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BOARD OF DIRECTORS' REPORT

Operations

Aladdin Qil & Gas Company ASA (hereinafter, "Aladdin® or “the Company”) is an independant Norwegian
exploration - and production company engaged In development and cperation of oil and natural gas
properties In Russia. The Company owns bwo entities 000 Geotechnologia and QOO0 Veselovskos
(ZA0D Omeftagas was sold in 2011, GO0 KOMI Drilling was liquidated in 2012), which hold exploration and
production licenses (hereinafter, "the Group®), Geotechnologia is located in the Timan Pechora region and
owns three production ficenses (one for West Ukhtinskoye and two for Middle Sedyelskoye) and one
exploration license (Middle Sedyelskoye), 000 Veselovskoye holds five production licenses located in the
Orenburg area. The local head offices are located In Ukhta and Orenburg. The Group's headquarters are
lacated in Osko, Morway.

The Company's goal is to become a significant producer of oil and gas in Russia and the former Soviet
Lnbon.

Highlights 2012

In the baginning of 2012 the Group put one more well (TVDE) on stream in Ukhta increasing the preduction
to 120-130.000m3/day combined from 3 producing gas wells. Well #12 was drilled in September and started
producing at the end of the year.

Tha Initkal loan of MUSD 7.6 from Watarfard Finance and Investment Lid was increased by MUSD 2.5 in
2013 and expiration date extended to February 2014, The funds will be spent on 2013 work program and
warking capital.

Wells #96 and #57 sidefracks have been drilled in Orenburg, started producing oil. Well #57 stable daily rate
is about 110 bbd of oil, well #36 was stopped due to low aconomical profile.

Financial statements 2012

Aladdin prepares and presents its sceounts in accordance with Simplified International Financial Reporting
Standards {IFRS). The Board of Directors and the CEO considers the statements and carrespending notes
presented in this report to give a correct and accurate summary of the Company's operations and position at
of 31 December 2012 Aside from the amendment to the existing loan agreement with Waterford Finance &
Investment Ltd. there have not been any events after year-end which may alter the figures presented or the
position of the Company

Consolidated year ended 2012 Group operating revenues amounted to MNOK 31.8 compared 1o MNOK 22.0
in year ended 2011, The increase is due to new wells in production and higher gas prices. For the period
ended 31 December 2012 the Group Incurred a loss of MNOK 88.68 (year ended 2011: MNOK 103.6). The
loss s reduced by 15.0 MNOK compared to year ended 2011 due to increase in revenue and reduction in
genaral and adminisirative costs.

The Group's net working capital is negative with MNOK 55.2 {(2011; MNOK positive 5.7). Available cash and
cash equivalents as at 31 December 2012 wera MNOK 2.1. The Group's current interest-bearing debt at the
reporting period ended 31 December 2012 was MNOK 50,7

As at 31 December 2012, the Group had total assets of MNOK 153.3. The Group had total capital of
MNOK 153.3. Total equity amaunted to MNOK 60,2, which is equal to an equily ratio of 54%.

The Group's net cash flow from operations amounted to minus MNOK 29.4. The main reason for the
difference between the Groups's operating profit and net cash flow from operations is impairment recagnised
in year ended 31 December 2012, The Group's total capital investments were MNOK 26,0 for year ended
31 December 2012.

The parent Company, Aladdin Ol & Gas Company ASA, had a net loss for year ended 31 December 2012 of
MMNOK 99.0 mainly caused by impairment of MNOK 118.4



Board of directors and key management personnel changes

During 20112 Elnar Lyche and Katherine Stevring resigned from the board. Chief Operatonal Officer Espen
Glende lkaft the company in 2012, The resignations were mutually agresd by the parties and of Aladdin taking
steps to cut costs.

Gender eguality

Out of the 68 employees in the Group as of year-end 2012, 17 are women. Women are represented in the
board members in Aladdin. The Company is trying to recrult women to Group management positions.
Women are well represented in the Group, There are no significant differences in employee benefils
between men and women.

Waorking conditions

Safe working conditions are a fundamental prerequisite for the future growth in the Aladdin Group. The board
and the CEO consider the working conditions In the Group to be satisfactory. No serious accidents resuling
in major personnel injuries or material damage have been reported in year ended 2012, In 2012 sickness
abzence was 4.5% (2011: 1.8%).

Research & development activities
The Group has not undertaken any research - and development (RED) activities in year endad 2012
Anti-discrimination

The discrimination act's purpose is to promote equality, ensure equal opportunities and rights, and prevent
discrimination. The Group is working actively, targeted and planned fo promote this in all of the Group's
activities. The activities include recruitment, salary — and working condition, promotion, development and
protection against harassment,

The Group is working actively and targeted for designing and facilitating the physical conditions, so that the
Company's various functions can be used by so many people as possible. For employees or applicants with
disabilities it will be made individual arrangamants.

The external environment

Aladdin Oil & Gas Company ASA is through its subsidiares OO0 Geotechnologia and OO0 Veselovskoe an
oparator of the Group's oil fields in Russia. During drilling, the responsibility for the well may be transferred o
a subcontracter (drifling company) which holds full responsibility for the operations and any repoding to
Russian authorities until the well is finished. When a well is finished and ready for production, the
responsibility of the well is transferred back to the operating entities. The Board is very aware of tha
importance in finding industrial solutions pratecting the extamal environment and ensuring the companles co-
existence with other important industries. The Company upholds the laws and regulations applying in Russia
at-all ime. Mo environmental incidents have bean reported for Year ended 2012 or to date.

Financial risk

Mainly, the Group is exposed to currency risk, price risk and liquidity risk. The Group seeks to achleve an
acceptable risk level within these areas. As to interest rate risk, the company's lean has fixed Interest rates,
and is therefore considerad being low risk. The loan is however in USD and this represents a currency risk,
The funclional and presentation currency for Aladdin Qil & Gas Company ASA Is Norwegian kroner, while
the Russian subsidiaries have income and expenses in roubles and inter-company loans in LS dollars and
roubles, The Group is therefore exposed to currency risk, Due lo the facl that Russian Rouble and
Norwegian Kroner are relatively stable currencies, both correlated with the oll prices, the Group uses no
derivative financial instruments to hedge the currency risk exposura.

The Group's gross Income is exposed to price risk due to oil price fluctuations. However, the net income is
sisbiect to Russian duties and taxes which are progressive relative to the oil price and therefore limits the
Group's overall exposure to this risk. A substantial or extended decling in oil price would have a matenal
advarse affect for us. Historically, the price of oil has fluctuated in response to changes in external factors,

Thea accempanying notes ae an inbagral par of these consalidaled financial sistermants
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The Group is exposed to risk since it doas not contral these factors.,

As to liquidity, the Group Is In a development phase, and the access 10 NECEssary funds ks considered a risk
factor with regards to the future funding of the company, which is planned fo be covered through a
combination of loans and equity. The initial loan of MUSD 7.6 was increased by MUSD 2.9 and expiration
date extended to February 2014, The Group's ability to repay or refinance the loan represents a risk.

The Group estimate to have a positive EBITDA in 2013, This will reduce to ongoing cash deficit and reduce
liquidity risk going forward. However in the current situation our analysis concludes that the Group will need
additional funding before the loan from Waterford Finance & Investment Lid expires. The Company and the
Board is currently working o address this matter.

Cperational risk

Aladdin is exposed to operational and technical risk during drilling and production activities on the company's
licenses in Russia. Technical risk inhered in the operations as well as risk of equipment being delayed and
contractors failing operations may cause delays of operations. Similar cost can increase due to the high lewvel
of activity and pressure in the industry. In shallow areas low pressure is & technical challenge. In 2012
Aladdin's oil production license Veinskoye and oil production license for Besedenskoe were extended for
20 years. Exploration Middle Sedyelskoye licence will expire in 2013, howaver the Company will apply for
extensian of the license. There are operational risks associated with such extension processes for Aladdin as
well as for ather operators in Russia. Aladdin fails to be in compliance with all license obligations for several
licenses which may cause additional risk related to its licenses. See note 18 for more detailed infarmation on
the licenses,

Political risk

It is still recagnized to be a significant political risk related to foreign investments in Russia. Oxford Analytica
and ADN have recently ranked Russia in the category "medium risk”. Oil companies in Russia have been
subject to high taxation over the last years. Mineral extraction tax (NDPI) will be Increased starting from July
2013 with introducing new formula for natural gas producers.

Business athics

Aladdin has adopted a policy that all activities and operations are to be conductad in a professional and safe
manner, without injuries on human beings or environmental damage. Training and exercises are important
measures o achieve such, Aladdin supports honesty and trustful relationships with our business pariners as
well as the local community where we operate and has 2ero tolerance for corruption.

Going Concern

The Board of Director's intention 15 to maintain the Company as geing concern and the financial stalements
have been prepared based on the going concesn assumption, The initial loan of MUSD 7.6 fram Waterford
Finance & Investment Ltd was extended to February 2014 in January 2013, Waterford Finance & Investment
Ltd. increased its credit facility by a further MUSD 2.8 to finance the approved work program. The Board of
Directors is of the opinion that necessary funds will be available for the Company and the Group will continue
a3 going concarm.

At the same time the Board of Directors stresses there are uncertainties related to obtaining future financing
and thereby the Groups ability to continue as going CONGCETT.

Outlook

The Company's goal for the oil production in Orenburg during 2013 Is to make stable production at tha
current level during the year and maintain waler injection, if necessary.

The Company aim at gas production in Ukhta — stabilize production at the 750 boepd level by end of 2013.
A saismic program is akso being camried out to further explore and appraise the kcense.

The financing of these operations is expected to be a combination of debt - and equity ssues.

