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INDEPENDENT AUDITORS’ REPORT
ON THE CONSOLIDATED FINANCIAL STATEMENTS

To the Board of Directors of Eregli Demir ve Celik Fabrikalan T.A.S.;
Report on Financial Statements

We have audited the accompanying consalidated statement of financial position of Eregli Demir ve
Celik Fabrikalan T.A.$. (the Company) and its subsidiaries (together will be referred to as “the Group")
as at 31 December 2015 and the related consolidated statement of profit or loss, consolidated
statement of other comprehensive income, consolidated statement of changes in equity and
consolidated statement of cash flows for the year then ended and a summary of significant accounting
policies and explanatory notes.

Management's Responsibility For the Financial Statements

The Group management is responsible for the preparation and fair presentation of these consolidated
financial statements in accordance with the Turkish Accounting Standards and for such internal
controls as management determines is necessary to enable the preparation and fair presentation of
consolidated financial statements that are free from material misstatement, whether due to error
and/or fraud.

Independent Auditors’ Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our
audit. Our audit was conducted in accordance with Standards on Auditing as issued by the Capital
Markets Board of Turkey and Auditing Standards which are part of the Turkish Auditing Standards
issued by POA. Those standards require that ethical requirements are complied with and that the
independent audit is planned and performed to obtain reasonable assurance whether the financial
statements are free from material misstatement.

Independent audit involves performing independent audit procedures to obtain independent audit
evidence about the amounts and disclosures in the financial statements. The independent audit
procedures selected depend on our professional judgment, including the assessment of the risks of
material misstatement of the financial statements, whether due to error and/or fraud. In making those
risk assessments; the entity’s internal control system is taken into consideration. Qur purpose,
however, is not to express an opinion on the effectiveness of internal control system, but to design
independent audit procedures that are appropriate for the circumstances in order to identify the
relation between the financial statements prepared by the Group and its internal control system. Qur
independent audit includes also evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by the Company’s management, as well as evaluating
the overall presentation of the financial statements.

We believe that the audit evidence we have obtained during our independent audit is sufficient and
appropriate to provide a basis for our audit opinion.
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Opinion

In our opinion, the accompanying consolidated financial statements present fairly, in ali material
respects, the financial position of Eregli Demir ve Celik Fabrikalar T.A.$. and its subsidiaries as at 31
December 2015 and their financial performance and cash flows for the year then ended in accordance
with the Turkish Accounting Standards.

Emphasis of Matter

Without qualifying our opinion we draw attention to the matter in Note 16 to the accompanying
consolidated financial statements. The court cases related to Capital Market Board's (“CMB") claim
that the Company had prepared its 31 December 2005 financial statements in accordance with
International Financial Reporting Standards instead of Communiqué Serial XI, No:25 on “Accounting
Standards in Capital Markets” without taking the permission of the CMB in prior years were concluded
against the Company at Council of State and such conclusions declared to the Company via
notifications sent in July 2012. On 1 August 2012, the Company applied to the Administrative Court to
remove the conflicting decisions of this court, but the Administrative Court decided to reject the
application by the notification made on 17 February 2014. However, lawsuit filed by the Privatization
Administration ("PA") of The Turkish Republic is at the stage of appeal at the Supreme Court and is
pending as of the date of our report.

Reports on Other Responsibilities Arising From Regulatory Requirements

1)  Auditors’ report on Risk Management System and Committee in accordance with subparagraph
4, Article 378 of Turkish Commercial Code no. 6102 (*“TCC") is prepared to be submitted to the
Board of Directors of the Company on 8 March 2016.

2)  Inaccordance with subparagraph 4, Article 402 of the TCC, no significant matter has come to
our attention that causes us to believe that the Company's bookkeeping activities for the period
1 January - 31 December 2015 and financial statements are not in compliance with the code
and provisions of the Company's articles of association in relation to financial reporting.

3) Inaccordance with subparagraph 4, Article 402 of the TCC, the Board of Directors submitted to
us the necessary explanations and provided required documents within the context of audit.

