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Report of the Directors

Financial Statements

The directors present herewith their report together with the audited financial statements of the
Company for the year ended 31 December 2008

Principal Activity
The pnincipal activity of Angara Mining plc 1s to act as a holding company
Directors

The directors who served during and following the year are reported above




Angara Mining Pilc

Report of the Directors (Continued)
Results and Dividends

Dunng 2008 the Company only source of revenue was provision of the consultancy services to
subsidiary

The Company’s turmover totalled USD 380,000 which 1s same as in 2007

The Company's operating losses decreased by 0 9% and reached USD 1,321,216 The Company
reported a net loss for the 12 months 2008 of USD 306,554 Losses were pnimarly due to increase in
number of employees and significant costs connected with the attempt of the Company to hst its
shares on AIM Unfortunately due to the financral cnsis at the time, this attempt was unsuccessful and
all costs were absorbed by the Company without any corresponding increase n turnover

The Company long term assets stayed on the same level companng to 2007 The only change Is due
to depreciation charged during the penod The Company retained cash balances of USD 1,836,016 at
the end of the penod most of which are held on short term deposits

The Company’s subsidiary, Brownypool Tradmg Limited, s 1in an advanced stage of seling its
shareholding m JSC “Vasilevsky Rudnik Gold Mine® — “VRG" as part of a proposed transaction
outhned below, which will result In the assignment of the Company's obligation i respect of the
convertible bonds and the corresponding amounts due from its subsidiaries

GazpromBank, a Russian owned bank, and one of its wholly owned subsidianes will convert 100% of
the convertible bonds i1ssued by the Company in 2006 including accrued interest together with the
Company's loan provided to VRG in 2006, its Russian subsicdiary, including accrued interest into a
majonty shareholding iIn VRG The proposed transaction 1s currently awaiting approval by the Federal
Antimonopoly Service of the Russian Federation and the transaction i1s expected to be completed
before the end of May 2010

The directors do not recommend a dividend for the year (2007 — nil) and the loss for the year has
been added to accumulated losses The preparation of consolidated financial statements 1s deemed
by the directors to be unnecessary due to the current status of the above mentioned proposed
transacton Following the completion of this transaction it 1s expected that the Company will be
placed into a members voluntary hquidation as soon as possible

Financial Risk Management

The Company’s financial instruments comprnise borrowings, cash, iquid resources and vanous items
such as sundry debtors and creditors and intercompany loans that anse directly from its operations The
main nsks ansing from the Company’s financial instruments are discussed below

Currency Risk

The Company 1s exposed to translation and transaction foreign exchange nsk and takes profits or losses
on these as they anse The Company does not hedge its exposure of foreign investments held in foreign
currencies The majonty of the Company's future sales will be invoiced in USD The Company seeks to
minimize its exposure to currency nsk by closely monitonng exchange rates




Angara Mining Plc

Report of the Directors {(Continued}

Liquidity Risk

The Company seeks to manage financia! nsk, to ensure sufficient hquidity 1s avallable to meet
foreseeable needs and to invest cash assets safely and profitably The Company 1s dependent on the
successful outcome of the proposed transaction as outlined on page 2

Interest Rate Risk

Mimmal exposure to interest nsk anses on interest on borrowings due to the fact that all of them are at a
fixed interest rate

Credit Risk

There 15 a risk that significant part of the trade receivables would not be redeemed due to the fact that
most of them related to a subsidiary which has liquidity problems The maximum exposure to credit nsk
Is represented by the carrying amount of each financial asset namely the amounts due from s
subsidiaries The recovery of the amounts due from subsidiaries 1s dependent on the successful
outcome of the proposed transaction as outlined on page 2

Concentration of credit risk
Exposure anses due to concentration of sales to one customer, namely the Company's subsidiary
Creditor Payment Policy

it 1s the Company’s policy to comply with the terms of payment agreed with its suppliers Where
payment terms are not negotiated the Company endeavours to adhere to suppliers’ standard terms
which 15 normally 30 days after delivery Economic events have adversely affected the ability of the
Company to adhere to its policy

Internal Controls

The Board acknowledges that it 1s responsible for establishing and mamtaining the Company’s system
of intemal controls and for reviewing s effectiveness The procedures which include, inter aba,
financial, operational and comphance mattes and nsk management are reviewed on an ongoing basis
The internal control system can only provide reasonable and not absolute assurance against matenal
misstatement or loss The directors do not believe an internal audit function 1s practicable in a
company of this size



Angara Mining Plc
Report of the Directors (Continued)

Going Concern

The Company 1s currently in default with respect to the redemption of the bonds The directors are in
discussions with the bondholders and other parties that are intended to enable the default position to
be rectfied, as outined on page 2 The negotiations may result in a change in the terms of the
amounts due from the subsidiary to the Company As a consequence of this, the directors are
satisfied that the Company will have adequate resources to fulfill all its obligations before closure of
the Company

Subsequent Events

Details are reported in note 19

Directors’ Declaration

Each of the persons who are directors at the time when this report 1s approved has confirmed that

(a) so far as each director 1s aware, there 1s no relevant audit information of which the Company's
auditors are unaware, and

(b) each director has taken all the steps that ought to have been taken as a director, including making
appropriate enquines of fellow directors and the Company’s auditors for that purpose, in order to
be aware of any information needed by the Company’s auditers in connection with prepanng their
report and to establish that the Company’s auditors are aware of that information

