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7 April 2016 No. fol. </ 55

Vilnius

To Supervisory Service of
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 Informatlion of the Lithuanian Securiies Commission, General manager of
DVARCIONIY KERAMIKA AB Liudmila Subo& and Chief Accountant of DVARCIONIY KERAMIKA AB Elona
Suveizdiene hereby confirm that to the best of our knowledge, the attached DVARCIONIU KERAMIKA AB audited
financial statements for the year which ended on 31st December 2015, 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 DVARCIONIY KERAMIKA AB.

Enclosed: DVARCIONIY KERAMIKA AB annual report and financial statements for the year ended on 31st December
2015.

. l/
General manager % 4 V Liudmila Subo¢

Chief Accountant Elona Suveizdiené
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DVARCIONIU KERAMIKA AB

Information about the Company

Dvarcéioniy Keramika AB

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

The company‘s code 110628481
VAT payer’s code L.T106284811

Telephone No. + 370 5 2317021
Fax No. + 370 5 2317061
Situated in: Keramiky sir. 2, Vilnius, LT-10233 Lithuania
Web page: www_keramika.lt
E-mail: info@keramika.lt

Nature of core business

Production, retail and wholesale trade of ceramic and porcelain stoneware tiles.
1.1.1 Board

Juozas Raiselis Chairman

Liudmita Subo& Board member, General Manager
Ernestas Slizys Board member

Paulius Lingius Board member

Management

Liudmila Subog General Manager

Ernestas Slizys Sales and Marketing Director

1.1.2 Audit company
(Grant Thornton Baltic UAB
Banks

Swedbank, AB
AB SEB bankas
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INDEPENDENT AUDITOR’S REPORT

TO THE SHAREHOLDERS OF AB DVARCIONIU KERAMIKA
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 31st, 2015, 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 European Union and for such internal control as management
determines is necessary to enable the preparation of financial statements that are free from material misstatement, whether due
to fraud or error.

Auditor’s Responsibility

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

Basis for Qualified Opinion

1. There is a civil case considered in Vilnius District Court regarding restructuring or initiation of bankruptcy case. The
company's financial statements for the year 2015 have been prepared on the going concern basis. The Company suffered a net
loss in the amount of EUR 1339 thousand in the year that ended on 31st December of 2015, and the company's current
liabilities were in excess of its current assets by EUR 7011 thousand as of that day. In our opinion, there is a significant
uncertainty about the Company's ability to continue its operations. These financial statements do not include any adjustments
that are likely to result from this uncertainty.

2. In the year 2015 the Company increased the value of its noncurrent intangible assets by the value of internally created
trademark “Dvarfioniy keramika” of EUR 1823 thousand. In our opinion, this trademark doesn’t comply with criteria of
recognition of intangible assets and primary valuation as stated in International Financial Reporting Standards, hence it
shouldn’t be recognized as intangible asset and its balance sheet value and revaluation reserve should be lowered accordingly.

3. The Company didn’t recognize interest expenses and liabilities for loans provided by lender Swedbank, AB. If the Company
would calculate interest expenses, its liabilities and unallocated loss would increase by EUR 115 thousand.
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Qualified opinion

In our opinion, except for the effects of the matter described in the Basis for Qualified Opinion paragraphs, the financial
statements present fairly, in all material respects, the financial position of AB Dvar&ioniy keramika as at December 31st, 2015,
and its financial performance and its cash flows for the year that ended on that day 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.

Report on Other Legal and Regulatory Requirements

We have read the accompanying annual report of AB Dvardioniy keramika for the year 2015 and have not identified any
material inconsistencies between the financial information included and the audited financial statements.

Director auditor
Genadij Makugev
Auditor’s certification No. 000162

7th April, 2016
40B A. Go#tautas str., Vilnius

Grant Thornton Baltic UAB
Audit company’s certification No. 001445
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DVARCIONIY KERAMIKA AB
ANNUAL REPORT
FOR THE YEAR ENDED 31 DECEMBER 2015

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

1.1. The Company’s financial position, perfermance and development review

The Company's key performance indicators for the period from 2013 to 2015

Sales revenue, EUR'000 122 712 4674
Gross profit, EURL'000 14 159 847
Gross profit margin, % 12% 22% 18%
Operating profit, EUR'000 {1331) (1594} (1956)
Operating profit margin, % {1091%) {224%}) (42%)
EBITDA, EUR'000 (2060) (2742) (887)
EBITDA margin, % (1689%}) (385%) (19%)
Net profit (loss), EUR’000 (1339) (2180) (1527)
Net profit (loss) margin, % (1099%) (306%) (32.7%)
Return on assets, % (ROA) (9%} (28%) (16%)
Return on equity, % (ROE) (23%) (38%) (96%)
Profit (loss) per share, EUR (0.14) (0.22) (0.18)
Total assets, EUR'000 15016 7650 9368
Shareholders equity, EUR'000 8747 (589} 1591
Long-term liabilities, EUR'000 782 782 782
Working capital, EUR’000 (7011) (6400) (4937)
Net change in cash flows, EUR000 (100) 129 310

Investments, EUR'000 - - .

Production volume, thousand m2 - - 360
Number of employees at the end of the year 29 30 75
Average salary, EUR/month 628 510 B77

1.2. Description of major risks and uncertainties faced by the Company

e The company in 2015 did not carry any production activities.
«  For litigation reasons a restructuring plan confirmation process was delayed.
+ The Company has not received any fines or sanctions for poliution in 2015.

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 porcelain stoneware tiles, wholesale and retail
trade.

In year 2015 revenue was 122 thousand EUR.

Sales in Lithuania

The Company's produce is sold in many bigger construction material trade centers, also in own-brand retail shops
in Vilnius and Klaipeda. The Company’s shops sell not only the Company’s produce, but also sanitary equipmgg;,
bathroom accessories, materials for tiles pasting. )

-
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DVARCIONIU KERAMIKA AB
ANNUAL REPORT
FOR THE YEAR ENDED 31 DECEMBER 2015

2.2. Supply and Logistics

Companies, selected in tender procedures, perform transportation and other services. It allows the Company to
achieve the optimum price-quality ratio.

2.3, Production
The company in 2015 did not carry any production activities.

2.4. Management of quality and environment issues, experimental laboratory

Quality and Environment Safety management system

Dvarioniy Keramika AB activities are fully compliant with the quality and environment safsty management
standards 1SO9001 & 13014001 requirements. Quality management system was implemented and cettified in
1999; environmental safety management system in 2002.

Accredited experimental laboratory

Dvaréioniy 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 standard.

2.5 Information on the Company's internal control system

The Company has adopted 1SO 9001 and [SO 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 transactions are made in accordance with the 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 internal control
system are: organizational structure, segregation of duties, accounting system, physical control, control
proceduras, authorization and approval, personnel policies, monitoring, and approval of the activities carried out,
budgeting and performance monitoring. The accounting system comprises of procedures which set such an order
to register, summarize and systematize transactions which removes any possibility of fraud and abuse and
ascertains that financial statements are prepared on time 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 31st December 2015 there were 29 full-time employees in the Company, on 31st December 2014 — 30.

Collective agreement

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

Increase in qualification
Employee training and qualification is performed based on the Company’s Quality management system 1SO 9001
procedures.

Job safety
There are suitable and safe working conditions in the Company. Health and safety committee is present. There
were no serious accidents during 2015.

Links and extra explanations abhout data presented in the financial statements

3.1 Information about agreements with Intermediaries of public trading of securities: The Company’s securities
accounting is performed by AB Stauliy bankas.

3.2 Information about trade of issuers securities on regulated markets: Company’s ordinary shares (symbol-
DKR1L) are listed on NASDAQ OMX Baltic Secondary list.

Type of shares- Ordinary registered Shares {ORS)

Number of shares (units) - 9 905 460 .
Nominal value- 0,58 Euro. e
ISIN code- LT0000122319 -

All Company’s shares are paid.
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ANNUAL REPORT
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3.3 Informatidh about the issuer's cwn shares
The Company does not have own shares.

3.4 Information about the issuer’s secondary companies,
Baltijos keramika UAB (Druzu v,, Sirvintu r., Lithuania) — ownership of 30,6 %.

4. Shareholders
As of 31st December 2015 number of sharsholders of Dvargioniy keramika AB was 1004.
Shareholders owning or ¢controlling more than 5% of the share capital:

Company’s name, address Number of Company’s shares Voting rights
held
UAB MISOTA 9.206.028 92,93%

Smolensko St.10, Vilnius , Lietuva
The company ‘s code 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) to receive shares without payment if the authorized 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 negoetiating a higher interest rate;

7) other propenty rights and duties noted in Law on Companies and other 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 Shareholders;

10) to vote at General Meetings 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 resulting 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, their par value and the part of
share capital formed by these shares
The company did not hold, acquire or transfer any shares during the financial year.

6. Information 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. 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;

3) elect and remove the firm of auditors for the carrying out of the audit of annual financial statements, set the
conditions for auditor remuneration;

4) determine the class, number, nominal value 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 con profitloss 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;
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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;

18) 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) collect 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 functions of the
management organs.
The General Meeting of Shareholders shall take the following decisions by a qualified majority vote that must he
not less than 2/3 of all the votes carried by the shares held by the shareholders attending the Meeting:

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

2} to determine the class, number, nominal value and the minimum issue price of the shares issued by the
company;

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

4) distribution of profit (low)

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

8) 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;

9) 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) liguidation of the company and cancellation of the company’s liquidation, 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 entitled to vote when deciding on the issue

8. Regulation of change of Company’s Articles of Association

Changes of Company's Articles of Association are changed according to legal requirements.

9. 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 Dirsctor. Managing Board is elected by the General Meeting of
Shareholders for four years period. Managing Board is comprised from 5 members. Company’s General Director
is elected and resigned by Company’s Managing Board. Salary and job regulaticns of General Director are also
approved by the Managing Board.

Information on Managing Board members of DvarCioniy keramika AB:

Name, Surname, Term of office Number of Participation in Participation in other
position {from - to) Company’s | other companies’ | companies’ share capital
shares operations
held

Mr. Juozas Raiselis,
Chairman of the
Board

From 14" July 2013 President of Raico

35.4 % voting rights of
to 13" July 2017 group UAB

Raico group UAB

Mr. Giedrius From 14" July 2013

Kolesnikovas
Board member

to 11™ November
2015

Mrs. Liudmila Subog
Board member

Frorn 147 July 2013
to 13" July 2017

10 shares

7.65 % of voting rights of
Baltijos keramika UAB

Ernestas SlyZis,
Board member

From 26" June 2014
to 13™ July 2017

Paulius Lingius
Board member

From 26" June 2014
to 13" July 2017

Director of Misota
UAB

10




- DVARCIONIY KERAMIKA AB
5 ANNUAL REPORT
FOR THE YEAR ENDED 31 DECEMBER 2015

i Liudmila Suboé - General Director of the Company from 23™ of July 2013. She has a higher education, works
within the Company from 1980. She has 10 units of the company shares.