The accompenying noles ane an infegral par of thess carsolidated financial stalements
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Parent company accounts and the coverage of the loss for the year

The profit and loss account for the parent company Aladdin Oil & Gas Company ASA showed 3 loss for Year
ended 31 December 2012 of MNOK 980 due to impairment of MNOK 118.4. The Board suggests
accumulated losses comprising current year |loss and prior retained eamings (losses) to be coverad by other
pald-in capital. Unrestricted equily at 31 December 2012 amounds to NOK 0.
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Frederick Matihew Thomas Pnnﬂgpa;- Bikhall Abrawtdinoy
Chaimman of the Board Boerd Member
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Aladdin Oll & Gas Company ASA

Consolidated Statement of Comprehensive Income for the year ended 31 December 2012

Year ended Year ended
(Thousand NOK) Mote 31 December 2012 31 December 2011
OPERATING REVEMUE AND OPERATING EXPENCES
Rensaniig 31,804 21,584
Production costs 3 21,284 -18,125
Gross profit 10,530 3,859
Exploration cost expensed -18,814 =18, 538
Salaries 15 A7 581 -16,150
Ganeral and administralive expenses 4 -11,408 -18.828
Operating loss before depreciation and impairment 37,263 =50, B&T
Ordinary degpreciation G =T 564 -4 530
Irnpalrrent G =35,714 45,838
Oparating loss -B0,543 -102,244
FINAMCIAL INCOME AND FINANCIAL EXPENCES
Inferest income a0 1ED
Inferest eqpenses -4 663 4087
Foreign exchange gain f {loss), nel 6,085 -4 288
Other financial income ! {expense) 2,706 .
Financial items, net -B,B26 8,175
Lass before income tax -84, 369 =110,421
Imaime tax benefit [ {axpense) & Tas 6817
Loss for the period -88,583 103,604
Other comprehensive income
Effect of translation to presentalion curmency B T4 =364
Other comprehensive incomae for the year, net of tax T.429 =364
Total comprehensive incomae for the year -B1,162 -103,868
Waighled average number of ordinary shares - basic 13 G4.081.336 53,080,011
Waeighted average number of ordinary shares - dilufed 13 54.081,338 B4 294 549
Loss per ordinary share - bask 13 -1.38 -1.82
Loss per ardinary share - diluted 13 -1.38 -1.91
Taotal comprehanshid income per share - basic 13 e A4
Total comprehensive income per share - diuted 13 Aoy 4457

The accompanying noées are an integral part of thess consolidaled financial statamends
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Aladdin Qil & Gas Company ASA

Consolidated Statement of Financial Position as at 31 December 2012

( Thowsand NOK) Mote 31 December 2012 31 December 2011
ASSETS

Hon-current assets

intangible assats

Licanses B 102,821 115,363
Exploration and evaliation assets B 0,323 16,031
Total intangible assets 112,144 134,384
Tangible fixed assets

Oil and gas propery 3] 33,086 a5 134
Other propedy, plant and equipment & 1,066 2,138
Total tangible fixed assets 34,152 37272
Total non-current assels 146,295 166,656
Currant assets

Inventones a Taz 1,111
Trade receivablos B 1.718 &03
Other receivables B 2 400 3,753
Cash and cash equivalents 7 2107 16,634
Total current assets 7.008 21,30
TOTAL ASSETS 163,304 189,957
SHAREHOLDERS EQUITY AND LIABILITIES

Shareholder’s aguity

Paid-in capital

Share capital 10 16,0:0 256,325
Cither paid-in capilal 70,434 -
Total paid-in capital BE 454 256,325
Retained gamings

Effect of transladion 1o presentaticn currency =TT B e
Retsined eamings and olher reserdes -25.513 108,801
Total retaingd samings -26,284 =114, 583
TOTAL EQUITY BO,170 141,332

The socompanying nedes & an integral part of these sonscldeied finencial stabements

Fage B



Aladdin 00l & Gas Company ASA
Consolidated Statement of Financial Position as at 31 December 2012

{Thausand NOK) Note 31 Docember 2012 31 December 2011
Liahllitles

Maa-curren liabilities

Deferad moome fax labilibes ] 20,578 23,134
Agzels redirement obligation 12 10,342 10,865
Total provision for liabilities and charges Jo.518 34,000
Current llabilities

Shart-lerm lcans 14 50,773 4,829
Trade accounts payalils 4 GEA 4,201
Other Exes payakile 2667 2870
Cilher payabias 3088 2535
Total current Habilities 62,218 14,625
TOTAL LIABILITIES 93,134 48,626
TOTAL SHAREHOLDER'S EQUITY AND LIABILITIES 153,304 189,957

Landan, June o3

Fraderick Hntﬂm'?h:n:::#:b Mikchedl Alyautdinow

Chalrman of the Baard Board hiarmiber

1

i { Ij -:' '
¥, .II'.\._:.".I-' a’?}: I‘ -.r;ll,.r-l rl':_lll 1: J___.-'

Guzel Mouksinova Alaxny Hrﬁgkuv
Baoard Mambar Chiaf Exacutive Officar

The gecomparying nofes are an inlegral par of these consolidated Minancial slalemenls
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Aladdin Ol & Gas Company ASA

Consolldated Statement of Cash Flows for the year ended 31 December 2012

Year anded Yaar ended
{Thausand MNOH) Hote 31 December 2042 3 December 2011
CASH FLOWS FROM OPERATING ACTIVITIES: 89,368 -110,421
Loas before intome ax
Depreciation B 7,566 4,540
Inpsairmant B a6, 714 46,834
(Gabn from disposal of other assels 4 37
Finance axpense, nel 4 532 2418
Foreign exmchange loss, met §.085 4,261
Effect of share optian programmes 10 - 2182
Oiher -1,265 3,845
Operating cash flows before working capital changes and
income tax paid -35,729 -46.573
Working caplial changes 12,742 -10.815
Met cash used in operating activities -29, 3158 -57.684
CASH FLOWS FROM INVESTING ACTIVITIES:
Exploration and evaluation assets and oil and gas properties -26,029 -B.BO3
Interest recaiad 170
Met cash used in investing activities -26,0249 8,633
CASH FLOWS FROM FINAMCING ACTIVITIES:
Proceeds from bodrowings 14 42158
Interest paid = 2,882
Proceeds from share isswes = 51,174
Met cash generatad by financial activities 42,198 7B, 252
Foredan exchangs losses on cash balances -530 2,584
Change in cash and cash equivalents A3TET 11,377
Cash and cash equivalents at the beginning of the period 7 15,834 & A5T
Cash and cash equivalents at the end of the period 7 2,107 15,834

The accomparnying notes gfe an integral part of hess consolidated financial slalamants
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Aladdin Oil & Gas Company
Notes to the Consolidated Financial Statements for the year ended 31 December 2012

Mote 1. Accounting policies and effect of new accounting standards

Aladdin Oil & Gas Company ASA Is a public limited company incorporated in Morway. The company's main
office s located in Bryggetorget 1, 0250 Oslo. The list of subsidiaries is presented in Note 2.

Basis of preparation and going concern. These consofidated financial statements of
Aladdin Oll & Gas Company ASA (hereinafter, “the Company” or ‘the Parent Company’) and its subsidiaries
{together referred to as "the Group') have been prepared in accordance with the Norwegian Accounting Act
§3-9 and the rules for simpiified IFRS passed by the Norwegian Finance Minisiry 21 January 2008, This
implies that recognition and measurement mainly is performed according to International Financial Reporiing
Standards (IFRS) and presentation and notes to the financial statements are according to the Norwegian
Accounting Act and Norwegian generally accepted accounting standards.

All fransactions and balances between subsidiaries are eliminated. The financial statemenls are based on
the financial statements of the individual entities which have been prepared using the same accounting
palicies, All entities have the same reporting date, 31 December 2012,

These consalidated annual financial statements were prepared on a going concemn basis. There is as at the
date of these financial statements a reasonable expectation that the Group will have adequate rescurces fo
confinue In operation for the foreseeable future and will be able lo realize its assets and discharge its
liabilities in the normal course of business. Thus the going concern basks of accounting has been adopted in
preparing the financial statements

At the same time the Board of Directors stresses thare are uncertainties related to obtaining future financing
and thereby the Groups ability to continue as going concern.

Forelgn currency. The Morwegian kroner (NOK) are the presentation currency for the Group's operations
and functional curency of the Parent Company. The individual financial statements of each of the
campanies within the Group are prepared in the currency of the primary economic environment in which it
operates (its functional currency). Financial statements of the Russian and Cyprus subsidiaries are
measured in Russian Roubles and United States Dollar respectively

In preparing the financial statements of each individual group entity, transactions in currencies other than the
entity's functional currency (foreign currencies) are recognizad at the rates of exchange prevailing at the
dates of the transactions. At the end of each reporting period, monetary items denominated in foreign
currancies are retranslated at the rates prevailing at that date. Nan-monetary items carried at fair value that
are denominated in foreign currencies are refranslated at the rates prevailing at the date when the fair value
was determined. Non-monetary items that are measurad in terms of historical cost in a forefan currency are
not retranslated.

Exchange differences on monetary items are recognized in profit or loss In the penod in which they arise
except for
« exchange differences on foreign currency borrowings relating to assets under construction for future

productive use, which are included in the cost of those assets when they are regarded as an
adjustment to interest costs on those foreign currency borrawings;

s exchanga differences on fransactions entered into in order 1o hedge certain foreign currancy risks;

For the purposes of presenting consclidated financial statements, the assets and liabilities of the Group's
foreign operations are translated into currency units using exchange rates prevailing at the end of each
reporting period, Income and expense items are translated at the average exchange rates for the period,
unless exchange rates fluctuate significantly during that periad, in which case the exchange rales at the
dates of the transactions are used. Exchange differences arising, if any, are recognized in equity.

On the disposal of a foreign operation {i.e. a disposal of the Group's entire interest in a foreign operation, or
a disposal involving loss of control over a subsidiary that includes a foreign operation, & disposal Iralving
loss of joint control aver a jointly controllad entity that includes a forelgn operation, or a disposal Involving
loss of significant influence over an associale that includes a foreign operation), all of tha exchange
differences accumulated in equity in respect of that operation attributable 1o the cwners of the company are
reclassified to profil or loss

Exchange differences on intercompany transactions with the predetermined maturity dates are recog nized in
income statement of the subsidiary which currency is other than the Parent's functional currency. If the
intercompany balances are not expected o be repaid, exchange differences are recognized in equity.

Goodwill and fair value adjustments on identifiable assets and liabilities acquired arising on the acquisltion of
a foreign operation are treated as assets and labilites of the foreign operation and transkated at the rate of

The accompanying noles ara an integral par af ikese consolidatad financial stalements
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Aladdin Oil & Gas Company
Motes to the Consolidated Financial Statements for the year ended 31 December 2012

exchange prevailing at the end of each reporting period. Exchange differences ansing are recagnized in
equity.
Summary exchange rates used for translation are provided below.

3 December 2012 31 December 2011

Exchange rate as at reporting date

Russian Roublea/NOK 5453 5.364
Russian Roubles/USD 30,373 32 146
MOKILUSD GAEZ 5.993
Average exchange rate

Russian RoublesMNOK 5.223 5.241
Russian RoublesUSh 31074 20,387
MOEUSD 5817 5607

Property, plant and equipment. Property, plant and equipment are recorded al histarical cost of
acquisition and adjusted for accumulated depreciation, depletion and impairment, All subssguent additions
are recorded at historical cost of acquisition or construction and adjusted for accumulated depreciation,
depletion and impalrment. The cost of property, plant and equipment includes provisions for dismantlement,
abandonment and slte restoration.

The Group accounts for exploration and evaluation activities in accordance with [FRS &, Exploration for and
Evaluation of Mineral Resources. Geological and geophysical exploration costs are charged against income
as incurred. Costs directly associated with an exploration well are initially capitalised as an exploration and
evaluation assets {E&E) until the drilling of the well is complete and the results have been evaluated. If oil
and gas are not found, the exploration expenditure is written off as a dry hole. If oil and gas are found and,
subject to further appraisal activity, which may include the drilling of further wells {exploration or exploratony-
type stratigraphical test wells), are likely to be capable of commercial development, the costs cantinue to be
carried a5 an asset. All such carried costs are subject to technical, commercial and management review at
least once & year to confirm the continued intent to develop or otherwise extract value from the discovery
When this is no longer the case, the costs are written-off. When proved reserves of oil and natural gas are
determined and development is sanctioned, the relevant expendilure is transferred to the ail and gas
properties and an impalrment review of the property is undertaken al that Himz.

Development and production assets are accumulated generally on a field-by-field basis and represent the
cost of developing the commercial reserves discovered and bringing them to production togethar with
E&E expenditures incurred in finding commersial reserves and transferred from the E&E assets described
ahove. The cost of development and production assets also include the costs of acquisitions and purchases
of such assets, directly atiributable overheads, finance costs capitalised and the cosis of recognising
provisions for future restoration and decommissioning.