By Order of the Board on M g?w/{ 2010

J FAIRLEY Director




Angara Mining Plc

Statement of Directors’ Responsibilities
For the year ended 31 December 2008

The directors have prepared and are responsible for the Company's financial statements and related
notes thereto They have been prepared in accordance with International Financial Reporting
Standards (“IFRS") as adopted by the EU and in accordance with the provisions of the Companies
Act 1985

In preparing these financial statements, the directors are required to
- select suitable accounting policies and then applied them consistently,
- make judgements and estimates that are reasonable and prudent,

- state whether applicable accounting standards have been followed, subject to any matenal
departures disclosed and explained in the financial statements,

- prepare the financial statements on the going concern basis unless it 1s inappropnate to
presume that the Company will continue in business

The directors are responsible for keeping proper accounting records which disclose with reasonable
accuracy at any time the financial position of the Company and enable them to ensure that the
financial statements are prepared In accordance with [nternational Financial Reporting Standards as
adopted by the EU, and comply with the Companies Act 1985 They are also responsible for
safeguarding the assets of the Company and hence for taking reasonable steps for the prevention
and detection of fraud and other irregulanties




Independent Auditors’ Report to the Shareholders of
Angara Mining Plc

We have audited the company financial statements (the “financial statements”) of Angara Mining plc
for the year ended 31 December 2008 which are set out pages 8 to 25 These financial statements
have been prepared under the accounting policies set out therein

This report 1s made solely to the company's members, as a body, 1n accordance with Section 235 of
the Companies Act 1985 Our audt work has been undertaken so that we might state to the
company’s members those matters we are required to state to them in an auditor’s report and for no
other purpose To the fullest extent permitted by law, we do not accept or assume responsibility to
anyone other than the company and the company’'s members as a body, for our audit work, for this
report, or for the opinions we have formed

Respective responsibilities of directors and auditors

The directors’ responsibilities for preparning the Annual Report and the financial statements in
accordance with applicable law and International Financial Reporting Standards {IFRSs) as adopted
by the EU are set out in the Statement of Directors’ Responsibilities

Our responsibility 1s to audit the financial statements in accordance with relevant legal and regulatory
requirements and International Standards on Auditing (UK and Ireland)

We report to you our opinion as to whether the financial statements give a true and far view and are
properly prepared in accordance with the Companies Act 1985 and Article 4 of the |AS Regulation
We also report to you whether in our opinion the information given in the Directors’ Report 1s
consistent with the financial statements

In addttion we report to you If, in our optnion, the company has not kept proper accounting records, if
we have not received all the information and explanations we require for our audit, or f information
specified by law regarding directors’ remuneration and other transactions 1s not disclosed

We read other information contained in the Directors’ Report and consider whether it 1s consistent with
the audited financial statements This other infformation compnses only the Directors’ Report We
consider the implications for our report if we become aware of any apparent misstatements or matenal
inconsistencies with the financial statements Our responsibiities do not extend to any other
imformation

Basis of audit opinion

We conducted our audit In accordance with International Standards on Auditing (UK and Ireland)
1ssued by the Auditing Practices Board An audit includes examination, on a test basis, of evidence
relevant to the amounts and disclosures n the financial statements It also includes an assessment of
the significant estmates and judgments made by the directors in the preparation of the financial
statements, and of whether the accounting policies are appropnate to the company’s circumstances,
consistently applied and adequately disclosed

We planned our audtt so as to obtain all the information and explanations which we considered
necessary it order to provide us with sufficient evidence to give reasonable assurance that the
financial statements are free from matenal misstatement, whether caused by fraud or other iregulanty
or error In forming our opinion we also evaluated the overall adequacy of the presentation of
information in the financial statements




Independent Auditors’ Report to the Shareholders of
Angara Mining Plc (continued)

Adverse opinion on financial statements

The company has not complied with 5227 of the Companies Act 1985 or International Accounting
Standard 27 ("IAS27 - Consolidated and Separate Financial staternents”) which requires the parent
company to prepare consolidated financial statements for the year ended 31 December 2008

In wew of the effect of the fallure to comply with the Compamies Act 1985 or International Accounting
Standard 27 referred to above, in our opinion the financial statements

* do not give a true and fair view, of the state of the group’s affarrs as at 31 December 2008 and of
the group's loss for the year then ended,

* have not been properly prepared in accordance with International Financial Reporting Standards
(IFRS's) as adopted by the EU

With regards to the parent company’s financial statements, in our opinion they give a true and far
view, of the state of the parent company’s affars as at 31 December 2008 and of the parent
company's loss for the year then ended

Opinion on other matter prescribed by the Companies Act 1985

Notwithstanding our adverse opinton on the financial statements, in our opinion the informatton given
in the Directors' Report for the financial year for which the financial statements are prepared 1s
consistent with the financial statements

Emphasis of matter - Going Concern

We have considered the adequacy of the disclosures made In note 3{a) of the financial statements
conceming the uncertainty as to the continuation of the company as a going concern  The company
has net liabilities at 31 December 2008 of USD 19,969,770 but it 1s currently 1n an advanced stage of
negohating a transaction to sell the company's effective interest in its subsidianes, which will result in
the assignment of the Company's obhgation in respect of the convertible bonds and the corresponding
amounts due from its subsidianies These matters indicate the existence of a matenal uncertainty
which may cast significant doubt about the company’s ability to continue as a going concern  The
financial statements do not include the adjustments that would result if the company was unable to
continue as a going concem

Moo JbJur
St Paul's House
Warwick Lane Moore Stephens LLP
LONDON EC4M 7BP Registered Auditors

Chartered Accountants
7 Af’ '\ 2010




ANGARA MINING PLC
COMPANY BALANCE SHEET AS AT 31 DECEMBER 2008

(Amounts in US Dollars)

