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INDEPENDENT AUDITORS’ REPORT
To the Shareholders of the Rudnici boksita A.D., NiSi¢, a Shareholding Company

We have audited the accompanying financial statésn@ages 3 to 37) &tudnici boksita A.D., Nik$, a
Shareholding Company (“BMN” or the “Company), whicbmprise the balance sheet as of December 31,
2006, and the related statements of income andgelsan equity for the year then ended, and a sugpnmar
of the significant accounting policies and otheplaratory notes. These financial statements are the
responsibility of the Company’s management.

Management’s Responsibility for the Financial Stegats

The management is responsible for the preparatiohfair presentation of these financial statemémts
accordance with the accounting regulations of tepuRlic of Montenegro. This responsibility includes
designing, implementing and maintaining internaiteal relevant to the preparation and fair presona
of financial statements that are free from matemastatement, whether due to fraud or error; selgc
and applying appropriate accounting policies; araking accounting estimates that are reasonableein t
circumstances.

Auditor’'s Responsibility

Our responsibility is to express an opinion on ¢hisancial statements based on our audit. We ardu
our audit in accordance with International Standayd Auditing and Law on accounting and auditing of
the Republic of Montenegro. Those standards redhaewe comply with ethical requirements and plan
and perform the audit to obtain reasonable asseravtether the financial statements are free from
material misstatement.

An audit involves performing procedures to obtaidifevidence about the amounts and disclosurésein
financial statements. The procedures selected deperthe auditor’s judgment, including the assesgsme
of the risks of material misstatement of the firiahstatements, whether due to fraud or error. &king
those risk assessments, the auditor considersaiteontrol relevant to the entity's preparatiod &air are
appropriate in the circumstances, but not for thepse of expressing an opinion on the effectiverds

the entity's internal control. An audit also inadsdevaluating the appropriateness of accountinigiesl
used and the reasonableness of accounting estimaids by the management, as well as evaluating the
overall presentation of the financial statements.

We believe that the audit evidence we have obtamedfficient and appropriate to provide a basisdur
audit opinion.

Opinion
In our opinion, the accompanying financial statetagumesent fairly, in all material respects, theficial
position of the Company as of December 31, 2008,the results of its operations, changes in ecqnty

cash flows for the year then ended, in accordanith the accounting regulations prevailing in the
Republic of Montenegro.

Audit,Tax,Consulting , Financial Advisory,



INDEPENDENT AUDITORS’ REPORT

To the Shareholders of the Rudnici boksita A.D., N&Si¢, a Shareholding Company (Continued)

Emphasis of Matter

Without qualifying our opinion, we draw attentianthe following matters:

a) As disclosed in Note 6 and Note 33 to the fo@nstatements, the Company applied IAS 14 and

b)

c)

d)

f)

~

IAS 11 for the first time, however due to the natwf accounting records the Company did not
disclose comparative data for the prior year.

As disclosed in Note 25 to the financial stagats, deferred income of EUR 7,745 thousand is
comprised of the Company’s debts that were assuibyethe GoM. Deferred income is to be

released to the income statement in the respegtigportion and period as set out within the
Company’s Investment Program and as further defgeander the provisions of the SPA (Note
25). However, up to the date of issuance of théasan€ial statements, the Company does not
possess information records that describe thenteydt of the interest payable attributable to the
debts assumed by the GoM, and hence, that no rldtesses will be sustained by the Company as
a result of the afore-described interest payable.

Property, plant and equipment stated in therzalaheet as of December 31, 2006 include land and
buildings stated at a net book value of EUR 12,7B@usand and EUR 2,004 thousand,
respectively. However, the Company also uses ceffid and buildings not included in the
accompanying financial statements and for whichdites not posses complete ownership
documentation. Based on information received froe €ompany’s management, the completion
of the ownership documentation process is curranttiie process.

As disclosed in Note 34 to the financial stagats, the Republic of Montenegro tax legislation is
subject to varying interpretations and changes lwioiccur frequently. The interpretation of tax
legislation by tax authorities as applied to tlamsactions and activities of the Company may not be
in line with that of the management. As a resdtimpany transactions may be challenged by tax
authorities and the Company may be assessed additexes, penalties and interest, which could
be material. The Company’s tax statements mayebiewed or audited for a period of five years
from the filing date of such statements.

As disclosed in Note 36 to the financial staats, in the first quarter of 2007, the Tax Autties
completed tax audit of BMN. The object of the taxlid was the Company’s tax compliance in the
period 2004-2006. The draft Findings of the taxitugre presented to the Company for further
comments. The Tax Authorities are expected to igkeeMinutes from the audit, subsequently
followed by the Findings Decision. However, they aeady to take the Company’s view before
issuing enforceable Findings Decision. The Compamanagement judges that no material losses
shall arise as a result of the aforedescribed nsatte

The Company in FY 2006 incurred loss of EUR9P8 thousand. As of December 31, 2006,
accumulated loss of the Company was EUR 51,942 sdral which materially decreased
Company’s equity. Management projects that the Gomvill operate without losses in the future.
As per these management projections, the accompagfiyiancial statements were prepared with
going concern assumption and do not contain adgrs$nthat would eventually be needed if the
Company could not continue its operations as aggoamcern.

,Dé /fo,/e of o o
Deloitte d.o.o.
Podgorica

February 28, 2007



INCOME STATEMENT
Year Ended December 31, 2006
(thousands of EUR)

OPERATING INCOME

Sales of products and services

Other operating income

Work performed by the Company and capitalized

OPERATING EXPENSES

Changes in inventories of finished goods
and work in progress

Raw materials and consumables used

Employee benefits

Depreciation
Other operating expenses

LOSS FROM OPERATIONS
Financial income/(expenses), net
LOSS BEFORE TAXES

Income taxes

LOSS FOR THE PERIOD

Earnings per share (EPS)
From continuing operations:

Earnings for the purpose of basic earnings peteshar

Number of shares

Basic EPS

RUDNICI BOKSITA A.D. NIKSI €

Notes 2006 2005
5 23,731 21,540

7 888 549

- 2

24,619 22,091

139 (2,000

8 (10,786) (6,489

9 (17,620) (15,061
13 (3,218) (2,173
10 (7,223) (5,778
(38,708) (31,499

(14,089) (9,408

11 (1,000) 354
(15,089) (9,054

12 161 (79
(14,928) (9,133

(14,928) (9,133

3,208,734 3,208734

(4.65) (2.89

The accompanying notes on the following pages
are an integral part of these financial statements



BALANCE SHEET
as of December 31, 2006
(thousands of EUR)

ASSETS

Non-Current Assets

Intangible assets

Property, plant and equipment
Available-for-sale investments
Deferred tax assets

Other long-term investments

Current assets

Inventories

Accounts receivable

Other current receivables and accrued income
Cash and cash equivalents

Total assets

EQUITY AND LIABILITIES
Capital and Reserves
Share capital

Legal reserves
Revaluation reserves
Accumulated loss

Non-current liabilities
Long-term liabilities
Retirement benefit obligation
Deferred taxes

Provisions

Deferred income

Current liabilities

Accounts payable
Advancegeceived
Short-term financial liabilities
Other currentliabilities

Total liabilities and equity

RUDNICI BOKSITA A.D. NIKSI €

December 31,

December 31,

Notes 2006 2005
13 109 112
13 19,284 20,736
14 472 320
12 82 -
15 5,452 5,453

25,399 26,621

16 8,300 8,180
17 2,422 3,875
18 384 309
19 18 12
11,124 12,376

36,523 38,997

21 20,239 20,239
475 475

16,020 15,030

(51,942) (37,208

(15,208) (1,464

22 4,276 487
23 2,624 3,316
12 - 79
24 21,505 16,567
25 7,745 7,745
36,150 28,194

26 5,808 5,005
27 6,165 2,049
28 805 1,717
29 2,803 3,496
15,581 12,267

36,523 38,997

The accompanying notes on the following pages
are an integral part of these financial statements

Individual Responsible for Certified Accountant

Financial Statement Preparation

Miroslav Vukovié

CFO

boko Krivokapt

CEO

Igor Kisenkov



STATEMENTS OF CHANGES IN EQUITY

Year Ended December 31, 2006
(thousands of EUR)

RUDNICI BOKSITA A.D., NIKSI €

Accumulated

Balance, January 1, 2005

Adjustment of opening balance

- Effects of changes in
accounting policies and errors

As restated

Gain on the revaluation of
property

Loss for the year

Total recognized income and
expense for the year

Balance, December 31, 2005

Balance, January 1, 2006
Effect of valuations of PP&E
Transfer

Loss for the year

Balance, December 31, 2006

Share Legal Loss/ Retained Revaluation

Capital Reserves Earnings Reserves Total
20,239 475 (923 - 19,791

- - (27,152 13,475 (13,677
20,239 475 (28,075 13,475 6,114
- - - 1,555 1,555

- - (9,133) - (9,133)

- - (9,133) 1,555 (7,578)

