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INDEPENDENT AUDITORS’ REPORT
To the Supervisory Board of the JOINT STOCK COMPANY MADNEULI

We have audited the accompanying consolidated financial statements of JOINT STOCK COMPANY
MADNEULI (the "Company") and its subsidiaries {collectively referred to herein as the “Group™), which
comprise the consolidated balance sheet as at December 31, 2006, and the consolidated statement of
income, consolidated statement of cash flows and consolidated statement of changes in equity for the year
then ended, and a summary of significant accounting policies and other explanatory notes.

Muanagement’s Responsibility for the Financial Statements

Management is responsible for the preparation and the fair presentation of these consolidated financial
statemenis in accordance with International Financial Reporting Standards. This responsibility includes:
designing, iinplementing and miaintaining internal control relevant 1o the preparation and fair presentation
of financial stateinents that are free from material misstatement, whether due to fraud or error; selecting
and applying appropriate accounting poelicies; and making accounting estimates that are reasonable in the
circumstances.

Anditor’s Responsibility

Our responsibility is to express an opinion on these consolidated 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 10 obtain reasonable assurance
whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditor’s judgment, including the
assessmenl of the risks of material misstatement of the conselidated financial statements, whether due to
fraud or error. In making those risk assessments, the auditor considers internal contrel relevant to the
entity’s preparation and fair presentation of the consolidated financial statements in order to design audit
procedures that are appropriate in the circumnstances, 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 polictes used and the reasonablencss of accounting estimates made by management, as well as
evalualing the overall presentation of the consolidated financial statements.

We believe that the audit evidence that we have oblained is sufficient and appropriate to provide a basis for
our audit opinion,

Opinion
In our opinion, the consolidated financial statements referred to above presemt fairiy, in all material

respects, the Nnancial position of the Group as of December 31 2006, and its financial performance and its
cash flows for the year then ended in accordance with Internaticnal Financial Reperting Standards,

August 16, 2007



JOINT STOCK COMPANY MADNEULI

Consolidated Balance Sheet
as at December 31, 2006

(Al amounts are in Georgian Laries)

Notes 2006 2005
ASSETS
Non-current assets
Praperty, plant and equipment 5 43,651,387 3R.239.622
Intangible assels 593,829 387.237
Prepayments 6 2,973,372
Investments in associates 7 18,789,050 -
Deferred tax asset 13 5,285,573 4,130,933
71,295,211 42,757,812
Current assets
Cash and cash equivalents 8 8,259,515 2,816,724
Trade receivables 9 12,678,466 5,874,646
Prepayvments 6 4,050,108 883,928
Inventories 10 23,732,563 13,603,314
Loan receivable from refated partly 4 34,929,111 -
Due from associale 4 1,i21,137 7,465,530
Other current assets 11 10,286,071 13,654,101
95.05{:_1:‘)?1 __-HJ.*IIS.E-'JJ
TOTAL ASSETS 166,352,182 87,056,055
LIABILITIES AND SHAREHOLDERS' EQUITY
Equity attributable to equity holders of the parent
Share capital 19 16,037,744 16,037,744
Retained earnings _ 82.099.850 1543878
98,137,594 31,476,622
Minority interests 513,985 __ f228,919)
Total shareholders’ equity _ 98,651,579  3).247.703
Non-current liabilities
Rehabilitation provision 12 15,793,928 14,570,044
Deferred tax liability 13 7,006,475 4,302,155
Other provisions 471,397 312,966
23,271,800 19,383,165
Current liabilities
Trade and other payables 14 5,765,358 5.122.803
Short-term borrowings Is 15,942,698 2,350 543
Adwvances received 16 12,330,261 19,335
{ncone tax payable 13 4,347,933 6,443,598
Other taxes payable 17 2,189,260 21,097,380
Payabli= to related party 4 1,713,500 -
Other current liabilities 18 2,139,793 1,349,324
44,428,803 36,423,187
Total liabilities 67,700,603 55,808,352
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY 166,352,182 87,056,055

Signed and ayfnorized for issue on behalf of the management of JOINT STOCK COMPANY MADNEULI:

- gg/ﬂfjv.f‘

Nakopth

< (5eMeral Director

§ T;'Tsiﬁ%ﬁili__
Financial Officer
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JTOINT STOCK COMPANY MADNEULI

Consolidated Statement of Income
for the vear ended December 31, 2006

(Al amounis ave fn Georgian Larees)

2005

65,578,486
2,400 439

67,978,623
(27.8658.829)

4O 110,046

(3.229,489)
(12.584,556)
(457.002)

13,838,049

16364567
(1,363.630)

511,313
(17.699)

1,208.943
(1.747.251)
(1.129.044)

(:._."i_‘-l 3557
3319445

iDL 560}

Notes 2006

Revenue
Sales to third parties 132,926,862
Sales Lo asseciale 4 4,285,702
Total revenue 137,212,624
Cust ol sales 20 (43,604,020)
Gross profit 93,608,604
Seliing expenses 21 (3.484.951)
CGieneral and admanlsirative expenses 22 (24,108,553)
Olhdr vperating expenses o (1,259,540)
Operating profit 64,755,560
Share of profit ¢l asserciotes 7 18,834,129
Currency translation loss (1.816,949)
[nterest income 1,025,436
Inlerest expense (373,950)
Other non-operaling inceme 1.338.517
Other pen-operaling expense (2,540.287)
Aceretion charge 12 (1,223,884)
Excess ol nel assels ol gequired subsidiaries over the

consideration paid 3 -
Prolit before tax 79.998.572
Income 1ax exXpense I3 (12.594.696)
Net profit for the year _ 67,403,876
Allributable Lo
Fepuity shareholders of the parent 66,660,972
Minority inleresis 742,904

67.403,876

25,507 882

25,567,451
(39,369)

13,507,482

The uccompanying notes are a integral part of these consolidated financial statenents
4



JOINT STOCK COMPANY MADNEULI

Consolidated Statement of Cash {lows
for the sear ended December 31, 2006

(AL cmaonnts cre in Georgion Laries)

Notes

Operating activities

Profil before income tax

Adjusiments o reconcile prefit belire income Loy 1 nel
cush Mews:

A

Drepreciation of property, plant and egquipment

Excess ol mel assels ol acquired subsidiaries over the
consideration paid

l.css on disposal of property, plant and equipment

7]

[mierest ingome
Interest expense
vecrelion charae 12
Share of prolit ol associale 7
Working capital adjusuments:
[ rade receivables
i [rom associles
Invenorics
Prepayments
Other current assets
[rade and other pavables
Ineome tax pavable
Other taxes pavable
Advances received
Other current liabilities
Cash generated from operations
[nzome s paid
[mierest paid
Interest received
Net cash flows from operating activities

Investing aclivities

Furchases of property, plant and equipment

Lean 1o related party 4
Repavment of loan to associale

Dividends received from associales

Investments in associales

Acquisition of subsidiaries, net of cash acquired 3
Net cash flows used in investing activities

Finuncing activities

Procecds from borrowings [rom velated party

Procecds from borrowings

Dividends paid W equity holders of parent

Mel cash from/(used in) financing activities

Net inerease/(decrease) in cash and cash equivalents
Cash and cash equivalents at the beginning of vear

Cash and cash equivalents at the cnd of vear 8

(11,822,164)
{34.270,000)
2,819,462
64,960

_ (H395)

T (43,252,137)

1,713,500
13,552,155

15,268,655

~i§,726,054)

206 2008

79,998,572 34,519,445
4,366,702 3.037.82]

- (6.833,357)

1,034,288 -
{1,025,436) (311313
373,950 17,699
1,223,884 1,129,044
(18.834,129) (16,364,567)
(6.803.820) (32333110
2,239,632 S
(10,129,249) (2,508, 7149)
{3.16H,541) 6,344 858
3,368,030 (1,751,915
{3,729,981) 2,550,336
(627,482) (303.073)
(18,908,320) (1,949.294)
12,310,926 (4,34),692)
773,410 632,236
44,670,436 Q. 841,550
(12,513,199} 1,600,001
(373.950) (17,699)

1645986 4325
33,429,273 Balholn

(12.881,288)
413,551
12,360,253
8450

(5,770

{104.502)

135
(8,226,221}

5,442,791 (12,282)
2,816,724 2,829,006
8,259,515 2,816,724

The accompanving nolex are an integral part of these canselidated financial sraremeniy.

K1



JOINT STOCK COMPANY MADNLEULL

Consolidated Statement of Changes in Equity

(AN amounis are (n Georgian Laries, unless atherwise specified)

__Attributable tu equity holders of the parent

Share Retained Minority

_ceapital =~ earminps = Total = interests ~_ Totalequity
Balance at January 1, 2005 16,037,744 (1,902.352) 14,133,392 (16Y. 250 13 906,042
Net prafit for the year - 23.567.451 23,567,451 (39,5069 25,507,882
Dividends declared R - {B226.2210 (8.226,221) = {8,226.221)
Balance at Deeember 31, 2003 160137, 744 15.438,878 31,476,622 (228,910 31,247,743
Net profit for the year - 66,660,971 66,660,972 742,904 67,403,876
Balince al December 31, 2006 16,037,744 82,099,850 98,137,594 513,985 98,651,579

The aecompanying notes are ain iategral part of thexe consolidared financial siatements.,
3



JOINT STOCK COMPANY MADN]:UTLL

Notes to the Consolidated Financial Statements

(AN amornts are in Georgian Lurics, wnless otherwise specificd)

I. Corporate information

Joint Stock Company Madneuli (the “Company”) was incorporated under the Laws of Georgia on January 31,
1996 where the Government of Georzia owned 97.25% shares and the Company’s employees owned remaining
2.75% shares of the Company. The repistered office of the Company is Kazreti Settlement, Bolnisi regzion,
Georgia. The Company is licensed for exploration, mining and processing of mineral resources ar the Madneuli
deposit, within the territory ol the Bolnisi region in southern Georgia. The Company’s main operations include
mining and processing of copper-gold bearing ore. Final products comprise copper-gold concentrate and gold-
bearing guartzite.

Qun November 11, 2005 the Government of Georgia sold all of its shares in the Company to Stanten Equitices
Corporation (“Stanton™) pursuant to the share purchase agreement (the “Agreement™). Stanton is a company
organized in British Virgin Islands and 100% owned by Indostrial Investors, the independent Russian group
established in 1999,

The consolidated financial statements of the Company and of its subsidiaries (collectively referred to as the
“Grroup) for the year ended December 31, 2006 were authorised for issue by the Supervisory Board on August
16. 2007,

2.1, Basis of preparation

The cansolidated inancial statements have been prepured on a historical cost basis, excepl lor investiments and
derivative financial instruments that have been measured at fair vaiue. The consolidaled lnancial statements are
presented n Georgian Laries ("GEL™),

Stedement of compliance

'he consolidated fnancial statements of the Company as at December 31, 2006 represent the first complete set
of International Financial Reporting Standard (*1IFRS™) (inancial statements.

