B DVARCIONIY KERAMIKA

5 Aptil 2013 No. 269 -~ 7 65f)

Vilnius

Bank of Lithuania
Zirmuny str. 151
Vilnius

CONFIRMATION OF RESPONSIBLE PERSONS

Following the Article No. 21 of the Law on Securities of the Republic of Lithuania and Rules on Preparation and
Submission of Periodic and Additional Information of the Lithuanian Securities Commission, General manager of
DVARCIONIU KERAMIKA AB Remigijus Seris and Chief Accountant of DVARCIONIU KERAMIKA AB Elona
Suveizdiené hereby confimn that to the best of our knowledge, the attached DVARCIONIU KERAMIKA AB audited
financial statements for the year ended 31 December 2012, prepared in accordance to International Financial Reporting
Standards, as adopted by the European Union, provide a true and fair view of the assets, liabilities, financial position and
comprehensive income of DVARCIONIU KERAMIKA AB,

Enclosed: DVARCIONIU KERAMIKA AB annual report and financial statements for the year ended 31 December 2012.

General manager Remigijus Seris

Chief Accountant Elona Suveizdiene

Code 110628481 Phone.: +370 523170 21,231 74 11 info@ keramika.lt
Keramiky st. 2, LT-10233 Vilnius Fax.: +370 5 231 70 61, 231 75 58 www.keramika It



DVARCIONIY KERAMIKA AB

Independent Auditor's Report,
Annual Report and Financial Statements
for the year ended 31 December 2012



DVARCIONIY KERAMIKA AB

TABLE OF CONTENTS

INFORMATION ABOUT THE COMPANY

INDEPENDENT AUDITOR'S REPORT

ANNUAL REPORT

FINANCIAL STATEMENTS:
STATEMENT OF FINANCIAL POSITION
STATEMENT OF COMPREHENSIVE INCOME
STATEMENT OF CHANGES IN EQUITY
STATEMENT OF CASH FLOWS
EXPLANATORY NOTES

39

40

41

42

43 - 68




DVARCIONIY KERAMIKA AB

Information about the Company

Dvargioniy Keramika AB

The Company was registered on 10 of June 1994, registered as joint-stock company on 27 February
1997,

Company's code 110628481
VAT payer code LT106284811

Telephone No. + 3705 2317021

Fax No, + 370 5 2317061

Situated in: Keramiky str. 2, Vilnius, LT-10233 Lithuania

Web page: www.keramika. |t

E-mail: info@keramika. It

Board

Juozas Raiselis Chairman

Audris Imbrasas Board member

Mindaugas Buéas Board member, Production and Technology Director
Liudmiia Subo2 Board member, Human Resources and Administration Director
Giedrius Kolesnikovas Board member

Management

Remigijus Seris General manager

Pijus Genevitius Sales and Marketing Director

Mindaugas Butas Production and Technology Director

Liudmila Suboé Human Resources and Administration Director
Auditor

Grant Thornton Rimess Baltic UAB

Banks

Swedbank, AB
AB SEB bank
AB DnB bank




GrantThornton ‘ An instinct for growth’

Rimess Baltic

INDEPENDENT AUDITOR’S REPORT

TO THE SHAREHOLDERS OF AB DVARCIONIU KERAMIK A
Report on the financial statements

We have audited the accompanying financial statements of AB Dvar&ioniy keramika, which comprise the statement of
financial position as at December 31, 2012, and the statement of comprehensive income, statement of changes in equity,
statement of cash flows for the year then ended, and explanatory notes (hereinafter — the financial statements).

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with the legal
acts of the Republic of Lithuania regulating the financial accounting and preparation of the financial statements, and with
International Financial Reporting Standards as adopted by the Evropean Union and for such internal control as management
delermines is necessary to enable the preparation of financial statements that are free from material misstaternent, whether due
to fraud or error.

Auditor’s Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the entity’s preparation and fair presentation of the financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity’s internal control. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the overall presentation of the financial
statements,

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
Opinion

In our opinion the financial statements present fairly, in all material respects, the financial position of AB Dvaréioniy keramika
as at December 31, 2012, and its financial performance and its cash flows for the year then ended in accordance with the legal

acts of the Republic of Lithuania regulating the financial accounting and preparation of the financial statements, and with
International Financial Reporting Standards as adopted by the European Union.

Emphasis of Matter

The accompanying financial statements have been prepared assuming that the Company will continue as a going concern. The
Company incurred a net loss of LTL 5303 thousand during the year ended 31 December 2012 and, as of that date, the
Company’s current liabilities exceeded its current assets by LTL 14144 thousand. Management’s plans concerning these
matters are also described in Note 33, The financial statements do not include any adjustment that might result from the
outcome of this uncertainty. Qur opinion is not modified in respect to this matter,
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Other Matter

We would like to emphasize, that the financial statements of AB Dvartioniy keramika for the year ended 31 December 2011
were audited by another auditor. Qur opinion on the financial statements for the year ended March 31, 2012 is not qualified in
respect of this matter.

Report on Other Legal and Regulatory Requirements

We have read the accompanying annual report of AB Dvargioniy keramika for the year 2012 and have not identified any
material inconsistencies between the financial information included and the audited financial statements,

Director auditor
Genadij Maku3ev
Auditor’s certification No. 000162

5 April 2013
40B A. GoStautas str., Vilnius

UAB Grant Thornton Rimess
Audit company’s certification No. 001410

Audit
Accounting
Tax

Legal

Financial Advisory
Mamber of Granl Thomlon Inlemational Lid.



DVARCIONIY KERAMIKA AB
ANNUAL REPORT
FOR THE YEAR ENDED 31 DECEMBER 2012

1. The Company’s financial position, performance and development review, description of
major risks and uncertalnties faced by the Company

1.1. The Company's financial position, performance and development review

The Company's key performance indicators for the period from 2008 to 2012:
2012 211 m. 2010 m. 2009 m.

Sales revenue, LTL'000 24 358 25127 25699 44 380
Gross profil, LTL'000 3810 4 354 4 990 9958
Gross profit margin, % 16% 17% 19% 22%
Operating profit, LTL'000 {4 861) (4 286) (4 849) {5 480)
Operating profit margin, % (20%) (17,06%) (18,9%) (12,3%)
EBITDA, LTL'000 {756) 258 832 1 505
EBITDA rnargin, % (3.1%) 1% 3,2% 3.4%
Net profit (loss), LTL'000 (5 303) {4 985) (5 353) (6 042)
Net profit (loss) margin, % (21.8%) (19.84%) {20.8%) (13,6%)
Return on assets, % (ROA) (12.4%) (10,4%) (9,4%) {12,6%)
Return on equity, % (ROE) (49.3%) (31,01%) (23,2%) (36,1%)
Profit (loss) per share, LTL (0.54) (0.50) {0.54) {0,61)
Total assets, LTL'000 42 970 47 947 51 866 48 056
Shareholders equity, LTL'000 10 767 16 070 21055 16 737
Long-term liabilities, LTL'000 3648 3788 12 885 17 468
Working capital, LTL'000 (14 144) {12 797) (3212) 2827
Net change in cash flows, LTL'000 (64) 14 (1) {108)
Investmenis, LTL'000 - 67 7 160
Production volume, thousand m2 1027 1199 1044 874
Number of employees at the end of the year 139 153 165 175
Average salary, LTL/month 2282 2217 2122 2 260
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Slowly recovering Lithuanian economy has not yet influenced the result of the Company. Main financial indicators
of the Company were very similar to indicators of 2011. Although sales in square meters in 2012 compared to
2011 grew by 4%, sales measured in terms of money decreased by 3 %. The decrease in sales prices was
impacted by the desire to retain in markets and to cover bigger market share. Due to increased taxes on energy
the Company was not able to reduce the production cost,

The Company eamed 3.8 million LTL of gross profit during 2012; during 2011 the gross profit was 4.4 million LTL.
Gross profit margin in 2012 was 16 %, in 2011 - 17%. Gross profit margin was affected by changes in sales
structure, pricing and cost of sales. Sales prices depend on the structure of customers and product variety,
competitors’ actions, consumer purchasing power. Cost of sales also depends on the level of use of production
capacities and changes in prices of separate cost of sales items.

During 2012 sales decreased by 3 % compare to 2011 and amounted to 24 358 thousand LTL during 2011 the
sales were 25 127 thousand LTL

Operating loss for the year 2012 was 4.9 miillion LTL. The comparison of operating results for the years 2012 and
2011 shows that during 2011 the Company has reduced operating expenses and operating loss decreased by
0.6 million LTL in comparison to 2011.

The net result for the year 2012 was loss of 5.3 million LTL, while in 2011 the net loss amounted to
4.98 million LTL. The main reason for net loss - decreased sales and average selling price.

EBITDA in 2012 was 0.756 million LTL or minus 3.1 % from sales.

Working capital during 2012 was negative and comprised 14 million LTL. In 2011 working capital was also
negative and comprised 13 million LTL. The Company's liquidity ratio is 0.47. This ralio suggests that the
Company's liquidity is manageable. Although the ratio is less than 1, but this means that the Company receives
goods, materials and services from suppliers on credit, part of production and goods is sold for cash through a
retail frade network, and this cash flow is used to finance long term investments and to have negative working
capital,

During 2012 the Company produced 1 027 thousand square meters of stone mass and ceramic tiles ie, 1%
more than in 2011. Because of decreased demand for tiles the shareholders have decided to stop Nasseli
production line in January 2009 and it has not been operating since. As of 31 December 2012 the carrying value
of production line Nasseti was 136 thousand LTL. The line was evaluated at the net realizable value. In 2012 tile
production line Sacmi was utilized by 70 % while production capacities were utilized by 82 % in 2011. In 2012
March —April for decision of shareholders after 2 weeks the line was stopped for repairs.

As of 31 December 2012 the Company employed 139 employees; as of 31 December 2011 — 153 employees; as
of 31 December 2010 — 165 employees. The number of employees decreased proportionally in preduction and in
administration. The number of employees did not change significantly during 2012, The average monthly salary
for one employee amounted to LTL 2 282 and increased by 3 % if compared to 2011. The increase in this
indicator was influenced by paid severance amounls to dismissed employees.

1.2, Description of major risks and uncertainties faced by the Com pany

Economical: .

* Increase in volume of construction works in the country especially due to constructions of engineering
buildings did not have bigger influence in increase in the market of ceramic tiles:

* Seasonality of construction sector — majority of works are done in warm period, although interior works
partly are done in colder period as well;

= Competition — due to the growlh of producers in Central and Eastern Europe, Russia and Ukraine, the
competition is getting harder in foreign and domestic markets;

»  Substitutes — with rapid growth of producers of construction materials and wood products, their prices
are decreasing and the competition is increasing. Due to this the average selling price of production of
the Company was lower in 2012 than in 2011.

 Price of resources — growth of prices for electricity, gas, materials, gasoline, makes it harder to achieve
the Company’s goals;

* Increase in imports — imports from Central Europe and Eastern Asia are constanily growing. Trade
centers promote that they are oriented to the price of production;

¢ Custom procedures — for the production sold oulside the EU {e.g. CIS), high custom charges are
applied, they worsen the competitiveness of production imported into these markets;

» Cerlifications — in foreign markets there is a requirement to have quality certificates for the production
planned to be sold. The Company posses all required cerlificates; however some of the countries lack
continuity in their certification policies which creates a risk of temporary disruption of exports to these
markets. Certification requirements as well as custom charges are means by which governments of
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foreign countries try to protect local producers.

Technical — technological:

* Prices of resources force to constantly look for possibilities how to eliminate negative price effect — loak
for new suppliers, introduce new elements to composition of the product, implement innovative solutions:

» Price increase in energy resources require to look for more efficient use of the resources;

=  Physical and moral condition of the main equipment is good and it does not rise any risk to Company's
activities.

* The Company maintains excellent strategic relationships with its suppliers and permanently is looking for
new opportunities in raw material markets;
» The Company arranges long term contracts with its main suppliers.

»  Difficult situation in business environment results in changes in Company's organizational structure,
need for higher labor productivity, implementation of efficient syslem of raw material supply, permanent
development of business and accounling processes.

» The Company operates in accordance with the requirements of IS0 14001 standard:

*  Waste and wastewater which js generated as an outcome of production process is cleaned by the
Company's treatment plants;
* The Company has not received any fines or sanctions for pollution in 2012,

2. Analysis of financial and non-financial results, Information related to environment and
personnel

2.1 Revenue

The Company's main business is manufacturing of ceramic and stone tiles, wholesale and refail trade. This
business is risky due to changes in prices of raw materials, products in markets, energy resources and
competition.

In 2012 revenue was 24.36 million LTL and compared to 2011 the sales decreased by 3 %. The sales decrease
was impacted by decrease of average selling price compared to average selling prices in 2011. Decrease in
selling prices was impacted by competitive environment, aim to take bigger part of market in Lithuania and in
foreign markets. At the end of 2012 having more favorable competitive conditions it was decided to increase all
selling price of production by 15-20 % from 2012. Decrease in sales was also influenced by difficult economic
situation in the country. Although according to statistical information GDP in 2012 grew compared to 2011 and
unemployment level was decreasing, better indicators in the country did not give expected results. Sales volume
in means of quanlity decreased . In 2092 1 115 square meters of tiles was sold, in 2011 — 1 162 square meters.
Considering the decrease of sales revenues the Company is constantly looking for opportunities to improve its
internal processes and tries lo mitigate the cost growth by efficient use of available resources. It is important to
note that the economic situation and increasing competition does not have an adverse impact on the Company's
values and attitude. Dvarcioniu Keramika AB, as the sole representative of Lithuania in the world market of
ceramic and stone tiles manufacturing, continues to provide highest quality of the latest interior design solutions.

Sales in Lithuania

Sales volume in Lithuania was 50 % from total sales. The Company’s production is sold in all bigger construction
material frade centers, also in own-brand shops. The Company has 7 brand retail shops situated in all biggest
Lithuanian towns. The Company's shops sell not only the Company’s production, but also sanitary equipment,
bathroom accessories, materials for tiles pasting. The services of professional designers are provided.

Export sales

Despite the global downturn in the economy in recent years, Dvarcioniu Keramika AB was able to expand export
production areas - the Company's produced tiles currently are being sold in Belgium, Denmark, Sweden, Finland,
Norway, Slovakia, the Czech Republic, Russia, Belarus, Ukraine.

2.2. Supply and Logistics

A few suppliers supply the Company basic raw materials, packaging materials, stationery, household and other
materials. It reduces the dependence on suppliers, and enables to bargain for more favorable conditions for
cooperation. For other specific materials, which are supplied by one supplier, the safe 2-3 week reserve of
inventory is held. '

Companies, selected in tender procedures, perform transportation and other services. It allows the Company to
achieve the optimum price-quality ratio.
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For the purpose of reducing the supply risk long term contracts are signed with main suppliers. Alternalive
suppliers of raw materials, basic materials and services are selected and explored. The list of main suppliers is
updated four times a year, which may change due to economic and environment changes,

The suppliers are being selected based on their reliability, financial results, recommendations from the pariners,
materals delivery and service quality, transportation costs, environmental requirements and payment for
production terms, Majority of raw materials and designs of new products to Dvarcioniu Keramika AB are supplied
by well-known and recognized companies in the world of ceramics: Iris-group, Fritta S.L., Ferro S.L. Quimicer.
With most of these companies, the Company has worked for approximately ten years. Long-term cooperation in
introducing new advanced products, exchanging relevant information and improving the production and logistics
processes allows saving time and capital recourses.

Long-term cooperation agreements are signed with gas and electricity suppliers.

The equipment and spare parts required for production are purchased from well-known foreign manufacturers.
Good and productive relationship with manufacturers enables to purchase equipment and spare parts on
favorable market conditions and ensures timely delivery.

In 2009 storing system effectiveness was improved (the software was updated, the warehouse activity was
automated, effective system for staff motivation was introduced). It increased the efficiency of logistics department
and the flexibility of the entire Company in promplly dealing with radical changes in market conditions. Also, the
effectiveness and productivity of the logistics department was improved in 2012 to meet the clients’ changing
needs,

2.3. Production

Productlon volumes

In 2012 Dvarcioniu Keramika AB produced 1,027 thousand sq. meters of tiles, in 2011 - 1 199 thousand sq.
meters, whereas in 2010 — 1 044 sq. in 2009- 874 thousand $q. meters were produced. The 2012 production
volume was divided as follows; wall tiles 62%, floor tiles — 38%.

Innovations

Through implementation of long-term strategy of the company and
in pursuit of set targets to maintain the leader's position on the
Lithuanian market, to consolidate its position in foreign markets by
ensuring complete satisfaction of customers' needs, Dvarcioniu
keramika AB is continuously expanding and refreshing its range of
products. In order to offer the ultimate technological and aesthetic
quality, tile collections reflecting the iatest trends of interior,
Dvarcioniu keramika AB is searching for exclusive interior design

+  solulions through close
B .. | collaboration with ltalian design
; L studios,

Contemporary design and classic,
spree of colors and romanlic soft
l pastel colors. Vast variety of
h‘“‘-l colors, lines, forms and versions
‘ offers limitless possibilities for the

custoemers to create exclusive,

" unique composition al their
- A homes. Tile collections of
"t L LN ! Dvarcioniu keramika provide a

possibility to create, arrange,

design one's modern, cozy, warm and exquisite home, from classical style of VERONA collection lo modem

urban style CITY or playful ALVINE. Dvarcioniu keramika AB collections created by Italian design studio experts
satisfy even the most demanding taste.

National competition of the best Lithuanian product - GOOD
DESIGN held in 2012 for the first time gave excellent evaluation of
the minimal style colleclion of ceramic tiles called CITY. Design
Forum Association nominated it for the Good Design award, and
the company acquired the right to use the Good Design sign in its
communications,

The Company following not only the latest trends in tile fashion and impiementing the state-of-the-art production
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technologies, applying the latest raw materials, this year again introduced to the market a number of new glazed
ceramic tiles called VERONA and ALVINE and stoneware tiles of special durability surface LUCERNA and
CRYSTAL, created in cooperation with designers of very famous Italian studios ARCO and Kerafrit .

In 2012, CRYSTAL collection was nominated the Product of the Year 2012 and was awarded the gold medal.
Crystal design

The fatest collections reflect the possibilities offered by madern technologies and contemporary interior design
irends demonstrated at CERSAIE 2012 intemnational ceramics exhibition in Bologna (Italy). One of the modern
trends in the field of interior finish materials is particular attention to aesthetics of natural materials. CRYSTAL
stoneware tiles are coated with highly scratch- and dirt-resistant glass pellets, therefore tiles are recommended
for using in the intense traffic zones, outdoor terraces. Glass pellets reinforce the surface, instead of making it
slippery it adds additional aesthetic effect - at the falling light, tiles acquire subtle glitter. CRYSTAL tile design will
emphasize exclusiveness of cherished interior design. They are excellent solution when designing subtle
Japanese aesthetics or contemporary loft stylistics interior design. Reserved pattern design, warm colors, framed
with refined metal décors will add grandeur to your premises. CRYSTAL collection is an excellent solution for
those who adore highly popular nowadays Iofl style.