20,239 475 (37,208) 15,030 (1,464)
20,239 475 (37,208) 15,030 (1,464)

- - - 1,184 1,184

- - 194 (194) -

- - (14,928) - (14,928)
20,239 475 (51,942) 16,020 (15,208)

The accompanying notes tre followingpages

are an integral part of these financial statements



STATEMENT OF CASH FLOWS
Year Ended December 31, 2006
(thousands of EUR)

Cash flow from operating activities

Cash receipts from customers

Cash paid to suppliers and employees

Cash generated from operating activities

Interest paid

Net cash (used in)/provided by operating activities

Cash flow from investing activities

Proceeds from the sale of plant and equipment
Proceeds from the sale of investments

Interest received

Dividend received

Acquisitions of property, plant and equipment
Net cash used in investing activities

Cash flow from financing activities

Proceeds from the collected, subscribed and ndtipatapital
Proceeds from short-term borrowings

Repayment of long-term assets — residential loans
Repayments of borrowings

Repayments of short-term borrowings

Repayments of residential housing borrowings fopleyees
Transaction costs

Net cash provided by/(used in) financing activities

Net increase/(decrease) in cash and cash equivalent
Cash and cash equivalents at beginning of the year

Cash and cash equivalents at end of year

RUDNICI BOKSITA A.D. NIKSI €

2006 2005
32,563 27,836
(34,443 (25,803)
(1,879 2,033
(182 (216
(2,063 1,817
34 20

9 -

- 145

3 -
(593 (615)
(548 (450)
6,280 10
- 10,862

; 4
(499 (459)
(3,169 (11,613)
- (20)
- (154)
2,617 (1,370)
6 ©)

12 15

18 12

The accompanying notes on the following pages
are an integral part of these financial statements



RUDNICI BOKSITA A.D. NIKSI €

NOTES TO FINANCIAL STATEMENTS
December 31, 2006

1. BUSINESS ACTIVITIES AND ORGANIZATION

Until December 31, 1995, the Rudnici boksita A.NikSi¢ (hereinafter: “Bauxite Mines” or
“BMN” or the “Company”) were legally organized amdgistered the Public Enterprise, J.P.
Rudnici Boksita, Nik3i. Reconciliation and registration of the Compamyccordance with the
newly-enacted Companies Act (See “Official Gazeftéhe Republic of Montenegro,” numbered
6/2002), was registered in the Central Registethef Commercial Court of Podgorica, under
registration number 4-0000106/001.

The Company'’s principal business activities areined in the mining and processing of bauxite
and other non-metal minerals, as well as in mptatessing, and in the provision of civil
engineering and other construction services.

The Company is domiciled in Nil&iin the Republic of Montenegro at the followingest
address: 13. jula 30. At December 31, 2006 the gamy had 1,321 (fulltime — 1,285; temporary
— 36) employees. (December 31, 2005: 1,455 empk)ye

At the beginning of 2005, the Government of the titig of Montenegro (“GoM”) initiated the
sale of the Company which was concluded on Nover@BBeR005. The resulting Agreement for
the Sale and Purchase of the Shares of the ConiRadyici Boksita A.D., NikSic, by Public
Tender (“SPA") dated October 17, 2005 has been remtento among the following
counterparties:

- The Development Fund of the Republic of Montepegr
- The Republic Fund for Pension and Disability hasice,
- The Employment Bureau of the Republic of Monteneg
(hereinafter referred to collectively as: thell&rs”)
- The Government of the Republic of Montenegrorémafter: “GoM”), and
- Salamon Enterprises Limited, Nicosia, Cyprus
(hereinafter: “Salamon”).

In accordance with the provisions of the SPA, Salais under an obligation, for a period of five
years commencing on November 30, 2005, to not cauty nor permit, nor allow any of the

following actions to be performed or to occur othise, without the prior written consent of the
presiding body authorized by the Government ofRkepublic of Montenegro, who is to supervise
the satisfactory performance of the terms of th&,S#hich is not to be unreasonably withheld.
Under the provisions of the SPA, Salamon has agresd

- it will not permit the sale, transfer or dispbsa otherwise, of any core assets of the
Company;

- it will not permit the creation of any encumbcas over the core assets;

- it will not cause the Company to be placed inmuntary liquidation, bankruptcy or
administration (or any similar proceedings);

- it will not permit the business activities of tlimmpany to be reduced from those defined
under the Company’s Statutes;

- it will not permit the sale of any of the Comp&nnon-core assets for a value or amount
below the fair market value of such assets;

- it will not permit the Company’s annual prodactito be reduced by more than 30% in
comparison to the Company’s total production inZ004; and lastly,

- it will not allow any delays of the Company’s t@dal obligations towards its employees to
remain outstanding and unpaid.

The terms mentioned in the preceding paragraphdedieed as follows:



RUDNICI BOKSITA A.D. NIKSI €

NOTES TO FINANCIAL STATEMENTS
December 31, 2006

1. BUSINESS ACTIVITIES AND ORGANIZATION (Continued)

- Core assets - represent any of the Companyggltenor intangible assets that (i) amount to
10% or more of the Company’s total assets as ofnthet recent annual statutory balance
sheet or, (ii) is of material importance to theibass or operations of the Company;

- Fair Market Value - is the value of a particutmset calculated by an independent expert
appointed by the Sellers and agreed by the Bugech agreement is not to be unreasonably
withheld, using customary techniques prevailinghattime for the valuation of such an asset
on the basis of a willing buyer and a willing sel®r such an asset, free from any
compulsion to buy or sell, without influence fromyaransfer pricing schemes or other inter-
related party arrangements, and based on true 4engsh negotiations taking into account
the overall condition of the subject asset andiheketplace in which it is being sold;

- Material — relates to any fact, object, clainability or event which could cause or lead
directly to a breach of any representation or wayrainder this Agreement, one that would
result in a significant adverse impact on the bessn assets or operations of the Company
which has, or may have an impact in money termsediog one million five hundred
thousand Euro (EUR 1,500 thousands);

- Non-Core Assets — are any tangible or intangédsets of the Company which are not
considered to be its core assets.

Environmental Issues

In accordance with the SPA, the Government of teeuRlic of Montenegro has assumed full

liability for, and is to fully indemnify the Compgragainst any and all liabilities, damages or
penalties (including legal and court costs) whiciyrbe imposed on, incurred by or asserted by
third parties against the Company, and which, magny manner pertain to or arise out of any act
or omission on the part of the Company occurringrpto November 30, 2005, and having a

negative environmental impact associated with aich €laim.

Salamon is under an obligation to notify the GoMaaif third party notice or claim against the
Company to which the indemnification set out irsthéction relates, in reasonable detail, within
two calendar months of either Salamon or the Compaecoming aware of such claim. Failure to
notify the GoM will result in the Company’s conttaal obligation to compensate any loss
potentially suffered by the GoM as a consequendbeftlelay in notification. The GoM exercises
the right, at its option and at its own expenseyddicipate in or to take exclusive control of the
defense, negotiation or settlement of any legabacproceeding, claim or demand in connection
with any such third party claim.

The Company chartered an independent environmeskpert to prepare a due diligence
assessment, determining the estimated necessalydeprovision to be EUR15,500 thousands.
Cost estimates for the key environmental liabiiyues at the Company are summarized below:

(thousands of

EUR)

Impact Segment 2005
Environmental management 500
Waste management
Hazardous waste and solid waste disposal collextion

and temporary storage 500
Secondary containment provisions- design and imeteation 500
Mine closure provisions (re-cultivation) 14,000
Total cost estimate 15,500



RUDNICI BOKSITA A.D. NIKSI €

NOTES TO FINANCIAL STATEMENTS
December 31, 2006

3.1.

GOING CONCERN

The Company operates with a material loss. Thertegdoss in the year ended December 31,
2006 Income statement amounted to EUR 13,788 thosséyear ended December 31, 2005:
EUR 9,133 thousands). At December 31, 2006 the paoyis accumulated losses were EUR
50,803 thousands (December 31, 2004: EUR 37,208s#mals). The Company’s management
anticipates to operate without a loss in the fujpeeiods. In the management assessment, the
submitted financial statements for the year endedeinber 31, 2006 were prepared on the basis
of the assumption of going concern and they do awttain any adjustments that might be
required should the Company not be able to contitsugperations as a going concern..

The Company’s management judges that the new owuikrcover the negative amount of
working capital.

The Company has been conferred concession rightseoaxploitation of red bauxite ore in the
regions of: the Nikéka Zupa, in the deposits of the Bkb stan, theburakov Do — Blok | and I,
the Zagrad and Borova brda and, effective as afalgnl, 2006 also on the sites of the Stitovo II
and Borovnik (Stitovo Ill). The Concession Agreemen the Rights to the Exploitation of
Bauxite Pre in the Nik&ka Zupa area stipulates that the aforementionedession is to be
effective for a period of ten years, commencingf3anuary 1, 1996 up to December 31, 2005.
During 2005, the Company entered into another edl#tgreement that effectively extended the
rights to the exploitation of red bauxite ore lie tNik$tka Zupa region for a period of a twenty
years, effective from January 1, 2006 through Ddxem1, 2025.