Rexis eif acconniing

i he accompanying consolidated financial statements are based on the Company’s accounling policies and
procedores ("Previous basis ol accounting”), with adjustments and reclassilications recorded for the purpose ol
fuir presentation of the Company’s financial statements in accordance with TERS. The principal adjustments
relate 1o consolidation of subsidiarics, business combinations, accounting for investments in associales, expense
and revenue recognition. valuation allowances for unrecoverable assets, depreciation and valuation of property
plant and equipment. and accounting for income taxes.

Basty af cansolidarion
The consohidated financial siatements comprise the financial statements of the Company and i1s material
subsidiaries as at end ol each respective year, The lTnancial statements of the subsidiarics are prepared for the

suime reporting year as the parent company, using consistent accounting policies.

All intra-group balances. transactions. income and expenses and protits and losses resulting from intra-group
transactions that are recognized in assets. are eliminated in full.



JOINT STOCK COMPANY MADNILUIL

Notes 10 the Consolidated Financial Statements (continued)

FAl conusts are in Georgiun Lavies, wnless otheirwise specified)

2.1, Basis of preparation (continued)

Busis of conselidanon fcantinwed)

Subsidiarics are those entities in which the Comipany has an interest of more than one half of the voting rights,
or utherwise has power 10 exercise control over their eperations. Subsidiaries are consolidated (rom the date on
which control is transterred to the Company and are no longer consolidated from the date that control ceases.

Minority interests represent the portion of profit or loss and net assets not held by the Company and arce
presented separately in the income statement and within equity in the consolidated balance sheet, separately
from parent sharcholders” cquity. Acquisitions of minorily interests are accounted for using the parent entity
extonsion method, whereby, the difTerence between the consideration and the book value of the share of the net
assets acquired is recoanized as goodwill.

2.2, Changes in accounting policies
[Me accounting pelicies adopted are consistent with those of the previaus inancial year because the Company
fias carly adopted those new/rovised standards and interprefations mandatory for financial years beginning on or

after January |, 20006 as of January 1, 2005,

The early adoption of below standards effective January 1. 2006 had the significant effect on the disclosures
relating 1o 2005:

. IFRS 6 “Exploration for and Evaluation of Mineral Resources™
. IAS 39 (wmended 2005) “Financial nstruments: Recognition and Measurement’™:
. IFRIC 3 “Rights to Interests arising [rom Decommissioning, Restoration and  LEnvirenmental

Rehabihtation Funds™,
The principal effects of these changes (n policies are discussed below,

IFRS 6 “Exploration for and Evalucdion of Mineral Resowrces™
ITFRE 6 provides guidance on accounting for exploration and evaluation expenditures, including the recognition
of exploration and evaluation assets. The [FRS:

. permitted an entity 1o develop an accounting policy for exploration and evaluation assets withow
specifically considering the requirements ot paragraphs 11 and 12 of IAS 8§ “Accounting Policies.
Changes in Accounting Estimates and Errors™

. required entitics recopnising exploration and evaluation assels 10 perform an impainient west on those
assets when facts and circumstances sugeest that Ue carrying amount of the assets imay exceed their
recoverable amount;

L varied 1he reeognition of impairment from that in 1AS 36 “Impairment of Assets” bul measured the
impairment in accordance with that Standard once the impairment is identified.

~)



JOINT STOCK COMPANY MADNIEULI

Notes 1o the Consolidaled Financial Statements (continued)

(AN oty are i Georgian Laries, wnless orenvise specified)

2.2, Changes in accounting policies (continued)

FAS 39 camended 20605) " Fuancial fastrimens: Recogniiion wid Measarement”
The amendment te TAS 39 in 2005:

. required 1o include financial guarantee comacts issucd:
. permitted the foreign currency risk of a highly probable intra-group ferecast transaction 1o qualily as the

hedged item in cash Tow hedge, provided that the ansaction is denominated in a currency other than
the functional currency of the entily entering into that transaction and that the foreien currency risk will
affect the financial statements:

. restricted the use of the option o designate any financial assel or any financial liability 10 be measured
at {air value through prolit and loss.

IFRIC 3 "Rihts to Dnterests avising from Decomnissioining, Restoration and Environmental Kelabilitation
Faeds ”

TFRIC S explains how 1o reat expected reimbursements from funds set up 1o meet the costs of decommissioning
assets or in undertaking environmental restoration or rehabilitation. As the Company does not currently operate
in a country where such funds exist. this interpretation has had no impact on the consolidated financial
statenienls.

HIRSs wnd HPRIC fnierpretations nor yvel effective

The Company has not applicd the Tollowing TFRSs and [FRIC interpretations applicable 1o it that have been
issucd but not yer effective:

. RS 7 “TFinancial Instruments: Disclosures™,

. [AS | (aimended 2005) “Presentation of Financial Statements -~ Capital Disclosures™
. [IFRIC 8 “Scope of IFRS 2™

. IFRIC 9 “Reaszessment ol Enbedded Derivatives™.

IFRS 7 ~Tinancial Instruments: Disclosures™ replaces the disclosure requirements of 1AS 32 ~Financial
Instruments: Presentation™ and must be applied for annual reporling periods that commence on or after January
1. 2007,

The amendment of [AS | “Presentation of Financial Statements - Capital Disclosures™ requires disclosures
regarding an entity's objectives, policies and precesses for managing capital. The provisions are eflective for
reporting periods beginning on or after January 1, 2007,

IFRIC 8 clarifies that 1FRS 2 applics to arrangements where an entity makes share-based pavments for
apparently nil or inadequate consideration. U the identifiable consideration given appears 1o be less than the fair
value of the equity instrument granted, under IFRIC § this siwation typically indicates that other consideration
has been or will be received. IFRS 2 therefore applies, IFRIC 8 becomes effective for financial years beginning
on or after May |, 2006.

1FRIC 9 provides that an entity shall assess whether an embedded derivative is required 1o be separated from the
fiost contract and accounted for as a derivative when the entity {irst becomes a party 10 the contract. Subsequent
reassessment is prohibited unless there is a change in the terms of the contract that significantly modifies the
cash flows that otherwise would be required under the coniract, in which case reassessment is required. IFR1C 9
becomes effective for (inancial years beginning on or after June 1, 2006.



JOINT STOCK COMPANY MADNLEUILI

Notes to the Consolidated Financial Statemients (continued)

(A amowits are i Georgian Lavies, unless otherwise specitied)

2.2, Changes in accounting pelicies (continued)

The Company expects that the adoption of the pronouncements listed above will have no significant impact on
the Company’s resull of operation and financial positions in the pevied of initial application. The adoption of
IFRS 7 will sienificantly affect the disclosures relating to financial instruments as presented in the notes to the
[Tnuncial statements,

2.3, Significant accounting judgments, estimates and assumptions
Judgments

[ the process ol applying the Company's accounting policies. management has made the following judgments,
apant from those involving esiimations, which has the most signiticant effect on the amounts recognised in the
consolidated financial statements:

Determination of material sibsidiaries

As mentioned in the principles of consolidation section above, only materigl subsidiaries are consolidated imo
the Company's consolidated finuncial statements. Management determined that immaterial and dormam
subsidiaries should not be included in the consohdaied financial statements of the Company.

Natural resouwrces taxes associated with quarizite-coulining stockpiles

The Company possesses certain quantitics of guartzite-containing ore that was initially stockpiled as waste, but
subsequently was deemed suitable 1o be sold as raw material to one of it5 associates. Natural resources lax arises
al the lime of extraction ol the ore, and management believes Lthat natural resource 1ax was not applicable at the
e the ore was extracted. However, the tax is conservatively acerued and paid at the time when actual sales
take place because only then can the taxable quantities of non-ferrous metals be determined reliably.

Drafervad tax axsels

Muanagement judgment is required tor the calculation of current and deferred income taxes. Deferred tax assels
are recognized to the extent that their utilization is probable. The utilization of deferred tax assets will depend
on whether it is possible to generate sufficient taxable income in respective tax Iype and jurisdiction. Various
factors are used 1o assess the probability of the future utilization of delerred 1ax assets, including past operating
results, operational plan, expiration of 1ax losses carried forward, and 1ax planning strategics. 11 actual results
ditter from that estimates or il these estimates must be adjusied in future periods, the financial position, resulis
ol pperations and cash flows may be negatively affected. In the event that the assessment of future utilization ol
deferred tax assets must be reduced and this reduction be recognized in profit or loss.

Lstimuates and assumptions

I'hie preparation of consolidated financial statements in conformity with [FRS requires management to make
estimales and assumptions that affect the reported amounts of assets and liabilities and the accompanying notes
te the financial statements. On an en-going basis. manageiment evaluates their estimates, including those related
lo contingencices, Management bases their estimates on various markel specific assumptions that are believed 1o
be reasonable under the circumstances, the resulls of which form the basis for iaking assumptions about the
carrying values of assets that are not readily apparent from other sources. Actual resulis may dilter signiticantly
from these estimates under different assumptions or conditions,



JOINT STOCK COMPANY MADNEULI

Notes 1o the Consolidated Financial Statements (continued)

(A amcnnts are in Georgian Laries, uniess otherwise specified)

2.3, Significant accounting judgments, estimates and assumptions (continued)
Estimates and assumptions (continued)

I'he key assumptions concerning the [uture and other key sources of estimation uncertainty at the balance sheel
date that have a significant risk of causing o material adjustiment to the carrying amounts ol assets and labilities
within the next financial vear wre discussed below,

Reveni

Due o the specilicity of commaodity sales contracts, sules prices are determined at future market quetations over
the period of three to six months, and the quantitics of contained metals are determined by independent assayers
and are oflen not immediately available, Therefore, when there are unseltled sales transactions at the end of cach
respective year, the Company has made reasonable estimations of unscttled sales transactions based on the
queled futures prices for commodity contracts with similar maturity profile, and has estimated the quantities in
van technical laboratory.