Mrs. Elona Suveizdiené — chief accountant. She has a higher education, werks within the Company from 27"
June 2012. She does not hold any shares of the Company.

10. Information on Company’s branches and affiliates
The Company does not hold any branches of affiliates

11. Important events of the year

;

General meetings of shareholders:

2015 02 05 - on the Audit Company and fixing payment conditions;

2015 04 27 - for the affirmation of company's activities and financial results in year 2014;

2015 07 10 - for the company's restructuring;

2015 07 24 - on the company's share capital conversion into euros and amending the statutes, on the
restructuring of the company;

]

All information is presented on the Company’'s website htip:/www.keramika,ltVannouncements,

12. The Company’s plans and forecasts
D The Company does not publicly announce its plans and forecasts.
The Company plans to conduct market value evaluation of its movable property in 2016 by hiring independent
property assessor.
‘ 13. Information about the research and development activities.

The Company did not conduct any research and devslopment activities.

14. 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 groups of planned transactions as well as extent of pricing risk,
liquidity risk and cash flow risk.

,F'

The Company did not use any derivative financial instruments, which are important in assessing the Company's
assets, equity, liabilities, financial position and results.

15. Transactions of Dvarc¢ioniy keramika AB equity securities in regulated financial markets

Company’s ordinary shares are listed on NASDAGQ OMX Baltic Secondary list. Trading statistics is provided

AA

below:
| | quarter Il quarter lll quarter IV quarter
W Ratio 2015 2014 2015 2014 2015 2014 2015 2014
Open price 0,117 - 0,061 - 0,077 - 0,103 0,027
J Highest price 0,298 0,080 0,077 0,069 0,103 0,059 0,103 0,149
Lowest price 0,030 0,027 0,016 0,011 0,018 0,027 0,047 0,023
j Last price 0,061 0,041 0,068 0,055 0,103 0,050 0,08 0,117
L Turnover, units 26774 9131 4629 19221 12818 15303 3966 1746
Turnover, ) ) i ) ) i : )
! milion EUR
! ——
.J Capitalization, 0.79 0.27 0.79 0.27 0.79 0.27 079 1.16
million EUR

11
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ANNUAL REPORT
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Indicator 2015 2014
Open price 0,117 0,027
Highest price 0,525 0,149
Lowest price 0,012 0,011
Last price 0,080 0,117
Turnover, units 48187 45401
Turnover, million EUR . -
Capitalization, million EUR 0.79 1.16

16. DVARCIONIY KERAMIKA AB disclosure form regarding the Compliance with the
Governance Code for the Companies Listed on AB NASDAQ OMX Vilnius Regulated Market -

PRINCIPLES/ RECOMMENDATIONS

YES/NO
INOT

APPLICABLE

COMMENTARY

Principle I: Basic Provisions

The overriding objective 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
cleary declaring how the company intends to meet
the interests of its shareholders and optimize
sharsholder value.

No

The Company has prepared development
strategy, which is not 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 sharsholders
(e.g. employees, creditors, suppliers, clients, local
community), participating in or connected with the
company's operation, are duly respected.

Yes

The Company seeks to ensure rights of all
major stakeholders.

Principle ll: The corporate governance framework

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

2.1. Besides obligatory bodies provided for in the
Law on Companies of the Republic of Lithuania —
a general sharehclders' 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 bedies for
supervision and management facilitates clear
separation of management and supervisory
functions in the company, accountability and
control on the part of the chief executive officer,
which, in its turn, facilitate a more efficient and
transparent management process.

Yes

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

12
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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
Beard of directors,

2.3. Where a company chooses o form only one
collegial body, it is recommended that it should be
a supervisory body, i.e. the supervisory board. In
such a case, the supervisory board is responsible
for the effective monitoring of the functions
performed by the company's chief executive
officer.

Not
applicable

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 Il and IV. Where a company should
decide not to set up a collegial supervisory body
but rather a collegial management body, i.e. the
board, Principles lll 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
{executive directors) and supervisory (non-
executive directors) board members that no
individual or small group of individuals can
dominate degision-making on the part of these
bodies.

Yes

The Board of directors consists of 4 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
executive officer should not be immediately
nominated as the chairman 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

13
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Principle lll: The order of the formaticn of a collegial body to be elected 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 shareholders 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 objective and
fair monitoring of the company’s management
bodies as well as representation of minority
sharehoclders.

No

3.2, Names and surnames of the candidates to
hecome members of a collegial body, information
about their education, qualification, professional
background, positions taken and potential conflicts
of interest should be disclosed early 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 subseguent
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
hisfher service on the collegial body. In order
sharehelders and investors are able to ascertain
whether member's compstence 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 current qualifications possessed by its
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 Ilisted
companies.

Yes

The Company’s collegial body members are
qualified specialists.

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

No

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

No
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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 relationship with
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 body 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 the course of time, assessment of
independence of a member of the collegial body
should be based on the contents of the
relationship and circumstances rather than their
form. The key criteria for identifying whether a
member of the collegial body can be considered to
be independent are the following:

1) He/she 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 three years, except
for cases when a member of the collegial
body does not belong to the senior
management and was elected o the
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 additional 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);

4y He/she is not a controlling sharehelder or
representative of such shareholder
(control as defined in the Council
Directive 83/349/EEC Article 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 partner,
shareholder, director or  superior
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

No

The Company’s financial statements disclose
the related parties’ transactions as required by
the Intemnational Financial Reporting
Standards. Transactions between the related
parties are performed using arm’s length
principle.

No other means to evaluate the independence
of members of governing bodies are applied
bhecause no means are specified in internal
documents of the Company (statute,
regulations).

15




—

e N e

J

-

AR Y NSNS S USSR B St B SRS S S R S

DVARCIONIY KERAMIKA AB
ANNUAL REPORT
FOR THE YEAR ENDED 31 DECEMBER 2015

recelving 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)He/she is not an executive 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-execuiive director or
member of the supervisory board, he/she
may not also have any other material
relationships with executive directors of
the company that arise from their
participation in activites 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)He/she is not a close relative to an
executive 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 relative is
considered to be a spouse (common-law
spouse), children and parents.

3.8. The determination of what constitutes
independence is fundamentally an issue for the
collegial body itself 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 conception
of independence.

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 perscn 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 cf 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

Not
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collegial body for their work and participation in the
meetings of the collegial body, they may be
remunerated from the company's funds. The
general shareholders’ meeting should approve the
amount of such remuneration.

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 statements 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 its
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
should explain the reasons in a letter addressed to
the collegial body or audit commiitee and, if
necessary, respective company-not-pertaining
body (institution).

Yes

The Company complies with the
recommendation,

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 particular any directorships held in other
companies) in such a manner they do not interfere
with proper performance of duties of a member of
the collegial body. In the event a member of the
collegiat 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 meetings 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. [t 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 hody when communicating with and
committing to shareholders.

Yes

The Company complies with the
recommendation.

&3

45, It is recommended that transactions (except
insignificant ones due to their low value or
concluded when carrying out routine operations in
the gompany under usual conditions), concluded

Yes

Transactions between the Company and its
shareholders, members of the Management
Board and Supervisory Council and other
natural or legal persons who has influence or
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between--the company and its shareholders,
members of the supervisory or managing bodies or
other 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.

may have influence on the Company's
management are approved according to the
procedures specified in the statute 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 c¢ollegial 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 cobtain, in
particular from employees of the company, all the
necessary information or to seek independent
legal, accounting or any cther advice on issues
pertaining to the competence of the collegial body
and its commitiees.

Yes

47. 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
conflicts 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 control and
assessment of company’'s audit. Therefore when
the mentioned issues are attributable to the
competence of the collegial bedy, 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
commiftees. Should the collegial body of the
company comprise small humber 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
the 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 whols.

Yes

4.8, The key cbjective of the commiitees is to
increase efficiency of the activities of the collegial
body by ensuring that decisions are based on due
consideration, and to help organize its work with a
view to ensuring that the degcisions it takes are free
of material conflicts of interest. Committees should
present the collegiai body with recommendations
conceming the decisions of the collegial body.
Nevertheless the final decision shall be adopted by
the collegial body. The recommendation on

No
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creation of-committees is not intended, in principle,
to constrict the competence of the collegial body or
to remove the matters considered from the purview
of the collegial body itself, which remains fully
responsible for the decisions taken in its field of
competence.

4.9, Committees established by the collegial body | No
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 commitiees 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 commiitee membership is refreshed
and that undue reliance is not placed on particular
individuals.

4.10. Authority of each of the committees should | No
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 stipulating the role
and rights and duties of the committee should be
made public at least once a year (as part of the
information disclosed by the company annually on
Its corporate 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 to reach
this conclusion.

411. In order to ensure independence and | No
impartiality of the committees, 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 committes. A committee may invite
or demand participation in the meeting of particular
officers or experts. Chairman of each of the
committees should have a possibility o maintain
direct communication with the shareholders.
Events when such are to be performed should be
specified in the regulations for committee activities.
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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 nomination 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. Nomination committee can also
consider candidates to members of the collegial
body delegated by the shareholders of the
company;

2) Assess on regular basis the structure, size,
composition and performance of the supervisory
and management  badies, 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’ meeting 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 commitiee.

No

4.13. Remuneration Committee.

413.1. 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
policy 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 objectives
and evaluation criteria, with a view to properly
aligning the pay of executive 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
remunerations are consistent with company's
remuneration policy and the evaluation of the
performance of these persons concerned. In doing
s0, the committee should be properly informed on
the total compensation obtained by executive
directors and members of the 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

No
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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 the
executive directors and members of the
management bodies on the level and structure of
remuneration 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 commitiee
should:

1) Consider general policy regarding the granting
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 sharsholders
meeting;

3) Make proposals to 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 resolution of the issues attributable
to the competence of the remuneration commitiee,
the commitiee should at least address the
chairman of the collegial body andfor chief
executive officer of the company for their opinion
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 commitice
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
the accounts of companies in the group);

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

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

4) Make recommendations to the collegial body
related with selection, appointment, reappointment

No

The Company has no internal audit committee.
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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
10 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
audit 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 cccurrence 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
non-audit services that are (a) excluded, (b)
permissible only after review by the committee,
and {¢) 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.

4142, All members of the committee should be
furnished with complete information on particulars
of accounting, financial and other operations of the
company. The Company’s management should
inform the audit committee of the methods used to
account for significant and unusual transactions
where the accounting treatment may be open fo
different approaches. In such case a special
consideration should be given to company's
operations in offishore centers and/or activities
carried out through special purpose vehicles
{organizations) and justification of such operations.

4143, The audit committee should decide
whether participation of the chairman of the
collegial body, chief executive officer of the
company, chief financial officer (or superior
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, Internal and external auditors should be
secured with not only effective working relationship
with management, but also with free access to the
collegial body. For this purpose the 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
the internal auditor's work program, and should be
furnished with internal audit's reports or periodic
summaries. The audit commitiee should also be
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informed - of the work program of the external
auditor and should be furnished with report
disclosing all relationships between the
independent auditor and the company and its
group. The committee should be timely fumished
information on all issues arising from the audit.

