)) - (163)
Impairment estimate of accounts receivable (905) (1,477) - (2,382)
Other temporary differences (158) 84 - (75)
Deferred liability (net) 4,130 (3,760) (34) 335
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22.

Variation for 2017 period on deferred income tax liability amounts to US$669 (US$3,794 in
2016) is recognized in the results and presented on the exchange difference, net for US$282
(US$34 in 2016) and as income tax expense for US$700 (US$183 in 2016).

CONTINGENCIES

The Company and Subsidiaries has the following contingencies that are individually significant
claims that, in the opinion of the Company and Subsidiaries’ Management and its legal advisors,
have a possible perspective of loss. In this order, and based on the information available to the
Company and Subsidiaries, including the estimated time remaining until the completion of the
litigation, the results of the evidence presented in the cases, and the evaluation of the Internal
and external advisors, the Company and Subsidiaries cannot estimate a loss or range of loss
reasonably possible with respect to certain issues described below:

Aguaytia:

(@) Aguaytia is party to a sanctioning administrative proceeding initiated by OSINERGMIN
for not having a Supervisory Control and Data Acquisition (“SCADA”) system in place at
Block 31-C in connection with which OSINERGMIN has imposed a fine of 5,674.38 UIT
(equivalent to US$6,840). Aguaytia has initiated one proceeding in local court to dispute
the amount of the fine and another proceeding to determine whether Aguaytia committed
the infraction in connection with which the fine is being imposed.

(b) Aguaytia is also party to two additional sanctioning administrative proceedings initiated by
OSINERGMIN. The first proceeding is for three infractions related to not having a
sufficient fire protection system in its natural gas processing plant, and for four infractions
related to presenting OSINERGMIN with inaccurate information in affidavits. The second
proceeding is for six infractions related to not having a sufficient fire protection system in
its fractioning plant, two infractions related to presenting OSINERGMIN with inaccurate
information in affidavits and one infraction related to not having a pressurized, explosion-
proof control room in the fractionation plant. In March 2017, OSINERGMIN delivered
final investigation and fine calculation reports in which it recommended the imposition of
fines of up to 650.13 UIT (equivalent to US$784) in the aggregate for the gas plant and
436.23 UIT (equivalent to US$526) in the aggregate for the fractioning plant. In both
proceedings, Aguaytia has recognized its responsibility regarding the infractions and, in
addition, has requested to be the beneficiary of the “prompt payment” benefit, which
would entitle Aguaytia to a fine reduction of up to 30% for recognizing its responsibility
and 25% for prompt payment.

Eteselva:

(c) Eteselvais party to a sanction proceeding initiated in 2016 related to alleged breaches of
the Technical Standard for the Exchange of Information in Real Time with the SEIN (La
Norma Técnica para el Intercambio de Informacion en Tiempo Real para la Operacion del
Sistema Eléctrico Interconectado Nacional) in connection with which it could be fined up
to 1,000 UIT (equivalent to US$1,205). Eteselva is party to a second proceeding related to
non-compliance with the monitoring and trimming of the trees across a transmission line,
which occasioned six disconnection events during 2016, in connection with which it could
be fined up to 1,000 UIT (equivalent to US$1,205). Finally, Eteselva is party to a third
sanction proceeding initiated in 2017, related to alleged breaches of the Technical Standard
for the Exchange of Information in Real Time with the SEIN in connection with which it
could be fined up to 1,150 UIT (equivalent to US$1,386).
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23.

24.

Termoselva:

(d) Termoselva is party to a sanction proceeding initiated by OSINERGMIN for an alleged
breach of Technical Standard for the Exchange of Information in Real Time with the SEIN
in connection with which it could be fined up to 1,000 UIT (equivalent to US$1,205).

COMMITMENTS AND GUARANTEES

Sale of energy

As of March 31, 2017, main commitments of sale of energy in charge of Termoselva are as
follows:

Contracted Start Termination
Power Date of Date of
Clients (kw) Agreement Agreement
Regulated From 74 Between 2013 Between 2022
t0 103,233 and 2014 and 2023
Free From 1,000 2013 Between 2015
to 10,000 and 2017

Guarantees

The Company and Subsidiaries, each as guarantor, unconditionally guaranteed the timely
payment at maturity of the obligations engaged with Citibank Peru (Note 12), and assumed the
role of both main debtor and cross guarantor. In case one of the Companies would have stopped
paying does not pay any obligation at maturity, the other Companies would have paid severally
debt such obligation. As of December 31, 2016, the Company and its subsidiaries have paid the
financial obligations balance and finalized the guarantees associated to it.

As of December 31, 2016, the shares issued by the Company and its Subsidiaries are guaranteed
to Banco de Crédito del Perd, to ensure the payment obligations assumed by its ultimate parent
company in Peru, Orazul Energia Peru SAC, in relation to loan agreement signed on December
14, 2016 by Orazul Energia Peru SAC and Banco de Crédito del Peru for US$450,000,000.

ENVINROMENT

The Company and Subsidiaries have an Environmental Impact Assessment for Block 31-C,
which was approved by Official Letter No. 248-95-EM/DGH in August 1995. Pursuant to the
provisions set forth in Supreme Decree No. 015-2006-EM, Regulations for Environmental
Protection in Hydrocarbons Activities and Supreme Decree No. 029-94-EM, Regulations for
Environmental Protection in Electrical Activities, the Company and Subsidiaries submit a report
from the previous period every year, signed by an environmental auditor, in which they report
their compliance with the current environmental law and include recommendations of the EIA
and Environmental Management and Adaptation Program (PAMA), if any. The Company and
Subsidiaries also submit a consolidated report on controls performed on waste emissions and/or
disposals.
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25. SUBSEQUENT EVENTS

We are not aware of any subsequent event that has occurred between the closing and approval
date of these consolidated financial statements that could affect it significatively. However,
there was a significant subsequent event that did not represent adjustments, which is disclosed
for the convenience of the readers.

On April 5, 2017, the Company entered into a one-year unsecured credit facility
agreement in a principal amount of up to US$10 million with Banco de Crédito del Pert
and mature on April 5, 2018. This loan will bear a 1.90% fixed interest rate per annum, a
one-month LIBOR plus a margin of 1%, or a two-month LIBOR plus a margin of 0.95%
as chosen by the Company in the notice of disbursement. The proceeds that will be
obtained from this credit facility agreement will be used to finance the working capital
requirements. The loan also will contain customary covenants including limitations on
change of control, sale of assets and creation of liens, with certain specified exceptions. As
of the date of this report, the Company has no outstanding debt under this credit facility
agreement.
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