Usetul {tfe of properiv, plant wnd eguipmient

'he Company assesses the remaining useful lives of items of property. plant and equipment at Jeast al each
tinancial vear-end. If expectations differ from previous estimates, the changes are accounted for as a change in
an accounting estimate in accordance with 1AS 8 “Accounting Policies, Changes in Accounting Fstimates and
Errors™, These estimates may have a material impact on the amount of the carryving values of property, plant and
equipment and on depreciation recognized in profit or loss,

fnprairment of proporty, plant and eguipnient

I'he Company assesses at each reporting date swhether there is any indication that an asset may be impaired. [T
any such indication exists, the Company makes an estimate of the asset's recoverable amount. An assel’s
recoverable amount is higher of an asset's or cash-generating unit’s fair value less costs to sell and its value in
use wnd is determined for an individual assel, unless the asset does not generate cash inflows Lhat are largely
independent of those from other assels or group of assels. Where the carrying amount ol an asset exceeds i1s
recoverable amount, the assel is considered impaired and is written down to its recoverable amount. In assessing
value in use, the estimated future cash flows are discounted to their present value using a pre-tax discount rate
thal reflects current marker assessment of the time value of money and the risks specilic to the assets,

The determination of impairments of property. plant and equipment involves the use of estimates that include,
but are not limited to. the cuuse. timing and amount of the impairment. [mpairment is based on a ereal number
ol factors, such as chunges in current compelitive conditions, expectations of growth in the industry, increased
cast ol capital, changes in the future availability ol financing, technological obsolescence, discontinuance of
service, current replacement costs and other changes in circumstances that indicale impairmenm exists. The
determinalion of the recoverable amount of a cash-generating unit involves the use of estimates by management,
Methods used o determine the value in use include discounted cash fTow-based methods, which require the
Company to make an estimate of the expected future cash {lows from the caszh-generating unit and also 1o
chocse a suilable discount rate in order to calculate the present value of those cash flows. These estimaies,
ineluding the methodologics used, may have a material impact on the fair value and ultimately the amount of
any property, plant and equipment impairment,



JTOINT STOCK COMPANY MADNILULI

Notes to the Consolidated Financial Statements (continued)

LA cmatienty are tn Georgian Laites, unless oiflieriise specified)

2.3, Significant accounting judgments, estimates and assumptions (continued)
Reserve estimates

Estimates of recoverable quantitics of indicated and inferred mineral reserves reported include judgemental
assumptions regarding commodily prices, exchange rates, discount rates and production and transportation costs
for future cash fows, [t also requires interpretation of complex and difficult geological and geophysical models
in order to make an assessment ol the size, shape, depth and quality of reservoirs, and their anticipaled
recoveries, The economic. geological and technical fuctors used to estimate reserves may change from period to
period. Changes in reported reserves can impact asset carrying values, the rehabilitation provision and the
recoznition of deferred tay assets, due to changes in expected future cash Mows, Reserves are integral to the
amount ol depreciation. depletion and amortisation charged 1o the consnlidated slatement of income and the
calealation of inventory.

Rehahiination provision

The Company reviews the rehabilitation provision al each balance sheet date. and adjusts it 1o reflect the current
hest estimate in accordance with IFRIC | “Chunges in Existing Decommissioning, Restoration and Similar
Iiabilities”, The amount recognized as a provision is the best estimate of the expenditure required o seftle the
present oblication at the balance sheet date. The risks and uncertainties that inevitably surround many evenis
and circomstances are taken into account in reaching the best estimate of a provision. Considerable judgment is
required in forecasting future site restoration costs, Fulure events that may arfect the amount required to settle
an oblization are reflected in the amount of a provision where there is suflicient objective evidence that they
will ocour,

Litigdtiony

The Company exercises considerable judgment in measuring and recoghizing provisions and the exposure to
contingent labilities related 1o pending litigations or other outstanding claims subject to negotiated settlement,
mediation, arbitration or government repulation, as well as other contingent labilities, Judgement is necessary
in assessing the likelthood that a pending claim will succeed, ar a hability will arise, and to quantify the possible
ranze of the final settlement. Because of the mmherent uncertainties in this evaluation process, actual losses may
b different Irom the oripinally estimated provision. These estimates are subject 1o change as new information
Lecomes availuble, primarily with the support of internal specialists, if available, or with the support of outside
consuliunts, such as actuaries or legal counsel. Revisions 1o the estimates may significantly allect fuwire
operating results,

Curpen! taxes

Georgian tax, currency and costoms legislation is subject to varying interpretations and changes occuring
frequently, Bstimates and assumptions made by management in respect of taxes are more fully described in the
Note 24.

240 Summary of significant accounting policies
Foreign currency transaclions

I'he consolidated fmancial statements are presented  in GEL. which 15 the Company’s functional and
presentation currency. Transaclions in foreign currencics are initially recorded at the functional currency rate
raling w the date of the transaction. Monetary assets and liabilities deneminated in foreign currencics are
retrunslated at the functional curreney rate of exchange ruling at the balance sheel date. All difTerences are taken
1 profitor loss.



JOINT STOCK COMPANY MADNLEULI

Notes 10 the Consolidated Financial Statements

£ carannts wve i Georgian Lavies, anless otlierwise specified)

2.4 Summary of significant accounting policies (continued)
Foreign currency transactions (continued)

Non-monctary items that are measured in terms of historical ¢ost in a foreign currency are translated using the
exenange rates as at the dates of the initial transactions, Non-monetary items thal are measured at fair value ina
forcign currency are translated using the exchange rates at the date when the fair value was determined.

G is not a [ully convertible currency outside the territory of Georgia. Within the Georgia, official exchange
rates are determined daily by the National Bank ot Georgia and are peneraliy considered 1o be a reasonable
approximation of market rates. As at December 310 2000 the offivial exchange rate was GEL 1.7925 for one US
Dallar (°USD™) (as at December 31, 2005 - GEL 1.7133 for ene USD). Tranzactions denominated in foreign
currencies are recorded at the official exchange rate on the date of the transaction. At August 16, 2007 the
exchange rate was GEL 1.766 for one USD.

Property, plant and equipment

The Company clected 1o measure property. plant and equipment at the date of transition to 1I'RS, ¢.g. January |,
2005, attheir fair value and usce that tair valug as their deemed cost at that diste.

Subseguent to the date of transition to TFRS. property. plant and cquipment are recorded at purchuse or
construction cost, excluding the costs of day-to-day servicing. less accumulated depreciation and accumulated
imnairment i value. Such cost includes the cost of replacing part of plant and cquipment when that cost 1s
incurred 1 the recognition criterna are mct.

Depreciation is caleulated on 4 straight-line basis for common and support preperty, plant and equipment. Unit-
of-production basis of depreciation is calculated for specialized equipment, capitalized acquisition and mine
development costs. There were no specialized equipment, capitalized acquisition and mine development costs at
cach respective balance sheet dare. The depreciation periods which represent the estimated useful economic
lives of the respective azsets depreciated on a straight-line basis are as follows;

Number of vears

Buildings 3-20
Plant and machinery 2-20
Equipment and moter vehicles 2-3
Dam and road 7-8
Capitalized rehabilitation costs 9

Other 7-8

The nsser’s residual values, useful lives and methods are reviewed. and adjusted as appropriate, at cach fnancial

year-en d.

Repair and maintenance expenditure is expensed as incurred. Major renewals and improvements are capitalised.
and the assets replaced are retired. Gains and losses arising from the retirement of property. plant and equipment
are included in the consolidated income statement as incurred,

When each major inspection is performed. its cost is recognised as a component in the carrying amount of the
plant and equipment as a replacement i the recognition criteria are satisfied,

e Company includes in its property plan and equipment the rehabilitation provision more fully described later
in this note.



TOINT STOCK COMPANY MADNEULI

Notes to the Consolidated Financial Statements {continued)

(A amonnrs are (1 Georgian Lavies, unless otherwise specified)

2.4, Summary of significant accounting policies (continued)

Intangible assets

Intangible assets acguired separately are measured on initial recognition al cost. The cost of intangible assets
acguired in @ busingss combination is fair value as at the dae of acquisition. Following initial recognition.
intangible assets are carried at cost less any accumulated amortisation and any accumulated impairment losses.
lnternally  generated intangible assets, oxcluding capitalised development costs. are not capitalised and
expenditure is reflected in the income statement in the year in which the expenditure is incurred.

The uselul lives of intangible assels are assessed to be cither finite or indefinite. The Company has no imtangible
assets with indefinite vsetul lives,

intanzible ussets with finite lives are amortised over the usetul economic life and assessed for impairment
whenever there is an indication that the intangible asset may be impaired. The amortization period and the
amortisation method for an intangible asset with a finite useful life is reviewed at least at cach financial year
end. Changes in the expected useful lifz or the expeeted puttern of consumption of future economic benefits
cinbodied in the asset is accounted lor by changing the amortisation period or method, as appropriate, and
trealed as changes in accounting estimates. The amortisation cxpense on intangible assets with finite Hves 15
recognised in the income statement in the expense category consistent with the function of the intungible assel.

Acquisition of subsidiaries

The purchase method of accounting 1s used 1o account [or the acquisition of subsidiaries by the Company.
[hentifiable assets acquired and liabilities and confingent habilites assumed in a business combination are
measured initdally at their fair values at the acquisition date, irrespective of the extent of any minority interest.

he excess ol purchase consideration over the faic value o the Campany’s share of identitiable net assets is
recorded as poodwill, [ the cost of the acquisition is less than the fair value of the Company’s share of
identitiable net assets ol the subsidiary acquired the difterence is recognized directly i the income statement,

Investments in associates

Associates are entities in which the Company generally has between 20% and 30% of the voting rights, or iy
otherwise able (o exercise significant influence, but which it does not control or jointly contrel. Invesuments in
axsociates are accounted for under the equity method and are initially recognised at cost, including 2oodwill,
Subseguent changes in the carrying value reflect the post-acquisition changes in the Company’s share of net
assels ol the associate. The Company's share of its associates” pro(its or losses (s recognised in the consalidated
stawement of income, and s share of movements in reseryes is recognised inoequity. However, when the
Company’s share of losses in an associate equals or exceeds its interest in the associate, the Company dogs not
recounise further losses, unless the Company is obliged 10 make further pavinents to, or on behall of, the
associate.

When an associale makes dividend distributions to the Company in excess of the Company’s carrying amouunt,
thi exeess is recognised in net profit for the period. When the associate subsequently retwms 1o profitability, the
Company only recognises profits when profits exceed the excess cash distributions recognised in net protit plus
any previously unrecognised losses,



JOINT STOCK COMPANY MADNLEULI

Noltes to the Consolidated Financial Statements (continued)

(AR amownts are in Geoirgian Laries. unless otherwise specified)

2.4, Summary of significant accounting policies (continued)

Investments in associates (continued)

Unrealised ganns on transactions between the Company and its associates are eliminated 1o the extent of the
Company's interest in the associaies: wnrealised losses are also eliminated unless the transaction provides
evidence of an impainment of the asset transferred.

After apphcation of the ¢quity mcthod. the Company determines whether it s necessary to recognise an
additional impairment loss of the Company’s investiment in i3 associates. The Company determines ar cach
bilance sheot date whether there is any objective evidence that the imvesiment in associate is impaired. 1 this is
the cuse Lthe Company calculates the amount of impainment as being the difference between the fair value of the
associate and the acquisition cost and recoenises the amount in the income statement.

l'he reporting dates of the associale and the Company are identical and the associaie’s accounting policies
conform e those used by the Company for like wransactions and events in similar circumstanecs.

lmpairment ot assets

An assessment is made at each balance sheet date 1o determine whether there is objective evidence thal an assot
or a group ol assels may be impaired. When indication that an asset may be impaired is evidenced. the assel is
measured at its estimated recoverable amount, which is the higher of net selling price or value in use.