Guney Bagimsiz Denetim ve Serbest Muhasebeci Mali Masavirlik Anonim Sirketi
A member ﬁr_n;n of Erhst & Young Global Limited

/I’

Metm Caﬁogy =
Engagemgnt artqgr

8 March 2016
Istanbul, Turkey
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(Convenience Translation into English of Consolidated Financial Statements Originally [ssued in Turkish — See Note
34)

EREGLI DEMIR VE CELIK FABRIKALARI T.A.S. AND ITS SUBSIDIARIES

CONSOLIDATED STATEMENT OF FINANCIAL POSITION AS OF 31 DECEMBER 2015

(Amounts are expressed in Turkish Lira (“TRY Thousand") unless etherwise indicated.)

{Audited) (Audi ted) {Audited) {Audited)

Current Period Current Period Previous Period Previous Period

31 December 31 December 31 December 31 December

2015 2015 2014 2014

ASSETS Note USD'000 TRY'000 USD'0O0 TRYDO0
Current Assets 2,751.401 7999975 3178814 7.371.353
Cash and Cash Equivalents 4 1.009.321 2934.703 943.038 2.186.810
Financial Derivative Instruments 3 15.286 44 445 15,795 36628
Trade Receivables 7 561.504 1632629 757.626 1.756 860
Due Fram Related Parties 29 14834 43.130 15.701 36.409
Other Trade Receivables T 346.670 1.589.499 741925 1.720.451
Other Receivables 8 712 2069 1.639 3800
Inveniories 9 1.113 595 3237890 1.405.144 3258389
Prepaid Expenses 10 18.143 52754 16094 37320
Other Current Assets 18 32840 95 485 39478 91.546
Non Current Assets 3.657.490 10.634.515 3.692.406 8.562.321
Other Receivables 8 5.183 15069 10237 231738
Financial Investments 27 79 27 63
Financial Derivative Instruments 5 14639 42 564 24.013 55.684
Investment Properties 1 24 670 71.731 24879 57.691
Property, Plamt and Equipment 12 3520075 10234969 3.535.882 8.199.357
Intangible Assets I3 69.596 202,357 72.689 168.559
Prepaid Expenses 1o 15112 43.939 10.931 25348
Deferred Tax Assets 27 8188 23 807 13.748 31 881
TOTAL ASSETS 6.408.891 18.634.490 6.871.220 15.933.674

The details of presentation currency translation to TRY explained in Note 2, 1.

The accompanying notes form an integral part of these consolidated financial statements.
|



(Convenience Translation into English of Consclidated Financial Statements Qriginally Issued in Turkish — See Note

34)

EREGLIi DEMIR VE CELIK FABRIKALARI T.A.S. AND ITS SUBSIDIARIES

CONSOLIDATED STATEMENT OF FINANCIAL POSITION AS OF 31 DECEMBER 2015

{Amounts are expressed in Turkish Lira (“TRY Thousand”) unless otherwise indicated.)

(Audited) (Audited) (Audited) (Audited)
Current Period  Current Period Previous Period  Previous Period
31 December 31 December 31 December 31 December
2015 2015 2014 2014
LIABILITIES Note USD'onn TRY'000 USD'000 TRY'000
Current Liabilities 899.513 2.615.423 1.339.179 3105422
Financial Ligbilities 6 8.353 24 286 274.948 637.577
Short Term Portion of Long Term Fin. Liab. 6 360.179 1.047.256 615918 1.428.252
Financial Derivative Instruments 5 6.705 19.495 2629 6096
Trade Payables 7 200.235 582.203 180 076 417 579
Due to Related Parties 29 9.159 26.630 7.904 18329
Orher Trade Pavables 7 191.076 355573 172,172 399.250
Other Payables 8 11.583 33680 13623 3591
Deferred Revenue 19 32115 93.377 32972 76458
Current Tax Liabilities 27 74.896 247,769 55.935 [29.708
Short Term Provisions 16 150.298 437,007 101.138 234 528
Payables for Employee Benefits 15 41.168 119700 42917 99.520
Other Current Liabilities 18 13.98% 40650 19.023 44113
Non Current Liabilities L197.164 3.480.875 1.085.836 2.517.945
Financial Liabilities 654.960 1.904.361 581.269 1.347.905
Financial Derivative Instruments 5 7345 21.355 10.280 23.839
Provisions for Employee Benefits 15 173.997 505915 210326 487.724
Deferred Tax Liobilities 27 360.711 1.048.802 2§3.803 658.110
Other Non Current Liabilities 8 151 442 158 367
EQUITY 4312214 12.538.192 4.446.208 10,310,307
Equity Attributable to Equity Holders of the Parent +.1892.170 12.180.429 4.313.813 10.003.303
Share Capital 20 1.818.371 3.500.000 1.818.371 3 500.000
Inflation Adjustment to Capital 20 81.366 156613 B1.366 156.613
Treasury Shares {-) 20 (60.387) (116232) (60 387) (116232)
Share Issue Premium 20 55303 106 447 55.303 106.447
Other Comprehensive Income/Expense Not to be
Reclassified to Profit/ (Loss) (36.155) (80.580) (44 682) (101.563)
Revaluation Reserve of Tangible Assets 12623 225 10405 24,151
Actuarial (Loss) Gain funds (48.778) (107.795) (535.087} (125.714)
Other Comprehensive Income/Expense to be
Reclassified 10 Profit/ (Loss) (31483) 4010257 (4.007) 1.623.162
Cash Fiow Hedging Reserves 754) (2.192) J.088 1160
Foreign Currency Translation Reserves (30.729) 1012449 {7.095) 1.616.002
Restricted Resenes Assorted from Profit 20 +41 058 950.831 313.307 617.355
lictained Earnings 20 1.506.960 2527180 1422232 2616.106
Net Profit for the Period 414137 1.125913 732310 1601415
Non-Coatrolling Interests 123.044 357.763 132.392 307.004
TOTAL LIABILITIES AND EQUITY 6.408.891 18.634.490 6.871,220 15.933.674