In the previous years, the Company has sold itsechibauxite pursuant to the terms of an
agreement entered into with its related party, Kmmbinat aluminijuma A.D., Podgorica
("KAP") at preferential pricing arrangements. Theamagement of the Company intends to
continue sales of bauxite to KAP at such prefeatmiices, taking into consideration that both
companies are currently majority-owned by the sarntéy.

BASIS OF PREPARATION OF THE FINANCIAL STATEMENTS AND
PRINCIPAL ACCOUNTING POLICIES

Basis of Preparation and Presentation of the Finanal Statements

The Company maintains its accounting records aegases its financial statements in accordance
with the Law on Accounting and Auditing of the Rbepa of Montenegro (See “Official Gazette
of the Republic of Montenegro,” numbered No 69/200B conformity with the previous
regulations, the International Financial ReportBigndards (“IFRS”) were applied for the first
time as the primary accounting basis for the reépgrgear commencing January 1, 2003.

The accompanying financial statements have beguaprd on the historical cost basis, with the
exception of certain financial instruments and dippraisal of property, plant and equipment. In
the year 2005, the Company had adopted all of ¢weand revised Standards and Interpretations
issued by the International Accounting StandardarBo(the IASB) and the International
Financial Reporting Interpretations Committee (IERIof the IASB that are relevant to its
operations and effective for accounting periodsrggg on January 1, 2005.

The adoption of these new and revised Standardsndé@pretations has not resulted in changes
to the Company’s accounting policies, since theyehaot affected the amounts reported for the
current or prior years.

The official currency in the Republic of Montenegsdhe EUR.



RUDNICI BOKSITA A.D. NIKSI €

NOTES TO FINANCIAL STATEMENTS
December 31, 2006

3.2.

3.3.

4.1.

4.2.

BASIS OF PREPARATION OF THE FINANCIAL STATEMENTS AND
PRINCIPAL ACCOUNTING POLICIES (Continued)

Comparative Figures

In order to confirm the presentation of figures ttee current reporting period, certain
reclassifications have been made to the amountstezpin the financial statements for the year
ended 2005.

The Company applied IAS 14 and IAS 11 for the fitiste, however due to the nature of
accounting records the Company did not disclosepemative data for the prior year.
Use of Estimates

The presentation of the financial statements reguihe Company’s management to make best
estimates and reasonable assumptions that afiectsgets and liabilities amounts, as well as the
disclosure of contingent liabilities and receivabdes of the date of the preparation of the findncia
statements, and income and expenses arising dinengccounting period. These estimations and
assumptions are based on information availablefabeodate of preparation of the financial
statements. However, actual results may vary tieese estimates.

SUMMARY OF SIGNIFFICANT ACCOUNTING POLICIES
The principal accounting policies that have bedwopsed are set out in the paragraphs below:
Income and Expense Recognition

Income from sales is recognized when the risk amdards associated with the right of ownership
are transferred to the customer, which is consitiésebe upon the delivery of products to the
customer.

The sale of construction services is stated atideebvalue.

Income is measured at the fair value of the comatae received or receivable, net of discounts
and value added tax (“VAT").

At the time when income is recognized, the respeakpenditure is also recognized according to
the matching principle of cost accounting.

Interest income and interest expense is recogmneah accrual basis.

When it is probable that total contract costs eiteed total contract revenue, the expected loss is
recognised as an expense immediately.

Foreign Currency Translation

Transactions denominated in foreign currenciestrareslated into EUR at the official exchange
rates in effect at the date of each transaction.

Assets and liabilities denominated in foreign cncies are translated into EUR by applying the
official exchange rates prevailing at the balarfezes date.

Foreign exchange gains or losses arising upon réreslation of transactions, and assets and
liabilities in foreign currencies are credited bacged to the Statement of Income.

10



RUDNICI BOKSITA A.D. NIKSI €

NOTES TO FINANCIAL STATEMENTS
December 31, 2006

4.3.

4.4,

SUMMARY OF SIGNIFFICANT ACCOUNTING POLICIES (Con tinued)
Government Grants

Under the terms of the SPA, the Government of Muedeo has agreed to cause the Ministry of
Finance to assume the Company’s debts. Such debte de credited to deferred income, and
released to the current income. Moreover, baseth®SPA, the GoM is to forgive those debts
which the Company owes in the proportion set odenrthe Company’s Investment Program in
accordance with the provisions of the SPA.

Employee Benefits
Employee Taxes and Contributions for Social Secuyrit

In accordance with the regulations prevailing i@ Republic of Montenegro, the Company has an
obligation to pay contributions to various Statei8bSecurity Funds. These obligations involve

the payment of contributions on behalf of the emet by the employer in an amount calculated
by applying the specific, legally-prescribed rate$he Company is also legally obligated to

withhold contributions from gross salaries to emples, and on behalf of the employees, to
transfer the withheld portions directly to govermifinds. These contributions payable on behalf
of the employee and employer are charged to expendbe period in which they arise.

Obligations for Employment Anniversary Awards ancefement Benefits

Pursuant to the Company’s individual collectivedaaning agreements (“CBAs”), the Company
is obligated to pay retirement benefits in an am@gual to 20 minimal, monthly salaries earned
in the Company in the payment month, and betweand39 minimal, monthly salaries to be paid
out as an employment anniversary award. The nuofa@inimal monthly salaries to be paid out
for employment anniversary awards corresponds eotdkal number of years of service of the
employee in the Company, as presented in the badbbav:

Years of Minimal
Service Salaries
10 3
20 5
30 7
40 9

Provisions recognized for employment anniversargra® as well as severance pay, are stated at
the present value of expected future cash paynewtrds the qualifying employees.

Short-Term Compensated Absences

Accumulating compensated absences may be carriecifd and used in future periods if the

current period’s entitlement has not been fully dis&he expected cost of accumulated
compensated absences is recognized in the amainistexpected to be paid as a result of the
unused entitlement that has accumulated as ofdalamte sheet date.

In the instance of non-accumulating compensatedraigs, no liability or expense is recognized
until the time of the absence.

11



RUDNICI BOKSITA A.D. NIKSI €

NOTES TO FINANCIAL STATEMENTS
December 31, 2006

4.5.

4.6.

SUMMARY OF THE SIGNIFICANT ACCOUNTING POLICIES ( Continued)
Taxes and Contributions
a) Income taxes — Current taxes

Effective as of January 1, 2005, income taxes aleutated and paid in accordance with Article
28 of the Income Tax Law of the Republic of Montgre(See “Official Gazette of the Republic
of Montenegro,” numbered 80/04). The enacted texisacomputed on a straight-line basis and is
defined to be 9 percent of tax base.

A tax-paying entity’s taxable income is determirmsed upon the income stated in its statutory
income statement following certain adjustmentstsfincome and expenses in accordance with
the Law on the Taxation of Companies (See Arti@esnd 9 with regard to the adjustment of
income, and Articles 10 to 20 pertaining to theuatipent of expenses).

The Republic of Montenegro tax regulations do notigage that any tax losses of the current
period be used to recover taxes paid within a fipexarryback period. However, any current year
losses reported in the annual corporate incomedaxns may be carried forward and used to
reduce or eliminate taxes to be paid in future anting periods, but for a duration of a maximum
of five ensuing years.

b) Income Taxes — Deferred Tax Assets and/or Lidldb

The tax effects with respect to temporary diffeemarising between the tax bases of assets and
liabilities, as reported in the tax paying entiti';eome tax returns, and their carrying values in
the financial statements as expressed in accordaitkethe IFRS, have been stated as deferred
tax assets or deferred tax liabilities.

b) Taxes, Contributions and Other Duties Not Related®@perating Results

Taxes, contributions and other duties that areralatted to the Company’s operating results,
include property taxes and various other taxes @ndributions paid pursuant to republic and
municipal regulations. All of the aforementionggés of taxes and contributions are included in
the Income statement under Other operating expenses

Provisions

Provisions are recognized and computed when thep@oynhas a pending, present, legal or
contractual obligation as a result of a past evant] when it is probable that an outflow of
resources will be required to settle the obligateomd when a reliable estimate of the amount can
be made. Provisions for legal proceedings repreakenfompany management’s best estimates of
the expenditures required to settle such obligation

During 2005 and 2006, the Company formed provisimnsghe housing needs of employees in
accordance with Article 106 of the individual CBAs.

The Company formed provisions for contingent lilei$ arising on the unequal treatment of
regulations regarding the calculation of contribng with respect to other compensation arising
from the sale of apartments under favorable terms.

The Company has, applied for the first time, IAS 1Bmployee Benefits,” and has formed
provisions for employee anniversary awards anderetnt benefit as of December 31, 2004.

12



RUDNICI BOKSITA A.D. NIKSI €

NOTES TO FINANCIAL STATEMENTS
December 31, 2006

4,

4.7.

4.8.