4.14.6.- The audit commitiee 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
investigation of these issues and for appropriate
follow-up action.

4,14.7. The audit committee should report on its
activities to the collegial body at least once in
every six months, af the time the yearly and half-
yearly statements are approved.

4.15. Every year the collegial body should conduct
the assessment of its activities. 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 committee’s competence and work
efficiency and assessment whether the collegial
body has achieved its objectives. The collegial
body should, at least cnce a year, make public (as
part of the information the company annually
discloses on its management structures and
practices) respective information on its internal
organization and working procedures, and specify
what matetial changes were made as a result of
the assessment of the collegial body of its own
activities.

Yes

The collegial body conducts the assessment of
its activities and reviews its cbjectives.

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 hodies and decision-making and encourage active co-operation

between the company’s bodies.

5.1. The company’s supervisory and management
bodies (hereinafter in this Principle the concept
‘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 chaimpersen should ensure order and working
atmosphere during the meeting.

Yes

The Company complies with the
recommendation.

5.2. It is recommended that meetings of the
company's collegial bodies should be carried out
according to the schedule approved in advance at
certain intervals of time. Each company is free o
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

Yes

The Company  complies with the
recommendation.
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the essential -comporate 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.

5.3. Members of a collegial body should be notified
about the meeting being convened in advance in
order 1o allow sufficient time for proper preparation
for the issues on the agenda of the meeting 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 certain issues of great
importance to the company require immediate
resolution.

Yes

The Company complies with the
recommendation.

54. In order to cc-ordinate operation of the
company’s collegial bodies and ensure effective
decision-making process, chairpersons of the
company’s collegial bedies 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.

Yes

The Company complies  with the
recommendation.

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 foreign shareholders. The corporate governance framework should protect the

rights of the shareholders.

6.1. It is recommended that the company's capital
should consist only of the shares that grant the
same rights to voling, ownership, dividend and
other rights to all their holders.

Yes

The Company's capital consists only of the
ordinary shares that give the same voting,
ownership, dividend and other rights to all of
their holders.

6.2. It is recommended that investors should have
access to the information concerning the rights
attached to the shares of the new issue or those
issued earlier in advance, i.e. before they
purchase shares.

Yes

The Company complies  with the
recommendation,

6.3. Transactions that are important to the
company and its shareholders, such as transfer,
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 opportunity to familiarize with and
pariicipate in the decision-making process when
significant corporate issues, including approval of
transactions referred to above, are discussed.

Yes

Transactions are made on the basis prescribed
in the Company’s statute.

6.4. Procedures of convening and conducting a
general shareholders’ meeting should ensure
equal opportunities for the shareholders to
effectively participate at the meetings and should
not prejudice the rights and interests of the
shareholders. The venue, date, and time of the
shareholders’ meeting should net hinder wide
atiendance of the shareholders. Prior to the
shareholders’ meeting, the company’s supervisory
and management bodies should enable the
shareholders to lodge questions on issues on the

Yes

Procedures of convening and conducting a
general shareholders’ meeting ensure equal
opportunities for the shareholders to effectively
participate at the meetings and not prejudice
the rights and interests of the sharehclders.

¢

-

24




e T s B e T - =

| [

)

DVARCIONIY KERAMIKA AB
ANNUAL REPORT
FOR THE YEAR ENDED 31 DECEMBER 2015

agenda of-the general shareholders’ meeting and
receive answers to them.

Yes
6.5. It is recommended that documents on the
course of the general shareholders’ mesting,
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 and/or 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
commetrcial secrets are not revealed.

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

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

The Company complies with recommendation.

______

v
L

-

No
6.7. With a view to increasing the shareholders’
opportunities  to  participate  effectively at
shareholders’ meetings, the companies are
recommended to expand use of modern
technoloegies 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 oppertunity to watch shareholder
meetings by means of modern technologies.

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 corporate bodies.

Yes
7.1. Any member of the company's supervisory
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 oceur, a member of the
company’s supervisory and management body
should, within reasonable time, inform other
members of the same collegial 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
conflict and value, where possible.

The Company complies with the
recommendation.
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7.2. Any member of the company's supervisory
and managemeni body may not mix the
company’s assets, the use of which has not been
mutually agreed upen, with his/her personal assets
or use them or the information which he/she leamns
by virtue of hisfher position as a member of a
corporate body for his/her personal benefit or for
the bensfit of any third person without a prior
agreement of the general shareholders’ meeting or
any other corporate body authorized by the
meeting.

Yes

The  Company  complies
recommendation.

with

the

7.3. Any member of the company's supervisory
and management body may conclude a
transaction with the company, a member of a
corporate body of which he/she 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
him/her or to the company's shareholders.
Transactions specified in this recommendation are
also subject to recommendation 4.5.

Not
applicable

7.4. Any member of the company's supervisory
and management body should abstain from voting
when decisions concerning transactions or other
issues of personal or business interest are voted
on.

Not
applicable

There were no such cases in 2015.

Principle VIIl: Company’s remuneration policy

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

established in the company should prevent potential conflicts of interest and abuse in determining

remuneration of directors, in addition it should ensure publicity and transparency both of company’s

remuneration policy and remuneration of directors.

8.1. A company should make a public statement of
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

No such practice has been established in the

Company.

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 remuneration policy in the
previous financial year. Special attention should be
given to any significant changes in company’s
remuneration policy as compared to the previous
financial year.

No

No such practice has been established in the

Company.

8.3. Remuneration statement should include the
following information:

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

No

No such practice has been established in é;\g

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

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

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

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

No
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,
information on the duration of coniracts with
executive directors and members of the
management bedies, 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 such practice has been established in the
Company.

No
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 consuitants
whose services have been used in determination
of the remuneration policy as well as the role of
shareholders’ annual general meeting.

No such practice has been established in the
Company.

No
8.6. Without prejudice to the role and organization
of the relevant bodies responsible for setting
directors’ remunerations, the remuneration policy
or any other significant change in remuneration
pelicy 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 such practice has been established in the
Company.

No
8.7. Remuneration statement should also contain
detailed information on the entire amount of
remuneration, inclusive of other benefits, that was
paid to individual directors over the relevant
financial year. This document should list at least
the 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
year,

8.7.1. The following remuneration and/for
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 rsceived

The Company discloses payments to the
managers in the explanatory notes of the
financial statements.
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from any-undertaking belonging to the same
group;

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

4) i 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) Compensation receivable or paid to each former
executive director or member of the management
body as a result of his resignation from the office
during the previous financiai year;

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

8.7.2. Regarding shares and/or rights to acquire
share options and/or 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 oceurring 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 the directors’ accrued benefits
under that scheme during the relevant financial
year,

2) When the pensiocn 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 alsoc state amounts
that the company or any subsidiary company or
entity included in the consclidated annual financial
statements of the company has paid to each
perscn 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
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 meeting 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

No

No such practice has been established in the
Company.
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scheme provisions should also be subject to
shareholders’ approval prior to their adoption; the
approval decision should be made in shareholders’
annual general mesting. In  such case
shareholders should be notified on all terms of
suggested changes and get an explanation on the
impact of the suggested changes.

8.9. The following issues should be subject to | No
approval by the shareholders’ annual general
meecting:

1) Grant of share-based schemes, including share
options, 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 the company under similar
terms.

Annual general meseting should also set the
deadline within which the bedy responsible for
remuneration of  directors may  award
compensations listed in this article to individual
directors.

8.10. Should national law or company’s Articles of | No
Asscociation allow, any discounted option
arrangement under which any rights are granted to
subscrine to shares at a price lower than the
market value of the share prevailing on the day of
the price determination, or the average of the
market valugs over a number of days preceding
the date when the exercise price is determined,
should also be subject to the shareholders’
approval.

8.11. Provisions of Articles 8.8 and 8.9 should not | No
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 paricipate in the scheme
and which has been approved in the shareholders’
annual general meeting.

8.12. Prior to the annual general meeting that is | Yes
intended to consider decision stipulated in Aricle
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. MNotice should also specify the
relationship 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 cnes. 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.
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Principle IX:'Thé role of stakeholders in corporate governance

The corporate governance framework should recognize the rights of stakeholders as established by law
and encourage active 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, clients, local community and other persons having certain
interest in the company concerned.

9.1. The corporate governance framework should | Yes The Company’s management system assures
assure that the rights of stakeholders that are that the rights of stakeholders are protected
protected by law are respected. according to laws.

9.2, The comporate governance framework should | Yes
create conditions for the stakehclders to participate
in corporate governance in the manner prescribed
by law. Examples of mechanisms of stakeholder
participation in corporate governance 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; creditor involvement in
governance in the context of the company’s
insolvency, etc.

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

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 information | Yes The Company complies with recommendation.
on:

1) The financial and operating results of the
company;

2) The Company's cbjectives;

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 supervisory 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 under
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 &H
disclosed as well as potential conflicts of interest
that may have an effect on their decisions when
information specified in itern 4 of Recommendation
10.1 about the members of the company's

30




DVARCIONIY KERAMIKA AB
ANNUAL REPORT
FOR THE YEAR ENDED 31 DECEMBER 2015

SRS Y o T [ s I e

S , ; r— o __._

supervisory and management bodies is under
disclosure. It is also recommended that
information about the 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 cfficer as per Principle VL.

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 to 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.

10.5. Information should be disclosed in such a
way that neither shareholders nor investors are
discriminated with regard to the manner or scope
of access to information. Information should be
disclosed to all simultaneously. It is recommended
that notices about material events 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
have equal access to the information and make
informed investing decisions.

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 information users gets
information at the same time. The Company
also tries to announce essential information in
non-trade time — before or after trade sessions.

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

0.6. 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 information on the
company’s website. 1t is recommended that
information should be published and placed on the
company’s website 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. At the
same time information is placed in the official
website of the Company. Such process ensures
that all the information 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 reporis and other periodical accounts
prepared by the company should be placed on the
company's website. It is recommended that the
company should announce information 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 selection 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
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— No Candidate audit company is proposed by the
11.2. 1t is recommended that the company's Board of directors.
supervisory board and, where it is not set up, the
company's board should propose a candidate firm
of auditors to the gensral shareholders’ meeting.
Not Audit company has not provided any services
11.3. It-is recommended that the company should | applicable | to The Company except audit itseif.

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 o
propose for the general shareholders’ meeting.