Application of innovative technologies

When introducing a new product, software of the kiln controlling burmning processes in kilns was updated. Use of
warm air from cooling zone in drying chambers enabled to reduce burning cycle, and to increase stability of
buming regime. Software ensures maintaining kiln burning curve more accurately according to the set regime, by
regulating gas supply lo burners.

Optimum selection of the most advanced raw materials enabled to reduce not only energy cosis but also burning
emissions per product unit.

Installation of state-of-the-art raw materials

Dry glazed pellets/powder are dry spread on tile surface being burnt in high-temperature. Titanium glaze is the
new glazing modification which has been recently introduced into production by ceramic tile manufaciurers in
order to achieve extreme solidity of stoneware surface - 5 PEI class (CE Declaration of Conformity is enclosed in
Annex No. 5). Through synthesis of dry and wet glazing process, they managed to integrate dry pellets inlo
smooth tile surface coated with burnt liquid fraction glazing.

CRYSTAL stoneware tiles boast the surface that is resistant to scratching, aggressive chemical
compounds, repels dirt, is easy to clean, frost-proof, ropels water, tiles are non-slippery and durable,
Dvarcioniu keramika AB has pleasure to inlroduce its new wall tiles of Italian design called LUCIDO and

NATURA.
.t g - If you are looking for exclusive luxurious
< stylistic solution for your bathroom interior -

the new collection LUCIDO is for you.
LUCIDO tiles collection is realization of a
romantic dream. Noble amber color, glossy
tile surface reflects light and adds the feeling
of space, impression of sunlight for the room.
Expensive mirror glazing makes the pattern
L of tiles laok volumetric, deep. LUCIDO {iles
““"-‘_\_‘ collection is supplemented with omamented
| tiles, decorated wall with which looks like an
| arabesque carpet. Special luxury and panel
‘ - : emphasize stylistic radiance of the LUCIDO
- S * collection.
A number of different glazes were used in production of the collection. In order to obtain the required effects,
combination of matt, glossy and mirror glazes was used. This made the pattern look deep and rich. Décors were
produced by the use of two different technologies of decoration: one gave the mirror effect to the background of
the pattern by the use of lustre flux (it contains silicon and precious metals), while the other method of decoration
uses reactive glaze with vanadium oxide
The new collection called NATURA is a K
modem nature variation for those who i
appreciate natural aesthetics.  Warm
range of natural wood colors of the tiles
e adds tranquillity and harmony to the
interior design. We offer a menu of L
different stylistic decorated elements. We
offer a modern panel of luxurious orchids,
peaceful décor of golden autumn leaves
or geometric absiract décor for wall
decoration. Touch a tile and you will feel
trembling wood surface. Special reactive
glazes make the ceramic tile come to life
in wood shades and textures.
NATURA collection is definitely cozy and reliable solution for your home interior
adding limitless possibilities in creating unique interior design.

10
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In the produclion process of this collection, combination of glossy and reactive glazes was used. Glaze contains
aluminum, vanadium oxides and precious metals. They allow to achieve luxurious effects of lile surface, to
highlight wood texture in glossy glaze.

In 2012, Dvarcioniu keramika AB having introduced its newest collections for Lithuanian and foreign customers
received positive feedback from retail organizations, customers, and interior designers - "It fs a splendid product in
technical, environmental and quality respect”. Therefore, in 2013 the company is planning to produce a new
series of 20x50 cm tiles collection.

2.4. Management of quality and environment issues, experimental laboratory

Quality and Environment Safety management system

Dvarcioniu Keramika AB activilies are fully compliant with the quality and environment safety management
standards 1SO9001 & 1SO14001 requirements. Quality management system was implemented and certified in
1999; enviranmental safety management system in 2002,

Quality and Environment Safety management systems external audit and results

Recertification of ISO9001 and 1ISO14001 quality and environmental management systems was accomplished in
August 2008. New certificates were issued: No. 37667-2008-AQ-FIN-FINAS, No. 37669-2008-AE-FIN-FINAS. In
September 2011 Det Norske Veritas UAB performed recerification audit of 1SO9001 and 1SO14000 management
systemns, No deficiencies were noted. Certifications confirming it are valid fill 30 September 2014.

Accredited experimental laboratory )
Dvarcioniu Keramika AB experimental laboratory was certified in 1999, accreditation No. LA.01.025. The
accreditation provides the right to the laboratory to issue to its products EC declarations of conformity in
accordance with LST EN 14411 siandard.

The accreditation and supervision of the experimental laboratory is performed by NAB — National Accreditation
Bureau. Last audit by National Accreditation Bureau was done in November 2012. National Accreditation Bureau
performed an audit of supervision of experimental laboratory and extended term of accreditation according to EN
ISCNEC 17025:2005 standard. Accreditation is valid till 24 February 2014. It was confirmed that laboratory
matches the requirements of EN ISO/IEC 17025:2005 standard. Next verification is scheduled in second half of
2012. :

During 2012 in experimental laboratory 492 experiments for Dvarcioniu Keramika AB manufacturing needs and
70 experiments for external customers to which 20 experimental protocols were issued were performed. For
works performed to external customers income in amount of 10.345 thousand LTL was received. The Company
took part in interlaboratory comparative experiments together wilh VGTU Thermo insulation instilute of
construction material laboratory, Results were positive.

Information about emission rights

Dvartioniy keramika AB works on the basis of IPPC edition 4.7-V-01-34 issued by Vilnius RAAD. The updated
edition was confired on 1 March 2010 without a limited term of validity. 58,127 tons of the CO2 emissions
(allowances) were given for the period 2008-2012. For this period the CO2 monitoring plan was developed and
approved by Vilnius RAAD on 1 April 2008. The annual report shall be prepared and carried out in accordance
with the law by an independent evaluation performed by DNV Company.

The CO2 emissions (allowances) content: 2008 - 15,045 tons, in 2009 — 4,631 fons, 2010 — 5,440 tons, 2011 -
6,204 tons, 2012- 5 542, left- 19 265 tons. Because the Company was nol working at full capacity, the
content decreased significantly for the period 2009-2012. There were no sales or purchases of allowances. The
CO2 emissions (allowances) content: in 2005 - 11,292 tons, in 2006 - 12,605 tons, in 2007- 12,795 tons.

2.5 Information on the Company's Internal control system

The Company has adopied ISO 8001 and ISO 14001 standards. The Company has established and placed a
plan which ensures that all business decisions are made by employees of appropriate level of competence, that
all decisions are implemented, that all {ransaclions are made in accordance with \he decisions, that all valuable
assets are stored in accordance with the provisions of the Company’s management and that all business
transactions are properly recorded. The Company has implemented such internal control system which ensures
the reliability and accuracy of information and provides assurance that all industrial, commercial and financial
transactions are carried out only after approval by the management. Elements of Company's inlernal control
system are: organizational structure, segregation of duties, accounting system, physical control, control
procedures, authorization and approval, personnel policies, monitoring, approval of the aclivities carred out,
budgeting and performance monitaring. The accounting system comprises of procedures which set such an order

11
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to register, summarize and systematize {ransaclions which removes any possibility of fraud and abuse and
ascertains that financial statements are prepared on lime and correctly. Control procedures are rules and
regulations designed by the management to prevent from errors or fraud, to identify and correct them and to
ensure that the objectives of the Company are achieved.

2.6 Human resources

Employees

As of 31 December 2012 there were 139 full-time employees in the Company, on 31 December 2011 — 153, on
31 December of 2010 — 165.

Allocation of employee job positions at Dvarcioniu Keramika AB is presented below:

No. of No. of No. of Allocation No. of No. of No. of
Employee Employees Employees Employees of job Employees Employees Employees
education 31122012  31.12.2011  31.12.2010  positions  31.12.2012 31.12.2011 31.12.2010
University 39 42 45 Managers 9 10 10
Higher 32 32 38 Specialist 50 58 70
Professional
Tk 21 36 44 Workers 80 85 85
_High school 47 43 38 TOTAL: 139 153 165
TOTAL: 139 153 165

Average monthly salary of Dvar&ioniy keramika AB of the year 2012:

Average monthly salary Average number of
Group of employees per employee, LTL employees
Manufacturing 1922 69
Sales and markeling 2304 47
Administration and logistics 3156 22
Average per Company 2282 138

Collective agreement

The collective agreement defines relaiionships between employees, employed in the Company based on work
agreements, agreements between employees and the Company relaling to work conditions, payment,
administration, safety, and time off schedules as well as other social and economical conditions.

The Company's management cooperates with the professional union, provides information, and discusses the
Company's business issues.

Increase in qualification

The basis for the Company’s successful activities are creative and conlinuously developed employees, who are
not afraid of responsibility and continuously search for new work implementation forms, effective problem solving
solutions. Employees participate in the training project "Training of senior and middle level management of
industrial leading companies to increase cooperation and compelitiveness in the international context of
companies with the largest economic potential” which is financed by the European Seocial Fund and the
Confederation of Lithuanian Industrialists. Employee training and qualification is performed based on ihe
Company’s Quality management system (SO 9001 procedures. In 2012 3 % of employees took part in the
trainings. Not only external trainings are encouraged but intemal ones as well.

Job safety

There are suitable and safe working conditions in the Company. Health and safety committee is present. There
were no serious accidents during 2012,

3. Links and extra explanations about data presented In the financlal statements

All the additional information is presented in the following financial statements.

3.1 On 5 September 2006 the Company signed an agreement on Company's equity securities accounting with
Finasta FM| AB (Maironio str. 11, Vilnius).

3.2 Company's ordinary shares (symbol DKR1L) are listed on NASDAQ OMX Baltic Secondary list.
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Types of shares- Ordinary registered Shares (ORS)
Number of shares (units}- 9 805 460

Nominal value- 2 LTL

ISIN code- LTO000122319

All Company’s shares are paid.

3.3 Information about the issuer's own shares
The Company does not have own shares,

3.4 Information aboul the issuer's secondary companies.
UAB “Baltijos keramika” {Druzu k., Sirvintur., Lithuania)- 30,6 %

4. Shareholders

As of 31 December 2012 number of shareholders of Dvar&ioniy keramika AB was 1,020 (As of 31 December
2011 - 1,029). Information about the main shareholders of the Company is disclosed in Note 12.

Company’s name, address Number of Company’s shares | Voting rights
held
UAB“MISOTA" 8.206.028 92,93%

Smolensko g. 10, Vilnius , Lietuva
lmonés kodas 301232691

Rights and duties of shareholders

Shareholders have the following rights and duties:

1) to receive a part of the company's profit (dividends);

2) to receive a part of assets of the company in liquidation;

3) fo receive shares without payment if the authorised capital is increased out of the company funds, except in
cases specified in the Law on Companies;

4) to receive cash when the share capital of the Company is decreased in order to pay some company’s cash;

5) to have the pre-emption right, except in cases when the General Meeting decides to withdraw the pre-emption
right in acquiring the company's newly issued shares for all the shareholders:

6) to lend to the company in the manner prescribed by law; however, when borrowing from its shareholders, the
company may not pledge its assets to the shareholders. When the company borrows from a shareholder, the
interest may not be higher than the average interest rate offered by commercial banks of the locality where the
lender has his place of residence or business, which was in effect on the day of conclusion of the loan agreement.
In such a case, the company and shareholders shall be prohibited from negoliating a higher interest rate;

7) other property rights and duties noted in Law on Companies and olher legal acts of the Republic of Lithuania;
8) to participate in the General Meetings;

9) to submit to the Company in advance the questions connected with the issues on the agenda of the General
Meeting of Sharehoiders;

10) to vote at General Mestings of Shareholders according to voting rights carried by their shares;

11) to receive information on the business activities of the company;

12) to file a claim with the court for reparation of damage resulling from nonfeasance or malfeasance by the
manager of the company and Board members of their duties prescribed by this Law and other laws and the
Articles of Association of the company as well as in other cases laid down by laws,

5. Own shares acquired or transferred during the financial year, thelr par value and the part of
share capltal formed by these shares

The company did not hold, acquire or transfer any shares during the financial year,

6. Informatlon about the payments for owned shares If they were acquired or transferred for a fee
The company did not hold, acquire or transfer any shares during the financial year.

7. Reason of acquisition of own shares during the financial year

None.

8. Powers of the General Meeting of Shareholders

The General Meeting of Shareholders shall have the exclusive right to:

1) amend the Articles of Association of the company, unless otherwise provided for by Law on Companies;

2) remove the Supervisory Board or its members, also the Board or its members elected by the General Meeting
of Shareholders and the manager of the company;
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3) elect and remove the firm of auditors for the carrying out of the audit of annual financial statements, set lhe
condilions for auditor remuneration;

4) delermine the class, number, nominal valve and the minimum issue price of the shares issued by the company;
5) take a decision regarding conversion of the company's shares of one class into shares of another class,
approve the share conversion procedure;

6) approve company's set of annual financial statements;

7) take a decision on profitioss appropriation;

8) take a decision on the formation, use, reduction and liquidation of reserves,;

9) take a decision on the issue of convertible debentures;

10) take a decision on withdrawal for all the shareholders the right of pre-emption in acquiring the company’s
shares or convertible debentures of a specific issue:

11) take a decision on increase of the authorized capital:

12) take a decision on reduction of the authorized capital, except where otherwise provided for by Law on
Companies;

13) take a decision for the company to purchase own shares;

14) take a decision on the reorganization or split-off of the company and approve the terms of reorganization or
split-off;

15) take a decision on transformation of the company;

16) take a decision on restructuring of the company;

17) take a decision on liquidation of the company, cancellation of the liquidation of the company, except where
otherwise provided for by Law on Companies;

18) elect and remove from office the liquidator of the company, except where otherwise provided for by this Law.

The General Meeting of Shareholders may also decide on other matters assigned within the scope of its powers
by the Articles of Association of the company, unless these have been assigned under this Law within the scope
of powers of other organs of the company and provided that, in their essence, these are not the funclions of the
management organs,

The General Meeting of Shareholders shall take the following decisions by a qualified majority vote that must be
not less ihan 2/3 of all the votes caried by the shares held by the sharehoiders attending the Meeting:

1) amending of the Articles of Association of the company, except where otherwise stipulated by Law on
Companies;

2) determination of the class, number, nominal value and the minimum issue price of the shares issued by the
company;

3) conversion of the company’s shares of one class into shares of another class, approval of the share
conversion procedure;

4) replacement of a private limited liability company’s share certificates with shares;

5) building up, drawing on, reduction or liquidation of reserves;

6) issuance of convertible debentures;

7) increase of the authorized capital;

8) reduction of the authorized capital, except where otherwise stipulated by the Law on Companies;

8) reorganization or split-off of the company or approval of the terms of reorganization or split-off of the company:
10} reorganization or split-off of the company or approval of the terms of reorganization or split-off of the
company;

11) restructuring of the company;

12) liquidation of the company and cancellation of the company's liquidalion, except where otherwise stipulated
by this Law.

The decision to withdraw for all shareholders the pre-emption right in acquiring the company's newly issued
shares or convertible debentures of a specific issue shall require a qualified majority vote that must be not less
than 3/4 of all the votes carried by the shares of the shareholders present at the General Meeting of Shareholders
and entitted to vote when deciding on the issue

9. Regulation of change of Company's Articles of Association
Changes of Company's Articles of Association are changed according to legal requirements.
10. Information on Company’s managing bodies

The Company has its General Meeting of Shareholders, collegiate managing body Managing Board and
managing body — Company’s General Director. Managing Board is elected by the General Meeting of
Shareholders for four years period. Managing Board is comprised from 6 members. Quantitative operating system
is established within the Company. This means that the Company in various transaclions is represented by the
General Director and one of the Board members. Company's General Director is elected and resigned by
Company's Managing Board. Salary and job regulations of General Director are also approved by the Managing
Board.
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Information on Managing Board members of Dvaréioniy keramika AB:

Name, Surname, Term of office Number of Participation in Participation in other
position (from - to} Company's other companies’ share capital
shares held companies’
operations
Mr. Juozas From 9 February - President of 35.4 % voting rights of Raico
Raielis, 2010 to 13 July Raico group UAB | group UAB
Chairman of the 2013
Board
Mr. Audris From 13 July 2009 - - =
imbrasas, to 13 July 2013
Beard memeber
Mr. Giedrius From 13 July 2009 | - - -
Kolesnikovas to 13 July 2013
Mrs. Liudmila From 13 July 2009 10 shares - 7.65 % of voting rights of
Suboé to 13 July 2013 Baltijos keramika UAB
Mr. Mindaugas From 13 July 2008 | - - 50 % of voting rights of Dvary
Buéas to 13 July 2013 keramika UAB

Mr. Remigijus Seris ~ General Director of the Gom

pany. He has a higher education, works within the Company

starting from 18 February 2013. He does not hold any shares of the Company. From 13 July 2009 ic 15 February
2013 General Director of the Company was Audris Imbrasas.

Mrs. Elona Suveizdien& — chief accountant. She has a hi

2012. She does not hold any shares of the Company.

During 2012 the Company accounted for LTL 374,398 of rem

The average one-month salary is LTL 7 800,

During 2011 the Company accounted for LTL 381,233 of remunera

The average one-month salary is LTL 7 942.

gher education, works within the Company from 27 June

uneralion expenses to the Company's management.

tion expenses to the Company’s management.

During 2012 the Company and its employees did not arrange any significant arrangements.

Information on material related party transactions is disclosed in Note 29 of the Explanatory notes.

11. Information on Company’s branches and affiliates

The Company does not hold any branches of affiliates

12. Important events of the year

On 28 February 2012 the Board decision was made to o
Teliai, Plungé ir Utena has signed franchise agreement.

ptimize performance, Dvardioniy keramika AB and

On 29 April 2012 Dvargioniy keramika AB added information to the Annual Report for the year 2011,

On 28 August 2012 the Company announced not audited interim fina

2012 and the result for the first six month of the year 2012,

All information is presented on the Company’s website http:/iwww .keramika.lt/announcements

13. The Company's plans and forecasts

The Company does not publicly announce its plans and forecasts.

14. Information about the research and development activities.

The Company did not conduct any research and development activities.

ncial statements for ihe six month of the year

15. When the Company uses financial derivatives and when it is important for valuation of the
Company’s assets, shareholders equity, liabilities, financial status and results, the Company
discloses the goals of financial risk management, used hedging instruments which are

accounted as such for main grou

liquidity risk and cash flow risk.

ps of planned transactions as well as extent of pricing risk,
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The Company did not use any derivative financial instruments, which are important in assessing the Company's
assets, equity, liabilities, financial position and resuits.