Net selling price is the amount obtainable from the sale of an asset in an arms’ length transaction hetween
know ledgeable, willing parties, after deducting any dirvect incremental disposal costs, Value in use is the present
value of estimated future cash lows expected 1o arise from the continuing use of an asset and from its disposal
al the end of s useful life. in assessing value in use, the estimated future cash Mows are discounted to their
present value using a pre-tax discount rate that reflects current market assessments of the time value of money
and [he risks specific 1o the assel.

T'ar an asset that does not generate cash inllows largely independent of those from other assets, the recoverable
amount is determined for the cash-generating unit 1o which the asset belongs,

A impairnent loss is recognised (or the ditference between the cstimated recoverable amount and the carrying
value and is included in the net profit or toss for the period.

A impairment loss is reversed if the subsequent ingrease in the recoverable amount can be related objectively
1o an event occurring afier the impairment loss was recognised, An impairment loss is only reversed to the
extent that the assel’s carrving amount does not exceed the carrving amount that would have been deternined,
net of depreciation, if no impairment loss had been recognised.

Borrowings

Borrowings are wnitially recognised at fair value of the consideration received less directly atributable
trinsaction costs. Aller initial recognition, barrowings are measured al amortiscd cost using the eflective interest
method: any ditferenee between the initial fair value of the consideration received (net of transaclion costs) and
the redemption amount is recognised as an adjustment Lo interest expense over the period ol the borrowings.



JOINT STOCK COMPANY MADNEULI

Notes to the Consolidated Financial Statements (continued)

(Al amonnis are in Georglen Lavies, unless otherwise specified)

2.4 Summuary of significant accounting policies (continued)
Fair value of financial instruments

I'he Company believes the amounts presented as {inancial instruments in the accompanying consolidaied
financial statements, consisting of cash and cash equivalents, trade and other accounts receivable, prepavments,
VAT recoveruble, tade and other accounts payable, shont-lerm loans. and amounts duc (rome related parlics
are reasenable cstimates of their fair-value.

The fair value of cash and cash equivalenis, accounts receivabie and payable and other monetary current assels
and liabilities is estimated to approximate carrying value due 10 their short-term nature.

Financial instruments are classified as liabilities or equity in accordance with the substance of the contractual
arrangement, Interest, gains and losses relating 1o a financial tnstrument classified as a liability are reported s
CXPEMNSE OT INCOML.

Embedded derivatives

Dervivatives embedded n the Company™s contracts that change the nature of a host contract’s risk and are not
clearly and closcly related to the host contracl. are initially recognised at fair value on the date the contract is

entered into. with movements reported in the consolidated statement of income.
Natural resource taxes

Natural resources taxes under existing regimes are considered 1o be preduction-based 1axes and are therefore
acerued on the basis ol the Company’s entitlement to physical production,

Inventories

lnventories are recorded at the lower of cost and net reahisable value. Cost of inventory is determined on the
waighted average basis. The cost of finished goods and work in progress comprises raw material. direct labour,
other direct costs and relwed production overheads (based on normal operating capacity) bur excludes
Borrosing costs. Net realisable value is the estimated sclling price in the ordinary course of business, less
estimated costs of completion and the estimated costs necessary 10 make the sale,

Trade receivables

Prade receivables, which generally have a short tenn. are carried at original invoice amount less an allowance
for any uncollectible amounts. Allowance is made when there is objective evidence that the Company will not
be able to collect the debts. Change in the provision is recognised through the consolidated statement of income.
Cash and cash equivalents

Cash and short term deposits in the balance sheet comprise cash at banks and at hand and short term deposits

wilh an original maturity of three months or ess. For the purpose of the conselidared cash flow statement. cash
and cash equivalents consist ol cash and cash equivalents as defined above, net of outstanding bank overdralis.



JOINT STOCK COMPANY MADNI:ULI

Notes 1o the Consolidated Financial Statements (comtinued)

AN concnnty are in Georgian Larfes, unless athervise specified)

2.4, Summury of significant accounting policies (continued)
Fmplovee benefits

In accordance with the Law on Social Insurance of Georgia, the Company is obligaled to contribute to the State
Social Protection Fund ol Georgia on behalt of its ciiployees that are citizens of Georgia. The Company’s
contribulions represented 20% of the employees” salanes reflected in the statutory records in 2006 and 2005,
respectively.

The Company does not have any post-employvment compensation plans.
Trade pavables and advances received from customers

Trade payables are carried at cost. which is the fair value of the consideration to be paid in the Tuture for goods
and services received, whether or not billed to the Company.

Advances received lrom customers represent prepayments for the Company's produce.
Provisions
Ceneral

Provisions are recognised when the Company has a present oblization {legal or constructive) as a result ol a past
event, it is probuble that an outflow of resources embodying economic benefits will be required 10 seuwle the
oblication and a reliable estimate can be made of the amount of the obligation. Where the Company expects
some or all ol a provision 10 be reimbuised. for example under an insurance contract. the reimbursement is
recognised as 4 separate usset but only when the reimbursement is virtually certain, The expense relating to any
provision is presented in the income statement net of any reimbursement. 11 the effect of the time value of
moriey 15 material, provisions are discounted using a current pre-tax rate that reflects, where appropriate, the
risks specific to the liability. Where discounting is used, the increase in the provision due to the passage ol ime
is recognised as 2 finance cost,

Rehabiliration provision

The rehabilitation costs arose on developing an open pit mine in the license arca. A corresponding asset is
recoenised in property. plant and equipment. Rehabilitation costs are provided at the present value of expected
costs 1o settle the obligation vsing estimated cash flows. The cash (Tows are discounted at a currenl pre lax raie
that refiects the available borrowing rate. The unwinding of the discount s expensed as incurred and recognised
inhe income statement as a linance cost. The estimated future costs of rehabilitation are reviewed annuoally and
adjusted as appropriate, Changes in the estimated fulure costs or i the discount rate applied are added 10 or
deducted from the cost ol the asset.

Revenue recognition
Revenue is recognised to the extent that it is probable that the economic benefits will tlow to the Company and
the revenue can be reliably measured. Revenue is measured at the fair value of the consideration recelved,

excluding discounts, rebates, and other sales taxes or duty. The following specitic recognition criteria must also
b met before revenue is recognised;

|6
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Notes to the Consolidated I'iancial Statements (continued)

(AN ameounty are in Geargian Laries, wnless otherwise specified)

2.4, Summary of significant accounting policies (continued)
Revenue recognition (continued)
Sale of poods

Revenue from the sale of goods is recognised when the significant risks and rewards of ownership of the goods
have passed to the buyer, usually on dispatch of the goods. using the spot price at the time ol shipment for the
measurement of the revenue. The final prices are determined by London Metal Exchange (*LME™ and London
Bullion Market Association ("LBMA™) seitlement quotations averaged over the quotation period that is usually
three to five months following the month of shipment. The price adjustment feature is an embedded derivative
that is remeasured to fair value with changes recognised threugh the statement of income.

frterest income

Revenue is recognised as interest accrues (using the cfective interest method that s the rate thal exactly
discounts estimared future cash receipts through the expected lite of the Ninancial instrument to the net carrving
amount of the Onancial assel).

Dividencds
Revenue is recognised when the Company s right 1o receive the payiment is established.
Income taxes

Deferred income tax is provided. using the hability method, on all wemporary dilferences at each réspective
balance sheet date between the tax bases of assets and labilities and their carmying amounts for lnancial
reporting purposes,

Dreferred income wx labilities are recognised for all 1axable temporary diflerences, except:

o where the deferred income tax liability arises from goodwill amortisation or the initial recognition of an
asset or liability in a transaction that is not a business combination and, at the thvie of the transaction,
aftects neither the accounting profit nor taxable profit or loss; and

e in respect of taxable temporary differences associated with investments in subsidiaries, aszociates and
mterests in joint ventures, except where the timing of the reversal of the temporary difference can be
controlled and it is probable that the wemporary difference will not reverse in the foreseeable future,

Deferred income tax ussets are recognised for all deductible temporary differences, cany-forward of unused 1ax
assets and unused tax losses, to the extent thal it is probable that taxable profit will be available against which
the deductible temporary differences, carry-forward of unused tax assets and unused tax lesses can be ulilised,
except:

+ where the deferred ineome tax asset relating to the deduetible temporary dilference arises from the
initial recognition of an assel or liability in a transaction that is not a business combination and, at the
time of the transaction, affects neither the accounting profit nor taxable profir or loss; and



JOINT STOCK COMPANY MADNILUTL

Noles to the Consolidated I'inancial Statements (continued)

(Al comcunty are in Georglan Laries, wnless otherwise specified)

2.4, Summary of significant accounting policies (continued)
[ncome taxes (continued)

o in respect of deductible temporary differences associated with investiments in subsidiaries, asseciates
and nierests in joim ventures, deferred tax assels are only recounised to the extent that it is prebable
that the temporary dillerences will reverse in the loresezable future and taxable profit will be available
against which the temporary difference can be utilised,

The carrving amoum of deferred income tax assets is reviewed at each balance sheet date and reduced to the
extent that it is no fonger probable that sufficient taxable profit will be available to allow all or part of the
deferred income tax asset 10 be utilised,

Detered income tax assets and labilities are measured at the tax rates that apply to the period when the assel is
realised or the Niability is senled, based on 1ax rates {and tax laws) that have been enacted or substantively
enacted ar cich balance sheet date.

Value udded tax

I'he tax autherities permit the setilement of sales and purchases value added tax (*VAT™) on a net basis.

Valwe added 1ax payable

VAT is pavable o tax autheritics upon collection of receivables from customers. VAT on purchases, which
have been settied at the balance sheet date. is deducted from the amount pavable.

In addition. VAL related 1o sales which have not been collected at the balance sheet date is also included in the
batance of VAT pavable. Where provision has been made for hmpairment of receivables, impairment loss s
recarded for the pross amount of the debtor, including VAT, The related VAT liability is maintained until the
debtor is written ol for ux purposes.

Value added tax receivanie

VAT receivable relates to purchases. which have not been settled at the balance sheet dae, VAT receivable s
reclaimable against VAT refated to sales upon payment for the purchases.

Equity

Share capiral

Ordinary shares with discretiopary dividends are classified as equity. External costs directly attributable to the
isaue Gl new shares, other than on a business combination, are shown as a deduction rom the proceeds in

couity. Any excess of the Tair value of consideration received over the par value of shares issued is recopnised
as u share premium.
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Notes to the Consolidated Financial Statements (continued)

(A comowans are or Georgian Laries, untess otherwise specified)

2.4, Summary of significant accounting policies (continued)

Iquity (continuecd)

Mimority interesi

Minority interest represents the interest in subsidiaries not held by the Company. NMinority interest at the balance
sheet date represents the minority shareholders' portion of the fair value of the identifiable assets and Nabilities
of the subsidian at the acquisition date and the minorities’ portion of movements in equity since the date of the

combination. Minority interest is presented withiin the shareholders™ cquity.