General Manager @/f‘
Liudmila Suboé L x4

7 April 2016

¥4
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DVARCIONIU KERAMIKA AB

COMPANY’S SEPARATE STATEMENT OF FINANCIAL POSITION

AS OF 31° of DECEMBER 2015

All amounts are in EUR thousands, unless stated otherwise

ASSETS

Property, plant and equipment
Intangible assets

Investment property
Investments in associates

Total nhon-current assets
Inventories

Trade and cther receivables
Cash and cash equivalents

Total current assets

TOTAL ASSETS

EQUITY

Share capital

Legal reserve
Revaluaticn reserve
Accumulated losses

Total equity

LIABILITIES

Loans

Finance lease liabilities
Deferred tax liabilities

Total non-current liabilities

Loans

Finance lease liabilities

Trade payables

Prepayments

Other payables and accrued expenses

Total current liabilities

Total liabilities

TOTAL EQUITY AND LIABILITIES

The accompanying notes on pages from 52-60 are an integral part of these financial statements.

Notes

"
1

13
14,15

13
16

17

These financial statements were approved and signed on 7 April 2016:

Ji/

2015 2014
12630 6505
1823
1
87 87
14540 6593
55 421
65 180
356 456
476 1057
15016 7650
5745 5738
36 36
11075 2623
{10109) (8986)
6747 (589)
782 782
782 782
5848 5848
1478 1461
7 8
154 140
7487 7457
8269 8239
15016 7650

%// /

General Manager
Liudmila Subo&

g@géefé)dntant
nasaveizdieng
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DVARCIONIU KERAMIKA AB

COMPANY'S SEPARATE STATEMENT OF COMPREHENSIVE INCOME

FOR THE YEAR ENDED on 31* of DECEMBER 2015
All amounts are in EUR thousands, unless stated otherwise

—
i

Notes
Sales revenue 18
Cost of sales 19, 23
Gross profit
Cther income ’ 20
Selling expenses 21,23
Administrative expenses 22,23
Result from operating activities
Finance income 24
Finance cost 24
Net finance cost
Loss before taxes
Income tax
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 EUR) 12

The accompanying notes on pages from 52-60 are an integral part of these financial statements.

These financial statements were approved and signed on 7 of April 2016:

)

2015 2014
122 712
(108) (553)
14 159
415 188
(229) (313)
(1531) (1628)
(1331) (1594)
3 1

(11) (587)
(8) (586)
(1339) (2180)
(1339) (2180)
216 152
(1123) (2028)
(0,19) (0,22)

General Mahager
Liudmila Subog

Elona Su

i
ff

Chief Accoi

iene
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COMPANY’S SEPARATE STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED on 31° of DECEMBER 2015
All amounts are in EUR thousands, unless stated otherwise

S B SN [ U

-

¢ ‘
L

Accumu-
Share Legal lated Total
Notes capital reserve losses equity

Balance as of 31st December

2013 - 5738 36 {6958) 1591
Loss for the period {2180) (2180)
Decrease of revaluation reserve

due to depreciation or write-off

of revaluated assets 152
Balance as of 31st December

2014 11 5738 36 (8986) {589)
Loss for the period (1339) (1339)
Influence of currency conversion

on share’s nominal value 7 7
Revaluation of noncurrent

assets 8668
Decrease of revaluation reserve

due to depreciation or write-off

of revaluated assets 216
Balance as of 31st December 11

2015 5745 36 (10109} 6747
The accompanying notes on pages from 52-60 are an integral part of these financial statements.
These financial statements were approved and signed on 7 of April 2016

/)/_.
General Managér Fountant
Liudmila Subo& veizdiené
&H
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DVARCIONIY KERAMIKA AB

COMPANY’'S SEPARATE STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED on 31* of DECEMBER 2015

All amounts are in EUR thousands, unless stated otherwise

(N S N B

1

J

Notes 2015 2014
Cash flow from operating activities:
Loss for the year {1139) (2180)
Adjustments for:
Depreciation and amortization 722 714
Net result from disposal and write-off of non-current assets
Impairment of non-current assets
Impairment of trade receivables {33) 3
Write-off (reversal) of inventory to net realizable value 295 123
Interest, net
Deferred and income tax expenses
(355) (1340)
Change in inventeries 71 444
Change in trade and other receivables 143 561
Change in trade and other payables 27 {10)
Change in prepayments 5 (2)
Change in other payables and accrued expenses 9 4786
255 1469
interest paid
Income tax paid
Net cash from operating activities (100} 129
Cash flows from investing activities:
Acquisitions of non-current tangible assets
Interest received
Proceeds from sales of non-current tangible assets
Revaluation reserve change
Net cash from/used in investing activities
Cash flows from financing activities:
Loans received
Repayment of loans
Cash flows associated with the owners
Other cash flow decreases of financial activity
Net cash used in financing activities
Net decrease in cash and cash equivalents {100) 129
Cash and cash equivalents at the beginning of the year 456 327
Cash and cash equivalents at the end of the year 356 456
The accompanying notes on pages from 52-60 are an integral part of these financial statements.
These financial statements were approved and signed on 7 of April 2016
¢ )
S0/ — %///
General Manager Chief nfant &
Liudmila Subod Elona Suveizdiené
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DVARCIONIY KERAMIKA AB

EXPLANATORY NOTES

FOR THE YEAR ENDED on 31* of DECEMBER 2015
All amounts are in EUR thousands, unless stated otherwise

1. General I-n'for'mation

Dvargioniy keramika AB (thereinafter — the Company) was registered on 10™ of June 1994. The Company‘s code
110628481. The Company's head office is located at Keramiku str. 2, LT-10233, Vilnius, Lithuania.

As of 31°! of December 2015 there were 29 employees in the Company (as of 31* of December 2014 — 30).

Shares of Dvarcioniy keramika AB are listed in AB Nasdag Vilnius Baltic Secondary List.

2. Basis for preparation of financial statements

Statement of compliance

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

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

The Management does not prepare consclidated financial statements as it does not have any subsidiaries. The
Company’s individual financial statements {where investment into associate is accounted for using equity
method) were not prepared as the equity method would be insignificant comparing to these financial statements.

Basis of preparation of financial statements
The financial statements are presented in national Lithuanian currency — Euro.

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 that affect the application of
accounting policies and amounts of assets, liabilities, income and expenses. Actual results may differ from these
estimates.

The estimates and underlying assumptions are reviewed cn 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.

Useful lives of property, plant and eguipment
Asset useful lives are assessed annually and changed when there is a reason to believe that the remaining live of

the asset does not reflect to the position of technical condition, prospective economic utilization and physical
condition.

Impairment of property, plant and equipment
The Company makes an asssssment, 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% of December 2015.

Net realizable value 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 porifolio. This evidence may include observable data
indicating that there has been an adverse change in the payment status of debtors, international or local
economic conditions that influence the group of receivables.
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DVARCIONIU KERAMIKA AB

EXPLANATORY NOTES

FOR THE YEAR ENDED on 31% of DECEMBER 2015
All amounts are in EUR thousands, unless stated otherwise

Management.evaluates probable cash flows from the debtors based on the historical loss experience related to
the debtors with similar credit risks. Methodology and assumptfions 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.

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

3. Significant accounting policies
The accounting policies set 6ut below have been applied to all perieds presented in these financial statements.

Foreign currency

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

2015 2014 2013
usD 1,09 1,22 1,38
PLN 4,24 4,30 4,15

Financial assets

The company initially recognizes loans, amounts receivable and deposits on the date that they are originated. All
other financial assets are initially recognized on the trade date at which the Company becomes a contracting

party.

The Company derecognizes a financial asset when the contractual rights to the cash flows from the asset expire,
or it transfers 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 oniy 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 instruments: Recognition 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 assets 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 transaction 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 other receivables.

Cash and cash equivalents comprise cash on hand, cash in transit and cash in banks, demand deposits and
other short-term highly liquid investments with original maturities of three months or less that are readily
convertible to a known amount of cash and are subject to an insignificant risk of changes in value.

Effective interest rate method

The effective interest method 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 rate that exactly discounts 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 pericd, 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 the financial liability, or {(where appropriate) a shorter period, to
the net carrying amount on initial recognition.
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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 equity 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 securities issued and subordinated liabilities 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 o the contractua! 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 cther 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 amortized 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
stated at cost less impairment losses recognized, where the investment's carrying amount exceeds its estimated
recoverable amount in the Company's statement of financial position.

Properly, plant and equipment

Property, plant and equipment are stated at their revaluated amounts, less any accumulated depreciation or
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 accounted in
revaluation reserve. However, the increase shall be recognized in profit or loss 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-ine basis over the estimated useful lives of the related asset.
Revaluated assets are depreciated over the remaining useful lives.

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

Buildings 7 - 60 years
Machinery and equipment 2—-20years
Vehicles 8 — 20 years
Other equipment 2—15years

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 non-current 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 with the item will flow fo 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 pericd in which they are incurred. e
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Intangible assets
Intangible assets are stated at historical cost, less accumulated depreciation and impairment losses. Amortization
is charged on a straight-line basis to write-off the cost of each asset over the estimated useful life by fixed asset
depreciation norms

Leasing
Leases are classified as finance leases whenever the terms of the lease transfer substantially all the risks and
rewards of ownership 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 the
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.

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

Inventories

Inventories are stated at the lower of cost or net 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 assets

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.

Objective evidence that financial assets (including equity securities) are impaired can include defaults by the
debtors, restructuring of an amount receivable on terms that were not used in nomal business relations,
indications that a party will enter bankruptey, 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
significant receivables 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 characteristics.

Non-financial assets

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

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 assets (the cash-generating unit, or CGU).

The recoverable amount of an asset or cash-generating unit is greater of its value in use and iis 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 carrying amount of the asset exceeds its estimated
recoverable amount. Impairment losses are recognized in respect of CGUs are firstly allocated to reduce the
carrying amount of any goodwill allocated 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.
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Impairment losses recognized in prior periods are reversed when there is evidence that the loss has decreased
or no longer exists. An impairment loss is reversed only fo the extent that the asset's carrying 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.

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

Revenue recognition
Revenue is measured at the fair value of the consideration received or receivable. Revenue is reduced for
estimated customer returns, 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 control over the goods sold;

the amount of revenue ¢an be measured reliably;

it is 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.

Sales of services
Sales of services are recognized on performance of the services.

Finance income and finance costs

Finance costs comprise 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 reported
in the statement of comprehensive income because it excludes items of income or expense that are taxable or
deductible in other years and it further 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
2015 the income tax applied to the Company is 15 % (2014 — 15 %).

Deferred tax

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 that affects neither 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 with such
investments and interests are only recognized to the extent that it is probable that there will be sufficient taxable
profits against which fo 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 part
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 setlled 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 liabilities and assets

&
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reflects the tax consequences that would follow from the manner in which the Group and the Company expects,
at the end of the reporting period, to recover or settle the carrying amount of its assets and liabilities.

Deferred income tax assets and liabilities are offset when there is a legally enforceable right to set off cutrent tax
assets against current ax liabilities and when they relate 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 net basis.

Current and deferred tax for the period

Current and deferred tax are recognized as an expense or income in profit or loss, except when they 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 the
business combination.

Earnings per share

The Company presents basic and diluted earnings 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 henefits is remote.

A contingent asset is not recognized in the financial statements but disclosed when an inflow or economic
benefits is probable.