16. Transactions of Dvaréloniy keramika AB equity securities in regulated financial markets

Company's ordinary shares are listed on NASDAQ OMX Baltic Secondary list. Trading statistics is provided
below:

Reporting period Price, LTL
Highest Lowest Last Session
| gquarter of 2012 0.210 0.071 0.110
Il quarter of 2012 0.210 0.110 0.110
Ill quarter of 2012 0.250 0.110 0.120
IV quarter of 2012 0.121 0.120 0.120
Reporting period Price (Lt)
Highest Lowest Last Session
| quarter of 2011 0,210 0,071 0,110
Il quarter of 2011 0,210 0,110 0,110
lll quarter of 2011 0,250 0,110 0,120
IV quarter of 2011 0,121 0,120 0,120
| quarter Il quarter Il quarter IV quarter
Ratio 2012 m. 2011 2012 m. 2011 2012 m, 2011 2012 m. 2011
Open price - 0.150 - 0.110 0,160 0.110 0.160 0.120
Highest price 0,120 0.210 0,23010 0.210 0,160 0.250 0,160 0.121
Lowest price 0,110 0.071 0,150 0.110 0,150 0.110 0,061 0.120
Last price 0,110 0.110 0,150 0.110 0,160 0.120 0,061 0.120
Turnover, units 1343 435 4860 801 1590 4327 3211 969
Turnover,
million LTL 156,34 0.00 955,03 0.00 24217 0.00 380,52 0.00
Capitalization,
million LTL 1,19 1.19 1,19 1.19 1,18 1.19 1,19 1.19
Ratio 2012 2011
Open price 0,120 0.150
Highest price 0,230 0.071
Lowest price 0,081 0.414
Last price 0,120 0.120
Turnover, units 11004 6,532
Turnover, million LTL 0,00 0.00
Capitalization, million LTL 1,19 1.19
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DVARCIONIY KERAMIKA AB disclosure form regarding the Compliance with the Governance
Code for the Companies Listed on AB NASDAQ OMX Vilnlus Regulated Market

PRINCIPLES! RECOMMENDATIONS

YES/NO
INOT

APPLICABLE

COMMENTARY

Principle I: Basic Provisions

The overriding objectlve of the company should be to operate in common interests of all the shareholders

by optimizing over time shareholder value.

1.1. A company should adopt and make public the
company’s development strategy and objectives by
clearly declaring how lhe company intends to meet
the interests of its shareholders and optimize
shareholder value,

No

The Company has prepared development
strategy, which is nol announced publicly.

1.2, All management bodies of a company should
act in furtherance of the declared strategic
objectives in view of the need to optimize
shareholder value.

Yes

1.3. A company's supervisory and management
bodies should act in close co-operation in order to
attain maximum benefit for the company and its
shareholders.

Yes

1.4. A company's supervisory and management
bodies should ensure that the rights and interests of
persons other than the company's shareholders
(e.g. employees, creditors, suppliers, clients, local
community), parlicipating in or connected with the
company’s operation, are duly respected.

Yes

The Company seeks to ensure rights of all
major stakeholders.

Principle II: The corporate governance framework

The corporate governance framework should ensure the strategic guldance of the company, the effective
oversight of the company’s management bodies, an appropriate balance and distribution of functions
between the company’'s bodies, protsction of the shareholders’ interests.

2.1. Besides obligatory bodies provided for in the
Law on Companies of the Republic of Lithuania —
a general shareholders’ meeting and the chief
executive officer, it is recommended that a
company should set up both a collegial
supervisory body and a collegial management
body. The setting up of collegial bodies for
supervision and management facilitates clear
separation of management and supervisory
functions in the company, accountability and
control on the part of ihe chief executive officer,
which, in its tum, facilitate a more efficient and
fransparent management process,

Yes

The governing bodies of the Company are:
general meeting of shareholders, Board of
directors and chief execulive officer.

2.2, A collegial management body is responsible
for the strategic management of the company and
performs other key functions of corporate
governance. A collegial supervisory body is
responsible for the effective supervision of the
company's management bodies.

Yes

The Company's collegial management body is
Board of directors.

2.3. Where a company chooses lo form only one
collegial body, it is recommended that it should be

Not
applicable
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a supervisory body, i.e. the supervisory board. In
such a case, ihe supervisory board is responsible
for the effective monitoring of the functions
performed by the company's chief execulive
officer,

2.4. The collegial supervisory body to be elected
by the general shareholders’ meeting should be
set up and should act in the manner defined in
Principles Ill and |V. Where a company shouid
decide not to set up a collegial supervisory body
but rather a collegial management body, i.e. the
board, Principles Il and IV should apply to the
board as long as that does not contradict the
essence and purpose of this body,

No

2.5. A Company's management and supervisory
bodies should comprise such number of board
(execulive directors) and supervisory (non-
executive directors) board members that no
individual or small group of individuals can
dominate decision-making on the part of these
bodies.

Yes

The Board of directors consists of 5 members.

2.6. Non-executive directors or members of the
supervisory board should be appointed for
specified terms subject to individual re-election, at
maximum intervals provided for in the Lithuanian
legislation with a view to ensuring necessary
development of professional experience and
sufficiently frequent reconfirmation of their status.
A possibility to remove them should also be
stipulated however this procedure should not be
easier than the removal procedure for an
executive director or a member of the
management board.

No

2.7. Chairman of the collegial body elected by the
general shareholders’ meeting may be a person
whose current or past office constitutes no
obstacle to conduct independent and impartial
supervision. Where a company should decide not
to set up a supervisory board but rather the board,
it is recommended that the chairman of the board
and chief executive officer of the company should
be a different person. Former company's chief
execulive officer should not be immediately
nominated as the chainman of the collegial body
elected by the general shareholders’ meeting.
When a company chooses to departure from these
recommendations, it should furnish information on
the measures it has taken to ensure impartiality of
the supervision.

No
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Principle lll: The order of the formation of a collegial body to be elacted by a general shareholders’

meeting

The order of the formation a collegial body to be elected by a general shareholders’ meeting should
ensure representation of minority shareholders, accountability of this body to the sharehoiders and
objective monitoring of the company’s operation and its management bodies.

3.1. The mechanism of the formation of a collegial
body to be elected by a general shareholders'
meeting (hereinafter in this Principle referred to as
the ‘collegial body') should ensure objeclive and
fair monitoring of the company's management
bodies as well as representation of minority
shareholders.

No

3.2, Names and sumames of the candidates to
become members of a collegial body, information
aboutl their education, qualification, professional
background, positions taken and potential conflicts
of interest should be disclosed eary enough
before the general shareholders’ meeting so that
the shareholders would have sufficient time to
make an informed voting decision. All factors
affecting the candidate's independence, the
sample list of which is set out in Recommendation
3.7, should be also disclosed. The collegial body
should also be informed on any subsequent
changes in the provided information. The collegial
body should, on yearly basis, collect data provided
in this item on its members and disclose this in the
company's annual report.

Yes

The Company complies with the

recommendation.

3.3, Should a person be nominated for members
of a collegial body, such nomination should be
followed by the disclosure of information on
candidate’s particular competences relevant to
hisher service on the collegial body. In order
shareholders and investors are able to ascertain
whether member's competence is further relevant,
the collegial body should, in its annual report,
disclose the information on its composition and
particular competences of individual members
which are relevant to their service on the collegial
body.

Yes

The Company complies with the

recommendation.

3.4. In order to maintain a proper balance in terms
of the cumrent qualifications possessed by ils
members, the collegial body should determine its
desired composition with regard to the company’s
structure and activities, and have this periodically
evaluated. The collegial body should ensure that it
is composed of members who, as a whole, have
the required diversity of knowledge, judgment and
experience to complete their tasks properly. The
members of the audit committee, collectively,
should have a recent knowledge and relevant
experience in the fields of finance, accounting
and/or audit for the stock exchange listed
companies.

Yes

The Company's collegial body members are
qualified specialisis.

3.5. All new members of the collegial body should
be offered a tailored program focused on
introducing a member with his/her duties,
corporate organization and activities. The collegial
body should conduct an annual review to identify
fields where its members need to update their

No
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skills and knowledge.

3.6. In order to ensure that all material conflicts of
interest related with a member of the collegial
body are resolved properly, the collegial body
should comprise a sufficient number of
independent members.

No

3.7. A member of the collegial body should be
considered to be independent only if he/she is free
of any business, family or other relalionship wilh
the company, its controlling shareholder or the
management of either, that creates a conflict of
interest such as to impair his judgment. Since all
cases when member of the collegial bedy is likely
to become dependent are impossible to list,
moreover, relationships and circumstances
associated with the determination of independence
may vary amongst companies and the best
practices of solving this problem are yet to evolve
in 1the course of time, assessment of
independence of a member of the collegial bady
should be based on the contenls of the
relationship and circumstances rather than their
form. The key criteria for identifying whether a
member of {he collegial body can be considered to
be independent are the following:

1} Hefshe is not an executive director or
member of the board (if a collegial body
elected by the general shareholders’
meeting is the supervisory board) of the
company or any associated company and
has not been such during the last five
years;

2} He/she is not an employee of the company
or some any company and has not been
such during the last ihree years, except
for cases when a member of the collegial
body does not belong to the senior
management and was elected to ihe
collegial body as a representative of the
employees;

3) Hefshe is not receiving or has been not
receiving significant additional
remuneration from the company or
associated company other than
remuneration for the office in the collegial
body. Such addilional remuneration
includes participation in share options or
some other performance based pay
systems; it does not include
compensation payments for the previous
office in the company (provided that such
payment is no way related with later
position} as per pension plans (inclusive
of deferred compensations);

4) He/she is not a controlling shareholder or
representative of such shareholder
(control as defined in the Council
Directive 83/349/EEC Arlicle 1 Part 1);

5) He/she does not have and did not have any
material business relations with the
company or associated company within
the past year directly or as a pariner,
shareholder,  director _or  superior

No

The Company's financial statemenis disclose
the related parties’ transaclions as required by
the Intemational financial reporting standards.
Transactions between the related parlies are
performed using arm's length principle.

No other means to evaluate the independence
of members of governing bodies are applied
because no means are specified in internal
documents of 1{he Company (statute,
regulations).
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employee of the subject having such
relationship. A subject is considered to
have business relations when it is a major
supplier or service provider (inclusive of
financial, legal, counseling and consulting
services), major client or organization
receiving significant payments from the
company or its group;

6) He/she is not and has not been, during the
last three years, partner or employee of
the current or former external audit
company of the company or associated
company;

7) Hefshe is not an execulive director or
member of the board in some other
company where executive director of the
company or member of the board (if a
collegial body elected by the general
shareholders’ meeting is the supervisory
board) is non-execulive director or
member of the supervisory board, he/she
may not also have any other malterial
relationships with executive directors of
the company that arise from ftheir
participation in activilies of other
companies or bodies;

8) He/she has not been in the position of a
member of the collegial body for over
than 12 years;

9) Hefshe is not a close relative 1o an
execulive director or member of the
board (if a collegial body elected by the
general shareholders' meeting is the
supervisory board) or to any person listed
in above items 1 to 8, Close relalive is
considered to be a spouse (common-law
spouse), children and parents.

3.8. The determination of whal constitutes
independence is fundamentally an issue for the
collegial body ilself to determine. The collegial
body may decide that, despite a particular member
meets all the criteria of independence laid down in
this Code, he cannot be considered independent
due to special personal or company-related
circumstances.

No

The Company has not specified the conceplion
of independence.
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3.9. Necessary information on conclusions the
collegial body has come to in its determination of
whether a particular member of the body should
be considered to be independent should be
disclosed. When a person is nominated to become
a member of the collegial body, the company
should disclose whether it considers the person to
be independent. When a particular member of the
collegial body does not meet one or more criteria
of independence set out in this Code, the company
should disclose its reasons for nevertheless
considering the member to be independent. In
addition, the company should annually disclose
which members of the collegial body it considers
to be independent.

No

3.10. When one or more criteria of independence
set out in this Code has not been met throughout
the year, the company should disclose its reasons
for considering a particular member of the collegial
body to be independent. To ensure accuracy of
the information disclosed in relation with the
independence of the members of the collegial
body, the company should require independent
members to have their independence periodically
re-confirmed.

No

3.11. In order to remunerate members of a
collegial bady for their work and participation in the
meetings of the collegial body, ihey may be
remunerated from the company's funds. The
general shareholders’ meeting should approve the
amount of such remuneration.

Not
applicable

Principle IV: The duties and liabilities of a collegial body elected by the general shareholders’ meeting

The corporate governance framework should ensure proper and effective functioning of the collegial
body elected by the general shareholders’ meeting, and the powers granted to the collegial body should
ensure effective monitoring of the company's management bodies and protection of interests of all the

company's shareholders.

4.1. The collegial body elected by the general
shareholders' meeting (hereinafter in this Principle
referred to as the ‘collegial body') should ensure
integrity and transparency of the company’s
financial slatements and the control system. The
collegial body should issue recommendations to
the company’s management bodies and monitor
and control the company's management
performance,

Yes

4.2. Members of the collegial body should act in
good faith, with care and responsibility for the
benefit and in the interests of the company and ils
shareholders with due regard to the interests of
employees and public welfare. Independent
members of the collegial body should (a) under all
circumstances maintain independence of their
analysis, decision-making and actions (b) do not
seek and accept any unjustified privileges that
might compromise their independence, and (c)
clearly express their objections should a member
consider that decision of the collegial body is
against the interests of the company. Should a
collegial body have passed decisions independent
member has serious doubts about, the member
should make adequate conclusions. Should an
independent member resign from his office, he

Yes

The Company complies with the
recommendation.
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should explain the reasons in a letter addressed to
the collegial body or audit committee and, if
necessary, respective company-not-pertaining
body (institution).

4.3. Each member should devote sufficient time
and attention to perform his duties as a member of
the collegial body. Each member of the collegial
body should limit other professional obligations of
his {in parlicular any directorships held in other
companies) in such a manner they do not interfere
with proper performance of dulies of a member of
the collegial body. In the event a member of the
collegial body should be present in less than a half
of the meetings of the collegial body throughout
the financial year of the company, shareholders of
the company should be notified.

Yes

The Company complies with the
recommendation. The members of collegial
bodies perform its functions: actively participate
in collegial body meelings and devote enough
of their time for such meetings.

4.4, Where decisions of a collegial body may have
a different effect on the company's shareholders,
the collegial body should treat all shareholders
impartially and fairly. It should ensure that
shareholders are properly informed on the
company's affairs, strategies, risk management
and resolution of conflicts of interest. The company
should have a clearly established role of members
of the collegial body when communicating with and
committing to shareholders.

Yes

The Company
recommendation,

complies with the

4.5. It is recommended that transaclions (except
insignificant ones due to their low value or
concluded when camying out routine operations in
the company under usual conditions), concluded
between the company and its shareholders,
members of the supervisory or managing bodies or
ather natural or legal persons that exert or may
exert influence on the company's management
should be subject to approval of the collegial body.
The decision concerning approval of such
transactions should be deemed adopted only
provided the majority of the independent members
of the collegial body voted for such a decision.

Yes

Transactions between the Company and its
sharghoiders, members of the Management
Board and Supervisory Council and other
natural or legal persons who has influence or
may have influence on the Company's
management are approved according to the
procedures specified in the stalute of the
Company.

4.6. The collegial body should be independent in
passing decisions that are significant for the

company's operations and strategy. Taken
separately, the collegial body should be
independent of the company’s management

bodies. Members of the collegial body should act
and pass decisions without an outside influence
from the persons who have elected it. Companies
should ensure that the collegial body and its
committees are provided with sufficient
administrative and financial resources to discharge
their duties, including the right to obtain, in
particular from employees of the company, all the
necessary information or to seek independent
legal, accounting or any other advice on issues
pertaining to the competence of the collegial body
and its committees.

Yes

4.7. Activities of the collegial body should be
organized in a manner that independent members
of the collegial body could have major influence in
relevant areas where chances of occurrence of
cenflicts of interest are very high. Such areas to be
considered as highly relevant are issues of
nomination of company’s directors, determination
of directors’ remuneration and conirol and

Yes
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assessment of company's audit. Therefore when
the mentioned issues are attributable to the
competence of the collegial body, it is
recommended that the collegial body should
establish nomination, remuneration, and audit
committees. Companies should ensure that the
functions  attributable to the nomination,
remuneration, and audit committees are carried
out. However they may decide to merge these
functions and set up less than three committees. In
such case a company should explain in detail
reasons behind the selection of alternative
approach and how the selected approach complies
with the objectives set forth for the three different
committees. Should the collegial body of the
company comprise small number of members, the
functions assigned to the three committees may be
performed by the collegial body itself, provided that
it meets composition requirements advocated for
lhe committees and that adequate information is
provided in this respect. In such case provisions of
this Code relating to the committees of the collegial
body (in particular with respect to their role,
operation, and transparency) should apply, where
relevant, to the collegial body as a whole,

4.8. The key objective of the committees is to
increase efficiency of the aclivities of the collegial
body by ensuring that decisions are based on due
consideralion, and to help organize its work wilh a
view to ensuring that the decisions it takes are free
of material conflicts of interest. Committees should
present the collegial body with recommendalions
concerning the decisions of the collegial body.
Neveriheless the final decision shall be adopted by
the collegial body. The recommendation on
crealion of committees is not intended, in principle,
to constrict ihe competence of the collegiai body or
to remove the matters considered from the purview
of the coliegial body itself, which remains fully
responsible for the decisions taken in its field of
competence.

No

4.9. Committees established by the collegial body
should nomally be composed of at least three
members. In companies with small number of
members of the collegial body, they could
exceptionally be composed of two members.
Majority of the members of each committee should
be constituted from independent members of the
collegial body. In cases when the company
chooses not to set up a supervisory board,
remuneration and audit committees should be
entirely comprised of non-executive directors.
Chairmanship and membership of the committees
should be decided with due regard to the need to
ensure that committee membership is refreshed
and that undue reliance is not placed on particular
individuals.

No
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4.10. Authority of each of the committees should
be determined by the collegial body. Committees
should perform their duties in line with authority
delegated to them and inform the collegial body on
their activities and performance on regular basis.
Authority of every committee stiputating the role
and righls and duties of the committee should be
made public at least once a year (as part of the
informalion disclosed by the company annually on
its corparate governance structures and practices).
Companies should also make public annually a
statement by existing committees on their
composition, number of meetings and attendance
over the year, and their main activities. Audit
committee should confirm that it is satisfied with
the independence of the audit process and
describe briefly the actions it has taken fo reach
this conclusion,

No

411. In order to ensure independence and
impartiality of the commitiees, members of the
collegial body that are not members of the
committee should commonly have a right to
participate in the meetings of the committee only if
invited by the committee. A committee may invite
or demand participation in lhe meeting of particular
officers or experts. Chairman of each of the
committees should have a possibility to maintain
direct communicalion with the shareholders.
Events when such are to be performed should be
specified in the regulations for committee activities.

No

4.12. Nomination Committee.

4.12.1. Key functions of the nomination committee
should be the following:

1) Identify and recommend, for the approval of the
collegial body, candidates to fill board vacancies.
The ncemination committee should evaluate the
balance of skills, knowledge and experience of the
management body, prepare a description of the
roles and capabilities required to assume a
particular office, and assess the time commitment
expected. Nomipatlion committee can also
consider candidates to members of the collegial
body delegated by the shareholders of the
company;

2) Assess on regular basis the siructure, size,
composition and performance of the supervisory
and  management bodies, and make
recommendations to the collegial body regarding
the means of achieving necessary changes;

3) Assess on regular basis the skills, knowledge
and experience of individual directors and report
on this to the collegial body;

4) Properly consider issues related to succession
planning;

5) Review the policy of the management bodies for
selection and appointment of senior management.