L.oszes allocated to minority interest do not exceed the minority interest in the equity of the subsidiary unless
there is a binding obligation of the minonty 1o fund the losses. All such losses are allocated to the Company'.

Dividend

Dividends are recognised as a lisbilivy and deducted irom equity at the balunce sheet date only if they are
declared before or on the halance sheet date. Dividends are disclosed when they are proposed before the balance
siieel date or proposed or declared after the balance sheet date but before the linancial statements are authorised
{or isiue.

Related party disclosures

l‘'or the purposes ol 1FRS financial stalements, partics are considered 1o be related il one party has the ability to
cantrol the other party or exercise significant influence over the other parly in making financial or operational
decisions,  In considering each possible related party relationship. attention is divected to the substance of the
relationship, not merely the legal form.

Related partics may enter into transactions which unrelated parties might not, and transactions between related
pantics may net be effected on the same terms. conditions and amounts az transaclions between unrelated

parties,

It is the natuwre of transacuons with related partics that they cannot be preswmed 1o be carried out on an arms’
leneth hasis,

3, Business combinations

Acquisitions in 2006

Eeology 1.0.C

fn October 2006 the Company acquited the remaining 49% of interest in Feology LLC, a company involved in

cleaning, purilying and extracting heavy metals [rom the epen pit waters ol Madneuli mining complex. Thy
Company owned 5120 of interest from the establishment of Ecology LLC on September . 1596,

19
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Notes to the Consolidated Financial Statements (continued)

(Al amounts are n Georaian Laries, unless otherwise specified)

3. Business combinations (continued)
Acquisitions in 20006 (continued)
Eeodogy LLC fcontinued)

The lair value of identifiable asscts and liabilitics of Ecology LLC as &t the date of acquisition were:

Property, plant and equipnient 26.831
Intangible assets 19297
Cash and cash equivalents 20,5365
I'Tade and other receivables 2
562,373
Trade and other payables 129,802
ansn
Fair value of net assels 132,371
Less: previously acquired interest (67.611)
Company s share of the fair value of net assais _ 64560

Excess of nel assets of acquired subsidiaries over
the consideration paid =

Consideration paid 64,960

The total cost of the combination was GEL 64.960 and was paid enurely in cash. The net cash outflow on
acqiisition was as follows:

Cash paid 04.960
Less: cash acquired with the subsidiary . (20,563)
Net eash outflow 44,395

I'rom the date of the combination, Ecology 1.1.C did not contribute to the net profit of the Company becausce all
sales were made o the Company.,

Georgian Lime Plus LTD

On December 200 2006, the Company contributed 50% of interest in Georgian Lime Plus LD, a company
specialising in extraction and production of lime.

As Georgian Line Plus LTD was only eswablished at the end of 2006, there was no difference between the

acquisition cost to the Company and the Company’s share in Georgian Lime Plus LT s net assets. The 1otal
cost ot the combination was GLL 1,000 and was paid entively in cash,

20
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Notes to the Consolidated Financial Statements (continued)

AN oty are i Georgian Laries, wnless vilierwise specifizd)

3 Business combinations {(continucd)

Acquisitions in 2005

In March 2005 the Company acquired 100% of inlerest in Belaz Kavkuaz Trvans Service LLC ("Belaz™). @
company specialising in the open-pit hauling services: 100% of interest in Gardi LLC. a company specialising
est in Trans Petg Madi LLC ("TEFMT), a company
specialising in the open-pit drilling, blasting and excavation services.

in the open-pit hauling scrvices: and 100% ol inter

The excess of the tair value of Belar, Gardi LLC and TFM's net assets

Company (negative goodwili) was recognised directly in the consolidated statement ol income.,

over the consideration paid by the

From the date ol the combination, Belaz. Guardi LLC and TEM did not contribute 1o the net profit of the
Company because all services were provided 1o the Company.

The fair value of identifiable assets and habilities of Belaz, Gardi

were:
Belax Gardi LLC TEFM
Property, plant and equipment B 2,21 8.239 2,779,190 10,556.728
Cash and cash equivalents 349 I 330
Irade and other reccivables 482.706 369 (45,460
Inventories 213.05] 3,635 15
2914405 2,783,195
I'rade and other payables _3192,1535 982,181
3,192,135 982,181

Fair value of net assets 722.270 [.801.014
Less: minority interests - - -
Company's share of the [air vidue of net assels 722270 1,801,014 4,336,723
Facess of net assels of acquired subsidiaries over o o SERES

the consideration paid 720270 1,798,664 4,334,623
Consideration paid 2,000 2,350 2,100
Less: cash acquired with the subsidiary R 2 e . D < . ;]
Net cash outflow 1,651 2549 1,7700

4. Balances and transactions with reiated parties

The consolidated  financial  statemems  include  the
stbsidianes‘associntes listed in the following table:

Nanie
Subyidiaries:
Gardi L1LC
Belaz Kavkaz Trans Service LILC
Trans Petg Mzidi LLC

Geargian Mining Company 1L1.C
Eeology LLC

Assovintes:

Quartzite 1112

Georgian Lime Plus L'TD

financial  stadements of  ISC Madneul

o equily interest at
December 31,

20006 2005
100% [00%
[ 00% 100%
160% 10G%
[ 00 100%%
100% 519
S0% S0%
S0Y% L7

LLC and TFM as at the date of acquisition

Total
15,548,157
030
1,128,593
671,699
17,349,131
10,489,124

10,489,124
6,860,007

6,860,007

6,853,557
6,450

__(680)
3770

and s
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Notes Lo the Consolidated Financial Statements (continucd)

(Al conroronts aie in Georgian Laries, unless otherwise specified)

4. Balances and transactions with related partics (continued)
fransactions withh Quarizite LD

The Company sclls stockpile quartzite ore 1o its 50%-owned associare, Quarizite 1D, In 20006, sales 10
associate represented 1.766.727 metric 10ns of quartzite ore amounting 10 GEL 4,285,762 supplied 1o Quartzite
L1TD (2005: 2.025.736 metric tons amounting 1o GEL 2.400,439),

Accounts receivable due from associates as al December 31, 2000 consists of GEL 634,684 receivable lor
quartzite ore supplied, GEL 476,398 of unpaid interest on previously settled intercompany loan from the
Company, and Gl 9,855 of other current assets (2005: GLL 1.683.071 receivable for guartzite ore supplied.
GEL 3.974.477 of intcrcompany loans receivable, GEL 1,761,897 of unpaid interest, and GIEL 43,483 of other
current assels).

Transactions witl Steiton

In 2006 the Company gave a short-term loan (o il ullimate parent. Stanton. in the amount o GEL 34,270,000,
bearing an interest ol 13.3% per annum which was due as of December 31, 2006 und expires on May 8, 2007,
The interest income for 2006 was GEL 659,111,

Fransactions with other related partics

[ 2006 the Company atso borroswed GLL 1.713.500 trom related party, Cuento Portfolio Corp. bearing 10%
interest, The interest expense tor 2006 wax GEL 373,950,

Business combinalion

The Company acguired controlling interest in a number of relaled companies in 2006 and 2005, Also, the

Company acquired a non-controlling interest in an associate. These transactions are detailed in Note 3,
Campensaiion to key management personnef

Key management personnel comprise members ol the Management Board and the Board of Directars ol the
Company. totalling wing persons as at December 31, 2006 (2005: fourteen). Total compensation to key
mianagement pevsonnel included in general und adniinistrative expenses in the consolidited statement of income
amounted 1o GEL 1,330,444 for the year ended December 31, 2006 (2005 GEL 568.967).

(2]
(R
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JOINT STOCK COMPANY MADNEULI

Notes to the Consolidated Financial Statements (continued)

fAI amonnty arve in Georgian Laries. unless otherwise specified)

. Prepavments
Prepayvments as al December 51, 2000 consist of current prepayments tolalling GEL 4.030,108 (2003 GLL
883.928) representing advances paid 1o materials and services supphers. and non-current prepavments Llotalling
GEL 2,973.372 (2005: nily representing prepayments lor purchases of equipment.

7. Investments in associates

The Company's principle associates are listed in Note 4. The movements in investimenl in associate were as

tollows:
Investment in associales 2006 2085 ;
Balance as at January [ - 21,385,835
Share of protit ol associate 18,834,129 10,305.206
Excess of dividends distribution over the share of associates results - 6.059.501
Elimination of unrealized gains on intercompany sales (45,079} (63.647)

Amounts charged directly to assoctates” equity (dividends declared
and pand) i = (37,684,753)
Balance as at December 31 18,789,050 -
The tollowing table illustrates summarised linancial information of Quanzite 1TD. the Company’s most
signilicant associate, as at December 31

Aggregated assets and liabilities o associale 2006 2003
Current assets 32,300,704 33,064,230
Non-current assets 24,276,291 17.470,392
Current Babilities (22,038,583) (50,778,770)
Non-current habilities _13.938,394)  (2.818.092)
Nl assets 30,606,018  (7.062,240)
Aggregated revenue and profil of associate 2006 2005
Revenue 85,932,410 36,763,393
Profil 37,668,258 20610412
8, Cash and cash cquivalents
Cash and cash equivalents were denominated in the tollowing currencics as at December 3
2006 2005
Gezorgian Lari 163,340 139,893
LS Dollars 8,096,175 2,676,831
8,259,515 2,816,724

The above cash and cash cquivalents mainly consist of cash sl banks,

(3]
I



JOINT STOCK COMPANY MADNIEULL

Notes to the Consolidated I'inancial Statements (continued}

G amounts are (o Georgian Laries, unless otherwise specified)

8. Cash and cash equivalents (continucd)

[ncluded in cash and cash equivalents as at December 31, 20006 is restricted deposit at bank representing an
cscrow account of GEL 8.060.500 opened on December 28, 2006 to secure an acquisition of a new enlity, The
restriction was released subsequent Lo vear-end due to cancellation of the transaction.

9. Trade receivables

Trade receivables as ar December 31, 2006 mainly represent amounts due irem customaers for the sales that are
pending the determination of finad invoice ameunt at the end of cach respective quotation period ranging from
one to four months from yvear-end (2005: three months). Sales terms specity thal 90% of the preliminary balance
is 10 be paid upon shipment. and the remainder to be settled based on the final prices determined a the end of
the specified quotation periods. The receivables are adjusted on December 31 of each respective vear 1o futures
nriees.