SUMMARY OF THE SIGNIFICANT ACCOUNTING POLICIES ( Continued)
Intangible Assets

Intangible assets represent intangible assetsdgress that relate to the preparation of project
documentation for bauxite ore exploitation.

Property, Plant and Equipment

Land and buildings held for use in the productiansapply of goods or services, or for
administrative purposes, are stated in the balaheet at their revalued amounts; representing the
fair value at the date of revaluation, less anyssghent accumulated depreciation and subsequent
accumulated impairment losses. Revaluations arferpged with sufficient regularity such that
the carrying amount does not differ materially fremat which would be determined using fair
values at the balance sheet date.

Any revaluation increase arising on the revaluatibisuch land and buildings is credited to the
properties’ revaluation reserve, except to therdxteat it reverses a revaluation decrease for the
same asset previously recognized in profit or lossyhich case the increase is credited to profit
or loss to the extent of the decrease previousdyged. A decrease in the carrying amount arising
on the revaluation of such land and buildings iarghd to profit or loss to the extent that it
exceeds the balance, if any, held in the propértmmluation reserve relating to a previous
revaluation of that asset.

All classes of property and equipment were valugdtaDecember 31, 2004 and December 31,
2005 by independent appraisers. The apprais@rfenmed on the basis of three, basic valuation
approaches to the extent that they are relevantpptbpriate to the individual circumstances of
each asset. These valuation approaches includentdome approach, the market approach and
the cost approach. In accordance with the reaflthe performed appraisal, the Company
elected to measure the appraised property andrequipat the December 31, 2004 and December
31, 2005 at its fair value. As of December 31, 2086aluation of Land and Buildings was
preformed by local independent appraiser.

The management judges that the results of changdair values of the equipment as of
December 31, 2006 are not material and revaluatiomsinnecessary equipment.

The frequency of revaluations depends upon thegdsain fair values of the items of property,
plant and equipment being revalued. When theviaiue of a revalued asset differs materially
from its carrying amount, a further revaluationrégjuired. Some items of property, plant and
equipment experience significant and volatile clesng fair value, thus necessitating annual
revaluation. Such frequent revaluations are urssng for items of property, plant and
equipment with only insignificant changes in faiwe.

If an asset’s carrying amount is increased asudtrefa revaluation, the increase shall be credite
directly to equity under the item of revaluatiorrdus. However, the increase is recognized in
profit or loss to the extent that it reverses aaheation decrease of the same asset that was
previously recognized in profit or loss.

If an asset’s carrying value is decreased as dt i@fsa revaluation, the decrease is recognized in
profit or loss. However, the decrease is debiteelctly to equity under the item of revaluation
surplus, to the extent that any credit balance iesria the revaluation surplus with regard to that
asset.
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RUDNICI BOKSITA A.D. NIKSI €

NOTES TO FINANCIAL STATEMENTS
December 31, 2006

4.8.

4.9.

4.10.

4.11.

SUMMARY OF THE SIGNIFICANT ACCOUNTING POLICIES ( Continued)
Property, Plant and Equipment (Continued)

The gain or loss arising on the disposal or retéeimof an item of property, plant and equipment
is determined as the difference between the sateepds and the carrying amount of the asset,
and is recognized in the Income statement.

Depreciation and Amortization

The depreciation and amortization of property asqaigment and intangible assets are provided at
rates based on the estimated useful life of thepgatg and equipment estimated by the
Company’s management. The depreciation and amtiotizaf property and equipment and
intangible assets are computed on a straight-lasshin order to fully write off the cost of the
assets over their estimated useful lives.

The residual life for classes of property, plard @quipment are as listed below:

In Years
Buildings 1-36
Facilities 2
Equipment 2-5

Impairment of Tangible and Intangible Assets

At each balance sheet date, the Company’s managemeews the carrying values of the
Company'’s tangible and intangible assets. If therany indication that such assets have been
impaired, the recoverable amount of the assettismated in order to determine the extent of the
impairment loss. If the recoverable amount of asetiss estimated to be less than its carrying
amount, the carrying value of the asset is redtwés recoverable amount.

An impairment loss is recognized as an expensheturrent period and is recorded under Other
operating expenses, unless the relevant assetrisccat a revalued amount, in which instance,
the impairment loss is treated as a revaluationedse up to its revalued amount.

Where an impairment loss subsequently reverses;atrging value of the asset is increased to
the revised estimate of its recoverable value. él@s, this is performed so that the increased
carrying amount does not exceed the carrying vétaé would have been determined had no
impairment loss been recognized for the assetior pears. A reversal of an impairment loss is
recognized as income immediately, unless the réispeasset is carried at a revalued amount, in
which instance, the reversal of the impairment Ieseeated as a revaluation increase.

Inventories

Inventories are primarily stated at the lower o$tcand net realizable value. The net realizable
value is the price at which inventories can beizedlthroughout the normal course of business,
after allowing for the costs of realization.

Raw materials, spare parts and small inventorydatermined using the weighted — average cost
method. Cost includes the price invoiced by thep§ar, and the costs of transportation and any
attributable expenses.

Work in progress and finished goods inventorieduihe all production-related costs and an
attributable portion of production overhead.
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NOTES TO FINANCIAL STATEMENTS
December 31, 2006

4,

4.11.

4.12.

SUMMARY OF THE SIGNIFICANT ACCOUNTING POLICIES ( Continued)
Inventories (Continued)

Finished goods inventories stocks are stated &t wbgreas the goods for resale are stated at their
selling price. At the end of the accounting peridideir value is adjusted to cost by an
apportionment of the related selling margin, calted on an average basis, between the cost of
goods sold and the inventories held at the year end

Provisions that are charged to other expenses ade iwhere appropriate (including the slow-
moving, excessive and obsolete inventories) in rotdereduce the value of inventories to
management’'s best estimate of net realizable vahwentories found to be damaged or of a
substandard quality are written off in full.

Financial Instruments

Financial assets and financial liabilities are ggiped in the Company’s balance sheet on the
date upon which the Company becomes a counterfmathe contractual provisions of a specific
financial instrument.

Financial assets cease to be recognized when thp&ty loses control of the contractual rights
governing such instruments; which occurs when itjlets of use of such instruments have been
realized, expired, abandoned, and/or ceded.

Financial liabilities cease to be recognized whHen €ompany fulfills the respective obligations,
or when the contractual repayment obligation htieeebeen cancelled or has expired.

Available-For-Sale Investments

Available-for-sale investments consist of the Compsownership interests in commercial banks
and other domestic entities in which the Compargspsses equity shares of less than 20 percent
of the entity. Long-term investments availabledate are stated at market value. Market value is
determined based on the published data listed dinancial stock exchange, and in the instance
that market value is not available or reliablds itletermined by management's assessment of the
replacement value.

Other Long-Term Investments

Other long-term investments include the long-terateivables from the Government of
Montenegro and receivables from Company employees.

Other long-term investments are measured at aredrtcost using the effective interest rate
method, less any impairment loss recognized teceftrecoverable amounts. An impairment
loss is recognized in profit or loss when therehgective evidence that the asset is impaired, and
is measured as the difference between the invessnearrying value and the present value of
estimated future cash flows discounted at the #¥fecinterest rate, as computed at initial
recognition. Impairment losses are reversed in equent periods when an increase in the
investment’'s recoverable amount can be relatedctb@y to an event occurring after the
impairment was recognized. This is subject to tb&triction that the carrying value of an
investment at the date upon which the impairmengvsrsed, is not to exceed what the amortized
cost would have been had the impairment not bemgrezed.

Accounts Receivable

Accounts receivable and other current receivabtessgated at their nominal values less any
allowance for impairment, based on management’'smatt as to the likelihood of their
collectibility.
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NOTES TO FINANCIAL STATEMENTS
December 31, 2006

4.12.

4.13.

SUMMARY OF THE SIGNIFICANT ACCOUNTING POLICIES ( Continued)
Financial Instruments (Continued)

Cash and Cash Equivalents

Cash and cash equivalents comprise cash on handeamand deposits, as well as other short-
term highly liquid investments that are readily eeriible to a known amount of cash, and are
subject to an insignificant risk of value change.

Loans Received from Banks and Suppliers

Loans received from banks and suppliers are ihjitisleasured at the amount of the loan
disbursements received (i.e., nominal value), aiedsabsequently stated at the amortized cost
that is computed based on the contractual inteadst Loan transaction fees are not included in
the amount at which the loans were initially meaduras required under IAS 39, “Financial
Instruments: Recognition and Measurement,” sincthénview of the Company’s management,
such transaction costs are not of material siganfie to the financial statements, taken as a
whole.

Operating Liabilities

Obligations towards suppliers are measured at th@uat of the consideration received and are
subsequently stated at the amortized cost thatrigpated based on the contractual interest rate,
which approximates the effective interest rate.

Financial assets and liabilities are recognizethenCompany’s balance sheet when the Company
has become counterparty to the contractual prawssad a particular financial instrument.