Depletion of capitalized costs of proved oil and gas properties is calculated using the unit-of-production
method for each field based upon proved reserves for properly acquisitions and proved developed reserves
for developmeant costs.

Depreciation of non-gil and gas property, plant and equipment is calculated using the siraight-line method
ower their estimated remaining useful lives.

Useful lives of the assets that are depraciated by the straight-line method, in years, were as follows!
Type of facility ‘fears

‘Other property, plant and equipmeant 315

Gains and losses on disposals are determined by comparing the proceeds with the carrying amount and
are recognised within ‘Other expense’ in the consolidated statement of comprehensive Income

Licenses. The Group measures licences at cost less accumulated amortisation and Impairment losses.
Licences are amortised using the unit-of-production method far each field based upon proved reserves for

property acquisitions.

Provisions. Provisions are recognized when the Group has a present legal or constructive obligation as a
result of past events and when it is probable that an oufflow of resources embodying economic benefits will
be required to settle the obligation, and a reliable estimate of the amount of the ohligation can be made.

Provisions, including those related to dismantlement, abandonment and site restaration, are evaluated and
re-estimated annually, and are included In the consolidated financial statements at each reparting date at ihe
present value of the expenditures expected 1o be required to seftle the obligation using pre - lax discoumnt

The socompenying nabas are an infegral par of thase cansslidated financial stalements
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Aladdin Oil & Gas Company
Naotes to the Consolidated Financial Statements for the year ended 31 December 2012

rates which refiect the current market assessment of the time value of money and the risks specific to the
liability.

Changes in provisions resulting from the passage of fime are reflected in the consolidated statement of
somprehensive income each year under financial items. Other changes in provisions, relating to a change in
the expected paftern of settlement of the obligation, changes in the discount rate or in the estimated amount
af the obligation, are treated as a change in accounting estimate in the period of the change. Changes in
provisions relating to dismantlement, abandonment and site restoration are added to, or deducted from, the
cost of the related asset in the current pericd. The amount deducted from the cost of the asset should not
axceed its camying amount. If a decrease in the lability exceeds the camying amount of the assel, the
@¥Ccess is recognized immediately in profit or [oss.

The provision for dismanilement liability is recorded on the consolidated statement of financial position, with
a carresponding amount being recorded as part of property, plant and equipment

Impairment of assets. Asseis that are subject to depreciation and depletion are reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount may not be recoverable. An
impairment loss is recognized for the amount by which the asset's carrying amount exceeds its recoverables
amount. The recoverable amount is the higher of an asset's fair value less costs to sell or value in use. For
the purposes of assessing impairment, assets are grouped by license areas, which are the lowest levels for
which thera are separately identifiable cash flows (cash-generating units).

Inventories. Inventories are recorded at the lower of cost and net realisable value. Cost of inventory is
determined on the weighted average basis. Nel realisable value is the estimated selling price in the ordinary
course of businass, less selling expenses,

Aceount receivables. Account receivables and other current receivables are recorded in the consolidated
balance sheet at nominal value less provisions for expected losses. Provisions for expected losses are
based an individual assessments of the each recenable.

Cash and cash equivalents. Cash and cash equivalents includes cash in hand, deposits held at call with
banks, and other short-tarm highly liquid investments with original maturities of three months or less.
Restricted cash balances are presented separately from cash avallable for the business to use until such
lime as resirictions are remaoved.

Value added tax. Output value added lax related to sales is payable to tax authorities on the earlier of (a)
collection of receivables from customers ar (b) delivery of goods or services lo customers. Input VAT is
generally recoverable against output VAT upon receipt of the VAT Invoice. The tax authorties parmit the
sellement of VAT on a net basis. VAT related to sales and purchases is recognized in the consolidated
balance sheet on a gross basis and disclosed separately as an assst and liability. Where provision has been
made for impaiment of receivables, Impalrment loss is recorded for the gross amount of the debtor,
including VAT.

Borrowings. Barrowings are recognized initially al the fair value of the fiability, nel of transaction costs
incurred. In subsaguent periods, borrowings are stated at amortised cost using the effective yiekd method;
any differance belween amount at initial recognition and the redemption amount i recognized as interest
expense over the period of the borrowings, Borrowings are classified as current liabilities unless the Group
has an unconditional right to defer settlement of the lability for at least Year ended after the reporting date.

Borrowing costs directly attributable to the acquisition, construction or production of assets that necessarly
take & substantial time to get ready for intended use or sale {qualifying assets) are capitalised as part of the
costs of those assels

The commencement date for capitalisation is when (a) the Group incurs expenditures for the qualifying
assel; (b) it incurs borrowing costs; and {c) it undertakes activities that are necessary to prepare the assel for
its intended usa or sale.

Capitalisation of borrowing costs continues up to the date when the assets are substantially ready for their
use ar sake.

The Group capitalises borrawing costs that could have been avoided if it had nol made capital expenditure
on qualifying assets. Bormowing costs capitalised are calculated at the group's average funding cost (the
waighted average interest cost is applied to the expenditures on the qualilying assets), except to the exlent
that funds are borrowed specifically for the purpose of ebtaining a qualifying asset. Where this occurs, aciual
borrowing costs incured less any investment income on the temporary investment of these borrowings are
capitalized.

Warrants. Warrants are equity instrument that allow the holder to subseriba for or purchase a fiked numbaer

The accompanying nales are an integral pan of these consalidated financial slalements
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of non-puttable ardinary shares in the issulng entity in exchange far a fived amount of cash or another
financial asset. Warrants are initislly recognized at fair value less issue cost as part of equity.

Prepayments. Prepaymants are carried at cos! less provision for impairment. A prepayment is classified as
nan-current when the goods or services relaling to the prepayment are expacted to be obtainad after ona
year, or when the prepayment relates to an asset which will itself be classified as non-current upon frvitial
recognition. Prepayments to acquire assets are transferred fo the carrying amount of the asset once the
Group has obtained control of the asset and it is probable that future ecanomic benefits associated with the
asset will flow to the Group. Other prepayments are written off to profit or loss when the goods ar services
relating to the prapayments are received, If there is an indication that the assels, goods or services relating
to a prepayment will not be received, the carrying value of the prepayment is written down aecordingly and a
correspanding impalrment loss is recognized in profit or loss.

Revenue. The Group recagnizes revenus when the amount of revenue can be rellably measured and i k=
probable that economic benefits will flow to the enlity, typically when oil and gas are dizpatched o customears
and title has transferred. Gross revenues exclude value added taxes, Sales of the Group are only perfarmed
in the Russian Federation. The Group sells oil and gas in a single geographical area, which is the Russlan
Federation

Options. Equity-settled share-based payments are measured at the fair value of the equity instruments at
the grant date, Detsils regarding the determination of the fair value of equity-seliled share-based
transactions are sef out in Nota 10.

The fair value determinesd at the grant date of the equity-settled share-based payments s expensed on a
straightJine basis over the vesting pericd, with & coresponding increase in equity. At the end of each
reporting period, the Group revises iis estimate of the number af equity instruments expacted to vest The
impact of the revision of the original estimates, if any, is recognized in profit or loss such that the cumulative
expensa reflects the revised estimate, with a coresponding adjustment to the equity.

Incoma taxes. Income taxes have been provided for in the financial statements In accordance with
legislation enacted or substantively enacled by the end of the reparting period. The income tax charge
comprses current tax and deferred tax and is recognised in profit or loss for the year except if It is
recognised in other comprehensive income or directly in equity because it relates to transactions that are
also recognised, in the same or a different period, in other comprehensive income or directly in equity.

The tax currently payable |s based on taxable profit for the year, Taxable profit differs from profit as reported
in the income statement bacause it excludes fems of income or expense thal are taxable or deductible in
other years and it further excludes items that are never taxable or deductible. The group's liability far currant
tax is calculated using the applicable tax rate that has been enacted or substantively enacted by the end of

the: reporting pericd.

Deferred tax is recognised on temporary differences belween the carmying amaunts of assets and liabilities
in the financial statements and the comresponding tax bases used in the computation of taxable profit
Daferred tax fabilities are generally recognised for all laxable temporary differences, and deferred lax
assets are generally recognised for all deductible temporary differences to the extent that it is probable that
taxable profits will be available against which those deductible temporary differences can be utilised, Such
defarred tax assets and liablities are not recegnised if the temporary difference arises from goodwill or from
the Initial recognition (other than in a business combination) of other assets and liabilities in a transachan
that affects neither the taxable profit nor the accounting profit The carrying amount of deferred tax assels
are reviewed at the end of each reporting period and reduced to the extent that it Is no longer probable that
sufficient taxable profits will be available to allow all or part of the asset to be recovered.

Deferred tax assets and liabiltes are measured at the tax rates that are expected o apply in the period in
which the liability is settied or the asset realised, based on tax rates and tax laws that have been enacted or
substantively enacted by the end of the reporting period. The measurement of deferred tax liabilities and
assats reflects the tax consequences that would follow from the manner in which the group expects, &t the
and of the reporting period, to recover or settie the carrying amount of its assels and liabilities

Deferred tax assets and liabilitles are offset when there is a legally enforceable right to set off current tax
assels against current tax liabilites and when they relate lo income faxes levied by the same taxation
autharity and the group intends to settle its current tax assets and liabilities on a net basis.

Currant and deferred tax are recognised as an expense of Income in profit or loss, except when they relate
to items that are recognised oulside profit or loss, whather In other comprehensive income or directly in
equily, in which case the tax ks recognised outside profit or loss, or where they arise from the initial
accounting for @ business combination. In the case of a business combination, the tax effect is included in
the accounting for the business combination.

The accamparnying nodes sm an integral part of hese consoldated finangial stalermnents
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Deferred tax movements are recorded in the income statement except when they are related lo the flems
directly charged to the shareholders' equity. In this case deferred taxes are recorded as part of the
shareholders' aqguity.

New accounting pronouncements. The Group has adopted all the new or revised standards and
interpretations issued by International Accounting Standards Board and the Intemational Financial Reporting
Interpretations Committee (the IFRIC) which became effective for the Group's annual consolidated financial
statement for the year ended 31 December 2012.

Al the date of authorisation of these financial statements, the following Standards and Interprefations had
been issued by the IASE but were not effective for the financial year ended 31 December 2012,

Management anticipates that these Standards will be adopted in the Group's financial statements for the
peried beginning 1 January 2013 or later. Effective dates are as applicable for IFRSs as adopted by the
European Union as these In some cases may deviate from the effective dates as issued by the IASB
Standards and Interpretations that are clearly not relevant for the Group's financial statemants have not been
included in the below schedule.