NON-CURRENT ASSETS

Property, plant and equipment

investment in subsidiary
undertakings

Total non-current assets
CURRENT ASSETS

Trade and other receivables
Cash and cash equivalents

Total current assets

Total assets

SHAREHOLDERS’ EQUITY
Share capital

Other reserve

Accumulated losses

Total shareholders’ equity
CURRENT LIABILITIES
Convertible bonds

Trade payables

Other payables

Total current tiabilities

Notes

1,6

10

Total liabilities and shareholder’s equity

2008 2007
2,731 6,136

- 4,045

2,731 10,181
53,957,984 47,780,248
1,836,016 4,073,123
55,794,000 51,853,371
55,796,731 51,863,552
80,000 80,000
1,574,925 1,574,925

(21,624,695)

{21,318,141)

(19,968,770) {19,663,216)
70,140,000 70,140,000
729,478 83,375
4,897,023 1,303,393
75,766,501 71,526,768
55,796,731 51,863,552

These figapcialptatements were approved by the Board of Directors and authonsed for 1ssue on
28l6 and were signed on their behalf by

J. Fairley
Director

The accompanying notes form an integral part of these financial statements




ANGARA MINING PLC
COMPANY INCOME STATEMENT

FOR THE YEAR ENDED 31 DECEMBER 2008

(Amounts in US Dollars)

Turnover
Net operating expenses

Gross profit

General and administrative expenses

Loss from operations

Bond redemption charge

Provision against investments in
subsidianes

Interest receivable

Interest payable

Loss before tax

Taxaticn

Net loss for the year

The accompanying notes form an integral part of these financial statements

Notes

30

1

22

12
13

14

2008 2007
360,000 360,000
(43,536) (39,680)
316,464 320,320

(1.637.680) (1.629,417)

(1,321,216)

{1,309,087)

(14,813,162)

(4,045) -
6,362,080 6,043,610
(5,335,307) (8,652,048)
(298,488)  (18,730,697)
8,066 -
(306,554)  (18,730,697)




ANGARA MINING PLC
COMPANY STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED 31 DECEMBER 2008

(Amounts in US Dollars)

Operating cash receipts
Operating cash payments

NET CASH USED IN OPERATING ACTIVITIES
CASH FLOWS USED IN INVESTING
ACTIVITIES:

L.oans 1ssued

NET CASH USED IN INVESTING ACTIVITIES
CASH FLOWS FROM FINANCING ACTIVITIES
Interest received

Interest pad

NET CASH (USED IN)FROM FINANCING
ACTIVITIES

Net (decrease)/increase n cash and cash
equivalents

Cash and cash equivalents, at beginring of period

Cash and cash equivalents, at end of penod

2008 2007
220,000 210,000
(1,014,107) (1,104,519)
(794,107) (894,519)
(38,000) -
(38,000) .
348,499 5,969,514
(1,753,499) (3,507,000)
(1,405,000) 2,462,514
(2,237,107) 1,567,995
4,073,123 2,505,128
1,836,016 4,073,123

The accompanying notes form an integral part of these financial statements

10




ANGARA MINING PLC

COMPANY STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2008

(Amounts in US Dollars)

Share Other Accumulated
Capital Reserve Losses Total
31 December 2008 80,000 1,574,925 (2,587,444) {932,519)

Net loss for the year - (18,730,697) (18,730,697)

31 December 2007 80,000 1,574,925 (21,318,141) (19,663,216)

Net loss for the year - {(306,554) (306,554)

31 December 2008 80,000 1,574,925 (21,624,695) (19,969,770)

The accompanying notes form an integral part of these financial statements

11



ANGARA MINING PLC

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2008
(Amounts in US Dollars)

1. THE COMPANY AND ITS OPERATIONS

Angara Mining plc (“Company”) was incorporated in England & Wales on 14 July 2005 and changed
its name to Angara Mining Limited on 20 July 2005 On 8 November 2005, the Company was re-
registered as a public imited company

The pnncipal activity of the Company I1s to act as a holding company for a group of companies
compnsed of the following entities ("Group™)

Name Country of incorporation Activity

Brownypool Trading Limited Cyprus Intermediary holding company
JSC “Vasilevsky Rudnik Gold Mine®  Russian Federation Gold mining

000 "Angara Management Russian Federation Management services

000 “Nord 2005" Russian Federation Security services

The Company has a 100% nterest in all of the compames listed above On 10 August 2005, the
Company acquired 100% of the equity of Brownypool Trading Limited, a company incorporated in the
Republic of Cyprus The cost of the investment was Cyprus Pounds 1,000, equivalent to
approximately USD 2,106 On 6 September 2005 Brownypool Trading Limited acquired the entire
issued share capital of JSC *“Vasilevsky Rudnik Gold Mine”, a Russian mining company for
approximately USD 19 millon At the end of 2005 JSC “Vasilevsky Rudnik Gold Mine” formed a
100% owned subsidiary OOC “Nord 2005" which it sold on 26 March 2009 in Aprl 2008 100%
subsidiary of “Angara Mining Pic" OOQ “Angara Management” was formed The cost of the
investment was 50,000 Roubles, equivalent to approximately USD 1,939

The Company’s ultimate beneficial owners are three private indwviduals Preys VY, Preys |V,
Golovinov PN These shareholders own 95% of the issued shares of Angara Mining plc The
remaining 5% are held by Kisa Trading Ltd, a company registered in the Bntish Virgin Islands

2. BASIS OF PRESENTATION

a) Accounting framework
These financial statements have been prepared in United States Dollars