10,  tnventories

nvenlornes consist of the folowing as at Decombey 31

2006 2005
Raw materials {al cost) 12,000,612 2,457,463
Work in progress (at cost) 927.769 442,619
Finished goods (a1 net realisable value) _ho804,182  10.703.232
23,732,503 13,603,314

11. Other current assets

Other current assets comprised ol VAT receivuble totalling GEL 10,002,330 and prepayments for other taxes
totalling GEL 283,735 as at December 31, 2006 (2005; GEL 13,654,101 and nil. respectivelv), VAT receivable
represents amounts payable or paid w suppliers which is receverable from the 1ax authorities via olTset against
VAT payable to the tax authorities on the Company’'s revenue or against other tax labilities. Management
pertodically reviews the recoverability of the balance of VAT,

i2.  Rehabilitation provision

The capitalised rehabilitation provision represents the costs of restoring site damage. The Company made
necessary assessment for determination ol rehabilitation costs and established detailed reclamation plan. The
provision for undiscounted costs of land rehabilitation comprised GUEL 27.777.76% at each respective balance
sheet date. Based on the best estimate of future costs and the economic lives of the facilities the Company
calentated a net present value ol the rehabilitztion provision by using the average markel borrowing rate of 4%,
As a resull, discounted rehabilitation provision was GEL 15793928 as at December 31, 2006 and GEL
14,570,044 as at December 31, 2005, The accretion charge for the vear ended December 31, 2006 and
December 31, 2003 was GEL 1,223.884 and GEL 1.129.044, respectively. These expenses are expected 1o be
incurred a1 the end of the next cight years.

A



JOINT STOCK COMPANY MADNEULI

Notes to the Consolidated FFinancial Statements (continued)

(AN ampunts are In Georgian Laries, unless otherwise specified)

13. Income tax

[ncome tax expense consisied ol the Tellowing for the year ended December 31

2006 2003 s,
Income x expense 10,601,397 9.5332.641
Lelerred tax expense/(benehit) 1,993,299 (321,078}
Income tax expense B 77777;{2,5._94,_696__ T 9.011.563

The Company was subject to income tax of 20% in 2006 and 2005 on taxable income as determined under the
laws of Georgla. Georgia was the only tax jurisdiction in which the Compuny s income was subject to taxation.

Ihe Company recognized deferred tax asser which was mamly due 0 temporary differences belween
rehabilitation provision and nvestment in associates balances per IFRS and 1ax records, Manazement belicves
that the Company will generate sutlicient profits in fwlure periods to utilize its deferred wax asset in accordance
with TAS 12.

The Company recognized deferred tax Dability which was mainly due 1o temporary differences between fixed
assels balances per TFRS and lax records, Management believes that the Company will gencrate enough profitin
future pericds to wtilize its deferred tax asset in accordance with IAS 12,

The Tollowing is a reconciliation of the incoime tax expense 1o the amount that would arise by applying 20% o
the profit before income taxes reported in the accompanying consolidated hnancial statements lor the year
ended December 31

2000 1
Prolit before income 1ax 79,998,572 34,519,445
Statutory tax rate 20% ey
Income tax expense al enucted statutory rate 15,999,714 6.903.889

Tax eftfect of items which were not deductible or
assessable for taxation purposes:

Non-deductible expenses 361,808 24230106
Non-taxable income Irom associales . (3,766,826) (315.342)
[ncome tax expense reported in the statement of
income 12,594,696 9011,563
Deferred income tax assets and labilities related 1o the tollowing as a1 December 31
206 2008
Delerred income tax liabilities:
Property. plant and equipment (5,912,708) (3.441,735
Long term loans : (1,093,767) (860,400)
Deferred tax labilities (7,006,475} (4.302.153)
Deferred meome lux assets:
Inventories 801,300 717,584
Rehabilitation provision 3,158,786 2.914.009
Ortder taxes pavable 475,000 475.000
I'rade and other pavables ) 850,421 24340
Breforred tux assels 5,285,373 4.130.933

I'he Company’s income tax liabilities were GUL 4,347,933 as at December 31, 2006 (2005: GLIL 6,443 .598).

26



JOINT STOCK COMPANY MADNEUILI

Notes to the Consolidated Financial Statements (continued)

A auronnts are i Georgian Lartes, wilesy athenvise specified)

[4.  Urade and other pavables

Trade and other pavables as at December 31, 2000 and 2005 represent the ameunts owed to suppliers of fuel,

spare parts and equipment.
15, Short-term borrowings
Short-term borrowings are comprised of the tollowing as a1 December 31

Effective interest

Crte%  Matarity 2006 2003
Bank of Georgia 13%-13.3% November 2007 12,687,280 125
United Georgian Bank - March 2003 2,390,418 2390418
'HC Bank overdraft 1 4%% January 2007 865,000 -
15,942,698 2,390.543

The Company's S0% interest in Quartzite LT was piedged under the terms of loan agreements signed with the
Bank of Georeld,

According 10 the courl resoiution, the lability 10 United Georgian bank was fixed al GEL 2,390,418, including,
iterest, and was payable by March 2005, Negotiations regarding the settlement of this debt are in progress.

The Company has not entered nte any hedeing arrangements in respect of its foreign currency obligations or

interest rale exposures.
All the borrowings bear lixed interest rawe,

The carrving amounts of the Company 's short-ierim borrowings wre denominated in the Jallowing currencics as

at December 31:

i 2006 2005
Cieorpian Lari 3255418 2.390.543
LS Dollars 12,687.280 =
15,942,698 2,396,543

16. Advances received

Advances reccived as at Deconber 31, 20006 of GEL 12.330.261 represent prepavments imade by customers,
Sales terms specify that 90% of the preliminary balance is 10 be paid upoen shipment, and the remainder o be
settted based on the final prices determined at the end of the specified quotation periods, The drop in marke
prices between 2006 and periods subsequent (o December 31, 2006 resulied in the Company's refunding to the
buyer the excess part of the provisional pavment. recognized as liability - advances received. Advances received
balance as at December 310 2003 wtalling GEEL 19335 is minor due 1o inercasing cooper concentrale prices
between 2003 and 2000,



JTOINT STOCK COMPANY MADNEULI

Notes 1o the Consohidated Financial Statements (continued)

(Al conenonts are m Georgian Laries, unless othervise specificd)

[7.  Other taxes payable

Other taxes payable are comprised of the following as at December 34

2006 2005
Natural resource tax 747,276 11,453,351
Social 1ax 302,542 6.391.888
Porsonal income lax 238,194 985,141
VAT 503,939 -
Other laxes 307,309 2.267.200

2,189,260 ~21,097.580

During the vears prior to Novamber 11, 2005, the date of sizning the Agreement, the Company had cerlain
disputed tax ljabilivies. The Company accrued lor 2l its liabilities for taxes as pant of the agreement between
Swanton and the government ef Geargia, According to this agrecment the total tax liabilities of GEL 20,272,200
were seltled by December 31 2006.

18.  Other current Liabilities

2006 2005
Due 1o employeces 314,560 135929
Dag 10 injured persons 135,263 136,273
Accrued liabilities 553,939 228.593
Salaries 657,489 346,808
Other current labilitics 478536 481.725
2,139,793 1,349,328

Ducs o injured persons include the Company's obligation to pay lifetime compensation to employvees or their
Family who sulfered a severe injury or death as a result of their employment, The obligation was estimated using
statistival averape life expectancy in Georgia and the fixed compensation level for each injured employee as
established by management's one-ofl decision 1o grant such a benefit, discounted using the average markel
berrowing rate of 4% The non-current pertion of this oblization amoums to GLL 471,397 as of December 31,
20006 (2005: GIL 312.96065.

19, Equity

Shure capital

The authorised number of ordinary shares of the Company is 128300193, with a nominal valuce per share of
USD | {GEL equivalent being 16,037.744). All authorised shares have been issued and fuliv paid as i
December 31, 20006 and 2003,

Piviciends

A dividend was declared by the Company in 2605 in respect of 2004 10 holders of ordinary shares tortaling GEL
8.226.22).

]
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JOINT STOCK COMPANY MADNILULI

Noles 1o the Consolidated Financial Statements (continued)

(A camownts are i Georgian Lavies, inless othenvise specified)

20, Costofsales

Cost of sales was comprised of the following for the vear ended December 31:

___.2000
Cost of sales - copper concentrate 39,938,906
Cost of sales - cement copper 3,080,293
Other 584,761
43,604,020

The compoenents ol cost of sales comprised of the (ollowing for the yvear ended December

2000
Matenals and components 24,651,507
Production overhicails 7,321,029
Labour costs 7,334,981
Depreciation and amortization . 4.296,503
43,604,020

21, Selling expensces

Selling expenses comprised of the following for the vear ended December 310

27,863,829

o 2hos
27.496.767

77777 f}]Z.OGE
.. 27.868,829
3l

2005

16,758,186
847.792
0,400.89]
3,861,960

2006 2005
Iranspontation and storage 2,402,615 2226493
Materials 552,552 512.048
Labour 229,574 212,745
Deprociation 2ind amortization 70,830 65,638
Onher 229,380 212.565
3,484,951 3,229,489
n General and administrative expenses
General and adininistrative expenses comprised of the following for the year ended December 31:
2006 2005
Taxes other than income tax 4,418,222 2.390.,863
Labour costs 9,300,542 6.241.619
Depreciation and amortization expenses 1,566,267 730,225
Mualerials 382,406 [.784.255
Business ravel and other representative expenses 2,980,500 6.268,892
Other 5,260,490 5,103,104
24,108,553 21,584,956




TOINT STOCK COMPANY MADNEULI

Notes Lo the Consolidated IFinancial Statements (continued)

(Al cnonines are in Georgian Lavies, wnless otherwise specified)

23. Group reconciliation of equity and profit and loss

For all periods up to and including the year ended December 31, 2005, the Company prepared ils stalutary
fTnancial statements in accordance with the Previous basis of accounting. These consolidated  financial
statements Tor the year ended December 31, 2006 are the first the Company has prepared in accordance with
[FRS.