Fair Value

It is a policy of the Company to disclose the faifue information of those components of assets
and liabilities for which published or quoted médrkeices are readily available, and of those for
which the fair value may be materially differenaththeir recorded amounts. In the Republic of
Montenegro, sufficient market experience, stabitihd liquidity does not exist for the purchase
and sale of receivables and other financial agseligbilities, for which published market prices
are presently not readily available. As a resulthid, fair value cannot readily nor reliably be
determined in the absence of an active market.

The Company’s management assesses its overallexgksure, and in instances in which it
estimates that the carrying value of assets ibdisks may not be realizable, it recognizes an
allowance for impairment. In the opinion of managem the reported carrying values are the
most valid and useful reporting values under thles@nt market conditions.
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NOTES TO FINANCIAL STATEMENTS
December 31, 2006

5. SALES OF PRODUCTS AND SERVICES
(thousands of EUR
2006 2005
Sales to related parties (Note 31) 14,477 11,768
Sales on thdomestic market
Services sales — Construction Department 858, 3,999
Sales of other products and services 58 78
Sales of goods 9 255
6,920 4,332
Sales on foreign markets 2,334 5,440
23,731 21,540
6. BUSINESS AND GEOGRAPHICAL SEGMENTS

Product and services within each business segment

For management purposes, the Company is organizedtivo major operating divisions —

Mining and Construction. These divisions are thgeidan which the Company reports its primary
segment information. The principal products andvises of each of these divisions are as
follows:

Mining - the exploitation and sale of bauxite virthelated party and overseas.

Construction - the construction and renovatioruofiels and roads.

Unallocate
Construction Mining d Total
OPERATING INCOME
Sales of goods and services 6,853 16,878 - 23,731
Changes in inventories of finished goods
and work in progress - 139 - 139
Other operating income - 879 9 888
Work performed by the Company and capitalized - - - -
6,853 17,896 9 24,758
OPERATING EXPENSES
Raw materials and consumables used (5,945) (4,841) - (10,786)
Employee benefits (2,134) (12,121) (3,365) (17,620)
Depreciation (1,060) (1,991) (167) (3,218)
Other operating expenses (2,969) (2,670) (1,584) (7,223)
(12,108)  (21,623) (5,116) (38,847)
LOSS FROM OPERATIONS (5,255) (3,727) (5,107) (14,089)
Financial income / (expenses), net (58) (775) (167) (2,000)
LOSS BEFORE TAXES (5,313) (4,502) (5,274) (15,089)
Income taxes - - 161 161
NET LOSS FOR THE PERIOD (5,313) (4,502) (5,113) (14,928)

17



RUDNICI BOKSITA A.D. NIKSI €

NOTES TO FINANCIAL STATEMENTS
December 31, 2006

6. BUSINESS AND GEOGRAPHICAL SEGMENTS (Continued)

Segment assets and liabilities

Construction Mining  Unallocated Total
ASSETS
Non-Current Assets
Intangible assets - 109 - 109
Property, plant and equipment 1,683 17,601 - 19,284
Available-for-sale investments - - 472 472
Deferred tax assets - - 82 82
Other long-term investments 6 5,446 - 5,452
1,689 23,156 554 25,399
Current assets
Inventories 235 8,065 - 8,300
Accounts receivable 2,258 164 - 2,422
Other current receivables and accrued income 166 218 - 384
Cash and cash equivalents - - 18 18
2,659 8,447 18 11,124
Total assets 4,348 31,603 572 36,523
LIABILITIES
Non-current liabilities
Long-term liabilities 1,234 3,042 - 4,276
Retirement benefit obligation 1,136 1,488 - 2,624
Provisions 2,100 19,405 - 21,505
Deferred income - - 7,745 7,745
4,470 23,935 7,745 36,150
Current liabilities
Accounts payable 2,054 3,754 - 5,808
Advancegeceived 898 5,267 - 6,165
Short-term financial liabilities 346 121 338 805
Other currentliabilities 785 1,959 59 2,803
4,083 11,101 397 15,581
Total liabilities 8,553 35,036 8,142 51,731

The Company’s two divisions operate in five area&AP, Romania, Hungary, Bosnia and
Herzegovina and Republic of Montenegro. The conijmwsbf each geographical segment is as

follows:
(thousands of EUR)
2006 2005
KAP 13,390 11,768
Romania 1,087 -
Hungary 2,334 3,591
Bosnia and Herzegovina - 1,849
Republic of Montenegro 6,920 4,332
23,731 21,540
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RUDNICI BOKSITA A.D. NIKSI ¢
NOTES TO FINANCIAL STATEMENTS
December 31, 2006
6. BUSINESS AND GEOGRAPHICAL SEGMENTS (Continued)

The Company operates exploitation and sale of bauwthin related party (KAP and Romania),
Hungary and Bosnia and Herzegovina.

The Company operates construction and renovatiortuohels and roads in Republic of

Montenegro.
7. OTHER OPERATING INCOME
(thousands of EUR
2006 2005
Reconciliation with KAP - 360
Write-off of liabilities 470 59
Changes in fair value of investments 138 -
Collected insurance premiums - 59
Gains on the sales of equipment 2 10
Gains on the sales of investments 7 -
Gains on the sales of material 206 -
Surpluses - 30
Other 65 31
888 549
8. RAW MATERIALS AND CONSUMABLES USED

(thousands of EUR
2006 2005
Fuel and energy 3,975 3,596
Raw materials 2,876 1,718
Subcontractors’ services 3,650 795
Cost of sales 186 282
Other materials 99 98
10,786 6,489
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NOTES TO FINANCIAL STATEMENTS
December 31, 2006

9.

10.

EMPLOYEE BENEFIT EXPENSES

Net salaries

Contributions on salaries and benefits paid byetinployer
Contributions on salaries and benefits paid byetinployee
Taxes on salaries and benefits

Field contributions

Winter allowances

Holiday allowances

Settlement of workers during field work

Employee transportation

Contribution for separated life

Employee meals

Per diems and travel expenses

Emoluments to the Board of Directors

Other payments

OTHER OPERATING EXPENSES

Losses on the sale and disposal of property, plahegoipment
Transportation

Provisions for the residential housing fund (Note 24)
Employees benefits

Contributions on salaries

Fair value adjustments-inventories

Bank charges

Maintenance

Loans to employees

Concession fee for the exploitation of red bauaie
Compensation for damages and litigation

Attorney professional services

Communication

Donations and sponsorships

Negative effects of the appraisal of property andmgent
Insurance premiums

Other republic taxes and contributions

Professional services

Vehicle registrations

Utilities

Entertainment

Usage of roads and utilities in Zupa

Expropriation

Fair value adjustment- receivables

Write-off of receivables from employees

Provisions for interest bad debt

Other receivable write-offs

Expected loss on the construction contract (Note 2438h
Provisions for litigations (Note 24)

Other

(thousands of EUR

2006 2005
7,372 6,201
3,251 2,602
2,570 2,150
2,465 1,988
392 462
413 413
405 406
141 240
217 240
149 150
81 91

37 73

95 21

59 24
17,620 15,061

(thousands of EUR

2006 2005
48 1,675
1,098 562
697 498
- 188

- 29

37 445
41 154
833 870
- 144
100 144
218 137
22 126
114 111
26 85

- 85

89 82
216 62
32 60
41 46
72 43
3 40

- 38

- 28

- 24

- 18

- 13

7 8
2,100 -
1,366 -
153 63
7,223 5,778
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December 31, 2006

11.

12.

FINANCIAL INCOME/(EXPENSES), NET

Interest income

Foreign exchange gains
Dividends income
Other financial income

Interest expenses
Foreign exchange losses

The composition of the Company’s foreign exchangi@gand/or losses is presented in the table

below:

Foreign exchange gains based on bank account
Foreign exchange gains based on accounts receivable
Foreign exchange gains based on accounts payables

RUDNICI BOKSITA A.D. NIKSI €

(thousands of EUR

2006 2005
- 13

146 1,358

- 29

19 -
165 1,400
(1,053) (208,
(112) (838
(1,165) (1,046
(1,000) 354

(thousands of EUR

Foreign exchange gains relating to debt restruajuaigreement

Foreign exchange gains based on loans
Foreign exchange gains-other

Foreign exchange losses based on bank account
Foreign exchange losses based on accounts reazivabl
Foreign exchange losses based on loans

Foreign exchange losses-other

INCOME TAXES

a) Components of Income Taxes

Deferred income tax benefit / (expense)

2006 2005
- 62
140 545
- 6
692

- 30

6 23
146 1,358
- (40)
(97) (147)
- (638)
(15) (13)
(112) (838)
34 520

(thousands of EUR)

2006 2005
161 (79)
161 (79)
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12.