These financial statements have not been prepared in accerdance with applicable Intemnational
Financial Reporting Standards ("IFRS”) as adopted by the EU The Company has not complied with
5227 of the Companies Act 1985 or International Accounting Standard 27 (*IAS27 - Consolidated and
Separate Financial statements™) which requires the parent company to prepare consolidated financial
statements for the year ended 31 December 2008, because consolidation of the Company's
subsidianes 1s considered not to be beneficial by the directors at this time  On completion of the
proposed transaction descnbed in the directors’ report and 1n note 3(a) to the financial statements, the
Company will be placed into a members voluntary liquidation as soon as possible

b) Estimates and assumptions

The preparation of financial statements requires the directors to make estimates and assumptions that
affect the reported amounts of assets and habiibes and the reported amounts of revenues and
operating costs dunng the reporting penod The most significant estmates relate to the carrying value
and depreciable lives of property, plant and equipment, allowance for doubtful accounts and deferred
taxation Actual results could differ from these estimates

¢) Segmental information

The business of the Company i1s conducted within one business segment, the provision of
management services to its subsidiary Accordingly no segmental analysis 1s provided

12




ANGARA MINING PLC

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2008
(Amounts in US Dollars)

2 BASIS OF PRESENTATION {CONTINUED)
d) Functional and presentation currency

The functional and presentation currency used In the preparation of these financial statements is the
United States dollar ("USD") The directors have determined the USD as the functional currency as
this represents the currency of the pnmary economic environment in which the Company operates In
making this assessment, the directors have considered the following matters

» The Company's revenues are invoiced in USD,
+ The Company's activity ts pnmanly financed by USD bonds

3. SIGNIFICANT ACCOUNTING POLICIES
a) Going concern

The Company 1s currently in default with respect to the redemption of the bonds  In order to increase
the level of turnover from its subsidiary to generate a positive cash flow from operations, additional
investment 1n the mines 1s required The directors are in discussions with the bondholders,
GazpromBank, and other parties that are intended to enable the default position to be rectified and for
additional working capital to be provided

The Company’s subsidiary, Brownypool Trading Limited, 1s in an advanced stage of seling its
shareholding In JSC “Vasllevsky Rudnik Gold Mine” — “VRG” as part of a proposed transaction
outlined beiow, which will result In the assignment of the Company’s obligatton In respect of the
convertible bonds and the corresponding amounts due from its subsidianes

GazpromBank, a Russian owned bank, and one of its wholly owned subsidianes will convert 100% of
the convertible bonds 1ssued by the Company in 2006 including accrued interest together with the
Company's loan provided to VRG in 2006, its Russian subsidiary, including accrued interest into a
majority shareholding in VRG The proposed transaction Is currently awaiting approval by the Federal
Antimonopoly Service of the Russian Federation and 1s expected to be completed before the end of
May 2010

The Directors have concluded that the circumstances above represent a material uncertainty that
casts significant doubt upon the Company’s and the Company’s ability to continue as going concern
Nevertheless, after making enquines, and considering the uncertainties described above, the directors
have a reasonable expectatton that the Company will have adequate resources to continue In
operational existence for the foreseeable future For these reascns, they continue to adopt the going
concern basis in prepanng the financial statements

If the Company was unable to continue as going concermn and were to prepare financial statements on
a break up basis, assets and liabilities would be stated at realisable value which would probably differ
significantly from the values as presented In these financial statements

b) Foreign currency transilation

Transactions denominated in currencies other than the USD (*foreign currencies”) are recorded in
USD at the average exchange rate for the year Exchange differences resulting from the settlement of
transactions denominated in foreign currency are included in the income statement

Monetary assets and habilittes denominated in foreign currency are translated into USD at the official
exchange rate at the balance sheet date Foreign currency gains and losses ansing from the translation
of monetary assefs and labiites are reflected in the income staterment

Non-monetary items and share capital are reported using the histoncal exchange rate that prevailed at
the date of the transaction

13




ANGARA MINING PLC

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2008
(Amounts in US Dollars)

3. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
c) Property, plant and equipment including mining property

Property, plant and equipment Is stated at historical cost less depreciation Cost included expendrure
that 1s drrectly attributable to the acquisition of the items

Depreciation 1s calculated to wnte off the cost less estimated residual values of these assets over therr
estimated useful economic hives by equal annual instaiments The principal rates are

Computer equipment 33%
Fixtures fittings & equipment 20%

Gains and losses ansing from the retirement of property, plant and equipment are included in the
income statement as \ncurred

d) Cash and cash equivalents

Cash compnises cash in hand and cash deposited in banks with a matunty penod of less than 3
months

€¢) Financing costs
Financing costs comprise interest payable on bank loans, bonds Interest payable 1s recognised n

profit or loss as It accrues, using the effective interest method unless such interest 1s attributable to
assets under construction and qualifies for capitahsation under IAS 23

f) Accounts receivable and prepaid expenses

Accounts receivable are recorded inclusive of value added taxes (VAT) which are payable to the tax
authonties upon collection of such receiwvables Trade and other recewvables, including prepaid
expenses, are adjusted with an allowance made for impairment, if any, of these receivables Such an
allowance for doubtful debts is estabhished if there 1s objective evidence that the Company will not be
able to collect all amounts due according to the onginal terms of the recevables

o) Accounts payable and accrued charges

Accounts payable are stated inclusive of value added tax which 1s reclaimable from the tax authonties
upon the later of receipt of goods and services or the payment of the associated payable

h) Pension and post-employment benefits

The Company has no pension obligations

i) Revenue recognition

Turnover 1s the total amount receivable by the Company for services provided, excluding value added

tax (“VAT") and trade discounts Tumnover excludes any applicable sales taxes Revenue from
services Is recognised as services are rendered