The details of presentation currency translation to TRY explained in Note 2.1.

The accompanying notes form an integral part of these consolidated financial statements.
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(Convenience Translation into English of Consolidated Financial Statements Originally Issued in Turkish — See Note

34)

EREGLi DEMIR VE CELIK FABRIKALARI T.A.S. AND ITS SUBSIDIARIES
CONSOLIDATED STATEMENT OF CASH FLOWS FOR THE YEAR ENDED 31 DECEMBER 2015

{Amounts are expressed as Turkish Lira (“TRY Thousand") unless otherwise indicated.)

CASH FLOWS FROM OPERATING ACTIVITIES
Profit before tax and non-conirolling interests
Adjustments to reconcile net profit before tax to

nel cash provided by operating activitien:
Depreciation and amonization expenses
Provision for employee termination benefits
Provision for seniority incemive premium
Gan on sale of property plant and equipment
Gain on sale of investment property
L oss on write off of property plant and equipment

in provision for doubtfl recervabl

in the alh for i
Increase in the impairment of tangible assety
Increase in provision for unpaid vacations
{Decrease)increase in provision for pending claims and lawsuity
Increase in penalty prov for obligaory empl.t shortage of disabled people
Increase in provision lor fermination fee of long term contract
Increase in provision for state right on mining activities
{Brecrease)increase it provision for civil defense fund
Interest expenses
Interest income from bank deposits
Interest income from overdue sales
Unitealized foreign currency (profu¥loss of financial Babilities
Loss/{gain) on fair value changes of derivative financial instruments
Net cash provided by operating activities befare changes in
working capital
Changes in working capital
Interest income from overdue sales collected
Lawsuits paid
Penally paid for the employment shoriage of disabled people
Corporate tax paid
Employee temination henefits paid
State rights paid for mining activities
Unused vacation paid
Seniority incentive premium paid
Net cash provided by operating activities
CASH FLLOWS FROM INVESTING ACTIVITIES
Changes in financial investmenty
Cash provided by sale of investment propenty
Cash (used) by purchase of invesiment propenty
Cash used in the purchase of tangible assets
Cash used in the purchase of intangible assets
Cash provided by sales of tanglie assets
Net cash usell in investing activities
CASH FLLOWS FROM FINANCING ACTIVITIES
New borrowings
Repayment of barrowings
Interess paid
Interest received on bank deposits
Dividends paid
Dividends paid to no 8
Net cash used in by financing activiites
NET CHANGES IN CASH AND CASH EQUIVALENTS
CASH AND CASII EQUIVALENTS AT THE BEGINNING OF THE
Currency translation difference, net
CASH AND CASIE EQUIVALENTS AT THE END OF THE PERIOD

Accrued intetest income
CASIT AND CASH EQUIVALENTS AT THE END OF THE PERIOD
INCLUDING ACCRUED INTEREST INCOME

The accompanying notes form an integral part of these consolidated financial statements.