INCOME TAXES (Continued)

b) Numerical Reconciliation of the Tax Expense anthe Product of Accounting
Results as Multiplied by the Statutory Income Tax Rite
(thousands of EUR)

2006 2005
Loss before tax (15,089 (9,054
Income tax at the statutory rate of 9% (1,358 (815
Tax effect of non-deductible expenses 9 1
Adjustment of tax losses 1,195 776
Unused mining works that were not included in tepréciation - 77
Fixed assets with a value of under 200 EUR, thatatajualify
for the tax depreciation - 12
Other (7) 28
Income tax (benefit) / expense (161 79

c) Deferred Tax Assets and Liabilities
(thousands of EUR)
December 31, December 31,

2006 2005
Deferred tax assets
Temporary differences arising on property and egeipt 82 -
Tax loss carry forwards 937 937
Valuation allowance (937) (937)

82 -

Deferred tax liabilities
Temporary differences arising on property and emeipt - (79)
Deferred Tax Assets / (Liabilities), net 82 (79)

Deferred tax liabilities relate to temporary difeces arising between the tax base according to
which property and equipment, and intangible asasetsecognized in the corporate income tax
return, and the carrying value of such assete@wded in the Company’s financial statements.

d) Components of Tax Losses

Tax losses expire in the periods shown in the tablew:
(thousands of EUR)

Year Year Valuation
of Origination of Expiry Total Allowance Net
2003 2008 30 (30) -
2004 2009 131 (131) -
2005 2010 776 (776) -
937 (937) -
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13. PROPERTY, PLANT AND EQUIPMENT AND INTANGIBLE AS SETS

(thousands of EUR

Mining

Land Buildings facilities Equipment Total
Revaluation
Balance, January 1, 2006 11,985 2,016 2,788 6,202 22,991
Effect of valuation 737 447 - - 1,184
Additions - - - 646 646
Disposals - (1) - (176) (177)
Balance, December 31, 2006 12,722 2,462 2,788 6,672 24,644
Depreciation
Balance, January 1, 2006 - 203 724 1,328 2,255
Depreciation charge for the period - 256 1,032 1,914 3,202
Disposals - (1) - (96) (97)
Balance, December 31, 2006 - 458 1,756 3,146 5,360
Net book value:
at December 31, 2006 12,722 2,004 1,032 3,526 19,284
at December 31, 2005 11,985 1,813 2,064 4,874 20,736

The Company transferred ownership titles on itperties registered under 135 KO Mokra njiva
and 2755 KO Nik&, Municipality NikSi, stated at a net book value of EUR 364 thousands
(December 31, 2005: EUR 370 thousands), in ordprdwide collateral for the regular settlement
of liabilities based on a letter of credit issugddrnogorska komercijalna banka A.D., Podgorica.

The Company transferred ownership titles on itspprty registered under 782 KO Ni&Si
Municipality NikSi¢, stated at a net book value of EUR 2,105 thousébdsember 31, 2005:
EUR 2,159 thousands), in order to collateralizeriggular settlement of liabilities arising on the
bank guarantees issued by the Nikdibanka A.D., Nik&i.

(thousands of EUR)

Intangible assets
December 31, December 31,

2006 2005
Cost
Balance, January 1 112 44
Additions 13 68
Depreciation charge for the year (16) -
at December 31 109 112

23



RUDNICI BOKSITA A.D. NIKSI €

NOTES TO FINANCIAL STATEMENTS
December 31, 2006

14.

15.

AVAILABLE-FOR-SALE INVESTMENTS

(thousands of EUR)
December 31, December 31,

Share % 2006 2005

NikSi¢ka banka A.D., Niksi 3.4843 324 250
Hipotekarna banka A.D., Podgorica 0.7603 148 102
Lov¢éen osiguranje A.D., Podgorica - 2
472 354

Less: Adjustment to fair value - (34)
472 320

OTHER LONG-TERM INVESTMENTS

(thousands of EUR)
December 31, December 31,

2006 2005

Receivables from the GoM 5,424 5,424
Residential loans and purchases of residential

housing extended to employees 28 29

5,452 5,453

Other long-term receivables from the GoM as of Datwer 31, 2006 and December 31, 2005 in
the amount of EUR 5,424 thousands relate to theivables forgiven by the Government of the
Republic of Montenegro in accordance with Claugeahd Annex 12 of the Agreement For the
Sale And Purchase of the Funds’ Shares in the Kaatlziluminijuma Podgorica A.D., (“KAP")
by Public Tender.

These receivables arose pursuant to the reschgdflithe Company’s receivables from KAP as
of December 31, 2000 in accordance with the DelstReduling Agreement entered into on June
26, 2002.

The aforecited agreement prescribes that a podiahe principal debt in the amount of EUR
3,899 thousands as of December 31, 2006 and Dec&hp2005 is scheduled to be repaid in the
period from September 30, 2013 to September 3% &0&qual semi-annual disbursements. The
defined annual interest rate for this portion obtdeill be equal to the lower of 6.5% or the
LIBOR rate +2.5%. The other portion of principalthe amount of EUR 1,524 thousands as of
December 31, 2006 and December 31, 2005 is schibdalédbe repaid in the period from
December 31, 2015 up to the end of the year 201&giral, semi-annual disbursements. The
defined annual interest rate on the principal dieb6.5% and is scheduled to be repaid
concurrently with the repayments of principal.

The maturity of receivables from the Governmenthaf Republic of Montenegro has not been
defined.

Other long-term receivables as of December 31, 2060the amount of EUR 28 thousands
(December 31, 2005: EUR 29 thousands) relate teivables from employees for residential
loans extended at 35-year maturities at an annteteist rate of 2 percent. The Company has not
collateralized these residential loans with moragagn the borrowers’ residential structures.
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15.

16.

17.

OTHER LONG-TERM INVESTMENTS (Continued)

Movements in the receivables from employees dufiegyear are summarized in the table below:

Balance at the beginning of the period

New loans during the period
Collected during the period
Write-offs

Balance at the end of the period

INVENTORIES

Material

Fuel and lubricants

Work in progress - bauxite ore
Spare parts

Tools and small inventory
Finished products - bauxite ore
Finished products — other
Other

Less: Allowance for impairment

ACCOUNTS RECEIVABLE

Related parties
Domestic customers
Foreign customers
Advances

Less: Allowance for impairment

RUDNICI BOKSITA A.D. NIKSI €

(thousands of EUR)

2006 2005
29 31

6 20

() (4)

- (18)

28 29

(thousands of EUR)

December 31,

December 31,

2006 2005
430 623
100 91
6,683 6,938
1,076 1,186
217 136
480 73
31 44

- 9
9,017 9,100
(717) (920)
8,300 8,180

(thousands of EUR)

December 31,

December 31,

2006 2005
16 2,116
2,031 1,726
454 404
334 80
2,835 4,326
(413) (451)
2,422 3,875
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18. OTHER CURRENT RECEIVABLES AND ACCRUED INCOME

(thousands of EUR)
December 31, December 31,

2006 2005

Other receivables 305 217
Penalty interest 110 112
Receivables from governmental institutions 52 37
Other accruals 27 55
494 421

Less: Allowance for impairment (110) (112)
384 309

19. CASH AND CASH EQUIVALENTS

(thousands of EUR)
December 31, December 31,

2006 2005

Current EUR account - 1

Foreign currency accounts 13 11
Cash on hand 5

18 12

20. MOVEMENT IN PROVISIONS

(thousands of EUR)

Available-for Other
—-sale Accounts receivables anc
investments  Inventories receivable accrued income Total
Balance, January 1, 2006 34 920 451 112 1,517
Charge for the year - 37 - - 37
Write-offs (34) (153) - (187)
Other - 87) (38) (2) (127)
- 717 413 110 1,240
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21. EQUITY
(thousands of EUR)

December 31, 2006 December 31, 2005
Number of Number of
shares % Amount shares % Amount
Salamon Enterprises Limited,
Nicosia - Cyprus 2,041,687 63.63 12,878 2,041,687 63.63 12,878
Vektra Montenegro d.o.o.,
Podgorica - - - 289,070 9.01 1,823
Hrvatska poStanska
banka, Zagreb, Croatia 174,242 5.43 1,098 9,106 0.28 57
Related party - Shasta
universal INVC 106,353 3.31 671 - - -
Other shareholders 114,183 3.56 720 330 0.01 2
2,436,465 75.93 15,367 2,340,193 72.93 14,760
Citizens 772,269 24.07 4,872 868,541  27.07 5,479
3,208,734 100.00 20,239 3,208,734 100.00 20,239

The individual par value of a Company share is E&IR074 as of December 31, 2006 and
December 31, 2005.

Company'’s shares are publicly listed on the stoaitianges in Montenegro. The market price of
an individual share as at December 31, 2006 edildis 4.5 (December 31, 2005: EUR 2.7).

At December 31, 2006 the share capital held byapeinindividuals aggregately totaling EUR

20,239 thousands, includes 23,432 subscribed, fpdid shares of individuals in the total value
of EUR 148 thousands (at December 31, 2005 theestegital includes 27,028 subscribed, but
unpaid shares of individuals totaling EUR 170 tlangs).