14




ANGARA MINING PLC

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2008
{Amounts in US Dollars)

3.  SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

i}  Financial instruments

The carrying amounts of financial assets and habilities (comprnsing bank and cash balances, trade
and other recewvables, trade and other payables and short and long-term borrowings) generally
approximate to their fair values at the date of the transaction Where the farr value of a financial asset
1s materially below the carrying amount, the carrying amount 1s written down to far value

k) Convertible bonds

The Company's convertible bond was initially recognised at far value, net of iIssue costs, and
subsequently measured at amortised cost Any difference between the proceeds, net of 1ssue costs,
and the redemption amount 1s recognised in the income statement over the pernod of the bond using
the effective interest rate method

The fair value of the lability portion of the converhble bond at inception was determined using a
market interest rate for an equivalent non-convertible bond The amount 1s recognmised as a liability on
an amortised cost basis using the effective interest rate method untl the bonds are exercised or
mature The equity portion of the convertible bond I1s recogruised separately within shareholders’
deficit

1} Taxation

Current tax 1s provided at amounts expected to be paid {or recovered) by using the tax rates and laws
that have been enacted at the balance sheet date

Deferred tax s provided in full on temporary differences which result in an obligation at the batance
sheet date to pay more tax, or a nght to pay less tax, at a future date, at rates that are expected to apply
when they crystallise based on current tax rates and law Temporary differences anse from the inclusion
of tems of ncome and expenditure in taxation computations in penods different from those in which they
are included in the finanoal statements Deferred tax assets are recognised to the extent that it 1s
regarded more likely than not that they will be recovered Deferred tax assets and habiltes are not
discounted

m) Investments

Investments in subsidianes are stated at cost less provision for any permanent dimimnution i value

n) Financial assets: Loans and receivables

Financial assets held by the Company include amounts recevable

Trade receivables and other receivables that have fixed or determinable payments that are not quoted
in an active market are classified receivables Amounts receivable are recognised and carned at
onginal invoice amount less provision for impairment Long-term receivables are recognised at far
value and subsequently measured at amortised cost using the effective interest method, less

proviston for impanment Interest income 15 recognised by applying the effective interest rate, except
for short-term receivables when the recogrition of interest would be immaterial

15




ANGARA MINING PLC

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2008
{Amounts in US Dollars)

3. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
o) Derecogmtion of financial assets

The Company derecognises a financial asset only when the contractual rights to the cash flows from
the asset expire, or it transfers the financial asset and substantially all the nsks and rewards of
ownership of the asset to another entity

p) Financial liabilities and equity instruments issued by the Company
Classification as debt or equity

Debt and equity nstruments are classified as either financial habiliies or as equity in accordance with
the substance of the contractual arrangement

Financial liabilitios

Financial habilities are classified as either financial labilities “at farr value through profit or loss
(FVTPL) or “other financial liabilities”

Other financial liabiltties

Other financial llabilibes, including borrowings, are mnibally measured at fair value, net of fransaction
costs Fair value 1s obtaned through discounting future cash flows at the current market interest rate
applled to financial instruments with similar terms Other financial habilities are subsequently
measured at amortised cost using the effective interest method, with interest expense recognised on
an effective yield basis Realised and unrealised gains and losses ansing from changes in the farr
value are included 1n the financial income or expenses in the income statement in the penod in which
they anse

The effective interest method 1s a method of calculating the amortised cost of a financial hability and of
allocating interest expense over the relevant period The effective interest rate i1s the rate that exactly
discounts estimated future cash payments through the expected Iife of the financial iabilty, or, where
approprnate, a shorter perod

Loans are classified as long-term labilities If they are expected to be realised in more than 12 months
of the balance sheet date If there ts an intention to dispose of loans within 12 months after the
balance sheet date, the carrying amount of loans less the appropniate adjustments may approximate
their fair value

Trade payables are not interest bearing and are recognised and carned at onginal invoice amount I
there 1s an intention to dispose of payables within 12 months after the balance sheet date, the
carrying amount of payables I1s approximating their fair value

Deracognition of financial liabilities

The Company derecognises financial habilities when, and only when, the Company’s oblhgations are
discharged, cancelled or they expire

16




ANGARA MINING PLC

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2008
{Amounts in US Dollars)

4, SIGNIFICANT JUDGMENTS AND ESTIMATES

The Company makes estimates and assumptions regarding the future Estimates and judgments are
evaluated based on prior expenence and other external factors Actual expenence may deviate from
these estimates and assumpticns The estimates and assumptions that have a stgnificant nsk of causing
a matenal adjustment to the carrying amounts of assets and labilities within the next financial year are
discussed below

Carrying Values of Loans to Subsidiaries

The Company monitors internal and external indicators of impairment relating to loans to subsidianes
Where there 1s an indication that the carrying of loans may have been impaired through events or
changes in circumstances a review will be undertaken of the recoverable amount of that loans which
will Involve estimates and assumptions to be made by management Actual results may vary from the
estmates, and the Company’s estmates can be revised in the future, either negatively or positively,
depending upon the outcome or expectations based on the facts surrounding each exposure

5. PROPERTY, PLANT AND EQUIPMENT

Office Office
equipment equipment
2008 2007

Cost
Asg at 1 January 10,925 10,925
Additions - -
Disposals - -
As at 31 December 10,925 10,825
Accumulated depreciation
As at 1 January 4,789 1,384
Depreciation charge 3,405 3,405
As at 31 December 8,194 4,789
Net book value at