{Audited) (Audiied)

Current Period Current Perlod Previous Perind  Previous Period

1 Janvary | January 1 January 1 January

3D ber 2015 31 D her 2015 31 December 2004 31 December 2014

Note US'000 TRY'00 usne TRY'000
516 966 1 436,167 BOI 904 1965571

20123 204 511 gl 442 199 663 436.622
15 15 965 T 891 25127 54947
15 1639 4456 4632 10 13¢
24 (364} [989) (482) (1.054)
b2 {16 834} {45767 - -
23 1346 3 659 1887 4127
8 4540 1234 3 860 3441
9 94871 26 B36 6831 14938
12 718 1980 £ 485 18 555
15 3150 919 3.B83 8452
15 (5 381) (14630 9641 21082
16 1139 323 698 1527
16 15 000 03 903 - =
16 626 1703 22 4 861
16 (3 466) 19422) 3179 6951
26 45077 1212 551 84 265 184271
25 (31 734 (86 276) {24 545} (53 673)
24 (13 843) (64 821) {27.145) (59 360)
{3 483) (9 468) {12 564} (27471

. 1224 33 369 (5 588) (12220}
#19.9%7 2.259.969 LI175.954 2.586,732

33 493 567 1 435 096 1957172 453975
27763 75480 27750 60 68)

i6 (3 145) {B 550} (3447 (1537)
] (1 {3192 {402) (330)
27 (141.371) (3B4 346) (82919) (181320
15 (13302} (36 709 (18.190) 39777
1% (1.323) (3 398) (1 381) (3 019}
1% (1 877) (5.102) (2 960) (6479)
(B (589) (1.602) (1o (2.224)
1.178.326 1327, 446 £.289.160 2.86i).152

2 - 29} (63

1l 14 967 40 000 - -
L] - . (680} (1 488)
12 {197 834} 1537 987) (151 042) {330.2938)
13 (7217 {19 783} (6 783 (14 834)
12113 4 895 13.308 569 | 245
(135.299) {504.462) {157.965) (345.438)

1 238 628 3601435 964 751 2137 160

{1 686 345) (4903 216) (1125 564) {261007t)

(42.520) {116 301) {78 671) (172037)

31530 87308 22839 19 945

(519 831) (1 356 B65) {380 040) {794 735%

(19.871) (51.83%) {5 330) {11 8400

(17, 408) {2.739.474) {602.015) {1.301.578)

{4.382) a3.510 529.180 1.20.136

4 9411865 2.181.773 355,997 759,804
71 461 665415 35 GRY 208 833

4 1.007.944 2.930.698 941,866 213,71
4 1.377 4005 2172 037
4 1.00K.321 2,934,703 43,038 2.186.810
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(Convenience Translation into English of Consolidated Financial Statements Originally Issued in Turkish — See Note
34)

EREGLi DEMIR VE CELIK FABRIKALARI T.A.S. AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

{Amounts are expressed as Turkish Lira (“TRY Thousand™) unless otherwise indicated.)

NOTE 1 - GROUP'S ORGANIZATION AND NATURE OF OPERATIONS

Erdemir Grubu (“Group™), is composed of Eregli Demir ve Celik Fabrikalan T.A.S. (“Erdemir” or “the
Company”), and its subsidiaries which it owns the majority of their shares or has a significant influence
on their management structure.

The immediate parent and ultimate controlling party of the Group are Ataer Holding A.S. and Ordu
Yardimlagma Kurumu, respectively.

Ordu Yardimlasma Kurumu (OYAK/Armed Forces Pension Fund) was incorporated on 1 March 1961
under the Act No. 205 as a private entity under its own law subject to Turkish civil and commercial codes
and autonomous in financial and administrative matters. OYAK, being an “aid and retirement fund” for
Turkish Armed Forces’ members, provides various services and benefits within the framework of social
security concept anticipated by Turkish Constitution. OYAK has nearly sixty direct and indirect
subsidiaries in industry, finance and service sectors. The detailed information about OYAK can be found
on its official website (www.oyak.com.tr),

The Company was incorporated in Turkey as a joint stock company in 1960. The principal activities of
the Company are production of iron and steel rolled products, alloyed and non-alloyed iron, steel and pig
iron castings, cast and pressed products, coke and their by-products.