Standard/ Titlo Date of [ssue Applicable to accounting
| Interpretation — periods commencing on
IFRS 10 Conasolidated Finsndal May 2011 1 January 2014
£ Stataments
IFRS 11 Joint Arrangements May 2011 1 January 2014
IFRS 12 Diseiasure of Interasis in Dher hiay 2011 1 January 2014
Entilies
_IFRS 13 Fair Value Measurement May 2011 1 January 2013
Amendments (o 145 1 Presentation af llems of Other June 2011 1 July 2042
paien Comprehensive Income
IAS 19 {as ravised in Employee Banefits June 2011 1 January 2013
2011)
A5 27 (as ravised in Separale Financial Slatements May 2011 1 January 2014
2011) _
A5 28 (as revisad in Investments in Associabes and May 2011 1 January 2014
2011) Joint Ventures - _
Amendments to IFRS 7 Desclosures - Offsslting December 2011 1 January 2013
Financial Assets and Financial
Liakiities -
Amendments to IAS 32 Dffsetting Financial Assaets and Decermber 2011 1 January 2014
. Financial Liabdities -
Amendments to IFRS 1 | Armendments for govermmen March 2012 1 .January 2013
lpam with a below-markel rate of
Interest whan transitioning to
IFRSs
Amendments to IFRS Amendments bo Eransitional June 2012 1 January 2013
10, 11 and 12° guidance o B
Amandments to IFRS Amendments for investment Chcliober 2012 1 January 2014
10, IFRS 12 and 1AS 27" | entities B =
Improvemants to IFRSs | Improvements to IFRSs May 2012 1 January 2013
{Various Standards and
| Interpretations]’ _ .
FRS T Financial Instruments November 2008 and IASE mandatory date 1
subsaquent amendments January 2015 poslponed
famendrments to IFRS 9 by the EU
andd IFRS 7 issued 16
December 201 1)

' The standardiievized standardtamendment has as at the date of issue of hese financial siatermants nol yet been adopted by the EU

The sctcompanying nabas ane an imfegral parl of these consclidated fnancial stalements
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Aladdin Oll & Gas Company

Notes to the Consolidated Financial Statements for the year ended 31 December 2012

Mote 2.  Subsidiaries

The following are the subsidiaries which have been consofidated into these Consolidated Financial

Slatemants.
% of
Campany FParent company ocwnership Country
31 December 2012
Larchbay Traders & Consultants Ltd.  Aladdin Oil & Gas Company ASA 1005 Cyprus
Aladdin Oil & Gas (Cyprus) Lid. Alzddin Oil & Gas Company ASA 100% Cyprus
Stikito Limited Aladdin il & Gas Company ASS 100% Cyprus
OO0 Geolechnologia Traders & Consultants Lid. 100% Ruseia
ZAD Yul Perspectva Alacdin Ol & Gas Cyprus Lid 100%, Russs
D00 Veselovshoye Stikito Limited 100% Hussia
31 December 2011
Larchbay Traders & Consultants Lid.  Aladdin Qil & Gas Company ASA 100% Cyprus
Aladdin Ol & Gas (Cyprus) Lid. Aladdin Ol & Gas Company ASA 100%: Cyprus
Stikite Limited Aladdin Oil & Gas Company ASA 100% Cyprus
Q00 Geotechnalogia Larchbay Traders & Consultanis Lid. 100% Russia
D00 KOMI Drilting Larchbay Traders & Consultanis Lid. 100% Russia
ZA0 Yulk Perspectiva Alacddin Ol & Gas Cyprus Lid, 100% Russia
D00 Vesslovskoys Sikito Limited 100% Russla
D00 KOMI Drilling was liquidated in 2012
Mote 3. Production costs
Year ended Year ended
{ Thowsand MOK) 31 Decembar 2012 31 December 2011
hineral tax 10,685 7,560
Repair and maintenancs 4 560 3100
Matariala and supplies 2,933 1,554
Technical services 1.934 3118
Transporiation sendces B11 1,248
Ofher cost of sales 651 1,543
Total cost of sales 21,284 18,125
Mote 4. General and administrative expenses
Year ended Year ended
{Thousand NOX) 31 December 2012 31 December 2011
Consulling cosls 3466 6,128
Business Irip expensss 1,152 2435
Renil 1,346 1,538
Taxes olher than incomea ax 1,509 Gar
Allpwance for doubiful debis 612 1,360
Other administralive expenses 3,234 6,830
Total general and administrative expenses 11,408 18,528
Mote 5. Income tax
Yaar endod Year ended
{Thousand NOK) 31 December 2092 31 December 2011
Tax payable 1,772 621
Changs in deferred lax 2,658 7434
Tax benefit [ (expensa) THE 6E17

A reconciliation between the axpected and actual income tax expense is provided below:

The accompanying notes am an inkegral pai of hege consolidated financial stalements
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Aladdin 0il & Gas Company

Motes to the Consolidated Financlal Statements for the year ended 31 December 2012

Year ended Year ended
(Thousand MOK) 31 December 2012 31 December 2011
Loss before Income tax 58,360 110,421
Theorelical tax benefit al fax rate 28% applicable o Parent Company 251023 30,548
Effect of tax rates n differant jurisdictions 8,670 13,805
Linrecognised deferred fax assels 8,514 -2.524
Permanent difference related i Cyprus Compani=s =3,018 -3,100
Permanant differance related fo Russian Companies -7 -2.27T2
Other unrecognised deferred income tax asset movements -1,264 -2,400
Total income tax benefit | {expense) TBE 5,817
( Thousand MOK) Year ¢nded Year ended
Temporary differences M Docember 2012 31 December 2011 Change
Licenses 102,821 115,353 «12,632
Total temporary differences 102,821 115,353 42,632
Basis deferred tax 102,821 115,353 -12,532
Defarred {ax Gability (Russa) -20,576 =23,134 2,558
MNet deferred tax «20,57T6 -23,134 2,558
Deferred tax asset not recognized in the
consolidated statement of financial position 34 427 26,0839 8,328

As at 31 December 2012 the Group has total taxable losses camied forward of MNOK 183.1, which
MMNOK 30.3 in Russta that expires in ten years and MNOK 132.8 In Norway that do not expira.

Thie table below states the income tax rates applicable for the Group's subsidiaries and Parent Company:

Year ended Yoar ended

M December 2012 31 December 2011

Parent Company 28% 285
Russian subsldiares 20% 20%
Cyprus subsidiaries 10% 0%

The BCcompeEnyIng nales sre an inlegral parl af ihese corseideied finencel stataments
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Aladdin Qil & Gas Company

Notes to the Consolldated Financial Statements for the year ended 31 December 2012

Mote 6.  Mon-Current Assets

Exploration Oiher
and property,
evaluation Ol and gas plant and
{Thousand NOHK) Licenses assels properties equipmeant Total
Cost
Cpening balance as at
1 January 2012 195 467 47 0BT 50,286 8,638 301,456
Additions - 3,441 22120 13 25,574
Transfars from exploralion and
evaluation assels i o3t
Digposals 2 = T i
Effect of iransiation to prasentalon i
CUITBOCY 1,315 1,240 -781 -3,336
Closing balance as at
31 December 2012 196 467 45,193 71,703 6,266 322,629
Accumulated depreclation
fincluding impalrment}
Opening balance as at
1 January 2012 80,114 -11,038 -15 153 <6455 -132,802
Charge lTor the period -128 . -7.069 -368 7,566
Irmpainment <10, 524 -B.543 16,647 - «35, 714
Disposals - . - 180 180
Effect of translation lo presentation
S 1,880 -2 257 1,488 431
Clesing balance as al
31 December 2012 B2 646 -39,870 <38 817 -5,200 176,333
Hst ko ok value:us a1 102,821 9,323 33,086 1,068 146,296

31 December 2012

The accampanying netes are an nlegeal parl of thesae consoldsed financial statements
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Exploration Other
and property,
evaluation  Oil and gas plant and
(Thousand MO Ligenses assols properties  equipment Total
Cost
Opening balance as at
1 Jamuary 2011 20y, 652 50,376 41,764 1,714 S0, 741
Additions . 1.118 10,647 255 12,783
Transfers fram exploration and
avaluation assels - -342 122 220 -
Digposals - 2,249 -2a1 207 -2,753
Effect of iranstation fo presentatian
GUmency -5, 1895 1,836 -1,856 -G 0,126
Clasing balance as at
31 December 2011 195 467 47,067 50,266 1,828 301,456
Accumulated depreciation
(ineluding Impalrmeant)
Opening balance as at
1 January 2011 62,978 -1,827 -11,706 -T23 81,531
hange for the penod -GBS - -2,T76 =270 =, 640
Impalrment -18.551 -29 209 -1.078 - 46,638
Digposals . - 274 - ST
Effect of translalion o presentation
CLTancy - - 133 48 276
Closing balance as at
31 December 2011 80,114 -31,036 -15,152 1,044 ~132,800
Het book valus as at
31 December 2011 115,353 16,031 35,134 aaT 168,656

Oil and gas properties. The management of the company analyzed the reserves and made an impairment
review at each reporting date. An impairment loss related Lo oil and gas properbes was recognized in the
amount of MNOK 16 6 during the year ended 31 December 2012 due to increase of mineral extraction tax in
Russia.

The values assigned to the key assumptions represent management's assessment of future trends in the
businass and are based on both external and internal sources.

The following key assumptions were used when the cash flow testing was performed for the year ended
31 December 2012

Year ended

Koy assumptions used in the cash flow testing 11 December 2012

Sciual operating results
fexr thee year and cash-flow

Information usad projaciions
Farecast pariod 2012 - 2032
Cilscount rate (WALC) 15.0 percent

However, the calculation of the recoverable amounts of cash-generating units ks highly sensitive to the level
af future oil and gas prices, forecasted weighted average cost of capital (WACC) and forecasted volumes of
capital expenditures.

Tha amount of the impairment in 2012 subject to indicators changed by 10 percent is shown in the table

brelonar

Assumption Impairmant loss
Wedghted average cost of capilal (WACC) increass 16,212
Future oil and gas prices decrease §+.708
Capilal axpendilure Increass 12,5683

The accampanying nodes am an inlegral par of these consoldated financial slabements
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Depletion of capitalized costs of proved oll and gas properlias is calculzted using the unit-of-production
method for each field based upon proved reserves for property acquisitions and proved developad reserves
for developmaent costs.

Depreciation of non oil and gas property, plant and equipment is calculated using the straight-line method
over their estimated remaining useful lives,

Acquisition costs of licenses. Acquisition costs of keenses of production fields are grouped with the cost of
developing the field and tested for impairment at each reparting penod based on future cash flows from oil
and gas production,

Acquisition costs for licenses still in the of exploration stage are tested for impairment at each reporting data
based on evaluation of fulure plans for exploring the exploration licenses, results of exploratory driling and
aother activities impacting on the license values. Prospects were set as a cash generating units. The licensa
value for Middle Sedyelskoye gas field in relation of 2 prospects was impaired by MMOK 10.5 in the 12
manths 2012 accounts due to dry wells drilled on the prospects

As of 31 December 2012 the book wvalue of production licenses was MMNOK 13.2
(a5 of 31 December 2011: MNOK 13.7) and the book value of exploration licenses was MNOK 898
{as of 31 December 2011: MNOK 101.7). The main part of the book value for exploration licenses relate to
the Middle Sedyelskoye exploration license which is expiring as at 31.12.2013. Should the Company not
suceaed in prolonging the Bicense terms this value will be lost. The Company has a history of success In
prolonging the ficense terms See note 17 for further information.