Related parties

RAelated 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, contral, 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 that are not
adjusting events are disclosed 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
transaction 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
other payables as well as borrowings approximate their fair value.

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

The Company has applied these IFRS Amendments during the financial vear.

Amendment to IAS 27 Separate Financial Statements (effective for financial years beginning on or after 1
January 2014)

As a result of the new standards IFRS 10, IFRS 11 and IFRS 12 this standard was amended to contain
accounting and disclosure requirements for investments in subsidiaries, joint ventures and associates when an
entity prepares separate financial statements. JAS 27 Separate Financial Statements requires an entity preparing
separate financial statements to account for those investments at cost or in accordance with IFRS 9 Financial
Instruments.

The implementation of this amendment will not have any impact on the financial position or performance of the
Company, however may result in additional disclosures in the financial statements of the Company.

Amendment to IAS 28 Investments in Associates and Joint Ventures (effective for financial years beginning
on or after 1 January 2014)

As a result of the new standards IFRS 10, IFRS 11 and IFRS 12 this standard was renamed and addresses the
application of the equity method to investments in joint ventures in addition to associates.
The implementation of this amendment will not have any impact on the financial position or performance of the
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Company, however may result in additional disclosures in the financial statements of the Company.

IAS 28 “Investments in associates and joint ventures”

Amendments to the standard are prepared in accordance with IAS 27 amendments to ensure consistency
between international accounting standards. If an entity’s ownership Interest in an assoctate or joint venture is
reduced, but the investment continues to be classified as an investment in an associate or joint venture, the entity
shall reclassify to profit or loss only a proportionate part of gains or losses previously recognized in other
comprehensive income, related to the production of that part of property, if the profit or loss would be required to
be reclassified to profit or loss during the disposal of those assets or liabilities. The amendment is effective no
{ater than from the start of the first of its financial year beginning on 1 January 2016 or later.

IAS 34 “Interim financial statements”

In addition to disclosure of significant events and transactions, the entity shall provide additional information in
the explanatory notes to its interim financial statements or elsewhere in the interim financial statements. Further
information to be disclosed is provided either in interim financial statements, or incorporated by cross-reference
from the interim financial statements to some other statement (such as a management commentary or risk
report), which is available to users of financial statements under the same conditions and at the same time as the
interim financial statements. The amendment is effective no later than from the start of the first of its financial
year beginning on 1 January 2016 or later.

Amendment to 1AS 32 Financial Instruments: Presentation - Offsetting Financial Assets and Financial
Liabilities(effective for financial years beginning on or after 1 January 2014)

This amendment clarifies the meaning of “currently has a legally enforceable right to set-off” and also clarifies the
application of the IAS 32 offsetting criteria to settlement systems (such as central clearing house systemns) which
apply gross settlement mechanisms that are not simultaneous.

Implementation of this amendment will not have any impact on the financial statements of the Company.

Amendment to IAS 36 Impairment of Assets (effective for financial years beginning on or after 1 January
2014)

This amendment adds a few additional disclosure requirements about the fair value measurement when the
recoverable amount is based on fair value less costs of disposal and removes an unintended consequence of
IFRS 13 to IAS 36 disclosures.
The amendment do not have any impact on the financial position or performance of the Company, however may
result in additional disclosures.

IAS 36 “Asset impairment”

The amendments to the standard were prepared in accordance with IAS 16 and [AS 41 amendments to ensure
consistency between international accounting standards. The standard should be applied in accounting for the
impairment of all assets, other than biclogical assets related to agricultural activity covered by IAS 41 “Farming”
and that is measured at fair value less costs of disposal. The amendment is effective no later than from the start
of the first of its financtal year beginning on 1 January 2016 or later.

IAS 37 “Provisions, contingent liabilities and contingent assets”

(IFRS annual improvements of cycle 2010-2012)

The standard amendments were drafted in view of the amendments to IFRS 3 in order to ensure the consistency
between international accourting standards. Where other standard deals with specific cases of provision,
contingent liability or contingent assets, an entity applies that other standard. This standard applies to provisions,
contingent liabilities and contingent assets of insurer, except for those arising from its contractual obligations and
rights under insurance contracts and business combination to the contingent consideration of the acquiring entity.
The amendment had no significant impact on the assessment of the Company’s transactions and balances.

IAS 38 “Intangible assets”

(IFRS annual improvements of cycle 2010-2012)

The standard amendments were drafted in view of the amendments to IFRS 3 in order to ensure the consistency
between international accounting standards. For revaluations of intangible assets, the carrying value of these
assets is adjusted based on the revalued amount. On the date of revaluation these assets are accounted in one
of the following ways: a) the gross carrying value is adjusted according to the asset's carrying value revaluation,
or b) accumulated amortization is eliminated from gross carrying value of assets. The amendment had no
significant impact on the assessment of the Company's transactions and balances.
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Due to the rapid exchange of technology, software and other intangible assets are susceptible to technological
obsolescence. It is therefore likely that their useful life will be short. In the future, the expected decline in the
selling price of goods, which were produced using intangible assets, might show the expected technological or
commercial obsolescence of assets, which, in turn, can indicate the decrease of future economic benefits of
assets. The amortization method used should reflect the way in which the entity provides to consume the future
economic benefits of assets, If this way cannot be ascertained reliably, the siraight-line method should be
applied. There is a rebuttable presumption that the depreciation method based on the proceeds generated by the
activity, which includes the use of intangible assets, are inadequate. Proceeds from activities, which includes the
use of intangible assets, usually reflect factors that are not directly related to the consumption of economic
benefits provided by intangible assets. That presumption can be overridden only in exceptional circumstances.
The amendment is effective no later than from the start of the first of its financial year beginning on 1 January
2016 or later,

IAS 39 “Financial instruments. Recognition and Measurement”

{IFAS annual improvements of cycle 2010-2012)

The standard amendments were drafted in view of the amendments to IFRS 3 in order to ensure the consistency
between international accounting standards. The definition of four groups of financial instruments is amended
with the condition that a financial asset or financial liability evaluated at fair value the change whereof is
recognised as profit or loss, is the contingent consideration of the acquiring entity of a business combination
subject to IFRS 3 “Business Combinations”. The amendment had no significant impact on the assessment of the
Company's transactions and balances.

IAS 40 “Investment assets”

(IFRS annual improvements of cycle 2011-2013)

Under an operating lease the lessee’s available part of assets can be grouped and accounted for as investment
assets only if, and only if, these assets meet the definition of investment property and the lessee uses the fair
value method for the recognized assets. This grouping is only possible on the “property-by-property” basis.
However, choosing this alternative grouping for one part of such as it held under an operating lease, all assets
classified as Investment property, must be registered in the accounts by the fair value method. The amendment
had no significant impact on the assessment of the Company's transactions and balances.

IFRS 1 “Application of International Financial Reporting Standards for the first time”

The standard amendments were prepared in accordance with the IAS 11 amendment in order to ensure
consistency between international accounting standards. The exemption for past business combinations relating
to the application of IFRS for the first time, also applies to previously acquired investments in the share of
associated companies in joint ventures and the share in the joint venture in which the internal operation
comprises the business, as defined in IFRS 3. The amendment is effective no later than from the start of the first
of its financial year beginning on 1 January 2016 or later.

The standard amendments were prepared in accordance with the IAS 27 amendment in order to ensure
consistency between international accounting standards. When an entity prepares separate financial statements,
IAS 27 requires it to account For its investments in subsidiaries, joint ventures and associates: a) cost; b}
according to IFRS 9 or ¢) according to the equity method as described in IAS 28. The amendment is effective no
later than from the start of the first of its financial year beginning on 1 January 2016 or later.

IFRS 2 “Share-based payment”

(IFRS annual improvements of cycle 2010-2012)

If the rights to equity instruments are not granted until the counterparty completes a specified period of rendering
of services, the entity shall presume that the services to be rendered by the counterparty as consideration for
those equity instruments will be received in the future over the vesting period. An entity shall register these
services in the manner as if they are provided by the other countemarty over the vesting peried, by respectively
registering the increase in equity in the accounts. The amendment had no significant impact on the assessment
of the Company's transactions and balances.

IFRS 3 “Business Combinations”

(IFRS annual improvements of cycle 2010-2012)

The acquiring entity has to group the obligation to pay contingent consideration, which meets the definition of a
financial instrument as a financial liability or as equity on the basis of the definitions of equity and financial
commitment. The acquiring entity has to assign the right to assets to recover the previously transferred
consideration if the is a fight conditions are met. The amendment had no significant impact on the assessment of
the Company's transactions and balances.

(IFRS annual improvements of cycle 2011-2013)

The standard amendment clarifies that the standard applies to a transaction or other event that meets theg#s

definition of a business combination. The standard does not apply to the formation accounting of joint activity in
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the financial statements of the joint activity itself. An entity shall apply this amendment prospectively for the
period beginning on 1 July 2014 of thereafter. The amendment had no significant impact on the assessment of
the Company's transactions and balances.

IFRS 5 “Non-current assets hefd for sale and discontinued operations”

If an entity has classified as an asset (or disposal group) fo assets available for sale or for distribution to owners,
but the criteria in Articles 7-9 (on assets held for sale) or the criteria in Article 12a (for assets to sharing between
owners) are no longer satisfied, it shall no longer assign such assets (or disposal group) for assets held for sale
or distribution to owners (respectively}). An entity must assets the current assets (or disposal group) that is no
longer held for sale or distribution to owners (or is deleted from the disposal group that was held for sale or
distributed to owners), at the lower of the following values: a) carrying value before the asset (or disposal group)
has been assigned to be held for sale or distributed to owners, adjusted for any depreciation, amortization or
revaluations that would have been recognized if the asset (or disposal group) is not assigned to be available for
sale or distribution to owners; b) at recoverable amount of each date on which once again it is decided not to seli
or not to distribute it. The amendment is effective no later than from the start of the first of its financial year
beginning on 1 January 2016 or later.

IFRS 7 “Financial instruments. Disclosure”

The entity no longer continues to control the transferred financial assets, if according to the conditions for transfer
the entity does not retain any contractual rights or obligations related to the transferred financial assets, and does
not acquire new contractual rights or obligations related with transferred financial assets. The entity no longer
continues to control the transferred financial assets, if it is not interested in the future result of the transferred
financial assets and under no circumstances is obliged to make payments related with the transferred financial
assets. The term “payment” in this context does not include cash flows from the transferred financial assets
received by the entity which it must transfer to the recipient. All companies must apply the amendments referred
to in Article 1 no later than from the beginning of their first financial year starting on 1 January 2016, or later.