31 December 2,731 6,136
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2008
(Amounts in US Dollars)

6. INVESTMENT IN SUBSIDIARY UNDERTAKING
Cost

Brownypool Trading Limited

000 “Angara Management’

Impairment in the year

At 31 December

7. TRADE AND OTHER RECEIVABLES

Amounts owed by subsidiary undertakings
Other debtors
Prepaid expenses

2008 2007
2,106 2,106
1,939 1,939
4,045 4,045

(4.045) -
- 4,045

2008 2007
53,928,840 47,721,054
20,826 47,809
8,318 11,385
53,957,984 47,780,248

Amounts owed by subsidiary undertaking include balance of a loan together-with accrued interest to
JSC “Vasilevsky Rudnik Gold Mine” under an intercompany loan agreement dated 10 Apnl 2007
Interest 1s charged at 13% per annum and 1s payable semi-annually in equal instalments or earlier at

the Company’'s request Repayment of the loan 1s due at the latest date of 10 Apnl 2010 The
Company has reached an agreement with bondholders to exchange irability on bonds to loan owed by
JSC “Vasilevsky Rudmk Gold Mine" as reported in notes 9 and 19

The recoverability of the amounts owed by subsidiary undertakings s dependent on the successful
negctiations with the bondholders which 1s disclosed in note 3(a)

8. SHARE CAPITAL

Ordinary shares of £1 each
Authornsed

Issued, aliotted and fully paid

31 December 2008 and 2007

Number of Shares £ UsSD
20,900 £50.000 80.060
50.000 £50,000 80,000
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2008
(Amounts in US Dollars)

9. CONVERTIBLE BONDS

2008 2007

Convertible bonds 70,140,000 70,140,000

The convertible bonds were 1ssued in Apnl 2007 They bear interest at 7% and are secured by
pledges over 27 55% of the ordinary shares of the main subsidianes of the Company, Brownypool
Trading Limited and JSC “Vasilevsky Rudnik Gold Mine”, The onginal agreement provided that should
the Company list ts shares before 10 February 2008 the bondholders would have the option of
converting to equity at a pnce between USD 2,498 and USD 3,758 per share (depending on the
Company's total value and proportionately reduced for future share 1ssues) Should the Company not
list its shares, the bonds would be redeemed at 140% of pnincipal value on 10 Apnl 2008

In March 2008 the Company renegotiated the agreement with bondholders The maturity date was
amended to 10 October 2008 Interest rate was increased up to 12% charged on nominal value of
USD 50,100,000 starting from April 2008 This deadline was also not met and the Company has not
redeemed the convertible bonds, and it i1s therefore in default The Company continued to charge
interest at 12% after default

An amount of USD 1,753,500 1s held in an Escrow deposit to be released only when the convertible
bonds are redeemed The deposit was released subsequent to the balance sheet

The Board as at 31 December 2007 assessed and concluded that no IPO would be completed by 10
February 2008 In the event that no IPO occurred hefore 10 February 2008, the bonds would have
been repayable on the Matunty Date at 140 per cent of therr principal amount As a result of this
assessment, full provision for repayment of 140% of the band, including penalties and interest, was
recognized tn the 2007 financial statements

The equity portion of the convertible bonds 1s recognised separately within shareholders’ deficit as
“other reserve”

Detaifs of the proposed restructuring are set out in note 3(a) and 19

10. OTHER PAYABLES

2008 2007
Interest on convertible bonds 4,360,073 778,265
Other creditors 536,950 525,128
4,897,023 1,303,393
11. GENERAL AND ADMINISTRATIVE EXPENSES
General and admimstrabon expenses consist of the following
2008 2007
Legal and professional fees 831,837 685,098
Bond issue and listing costs 461,603 643,000
Wages and salanes 207,090 76,373
Rent 121,752 124 355
Foreign exchange (gain)/loss {(65,057) 16,197
Other expenses 80,457 84,394
1,637,680 1,629,417
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FOR THE YEAR ENDED 31 DECEMBER 2008
(Amounts in US Dollars)

12. INTEREST RECEIVABLE

Interest on loan i1ssued to Vasilevsky Rudnik Gold Mine
Interest on loan 1ssued to 000 Angara Management
Other interest

13  INTEREST PAYABLE

Interest on convertible bonds

14. TAXATION

Current tax charge — under provision In prior
years

2008 2007
6,356,469 5,995,386
2,112 -
3,499 48,224
6,362,080 6,043,610

2008 2007
5,335,307 8,652,048

2008 2007
8,066 -
8,066 -

A tax reconciliation has not been included due to the taxable losses ansing during the year ended 31
December 2008 and 2007 No deferred tax asset has been recognised In respect of the carned
forward tax losses of approximately USD 18,970,013 ansing in the Company as the recoverability of

these assets in future periods i1s uncertain

15. RELATED PARTY BALANCES AND TRANSACTIONS

Company

JSC “Vasilevsky Rudnik Gold Mine”
Loan recewvable as at 31 December
Interest accrued as at 31 December
Interest charged during the year

Trade receivables as at 31 December
Revenue during the year

Brownypoo! Trading Limited

Receivable at 31 December

Paid on behalf of the Brownypool during the
year

000 Angara Management
Loan receivable as at 31 December
Interest recewvable as at 31 December

Management
Remuneraton of key members of
management

2008 2007
45,879,120 45,879,120
7,465,767 1,454,305
6,356,469 5,995,387
500,000 360,000
360,000 360,000
43,924 27,629
16,195 27,629
38,000 -
2,118 -
189,490 117,527