Exploration and evaluation assets. As of 31 December 2012 additional impairment was made in respect of
two walls an Middle Sedyeiskoye gas field and one well at Besedinskos o field with the fotal value MNOK

8.5,

During year ended 31 December 2011 five walls were written-off on Middle Sedyelskoye gas field with the
total value af MNOK 14 and four wells on West Uhtinskoye prospect with the total value MNOK 8. Ciher
movemants in Impairment charge relate to change In decommissioning llabilities.

Mote 7, Cash and cash equivalents

(Thousand MOK) M December 2012 31 December 2011
Cash al bank 2,102 15,601
Cash on hand ] 5]
Restricled cash - 137
Total cash and cash equivalents 2,107 15,834

Restricted cash represents an amount reserved for fax deductions fram employees’ satary under the
Morwegian law requirements.

MNote 8.  Accounts receivable and prepayments

{Thowsand NOH) M December 2012 M December 2011
Trade recéivables i.718 B17
Alloiwances for doubiful debits - -14
Tatal trade recaivables 1,718 B03
Advances fo suppliers and prapayments 1,570 1.395
Allorances Tor doubtiul debls 1,258 -842
VAT recoverable and prepaid 435 1,726
Incomé Yax recehvable - 1,274
Prapaid laxes 1,268 a4
Oty recelvables 284 168
Talal ather receivables 2,400 3,763
Total accounts receivable and prepaymants 4118 4,356

The sccompanying noles ara an integral pan of these consolidabed inancls! slalemenis
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Mote 9. Inventories

i Thousand MOK) M December 2042 31 December 2011
Materials and supplies k] 1 066
Finishad goods a1 45
Total inventories TE2 1111

Mote 10. Share capital

3 December 2012

31 December 2011

Mumber of [ssued ordinary shares 64,081,328 B, 081,336
Par value (in NOK) 0.25 .00
Fully paid-in ordinary share capital
Mumber of sharas ~ Number of shares
registerad unragisterad
Balance at 1 January 2011 1,761,511,860 B,008,000
Share consolidaton -1,707,833,174 -7, 807 BOO
lesue of shares 20,202,550 -
Effect of Share Cption Program - -
Balance at 31 December 2041 §4,081,336 200,200
Balance at 31 December 2012 G4, 081,336 200,200

During 2011 the Company carried out a share consalidation where each 40 shares were consolidated to one

share, increasing par value from NOK 0.1 to NOK 4 per share. In June

2011 the Company carried out a

capital increase of 20,202 650 shares at par value. All shares were fully paid. In 2012 the Company made
reduction in share capital from NOK 256325344 to NOK 16,020,334 by reducing the par value from
NOK 4.0 to NOK 0.25. Fully paid ordinary shares carry ane vobe per share and carmy a right to dividends.

Company's 20 largest shareholders as of 31 December 2012:

Number of shares Country % of ownership

Waterford Finance And Investment L 25,903,581 Guemsey 40%
Soyuzneftegas Capital Limited 13,606,000 Cyprus 1%
hip Pensjon Pk 2730817 Monway 4%
Hwaem 2,508,187 Monway 4%
Euroclear Bank S.A/N.V. (Ba) 2213702 Balgium 3%
Rbe Dexia Investor Services Trust 1,724,146 8] 1 3%
Tollelsen 1,362 877 Morway 2
Andoskin 1,323,316 Russia 2%
Citibank MNa London Branch 1,318,000 Uik 2%
Haadem Invest As 1,173,508 Mireiay e
Bank Of New York Mellon SaiNv 1,133,320 Belgium 2%
e o 782,450  The British Virgin Islands 1%
Sl Sis Ag 905 542 Switzerland 1%
Baal Heh, 325 Singapore 1%
Clearstream Banking 5.A. 428,375 Lunternbirg 1%
Hagen 363,842 Morway 1%
Fyfie 310,550 Singapore %
Cheviat Capital Cliant Accous 248 575 Belgium %
Stormskjold Regnekap As 246,142 Monway %
Taotenkopf As 238,142 HMoreay 0%
Subtotal 59,038,296 92%
Oither shareholders 5,043 040 Bo&
Total issued shares as of 64,081,336 —

31 December 2012

The accompanying noies ame an inbagral par of these consalidaled financial statermenls
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Share option program |n October 2009 the Company's Board of Directors approved the Share Option
Program of the Company, in which the Group's kay execufive managament are participants. The oplions
were granted in 2009-2011, no options have baen granted during the year ended 31 Dacember 2012 Tha
options granted are American (style} options thal may be evercised at any time before the expiry date of the option.
Tha options’ fair value was valued at the date of issue and recorded immediately as an expanse.

During 2012 all oplions were forfeited and as of 31 December 2012 thera were no outstanding options.

Mote 11. Penslon arrangement

The parent company is required to have a pension arrangement in accordance with the Mandatory
Service Pension Act. The parent company's pension arrangement is n accordance with the requirements
af the Act. A total of NOK 63,880 has been paid related to pension for parent company during year endad
2012 (year ended 2011 NOK 56,218). Pension arrangements in Russian subsidiaries are representad by
gocial insurance contributions,

Note 12. Asset retirement obligation

{Thousand NOK)
As at 1 January 2011 8,228
Additional provision recognized 1,251
Increass resulling from changes in estimatas 1,568
Reduclions arsing from payments -423
Linwinding of discount E23
_Effect of ranskation -3B0
Az at 31 December 2011 10,866
Decrease resulling from changes in eslimates -1.0682
Unwinding of discount T07
_Effect of translalion =i
As at 31 December 2012 10,342

The management of the Group has evaluated the expenditures for environmental restorafion until 2028 -
2031 basad on the interpretation of the existing license agreements and in accordance with IAS 37,
Provisions, contingent liabilities and conlingent assels. As at 31 December 2012 discount rate used to
calculate liabilities was 6.8 percent (85 at 31 December 2011 discount rate used was 7.4 percent), is an
actual pre-tax rate, the application of which the Group considers reasonable in the current economic
situation in the Russian Federation at the reporting date. The relevant asset has bean included in Ol and
gas properties as part of the property, plant and equipment and In exploration and evaluation assals.

Note 13. Earnings per share

Year ended Year ended
Thousand MK a1 December 2012 31 December 2011
Loss for the period -84 583 -103 504
Total comprehensive income 81,162 103,867
Waighted average number of ordinary shares - basic 64,081,336 53,980,011
Effect of warranis attached to bosd . 54 438
Effecl of stock options - 200,200
Wnightﬂ:l average number of ordinary shares - diluted 64 081,336 54,234,649
Logs per ordinary share - basic -1.38 -1.82
Loss par ordinary share - diluled 1,38 -1.81
Total comprehensive income per share - basic -1.27 -1.83
Talal comprahensive income par share - diluted -1.27 -1.92

The accompanying noées ame an integral pard of these conzalidalnd financial alemants
Fapge 23



Aladdin Qil & Gas Company
Motes to the Consolidated Financial Statements for the year ended 31 December 2012

Mote 14, Related party transactions

Parties ara generally considered to be related if one party has the ability to conirol the other party of can
exercise significant influence or joint confrol over the other party in making financial and operational
decislons. In considering each possible related party relationship, attention is directed to the substance of
the relationship, not merely the legal form, Related parties are Companies within the group (Note 2), key
management personnel (Note 15) and shareholders (Note 10).

In 2011 Waterford Finance & Investment Lid (shareholder of the Company) Issued a Bridge Loan facility of
USD 7.5 million to the Company, with a fixed interest rate of 16% and an arrangement fee of 2%, The loan

was repaid in 2011

In 2012 Waterford Finance & Investment Ltd (shareholder of the Company) provided another financing to the
Company under the loan agreement. The initial samount of the loan was LSD 7.6 milkon at a fixed interast
rate of 16% pa. The loan initially was due on 4 April 2013.The loan facility was increased to USD 10.5
million in January 2013; the repayment date was agreed as 1 February 2014. Al the same time the lender
was pravided the right to convert the outstanding loan and accrued interest into Company’s shares at any
fime until full repayment. The change in the loan terms was approved by the General Aszembly on 24
January 2013, See also Note 19 for subsequent events transactions.

Mo other significant transactions with related parties took place in year ended 2012 of 2011.

Note 15. Employees' remunaration

In accordance with Section 8-18a, ¢f. Section 5-8, third subsection, of the Norwegian Public Limited Liability
Companies Act, the General Meeting of the Company shall consider the statement by the Board of Direclors
regarding determination of salary and other remuneration to the managing director and senior employess for
the coming fiscal year. The Board of Directors of the Company will propose the following statement for the
Annual General Meeting to consider for 2012

The Remuneration Committee. The Company, by the Board of Directors, established a Remuneration
Committee 2011 which shall consider questions related to the compensation to the managing director and
key employees, When determining the methods that shall be used for evaluating the remuneration and
possible bonus, share based and other incentive schemes, the Remuneration Commitiee shall ensure that
the size of the remuneration reflects the duties and responsibiliies of the employees, and that the
implemented schames, If any, also shall contribute fo the long-term value added for the Company's
shareholders.

Base salary. The total sum of salary to be offered the key managament shall be competitive in comparison
with comparable positions in comparable companies. The Remuneration Committes s tha advisory
corporate body of the Board of Directors in relation to the determination of the salary and other remunaration
for the key management of the Company.

Determination of salary and other remuneration of the managing director and of the key management will ba
performed by the Board of Directors, in collaboration with the Remuneration Committes.

Variabie slements. In addition to fixed salary, the Company has a bonus arrangemant for a few designated
key employees in order to keep management priorifies in accordance with goals and slrategies, set by the
Board of Directors.

Pensions schemes and payment in kind. The key management of the Company takes part In the pension
scheme of the Company (as applicable from time to time) and recelves payment in kind on the terms and
conditions as the other employees of the Company.

Incentive schemes. The share-based incentive scheme comprises of freestanding subscription rights
(warrants) in favour of the Directors and other persons affiliated with the Company (non-Directors). which
grant the holder a right to subscribe for shares in the Company if the pre-determined terms and conditions
are satisfied.

Aladdin Oil & Gas Company ASA issued 1,638,500 of freestanding subscription rights (warrants) to specified
Directors and designated persons affiliated with the Company {non-Directors) in the first half of 2011. These
freestanding subscription rights lapsed during 2011 due to non-fulfiliment of conditions

The Group alsc makes use of share options programs which are describad in Note 10, On T Juna 2012 the
warrant guidelines were approved with respective amounts of warrants 1o the Board members at the General
meating of the Company, however, due to non fulfilment of the work program no warrants were issued.