22. LONG-TERM LIABILITIES
(thousands of EUR)
Interest Period (in Initial December 31 December 31
rate p.a.__ Currency Years) amount 2006 2005

Domestic long-term liabilities for goods

Atlas Copco A.D., Beograd 8% EUR 2 1,016 - 55
Crnogorska komercijalna banka EUR
A.D., Podgorica 8 % 4 540 521 -
Crnogorska komercijalna banka EUR
A.D., Podgorica 8% 3 3,000 3,000 -
Crnogorska komercijalna banka EUR
A.D., Podgorica 8.10 % 3 735 735 -
Foreign long-term liabilities for goods
Volvo, Sweden 8% EUR 46 months 241 60 120
Volvo, Sweden 8% EUR 3 437 202 337
Atlas Copco, Sweden 7.75% p.a. EUR 2 309 78 227
Adriano Corsi, ltaly CIRR 3.23% EUR 221 147 221
4,743 960
Less Current portion (Note 28) (467) (473)
4,276 487
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22. LONG-TERM LIABILITIES (Continued)
The maturities of the Company’s long-term liabégiare shown in the table below:

(in u 000 EUR)
December 31, December 31,

2006 2005
in one year or less 467 473
in more than one year but not more than two years 4,007 346
in more than two years but not more than threesyea 141 141
in more than three years but not more than foarsye 128 -
4,743 960

Long-term domestic liabilities stated at Decemhikr 2006 of EUR 4,256 thousands relate to the
4 long-term loans issued by Crnogorska komercijdlaaka A.D., Podgorica. Long-term loan
stated at December 31, 2006 of EUR 521 thousarate te the value of equipment delivered by
the domestic supplier Teicom. Other three long-tkyams stated at December 31, 2006 of EUR
3,735 thousands are for the purpose of financimgeat liquidity requirements. As collateral for
the regular repayment of these liabilities, relapedty KAP A.D., Podgorica has provided the
deposit to Crnogorska komercijalna banka A.D., Poidg in the full amount of the loan.

Long-term foreign liabilities stated at December 2006 of EUR 262 thousands (December 31,
2005: EUR 457 thousands) relate to the value ofingirequipment delivered by the foreign
supplier, Volvo Construction Equipment AB Intermatal, Sweden. These liabilities are to be
repaid in sixteen, quarterly installments. As aftdtal for the regular repayment of these
liabilities, the Company has provided a coveredeasory Nostro non-transferable guarantee
issued on behalf of the Company by the Hipotekaarka A.D., Podgorica.

Long-term foreign liabilities stated at December, 2006 amounting to EUR 78 thousands
(December 31, 2005: EUR 227 thousands), are assdaoreth the value of mining equipment
delivered by the supplier, Atlas Copco Consumenhie AB, Sweden. Pursuant to the terms of
the equipment purchase agreement, an advance paaeheen made in the amount of EUR 78
thousands, whereas the repayment of the liabiléres interest will be performed in eight equal
quarterly installments, commencing as of Septeribéb. To collateralize the regular repayment
of this loan, the Company provided a guaranteeeid$ly the Nik3ika banka A.D., Nik&i.

Long-term foreign liabilities at December 31, 2G8ounting to EUR 147 thousands (December
31, 2005: EUR 221 thousands) relate to the valueqafpment and spare parts delivered by the
supplier, Adriano Corsi S.p.A., Italy. In accordanwith the terms of the equipment purchase
agreement, an advance payment was made in the ammbBUR 39 thousands, whereas the
repayment of the remaining liabilities and interedlt be performed in six equal installments to
be remitted every six months, commencing in Felyr2006. To collateralize this loan, the
Company provided a documentary letter of crediiessby the Crnogorska komercijalna banka
A.D., Podgorica, as confirmed by the Banca Agriddentovana, Italy.
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23.

24.

RETIREMENT BENEFIT OBLIGATION
The principal assumptions used for the purposeefttuarial valuations were as follows:

December 31, December 31,

2006 200¢
Discount rate 3% 3%
2% 2%

Expected rate of salary increases

The amount recognized in the balance sheet withrdetp the Company’s defined retirements

benefit plan is as follows:
(thousands of EUR)

2006 2005
Balance abeginning of the year 3,316 -
Adjustment to the balance at the beginning of sy - 3,316
Release (426) -
Benefits paid to the employees (266) (188)
Additional charge for the year, net (Note 10) - 188

2,624 3,316

Provisions for employee retirement benefits andwameary awards were computed based on the
report of an independent actuary who calculatedatheunt of the discounted present value of

future retirement benefit payments.

PROVISIONS
(thousands of EUR)
December 31, December 31,
2006 2005
Provisions for the residential housing fund 1,195 498
Provisions for contributions on benefits 569 569
Expected loss on the construction contract 2,100 -
Provisions for litigations 1,366 -
Provision for environmental costs 16,275 15,500
21,505 16,567

Provisions at December 31, 2006 in the amount oRHEL195 thousands (December 31, 2005:
EUR 498 thousands) were made in accordance witicl&rt06 of the CBAs, under which the
Company is obligated to set aside 5% of gross eyeplgay for the purposes of addressing the
housing needs of employees.

Due to the uneven treatment with respect to theliGgin of regulations related to the
computation of contributions on salaries, in cotiegcwith the sale of residential housing under
favorable terms and conditions, the Company hasddrprovisions for potential liabilities in the

amount of EUR 569 thousands.
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24. PROVISIONS (Continued)

Provisions at December 31, 2006 of EUR 16,275 aedebBber 31, 2005 of EUR 15,500
thousands were made in accordance with the lawlatkgg environmental issues effective in the
Republic of Montenegro, and with the Concession ekgient conferring Rights to the
Exploitation of Bauxite Ore in the Nil&a Zupa which was in the effect during the periamirf
January 1, 1996 through December 31, 2005. Thagioo for environmental costs is based on
an Environmental Due Diligence assessment perforinyean independent expert from the RSK
ENSR Group. The carrying amount of a provision getped on a discounted basis increases in
each period to reflect the passage of time. Thee@se is recognized as borrowing cost and the
appropriate discount rate is 5%.

Movements in such provisions during the year amsvshin the table below:
(thousands of EUR)

2006 2005
Balance at the beginning of the period 16,567 -
Adjustments to opening balance for:
- contributions on benefits - 540
- environmental - 15,500
Provisions charged during the period for:
- borrowing costs — interest expense 775 -
- expected loss on the construction contractéN®) 2,100 -
- litigations (Note 10) 1,366 -
- contributions on benefits - 29
- residential housing fund (Note 10) 697 498
Balance at the end of the period 21,505 16,567
Expected non-discounted outflow is as follows:
Year 2007 200¢ 200¢ 201( 201: 201: 201: 201c 201¢ 202( 202 202: 202¢ 202 Total
Expected
non-
discountec

outflow 1,30 1,30C 1,30C 1,30C 1,30C 1,00C 1,00C 1,00( 30C 1,000 1,00 1,00C 1,00C 1,00C 15,500

25.

DEFERRED INCOME

At December 31, 2006 and December 31, 2005, defdmeome of EUR 7,745 thousands
represents the Company’s total long-term liab#itighich, as of December 31, 2004 amounted to
EUR 7,156 thousands. In accordance with Annex ®i¢oSale and Purchase Agreement of the
Rudnici boksita A.D., Nik&i, these liabilities are to be assumed by the Mipist Finance of the
Republic of Montenegro in proportion to the level the performed investment program
provisions, as specified under the terms of theeafted SPA.

Long-term liabilities are associated with the rafined loans in accordance with the sovereign
agreement of the Federal Republic of Yugoslaviaredtinto with the Paris and London Club of
Creditors. In accordance with the Law on the Seitlet of Mutual Receivables and Payables
Arising on Foreign Debt and Public Savings, the istiny of Finance of the Republic of
Montenegro assumed the liabilities of the Compaowatds its foreign creditors and the
receivables from the original debtors.
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25.

26.

27.

DEFERRED INCOME (continued)

The composition of the Company’s former liabilitidsat were assumed by the Ministry of
Finance of the Republic of Montenegro as of DecarBthe2006 is as follows:
(thousands of EUR)

Annual
interest rate Initial December 31 December 31
% Currency  Period amount 2006 2005
Paris Club of Creditors

Jugobanka A.D., Podgorica 8.0-9.97 USLC 3-10years 3,539 1,883 1,883

London Club of Creditors
Jugobanka A.D., Beograd various various 18 years - 4,214 4,214
Meaden Bank, Kuwait * USD 3years 2,001 1,648 1,648
7,745 7,745

* Variable, LIBOR as increased by 1 and 5/8 peraerdt the contractual “prime rate” as increased.fand 1/2
percent.

The Company did not calculate and accrue the eklaterest up to December 31, 2006.