The Company’s shares have been traded in Istanbul Stock Exchange since the establishment of the
Istanbul Stock Exchange (year 1986).

The main operations of the companies included in the consolidation and the share percentage of the
Group for these companies are as follows:

Country of 2015 2014
Name of the Company Operation Operation Share % Share %
Iskenderun Demir ve Celik A.S. Turkey Integrated Steel Production 95,07 95,07
Erdemir Madencilik San. ve Tic. A.S. Turkey Iron Ore and Pellet 90,00 90,00
Erdemir Celik Servis Merkezi San. ve Tic. A.S.  Turkey Steel Service Center 100 100
Erdemir Mahendilik Yon. ve Dan. Hiz. A.S. Turkey Management and Consultancy 100 100
Erdemir Romania S.R.L. Romania Silicon Steel Production 100 100
Erdemir Asia Pacific Private Limited Singapore Trading 100 100

The registered address of the Company is Barbaros Mahallesi Ardig Sokak No:6 Atasehir / [stanbul.
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34)

EREGLI DEMIR VE CELiK FABRIKALARI T.A.S. AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

(Amounts are expressed as Turkish Lira (“TRY Thousand") unless otherwise indicated )

NOTE 1 - GROUP’S ORGANIZATION AND NATURE OF OPERATIONS (cont’d)

The number of the personnel employed by the Group as at 31 December 2015 and 31 December 2014

are as follows:

Paid Hourly Paid Montly 31 December 2015

Personnel Personnel Personnel

Eregli Demir ve Celik Fab. T.A.S. 4.530 1.797 6.327
Iskenderun Demir ve Gelik A.S. 3.446 1.816 5.262
Erdemir Madencilik San, ve Tic. A.S. 128 127 255
Erdemir Celik Servis Merkezi San. ve Tic. A.S. 215 87 302
Erenco Erdemir Miih. Yn. ve Dan. Hiz. A.S. - 240 240
Erdemir Romania S.R.L. 218 50 268
Erdemir Asia Pacific Private Limited - 5 5
8.537 4.122 12,659

Paid Hourly Paid Montly 31 December 2014

Personnel Personnel Personnel

Eregli Demir ve Celik Fab.T.A.S. 4.593 1.861 6.454
Iskenderun Demir ve Celik A.S. 3.795 1.818 5.613
Erdemir Madencilk San. ve Tic. A.S. 137 139 276
Erdemir Celik Servis Merkezi San. ve Tic. A.S. 61 73 134
Erenco Erdemir Milh. Y&n. ve Dan, Hiz. A.S, - 114 114
Erdemir Romania S.R.L. 227 51 278
Erdemir Asia Pacific Private Limited - 3 3
8.813 4.059 12,872

NOTE 2 - BASIS OF PRESENTATION

STATEMENTS

2.1 Basis of Presentation

OF THE CONSOLIDATED FINANCIAL

The Company and all its subsidiaries in Turkey maintain their legal books of account and prepare their
statutory financial statements (“Statutory Financial Statements™) in accordance with accounting principles
issued by the Turkish Commercial Code (“TCC") and tax legislation.

The Group’s consolidated financial statements and disclosures have been prepared in accordance with the
communiqué numbered 1I-14,1 “Communiqué on the Principles of Financial Reporting In Capital
Markets” (“the Communiqué™) announced by the Capital Markets Board (“CMB”) (hereinafter will be
referred to as “the CMB Accounting Standards™) on 13 Jjune 2013 which is published on Official Gazette
numbered 28676.

The financial statements are prepared on cost basis, except the derivative financial instruments and
tangible assets used for silicon steel and iron ore carried on fair value.