4.12.2. Nomination committee should consider
proposals by other parties, including management
and shareholders. When dealing with issues
related to executive directors or members of the
board (if a collegial body elected by the general
shareholders’ meetling is the supervisory board)
and senior management, chief executive officer of
the company should be consulted by, and entitled
to submit proposals to the nomination committee.

No
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4.13. Remuneration Committee.

4.13.1. Key functions of the remuneration
committee should be the following:

1) Make proposals for the approval of the collegial
body, on the remuneration policy for members of
management bodies and executive directors. Such
palicy should address all forms of compensation,
including the fixed remuneration, performance-
based remuneration schemes, pension
arrangements, and termination payments.
Proposals considering performance-based
remuneration schemes should be accompanied
with recommendations on the related objeclives
and evaluation criteria, with a view to properly
aligning the pay of execulive director and
members of the management bodies with the long-
term interests of the shareholders and the
objectives set by the collegial body;

2) Make proposals to the collegial body on the
individual remuneration for executive directors and
member of management bodies in order their
remuneratlions are consistent with company's
remuneration policy and the evaluation of the
perfomance of these persons concemed. In doing
50, lhe committee shouid be properly informed on
the tolal compensation obtained by executive
directors and members of lhe management bodies
from the affiliated companies;

3) Make proposals to the collegial body on suitable
forms of contracts for executive directors and
members of the management bodies;

4) Assist the collegial body in overseeing how the
company complies with applicable provisions
regarding the remuneration-related information
disclosure (in particular the remuneration policy
applied and individual remuneration of directors);
5) Make general recommendations to ihe
executive directors and members of the
management bodies on the level and structure of
remuneralion for senior management (as defined
by the collegial body) with regard to the respective
information provided by the executive directors
and members of the management bodies.

4.13.2. With respect to stock options and other
share-based incentives which may be granted to
directors or other employees, the committee
should;

1) Consider general policy regarding the granling
of the above mentioned schemes, in paricular
stock options, and make any related proposals to
the collegial body;

2) Examine the related information that is given in
the company's annual report and documents
intended for the use during the shareholders
meeting;

3) Make proposals fo the collegial body regarding
the choice between granting options to subscribe
shares or granting options to purchase shares,
specifying the reasons for its choice as well as the
consequences that this choice has.

4.13.3. Upon resolulion of the issues attributable
to the competence of the remuneration committee,
the committee should at least address the
chaiman of the collegial body andfor chief
executive officer of the company for their opinion

No
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on the remuneration of other executive directors or
members of the management bodies.

4.14. Audit Committee,

4.14.1. Key functions of the audit committee
should be the following:

1) Observe the integrity of the financial information
provided by the company, in particular by
reviewing the relevance and consistency of the
accounting methods used by the company and its
group (including the criteria for the consolidation of
ihe accounts of companies in the group);

2) At least once a year review lhe systems of
internal control and risk management to ensure
that the key risks (inclusive of the risks in refation
with compliance with existing laws and
regulations} are properly identified, managed and
reflected in the information provided;

3} Ensure the efficiency of the intemal audit
function, among other things, by making
recommendalions on the selection, appointment,
reappointment and removal of the head of the
internal audit department and on the budget of the
department, and by moenitoring the responsiveness
of the management to its findings and
recommendations. Should there be no intemnal
audil authority in the company, the need for one
should be reviewed at least annually;

4) Make recommendations to the collegial body
related with selection, appointment, reappointment
and removal of the external auditor {to be done by
the general shareholders’ meeting) and with the
terms and conditions of his engagement. The
committee should investigate situations that lead
to a resignation of the audit company or auditor
and make recommendations on required actions in
such situations;

5) Monitor independence and impartiality of the
external auditor, in particular by reviewing the
audil company's compliance with applicable
guidance relating to the rotation of audit partners,
the level of fees paid by the company, and similar
issues. In order to prevent occurrence of material
conflicts of interest, the committee, based on the
auditor's disclosed inter alia data on all
remunerations paid by the company to the auditor
and network, should at all times monitor nature
and extent of the non-audit services, Having
regard to the principals and guidelines established
in the 16 May 2002 Commission Recommendation
2002/590/EC, the committee should determine
and apply a formal policy establishing types of
nen-audit services that are (a) excluded, (b)
permissible only after review by the committee,
and (c) permissible without referral to the
committee;

6) Review efficiency of the external audit process
and responsiveness of management to
recommendations made in the external auditor's
management letter.

4.14.2. Al members of the committee should be

No

The Company has no internal audit committee.
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furnished with complete information on particulars
of accounting, financial and other operations of the
company. The Company's managemen{ should
inform the audit committee of the methods used to
account for significant and unusual transactions
where the accounting treatment may be open to
different approaches. In such case a special
consideration should be given io company's
operations in offshore centers andfor activities
carried out through special purpose vehicles
(organizations) and justificalion of such operations.

4.143. The audit committee should decide
whether panrticipation of the chairman of the
collegial body, chief executive officer of the
company, chief financial officer (or superor
employees in charge of finances, treasury and
accounting), or internal and external auditors in the
meetings of the committee is required (if required,
when). The committee should be entitled, when
needed, to meet with any relevant person without
executive directors and members of the
management bodies present.

4.14.4. Intemal and external auditors should be
secured with not only effective working relationship
with management, but also with free access fo the
collegial body. For this purpose t{he audit
committee should act as the principal contact
person for the internal and external auditors.

4.14.5. The audit committee should be informed of
ihe intemnal auditor's work program, and should be
furnished with intermal audit's reports or periodic
summaries. The audit committee should also be
infomed of the work program of the external
auditor and should be fumished with report
disclosing all relationships between the
independent auditor and the company and its
group. The committee should be timely furnished
information on all issues arising from the audit.

4.14.6. The audit committee should examine
whether the company is following applicable
provisions regarding the possibility for employees
to report alleged significant irregularities in the
company, by way of complaints or through
anonymous  submissions (normally to an
independent member of the collegial body), and
should ensure that there is a procedure
established for proportionate and independent
invesligation of these issues and for appropriate
follow-up action.

4.14.7. The audit committee should report on ils
activities to the collegial body at least once in
every six months, at the time the yearly and half-
yearly statements are approved.

4.15. Every year the collegial body should conduct
the assessment of its aclivities. The assessment
should include evaluation of collegial body's
structure, work organization and ability to act as a
group, evaluation of each of the collegial body
member's and commitiee's competence and work
efficiency and assessment whether the collegial
body has achieved its objectives. The coliegial
body should, at least once a year, make public (as
part of the information the company annually

Yes

The collegial body conducts the assessment of
its activities and reviews its objectives.
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discloses on its management structures and
practices) respective informalion on its internal
organization and working procedures, and specify
what material changes were made as a result of
the assessment of the collegial bedy of its own
activities,

Principle V: The working procedure of the company’s collegial bodies

The working procedure of supervisory and management bodies established in the company should
ensure efficient operation of these bodies and decision-making and encourage active co-operation
between the company's bodies.

5.1. The company’s supervisory and management | Yes The Company complies with the
bodies (hereinafter in this Principle the concept recommendation.

‘collegial bodies’ covers both the collegial bodies
of supervision and the collegial bodies of
management) should be chaired by chairpersons
of these bodies. The chairperson of a collegial
body is responsible for proper convocation of the
collegial body meetings. The chairperson should
ensure that information about the meeting being
convened and its agenda are communicated to all
members of the body. The chairperson of a
collegial body should ensure appropriate
conducting of the meetings of the collegial body.
The chairperson should ensure order and working
atmosphere during the meeting.

5.2. It is recommended that meelings of the | Yes The Company complies with the
company's collegial bodies should be carried out recommendation.

according to the schedule approved in advance at
certain intervals of time. Each company is free to
decide how often to convene meetings of the
collegial bodies, but it is recommended that these
meetings should be convened at such intervals,
which would guarantee an interrupted resolution of
the essential corporate governance issues.
Meetings of the company’s supervisory board
should be convened at least once in a quarter, and
the company's board should meet at least once a
month,
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5.3. Members of a collegial body should be notified | Yes The Company  complies with the
about the meeting being convened in advance in recommendation.

order to allow sufficient time for proper preparation
for the issues on the agenda of the meeling and to
ensure fruitful discussion and adoption of
appropriate decisions. Alongside with the notice
about the meeting being convened, all the
documents relevant to the issues on the agenda of
the meeting should be submitted to the members
of the collegial body. The agenda of the meeting
should not be changed or supplemented during
the meeting, unless all members of the collegial
body are present or cerlain issues of great
importance to the company require immediate

resolution.
54, In order to co-ordinate operation of the | Yes The Company complies with the
company's collegial bodies and ensure effective recommendation.

decision-making process, chairpersons of the
company’s coliegial bodies of supervision and
management should closely co-operate by co-
coordinating dates of the meetings, their agendas
and resolving other issues of corporate
governance. Members of the company's board
should be free to attend meetings of the
company's supervisory board, especially where
issues concerning removal of the board members,
their liability or remuneration are discussed.

Principle VI: The equitable treatment of shareholders and shareholder rights

The corporate governance framework should ensure the equitable treatment of all shareholders,
including minority and forelgn shareholders. The corporate governance framework should protect the
rights of the shareholders.

6.1. It is recommended that the company’s capital | Yes The Company's capital consists only of the
should consist only of the shares that grant the ordinary shares that give the same voting,
same rights to voting, ownership, dividend and ownership, dividend and other rights to all of
other rights to all their holders. their holders.

6.2. It is recommended that investors should have | Yes The Company complies wilh the
access to the informalion concerning the rights recommendation.

attached lo the shares of the new issue or those
issued earlier in advance, ie. before they
purchase shares.

6.3. Transaclions that are important to the | Yes Transaclions are made on the basis prescribed
company and ils shareholders, such as (transfer, in the Company's statute.

investment, and pledge of the company's assets
or any other type of encumbrance should be
subject to approval of the general shareholders’
meeting. All shareholders should be fumished
with equal opporlunity to familiarize with and
participate in the decision-making process when
significant corporate issues, including approval of
transactions referred to above, are discussed.

6.4. Procedures of convening and conducling a | Yes Procedures of convening and conducting a
general shareholders’ meeting should ensure general shareholders’ meeting ensure equal
equal opportunities for the shareholders to opporlunities for the shareholders to effectively
effectively participate at the meetings and should parlicipate at the meetings and not prejudice
not prejudice the righls and interests of the the rights and interests of the shareholders.

shareholders. The venue, date, and time of the
shareholders' meeting should not hinder wide
attendance of the shareholders. Prior to the
shareholders’ meeling, ihe company's supervisory
and management bodies should enable the
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shareholders to lodge questions on issues on the
agenda of the general shareholders’ meeting and
receive answers to them.

6.5, It is recommended that documents on the | Yes
course of the general shareholders’ meeting,
including draft resolutions of the meeting, should
be placed on the publicly accessible website of
the company in advance. It is recommended that
the minutes of the general shareholders’ meeting
after signing them and/or adopted resolutions
should be also placed on the publicly accessible
website of the company. Seeking to ensure the
right of foreigners to familiarize with the
information, whenever feasible, documents
referred to in this recommendation should be
published in English andfor other foreign
languages. Documents referred to in this
recommendation may be published on the publicly
accessible website of the company to the extent
that publishing of these documents is not
detrimental to the company or the company's
commercial secrets are not revealed.

Public announcements are made using Stock
exchange informalion system and in press.
Also, the announcements are placed in the
web page of the Company.

6.6. Shareholders should be furnished with the | Yes
opportunity to vote in the general shareholders’
meeting in person and in absentia. Shareholders
should not be prevented from voting in writing in
advance by completing the general voting ballot.

The Company complies with recommendation.

6.7. With a view to increasing the shareholders’ | No
opportunities to participate  effectively at
shareholders' meetings, the companies are
recommended to expand use of modem
technologies in voting processes by allowing the
shareholders to vote in general meetings via
terminal equipment of telecommunications. In
such cases security of telecommunication
equipment, text protection and a possibility to
identify the signature of the voting person should
be guaranteed. Moreover, companies could
furnish its shareholders, especially foreigners,
with the opportunity to watch shareholder
meetings by means of modern technologies.
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Principle VII: The avoidance of conflicts of interest and their disclosure

The corporate governance framework should encourage members of the corporate bodies to avoid
conflicts of interest and assure transparent and effective mechanism of disclosure of conflicts of interest

regarding members of the corperate bodies.

7.1. Any member of the company's supervisory | Yes
and management body should avoid a situation, in
which his/her personal interests are in conflict or
may be in conflict with the company’s interests. In
case such a situation did occur, a member of the
company's supervisory and managemen! body
should, within reasonable time, inform other
members of the same coliegial body or the
company's body that has elected him/her, or to the
company's shareholders about a situation of a
conflict of interest, indicate the nature of the
confiict and value, where possible.

The Company complies with the
recommendation.

7.2. Any member of the company's supervisory | Yes
and management body may not mix the
company's assets, the use of which has not been
mutually agreed upon, with hisfher personal assets
or use them or the information which he/she learns
by virtue of his/her position as a member of a
corporate body for his/her personal benefit or for
the benefit of any third person without a prior
agreement of the general shareholders’ meeting or
any other corporate body authorized by the
meeling.

The Company complies  with  the
recommendation.

7.3. Any member of the company's supervisory | Not

and management body may conclude a applicable

transaction with the company, a member of a
corporate body of which hefshe is. Such a
transaction (except insignificant ones due to their
low value or concluded when carrying out routine
operations in the company under usual conditions)
must be immediately reported in writing or
verbally, by recording this in the minutes of the
meeting, to other members of the same corporate
body or to the corporate body that has elected
himher or to the company's sharehoiders.
Transaclions speciffed in this recommendation are
also subject to recommendation 4.5.

7.4. Any member of the company's supervisory | Not

and management body should abstain from voling | applicable

when decisions concerning transactions or other
issues of personal or business interest are voted
on.

There were no such cases in 2012.

Principle VIll: Company's remuneration policy

Remuneration policy and procedure for approval, revisfon and disclosure of directors’ remuneration

established in the company should prevent potential confli
remuneratlon of directors, in addItion it should ensure pub
remuneration policy and remuneration of directors.

cts of interest and abuse in determining
licity and transparency both of company's

8.1. A company should make a public statement of | No
the company’s remuneration policy (hereinafter the
remuneration statement). This statement should
be part of the company’s annual accounts.
Remuneration statement should also be posted on
the company's website.

No such practice has been established in the
Company.
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8.2. Remuneration statement should mainly focus
on directors’ remuneration policy for the following
year and, if appropriate, the subsequent years,
The statement should contain a summary of the
implementation of the remuneralion policy in the
previous financial year. Special attention should be
given to any significant changes in company's
remuneralion policy as compared to the previous
financial year.

No

No such practice has been established in the
Company.

8.3. Remuneralion statement should include the
following information:

1) Explanation of the relative importance of the
variable and non-variable components of directors’
remuneration;

2) Sufficient information on performance criteria
that entitles directors to share oplions, shares or
variable components of remuneration;

3) Sufficient infermation on the linkage between
the remuneration and performance;

4) The main parameters and rationale for any
annual bonus scheme and any other non-cash
henefits;

5) A description of the main characteristics of
supplementary pension or early relirement
schemes for directors.

No

No such practice has been established in lhe
Company.

8.4. Remuneration statement should also
summarize and explain company's policy
regarding the terms of the contracts executed with
executive directors and members of the
management bodies. It should include, inter alia,
infoomation on the duration of contracts with
executive directors and members of the
management bodies, the applicable notice periods
and details of provisions for termination payments
linked to early termination under contracts for
executive directors and members of the
management bodies.

No

No such practice has been established in the
Company.

8.5. The information on preparatory and decision-
making processes, during which a policy of
remuneration of directors is being established,
should also be disclosed. Information should
include data, if applicable, on authorities and
composition of the remuneration committee,
names and sumames of external consultants
whose services have been used in determination
of the remuneration policy as well as the role of
shareholders’ annual general meeting.

No

No such practice has been established in the
Company.

8.6. Without prejudice to the role and organization
of the relevant bodies responsible for setting
directors’ remunerations, the remuneralion policy
or any other significant change in remuneration
policy should be included into the agenda of the
shareholders' annual general meeting.
Remuneration statement should be put for voting
in shareholders’ annual general meeting. The vote
may be either mandatory or advisory,

No

No such practice has been established in the
Company.

8.7. Remuneration statement should also contain
detailed information on the enlire amount of
remuneration, inclusive of other benefits, that was
paid to individual directors over the relevant
financial year. This document should list at least
lhe information set out in items 8.7.1 to 8.7.4 for
each person who has served as a director of the
company at any time during the relevant financial

No

The Company discloses payments to the
Board members in the explanatory notes of the
financial statements.
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year,

8.71. The following remuneration and/or
emoluments-related  information  should be
disclosed:

1} The total amount of remuneration paid or due to
the director for services performed during the
relevant financial year, inclusive of, where
relevant, attendance fees fixed by the annual
general shareholders meeting,;

2) The remuneration and advantages received
from any undertaking belonging to the same
group;

3) The remuneration paid in the form of profit
sharing andf/or bonus payments and the reasons
why such bonus payments and/or profit sharing
were granted;

4) If permissible by the law, any significant
additional remuneration paid to directors for
special services outside the scope of the usual
functions of a director;

5) Compensalion receivable or paid to each former
executive director or member of the management
body as a resull of his resignation from the office
during the previous financial year,

6) Total estimated value of non-cash benefils
considered as remuneration, other than the items
covered in the above points.

8.7.2. Regarding shares and/or rights to acquire
share oplions andfor all other share-incentive
schemes, the following information should be
disclosed:

1) The number of share options offered or shares
granted by the company during the relevant
financial year and their conditions of application;

2} The number of shares options exercised during
the relevant financial year and, for each of them,
the number of shares involved and the exercise
price or the value of the interest in the share
incentive scheme at the end of the financial year,
3) The number of share options unexercised at the
end of the financial year; their exercise price, the
exercise date and the main conditions for the
exercise of the rights;

4) All changes in the terms and conditions of
existing share options occuming during the
financial year.

8.7.3. The following supplementary pension
schemes-related information should be disclosed:
1) When the pension scheme is a defined-benefit
scheme, changes in lhe directors’ accrued benefits
under that scheme during the relevant financial
year;

2) When the pension scheme is defined-
contribution scheme, detailed information on
contributions paid or payable by the company in
respect of that director during the relevant financial
year,

8.7.4. The statement should also state amounts
that the company or any subsidiary company or
entity included in the consolidated annual financial
statements of the company has paid to each
person who has served as a director in the
company at any time during the relevant financial
year in the form of loans, advance payments or
guarantees, including the amount outstanding and
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the interest rate.