Tha accampanying noles sna-an inbegral pad of these consolidated financial slztemants
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{Thousand WO Year ended Year anded
Type of remuneration 31 December 2012 31 December 20111
Salarkes 14,900 11,176
Share oplion program - 2182
Soclal secumnty {ax 2,588 2485
Oither bansfits i 242
Other cost : B 04
Totsl employees’ remunaration 17,561 16,159
Information on remuneration type of key management personal is provided befow:
Oither
(Thousand NOK) Title Fraom To Salary Remuneration expenses
Year anded 31 December 2012
Aleceay Kruzhkow CECH 01.01.12 212 - - -
Boman Krotow General Diractes in 010112 311212 313 409 -
Cranburg
Mikolai Zaleey Goneral Directorm 010142 ;1 g ey 320 431
Ukhta
Mikolay Pigkun Managing Directer 01,071,912 31242 . L2 -
Espen Glande GO 010112 A5.0812 728 a2 B
Frederck M Pansonby Chairman 01,0142 Maa212 - 210 -
Katheringe Sieuring Board rember 01,0112 05.06.12 - 118 17
Einar Lyche Board mermber 01.01.12 311012 - 115 =
Mari Tjemas Board member &7 .
Total 1,381 2,638 25
Diher
(Thousand MOK) Title Fram Ta Salary Remuneration expanses
Year ended 31 December 3071
Alexey Kruzhkow CED 01.01.2011 31122011
Foman Krofow General Direclor In
Orenburg 01012011 3112201 208 75 -
Mikolai Zatesy Genaral Direclor in
LIkhla 0101 2041 34122019 272 42
Mikolay Piskun Managing Directar  01.01.2011 31422011 - 728 x
Jern Barkenasa CFO M 2011 30.08:2011 i 18 .
Espen Glends COo0 01.01.2041 31122011 1,352 2 145
Frederick M Ponsonby Chalmman od.04 2011 3132201 237 - -
Einar Lych Board mermbiar 20.07.2010 _ 31.12.2011 - 263 5]
Total 2,745 1,140 155
The Group has 68 employees as of year- end of 2012 (70 employeas as of year-end 2011).
Mote 16. Auditors' fee
& amounits exclude VAT and expressed in thousand NOEK,
Year endad
31 December 2012 Audit  Audit related  Other services Tax related Total
Monwey 543 174 : 7
Clartslde Monwany - T . - To2
Total 543 876 - - 1,419
Yoar ended
11 December 2011 Audit  Audit related Other senvices Tax related Tatal
Morway 167 az 372 &5 ]
_Dutside Nanway GEd - 272 - 1,160
Total 1,055 B G4 &5 1,856

The accompanying notes ane an inbegral part of these conzolidated financisl slalements
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Mote 17. Financial risk management

Thea company and the Group are exposed to credit risk, Bquidity risk, interest rate risk, fareign exchange risk
and operational risk for the financial instruments the Company and Group have. The Company and the
Group does not use dervative financial instruments in connection with management of financlal risk
management. The initial loan of MUSD 7.6 was increased by MUSD 2.9 and expiration date extended to
February 2014, The Group's ability to repay or refinance the loan represents a nisk

Credit risk. The Company has significant credit risk attached to its loans to subsidiaries. The subsidiaries
are invalved in oil and gas extraction and their ability to repay the loans is dependent on the inherent risk in
the subsidiaries operations. There is also additional credit risk related to payment of the gas sold to
Komiregicngas, which the only buyer of gas from the Group's subsidiary 000 Geotechnaloglya.

Liquidity risk. Most of financial liabilities of the Company and the Group are short-term. The Company and
the Group lguidity risk relates to the poseibility for future access to necessary funding. Reasanable liguidity
risk management will include maintaining certain level of adequacy of cash and liquid assets.

Interest risk. The Company and the Group takes on exposure to the effects of fluctuations in the prevailing
levels of market Interest rates on its financial position and cash flows. The Group does not have a policy of
hedging interest rate risk.

Currency risk. The Company and the Group are exposed 1o the fluctuations in foreign exchange rates. The
Company and the Group have not been entered into any hedge agreement fo manage the risk as of
31 December 2012 (31 December 2011: same).

Operation risk. The Company and the Group are exposed 0 operational and technical risks from drilling
and production in connecticn with the licenses in Russia. Technical risk is inherent in the oparations and risk
af dalays in delivering of the equipment from sub-contraciors may delay the production. The Group is
exposed to risk of changes in raw material prices but did not use any financial instruments to manage the
rigk.

Mote 18, Commitments and Contingencies
Licence compliance. As per the license agreements the Group is obliged:
+ (o conform to the Russian mineral laws;
= o provide annual geclogical and geophysical reparts to Russian legal authorities;
+ to make regular payments to the budget of the cost of production for the right to extract oil and gas;
s o make regular tax payments,
+ o conform to olher license obligations.
The table below provides the status of compliance with the licenses terms as of 31 December 2012

Company License  Expiry date Compliance situation
OO0 Geolechnologia
Middle Sedyelskoye field 27.02 200 In complEance
production loenge
Middie Sedyelskoye 31122013 I Braach
exploration licenss
Suskinaslskoye Nekd 16122039 In breach
Yasl Ukhlinskaya 31.01.2023 In breach
OO Veselovakos
Mikiforovskoye 31122015 in breach
Wolnskoye 31122032 In bresach
Besadmnskoys 3008 2032 In breach
Vaselovskoye 31.12.2018 I cormplianos

Khersonskoye 31122012  The Company has decided nol to mainfain the

=

The Bccompanying nobes are an integral parl of 1hase consofidated fnencal stalaments
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license

The Company has continued the process to execute its license obligations, The Company considers the risk
of losing the licenses as low as action is being taken to fulfil the obligations.

The Middis Sedyelskoye explorafion lcense expires at the end of 2013 year. The Company will prepare and
mscalate all necessary documents for prolongation the license. According to Russian mineral resources
legislation the Company should submit the documents six months bafore the expire date. Az per the same
procedure the Company successfully prolonged Voinskoye and Besedinskoye licenses this year,

Mote 19. Subsequent events

On 7 January 2013 the Company entered into an amendment to the existing lcan agresment with
Waterford Finance & Investment Ltd. The loan facility increased to USD 10.5 millien, the repayment date
was agreed as 1 February 2014, The lender has the right to canvert the outstanding loan and accrued
interest into Company's shares at any time untif full repayment.

Cyprus and the Eurogroup (together with the International Monetary Fund) reached an agresment on
25 March 2013 on the key elements necessary for a future macroeconomic adjustment programme which
includes the provision of financial assistance to the Republic of Cyprus of up to €10 billion. The programme
aims fo address the excepfional challenges that Cyprus is facing and restore the viability of the financial
sector, with the view of restoring sustainable growth and scund public finances over the coming years. The
Eurogroup decision on Cyprus includes plans for the restructuring of the financial sector and safeguards
deposits below € 100.000 in accordance with EU legislation. In addition, the Cypriot authorities have
reaflfirmed their commitment o step up efforts in the areas of fiscal consolidation, structural reforms and
privatization, The Eurogroup requested the Cypriot authorities and the Commission, in Haison with the
European Central Bank, and the International Monetary Fund to finalize the Memaorandum of Understanding
in April 2013 which will then be folowed by the formal approval by the Board af Directors of the European
Stability Mechanism as well as the completion of national procedures by Eurozane member stales.

The Company's cash held with banks affected from the above Eurogroup decision amounted to LIS$165 858
as at 26 March 2013, Based on the information available until the date of issue of the financlal statements
27 5% or US$13 453 will be converted into equity share capital of Bank of Cyprus and an additional 22.5% is
“frazen” and may also be used parly or fully to issue new Class A shares,

On 22 March 2013, the House of Representatives voted lagislation relating to capital controls affecting
transactions executed through banking institutions operating in Cyprus. The extent of the capital controts wall
be decided by the Minister of Finance and the Governor of the Central Bank of Cyprus. The impact on the
Company's operations of these capital cantrols will be affectsd by the extent and duration of such capital
conirols.

Mote 20. Reserves (unaudited)

The Group's reserve volumes have been estimated as of 31122011 by independent consultants in
accordance with guidelines developed by the Society of Petroleum Engineers (SPE] in May 2012. The table
below summarizes the Group's reservas by the field and the type of license as of 31 December 2012

Pi+P2 Pi+pP2
Proven& Probabile Production Proven& Probable

1 January 2012 in 2012 31 December 2012
Exploration Expiry License oil Gas il Gas oil Gas
fields date ype MGk h_Il'IhH kbl MM boe ik I'llh'nhh1
Mikidorovskoye atj22M5 Froduction T.8 i B .08 - .0 0.7
Besedinskoye 30042032 Production 31 0.2 " 31 0.2
\ioinskoye 31122032 Praduclion 0.8 s - . 0.8 =
Vaselouskoye 31122018 Producton - - = . = -
Wiesi Uhtinskoye 31,12 20&3 FProducton . - = : < .
Midedia 0,25 - 1.25
Sedyelskoye ET.02.2030  Produshon - 1.5 -
Suskniselskoye 15122081 Production - 0.7 - - - -
TOTAL R 1.4 3.4 0.06 0.25 11.4 2.85

The Group's reserves as of 31 December 2012 wera not audited by indepandant consultants,

The accomparying noles e gn integral part of Ihese conaolidated financial slatemants
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In April 2010 the Group started production of gas on Middle Sedyelskoye fiald and extracted 12.6 million m3
(79,000 boe) for the year ended 2010. For the year 2011 22.6 million m3 (142 300 boe) and for the year
2012 39.8 million m3 (250,000 boe) were praduced respactively.

In 2000 the Group started production of oil on Mikiforovskoye field and extracted 60,000 boe. In 2010
40,000 boe were produced. In 2011 and in 2012 the Group's oil production was 50.000 boe and 3,000
respectively.

Mast of the licenses also include contingent and prospechve resources as well &s 3P resarves which might
mature to proved & probable reserves at a later stage.

Proved Reserves. Proved Reserves are those quantifies of petroleum, which by analysis of geosciences and
engineering data, can be estimated with reasonable certainty to be commercially recoverable, from & given
date forward, from known reservoirs and under defined economic conditions, operating methods and
govarnmeant regulations.

Probable Reserves. Probable Reserves are those additional Reserves which analysis of geosciences and
engineering date indicate are less fikely to be recovered than Proved Reserves but more certain to be
recovered than Possible Reserves.

Passible Reserves. Possible Reserves are those additional reserves which analysis of geosclences and
engineering data indicate are less likely to be recoverable than Probable Resarves.

1P = Proved Resernves
2P = Proved and Probable Reserves
3P = Proved, Probable and Possible Reserves

Contingent Resowces, Those quantiies of petroleum estimated as of a given date, to be potantialiy
recoverable from known accumulations by application of development projects, but which are not currently
considared commercially recoverable due fo ong more constraints.