Accordingly, the Company has prepared consolidated financial statements which comply with IFRS applicable
for periods teginning on or alter January 1. 2003 as described in the accounting policies, In preparing these
consolidated financial statements, the Company epening consolidated balance sheet way prepared as at January
1. 20035, the Company's date of transition to [FRS. This nete explains the principal adjustments made by the
Company in restating its Previous basis of accounting balance sheet as at January 1, 2003 and its Previous basis
ol accounting financial statements for the year ended December 31, 20035,



TOINT STOCK COMPANY MADNEULI

Notes 1o the Consolidated Tinancial Statements (continued)

rAH amounts are in Georoian Laries, unless oifieryvise specified)

23, Group reconciliation of equity and profit and loss (continucd)

Group reconcifiation of equity as at Decembrer 31, 2005;

ASSETS

Non-current assels

Property. plant and equipment
frntomgible assels

[nvesiments in associales
Deterred wax assel

Iotal noon-current asscls

Current assets

Cash and cash cguivalents

Irade receivables

Prepayments

fnventorics

[lue From assoviale

(her currenl asseis

lotal current assels

TOTAL ASSETS

LIABILITIES AND SHAREHOLDERS' EQUITY
Equity atiributable to equity holders of the parent
Shore capital

Retamed carmngs

Total sharcholders’ equity

Non-carrent labilities
Kehabililation provision
Deferred tox lability
Lasng-term loans
Oher proaisions

Totul non-current linhilitics

Current linbilities

Trude and other pay ables
Showt-term horroawines
vdvances received
frcomie tax payable
Cither 1axes pasable
Cither carrent lobilities

Total carrent Linbilitics
Toeal liabilities

FOTAL LIABILITIES AND SHAREHOLDERS
EQUITY

Previous basis
of accounting

Notes (unstudited) Remeasurements IFRS
A 24,487,689 13,751,933 38,239,622
387.257 - 387257
30.236 [30,236) -
B 2620422 ISULSIE 4130933
C 27854604 15203208 42,757.812
2816724 - 2816724
C U.430,504 [3,335,685%) S.874.6d0
937470 (53.548) 883,928
1) 18.268.436 {(4.665.122) 13.603.314
¢ 28149462 4.646,068 7463530
15840443 (2.186,342) _1hesdnal
SO.113,045 (3.814,802) 44,298,243
77,667,649 _9_.3_&_3_8,406 87,056,055
16.037.744 - 16.0537.744
E 22608401 (7.398.442) 15309939
38,646,145 (7,398,442) 31.247.703
F - 14,370,444 14,370,044
B - 4,302,155 4,302,133
K 6,204.0106 i6,204.016) -
= 312,966 311966
- _6,294.016 13.091.149 19,385,165
4,769,599 353,204 5.122.803
K 125 23904108 23901343
19,333 - 19.333
G 20,881,304 (20.437.706) @443, 398
G - 21097580 21.0%7.380
1,057,025 292,2413 1349328
32,727.488 3695699 36423087
39,021,504 16786848 55808352
_:"_?_,I_SQ?,(;-W ‘1,38&4_116 87,056,055




JOINT STOCK COMPANY MADNEUILI

Notes 1o the Consolidated FFinancial Statements (continued)

(A comownrs are in Georgian Laries, unless othervise specificds

23. Group reconcilintion ol equity and profit and loss (continued)

Group reconciliation of profit and loss for the year ended December 31, 2i005;

Revenue

Sales whird parties
Sales Lo associnle
Totil revenue

Cial o1 sales

Cross prolt

Selling expenses
General and administrative expenses
Other epersiing cxpenses

Operating profit

Shure ofF prodin ol asseciates
Currency trunslation gain
[nterest inceime

lRteresy expense
Extraordinary Joss

(hher non-cperaling income
Other non-aperating ¢xpense
Aceretiion charge

[oxgess ol net assels of aequired

subsidiuries ever the cansiderstion paid

Profit before tax

Income tax expense

Net profit for the vear

Previous basis of

accounting
Notes {unaudited) Remegsurements IFRS
64,488,274 1.090,212 65,578,486
2365679 (163.240) 2400439
67,053,953 924,972 67,978,925
L 2548532 2383697  27.568.829
41568821 i|-4§§~725) B 40,110,096
3,229,489 - 3.229.489
il 19.812.896 2372060 22.584.950
Ao T2 _ 457004
_Asesaay (0785 13838649
C. 1l - 16.364.367 16.364.567
(1.363.034)) - (1.363.6300)
631,384 {120.071) $11.313
(17.699) {1 7.6%9)
Y (12.776.208) 12,776,208
¢ 26,324,740 (23,315.757) [,.208.953
BY| (2.263.273) 316,022 (1.717.251)
: {1,129.844) (1. 129.044)
I 266,672 _ 6.386.8%3 6,853,557
20,071,420 5,448,025 34,510,445
it (8785502 (226,171 (9.011,563)
0286028 S22SB4 25507882

Lrd
3]




JOINT STOCK COMPANY MADNLULI

Notes to the Consolidated Financial Statements (continued)

(A cmonits are in Georgican Lories, wiless otherwise specificd)

23,

Group reconciliation of equity as at January I, 20003;

ASSETS

Non-current assets

Property, plant and equi pment

Intungible assels

Ins estmems in asseoiales

Delerred 1ax asset

Total non-current assets

Current assels

Cash and cash cquivalenis

‘Trade receivables

Frepasy ments

Inveniorics

Phue [Tom ussociole

N her curmreint assels

Total current assets

TOTAL ASSETS

LEABILTTIES AND SHAREHOLDERS EQUITY
Equity attributable to equity holders of the parent
share capital

Reunned earnings

Non-current liabilities

Rehubilitation provision

[Mederred wx lakbili

Lang-term borrowings

Qilier provisions

Total non-current Habilitiey

Current liabilities

Trade and other puvables

Shurt-term borroswings

Ydwvances received

Indomie tax payvable

Cithier tuxes pas able

Mvables (o associales

Cher current lishilities

Total carcent liahilities

Total liabilities

TOTAL LIABILITIES AND SITAREINOLDERS®
LEQUITY

Group reconciliation of equity and profit and loss (continued)

Previous basis ol

Accounting
Noles {unaudited) Hemeasurements 1FRS
A 13541447 7,760,701 23.302,3144
247,711 - 247,711
| 8236 21.337.399 21385833
B 3.581.991 600,742 1.182.733
19419381 29699042 49,118,423
28290000 2.829.000
C 8.612.046 (7,990.717) 641,329
8.0%7.54] (GORT13) 7424786
D 13,050,113 (4.336.318) 10,693,595
C - TAG2.0U3 402,003
14.277. 183 (2.374.459%) 11,902,186
18,885,851 (7.928,836) 40,956,995
68405232 21,770,186 90,075,418
|4.828.051 | 200,693 16,037,744
k 11,791,888 (12863590 (2.071.7023
26619939 (12653897) 13966042
I - | 3441000 13,431,000
B 2.847.943 2847943
K $.380.000 (4. 380K ) -
133 488 431,991 363,479
T 4513388 12340934 16854,422
2,563,467 - 2,363,467
K 1.992.416 A A02 2350418
i 14,620.369 (10.739,342) 4361.027
G 17,444,073 (16.602.933) 541,122
G 23,046,874 23,046 874
I - 23,324,500 25,324,500
351,878 173,608 727540
C3TLE05 22.083,149 39,254,954
- ;4!.685.29.}7 oo _34.424.033 76,109,376
68,305,232 21,770,186 90,075,418
R




JOINT STOCK COMPANY MADNIULL

Notes 10 the Consolidated I'inancial Statements (continued)

(AN ameownis are i Georgian Larvies, wiless atlierwise specified)

23, Group reconciliation of equity and protit and loss (continued)
Restatement of equity from Previous basiy of accounting (v [FRS

A = The Group and malerial associates elected w0 measure property. plant and equipiment at the date of transition
1o IFRS. b January 1. 2005, at their fair value and use that {air value as their deemed cost at that date. The
measurement resulted in a write-up ot fixed assets balances. n addition, rehabilitation provision was cupitalized
{sce ).

B — The various vansitional adjustments lead to different timing diflerences. Accerding 1o the accounting

policies m Note 2 the Company has 1o account for such differences, In order to calculate the deterred 1ax
gmognt o L rate of 20% has been applicd.

C = Amounts due frem associates were reclassilied from rade receivables into a separate category for 1FRS
repOTHNY pUrpeses.

D — The Company wrote off certain obsolete and damaged invenmory for IFRS reporting purposes.
F. — The dillerence represents the cumulative etlect of prior perfod adjustimenis,

F — The Company has not accrued a rehabiltation provision in Previous basis of gccounting (inancial
statements, The provision was recogiized for [FRS reporting purposes,

G = For IFRS reporting purposes. profil tixes payable were reclassilied from other taxes pavable into a separale
category, Net difference ut January 1, 2003 is due to tax adjustments.

I For IFRS reporting purposes. business travel and representative expenditures were reclassitied from non-
pperating into general and administrative expenses.

I - Under Previeus basis of accounting the Company accounts for its associates ar cost, ‘The IFRS treatment of
associates is different. The related dificrence in the statement of income represents dividends trom associales
reversed ta reflect the investiment in associate in accordance with [FRS,

K For IFRS veporting purposcs. parl of the fong-term loans was reclassificd as short-lerm borrowings, and
another part was released.

Lo Natural resource tax was allocated from general and administrative expenses o cost of sales for IFRS
reporting purposes, The weatment under the Previous basis of accounting s different.

M Dxvaordinary loss ncluding tax penalties, sponsorship and similar expenditures were reclassified to other
non-opurating expenses for [FRS reporting purposes.

24, Contingencies and commitments

Operating enviremment of the Company

The Company's operations are conducted in Georgia, As an omerging market, at the present time Georgia does
nel possess a well-developed business and repulatory infrastructure that would zenerally exist ina more mature

market eceanoamy. However, there have been a number of developments thal positively affeet the overall
investment ¢limate of the cauntr.



JOINT STOCK COMPANY MADNLUILI

Notes to the Consolidated I'inancial Statements (continued)

(Al amounts are in Georgion Laries, wiless otliciwise specified)

24, Contingencies and commitmenis (continued)
Operaring enviromment of the Company feontinued)

White eperations in Georgia may involve risks thal are not typically associated with those in developed markets
{including the risk that the GEL is not freely convertible cutside of the country and undevetoped debt and equity
markets). over the last few vears the government of Georgia has made significant progress in implementing the
relorms necessary o create banking, judicial, taxation and regulatory svsiems, In management’s view, these
steps contribute to mitgate the visks of doing business in Georgia,  [Towever, entities operating in Georgia.
ineluding the Company. could be affected for the foseseeable future by existing risks and their conscquences,

The accompanying consolidated financial statements do not include any adjustments that may resull from the
future clarification of these uncertginties. Such adjostments, if any. will be reported in the period when they
become hnown and estimable.

Taxation martiers

Georgian tax. currency and customs legislation 1s subject to varving interpretations and changes occurring
frequently, Further, the interpretation of 1ax legislation by tax authoritics as applied to the transactions and
activity of the Company may not ceincide with that of management. As a result, tax authorities may challenge
transactions and the Company may be assessed additional 1axes, penalties and interest. which can be significant,
The periods remain open (0 review by the tax and customs authoritics with respect to tax labilities for six
calendar vears preceding the vear of review, Under certain circumsiances reviews may cover longer periods. As
al Decanber 31, 20006 and 2005 management believes that its interpretation of the relevant legislation is
appropriate and that 1t is probable that the Company’s 1ax. currency and customs positions will be sustained.

Share purchose qareement (the “Agreement”)

On November 11, 2003 sales and purchase agreement was signed between the Ministry o Economic
Development of Georgia and Stanton. According 10 this agreement Stanton agreed 1o pay USLEy 36.010.006 for
acquisition of 97.25% of the Company., 50% interest in Quarizite LTD, and 56% in Trans Georglun Resources
LLC. tn addition. Stanton agreed to pay USD 16,000,000 for setilement ol ofd tax debis of the Company and its
associate Quartzite 111D,

On Ociober 14, 2005 Stanton also acquired the remaining 30% interest of Quartzite 111 and Trans Georgian
Resources LLC, becoming the ultimate owner of 100% interest in both companies.