8.8. Schemes anticipating remuneration of
directors in shares, share options or any other
right to purchase shares or be remunerated on the
basis of share price movements should be subject
to the prior approval of shareholders’ annual
general meefing by way of a resolution prior to
their adoption. The approval of scheme should be
related with the scheme itself and not to the grant
of such share-based benefits under that scheme to
individual directors. All significant changes in
scheme provisions should also be subject to
shareholders’ approval prior to their adoption; the
approval decision should be made in shareholders’
annual general meeting. In such case
shareholders should be notified on all terms of
suggested changes and get an explanation on the
impact of the suggested changes.

No

No such practice has been established in the
Company.

8.9. The following issues should be subject to
approval by the shareholders’ annual general
meeting:

1) Grant of share-based schemes, including share
opfions, to directors;

2) Determination of maximum number of shares
and main conditions of share granting;

3} The term within which options can be exercised;
4) The conditions for any subsequent change in
the exercise of the options, if permissible by law;

5) All other long-term incentive schemes for which
directors are eligible and which are not available to
other employees of ithe company under similar
terms.

Annual general meeting should also set the
deadline within which the body responsible for
remuneration of directors may award
compensations listed in this arlicle to individual
directors.

No

8.10. Should national law or company’s Articles of
Association allow, any discounted option
arrangement under which any rights are granted to
subscribe to shares at a price lower than ihe
market value of the share prevailing on the day of
the price determination, or the average of the
market values over a number of days preceding
the date when the exercise price is determined,
should also be subject to the shareholders’
approval.

No

8.11. Provisions of Articles 8.8 and 8.9 should not
be applicable to schemes allowing for participation
under similar conditions to company’s employees
or employees of any subsidiary company whose
employees are eligible to participate in the scheme
and which has been approved in the shareholders'
annual general meeting.

No

8.12. Prior to the annual general meeting that is
intended to consider decision stipulated in Article
8.8, the shareholders must be provided an
opportunity to familiarize with draft resolution and
project-related notice {the documents should be
posted on the company's website). The notice
should contain the full text of the share-based
remuneration schemes or a description of their key
terms, as well as full names of the participants in
the schemes. Notice should also specify the

No
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relalionship of the schemes and the overall
remuneration policy of the directors. Draft
resolution must have a clear reference to the
scheme itself or to the summary of its key terms.
Shareholders must also be presented with
information on how the company intends to
provide for the shares required to meet its
obligations under incentive schemes. It should be
clearly stated whether the company intends to buy
shares in the market, hold the shares in reserve or
issue new ones. There should also be a summary
on scheme-related expenses the company will
suffer due to the anticipated application of the
scheme. All information given in this article must
be posted on the company's website.

Principle IX: The role of stakeholders in corporate governance

The corporate govemance framework should recognize the rights of stakeholders as established by law
and encourage actlve co-operation between companies and stakeholders In creating the company value,
jobs and financial sustainability. For the purposes of this Principle, the concept "stakeholders” includes
investors, employees, creditors, suppliers, cllents, local community and other persons having certain

interest in the company concemed.

9.1. The corporate governance framework should
assure that the rights of stakeholders that are
protected by law are respected.

Yes

The Company's management system assures
that the rights of stakeholders are protected
according to laws.

9.2. The corporate governance framework should
create conditions for the stakeholders to participate
in corporate governance in the manner prescribed
by law. Examples of mechanisms of stakeholder
participation in corporate govemance include:
employee participation in adoption of certain key
decisions for the company; consulting the
employees on corporate governance and other
important issues; employee participation in the
company's share capital; credilor involvement in
governance in the context of the company's
insolvency, etc,

Yes

9.3. Where stakeholders parlicipate in the
corporate governance process, they should have
access to relevant information.

Yes
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Principle X: Information disclosure and transparency

The corporate governance framework should ensure that timely and accurate disclosure is made on all
material Information regarding the company, including the financial situation, performance and

governance of the company.

10.1. The company should disclose informalion
on:

1) The financial and operating results of the
company;

2) The Company’s objectives;

3) Persons holding by the right of ownership or in
control of a block of shares in the company;

4) Members of the company's supervisary and
management bodies, chief executive officer of the
company and their remuneration;

5) Material foreseeable risk factors;

6) Transactions between the company and related
parties, as well as transactions concluded outside
the course of the company's regular operations;

7) Material issues regarding employees and other
stakeholders;

8) Governance structures and strategy.

This list should be deemed as a minimum
recommendation, while the companies are
encouraged not to limit themselves to disclosure of
the information specified in this list.

10.2, It is recommended that consolidated results
of the whole group to which the company belongs
should be disclosed when information specified in
item 1 of Recommendation 10.1 is wunder
disclosure.

10.3. It is recommended that information on the
professional background, qualifications of the
members of supervisory and management bodies,
chief executive officer of the company should be
disclosed as well as potential conflicts of interest
thal may have an effect on their decisions when
information specified in item 4 of Recommendation
10.1 about the members of the company's
supervisory and managemeni bodies is under
disclosure. It is also recommended {hat
information about ithe amount of remuneration
received from the company and other income
should be disclosed with regard to members of the
company's supervisory and management bodies
and chief executive officer as per Principle VIII.

10.4. It is recommended that information about the
links between the company and its stakeholders,
including employees, creditors, suppliers, local
community, as well as the company's policy with
regard fo human resources, employee
participation schemes in the company's share
capital, etc. should be disclosed when information
specified in item 7 of Recommendation 10.1 is
under disclosure.

Yes

The Company complies with recommendation.

10.5. Information should be disclosed in such a
way that neither shareholders nor investors are
discriminated with regard lo the manner or scope
of access to information. Information should be
disclosed to all simultanecusly. It is recommended
that notices about material evenis should be
announced before or after a trading session on the
AB NASDAQ OMX Vilnius, so that all the
company's shareholders and investors should

Yes

The Company provides information in English
and Lithuanian in AB NASDAQ OMX Vilnius
information system at the same time,
Information is announced in the stock exchange
trading system and web page. Such process
ensures that all the informafion users gels
information at the same time. The Company
also tries o announce essential information in
non-trade time — before or after trade sessions.
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have equal access to the information and make
informed investing decisions.

No comments, interview or other essenlial
information is provided before it becomes public
through official stock exchange information
system.

10.6. Channels for disseminating information
should provide for fair, timely and cost-efficient
access to relevant information by users., It is
recommended that information technologies
should be employed for wider dissemination of
information, for instance, by placing the
infformation on the company's website. I is
recommended that information should be
published and placed on the company's websile
not only in Lithuanian, but also in English, and,
whenever possible and necessary, in other
languages as well.

Yes

The Company sends information to the Stock
exchange and Securities Commission, and later
with some comments to the mass media. Al ihe
same time information is placed in {he official
website of the Company. Such process ensures
that all the informalion users gets information at
the same time.

The Company provides information in English
and Lithuanian.

10.7. It is recommended that the company's
annual reports and other periodical accounts
prepared by the company should be placed on the
company's website. It is recommended that the
company should announce informalion about
material events and changes in the price of the
company's shares on the Stock Exchange on the
company's website too.

Yes

The Company has updated its web site and
announces information specified in the
recommendation 10.7.

Principle XI: The selectlon of the company's auditor

The mechanism of the selection of the company's auditor should ensure independence of the firm of

auditor's conclusion and opinion.

11.1. An annual audit of the company's financial
statements and report should be conducted by an
independent firm of auditors in order to provide an
external and objective opinion on the company's
financial statements.

Yes

11.2, It is recommended that the company's
supervisory board and, where it is not set up, the
company's board should propose a candidate firm
of auditors to the general shareholders' meeting.

No

Candidate audit company is proposed by the
Board of directors. .

11.3. It is recommended that the company should
disclose to its shareholders the level of fees paid
to the firm of auditors for non-audit services
rendered to the company. This information should
be also known to the company’s supervisory board
and, where it is not formed, the company's board
upon their consideration which firm of auditors to
propose for the general shareholders’ meeting.

Not
applicable

Audit company has not provided any service
excepl audit itself.

During the period from 1 January 2009 to 8 July 2009 supervision of the activities of the Company was carried out
by the supervisory board of the Company. On 8 July 2009 members of ihe supervisory board of the Company
resigned, therefore from 8 July 2009 to 1 January 2010 functions of the supervisory board were not actually
executed. By the decision of the shareholders of the Company on 9 February 2010 the supervisory board as a
body carrying out the supervision of the activities of the Company has been canceled.

General Manager
Remigijus Seris

5 April 2013
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Notes 2012 2011

ASSETS

Property, plant and equipment 5 28 235 32 321
Intangible assets 6 2 2
Investment property 7 22 32
Investments in associates 8 300 300
Total non-current assets 28 559 32655
Inventories 9 10 506 11 524
Prepaid income tax - -
Trade and other receivables 10 34848 3647
Cash and cash equivalents 11 57 121
Total current assets 14 411 15 292
TOTAL ASSETS 42 970 47 947
EQUITY

Share capital 12 19 811 19 811
Legal reserve 12 125 125
Revaluation reserve 5 10 186 10 855
Accumulated losses {19 355) (14 721}
Total equity 10 767 16 070
LIABILITIES

Loans 14 - -
Finance lease liabilities 15 - 59
Deferred tax liabilities 28 1 950 2 080
Long term prepayments 29 1698 1649
Total non-current liabilities 3648 3788
Loans 14 19 026 18 815
Finance lease liabilities 15 97 114
Trade payables 17 7035 6 661
Prepayments 178 271
Other payables and accrued expenses 18 2219 2228
Total current liabilities 28 555 28 089
Total liabilities 32 203 31 877
TOTAL EQUITY AND LIABILITIES 42 970 47 947

The accompanying notes on pages from 43 to 68 are an integral part of these financial statements.

These financial statements were approved and signed on 5 April 2013; e
o
4 ////{/ /

General Manager 7 f"Accountant

Remigijus Seris #Elona Suveizdiené
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Income
Cost of sales

Gross profit

Other income
Seiling expenses
Administrative expenses

Result from operating activities

Finance income
Finance cost

Net finance cost

Loss before taxes
Income tax {expense) benefit

Net loss

Other comprehensive income, net of taxes

Total comprehensive income for the period,

net of taxes

Loss per share

Basic and diluted loss per share (in LTL)

The accompanying noles on pages from 43 to 685 are an integral part of these financial statements.

These financial statements were approve

Notes

19, 20
20, 21

22
23
24

26
26

28

13

d signed on 5 April 2013:

2012 2011
24 358 25127
(20 548) (20 773)
3810 4354
533 410
(5 115) (5 574)
(4 089) (3 476)
(4 861) (4 286)
9 221
(581) (817)
(572) (596)
(5 433) (4 882)
130 (103)
(5 303) (4 985)
669 1188
(4 634) (3 797)
(0,54) {0,50)

C
Vi

General Manager
Remigijus Seris

Chief Accesifitaht
Elona Suveizdiené
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Revalua- Accumu-
Share Legal tion lated Total
Notes capital reserve reserve losses equity
Balance as of 31 December
2010 19,811 125 12,043 (10,924} 21,055
Loss for the period - - - (4,985) {(4,985)
Decrease of revalualion reserve
due to depreciation or write-off
of revaluated assets - - (1,188) 1,188 -
Balance as of 31 December
2011 12 19,811 125 10,855 (14,721) 186,070
Loss for the period - - - (5 303) (5 303)
Decrease of revaluation reserve
due to depreciation or write-off
of revaluated assets 5 - - (669) 869
Balance as of 31 December 12
2012 19 811 125 10 186 (19 355) 10 767

The accompanying notes on pages from 43 to 68 are an intagral part of these financial statements.

These financial statements were approved and signed on 5 April 2013:

/’ﬂ
7
,." / /.j} /
/ /Z: K/
General Manager Chiﬂ%g_{ébfmtant
Remigijus Seris Elo Géizdiens
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Cash flow from operating activities:
Loss for the year

Adjustments for:
Depreciation and amortization
Net result from disposal and write-off of non-current assets
Impairment of non-current assets
Impairment of trade receivables
Write-off (reversal) of inventory to net realizable value
Interest, net
Deferred and income tax expenses

Change in inventories

Change in trade and other receivables

Change in trade and other payables

Change in prepayments

Change in other payables and accrued expenses

Interest paid
Income tax paid
Net cash from operating actlvities

Cash flows from investing activities:
Acquisitions of non-current tangible assets
Acquisilions of intangible assets

Proceeds from sales of non-current tangible assets
Interest received

Net cash from/used in investing activities

Cash flows from financing activities:

Loans received

Repaymeni of loans

Repayment of finance lease

Net cash used in financing activities

Net decrease in cash and cash equivalents

Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year

The accompanying notes on pages from 43 to 68 are an integral part of these financial statements.
nd signed on 5 April 2013

These financial statements were apprg

Notes

5,6,7

24
10

26
28

10
17

18

26

14
14
15

11
11

2012 201
(5 303) (4 985)
4105 4557
9 4
109 7
(163) (33)
345 509
(130) 206
4275 265
1181 (1442)
(310) 800
374 (716)
(44) 1263
(@) 495
1192 400
(139) (178)
-4 -
(139) 487
(20) (72)
(2) (2)
4 13
5 4
(13} (57)
- (320)
(76) (96)
(76) (416)
(64) 14
124 107
57 121

&

-

o

General Manager
Remigijus Seris

Chief{AéZpuntant
Elona Suveizdieneé
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General Information

Dvartioniy keramika AB (thereinafter — the Company) was registered on 10 June 1994. The Company's code
110628481. The Company's head office is located at Keramiku str. 2, LT-1 0233, Vilnius, Lithuania.

The Company is the largest and most advanced producer of ceramic tiles in ihe Baltic countries.
As of 31 December 2012 there were 139 employees in the Company (as of 31 December 2011 — 153).
Shares of Dvargioniy keramika AB are listed in AB NASDAQ OMX Vilnius.

Basls for preparation of financial statements

Statement of compliance

The Company's separate financial stalements have been prepared in accordance with Internalional Financial
Reporting Standards (IFRS) as adopted by the European Union and requirements of the Republic of Lithuania
Law on Accounting and Financial Reporting.

The board approved and signed annual report and financial staterments on 5 April 2013,

The shareholders of the Company have a stalutory right either to approve these financial statements or not to
approve lhem and require management to prepare the new financial stalements.

The Company does not prepare consolidated financial statements as it does not have any subsidiaries. The
Company's individual financial statements (where investment into associate is accounted for using equity melhod)
were not prepared as the equity method would be insignificant comparing to these financia! statements.

Basis of preparation of financial statements
The financial statements have been prepared on acquisition cost basis, except for property, plant and equipment
which are accounted at revaluated amount.

The financial statements are presented in national Lithuanian currency — Litas (LTL), which is the Company’s
functional currency.

The financial year of the Company coincides with the calendar year.

Use of estimates and judgments

The preparation of financial statements in accordance with IFRS as adopted by the European Union requires
management to make judgments and estimates on the basis of certain assumptions 1hat affect the application of
accounling policies and amounts of assets, liabilities, income and expenses. Actual results may differ from these
estimates.

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

Information about assumptions and estimation uncertainties that have a significant risk of resulting in a material
adjustment within the next financial year are discussed below.

Market uncertainties

The ongoing global liquidity crisis resulted in, among other things, a lower liquidity levels in economy, a lower
level of capital market funding and lower liquidity. In addition, Lithuania has been experiencing economic
downlurn which has affected, and may conlinue to affect, the activities of enterprises operating in this
environment. These financial statements reflect management's assessment of the impact of the Lithuanian and
global business environment on the operalions and the financial position of the Company. The future
developments in business environment may differ from management's assessment.

Useful lives of property, plant and equipment

Asset useful lives are assessed annually and changed when there is a reason to believe that the remaining five of
the asset does not reflect fo the position of technical condition, prospective economic utilization and physical
condition.

Impairment of property, plant and equipment

The Company makes an assessment, at least once per year, whether there are any indicators that property, plant
and equipment have suffered impairment. In cases of signs of impairment, the Company performs an impairment
test in accordance with accounting policy set out in the Note 3.

Impairment of investments in associates

Since the shares of associated entity are not listed, the Company estimated the recoverable value of the
investment based on the carrying value of the Company‘s share in the associate's net assets, which based on
management’'s judgment approximates its fair value as of 31 December 2012.
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Net realizable vaiue of inventories

The Company, at least once per year, evaluates the net realizable value of inventories and compares it with cost.

Impairment of accounts receivable

The Company makes an assessment, at least once per year, whether the impairment loss should be recorded in
the statement of comprehensive income, and makes judgments whether there is any observable data indicating
that there is a measurable decrease in the estimated future cash flows from a portfolio of receivables before the
decrease can be identified in individual receivable in that portfolio. This evidence may include observable data
indicating that there has been an adverse change in the payment status of debtors, intemational or local
economic conditions that influence the group of receivables.

Management evaluates probable cash flows from the debtors based on lhe historical loss experience related to
the debtors with similar credit risks. Methodology and assumptions used for estimating both the amount and
timing of future cash flows are reviewed regularly to reduce any difference between loss estimates and actual loss
experience.

Ulilization of tax losses

Information about assumptions regarding the utilization of tax losses is included in ihe Note 28.

Significant accounting policies
The accounling policies set out below have been applied to all periods presented in {hese financial statements.

Foreign cumrency

Transaclions in foreign currency are converted into Litas at exchange rates at the date of the transaction.
Monetary assets and liabilities denominated in foreign currencies at the reporting date are translated into Litas at
exchange rates prevailing al that date. Gains and losses arising on exchange are included in the statement of
comprehensive income, As of 31 December the applicable rates used for principal currencies were as follows:

2012 2011 2010
usD 2.6948 2.6694 2.6099
EUR 3.4528 3.45268 3.4528
PLN 0.82535 0.78506  0.87160

Non-monetary items ihat are measured in terms of historical cost in a foreign currency are translated using the
exchange rate prevailing at the date of the transaction.

Financial assets

The company inilially recognizes loans, amounts receivable and deposits on ihe date that ihey are originated. All
other financial assets are initially recognized on the trade date at which the Company becomes a party to the
coniractual provisions of the instrument.

The Company derecognizes a financial asset when the contractual rights to the cash flows from he asset expire,
or it fransfers the rights to receive the contractual cash flows on the financial asset in a transaction in which
substantially all the risks and rewards of ownership of the financial asset are transferred. Any interest in
transferred financial assets that is created or retained by the Company is recognized as a separate asset or
liability.

Financial assets and liabilities are offset and the net amount is presented in the statement of financial position
when, and only when, the Company has a legal right to offset the amounts and intends either to settle on a net
basis or to realize the asset and settle the liability simultaneously.

According to IAS 39 Financial instrumenis: Recognilion and Measurement, financial assets are classified into
financial assets at fair value through profit or loss, held-to-maturity financial assets, loans and receivables, and
available-for-sale financial assets. All purchases and sales of financial assels are recognized on the trade date.
When financial assets are initially recognized, they are measured at fair value plus, except in case of investments
at fair value through profit or loss, directly attributable fransaction costs.

Loans and receivables are financial assets with fixed or determinable payments that are not quoted in an active
market. Such assets are recognized initially at fair value plus any directly attributable transactions costs. After
initial recognition loans and receivables are measured at amortized cost using the effective interest method, less
any impairment losses.