The accompanying nobes are en integral part of these consoideled financial stabements
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Aladdin Dil & Gas Company
Income Statement for the year ended 31 December 2012
{in thousand MOE undess noled oféraiss)

Year ended Year endad
{Thousand MO} Mote 31 December 2012 31 Decomber 2011
OPERATING REVENUE AND OPERATING EXPENSES
Rewvanue from inbercompany services 60268 10,233
Ganeral and administrative expenses 2 -7.308 12873
Impairment of lcans to Group companies 3 -118,423 -H5,000
Operating loss =118,703 -84, 640
Interest income from Growp companies 3 21,281 30,403
Interest income 3 29 170
Faoreign exchange gain 3 3377 1.218
Interes| expenss 3 -3, 718 -1,743
Foreign exchange loss 3 -218 -
Ciliver finance expanse 3 - 815
Financial items, net 3 20,731 2811
Loss before incoms tax ~BB 972 -58,508
income fax {expansa) / benefit - -
Total comprehensive loss for the year B8 872 -59,8500

The accompanying noles & an integral par of those consolidabed financlel statemants
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Aladdin Ol & Gas Company

Statement of Financial Position as at 31 December 2012

{in thausand NOK unless notad othenvise}

(Thausand KNOHK) Mot 31 December 2012 M December 2011
ASSETS

Mon-current assats

Tangible fixed assels

Fitures and Fiings 2
Total tangible fixed assels 2
Financial mon-current assels

Inwastments in group companies T -
Oiher non-carrant asseks a1
Total financial non-current assels - am
Total non-gurrent asasts - 303
Current assels

Accounts recapable and prepaymaents 250 ]
Loans fo Group Compansss 131,784 174, 906
Cash and Cash equivalents 211 11,474
Total current assets 132,854 18,386
TOTAL ASSETS 132,554 186,685
SHAREHOLDERS EQUITY AND LIABILITIES

Shareholders' equity

Paked-in capital

Bhare capital 10 16,020 256,325
Other paid-in capital TO434 .
Total paid-in capltal BG, 454 256,325
Retainad earnings

Retained earnings and olher reaenes -70,859
Todal retalned earnings - -70,99%
TOTAL SHAREHOLDERS EQUITY 86,454 185,426

The accompenying nofes ane an inbegral par of these consolidabed financisl slalemants

Page 30



Aladdin Oil & Gas Company

Staterment of Financial Position as at 31 December 2042

{in ausard HOK unlass nofaid olharsies)

{ Thousand MOK]) Note 31 December 2012 M December 2011
Liabilitbes

Currant liabilities

Short-bearn Inans 45,518

Infarest -
Accounta payable and accuals 464 0
Other taxes and withholdings 5t 249
Cither payalbias Bt i
Total current Habilities 448 500 1,263
TOTAL LIABILITIES 45,500 1,263
TOTAL SHAREHOLDERS EQUITY AND LIABILITIES 132,954 186,689

Frederick Matthew Thomas Ponsonly
Chalman of he Board

A
/ “"’r-"] Lée ‘IT Py id II:" T

Gizel Mouksinova
Board Member

anmfﬂ 201 sD
. S

e

.

RMikhail Alyautdinoy
Board Marmber

P

Abexey Kruzhkow
Chiel Exgeulive Ofcer

The accomparying rodes are &n inlegral pait of these consalidaled financial stalemands
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Aladdin Oll & Gas Company ASA

Statement of Cash Flows for the year ended 31 Docember 2012

{in thousand HOK unless moled otharsisa)

Year ended Year ended
(Thiousand MOK) Mote 31 December 2012 31 Decembar 2011
CASH FLOWS FROM OPERATING ACTIVITIES:
Profitloss before income tax 58,572 -58 509
Interest income from Group Companies -21,261 30,403
Interest expense 3 TR 1,743
Interest income -2 -170
Foreign exchange gainioss -3,150 -1.214
Effect of share oplion programme - 2182
Impairmant 118,423 BE, 000
Deprecialion of properiy, plant and equipmend - 21
iMhes finance expense 5,000 913
Operating cash flows before working capital changes and
income tax paid -T,280 438
Change in accounis moeivable and prepayments -224
Change in olher assels 304 .
Change in accounts payable and accruals 2,664 =357
Change in ofher laxes payabla -180 248
Met cash generated by mmﬂﬂﬂﬂh‘“ﬁ!ﬂ 4,726 -i,058
CASH FLOWS FROM INVESTING ACTIVITIES:
Loans to subsidianies -48,035 -67,102
Met cash used In Inu&aﬁng activities 48,036 -67,102
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceads from borrowings 42188 -
Met proceeds from share issues - 81,174
interast received - 170
Inbarasi paid -1, 743
Repaymant of bormowings -
Foreign exchangs - 3
Mel cash Emamtad by financial activities 42188 79,802
Change in cash and cash equivalents -10,563 B,741
Cash and cash equivalents at the beginning of the period 11,474 2,733
Cash and cash equivalents at the end of the period 811 11,474

The accampanying noles are an integral part of hese consoldated financlal ststemants
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Aladdin Oil & Gas Company ASA

Notes to the Financial Statements for the year ended 31 December 2011
iin thousand NOK unless noled otharwisa)

Note 1.  Accounting policies and effect of new accounting standards

Aladdin Oil & Gas Company ASA is a public limited company incorporated in Morway. The company's main
office is located in Bryaggetorgat 1, 0250 Oska

Basis of preparation. Thase financial statements of Aladdin Oil & Gas Company ASA (hereinafter, "the
Company” or ‘the Parent Company’) have been prepared In accardance with the Norwegian Accounting Act
53-8 and the rules for simplified IFRS passed by the Norwegian Finance Ministry 21 January 2008, This
implies that recognition and measurement mainly is parformed according fo International Financial Reporting
Standards {IFRS) and presentation and notes to the linancial statements are according o the Nonsegian
Accounting Act and Norwegian generally accepted accounting standards.

These annual financial statements were preparad on a gaing concern basis. There is as al the date of these
financial statements a reasonable expectation that the Group will have adequate resources lo continue in
oparation for the foreseeable fulure and will be able to realize its assets and discharge ils liabilities in the
normal course of business. Thus the going concern basis of accounting has been adopled in preparing the
financial statements.

Foreign currency. The Norwegian kroner (NOK) are the presentation and funcfional currency of the Parent
Company.

In preparing the financial statements, transactions in currencies other than the entity's functional currancy
(foreign currencies) are recognized at the rates of exchange prevalling at the dates of the transactions. At
the end of each reporting period, monetary items denominated in foreign cumencies are retranslated at the
rates prevailing at that date, Non-manetary items carried at fair value that are denominated in foreign
currencies are retranslated at the rates prevailing at the date when the fair value was determined. Non-
monetary items that are measured in terms of historical cost in a foreign currency are not refransiated.

Exchange differences on monetary items are recognized in profit or loss in the period in which they arise
except for

« exchange differences on foreign currency borrowings relating to assets under construction far future
productive use, which are included in the cost of those essets when they are regarded as an
adjustment to interest costs on those foreign currency borowings,

« exchange differences on transactions entered into in order to hedge cartain foreign currency risks,

Property, plant and equipment. Property, plant and equipment are recorded al historical cost of
acquisition and adjusted for accumulated depreciation. All subsequent additions are recorded at historizal
cost of acquisition and adjusted for accumulated depreciation,

Impairment of assets. Assets are reviewed for impairmant whenaver events or changes in circumstances
indicate that the camying amount may not be recoverable. An Impaiment loss is recognised for the amount
by which the asset's carrying amount exceeds its recoverable amount. The recoverable amount is the higher
of an asset's fair value less costs to sell or value in use

Account receivables. Account receivables and other current receivables are recorded in the balance sheet
at nominal value less provisions for expected losses. Provisions for expected losses are based on individual
gssessments of the each receivable.

Cash and cash equivalents. Cash and cash equivalents includes cash in hand, deposits held at call with
banks, and other short-term highly ligusd Investments with original maturiies of three months or less.
Restricted cash balances are presented separately from cash available for the business to use untll such
time as reshrictions are removed

Borrowings. Borrowings are recognized initially at the fair value of the liability, net of transaction cosls
incurred. In subsequent pericds, borrowings are stated at amortised cost using the effective yield method,
any difference between amount at initial recognition and the redemption amaount is recognized as Infarest
expense over the period of the borrowings. Borrowings are classified as cument labilities unlazs the
Company has an unconditional right to defer settiement of the liability for at least Year ended after the
reporiing date.

Warrants. \Warranls are equity instrument that allow the holder to subscribe for or purchase a fixed number

of non-puttable ordinary shares in the issulng entily in exchange far a fixed amount of cash or anather
financial assat, Warrants are initially recognized at fair value less issue cost as part of equity.

Prapayments. Prepayments are carmed at cost less provision for impairment. A prepayment is classified as
non-current when the goods or services relating 1o the prepayment are expected to be obtained after one

The accompanying nobas are an integrad part of thesa conscldated financial staléments
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Aladdin Oil & Gas Company ASA
Notes to the Financial Statemants for the year ended 31 December 2011
E_I.l_'._npa:arhd HOK unlezs nated ohharsise)

year, or when the prepayment refates to an asset which will itself be classified as non-current upon initial
recognifion. Prepayments to acquire assets are transferred to the carrying amount of the asset once the
Company has obtained contral of the asset and it is probable that future econcmic benafils associated with
the asset will flow to the Company. Other prepayments are written off to profit or loss when the goods or
sarvices relating to the prepayments are received. If there is an indication that the assets, goods ar services
relating to a prepayment will not be received, the carrying value of the prepaymeant is written down
accordingly and a coresponding impairment loss is recognised in profit or loss.

Options. Equity-seltied share-based payments are measured at the fair value of the equily instruments at
the grant date Details regarding the determination of the fair value of equily-seltied share-based
wran=sactions are sat out in Note 10 In Consoclidated Financial Statements.

Thie fair value determined at the grant date of the equity-settled share-based payments is expensed on a
straight-line basis over the vesting period, with a corresponding increase in equity. At the end of sach
reperting pericd, the Company revises its estimate of the number of equity instruments expected to vest. The
impact of the revision of the original estimates, if any, is recognized in profit or loss such that the cumulative
expense reflects the revised estimate, with a corresponding adjustment 10 the eqguity.

Income taxes. Income laxes have been provided for in the financial statemants in accardance with
legiziation enacted or substantively enacted by the end of the reporting peried. Tha income tax charge
comprisas current tax and deferred tax and is recognised in profit or logs for the year excapt if it is
recognised in other comprehensive income ar directly in equity because it relates to transactions thal are
also recognised, in the same or a different period, in ather comprehensive income or directly in eguity.

The tax currently payable is based on taxable profit for the year. Taxable profit differs fram profit as reported
in the income statement because it excludes items of income or expense that are taxable or deductible in
other years and it further excludes items that are never taxable or deductible. The Company’s lability for
current tax is cakoulated using the applicable tax rate that has been enacted or substantively enacted by the
end of the reporting period.

Deferred tax is recognised on temporary differences between the carrying amounts of assets and liabilities in
the financial statements and the coresponding tax bases used in the computation of taxable profit. Deferred
tax liabilities are generally recognised for all taxable tempaorary differences, and deferred tax assets are
generally recognised for all deductible temporary differences 1o the extent that it is probable that taxable
profits will be available against which those deductible temporary differences can be utilised. Such deferred
tax assels and liabilities are not recognised if the temporary difference arises from goodwill o from the initial
recognition {other than in a business combination) of other assets and liabilities in a transaction that affects
neither the taxable prafit nor the accounting profit. The carrying amount of daferred tax assets are reviewsd
at the end of each reporting period and reduced to the extent that it is no longer probable that sufficient
taxable profits will be available to sllow all or part of the asset to be recoverad.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the period in
which the lability is settled or the assef realised, based on fax rates and fax laws that have bean enacted or
substantively enacted by the end of the reporting period. The rmeasurement of defered tax liabifities and
asseis reflects the tax conseguences that would follow from the manner in which the Company expects, at
the end of the reporting period, to recover or settle the carrying amount of its assats and liabifities

Deferred tax assets and liabilities are offset when there is a legally enforceable right to set off current tax
assets against current tax liabilities and when they relate o Income taxes levied by the same taxation
authority and the Company intends to settle its current tax assets and liabilties on a nat basis

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

Deferred tax movements are recorded in the income statement except when they are related to the ilems
directly charged to the sharehalders’ equity. In this case deferrad laxes are recorded as part of the
shareholders” aquity.