ACCOUNTS PAYABLE
(thousands of EUR)

December 31, December 31,

2006 2005
Related parties 1 181
Domestic accounts payable 5,807 4,112
Foreign accounts payable - 712
5,808 5,005

ADVANCES RECEIVED
(thousands of EUR)

December 31, December 31,

2006 2005
Related parties 5,214 -
Domestic accounts payable 951 1,565
Foreign accounts payable - 484
6,165 2,049
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28. SHORT-TERM FINANCIAL LIABILITIES

RUDNICI BOKSITA A.D. NIKSI €

(thousands of EUR)

Interest Initial December 31, December 31,
rate Period  amount 2006 2005
Short-term domestic borrowings
Crnogorska komercijalna banka A.D.,
Podgorica 10% p.a. 12 months 1,034 1,034
Crnogorska komercijalna banka A.D.,
Podgorica 7% p.a. 9 months 675 338 -
338 1,034
NikSi¢ka banka A.D., Niksi 1% p.m. 10 months 300 60
NikSi¢cka banka A.D., Niksi 1% p.m. 10 days 100 100
160
Samostalni sindikat Rudnika boksita
[Labor Union] 5% p.a. 12 months 50 - 50
338 1,244
Current portion of long-term liabilities
(Note 22) 467 473
805 1,717

Short-term borrowings stated at December 31, 2G0BUR 338 thousands were extended for

purposes of financing current liquidity requirengent

29. OTHER LIABILITIES

Taxes on salaries payable

Contributions payable — Pension Fund
Contributions payable — Health Fund
Contributions payable — Employment Fund
Other contributions payable

Concession fee for exploitation of red bauxite magable

Value Added Tax payable
Liabilities for net salaries
Other liabilities to employees

(thousands of EUR)

December 31,

December 31,

Liabilities to The Development Fund of GoM arisiog the

purchase of preferential shares
Liabilities arising on loans to employees
Liabilities for interest
Liabilities for dividends

2006 2005
592 756
677 563
385 359

9 17

- 163

- 72
109 137
661 665
72 492
127 121
98 144

68 2
5 5
2,803 3,496

The liabilities arising on the loans extended tarpany employees are stated at December 31,
2006 in the amount of EUR 98 thousands and Dece®beR005 in the amount of EUR 144
thousands, and represent the portion of liabilitiéh respect to extended loans, for which it is
necessary to reduce the future receivables in dance with Article 19 of the Regulation of the
Fulfillment of the Residential Housing Requiremest€ompany Employees.
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30.

31.

CONTIGENT LIABILITIES

At December 31, 2006, the Company is involved imiotes litigation throughout the normal
course of business as both a plaintiff and as endieint. According to the estimates of Company
management, the total amount of potential damaginsl| based on litigation filed against the
Company, not including any related potential psnaftterest, totals EUR 5,357 thousands
(December 31, 2005: EUR 4,801 thousands). For hesause the Company can not asses the
final outcome of these litigations. The Company dat record any provisions regarding these
potential liabilities.

The total value of the Company’s claims sought utitigation that it has initiated December 31,
2006, in is EUR 471 thousands (December 31, 200 B50 thousands). This litigation has
been filed against customers in an attempt toeféihe collection of the Company’s outstanding
receivables.

RELATED PARTY TRANSACTIONS

i) Sales
(thousands of EUR
2006 2005
Kombinat aluminijuma A.D., Podgorica
- Bauxite ore 12,943 11,223
— Transportation services 447 545
- Rent 12 -
13,402 11,768
Torrington Universal Corp., British Virgin Islands
— Bauxite ore 93 -
93 -
Cemtrade, Romania
— Bauxite ore 994 -
994 -
14,489 11,768

ii) Purchases
(thousands of EUR

2006 2005

Kombinat aluminijuma A.D., Podgorica
- Material - -
- Oll - 365
- Cost of goods - Al "T" ingots - 46
- 411
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31. RELATED PARTY TRANSACTIONS (Continued)

iii) Accounts receivable
(thousands of EUR

December 31 December 31

2006 2005

Kombinat aluminijuma A.D., Podgorica 1 2,116
Torrington Universal Corp., British Virgin Islands 15 -
16 2,116

iv) Accounts payable
(thousands of EUR

December 31 December 31

2006 2005
Kombinat aluminijuma A.D., Podgorica 1 181
1 181

v) Advances received
(thousands of EUR

December 31 December 31
2006 2005

Kombinat aluminijuma A.D., Podgorica 5,214 -

5,214 -

32. NON-CASH TRANSACTIONS

The Company’s Statement of cash flows for the pealed December 31, 2006 has been adjusted
to account for the increase of property and equigrfiaanced from long-term loans, as well as
the set-off of receivables from the Governmenthef Republic of Montenegro in connection with
tax liabilities. These non-monetary transactiomspesented in the table below:

(thousands of EUR)

2006 2005
Property, plant and equipment - 416
Inventories - 108
Receivables from domestic customers 679 -
Receivables from the Directorate For Public Works
of Montenegro - 1,040
Long-term liabilities - (524)
Domestic accounts payable (679) (1,040)
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33. CONSTRUCTION CONTRACTS

RUDNICI BOKSITA A.D. NIKSI €

Contracts
Tunel
Tunel "Velika Put "Vinici Tunel
"Vrmac" Plijes" - Ostrog" "Bakovici" Total

Contract revenue recognized in accordance

with paragraph 22 5,856 324 113 560 6,853
Contract expenses recognized in accordance

with paragraph 22 (6,188 (1,812 (1,11) (955 (10,066
Expected losses expenses recognized in

accordance with paragraph 36 (1,827 (237 (€ (3C (2,100)
Recognized profits less recognized losses 5,1 (1,725 (1,004 (42% (5,313
Contract costs incurred in the period (6,188 (1,812 (1,112 (955 (10,066)
Contract expenses recognized in accordance

with paragraph 22 (6,188 (1,812 (1,111 (955 (10,066)
Contractual costs related to future activities

recognized as an assgtsiccordance wit

paragraph 27 - - - - -
Contract revenue 5,856 324 113 560 6,853
Progress billings (paragraph 41) 5,856 324 113 560 6,853
Unbilled contract revenue - - - - -
Advances (paragraph 41) 553 342 3 - 898

Contracts
Tunel
Tunel "Velika Put "Vinici Tunel
"Vrmac" Plijes" - Ostrog" "Bakovici" Total
Contract costs incurred (6,188 (1,812 (1,111 (955 (10,066)
Recognized profits less recognized losses (2,159 (1,725 (1,004 (42E (5,313)
(8,347 (3,537 (2,115 (1,380 (15,379

Progress billings 5,856 324 113 560 6,853
Due to customers 14,203 3,861 2,228 1,940 22,232

34. TAXATION RISKS

The Republic of Montenegro tax legislation is sabj varying interpretations and changes
which occur frequently. The interpretation of tagislation by tax authorities as applied to the
transactions and activities of the Company mayb®oin line with that of the management. As a
result, Company transactions may be challengedakyatithorities and the Company may be

assessed additional taxes, penalties and intesbsth can be significant.

A Company’s tax

statements may be reviewed or audited for a pesfofive years from the filing date of such

statements.
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35.

36.

FINANCIAL RISK MANAGEMENT

The main risks exposures on financial instrumeandactions, are associated with foreign
currency risks, interest rate risk and credit risk.

Foreign Currency Risk

The Company enters into transactions denominatddré&ign currencies in connection with its
operating activities. As a result of outstandirsjabces at the balance sheet date, the accounts
receivable and payable in US Dollars, and the Catyigdbalance sheet figure can be impacted by
movements in foreign currency exchange rates. Gbmmpany does not enter into any special
financial arrangements to hedge against these risks

Credit Risk
At December 31, 2006 significant concentrationsreflit risk exist with respect to the following
counterparties, and primarily are attributablehte Company’s accounts receivable and long-term

receivables:

(thousands of EUR)

December 31, December 31,

2006 2005

Strabag AG Austria glavna podruznica u Podgorici 388, 1,192
Government of the Republic of Montenegro 5,424 5,424
6,812 6,616

Interest Rate

The Company’'s principal exposure to movements per@st rates relates to the Company’s
interest-bearing loans and borrowings, payableggarent company, which were extended at
fixed and floating interest rates.

POST BALANCE SHEET EVENTS

In January, 2007 the Company entered into new cawoialeagreement with KAP A.D.,
Podgorica regarding sale price of bauxite ore. e agreement is valid for twelve months
effective, commencing as of January 1, 2007. The pdce according to this agreement is
increased. The company stated it's inventories enehber 31, 2006 using the new sale price
since it is lower than the cost. The effect of gsthe new higher sale price on the inventory
amount stated on December 31, 2006 is EUR 1,648 #muls.

In the first quarter of 2007, the Tax Authoritiesnpleted tax audit of BMN. The object of the tax
audit was the Company’s tax compliance in the pe#004-2006. The Findings of the tax audit
were presented to the Company for further commieiésTax Authorities are expected to issue
the Minutes from the audit and followed by the Bam. However, they are ready to take the
Company'’s view before issuing enforceable Decision.
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37.

EXCHANGE RATES

The official exchange rates for major currenciegdusn the translation of balance sheet

components denominated in foreign currencies, BU&R as at December 31, 2006 and December
31, 2005 were as follows:

December 31 December 31

2006 2005
UsShD 0.7593 0.8477
RSD 0.0127 0.0117
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