Loans and receivables comprise trade and oiher receivables.

Cash and cash equivalents comprise cash on hand, cash in iransit and cash in banks, demand deposits and other
short-term highly liquid investments with original malurities of three monihs or less that are readily convertible to a
known amount of cash and are subject to an insignificant risk of changes in value,
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Effective interest rate method

The effective interest methed is a method of calculating the amortized cost of a debt instrument and of allocating
interest income over the relevant period. The effective interest rate is the rale that exactly discounis estimated
future cash receipts (including all fees on points paid or received that form an integral part of the effective interest
rate, transaction costs and other premiums or discounts) through the expected life of the debt instrument, or
(where appropriate) a shorter period, to the net carrying amount on initial recognition.

The effective interest method is a method of calculating the amortized cost of a financial liability and of allocating
interest expense over the relevant period. The effective interest rate is the rate that exactly discounts estimated
future cash payments through the expected life of ihe financial liability, or (where appropriate) a shorter period, to
the net carrying amount on initial recognition.

Financial liabilities and equity instruments

Debt and equity instruments are classified as either financial liabilities or as equity in accordance with the
substance of the contractual arrangement and the definitions of a financial liability and an equily instrument.

An equity instrument is any contract that evidences a residual interest in the assets of an entity after deducting all
of its liabilities. Equity instruments issued by the Company are recognized at the proceeds received, net of direct
issue costs,

Repurchase of the Company's own equity instruments is recognized and deducted directly in equity. No gain or
loss is recognized in profit or loss on the purchase, sale, issue or cancellation of the Company's own equity
instruments.

The Company initially recognizes debt securilies issued and subordinated liabiliies on the date they are
originated. All other financial liabilities (including liabilities designated at fair value through profit or loss) are
initially recognized on the trade date at which the Company becomes a party to the contractual provisions of the
instrument.

The Company derecognizes a financial liability when its contractual obligations are discharged, cancelled or
expire.

The Company has the following non-derivative financial liabilities: loans, borrowings, trade and ofher payables.
Such financial liabilities are recognized initially at fair value plus any directly attributable transactions costs. After
initial recognition these financial liabilities are measured at amorlized cost using the effective interest method.

Investments in associates

An associate is an entity over which the Company has significant influence and that is neither a subsidiary nor an
interest in a joint venture. Significant influence is the power to participate in the financial and operating policy
decisions of the investee but is not control or joint control over those policies. Investments in associates are
slated at cost less impairment losses recognized, where the investmen's carrying amount exceeds its estimated
recoverable amount in the Company's statement of financial position.

Property, plant and aquipment

Property, plant and equipment are stated at their revaluated amounts, less any subsequent accumulated
depreciation or subsequent accumulated impairment losses. Revaluations are performed with sufficient regularity
such that the carrying amounts do not differ materially from those that would be determined using fair values at
the end of each reporting period, usually each five years,

If an asset’s carrying amount is increased as a result of a revaluation, the increase shall be recognized in other
comprehensive income and accumulated in equity under the heading of revaluation reserve. However, the
increase shall be recognized in profit or (oss to the extent that it reverses a revaluation decrease of the same
asset previously recognized in profit or loss.

If an asset’s carrying amount is decreased as a result of a revaluation, the decrease shall be recognized in a profit
or loss. However, the decrease shall be debited directly to equity under the heading of revaluation reserve to the
extent of any credit balance existing in the revaluation reserve in respect of that asset.

Depreciation is accounted for on the straight-line basis over the estimated useful lives of the related asset.
Revaluated assels are depreciated over the remaining useful lives.

Depreciation is provided in equal monthly installments except for the month placed in service over the expected
useful lives as follows:

Buildings 7 - 60 years
Machinery and equipment 2 - 20 years
Vehicles 8 - 20 years
Other equipment 2 — 15 years
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Non-current assets held under finance leases are depreciated over their expected useful lives on the same basis
as owned assets or over the remaining finance lease term, whichever is shorter.

The gain or loss arising on the disposal of an item of nen-curent assets is determined as the difference between
the sales proceeds and the carrying amount of the asset and is recognized in the profit or loss.

Subsequent repair costs are included in the asset's carrying amount, only when it is probable that future
economic benefits associated wilh the item will flow to the Company and the cost of the item can be measured
reliably. All other repairs and maintenance are recognized in profit or loss in the period in which they are incurred.

Intangible assets

Intangible assets are siated at historical cost, less accumulated depreciation and accumulated impairment losses.
Amortization is charged on a straight-line basis to write-off the cost of each asset over the estimaied useful life of
3 years.

Investment property

Investment property of the Company, which consists of investments in buildings held to earn rental revenue, is
initially recognized at acquisition cost. Subsequently all invesiment property is carried at cost less accumulated
depreciation and impairment losses.

Transfer from and to invesiment property are made only when there is an evidence of change in use of asset.

An investment property is derecognized upon disposal or when the investment property is permanently withdrawn
from use and no fulure economic benefits are expected from the disposal. Any gain or loss arising on
derecognition of the property (calculated as the difference between the net disposal proceeds and the carrying
amount of the asset) is included in profit or loss in the period in which the property is derecognized.

Emission rights

The European Union Emission Allowance Trading Scheme was established by Directive 2003/07/EC and
commenced on 1 January 2005. The first phase ran for the three-year period fram 2005 to 2007; the second runs
for five years from 2008 to 2012 to coincide with the first Kyoto Commitment Period. The scheme works on a Cap
and Trade basis. The European Union Member States are required to set an emission cap for each phase for all
‘installations’ covered by the Scheme. This cap is established in National Allocation Plan (NAP), which is issued
by the relevant authority in each Member State. The NAP describes the amount of yearly emissions (measured in
tons of carbon dioxide equivalents) permitted per installation for each phrase for which allowances will be
allocated on an annual basis.

The Member States are required to allocate allowances to installations by 28 February each year according 1o the
NAP (a certain number of allowances are kept in reserve for new installations).

The Member States must ensure that by 30 April of the following year the operator of each installation surrenders
a number of allowances equal to the total emissions from the installation during the preceding calendar year.

When the Company has sufficient allowances to meet its obligations, the net approach is applied, the amount of
the provision is equal to the costs of the assets and neither the asset nor the provision is presented on the
statement of {he financial position.

If the Company has a lack of emission rights, the liability is recognized in the statement of financial position, which
is estimated by the value of future expenses (economical recourses) required to settle the emission rights
obligation.

Leasing
Leases are classified as finance leases whenever the terms of the lease transfer substantially all the risks and
rewards of awnership to the lessee. All other leases are classified as operating leases.

The Company as lessor
Rental income from operating leases is recognized on a straight-line basis over the term of the relevant lease.

The Company as lessee

Assets held under finance leases are initially recognized as assets of the Company at their fair value at lhe
inception of the lease or, if lower, at the present value of the minimum lease payments. The corresponding liability
to the lessor is included in the statement of financial position as a finance lease obligation. Lease payments are
apportioned between finance expenses and reduction of the lease obligation so as to achieve a constant rate of
interest on the remaining balance of the liability. Finance expenses are recognized in the profit or loss.

Operaling lease payments are recognized as an expense in the profit or loss on a straight-line basis over the
lease term.
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Inventories

Inventories are stated at the lower of cost or nel realizable value. The FIFO method is used as a basis for
calculating the cost. The work in progress and finished goods comprise of raw materials, direct labor cost, other
direct costs and related production overheads. Net realizable value is estimated selling price in the ordinary
course of business less estimated costs of completion and estimated cost necessary to make the sale.

Impairment

Financial assels

Financial assets, other than those at fair value through profit or loss, are assessed for indicators of impairment at
the end of each reporting period. Financial assets are considered to be impaired when there is objective evidence
that, as a result event that occurred after the initial recognition of the financial asset, the estimated future cash
flows of the investment have been affected and that can be estimated reliably.

Objeclive evidence that financial assets (including equily securities) are impaired can include defaults by the
debtors, restructuring of an amount receivable on terms that were not used in normal business relations,
indications that a party will enter bankruptcy, the disappearance of an active market of financial assets. In
addition, for an investment in an equity security, a significant or prolonged decline in its fair value below its cost is
objective evidence of impairment. :

The Company considers evidence of impairment for receivables at individual and collective level, All individually
significani recetvables are assessed for a specific impairment. All individually significant receivables found not to
be specifically impaired are collectively assessed for any impairment that has occurred but not yet identified.
Receivables that are not individually significant are collectively assessed for impairment by grouping together
receivables with similar risk characleristics.

Non-financial assets

The carrying amounts of the Company’s non-financial assets other than inventories and deferred tax assels are
reviewed at each reporting date to detemnine whether there is any indication of impairment. If any such indication
exists, then the asset's recoverable amount is esfimated.

For the purpose of impairment testing, assets that cannot be tested individually are grouped together into the
smallest group of assets that generates cash inflows from continuing use that are largely independent of the cash
inflows of other assets or groups of assels {the cash-generating unit, or CGU).

The recoverable amount of an asset or cash-generating unit is greater of its value in use and its fair value less
costs to sell. In assessing value in use, the estimated future cash flows are discounted to their present value
using a pre-tax discount rate that reflects current market assessments of the time value of money and the risk
specific to the asset.

An impairment loss is recognized in the profit or loss if the carmrying amount of the asset exceeds its estimated
recoverable amount. Impairment losses are recognized in respect of CGUs are firstly allocated o reduce the
carrying amount of any goodwill allocaled to the units, and then to reduce the carrying amounts of the other
assets in the unit (group of units) on a pro rata basis.

Impairment losses recognized in prior periods are reversed when there is evidence that the loss has decreased or
no tonger exists. An impairment loss is reversed only to the extent that the asset's carmying amount does not
exceed the carrying amount that would have been determined, net of depreciation or amortization, if no
impairment loss has been recognized.

Dividends
Dividends are recognized as a liability in the period in which they are declared.

Employee benefits
The Company does not have any adopted defined contribution and benefit plans and has no share based
payment schemes. Post-employment obligations to employees retired are implemented by ithe State.

Revenue recognition
Revenue is measured at the fair value of the consideration received or receivable. Revenue is reduced for
estimated customer retums, rebates and other similar allowances.

Sale of goods
Revenue from the sale of goods is recognized when all the following conditions are satisfied:

» the Company has transferred to the buyer the significant risks and rewards of ownership of the goods;

« the Company retains neither continuing managerial involvement to the degree usually associated with
ownership nor effective contrel over the goods sold;

« the amount of revenue can be measured reliably;

s itis probable that the economic benefits associated with the transaction will flow to the Company;

» the costs incurred or to be incurred in respect of the transaction can be measured reliably.
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Sales of services
Sales of services are recognized on performance of the services.

Finance income and financa costs

Finance costs compiise interest expenses on borrowings, fines and profit (loss) from foreign currency change.
Borrowing costs that are not directly attributable to the acquisition, construction or production of a qualifying asset
are recognized in the profit or loss using the effective interest method.

Foreign currency gains and losses are reported on a net basis.

Income tax
Income tax expense represents the sum of the tax currently payable and deferred tax.

Current tax
The tax currently payable is based on taxable profit for the year. Taxable profit differs from net profit as reporied

in the statement of comprehensive income because it excludes items of income or expense that are laxable or
deductible in other years and it futher excludes items that are never taxable or deductible. Income tax is
calculated using tax rates that have been enacted or substantively enacted by the end of the reporting period. in
2012 the income tax applied to the Company is 15 % {2011 - 15 %).

Deferred fax

Deferred tax is recognized on temporary differences between the carrying amounts of assets and liabilities in the
financial statements and the corresponding tax bases used in the computation of taxable profit. Deferred tax
liabilities are generally recognized for all taxable temporary differences and deferred tax assets are recognized to
the extent that it is probable that taxable profits will be available against which deductible temporary differences
can be utilized. Such deferred assets and liabilities are not recognized if the temporary difference arises from
goodwill or from the initial recognition (other than in a business combination) of other assets and liabilities in a
transaction hat affects neilher the taxable profit nor the accounting profit.

Deferred tax liabilities are recognized for taxable temporary differences associated with investments in
subsidiaries and associates, and interests in joint ventures, except where the Group and the Company is able to
control the reversal of the temporary difference and it is probable that the temporary difference will not reverse in
the foreseeable future. Deferred tax assets arising from deductible temporary differences associated wilh such
investments and interests are only recognized to the extent that it is probable that there will be sufficient taxable
profits against which to utilize the benefits of the temporary differences and they are expected to reverse in the
foreseeable future,

The carrying amount of deferred income tax assets is reviewed at each statement of financial position date and
reduced to the extent that it is no longer probable that sufficient taxable profits will be available to allow all or pari
of the asset to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the period in which
the liability is seftled or the asset realized, based on tax rates (and tax laws) that have been enacted or
substantively enacted by the end of the reporting period. The measurement of deferred tax liabililies and assets
reflects the tax consequences that would follow from the manner in which the Group and the Gompany expects,
at the end of the reporting period, to recover or settle the carrying amount of its assets and liabilities.

Deferred income tax assels and liabililies are offset when there is a legally enforceable right to set off curren tax
assels against current tax liabililies and when they relale to income taxes levied by the same taxation authority
and the Group and the Company intends to settle its current tax assets and liabilities on a nel basis.

Current and deferred tax for the period

Current and deferred tax are recognized as an expense or income in profil or loss, except when ihey relate to
items that are recognized outside profit or loss (whether in other comprehensive income or directly in equity), in
which case the tax is also recognized outside profit or loss, or where they arise from the initial accounting for a
business combination. In the case of a business combination, the tax effect is included in the accounting for ihe
business combination.

Earnings per share

The Company presents basic and diluted eamnings per share (EPS) data for its ordinary shares, Basic EPS is
calculated by dividing the profit or loss attributable to ordinary shareholders of the Company by the weighted
average number of ordinary shares outstanding during the period, adjusted for own shares held. Diluted EPS is
determined by adjusting the profit or loss attributable to ordinary shareholders and the weighted average number
of ordinary shares outstanding, adjusted for own shares held, for the effects of all diluted potential ordinary shares
which comprise convertible notes.

Contingencies

Contingent liabilities are not recognized in the financial statements, except for contingent liabilities in business
combinations. Contingent liabilities are disclosed unless the possibility of an outflow of resources embodying
economic benefits is remote.
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A contingent asset is not recognized in the financial statements but disclosed when an inflow or economic
benefits is probable.

Related parties

Related parties are defined as shareholders, employees, members of the management board, their close relatives
and companies that directly, or indirectly through one or more intermediaries, control, or are controlled by, or are
under common control with the Company, provided the listed relationship empowers one of the parties to exercise
the control or significant influence over the other party in making financial and operating decisions.

Subsequent events

Subsequent events that provide additional information about the Company's position at the end of the reporting
period {(adjusting events) are reflected in the financial statements. Post balance sheet events thal are not
adjusting events are disclesed in the notes when material.

Determination of fair value

Fair value is defined as the established amount for which the instrument could be exchanged in a current
fransaction between knowledgeable willing parties in an arm's length transaction, other than in forced or
liquidation sale. Fair values are obtained from quoted market prices, discounted cash flow models and option
pricing models as appropriate.

Management of the Company is of the opinion that carrying amounts of trade and other receivables, trade and
olher payables as well as borrowings approximate their fair value.

Standards and Interpretations effective in the current period
The following amendments to the existing standards issued by the Intemational Accounting Standards Board and
adopted by the EU are effective for the current period:

* Amendments to IAS 24 *Related Party Disclosures” — Simplifying the disclosure requirements for
government-related entities and clarifying the definition of a related party, adopted by the EU on 19 July
2010 (effective for annual periods beginning on or after 1 January 2011);

* Amendments to IAS 32 “Financial Instruments: Presentation” — Accounting for rights issues, adopted by
the EU on 23 December 2009 (effective for annual periods beginning on or after 1 February 2010);

= Amendments to IFRS 1 “First-time Adoption of IFRS” — Limited Exemption from Comparative IFRS 7
Disclosures for First-time Adopters, adopted by the EU on 30 June 2010 (effective for annual periods
beginning on or after 1 July 2010; A

¢ Amendments to various standards and interpretations “Improvements to IFRSs {2010)" resulting from the
annual improvement project of IFRS published on 6 May 2010 (IFRS 1, IFRS 3, IFRS 7, IAS 1, JAS 27,
IAS 34, IFRIC 13) primarily with a view to removing inconsistencies and clarifying wording, adopted by
the EU on 18 February 2011 (amendments are to be applied for annual periods beginning on or after 1
July 2010 or 1 January 2011 depending on standard/interpretation);

* Amendments to IFRIC 14 “IAS 19 — The Limit on a defined benefit Asset, Minimum Funding
Requirements and their Interaction” — Prepayments of a Minimum Funding Requirement, adopled by the
EU on 19 July 2010 (effective for annual periods beginning on or after 1 January 2011);

» IFRIC 19 "Extinguishing Financial Liabilities with Equity Instruments”, adopted by the EU on 23 July 2010
(effective for annual periods beginning on or after 1 July 2010).

The adoption of these amendments to the existing standards has not led to any changes in the Company's
accounting policies.

Standards and Interpretations issued by IASB, adopted by the EU, but not yet effective
At the date of authorization of these financial statements the following standards, revisions and interpretations
adopted by the EU were in issue but not yet effective:

* Amendments to IFRS 7 “Financial Instrumenis: Disclosures” — Transfers of Financial Assets, adopted by
the EU on 22 November 2011 (effective for annual periods beginning on or after 1 July 2011).

The Company has elected not to adopt these standards, revisions and interpretations in advance of their effective
dates. The Company anlicipates that the adoption of these standards, revisions and interpretations will have no
material impact on the financial statements of the Company in the period of initial application.

49



DVARCIONIU KERAMIKA AB

EXPLANATORY NOTES

FOR THE YEAR ENDED 31 DECEMBER 2012

All amounts are in LTL thousands, unless otherwise stated

The influence of application of new standards, amendments of the standards in force and new explanations on
financial statements

During the year the Company has adopted the following amendments to the standards:

amendment to IFRS 7 Financial Instruments. Disclosures - Enhanced De-recognition Disclosure Requirements;
amendment to IAS 12 Income tax. Deferred tax — Recovery of Underlying Assels.

The amendments did not impact the Company’s financial statements.

Standards and thelr interpretations announced by the Intemational Accounting Standards Board but not
yet adopted by the EU as well as standards adopted by EU but not yet effective

Amendment to IAS 1 Financial Statement Presentation - Presentation of ltems of Other Comprehensive
Income

The amendments to JAS 1 change the grouping of items presented in OCI. Items that could be reclassified (or
‘recycled’) to profit or loss at a future point in time (for example, upon de-recognition or settlement) would be
presented separately from items that will never be reclassified. The amendment affects presentation only and
has no impact on the Group's financial position or performance.

Effective for annual periods beginning on or after 1 July 2012. Earlier adoption is permitted.

The Company considers the impact of this standard on its financial statements.

Amendment to IAS 19 Employee Benefits

There are numerous amendments to IAS 19, they range from fundamental changes such as removing the
corridor mechanism and the concept of expected returns on plan assets to simple clarifications and re-wording.
The Group has not yet evaluated the impact of the implementation of this amendment.