The accompenying nabes are an infegral pad of thess consolidabed fnpacial statements
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Aladdin Qil & Gas Company ASA

Motes to the Financial Statements for the year ended 31 December 2011

{in thousand NOK unless noted athanwise)

Mote 2, General and administrative expenses

Year ended Year endad
(Thousand MOK) 31 December 2012 31 December 2011
Emplayvess’ remuneraiion 2,581 6,208
Consulting costs 2564 4,340
Business irip expenzes 128 424
Rent 408 22
Bank charges 121 147
Commamication sarvices 103 1E6
Reprasontabivg expenses - 3
Insurances : 124
Depreciation 2 g
Olher administrative expanses 1,398 06
Total general and administrative expenses 7,306 12,873
Mote 3. Finance costs

Year ended Year ended
(Thousand NOK) ______ 31 December 2012 _ 31 Docember 2011
Interes! Incorme from Group companiss 21,269 30,403
Interes] incomea 29 170
Foreign exchandgs gain 3.5877 1,216
Interesl expense -3.718 -1,743
Foreign exchangs loss -218 -
Dther finance expenze . g5
Total finanoe cosis 20,731 29,131

Impairmeant of investments in subsidiares during year ended 2012 of MNOK 118.4 is related to impairment of
the subsidiary Larchbay Traders & Consultants Lid.

Maote 4.  Auditors’ fos
All amounts exclude VAT,

Yoar ended Year ended
(Thousand NOK) 31 December 2012 N D_:a_ﬂ:_ﬂ:lb-_pr?ﬂl
Stalutory audit — Deloitle 543
Crher attestation senices — other auditors 174 288
CHher afteatation eennces - Delodite = 35
Other attestation services - other auditors - 85
Total audit fas ™7 1,040
Note 5. Employees' remuneration
Year anded Year anded
{Thousand MOKE) 3 December 2012 31 December 2011
Salaries 26 3,273
Options - 2,182
Social securily tax 318 50T
Other benafits B1 242
Other staff cost ) o4
Tatal employess” remuneration 2.581 EH-:B

Also rafer to Mote 15 in the Consolidated Financial Statements. Aladdin Ofl &Gas ASA had 1 employee &t
the end of 2012 {4 employees as of the end of 2011},

Thea accampanying noles @ne an inbagral par of hese consolkdaled financial Slatemenls
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Aladdin Oil & Gas Company ASA
Notes to the Financial Statements for the year ended 31 December 2011
{in thausand NOK unless noted othenwise)

Mote 6. Tax expense

(Thousand NOK) Year anded Year anded
Tax expense 31 December 2012 31 December 2011
Loss for the period -0R.872 -59,509
Parmanen] differences 113.164 a8, 167
Change in lemporary differences -3 -42 103
Tax base 14,189 15,445
Increasead / - Wlilized tax losses carred forward rom prior years -14,1848 15,445
Tax payable -
(Thousand NOK) 3:;:;::?:: 31?52::%?;
Basis for deferred tax 2012 2011 Change
Reoeivables - - -
Other 11 14 -3
Tatal ternporary differences 1 14 -3
Loss carrled forward 19,596 33,785 14,189
Total basis for deforred tax asset 19,607 33,799 14,182
Deferred ta liabifty (Russia) 5,450 8,464 -3.874
Deferred tax asaet (Russia) -5,450 -8,464 3.874
Met deferred tax 3 = g
Deferred tax asset not recognized in the consolidated
balance shaet = -
MNote 7. Investments in Group Companies
Voting Cost  Egquity Profit /

Registered share [ price 31.12.12 doss
Company acquisition office Gwnership (MNOK)  (MNOK)  12m2012
Larchbay Tradess & Consultants Lid, 18072006 Cyprus  100% 1532 830 204
Slikito Limited 06.04.2008 Cyprus 100% 01 355 400
Aladdin il & Gas (Cyprus) Lid 12032007  Cyprus 100% 0.1 -0.04 0.0

For the shares in Larchbay Traders & Consultants Lid, an impairment loss of MNOK 75 in 2009 and
MNOK 78.2 in 2010 was recognized. Remaining book value of shares in subsidiaries is zero.

The acsampanying noles s an inbegral pat of these consalidated firancial Malemants
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Aladdin Ol & Gas Company ASA

Motes to the Financial Statements for the year ended 31 December 2011
[in thousand NOK unless noted otherwise)

Mote 8. Loans to Group Companies

Larchbay Traders &
(Thousand HOK) Consultants Lid, Stikito Limited Total
Book Value 31122010 127,609 35,5593 163,402
Additional loans issued 51,2406 48 268 ay.605
Impairmanl 2071 -BG.000 -B6,000
Book Value 31122011 93,066 81,852 174,907
Addtional [oans lsawed 45,471 26,820 75,300
Impairment 2012 S e -G BA5 -118.423
Book Value 31.12.2012 o8 B6a 61,816 131,784
Mote 3. Cash and cash equivalents
{Thouzsand MCH) ﬂj December 2012 31 December 3011
Cash at bank 911 11,337
Reatricied cash - ”T.
Total cash and cash equivalents 814 11,474

Restricted cash represents an amount reserved for fax deductions from employee's salary under the
Morwegian law reguiremaents.

Mote 10. Share capital
Beafer 1o Note 10 In the Consalidated Financia! Statements,

Mote 11. Related party transactions
Most significant refated party transactions are disclosed in Note 14 in the Consaolidated Financial Statements,

Mote 12. Subseguent events
Rafer to Mot 19 in the Consolidated Financial Statements.

Tha accompanying nofes arm an mtegral par of (hese consoidated financial stabaments
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INDEPENDENT AUDITOR'S REPORT

Deloitte. pa

To the Aniiial Sharcholders' Mecting of Aladdin Oil & Gas Company ASA For wh0 351w
INDEPENDENT AUDITOR'S REPORT

Report en the Finnmcial Statements

We have nudited the sceompanying Ginancial statensents of Aladdin Oil & Gas Conspany ASA, which
comprise the linascial stmements of the parent compaisy and the finascial stwlements of the Grosp, The
financial statements of the parent consuy s the financial staboments of the Graup comprise the
statement of finmancial position &s ot December 31, 2012, inconse statement, the statensants of changes in
equity and cish Alow statersent for the year then ended, and & sumenary of significant acconnting policies
i otber explanatory imformation,

The Boord of Directors awd e Managing Divector ‘s Responsibilicy for the Financlal Saremens

The Board of Directors and the Managing Diseetor are respansible for the preparation and fale
presentation of these financls] statements in socondance with simplified applicstion of interaational
mccounting sianderds accarding o the Morwegisn sccounting st § 329, and far such intemal contral &
the Beard of Dérectors and the Managiag Director debermine is necessary to emable the preparation of
finmncial stntements that re free from nsatecial misstolement, whether due to frand or evor.

Awelitor 'y Rezponsibiliy

Dur respomsibility is 1o wxpress sn opision om these finssclal siatements based an aur sudic We
conducted our sudit in necondance with laws, regulations, and audifing standards snd practices generally
aceepted in Morway, inchieding Internatiosal Standards on Anditing. These standards requie that we
comply with ethizal requirements and plan e perform ithe ssdit to abtain reasonable msurnee rhout
wilietliar the financial statemerds nre frez from material misimiement.

An nudit involves perdforming procedures o obtain aadil evidence shoul the amemnts and disclosures in
the finamclal statements. The procederes selected depend an the auditor’s judgment, including the
assesament of the risks of material misstatement of the financinl stsements, whether due 1o fisud or srror.
In naaking those risk nssessments, the auditor considers imtemal control relevant 1o the entity's preparation
mnd {uir presentation of the lmancial sialements in order to design audit procedures thal are appropriate
the circamstancas, bl ot for the pamase of expresalng an opinfon on the cffeciivensss of the enbify’s
Internal cantrol. An sudit abso inclades evabuating the appecpriabeness of aocounting policks wsed and the
reasonabléness of accounting estimaabés made by management, oz well & evalwating the oveeall
preseniation of the financial sabements.

We belicve that the audit evidence we have obtained is sefficient and appropeiate 1o provide n basis for
our audit apinion.

Iy paar epinian, the financinl statensens are prepared in scoordance with ihe b and regulations and give
A true and fair view of the Ansncisl position of Alnddin (6] & Gas Company ASA and of the Growp ss st
December 31, 2012, and of its fimncinl performance and its cash Aows for the year then ended in
accordince with simplified application of interntiossl accounting standards aceonding to the HMorwegism
aceouiling sel § 39,

Page 39



INDEPENDENT ALIDITOR'S REFORT

Page 1
enl Amdilor's Report o the

Deloitte. A Srashibics Mg

Epgglieviis of wocurer
Wighout gualifying our opindon;
= We drnwy atfesftion to Note | im tho Fnsmcial stalemenis ﬁ:l'l'r:ﬂ'q.'l‘vlm:r | im the Ansncinl
stabesnents for the parent company snd the report from the Board of Direciors. The company is
opering at a bass ond is dependent an new equity or ather fimancing in order 1o meet ils
obligatices, develop its assels and continue 43 & going concem. This fimancing 5 currently not in
place

v We drnw sttention (o note 18 in the lmancial sistements of the Groap regarding non- comphisnce
with the subsurface lizense 1emms and lease expiration. It is not pessible 1o predict whether the
compary will be succeselil in remedisting the non- complisnce nnd prolomging the license ienna
A imegaiive oulcome for some or Bl of the leenses eonld mearerially affect the Group®s and the
Pareni’s abdllty io genemie nefficient cash flows fo recover the camying amount of the non-
cument asseas and loans to group companikes presented in the financlal statements.

These conditions, along wilh other matiers e st Fordh in the alorementzoned notes nnd the mepot from
the Doard of Directors, indicate the existence of 0 materinl uncertainty that may cast significsnt doshi
nhowt the Company”s ability i conlinue a5 a geing concens. The fimancial sigements do not inelude any
ndjestments (hat might resalt feom the oulcome of these uncertzinties.

Report om Oiler Legal andd Regolatory Reguirements

Clpimion o ihe Boed of Diveciors rgposs

Bnsed on car andil of ke fimncial setements as described shove, it is o opinios thil the infarmstion
preseited in the Boand ol Direciors reponl conceming llie financial statensents and the gaing concem
assmmpticn, and the praposal for the coverage of the bess complies with ihe low ond regulniions and tha
the infarmaticn {8 conslstent willy the faascial siniemenis,

Cpsdnion ow Regintration med Docvrdiitalion

Based oo our sadit of the fineeciad siviements as deseribed above, and contral propedures we have
considered necessary im acenrdmnce with the Emernational Standard on Assunance Engagements (1ISAE)
2000, wAssurnnce Engagements Ciher than Audits or Reviews of Historical Financial Informations, it is
our apimion that management kas fulfilled its duty 1o prodece n propes and clenrly et ol registratsan and
documentation of the company's acoounting infomsation in sccordare with the faw ond bookkesping
standards ond practices gererally accepted in Rorway.

Cisda, June 11, 2013
Dieloiste AS

Metle Hoadleo~

Medte Herdleves
State Authorised Pulblic Accountant (Marway)
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