All companies noted above are subsidianes of the Company Certain members of the Board, including
the ultimate controlling shareholders, have provided services to the Company durning the year ended

31 December 2008 and 2007 for no consideration
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16. CURRENCY ANALYSIS
31 December 2008
Denominated in

GBP usD Total
Cash and cash equivalents 20,645 1,815,371 1,836,016
Trade and other recevables 29,142 53,928,840 53,957,982
Convertible bonds - {70,140,000) {(70,140,000)
Trade payables (729,478) - (729,478)
Other payables {536,950) {4,360,073) (4,897,023)
Total {1,216,641) {18,755,862) {19,972,503)

31 December 2007
Denominated In

GBP usbob Total
Cash and cash equivalents 51,431 4,021,692 4,073,123
Trade and other receivables 59,194 47,721,054 47,780,248
Convertible bonds - (70,140,000) (70,140,000)
Trade payables (83,375) - (83,375)
Other payables (525,128) {778,265) (1,303,383)
Total (497,878) {19,175,519) {19,673,397)

17. FAIR VALUE OF ASSETS AND LIABILITIES

The directors have assessed the fairr value of the financial assets and habilittes at the balance sheet
date In therr opinion, all financial assets and labiities stated in the balance sheet are recorded at
thew fair values, except for the convertible bonds At 31 December 2008, the far value of the
convertible bond amounted to USD 14 million, which 1s significantly less than the carrying amount of
USD 70 1 mithon

This represents a 80% discount compared to the carrying amount of the convertible bond, based on
management’s best estimate of the market conditions at the time, the aborted listing in 2008 and the
underlying uncertainty relating to the parent company’s only gold producing subsidiary  Without
additional iInvestment, it 1s expect that the subsidiary will not become profitable in the short term

18. AVERAGE NUMBER OF EMPLOYEES INCLUDING DIRECTORS
2008 2007

Average number of employees 9
19 EVENTS AFTER THE BALANCE SHEET DATE

Detalls of the Company's going concern consideration are set out in note 3(a) and of the bond default
are set out in note 9

The proposed transaction set out In note 3(a) 1s currently awaiting approva! by the Federal

Antimonopoly Service of the Russian Federation and i1s expected to be completed before the end of
May 2010
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20. FINANCIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT

Capital Risk Management

The Company’s objectives when managing capital are to safeguard the Company’s ability to continue
as a going concern in order to provide returns for shareholders and benefits for other stakeholders
and to optimuse the weighted average cost of capital and tax efficiency subject to maintaining
sufficient financial flexibility to undertake its plans

The capital structure of the Company at 31 December 2008 consists of cash and cash equivalents,
borrowings and equity attnbutable to equity holders of the parent, compnising 1ssued capital, reserves
and retained earnings

2008 2007
Share capital 80,000 80,000
Other reserve 1,574,925 1,574,925
Accumulated losses {21,624,697) (21,318,141)
Borrowings
- convertible bonds 70,140,000 70,140,000
Total capital 50,170,228 50,476,782

Significant Accounting Policies

Details of significant accounting policies and methods adopted, including the critena for recognition,
the basis of measurement and the basis on which income and expenses are recegnised, in respect of
each class of financial asset, financial hability and equity instrument are disclosed in note 3 to the
financial statements

Categories of Financial Instruments

2008 2007
Measured at Measured at
amortised amortised
cost cost
Loans and Loans and
receivables, recervables,
including cash including cash
Class/categories
Financial assets
Cash and cash equivalents 1,836,016 4,073,123
Trade and other receivables 53,928,840 47,721,054
Total financial assets 55,764,856 51,794,177
Financial liabilities
Trade and other payables (5,626,501) (1,386,768)

Borrowings
- convertible bonds
Total financial liabilities

(70,140,000)

(70,140,000)

(75,766,501)

(71,526,768)

All financial assets are not past due and do not have any collateral However, it 1s expected amounts
will be settled in ine with the proposed transaction reported in note 3{a) and 19

Financial Risk Management

The Company's activities expose It to interest rate nsk, foreign currency nisk, credit nsk and liquidity
nsk The Company’s overall nsk management programme focuses on the unpredictability of financial
markets and seeks to minimise potential adverse effects on the Company's financial performance

Interest rate risk

The Company Is exposed to interest rate nsk through the holding of cash and cash equivalents, and
borrowings This exposure 1s imited, as all of the Company's borrowings have fixed interest rates
attached, as do the majonity of cash and cash equivalents held by the Company
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20. FINANCIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT (CONTINUED)

Exchange rate risk

The Company undertakes certan transactions denominated in foreign currencies, namely GB Pounds
Stering and Russian Roubles, and 1s therefore exposed to exchange rate nsk associated with
fluctuations in the relative values of US Dollars, GB Pounds Sterling and Russian Roubles

Exchange rate nsks are mitigated to the extent considered necessary by the Board of Directors,
through holding the relevant currencies At present, the Company does not undertake any foreign
currency transachon hedging but it may do so n future for matenal transactions

The carrying amounts of the Company's foreign currency denominated monetary assets and
monetary liabilities at the reporting date are shown In note 16 The following table illustrates the
Company's sensitivity to the fluctuation of the major currencies in which it transacts A 5% movement
has been applied to each currency 1n the table below, representing management's assessment of a
reasonably possible change in foreign currency rates

2008 2007

Income statement 60,832 81,471

The Company’s income statements are not affected by fluctuation of the exchange rate of Russian
Rouble