Effective for annual periods beginning on or after 1 January 2013. Earlier adoption is permitted.

The Company considers the impact of this standard on its financial position and operating results.

Amendment to IAS 27 Consolidated and Separate Financial Statements

This standard was amended to contain accounting and disclosure requirements for invesiments in subsidiaries,
joint ventures and associates when an enlity prepares separate financial statements.

Effective for annual periods beginning on or after 1 January 2013. Earlier adoption is permitted.

This amendment is not relevant to the Company.

Amendment to IAS 28 Investments in Associates and Joint Ventures

This standard was renamed and addresses the application of the equity method to investments in joint ventures in
addition to associates.

Effective for annual periods beginning on or after 1 January 2013. Earlier adoption is permitted.

This amendment is not relevant to the Company.

Amendment to IAS 32 Financial instruments: Presentation - Offsetting Financial Assets and Financial
Liabilities

This amendment clarifies the meaning of “cumrently has a legally enforceable right to set-off' and also clarifies the
application of the IAS 32 offsetting criteria to setilement systems (such as central clearing house systems).
Effective for annual periods beginning on or after 1 January 2014. Earlier adoption is permitted.

This amendment is not relevant to the Company

Amendment to IFRS 7 Financial instruments: Disclosures - Offsetting Financial Assets and Financial
Llabilities

The amendment infroduces common disclosure requirements. These disclosures would provide users with
information that is useful in evaluating the effect or potential effect of netting arrangements on an entity's financial
position. The amendments to IFRS 7 are to be retrospectively applied.

Effective for annual periods beginning on or after 1 January 2013,

This amendment is not relevant to the Company.

IFRS 9 Financial Instruments — Classification and Measurement

The IASB has issued the first two parts of the standard, establishing a new classification and measurement
framework for financial assets and requirements on the accounting for financial liabilities.

Effective for annual periods beginning on or after 1 January 2015. Earlier adoption is permitted.

The Company considers the impact of this standard on its financial position and operating results.

IFRS 10 Consolidated Financial Statements

IFRS 10 establishes a single control model that applies to all entities, including special purpose entities. The

changes introduced by IFRS 10 will require management to exercise significant judgment to determine which

entities are controlled and, therefore, are required to be consolidated by a parent. IFRS 10 replaces the part of

IAS 27 Consolidated and Separate Financial Statements related to consolidated financial statements and
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replaces SIC 12 Consolidation — Special Purpose Entities.
Effective for annual periods beginning on or after 1 January 2013. Earlier adoption is permitted.
This amendment is not relevant to the Company.

IFRS 11 Joint Arrangements

IFRS 11 eliminates proportionate consolidation of jeintly controlled entities.

Effective for annual periods beginning on or after 1 January 2013. Earier adoption Is permitted.
This amendment is not relevant to the Company.

IFRS 12 Disclosures of Interests in Other Entities

IFRS 12 combines the disclosure requirements for an entity's interesis in subsidiaries, joint arrangements,
investments in associates and structured entilies into one comprehensive disclosure standard. A number of new
disclosures also will be required such as disclosing the judgments made to determine control over another entity.
Effective for annual periods beginning on or after 1 January 2013. Earlier adoption is permitted.

This amendment is not relevant to the Company.

IFRS 13 Fair Value Measuromant

This standard does not change when an entity is required to use fair value but, ralher, provides guidance on how
to measure fair value under IFRS when fair value is required or permitted by IFRS.

Effective for annual periods beginning on or after 1 January 2013. Earlier adoption is permitted.

This amendment is not relevant to the Company.

IFRIC Interpretation 20 Stripping Costs in the Production Phase of a Surface Mine

This interpretation applies to stripping costs incurred in surface mining activity during the production phase of the
mine ('production stripping costs").

Effective for annual periods beginning on or after 1 January 2013. Earlier adoption is permitted.

This interpretation is not relevant to the Company.

Amendments to IFRS 10, IFRS 12 and IAS 27 - Investment Entitles

The amendments apply to enlities that qualify as invesiment entities.

Effective for annual periods beginring on or after 1 January 2014, once endorsed by the EU.
This interpretation is not relevant to the Company.

Improvements to IFRSs

In May 2012 IASB issued omnibus of necessary, but non-urgent amendments to its five standards:
» IFRS 1 First-fime adoption of IFRS:

IAS 1 Presentation of Financial Statements;

IAS 16 Property, Plant and Equipment,

IAS 32 Financial instruments: Presentation;

IAS 34 inferim Financial Reporting.

Effeclive for annual periods beginning on or after 1 January 2013, once endorsed by the EU.
The Company considers the impact of these improvements on ils financial statements.

Financial risk management
The Company has exposure to the following risks from its use of financial instruments:
credit risk,
liquidity risk,
market risk,
capital management risk.

This note presents information about the Company's exposure to each of the above risks, the Company's
objeclives, policies and processes for measuring and managing risk, and the Company's management of capital.
Further guantitative disclosures are included throughout these financial statements.

Management has overall responsibility for the establishment and oversight of the Company's risk management
framework. The Company's risk management policies are established to identify and analyze the risk faced by the
Company, to set appropiiate risk limits and controls, and to monitor risks and adherence to limits. Risk
management policies and systems are reviewed regularly to reflect changes in market conditions and the
Company's aclivities. The Company, through its training and management standards and procedures, ‘aims to
develop a disciplined and constructive control environment in which all employees understand their roles and
obligations.
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Credit risk

Credit risk is the risk of financial loss to the Company if a customer or other party to a financial insirument fails to
meet its contractual obligations and arises principally from the Company's receivables from customers.

The Company has no significant credit risk concentration, because credit risks are allocated between numerous
customers.

The Company accounts for an allowance for impairment that represents its estimate of incurred losses in respect
to trade and other receivables. This allowance for impairment includes only specific loss related to particularly
significant trade and other receivables.

At the reporting date the maximum credit risk for trade and other receivables by customers could be specified as
follows:

2012 2011
Amount Amount
recelvable Share, % receivable Share, %
Customer 1 664 17 466 13
Customer 2 429 11 281 8
Customer 3 418 11 262 7
Customer 4 247 6 244 7
Customer 5 180 5 227 6
Customer 6 132 4 213 6
Other customers and other receivables 1768 46 1,954 53
Total 3 848 100 3,647 100

At the reporting date the maximum credit risk for trade and other receivables by geographic regions could be
specified as follows:

2012 2011
Lithuania 1918 1,703
Eurco-zone countries 330 744
Ukraine 466 407
Belarus 204 156
Russia 930 837
Total 3 848 3,647
Al the reporting date the ageing of trade receivables could be specified as follows:
2012 2011
Individually Individually
Total amount Impaired Total amount Impaired

Not overdue 2705 - 2843 -
Overdue 0-30 days 335 - 466 ' -
Overdue 31-60 days 337 - 190 -
Overdue 61-90 days 112 - 38 -
More than 91 day 419 357 361 251
Total 3908 357 3898 251

Liquidity risk

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall due. The
Company’s approach to managing liquidity is to ensure, as far as possible, that it will always have sufficient
liguidity to meet its liabiliies when due, under both normal and complicated conditions, without incurring
unacceptable losses or risking damage to the Company’s reputation.

The Company seeks to ensure that it has sufficient cash on demand to meet expected operaling expenses,
including the serving of financial liabilities; this excludes the potential impact of extreme circumstances that
cannot reasonably be predicted (for example, nalural disasters).

The liquidity risk can be managed by planning the cash flows of the Company. In order to minimize the liquidity
risk, cash flows forecasts are prepared.
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Below in the table malurities of undue trade receivables are provided:

Carrying Contractual 3
months or
amount cash flows 6-12
less 3-6 months months
As of 31 December 2011 2 843 2 843 1990 853 -
As of 31 December 2012 2705 2705 1 869 836 -

The contractual maturities of liabilities, including estimated interest payments are as follows:

Carrying Contractual

& months or
—— T less 6-12 months  2-5 years

As of 31 December 2011
Loans 18 815 (19 224) (1115) (18,109) -
Finance lease labilities 173 (178) (65) (53) (60)
Trade payables 6 661 (6 661) {6 661) - -
Prepayments 1 920 {1 920) (271} - {1,649)
Other payables and accrued

expenses 2,228 (2 228) {2 228) - -
Total 29 797 (30 211) {10 340) {18 162) {1709}
As of 31 December 2012
Loans 19 026 {19 026) (641) (18 385) -
Finance lease liabilities a7 (97) (97) - R
Trade payables 7 035 (7 035) {7 035) - -
Prepayments 1876 {1876) (178) - (1698)
Olher payables and accrued

expenses 2219 (2219) (2 219) z -
Total 30 253 (30 253) {10 170) {18 385) (1698)
Market risk

Market risk is the risk that changes in market prices, interest rates and foreign currency will affect the Company's
income or the value of its financial instruments. The objective of market risk management is to manage and
control market risk exposures within acceptable parameters, while optimizing the retum,

Interest risk

The Company's borrowings are subject to variable interest rates related to VILIBOR, EURIBOR and LIBOR EUR.
As of 31 December 2011 the Company did not use any financial instruments to hedge ils exposure of cash flow
risk related to debt instruments with variable interest rates or price risk related to debt instruments with fixed
interest rate.

Financial liabilities wilh variable interest rate were as follows:

Contractual
currency 2012 2011
Loans EUR 18 494 18,245
Loans LTL 532 570
Finance lease liabilities EUR 97 173
Total 19123 18 988

The interest rate of ihese agreements in 2012 is from 1.67 % to 6.42 % (2010 — from 1.96% to 5.57%).

The change of average annual interest rate of the Company's borrowings by 1 percentage point would increase
the interest expenses and decrease the result of the year as of 31 December 2012 by approximately LTL 184
thousand (as of 31 December 2011 LTL 184 thousand).

Currency risk

The functional currency of the Company is Litas (LTL). The Company faces foreign currency risk on purchases and
borrowings as well as on sales amounts receivable {hat are denominated in currencies other than Litas. The risk
related to transaclions in EUR is considered to be insignificant as the Lithuanian Litas is pegged to EUR at a fixed
rate. Changes could occur if the government macroeconomic policy changes.
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During the year, currency exchange rates in respect of Litas were as follows:

2012 2011

31 December Average 31 December Average
1 EUR 3,4528 3,4528 3.4528 3.4528
1USD 2,6948 2,6045 2.6694 2.4817
1 PLN 0,82535 0,83550 0.78506 0.84124
The Company's foreign currency risk was as follows:

LTL EUR UsbD PLN
As of 31 December 2011
Trade and oiher receivables 1703 1797 - 147
Cash and cash equivalents 121 = - .
Loans (570) (18 245) - -
Finance lease liabilities - (173) - -
Trade payables (4 030) (2 310) (10} {311}
Total (2776) {18 931) {10) (164)
LTL EUR uUsbD PLN

As of 31 December 2012
Trade and other receivables 1918 1930 - -
Cash and cash equivalents 50 - - 7
Loans {532) {18 494) - -
Finance lease liabilities - (87) - o
Trade payables {4 337) (2 698) - -
Total {2 801) (19 359) - 7
Equity management

The management's policy is to maintain a significant equity base in comparison to borrowings so as to maintain
investors, creditors and market confidence and to sustain future development of the business.

Management also seeks to maintain a balance between the higher returns that might be possible with higher

levels of borrowings and the security afforded by a higher equity position.

There were no changes in the Company's equity management policy during the financial year.

The company is obligated to keep its equity up to 50% of its share capital, as required by the Law on Companies

of Republic of Lithuania.
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Property, plant and equipment

As of 31 December the Company's property, plant and equipment consisted of the following:

Revaluated amount and
acquisition cost

As of 31 December 2010
Additions
Disposals
Write-offs
As of 31 December 2011
Additions
Disposals
Write-offs
As of 31 December 2012

Accrued depreciation and

impairment

As of 31 December 2010
Depreciation per year
Disposals

Write-offs

As of 31 December 2011
Depreciation per year
Disposals

Wirite-offs

As of 31 December 2012

Carrying amount
As of 31 December 2011

As of 31 December 2012

Machinery
and Other Construction
Buildings  equipment Vehicles assets in progress Total
54 618 89 167 1029 5 2681 633 150 728
2 28 21 16 - 65
= (104) {14) (11} - (129)
- (87 - (8) = (95)
54 618 8% 004 1036 5278 633 150 569
- 3 13 2 - 18
- (41) - (41)
- (14) (70) . (84)
54 618 88 993 1049 5169 633 150 462
29,223 78,923 849 4,293 633 113,921
1,881 2,213 49 301 - 4,544
- (97) (14) (11) - {122)
- (87} - (8) - (95}
31 204 80 952 884 4 575 633 118 248
1983 1807 35 268 - 4093
- - - (36) - (36)
- (14) (64) - (78)
33187 82745 919 4743 633 122 227
23 414 8 052 152 703 - 32 321
21 431 6 248 130 426 - 28 235

Depreciation costs are accounted for in cost of sales, selling and administrative expenses. Depreciation expenses
accounted for in cost of sales amounted to LTL 3 288 thousand (2011 - LTL'- 3 401 thousand), accounted for in
selling expenses — LTL 442 thousand (2011 — LTL 464 thousand) and accounted for in administrative expenses —
LTL 363 thousand (2011 — LTL 679 thousand).

The Company's property, plant and equipment last time were revaluated on 15 November 2010, based on
valuation performed by independent appraisers. Valuation was made on the basis of market value for buildings

and replacement value method for machinery and equipment.

As of 31 December 2012 the unpaid amount of the vehicles, machinery and equipment acquired under finance
leases was LTL 94 thousand (as of 31 December 2011 — LTL 173 thousand).
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As of 31 December 2011 1he carrying amount of the property, plant and equipment pledged to Swedbank AB for
the loan (Note 14) consisted of the following:

2012 2011
Buildings 21431 23,414
Machinery and equipment 4 551 5810
Total 25 982 29,224

Evaluation of property, plant and equipment

Production fine not in use

Due to decreasing demand for files in January 2009 shareholders made a decision to stop Nasseti produclion
line, and the production line is still not used. While preparing the financial statements for the year ended
31 December 2012 the Company evaluated that recoverable amount, as well as camying value of Nasseti
production line amounts to LTL 136 thousand (as of 31 December 2011 — LTL 281 thousand).

Revaluation of property, plant and equipment

The Company's property, plant and equipment were revaluated on 15 November 2010. The revaluation was
performed by independent appraisers. The increase in buildings value by LTL9, 014 thousand {reduced by LTL
1,352 thousand of deferred tax liability) was recognized in equity’s revalualion reserve. The decrease in buildings
value amounted to LTL 1,537 thousand from which LTL 232 thousand reduced equity's revaluation reserve for
remaining credits of not depreciated balances that existed in the revaluation reserve as of 31 December 2010 and
LTL 1,035 thousand were accounted for in expenses in the 2010 statement of comprehensive income. The
increase in equipment value amounted to LTL 2,636 ihousand (reduced by LTL 395 thousand of deferred tax
liability) and was recognized in equity's revaluation reserve. The decrease in equipment value amounted to LTL
317 thousand and was accounted for in expenses in the 2010 statement of comprehensive income.

As of 31 December 2011 revaluation reserve decreased in amount of LTL 1 188 thousand due to depreciation
expenses and effect of deferred income tax and amounted to LTL 10 855 thousand.

As of 31 December 2012 revaluation reserve decreased in amount of LTL 669 thousand due to depreciation
expenses and effect of deferred income tax and amounted to LTL 10 186 thousand.

Assessment of the value in use of property, plant and equipment

The Company also assessed the value in use of the property, plant and equipment as of 31 December 2012. The
value in use was determined by discounting the future cash flows generated from the continuing use of the
property, plant and equipment. The calculation of the value in use was based on the following key assumptions:

e When estimating the future cash flows, it was expected that the Company's revenue from sales would be LTL
33 miillion in 2013, whereas in 2014 it would be LT 36 million, with the further growth to 40 million in 2015;
Moenetary inflows for the subsequent periods have been planned by applying 0% growth ratio;

Gross profit would grow from 16% in 2012, to 25% in 2015, and EBITDA margin would increase from 5% in
2012 to 8% in 2015;

e Discount rate of 10% (weighted average cost of capital) was applied in determining the discounted cash
flows;

e (Cash flows were discounted during the period which is equal to remaining average useful life of property,
plant and equipment;

e One CGU was used for impairment test purposes.

Based on these assumptions the recoverable amount of the property, plant and equipment exceeds the carrying
value of those assets.

As of 31 December 2011 Company assessed the value in use of the property, plant and equipmeht using
following key assumptions:

s When estimating the future cash flows, it was expected that the Company's revenue from sales would be LTL
33 million in 2012, whereas in 2013 it would be LTL 43 million with the furlher growth to LTL 62 million in
2017;

¢ Monetary inflows for the subsequent periods have been planned by applying 0% growth ratio which reflects
an expected average pace of economic growth in the future;

e Gross profit would grow from 17% in 2011 to 22% in 2017, and EBITDA margin would increase from 1% in
2011 to 8% in 2017;

¢ Discount rate of 10% was applied in determining the discounted cash flows.

Based on these assumptions, the recoverable amount of the property, plant and equipment exceeded the carrying
value of those assets.
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Intangible assets

As of 31 December intangible assets consisted of the following:

Software

Cost
As of 31 December 2010 422
Additions 2
As of 31 December 2011 424
Additions 2
As of 31 December 2012 426
Accumulated amortization
As of 1 January 2010 419
Amortization 3
As of 31 December 2011 422
Amortization 2
As of 31 December 2012 424
Carrying amount
As of 31 December 2011 2
As of 31 December 2012 2
The amontization expenses were included in selling and administrative expenses.

Investment property
As of 31 December investment property consisted of the following:

Buildings

Cost
As of 31 December 2010 95
Transfer to property, plant and equipment
As of 31 December 2011 95
Additions -
As of 31 December 2012 95
Accumulated depreciation
As of 31 December 2010
Transfer to property, plant and equipment
As of 31 December 2011 63
Depreciation 10
As of 31 December 2012 53
Carrying amount
As of 31 December 2011 32
As of 31 December 2012 22

Revenue from lease during 2012 amounted to LTL 521 thousand (2011 — LTL 397 thousand) while revenue from
lease of the Company's investment property was LTL 51 thousand (2011 — LTL 52 thousand).

The fair value of investment property corresponds to carrying values.

As of 31 December 2012 the carrying amount of investment property pledged to Swedbank AB for the loan
(Note 14) consisted of the following:
2012 2011

Buildings 22 32
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Investments into associates

As of 31 December investments into associates consisted of the fallowing:

2012 2011
Carrying  Ownership Carrying Ownership
amount % amount %
Baltijos keramika UAB (Lithuania) 300 30.6 300 3086
Total oo 300

The associate is engaged in asset management activities and its book values are close to it fair values. As of 31
December 2012 and 2011 the associate’ net assets amounted to LTL 831 thousand and LTL 1 055 thousand
respectively,

Inventories

As of 31 December inventories consisted of the following:

2012 2011

Raw and auxiliary materials 2 496 2 561
Finished goods 7186 8157
Goceds for resale 1409 1228

11 091 11 946
Less: allowance to net realizable value (585) {422}
Total 10 508 11 524
Allowance to net realizable value as of 1 January (422) (455)
Decrease per year (163) 33
Allowance to net realizable value as of 31 December {585) (422)

As of 31 December 2011 and 2012 inventories, including raw and auxiliary materials, work in progress, finished
goods and goods for resale amounted to LTL 10,000 thousand were pledged for the loan from bank (Note 14).