The next amendment to the standard is based on the IAS 1 amendments in order to ensure the consistency
between international accounting standards. An entity shall disclose information about significant accounting
policies, including the assessment base (or bases) applicable for financial statements and other applicable
accounting policies relevant to understanding the financial statements. The amendment is effective no later than
from the start of the first of its financial year beginning on 1 January 20186 or later,

IFRS 8 “Operating segmenis”™

(IFRS annual improvements of cycle 2010-2012)

The standard amendments were drafted in view of the amendments to IFRS 3 in order to ensure the consistency
between international accounting standards. An entity shall provide information about the signs used io
determine the accounted segments of the entity, and management decisions in applying the prescribed criteria
for combination. it includes a brief description of operating segments and economic indicators combined in this
way, that have been measured by determining that the combined operating segments have similar economic
characteristics; and b} types of products and services from which the reportable segment derives its revenues.
The amendment had no significant impact on the assessment of the Company's transactions and balances.

IFRS 13 “Determination of fair value”

(IFRS annual improvements of cycle 2011-2013)

The exception for netting of financial assets and financial liabilities established by the standard applies only to
financial assets, financial liabilities and other transactions under IAS 39 “Financial instruments. Recognition and
Measurement or IFRS 9 “Financial instruments”. References to the financial assets and financial liabilities should
be construed as applicable to all transactions subject to 1AS 39 or IFRS 9 and that are accounted for according to
them, regardless of whether they meet the definitions of financial assets or financial liability. The amendment had
no significant impact on the assessment of the Company's transactions and balances.

Interpretation of IFRIC 21 “Taxes”

The interpretation addresses how to include in the accounts an obligation to pay a tax if the obligation is covered
by IAS 37. It also examines how to include in the accounts an obligation to pay a tax for which the amount and
the time are not really known. The obliging event giving rise to the obligation to pay a tax, means the activities for
which the tax is due, as mandated by law. Drafting of financial statements on a going concern assumption does
not mean that the entity has a present obligation to pay the tax, which will occur through engagement and
operations in the forthcoming period. The amendment had no significant impact on the assessment of the
Company's transactions and balances.

The Company is currently is assessing the influence of transactions, balances and information disclosed in the
financial statements, in accordance with the following International Financial Reporting Standards as required by
the European Union's accounting periods beginning on 1 January 2016 and later:

-
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Amendment to IAS 39 Financial Instruments: Recognition and Measurement (effective for financial years
beginning on or after 1 January 2014)

The amendment provides relief from discontinuing hedge accounting when novation of a derivative designated as
a hedging instrument meets certain criteria.

The amendment do not have any impact on the financial statements of the Company.
IFRS 10 Consolidated Financial Statements(effective for financial years beginning on or after 1 January 2014)

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. Examples of areas of
significant judgment include evaluating de facto contral, potential vating rights or whether a decision maker is
acting as a principal or agent. IFRS 10 replaces the part of 1AS 27 Consclidated and Separate Financial
Statements related to consolidated financial statements and replaces SIC 12 Consolidation — Special Purpose
Entities.

The amendment do not have any impact on the financial statements of the Company.

IFRS 11 Joint Arrangements{effective for financial years beginning on or after 1 January 2014)

IFRS 11 eliminates proportionate consolidation of jointly controlled entities. Under IFRS 11, jointly controlled
entities, if classified as joint ventures (a newly defined term), must be accounted for using the equity method.
Additionally, jointly controlled assets and operations are joint operations under IFRS 11, and the accounting for
those arrangements will generally be consistent with today’s accounting. That is, the entity will continue to
recognize its relative share of assets, liabilities, revenues and expenses.

The amendment do not have any impact on the financial statements of the Company.

IFRS 11 “Joint venture” )

When an entity acquires a share in the joint venture in which the joint venture comprises a business as defined in
IFRS 3, it applies, depending on its share in accordance with Article 20, all accounting principles for business
combinations of IFRS 3 and other IFRSs which do not contradict to the instructions of this IFRS, and disclose
information required in accordance with the IFRS relating to business combinations. The operator of joint venture
can increase their share in the joint venture in which the joint venture comprises a business as defined in IFRS 3,
by acquiring additional part in the joint-venture. In such cases, the previously held parts of the joint venture shall
not be re-evaluated if the operator of the joint venture retains the overall control. All companies must apply the
amendments referred to in Article 1 no later than from the beginning of their first financial year starting on 1
January 20186, or later.

IFRS 12 Disclosures of Interests in Other Entities(effective for financial years beginning on or after 1 January
2014)

IFRS 12 combines the disclosure requirements for an entity’s interests in subsidiaries, joint arrangements,
investments in associates and structured entities into one comprehensive disclosure standard. A number of new
disclosures also will be required such as disclosing the judgments made to determine contral over another entity.
The amendment will result in additional disclosures in the Company's financial statements.

Amendments to IFRS 10, IFRS 12 and IAS 27 - Investment Entities(effective for financial years beginning on
or after 1 January 2014)

The amendments apply to entities that qualify as investment entities. The amendments provide an excepticn to
the consolidation requirements of IFRS 10 by requiring investment entities to measure their subsidiaries at fair
value through profit or loss, rather than consolidate them.

The implementation of this amendment will not have any impact on the financial statements of the Company, as
the Company is not an Investment entity.

The Company has not applied the following IFRS and IFRIC interpretations that have been issued as of
the date of authorisation of these financial statements for issue, but which are not yet effective:

Amendments to IAS 19 Employee Benefits {effective in EU since 1 February 2015)

IAS 19 “Employee benefits”
The discount rate applied to obligations of benefits paid after the end of the service life (both financed and not
financed) shall be determined on the basis of market income from high-quality corporate bonds at the end of the
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reporting period. When using currencies for which there is no large high-quality corporate bond market, the
accounts are based on market income (at the end of the reporting period) of government bonds denominated in
that currency. The currency and maturity of corporate bonds or government bonds must correspond to the
currency and maturity of obligations of payments to be paid at the end of the service life. The amendment is
effective no later than from the start of the first of its financial year beginning on 1 January 20186 or later.

The amendments address accounting for the employee contributions to a defined benefit plan.

The implementation of this amendment will not have any impact on the financial statements of the Company.

The amendments are designed to simplify and clarify the accounting of staff or third-party contrlbutions
associated with defined benefit plans. Employee contributions reduce the entity's costs of benefits when
employees or third parties have to cover part of the costs of the plan. The entity must assess whether the entity's
costs of benefits are reduced by third-party payments and whether it has any right to compensation. The
amendment had no significant impact on the assessment of the Company's transactions and balances.

IFRS 9 Financial Instruments (effective for financial years beginning on or after 1 January 2018, once endorsed
by the EU)

IFRS 9 will eventually replace IAS 39. The |IASB has issued the first three parts of the standard, establishing a
new classification and measurement framework for financial assets, requirements on the accounting for financial
liabilities and hedge accounting.

The Company has not yet evaluated the impact of the implementation of this standard.

IFRS 14 Regulatory Deferral Accounts {effective for financial years beginning on or after 1 January 20186, once
endorsed by the EU)

It is an Interim standard that provides first-time adopters of IFRS with relief from derecognizing rate-regulated
assets and liabilities until a comprehensive project on accounting for such assets and liabilities iscompleted by
the |ASB.

The implementation of this standard will nct have any impact on the Company’s financial statements,

Amendments to IAS 16 and |IAS 38 Clarification of Acceptable Methods of Depreciation and Amortisation
(effective for financial years beginning on or after 1 January 2016, once endorsed by the EU)

The amendment provides additional guidance on how the depreciation or amortization of propetty, plant and
equipment and intangible assets should be caleulated. This amendment clarifies the principle in IAS 16 Property,
Plant and Equipment and IAS 38Intangible Assets that revenue reflecis a pattern of economic benefits that are
generated from operating a business (of which the asset is part) rather than the economic benefits that are
consumed through use of the asset. As a result, the ratio of revenue generated to total revenue expected to be
generated cannot be used to depreciate property, plant and equipment and may only be used in very limited
circumstances to amortise intangible assets.

The implementation of this amendment will not have any impact on the financia! statements of the Company.

Amendments to |AS 16 and IAS 41. Agriculture: Bearer Plants (effective for financial years beginning on or
after 1 January 2016, once endorsed by the EU)

IAS 41 “Farming”

The standard should be applied in accounting for the following assets when it is related to agricultural activities:
a) biological assets, except bearer plants b) agricultural products during harvesting time ¢} state grants. The
standard does not apply to post- harvesting processing of agricultural products, such as, for instance, when a
winemaker transforms their production of grapes into wine. Consumer biclogical assets are assets, grown as
agricultural produce or sold as biological assets. Renewable biclogical assets are other than consumer bioclogical
assets (for example, animals that give milk, and fruit trees, from which fruits are picked). Renewable biological
assets are not agricultural products, but rather assets held in order to bring production. The amendment is
effective no later than from the start of the first of its financial year beginning on 1 January 20186 or later.

Bearer plants will now be within the scope of IAS 16 Property, Plant and Equipment and will be subject to all of
the requirements therein. This includes the ability to choose between the cost model and revaluation mode! for
subsequent measurement. Agricultural produce growing on bearer plants (e.g., fruit growing on a tree} will remain
within the scope of IAS 41 Agriculture. Government grants relating to bearer plants will now be accounted for in
accordance with IAS 20 Accounting for Government Grants and Disclosure of Government Assistance, instead of
in accordance with IAS 41.

The implementation of this amendment will not have any impact on the financial statements of the Company.

IAS 16 “Property, plant and equipment”
(IFRS annual improvements of cycle 2010-2012)
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This standard.does not apply to biological assets related to agricultural activities, except bearer plants (see IAS
41 *Farming") This standard applies to bearer plants, but not too production growing on bearer plants. Bearer
plants are accounted for in the same way as the items of own production immovable property, plant and
equipment prior to when they are in the location and in the condition necessary for them to be used in the manner
intended by the management. The amendment is effective no later than from the start of the first of its financial
year beginning on 1 January 2016 or later,

In determining the useful life, it is necessary to consider the technical or commercial obsolescence arising from
changes or development in production, in respect of goods or services related to the use of these assets, and
changes in the market demand. In the future, the expected reducticn of the selling price of goods, which were
produced using the assets, might indicate the expected technical or commercial obsolescence of property, which,
in turn, can show the decrease of future economic benefits provided by the assets. The amendment is effective
no later than from the start of the first of its financial year beginning on 1 January 2016 or later.

IAS 17 “Rent”

The amendments to the standard were prepared in accordance with IAS 16 and IAS 41 amendments to ensure
consistency between international accounting standards. The standard should not be applied as the basis for
assessment of biological assets covered by 41 |AS “Farming” and held by the tenants under finance leases, and
to biological assets covered by 41 [AS “Farming” and which the tenants provide under operating lease contracts.
The amendment is effective no later than from the start of the first of its financial year beginning on 1 January
2016 or later.

Amendments to IAS 27. Equity Method in Separate Financial Statements (effective for financial years
beginning on or after 1 January 2016, once endorsed by the EU)

Amendments allow the use of the equity method to account for investments in subsidiaries, joint ventures and
associates.
The Company has not yet evaluated the influence of these amendments to the financial statements.