Fhe Agreement stipulates a number of commiunents for Stanton which indircctly ailect the Compuny and its
subsidinrios associutes. The main requirements of the agreement were the followings:

s Maintain the same scope of activities for the peniod of at least three years from the date of purchase;

e Maintain ol Jeast the same salary levels Tor the period ol at least three yvears from the date of purchase:

e Muaintain the same number of emplovees for the period of at least three vears from the date of purchasc
(842 persons as at July 2005); -

* In case of the Company, Stanton will carry out environmental protection activities to comply with the
licensure requirements applicable 1o ore extracton and processing, and will undertake maximum efTon
to eliminate the existing cases of non-compliance:

» In addition. Stanton will present o the Mimistry of Environmiental Protection in three months from
exceution ol the aprécment o plan of meusures 1o address the atmosphere, water, waste pollution
prevertion. ecologic disaster contingency recovery plan and ecologic management: the program would
need to be tmplemented in 21 months from the date of approval by the Ministry,

A



JTOINT STOCK COMPANY MADNEULIL

Notes 1o the Consolidated Financial Statements (continued)

(A aimownts are in Georgian Laries. unfess oifierwise specificd)

24, Contingencics and commitments (continued)
Share prurchase agresment (the " Agreement ) fcontinued)

Another subsidiary of Madneuli JSC, Georgian Mining Company, was obliged 10 explore 20% of the license
area every vear starting from 2005,

Fwveranmenial liahilin

In accordance with terms of the Agreement, Stanton is not liable for any environmental matiers of the Company
that arnse before the acquisition date,

According to Georgian legislation all companies conducting the processing ol minerals should hold
environmenial protection permit. Since the Company was established before the adepuon of Law of Georgia on
Fnvirormental Protection Permit, it does not have such permit. However, according to the Jocal legislation the
companics carrying oul mineral processing acuvities established before the adoption ol this law wre obligated 1o
get such d permit U January 1, 2009 The management is planning Lo get this permil by the date required.

Whilst management is of the opinion that the Company met the government's requirements concerning
ervirenmental matiers, there can be no assurances that comingent labilities did not exist.

Mineral levnes

According te Georgian legislation, exploration and exiraction of precious. non-ferrous and rare metals are
subject to licensing, At present the Ministry of Environmental Protection and Natural Resources of Georgia is
the only covernmental body authorized for issuance of Entrails Use Licenses, Furthermore the License on usage
of entrails is the only oliicial document proving the right of usage of entrails of the carth within mountain,
geological and land allotment.

Ihe foilewing Group compamies hold the following production and exploration licenses:

¢ The Company holds entrails use licensce issued by the Ministry of Envirenmental Protection and Natural
Resources of Georgia with respeet to rescarch and extraction of gold, copper. barites and polimetais in
Bolnisi adiminisirative area.

s (eorgian Mining Company LTI helds entrails use license issucd by the Ministry of Environmental
Protection and Nuatural Resources of Georgia with respect to research and extraction of precious. noen-
ferrous and rare metals on the termitories of Belnisi, Dmanisi, Tetritskaro and Marneuli adiministrative
regions.,

These Hcenses are valid Ull 2014,

Duartzite LTI carries out the processing of gold-bearing sccondary quartzite ore on the basis of mining license
siven 1o the Company. According 1o the minutes No ol (dated May 16, 1997) ol the mecting of the
interdepartmental council of experts on licensing under the Ministry of Environmental Protection and Natural
Resources of Georgia, Quartzite L'TD wus entitied for thie processing of secondary quartzite ore in the capacity
ol the Company s business partner.
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23, Contingencies and commitments (continued)
Natwral resource tax

The Company holds quartzite-containing stockpiles extracted back in the §0th that were previously thought to
be waste. but fater analvsis continmed that the comtent of quartzite is sutficient Tor heap Jeaching operations, so
the Company started selling the ore from those stockpiles 1o Quartzite L1TD. When the ore was sold. the
Company recognized Tull profit on sales and the related profit tax and natural resource lax pavable, Natural
resouree tax lability was recognized and paid only to the extent the ore was sold 1o Quanzite 111D, Henee there
is @ possible visk, that the 1ax authoritics may imposc the natural resource tax on the whole stockpile siiee the
extraclion. No accrual was made because 1L is not probable that econonmiic outtlows will take place as a result of
this transaction. The rance of possible tax liabilities is approximately GLL 15.6 million and GEL 17,1 million.
as al December 31, 2006 and 2003, respectively,

(her compiiinents and contirigencies

I'he subsidiaries of the Company provide transperlationhauling. drillings/Blasting and similar services to the
parent, Sonie of them are not profit-making. so they ollen request financial support from the parent to pay
salaries and other onzoing operating expenditres. Although there is no contractual commitment, there 13 1
constructive commitment W piy/lend 1o subsidiaries on demand.

Imsnrance policivs

The Company holds ne insurance palicies in relation Lo its assets, operations, or in respect of public hability or
other insurable risks, with the exception of insurance policies covering export shipients.

Legal proceedings

During the year, the Company was involved in a number of court proceedings (both as a plaintifl” and a
defendant) arizing in the ordinary course of business. In the opinion of management. there are no current legal
proceedings or other claims outstanding, which could have a material eftect on the result ot aperations or
financial position of the Company and which have not been acerued or disclosed in these consolidated financial
stalements,

There are also centain claims retated o the Company’s activities prior 1o Stanton’s acquisition. As those ¢laims
arose afler the list ol creditors and claimants was published in the public tender announcement. and the
Aoresment warranis that the st is exhaustive, management believes those claims have no ground and that there
is no significant rigk of toss 10 the Compuny,

25, Financial risk management
Uredil risk

Financial assets. which potentially subject the Company 1o eredit risk. consist principaily of cash and cash
cquivalents. trade receivables. VAT reecivable and prepaviments (included in other current assets). The carrying
amount of prepayments represents the maximum amount exposed o credit risk. Although the provision of
services under prepayments made could be influenced by economic factors, management believes that there s
no signiticant risk ol loss 1o the Company,

The Company manages the credit tisk by depositing the majority of available cash and cash equivalents with
well known banks in Georgiae Uhe management of the Company continually monitors the status of the banks
where deposits are maintained.
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25, Financial risk management (continued)
Credit risk fcontined)

The carrying amount of 1rade reccivables, net of proviston for doubtful debts, represents the maximuam amount
exposed 10 credit risk. Although collection of receivables could be influenced by economic factors, management
believes that there is no significant risk of Toss to the Company beyond the provision alrcady recorded.

The carrying amount ot VAT receivable represents the maximum amount exposed 1o eredit risk. The Company
has a track of successful neeotiations with the tax authorities whereas VAT receivable was offset against VAT
payible and other tax habilities, Management believes thal there is no significant risk of loss 1o the Company
arising lrom this risk.

huterest rate visk

The Company™s income and operating cush flows are substantially independem of changes In market interest
rates, As at December 31, 2006 the Company had twe shart-term borrowings taken from the Bank of Georgia
and TBC with a fixed interast rates as disclesed in Nate 15 The Company has no significant exposure 1o interest
rate risk.

Froreign exclumge risk

The Company exports produciion 10 Buropean countrics and attracls substantial ameunt of Torcign currency
denominated long-lerm borrowings and is thus exposed o foreign exchange risk. Foreign currency denominated
assets {see Nate 9) and Habilitics (see Note 16) give rise 10 forcign exchange risk exposure.

I'he Company does not have fermal arrangements 1o mitigate foreign exchange risks of the Compuny's
operations. However, management believes that the Company is seeured from foreign exchange risks as foreign
currency denentinated sales are used 1o cover repayment of foreign curreney denominated borrowings.

[he Company does not hedge accounts payable and borrowings denominated in foreign currencies sinee
management does not believe the foreign exchange risk is significant.

26.  Post balince sheet events

Change of Steron s namc

On Apnil 52007 Stanton. the ultimate owner of the Company, has changed its name 1o GeoProMining 17D,
Deyische Bank Guarmitee

Subseguent o December 31, 2006, the Company and its associate, Quartzite L'TD {collectively referred 10 as
“Guaramors™). puarameed 1he performance of its related party, Karlou BV, (the “Boerrower™). under the loan
agregment with Deutsche Bank AG, Amsterdam Branch (1the “Bank™) for the amount ot LSD 180 million. The
Guarantors frrevocably and unconditionally jointly and severally guarantee to the Bank punctual perfornance
by the Borrower of all the Borrower's obligations under the erms of the loan agreement; undertake with the
Bank that whenever the Borrower does not pay any amount when due under or in conmection with any werms of
the lean agreement, that the Guarantors shall immediately on demand pay that amount as it were the principal
oblizor: and indemmify the Bank immediately on demand against any cost. loss or Tability suffered by the Bank
T any ebligation guaranteed by them or become unenforceable, invalid or illegal. The amount of the ¢cosl. loss or
[iability shall be cqual to the amount which the Bank would otherwise have been entitled 1o recover.
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26.  Post balance sheet events (continued)
Pewtsche Bank Guarantee (continued)

In July 2007 Karlow BV, drew down USD 140,000,000 under this loan facility and provided a loan to the
Company i1 the amount of USD 116,885,000 tor the period of 4 years with an interest rate of LIBOR + 3.05%.
The Company made a decision to sub-loan LS 84,670,000 to GeoProMining LTD for the same period of time
and inlerest rate of LIBOR + 3.55%.

Share reprchase

Subsequent to December 31, 2000, Stanton repurchased 1.9% of the minority interest held by the company
employecs and other individuals,

Liguicdairon of subsidiaries

The Company has formally liquidated three of its subsidiaries (Gardi LLC, Belaz and Ecology LLC), however
the Company has not received an official contirmation from the State tax authorities. The Company plans 1o
liquidate TFM LLC in late 2007. Hlowever, all operations of these subsidiaries were continued by the Company
and the Company purchased all assets of the liquidated subsidiaries. Thus, those assets were not presented in the
consolidated financial statements as held for disposal in accordance with IFRS 5 Non-current Assets Held for
Sale and Discontinued Operations.

Changes i debr

The Company also increased its credit line with BOG by USD 8 miliion (secured by 11.4% of the Company
shares) and opened a new credit line of UUSD S million (unsecured) with TBC Bank, In June, 2007, the Company
signed a new agreement with BOG where the Company unpledged its 11.4% shares as well as its pledged
interest in Quartzite and agreed to reduce the loan to USD 6.5 millions (unsecured).

Declaration of dividends

Effective May 8, 2007 Sianton, as the majority shareholder, issued a resolution to appropriate GEL 67,290,000
of retained earnings as dividends to shareholders.