In accordance with article 5™ of the CMB Reporting Standards, companies should apply Turkish
Accounting Standards/Turkish Financial Reporting Standards and its interpretations issued by the Public
Oversight Accounting and Auditing Standards Authority of Turkey (“POA™).
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EREGLI DEMIR VE CELIK FABRIKALARI T.A.S. AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

{Amounts are expressed as Turkish Lira (“TRY Thousand") unless otherwise indicated )

NOTE 2 - BASIS OF PRESENTATION OF THE CONSOLIDATED FINANCIAL
STATEMENTS (cont’d)

2.1 Basis of Presentation (cont’d)

Functional and Reporting Currency

The functional currency of the Company and its subsidiaries’ [skenderun Demir ve Celik A.S. “Isdemir”
and Erdemir Celik Servis Merkezi San. ve Tic. A.S “Ersem” are US Dollars; Erdemir Madencilik San. ve
Tic. A.$. “Ermaden” and Erdemir Mithendislik Yonetim ve Danismanlik Hizmetleri A.S. “Erenco” are TRY,

Functional currency for the subsidiary abroad

The functional currency of the foreign subsidiaries Erdemir Asia Pacific Private Limited “EAPPL” is US
Dollars; Erdemir Romania S.R.L is EUR.

Presentation currency translation

Presentation currency of the consolidated financial statements is TRY. According to IAS 21 (“The Effects of
Changes in Foreign Exchange Rates™) financial statements, that are prepared in USD Dollars for the
Company, Isdemir, Ersem and EAPPL; in Euro for Erdemir Romania, have been translated in TRY as the
following method:

a) The assets and liabilities on financial position as of 31 December 2015 are translated from USD
Dollars into TRY using the Central Bank of Turkey's exchange rate which is TRY 2,9076=US §$ 1
and TRY 3,1776=EUR 1 on the balance sheet date (31 December 2014; TRY 2,3189=US $ 1,
TRY 2,8207=EUR 1).

b) For the twelve months period ended 31 December 2015, income statements are translated from
the average TRY 2,7187 = US $ | and TRY 3,0181=EUR | rates of 2015 Janvary - December
period (31 December 2014: TRY 2,1868 = US § | TRY 2,9059 = | EUR).

¢) Exchange differences are shown in other comprehensive income as of foreign currency translation
reserve.

d) The differences between presentation of statutory and historical figures are recognised as translation
differences under equity. All capital, capital measures and other measures are represneted with their
statutory figures, other equity accounts are represented with their historic cost figures in the
accompanying financial statements.

USD amounts presented in the financial statements

The figures in USD amounts presented in the accompanying consolidated financial statements
comprising the statements of financial position as of 31 December 2015 and 31 December 2014,
consolidated statement of income and other comprehensive income, and consolidated statement of cash
flows for the year ended 31 December 2015 represent the consolidated financial statements within the
frame of functional currency change that the Company has made, which is effective as of July 1, 2013,
prepared in accordance with the TAS 21- Effects of Changes in Foreign Exchange Rates.

Going concern

The Group prepared its consolidated financial statements in accordance with the going concern
assumption.
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EREGL DEMIR VE CELiK FABRIKALARI T.A.S. AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015
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NOTE 2 - BASIS OF PRESENTATION OF THE CONSOLIDATED FINANCIAL
STATEMENTS (cont’d)

2.1 Basis of Presentation (cont'd)

Approval of the consolidated financial statements

The consolidated financial statements have been approved and authorized to be published on 8 March
2016 by the Board of Directors. The General Assembly has the authority to revise the financial
statements.

2.2 Comparative Information and Restatement of Consolidated Financial Statements with Prior
Periods

The Group’s consolidated financial statements are presented in comparison with the previous period in
order to allow for the determination of the financial position and performance trends. The comparative
information is reclassified when necessary in order to be aligned with the current period consolidated
financial statements.

2.3 Consolidation Principles

The consolidated financial statements include the accounts of the parent company, Eregli Demir ve Celik
Fabrikalan T.A.$., and its Subsidiaries on the basis set out in sections below. The financial statements of
the companies included in the consolidation have been prepared as of the date of the consolidated
financial statements and are based on the statutory records with adjustments and reclassifications for the
purpose of presentation in conformity TAS/TFRS promulgated by the POA as set out in the communiqué
numbered [I-14.1, and Group accounting and disclosure policies.

Subsidiaries are the Companies controlled by Erdemir when it is exposed, or has rights, to variable
returns from its involvement with the investee and has the ability to affect those returns through its
power over the investee.

Subsidiaries are consolidated from the date on which the control is transferred to the Group and are no
longer consolidated from the date that the control ceases.