IAS 27 “Separate financial statements”

When an entity prepares separate financial statements, investments in subsidiaries, joint ventures and
associates, it shall account for: a) cost; b) according to IFRS 8 or ¢} according to the equity method as described
in IAS 28. An entity shall apply the same accounting procedures for each type of investment. When investments
stated at cost or using the equity method are classified as available for sale or for distribution, they are accounted
for in accordance with IFRS 5 “Non-current assets held for sale and discontinued operations™. The amendment is
effective no later than from the start of the first of its financial year beginning on 1 January 2016 or later.

Amendments to IFRS 10 and IAS 28. Sale or Contribution of Assets between an Investor and its
Associate or Joint Venture (effective for financial years beginning on or after 1 January 2016, once endorsed
by the EU)

Amendments alter so that the current requirements for the partial gain or foss recognition for transactions
between an investor and its associate or joint venture only apply to the gain or loss resulting from the sale or
contribution of assets that do not constitute a business, as defined in IFRS 3. The gain or loss from the sale or
contribution of assets that constitute a business between an investor and its associate or joint venture is
recognised in full.

The Company has not yet evaluated the influence of these amendments to the financial statements.

IFRS 15 Revenue from Contracts with Customers (effective for financial years beginning on or after 1 January
2017, once endorsed by the EU)

IFRS 15 replaces IAS 18 ‘Revenue’, IAS 11 ‘Construction Contracts’ and some revenue-related Interpretations;
establishes a new control-based revenue recognition model; changes the basis for deciding whether revenue is
recognised at a point in time or over time; provides new and more detailed guidance on specific topics; expands
and improves disclosures about revenue.

The Company has not yet evaluated the influence of these amendments to the financial statements.

IFRIC Interpretation 21 Levies (effective in EU since 01 June, 2014)
This interpretation addresses the accounting for levies imposed by govermments. Liability to pay a levy is

recognized in the financial statements when the activity that triggers the payment of the levy occurs.
The implementation of this interpretation will not have any impact on the financial statements of the Company.

{AS 23 Borrowing Costs

The amendments to the standard were prepared in accordance with IAS 16 and 1AS 41 amendments to ensure g.

consistency between international accounting standards. An entity shall not apply the standard to borrowing costs
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that are directly attributable to the acquisition of these objects, construction or production including the qualifying
asset measured at fair value, such as biclogical assets covered by 1AS 41 “Farming”. The amendment is effective
no later than from the start of the first of its financial year beginning on 1 January 2016 or later.

IAS 24 “Related party disclosures”

(IFRS annual improvements of cycle 2010-2012)

The standard amendments were drafted in view of the amendments to IFRS 3 in order to ensure the consistency
between international accounting standards. The amendmenis specify that the related party is a person or entity
that is related to the entity that is preparing its financial statements if the entity or any member of the group to
which it belongs provides key management personnel services to the reporting entity or the reporting entity's
parent company. The amendment had no significant impact on the assessment of the Company's transactions
and balances.

Improvements to IFRSs

Effective for financial years beginning on or after 1 July 2014, once endorsed by the EU:
In December 2013 |ASB issued omnibus of necessary, but non-urgent amendments to the following standards:

IFRS 1 First-time adoption of IFRS;
IFRS 2 Share-based Payment;

IFRS 3 Business Combinations;

IFRS 8 Operating Segments;

IFRS 13 Fair value Measurement;

IAS 16 Property, Plant and Equipment;
IAS 24 Related Party Disclosures;
TAS 38 Intangible Assets;

IAS 40 Investment property.

a & & & & % & 2

The adoption of these amendments may result in changes to accounting pelicies or disclosures but will not
have any impact on the financial position or performance of the Company.
Effective for financial years beginning on or after 1 July 2016, once endorsed by the EU:
In December 2013 IASB issued omnibus of necessary, but non-urgent amendments to the following standards:
« |FRS & ‘Non-current Assets Held for Sale and Discontinued Operations’
» IFRS 7 ‘Financial Instruments: Disclosures’
« |AS 19 ‘Employee Bensfits’
+ |AS 34 ‘Interim Financial statements
The adoption of these amendments may result in changes to accounting policies or disclosures but will not
have any impact on the financial position or performance of the Company.

49



s S s B b

'..
-

.

DVARCIONIY KERAMIKA AB

EXPLANATORY NOTES

FOR THE YEAR ENDED on 31 of DECEMBER 2015
All amounts are in EUR thousands, unless stated otherwise

.

OO B

| ]
|

4. Financiéiulh'ii.;k 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
objectives, policies and processes for measuring and managing risk, and the Company‘s management of capital.
Further quantitative 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 appropriate risk limits and controls, and to monitor risks and adherence to limits. Risk
management policies and systems are reviewed regularly to reflect changes in market conditions and the
Company's activities. The Company, through its training and management standards and procedures, aims to
develop a disciplined and constructive control environment in which all employees understand their roles and
obligations.

Credit risk

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

At the reporting date the ageing of trade receivables could be specified as follows:

2015 2014
Individually Individually
Total amount Impaired Total amount Impaired

Not overdue 9 - 92 -
Overdue 0-30 days 7 - 11 -
Overdue 31-60 days 4 - 6 .
Overdue 61-90 days 3 - 6 -
More than 91 day 33 59 57 93
Total 56 59 172 93
Liquidity risk

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

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.

Below in the table maturities 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 2014 92 92 19 73 -
As of 31% December 2015 9 g 9 - -
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The contractual maturities of liabilities, including estimated interest payments are as follows:
Carrying Contractual

6 months or
amount cash flows less 6-12 months  2-5 years

As of 31* of December 2014
Loans 5848 (5848) (5848) - (782)
Finance lease liabilities - - - - -
Trade payables . 1461 (1461) (1461) - -
Prepayments 8 (8} (8) - -
Other payables and accrued

expenses 140 (140) (140) - -
Total 7457 (7457) (7457) - {782)
As of 31% of December 2015
Loans 5848 (5848) (5848) - (782)
Finance lease liabilities - - - - -
Trade payables 1478 (1478) {1478) - -
Prepayments 7 (7N {7) - -
Other payables and accrued

expenses 154 (154) (154) - -
Total 7487 (7487) (7487) - {(782)
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 return.

Interest risk

As of 31% December 2015 the Company did not use any financial instruments to hedge its 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 with variable interest rate were as follows: C:::::z:;al

2015 2014
Loans EUR 6630 5983
Loans LTL 637
Total 6630 6630

The interest rate of these agreements in 2015 is from 2.8 % to 4.0 % (2014 — from 2,84 % to 4.55 %).
Currency risk

The functional currency of the Company is euro (EUR). The Gompany faces foreign currency risk on purchases and
borrowings as well as on sales amounts receivable that are denominated in currencies other than euro,
During the year, currency exchange rates in respect of Euro were as follows:

2015 2014
31 December Average 31 December Average
1USD 1,0926 1,089 1,38 1,36
1 PLN 4,24 4,25 4,30 4,25
The Company's foreign currency risk was as follows:
LTL EUR uspb PLN

As of 31% of December 2014
Trade and other receivables 150 30 - -
Cash and cash equivalents 6 445 - 5
Loans (637) (5993) -
Finance lease liabilities - - -
Trade payables {1458) (3) - -
Total {1939) (5521) - 5 _
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As of 31" of December 2015

Trade and other receivables
Cash and cash equivalents
Loans

Finance lease liabilities
Trade payables

Total

5. Property, plant and equipment

LTL

EUR

usD

PLN

66
355
(6630)

(1479)

(7689)

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

Revaluated amount and
acquisition cost

As of 31% of December
2013

Additions

Disposals

Write-offs

As of 31% of December
2014

Additions

Revaluation

Disposals

Write-offs

As of 31* of December
2015

Accrued depreciation and
impairment

As of 31% of December
2013

Depreciation per year
Disposals

Write-offs

As of 31% of December
2014

Depreciation per year
Disposals
Write-offs (revalued assets)

As of 31 of December
2015

Balance of 31 12 2014
Balance of 31 12 2015

Buildings _ equipment

Machinery
and

Other
Vehicles assets

Total

15818

25776

288

1265

(3)

43147

(3)

15818

6294

25776

524

288

1262

43144

6818

22112

10185

26300

24292

288

259

1262

1192

49962

35928

573

105

25

711

10758

583

24397

110

267

1217

13

36639

694

11321

5060

24507

1379

275

21

1230

45

37333

6505

10791

1794

13

32

12630

The Company revaluated its owned real estate on October 1%, 2015. 11651 thousand Euros market value of
these assets was determined by UAB “Centro kubas”. Revaluation value was EUR 6818. Considering purpose of
the valuated assets and the goal of valuation, income method was chosen as primary method and comparative
method as secondary.

The Company has investment assets with residual value of 0 EUR as of 31* of December 2015. Depreciation

during year 2015 equals 1 thousand EUR, during year 2014 - 3 thousand EUR. e

-
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As of 31¥ of December 2015 the unpaid amount for the vehicles, machinery and equipment acquired under
finance leases was nil.

As of 31 of December 2015 the carrying amount of the property, plant and
equipment pledged to Swedbank AB for the loan (Note 14) consisted of the

following:

2015 2014
Buildings | ‘ 10791 5060
Machinery and equipment 810 823
Total " 11601 5883

Evaluation of property, plant and equipment

Production line not in use

Due to decreasing demand for tiles in January 2009 shareholders made a decision to stop Nasseti production
line and from 2013 stopped all other production equipment, which is not used so far.

Revaluation of property, plant and equipment

The Company also assessed the value in use of the property, plant and equipment as of 31 Becember 2015. The
value in use was determined by discounting the future cash flows generated from the continuing use of the
property, plant and equipment.

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

6. Intangible assets

As of 31 December intangible assets consisted of the following:

Software Trademark Total
Cost
As of 31! of December 2014 91 - 9
Additions - - -
Revaluated value - 1850 1850
Write-downs - - -
As of 31%! of December 2015 91 1850 1941
Accumulated amortization
As of 31° of December 2014 91 _ 91
Amortization - 27 27
As of 31" of December 2015 91 27 118
2014-12-31 - -
2015-12-31 1823 1823

The Company revaluated its trademark on 1% of October 2015. Market value of this asset was calculated by UAB
*Turto nuoma ir auditas”. Revaluated value was EUR 1850 thousand. Valuation was based on the Company’s
operating results during years 2006-2012,
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7. Investments into associates

As of 31% of December investments into associates consisted of the following:

2015 2014
Carrying  Ownership Carrying Ownership
) amount Yo amount %
Baltijos keramika UAB (Lithuania) 87 30,6 87 30,6
Total 87 87

The associate is engaged in asset management activities. As of 31* of December 2015 and 201 the associate’s
net assets amounted to EUR 187 thousand and EUR 192 thousand respectively.