Credit risk

The Company’s pnincipal financial assets are loans to subsidiaries and cash and cash equivalents,
compnsing current accounts, amounts held on deposit with financial inshtutions and investments m
money market and liquidity funds In the case of deposits and investments in money market and
hquidity funds, the Company 1s exposed to a credit sk, which results from the non-performance of
contractual agreements on the part of the counter party It 1s expected that the loan to JSC
“Vasilevsky Rudnik Gold Mine” will be exchanged for an obligation relating to the assignment of the
convertible bonds as part of the proposed transaction set out in notes 3(a) 9 and 19 The credit risk
on liquid funds held in current accounts, totaling USD1,836,016 at 31 December 2008 (2007
USD4,073,123), 1s imited because the counterparties are generally banks with high credit-ratings

Liquidity risk

Liguidity nsk 1s the nisk that suitable sources of funding for the Company's business activities may not
be avallable The Company believes it has access to sufficient funding to meet currently foreseeable
borrowings requirements by exchange of bonds to lean to subsidiary

Effective management of lquidity nsk has the objective of ensuring the availabiity of adequate
funding to meet short term requirements and due obligations as well as the objective of ensunng a
sufficient level of flexibility in order to fund the development plans of the Company's businesses

The table below analyses the Company’s financial iabilittes which will be settled on a gross basis on
the relevant matunty dates based on the remaining period at the balance sheet date to the contractual
maturity date The amounts disclosed in the table are the contractual undiscounted cash flows

Convertible Trade and
bonds other payables Total

31 December 2008

Less than 1 year 70,140,000 5,626,501 75,766,501
Total 70,140,000 5,626,501 75,766,501
31 December 2007

Less than 1 year 70,140,000 1,386,768 71,526,768
Total 70,140,000 1,386,768 71,526,768
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21. DIRECTORS’ AND KEY MANAGEMENT REMUNERATION

Aggregate remuneration, calculated in accordance with the Companies Act 1985, of the directors of
the Company was as follows

2008 2007

Emoluments 189,480 117,627

For 2008, a total of USD 59,266 (2007 USD 94,225) was attributable to the highest paid director In
respect of the aggregate amounts disclosed in the above table

22. LOSS FROM OPERATIONS

Loss from operations i1s stated after charging

2008 2007
Auditors’ remuneration
Statutory audit 26,000 124,473
Taxation services 29,973
Transaction based corporate finance services 273,694 -
329,667 124,473
Employee costs 2008 2007
Wages and salaries 232,240 110,569
Social security costs 18,386 5,484
250,626 116,053

The employee costs include Directors and Key Management remuneration included in note 21 The
average monthly number of employees (including directors) dunng the year employed in an
administrative capacity are disclosed in note 18

23. STANDARDS IN ISSUE NOT YET IN FORCE

In the current period, the Company has adopted ail of the new and rewised Standards and
Interpretations 1ssued by the International Accountng Standards Board (the IASB) and the
International Financial Reporting Interpretations Committee (IFRIC) of the |IASB that are relevant to its
operations and effective for accounting periods beginning on 1st January 2008 The adoption of the
Standards and Interpretations 1ssued by the 1ASB has not led to any changes in the Company's
accounting policies

At the balance sheet date, the following Standards and Interpretations were in 1ssue but not yet
effective

IFRS 8 QOperating Segments

IFRIC 13 Customer Loyalty Programmes

IFRIC 15 Agreements for the Construction of Real Estate
IFRIC 16 Hedges of a Net Investment in a Foreign Operation
IFRIC 17 Distnbutions of Non-cash Assets to Owners

Revised IFRS 2  Amendment relating to “Vesting Conditions and Cancellations”

IAS 32 &I1IAS 1 Amendments relating to disclosure of “Puttable Instruments and Obligations
Ansing on Liguidation”

Revised IAS 23  Borrowing Costs, Comprehensive reviston to Prohibit Immediate Expensing

Revised IAS 1 Presentation of Financial Statements, Comprehensive revision icluding
requinng a “Statement of Comprehensive Income”

Revised I1AS 39  Financial Instruments, Amendments for Ehgible Hedge Items
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24. STANDARDS IN ISSUE NOT YET IN FORCE (CONTINUED)

Revised IFRS 3  Business Combinations, Comprehensive revision on applying the Acquisition

Method
IAS 27, IAS 28 &
IAS31 Consequential Amendments Ansing from Amendments to [FRS 3
Revised IFRS 1 &
IAS 27 Amendments reiating to “Cost of an Investment on First-tirme Adoption”

The 2007 IASB improvements project was finalised «n May 2008 The 2007 changes impact over
twenty standards Improvement projects will now be an annual occurrence These changes are
effective for accounting pericds beginning on or after 1st January 2008 The directors anticipate that
the adoption of these Standards and Interpretations in future penods will have no impact on the
results and financial position presented in these financial statements other than substantial changes
to the disclosures required in the financial statements, as well as, changes In the presentation of
performance introduced by the revised IAS 1 which 1s effective for accounting penods beginning on
1st January 2009

The revised 1AS 1 will prohibit the presentation of items of income and expenses (that i1s, ‘non-owner
changes in equity’) In the statement of changes in equity, requining ‘non-owner changes In equity’ to
be presented separately from owner changes in equity All non-owner changes in equity will be
required to be shown In a performance statement, but entites can choose whether to present one
performance statement (the statement of comprehensive income) or two statements (the income
statement and statement of comprehensive income)} Where entities restate or reclassify comparative
information, they will be required to present a restated balance sheet as at the beginning of the
comparative penod in addition to the current requirement to present balance sheets at the end of the
current period and comparative penod The Company will apply IAS 1 (Revised) from 1st January
2009 The directors anticipate presenting a statement of financial position together with presenting
comprehensive income In two statements
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