As of 31 December 2012 cost of inventories was reduced to net realizable value by LTL 585 thousand (as of
31 December 2011 — LTL 422 thousand). The write-downs of inventories to net realizable vaiue are recognized in
administrative expenses.

Trade and other receivables

As of 31 December receivables consisted of the following:

2012 2011

Trade receivables 3908 3649
Prepayments to suppliers 171 135
Prepaid expenses 125 111
Other amounts receivable 1 3

4 205 3898
Less: allowance for trade receivables {357) (251)
Total 3848 3647

For the year ended 31 December movement in the allowance for doubtful debls consisted of the following:

2012 2011
Allowance of trade and other receivables as of 1 January 251 260
Increase in allowance for the period 109 7
Reversal of allowance for the period (3) {16)
Allowance for trade and other receivables as of 31 December 357 251

Increase in allowance for the period amounted to LTL 109 thousand {2011 - LTL 7 thousand) and was recognized
in administrative expenses. During 2012 the Company wrote off LTL 3 thousand (2011 = LTL 16 thousand) of bad
debts.
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Cash and cash equivalents

As of 31 December cash and cash equivalents consisted of the following:

2012 2011
Cash at bank 12 28
Cash on hand - 27
Cash in transit 45 66
In total 57 121

Cash in Swedbank AB accounts and future cash inflows are pledged to secure the credit facilities. As of
31 December 2012 the cash balances of the Company in these accounts were not (Note 14).

Share capital and legal reserve

As of 31 December 2012 the Company's share capital consisted of 9,905,460 ordinary shares with ihe par value
LTL 2 each. All shares were fully paid.

The holders of ordinary shares are entitled to one vote per share at shareholder's meeting and are entitled 1o
receive dividends when they are published, as well as the recovery of the share capital in case of share capital's
decrease. In 2012 the nominal value of shares has not changed.

On 23 June 2009 a Polish company Cersanit S.A. transferred its conirol of 92.25 % of Dvarcioniu keramika AB
ordinary registered shares to Nusinco Holdings Limited, registered in Cyprus, which on 29 June 2009 sold the
share package to Lorton Investment Ltd which is registered in British Virgin Islands,

On 13 July 2008 a Lithuanian company Misota UAB (controlied by Mr. Juozas Raiselis) bought 9,137,525
(92.25 %) ordinary registered shares of Dvarcioniu keramika AB from Lorton Investment Ltd. During 2009 il has
published a formal obligatory noncompetitive proposal and purchased additional 68,503 (0.69 %) shares and from
26 November 2008 it owns 9,206,028 (92.93 %) of ordinary registered shares,

The structure of shareholders is as follows:

2012 2011

Number of Nominal share Number of Nominal
SHAISHBIders shares value % shares share value %
Misota UAB 9 206 028 - 9293 9 206 028 - 92.93
Others 699 432 - 7.07 699 432 - 7.07
Total $ 905 460 19 811 100.00 9 905 460 19 811 100.00

A legal reserve is a compulsory reserve under Lithuanian legislation. Annual transfers of not less than 5% of net
distributable profit are compulsory until the reserve reaches 10% of the authorized capital. This reserve cannot be
used to cover accumulated [osses.

As of 31 December 2012 the Company's reserve was not fully formed. It consisted only 0.63 % of the share
capital and amounted to LTL125 thousand,

Earnings per share
2012 2011
Net losses for the year (5 303) {4 985)
Weighted average number of shares in issue (thousand) 9 905 9 905
Total (0,54) {0,50)

The Company has no issued potential shares or convertible bonds. The diluted profit {loss) per share is the same
as the basic profil {loss) per share.
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Loans

As of 31 December loans consisted of the following:

2012 2011
Within one year 18 385 18 B15
In the second year -
From the second to fifth year inclusive -
After five years o -
18 385 18 815
Less: amount due for settlement within one year {18 385) (18 815)
Amounts due for settlement after one year - -
As of 31 December accrued expenses for loans consisted of the following:
2012 2011
Swedbank AB 604 313
J. Raielis 37 117
Total 641 430

Terms and conditions of outstanding loans were as follows.

31 December 2012 31 December 2011

Year
of Carry- Carry-
Nominal Interest matu- Nominal ing Nominal ing
Lender Currency rate rity value value value value

6 months LIBOR

Loan1 Swedbank AB EUR EUR +1% - 17400 17 400 17400 17 400
6 months

Loan 2 J. Raiselis EUR EURIBOR +2,5% 2012 490 490 490 480
12 months

Loan 3 J. Raiselis LTL VILIBOR + 4% 2012 495 495 495 495

18 385

18 385 18 385 18 385

The loan from Swedbank AB is secured by property, plant and equipment {Note 5), lease rights (Note 16},

inventories (Note 9), cash and cash equivalents (Note 11).

In 2012 the main shareholder of the Company iniliated legal actions against Swedbank AB and Dvarioniy
keramika AB aiming to recognize asset collateral agreement invalid. As of the balance sheet date the claim was

not investigated yet.

Dvargioniy keramika AB also initiated legal aclions against Swedbank AB aiming to recognize the unilateral
termination of loan agreement illegal and invalid and to derecognize changes in agreement terms. Currently the

case is suspended until previous lawsuit will be investigated.

Due to trial processes with Swedbank AB, the term of maturity of loan in amount of LTL 17,4 million is not clear

and nol defined.

Finance lease liabilities

As of 31 December the minimum lease payments consisted of the following:

Minimum lease payments

Present value of minimum
lease payments

2012 2011 2012 2011
Within one year 97 117 94 114
From the second to fifth year inclusive 60 - 58
Total 97 177 94 173
Less: future finance charges (3) (4) - -
Present value of lease obligations 94 173 94 173

60



16.

17.

DVARCIONIY KERAMIKA AB
EXPLANATORY NOTES

FOR THE YEAR ENDED 31 DECEMBER 2012
All amounts are in LTL thousands, unless otherwise stated

Terms and conditions of outstanding leases were as follows.

31 December 31 December
2012 2011
Year of Nomi- Carry- Nomi- Carry-
Nominal interest matu- nal ing nal ing
Lender Currency rate rity value  value value value
Finance  UAB DnB Nord 6 months EURIBOR
lease 1 lizingas EUR +1,3% 2013 11 11 19 19
Finance UAB DnB Nord 6 monihs EURIBOR
lease 2 lizingas EUR +1,5% 2013 45 45 85 a5
Finance UAB DnB Nord 6 months EURIBOR
lease 3 lizingas EUR +1,5% 2013 30 30 43 43
Finance UAB DnB Nord 6 monihs EURIBOR
lease 4 lizingas EUR +1,35% 2013 8 8 13 13
94 94 160 160

The Company's obligations under financial leases are secured by the leased assels.

Operating lease

The Company as lessee
The non-cancellable operating lease rentals of premises and vehicles are payable as follows:

2012 2011
Within one year 21 19
Between one to five years - -
After five years - -
Total 21 19

The non-cancellable operating lease rentals consist of the rentals of vehicles. The Company does not have non-
cancellable lease agreements for premises.

The Company leases a land of 10.1 ha situated in Keramiky str. 2, Vilnius. The land lease matures in 2007
without bLg out possibiliies. In addition, clay quarry is leased in Ukmerge and minor land plots in Kaunas,
Klaipeda, Siauliai, Utena.

The [and lease rights are pledged to Swedbank AB for the financial facility granted (Note 14).
The Company as lessor

The Company leases out its investment property held under operating leases (Note 7). However, the Company
does not have non-cancellable lease agreements. As of 39 December 2012 income from lease amounted to LTL
521 thousand and was recognized as other income in statement of comprehensive income.

Trade payables
As of 31 December trade payables consisted of the following:

2012 2011
Amounts payables:
Lithuanian suppliers 4337 4 030
Foreign suppliers 2 698 2631
7035 6 661
Less: amount due for settlement within one year (7 035) (6 861)

Amount due for settlement after one year - &
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Other payables and accrued expenses

As of 31 December other payables and accrued expenses consisted of the following:

Salaries payable
Taxes payable
Vacation reserve

Cther amounls payable

Total

Revenue

For the year ended 31 December revenue consisted of ihe following:

Revenue from produced goods
Revenue from goods for resale
Revenue from services

Revenue from raw materials sold

Total

Operating segments

2012 2011
829 1206
418 534
564 406
408 82

2219 2228
2012 2011

19116 19,372

4 404 4,945

831 780

7 30

24 358 25127

For management purposes, the Company segregales two operating segments. Information, as reviewed by the
chief operating decision maker of the Company, regarding the resulls of each reportable segment that is used to

measure the performance of the Company is included below:

Wholesale Retail sale Total
2012 2011 2012 2011 2012 2011

Revenue from produced

goods 14 781 13 285 4 335 6 087 19 116 19 372
Revenue from goods for

resale 2912 2839 1492 21086 4 404 4 845
Revenue from raw materials 7 30 - - 7 30
Revenue from services 809 768 22 12 831 780
Total revenue 18 509 16 922 5 849 8 205 24 358 25127
Cost of segment {16 303) (14 527) (4 245) (6 246) {20 548) (20 773)
Result of segment 2 206 2 395 1604 1 959 3810 4 354
Unallocated expenses - - - - (9 204) {9 050)
Unallocated other activity

income, net - - - - 533 410
Result from operating - -

activities - - {4 861) (4 286}
Interest expenses - - - (393) (509)
Other financial expenses, net - - - - (179) 87
Income tax -

- - - 130 (103)

Loss for the period - - - - (5 303) {4 985)
Segment assets 16 115 17,686 5922 5,760 21037 23 446
Unallocated assets - - - - 21933 24 501
Total assets - - - - 42 970 47 947
Unallocated liabilities - - - - 32 203 31877
Total liabilities - - - - 32203 31 877

Total amount of Company's sale to foreign customers in 2012 amounted to LTL12 184 thousand (in 2011 ~ LTL

12 140 thousand).
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Cost of sales

For the year ended 31 December cost of sales consisted of the following:

Cost of sales of produced goods
Cost of sales of goods for resale
Cost of sales of raw materials
Total

Other income

For the year ended 31 December other income consisted of the following:

Rent and other income, net result
Net results on disposals and write-offs of non-current assets
Total

Selling expenses

For the year ended 31 December selling expenses consisted of the following:

Personnel expenses
Transportalion expenses
Rent expenses

Deprecialion and amortization
Marketing expenses
Advertisement and exhibition expenses
Business trip expenses
Communication expenses
Bank service expenses
Security expenses
Representation expenses
Own transportalion expenses
Insurance expenses

Other expenses

Total

2012 2011

17 753 17 541

2794 3223

1 9

20 548 20 773
2012 2011

531 418

2 (8)

533 410
2012 2011

1628 1 805

1394 1384

497 549

442 464

203 182

149 175

106 109

46 58

47 35

18 28

18 18

10 8

2 3

555 756

5115 5574
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Administrative expenses

For the year ended 31 December administrative expenses consisted of ithe following:

2012 2011
Personnel expenses 1350 1,226
Depreciation and amortization 375 679
Tax expenses 264 285
Security expenses 152 185
Transport expenses 104 99
Consuliation expenses 87 76
Repair and maintenance expenses 100 56
Insurance expenses 33 40
Bank service expenses 38 38
Audit expenses 22 32
Communication expenses 33 25
Business trip expenses 17 22
Representalion expenses 11 11
Allowance for accounts receivable 109 7
Postal service, subscription expenses 4 4
Training expenses 4 1
Inventory write down (reversal) to net realizable value 163 (33)
Other expenses 1223 472
Total 4 089 3 476

Remuneration expenses

For the year ended 31 December remuneration expenses consisted of the following:

2012 2011
Salaries 39045 4,130
Compulsory social security contributions 1222 1,279
Increase in vacation reserve 116 125
Total 5283 5,534

Finance activity income and expenses, net

For the year ended 31 December financial activity income and expenses consisted of the following:

2012 2011
Gain on currency exchange - 97
Interest income 5 4
Fines and penallies received 4 2
Discounting effect of long term prepayments - 118
Finance activity income 9 221
Interest expenses 393 513
Fines and penallies paid 152 180
Loss on currency exchange 36 124
Finance activity expenses 581 817
Net finance activity expenses, net {572) (586)
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Interest expenses

For the year ended 31 December interest expenses consisted of the following:

2012 2011
Interest on loans 342 508
Interest on finance lease 3 7
Total 345 513

Income tax (expenses) benefit

In accordance with IAS 12, the Company recognizes a deferred tax liability or asset for temporary differences
where amounts of income taxes are probable for payment or recovery in future periods. At each statement of
financial posilion date the Company re-assesses all unrecognized deferred tax assets and recognizes the
previously unrecognized portion to the extent that it has become probable that future taxable profit will allow the
deferred tax assets to be recovered.

As of 31 December deferred tax consisted of the following:

2012 2011

Temporary Deferred tax Temporary Deferred tax

differences (15%) differences (15%}
Deferred tax asset
Impairment of receivables 357 53 251 38
Write-down of inventories to net realizable

value 585 88 422 63

Vacation reserve 418 63 534 80
Tax losses carried forward 7 463 1120 3,121 468
Deferred tax asset 1324 849
Unrecognized deferred tax asset {1120) 468
Recognized deferred tax asset 204 181
Deferred tax llabllity
Non-current tangible assets 14 358 (2 154) 15,071 {(2,261)
Deferred tax liability (2 154) {2,261)
Deferred tax llability, net (1 950) {2 080)
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In 2012 deferred tax asse!l has not been recognized in respect of tax losses carried forward because it is
uncertain that sufficient laxable profit will be available in the future which will let to utilize this assel.

Under current legislation Company's tax losses can be carried forward indefinitely, if economic activity from which
losses originated is continued.

29, Related party transactlons

The transactions with related parties were as follows:

Baltijos keramika UAB (associate);

Ultimate shareholder Juozas Rai3elis;

Dvar&ioniu prekyba UAB (entity controlled by Company’s ultimate shareholder);
Raico Group UAB (entity controlled by Company’s ultimate shareholder);
Misota UAB (the shareholder of the Company):

Car care UAB (entity controlled by Company's ultimate shareholder);

Mr. Audris Imbrasas (key management personnel);

Dvargia UAB (entity conirolled by Company's ultimate shareholder},

a) transactions with related parties

Baltijos keramika Juozas Audris Dvartioniu
UAB Raiselis Imbrasas prekyba UAB
2012 2011 2012 2011 2012 2011 2012 2011
Revenue:
Sale of goods 5 - - - 37 - 8 16
Other - 1 - - - 104 - -
Total 5 1 - - 37 104 8 16

Loans received o o - - - - - .-

Financial expenses (interest) - - 46 53 - - - -
Total - - 46 53 - - - -
Raico group UAB  Dvaréia UAB Misota UAB Car care UAB
2012 2011 2012 2011 2012 2011 2012 2011

Revenue:
Sales of goods 4 - - - - - 74 76
Other - - - - - - - -
Total 4 - - - - - 74 76
Operating expenses 190 337 - - j 40 84 72
Total 190 337 - - - 40 84 72
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b) balances of accounts receivable/payable between related parties

Baltijos Juozas Audris Dvaréioniu
keramika UAB Raisells Imbrasas prekyba UAB  Car care UAB
2012 2011 2012 2011 2012 2011 2012 2011 2012 2011
Trade and other
receivables - - - - 15 - - 20 - 18
Total - - - - 15 - - 20 - 18
Accrued interest o - 37 117 - - o = = .
Loans received - - 985 985 = - = - - 5
Trade payables - 96 = 5 - - - - - -
Prepayments - - - - 104 - S o -
Total - 96 1022 1102 - 104 - - - -
Misota UAB Raico Group UAB
2012 2011 2012 2011
Trade payables - - 11 69
Prepayments* 460 422 1238 1227
Total 460 422 1249 1296

The prepayments received from Misota UAB (in amount of LTL 460 thousand) and Raico group UAB (in amount
of LTL 1 238 thousand) consisted of prepayments for long term assets according to preliminary purchase-sale

agreements. The main purchase-sale agreements are going to be signed in 2013.

Subsequent events

There were no subsequent events which could have a material impact to the financial statements for the period

ended as of 31 December 2012.

Commitments and off balance sheet items

As of 31 December commitments consisted of the following:

2012 2011
Asset insurance payments (compulsory according to the loan contract) 24 49
Finance lease interest till full repayment of lease - 1
Loan interest till maturity 604 396
Total 628 446
Emission rights movement:

2012 2011
Balance as of 1 January, units 24 807 3101
Allocated for the Company for the year, units - -
Consumed by the Company during the year, units {5 542) {6 204)
Balance as of 31 December, units 19 265 24 807
The emission rights allocated to the Company for the period from 2008 to 2012 amounted to 61 669 units.

67



32.

33,

DVARCIONIY KERAMIKA AB
EXPLANATORY NOTES

FOR THE YEAR ENDED 31 DECEMBER 2012
All amounts are in LTL thousands, unless otherwise stated

Claims and litigations

As of 31 December 2012 and 2011 the Company was not involved in any legal proceedings, which in
management's opinion would have a material impact on the financial statements, except for legal case with major
Company's creditor Swedbank AB, as disclosed in Note 14.

Going concern

The Company's financial statements for the year ended 31 December 2012 were prepared assuming that lhe
Company will continue as a going concern.

During 2012 the Company incurred LTL 5 303 thousand of net losses (net Iosses in 2010 were LTL 4 985
thousand) and the Company's current ratio (current assets in totalfcurrent liabilities in total) was 0.50 as of 31
December 2012 (0.54 — as of 31 December 2011).

The Company's management prepared the 2013 forecast; based on it the forecasted 2013 cash flows are
sufficient to assure the repayment of short term and long term liabililies. Management also plans to refinance
current loans and postpone the payment of loans for a longer period.

The Company’s management puts significant efforls, seeking o ensure Company's liquidity and ability to
conlinue as a going concem. The management is convinced that these efforts will minimize the drop of
Company’s value. Non profitable products were replaced by newly implemented products. The Company
achieved significant decrease in raw material prices, also the management managed to extend payment terms
with suppliers. The Company signed new agreements with energy suppliers. New packaging solution has been
implemented, which resulted in more production sold per package and lower various other, including
transportation costs. The management has initiated the project of enlargement of manufacturing capacities,
which could result in higher sales income. Also few loss generating sales unils were shut down — 3 brand shops
were closed. The Company is permanently looking for new opportunities in Western and Eastern markets.

After evaluating the circumstances noted above, the Company's management believes that the Company will
continue its aclivity in 2012 and beyond.

* k& ok
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