8. Inventories

As of 31° of December inventories consisted of the following: 2015 2014
Raw and auxtliary materials 425 425
Finished goods 225 284
Goods for resale 179 191
829 890
Less: allowance to net realizable value (774) (479)
Total 55 421
Allowance to net realizable value as of 1 January (479) (355}
Decrease per year (295) (124)
Allowance to net realizable value as of 31 December (774) (479)

As of 31 December 2015 and 2014 inventories, including raw and auxiliary materials, work in progress, finished
goods and goods for resale amounted to EUR 2896 thousand were pledged for the loan from bank (Note 14).

The inventory write-down to net realizable value has been taken into account individually for each item visually
realizable value, taking them more visually appealing.

As of 31 December 2015 cost of inventories was reduced to net realizable value by EUR 295 thousand (as of
31 December 2014 — EUR 479 thousand). The write-downs of inventories to net realizable value are recognized
in administrative expenses.

9. Trade and other receivables

As of 31 December receivables consisted of the following: 2015 2014
Trade receivables 115 264
Prepayments to suppliers 2 7
Prepaid expenses - -
Other amounts receivable 8 2
125 273
Less: allowance for trade receivables {60) {93)
Total 65 180
For the year that ended on 31* of December movement in the allowance
for doubtful debts consisted of the following: 2015 2014
Allowance of trade and cther receivables as of 1 January 93 89
Increase in allowance for the period - 40
Reversal of allowance for the pericd {33) (36)
Allowance for trade and other receivables as of 31% of December 60 93

There was no increase in allowance for the period (2014 — EUR 40 thousand). During year 2015 the Company
restored EUR 33 thousand (2014 — EUR 36 thousand) of bad debts.

~
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10. Cash and cash equivalents
As of 31% of December cash and cash equivalents consisted of the

following: 2015 2014
Cash at bank 355 454
Cash on hand 1 1
Cash in transit ‘ - 1
Intotal 356 456

Cash in Swedbank AB accounts and future cash inflows are pledged fo secure the credit facilities. As of 31 s
of December 2015 the cash balances of the Company in these accounts was 542 EUR (Note 13).

11. Share capital and legal reserve

As of 31% of December 2015 the Company's share capital consisted of 9,905,460 ordinary shares with the par
value EUR 0.58 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 to
receive dividends when they are published, as well as the recovery of the share capital in case of share capital's
decrease. In 2015 the nominal value of shares has not changed.

The structure of shareholders is as follows:

2015 2014
Number of Nominal share o Number of Nominal
Shareholders shares value % shares share value %
Misota UAB 9206 028 - 92.93 9 206 028 - 92.93
Others 699 432 - 7.07 699 432 - 7.07
Total 9 905 460 5745 100.00 9 905 460 5738 100.00

A legal reserve is a compulsory reserve under Lithuanian legislation. Annual transfers of not less than 6% of net
distributable profit are compulsory until the reserve reaches 10% of the authorized capltal This reserve cannot be
used to cover accumulated losses.

As of 31 December 2015 the Company's reserve was not fully formed. It consisted only 0.63 % of the share
capital and amounted to EUR 36 thousand.

12. Earnings per share

2015 2014
Net losses for the year (1339) (2180}
Weighted average number of shares in issue {thousand) 9 905 9 905
Total (0,14) (0,22)

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

13. Loans
As of 31% of December loans consisted of the following:
2015 2014
Within one year 5039 5039
From the first to fifth year inclusive 777 777
After five years - -
Total: 5816 5816
As of 31% of December accrued expenses for loans consisted of the following:
2015 2014
Swedbank AB 809 809
J. Raiselis 3 3
Raico group UAB 2 2 ey
Total: 814 814 -
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Terms and conditions of outstanding loans were as follows;

31" of December

31 of December

2015 2014
Year
of Carry- Carry-
Nominal interest matu- Nominal ing Nominal ing
Lender Currency rate rity value value value value
Finance . 12 monthVILIBOR
lease 1 MISOTA UAB EUR +1 proe. 2019 133 133 133 133
Finance  RAICO group 12 monthVILIBOR
lease 2 UAB EUR +1 proe. 2019 359 359 359 359
Finance 3 month LIBOR
leagse 3 Swedbank AB EUR EUR +1 proe. - 5039 5039 5039 5039
6 month
Finance EURIBOR +2,5
lease 4 J. Rai8elis EUR proc. 2018 142 142 142 142
Finance 12 monthVILIBOR
lease 5 J. RaiSelis EUR + 4 proc. 2018 143 143 143 143
5816 5816 5816 5816

14. Finance lease liabilities

As of 31% of December there were no financial lease liabilities.

15. Operating lease

The Company as lessee

There are no operating lease liabilities on 31% of December. 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 2097. In
addition, clay quarry is leased in Ukmerge and minor land plots in Kaunas, Klaipeda, TelSiai, Kedainiai and

Utena.

The Company as lessor

The Company leases out its investment property held under operating leases. However, the Company does not
have non-cancellable lease agreements. As of 31* of December 2015 income from lease amounted to EUR 94
thousand and was recognized as other income in statement of comprehensive income.

16. Trade payables

As of 31 December trade payables consisted of the following:

Amounts payables:
Lithuanian suppliers
Foreign suppliers

17. Other payables and accrued expenses
As of 31% of December other payables and accrued expenses consisted of the following:

Vacation reserve
Salaries payable

Tax payable
Total

2015 2014
1037 1026
441 435
1478 1461
2015 2014
17 14
g -
128 126
154 140
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18. Revenue

For the year ended on 31%

of December revenue consisted of the following:

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

Revenue from raw materialg sold
Total

19. 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
Total

20. Other income
For the vear 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
Environment pollution permits
Creditors granted discounts
Total

21. Selling expenses

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

Personnel expenses
Depreciation and amortization
Trangportation expenses
Rent expenses

Facility operation expenses
Advertisement and marketing expenses
Business trip expenses
Communication expenses
Bank service expenses
Security expenses

Other expenses

Total

22. Administrative expenses
For the year ended on 31% December administrative expenses consisted of
the following:

Depreciation and amortization

Inventory write down (reversal) to net realizable value
Personnel expenses

Receivables' value decrease

Tax expenses

Repair and maintenance expenses

Legal, consultation expenses

Security expenses

Transportation expenses

Insurance expenses

2015 2014
68 496
52 215
- 1
2 -
122 712
2015 2014
59 381
49 172
108 553
2015 2014
96 177
319 -
- 11
415 188
2015 2014
110 158
94 80
4 27
9 15
8 20
1 3
1 1
- 2
- 2
2 2
- 3
229 313
2015 2014
628 634
295 123
199 396
(33) 40
81 87
72 118
85 19
55 52
7 10
3 4
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Bank service expenses - 1

Communication expenses 7 5

Software, exchange listing expenses 13 16

Other expenses 139 123

Total 1531 1628

23. Remuneration expenses
For the year ended 31 December remuneration expenses 2015 2014
consisted of the following:
Salaries 234 436
Compulsory social security contributions 72 176
Increase in vacation reserve 3 (58)
Total 309 554
24. Financial activity income and expenses, net
For the year ended on 31% of December financial activity income and expenses consisted of the following:
2015 2014

Fines and penalties received 2 -
Interest income 1 -
Dividends - 1
Finance activity income 3 1
Interest expenses - 7
Fines and penalties paid 3 580
Loss on currency exchange 8 -
Finance activity expenses 11 587
Net finance activity expenses, net (8} (586)

25. Related party transactions

The transactions with related parties were as follows:

» Baltijos keramika UAB (associate);
¢ Chairman of the Board Juozas Raiselis;

e  Dvardioniu 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);

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

s+ Board Member Liudmila Subog ;

+ Investicon UAB {entity controlled by Company’s ultimate shareholder).

a) transactions with related

parties Baltijos keramika Juozas Dvarcioniu
UAB Raiselis prekyba UAB
2015 2014 2015 2014 2015 2014
Revenue:
Sale of goods
Other 3 2
Total 3 2 1
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Raico group UAB  Investicon UAB Misota UAB Car care UAB
2015 2014 2015 2014 2015 2014 2015 2014
Revenue:
Sales of goods
Cther
Total
Operating costs 103 73 1
Financial costs (interest) 2
Total 103 73 1 2
b) balances of accounts receivable/payable between related parties
Baltijos Juozas Dvaréioniu
keramika UAB RaisSelis prekyba UAB Car care UAB
2015 2014 2015 2014 2015 2014 2015 2014
Trade and other
receivables 5 2 3 3 14 14
Total 5 2 3 3 14 14
Accrued interest 3 3
Loans received 285 285
Trade payables 19 19
Prepayments
Total 19 19 288 288
Misota UAB Raico Group UAB
2015 2014 2015 2014
Trade and other receivables
Total
Accrued interest 1 1 2 2
Loans received 133 133 359 359
Prepayments 8 6
Total 134 134 369 367

59



(_—

T i

[ S

.

I

B}

o~

Lo
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26. Fair value of financial instruments

Fair value is defines as the amount at which the instrument could be exchanged in a current transaction between
knowledgeable willing parties at market prices but not in forced or liquidation sale.

Financial assets and financial liabilities as on the 31" of December 2015

InLTL - Carrying amount Fair value
Advance payments and deferred expenditure ) 2
Trade receivables 55 55
Other receivables 8 8
Cash and cash equivalents 1356 356
Total financial assets 421 421
Loan and other interest-bearing amounts 6630 6630
Trade payables 1478 1478
Other payables 161 161
Total financial liabilities 8269 8269
27. Off balance sheet
Movement of Pollution permits:
2015 2014
Balance at 1* January, units 51390 49757
Company dedicated to the year, - 12053
Sold during the year, 40165 -
Companies consumption per year, 106 (3 420)
Balance at 31 December, units 11119 51390

28. Contingent liabilities

According to Aricle 8 of the Law on Restructuring 1, point 2, of the order to raise the effective date of the
restructuring proceedings suspended interest calculation.

Thus, from a 2013-12-23 d. (of the order for the restructuring of instituting effective date) interest on loans
charged. Accrued interest on imaginary 2015. up 355 thousand EUR.

29. Subsequent events

After financial statement completion day no events have occurred that could make significant influence to
financial statements of December 31 st.

30. Claims and litigations

In 2015 the main creditor Swedbank did not approve the restructuring plan, hence restructuring proceedings
were terminated. Immediately after that an application was again brought regarding AB Dvarcioniu keramika by
Director General of AB Dvargioniy keramika regarding restructuring proceedings of AB Dvargioniy keramika.

At the same time, Swedbank AB applied for AB Dvaréioniu keramika bankruptcy. These cases we were
consolidated and are currently pending in the Vilnius Regional Counrt.

2015 AB Dvargioniy keramika filed a ¢laim of 13.3 million Euro against AB Swedbank for damages.
Judicial proceedings are not over yet.

2015, The company was not involved in any other legal proceedings, which in management’s opinion
would have a material effect on the financial statements.

31. Going concern

Due to lack of working capital in 2013 August production was stopped in 2015 and was not renewed due to
delays in the judicial process.

The Company’s management believes that the Company will continue its activity in 2016 and beyond. e

~
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