The statement of financial position and statements profit or loss of the Subsidiaries are consolidated on a
line-by-line basis and the carrying value of the investment held by Erdemir and its Subsidiaries is
eliminated against the related shareholders’ equity. Intercompany transactions and balances between
Erdemir and its Subsidiaries are eliminated on consolidation. The cost of, and the dividends arising from,
shares held by Erdemir in its Subsidiaries are eliminated from shareholders’ equity and income for the
year, respectively.

The table below sets out all Subsidiaries included in the scope of consolidation and discloses their direct and
indirect ownership, which are identical to their economic interests, as of 31 December 2015 and 31
December 2014 (%) and their functional currencies:

31 December 2015 31 December 2014

Functional Ownership Effective Functional Ownership Effective

Currency Interest  Shareholding Currency Interest  Shareholding

1sdemir US Dollars 95,07 95.07 US Dollars 95,07 95,07
Ersem US Dollars 100,00 100.00 US Dollars 100,00 100.00
Ermaden Turkish Lira 90,00 90.00  Turkish Lira 90.00 90,00
Erdemir Miihendislik Turkish Lira 100.00 100.00  Turkish Lira 100,00 100,00
Erdemir Romania S.R.L. Euro 100,00 100,00 Euro 100,00 100,00
Erdemir Asia Pasific US Dollars 100,00 160,00 US Dollars 100,00 100,00
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FOR THE YEAR ENDED 31 DECEMBER 2015
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NOTE 2 - BASIS OF PRESENTATION OF THE CONSOLIDATED FINANCIAL
STATEMENTS (cont’d)

2.4 Comparative Information and Restatement of Consolidated Financial Statements with Prior
Periods

The Group’s consolidated financial statements are presented in accordance with the communiqué
numbered [I-14,1 “Communiqué on the Principles of Financial Reporting In Capital Markets” (“the
Communiqué”) announced by the Capital Markets Board (“CMB"). The Group’s consolidated financial
statements are prepared in comparison with the previous period in order to allow for the determination of
the financial position and performance trends in accordance with a new illustrative financial statements
and guidance that has been effective from the interim periods ended after 30 June 2013.

Reclassifications of financial position are as follows:

(Previously
Reported) {Restated) (Difference)
Account 31 December 2014 _ 31 December 2014 31 December 2014
Short Term Other Payables " 7.389 31.591 24.202
Short Term Payables for Employee Benefits m 123.722 99.520 (24.202)
Trade Payables 5 417.255 417.579 324
Other Current Liabilities 44.437 44113 (324)

(1) TRY 24,202 thousand employee's income tax payables that was reported under “Payables for
Employee Benefits”, is reclassifed under “Short Term Other Payables” in consolidated financial
statements as of 31 December 2014,

(2) TRY 324 thousand expense accruals that was reported under “Other Current Liabilities”, is reclassifed
under “Trade Payables” in consolidated financial statements as of 31 December 2014.

Reclassifications of income statement are as follows:

{Previously

Reported) (Restated) (Difference)

1 January - 1 January - 1 January -

A - 31 December 31 December 31 December

ceo 2014 2014 2014

General Administrative Expenses (-) & {223.509) (232.012) (8.503)
Other Operating Expenses {-) M (142.342) (133.839) 8.503
Financial Income & 88.888 229.505 140.617

Financial Expense (-) © (217.729) (358.346) (140.617)

(1) Provision for doubtful receivables TRY 8.503 thousand which were reported under "Other Operating
Expenses (-)" was reclassified to "General Administrative Expenses (-)" on the consolidated statemment of
income for the year ended 31 December 2014,

(2) Foreign exchange loss (net) TRY 22.993 thousand out of TRY 140.617 thousand which were reported

under “Financial Expense (-)" was reclassified to foreign exchange gain from deferred tax base under
“Financial Income” for the year ended 31 December 2014.
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EREGLi DEMIR VE CELiK FABRIKALARI T.A.S. AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015
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NOTE 2 - BASIS OF PRESENTATION OF THE CONSOLIDATED FINANCIAL
STATEMENTS (cont’d)

2.5 Significant Judgments and Estimates of the Group on Application of Accounting Policies

The Group makes estimates and assumptions prospectively while preparing its consolidated financial
statements. These accounting estimates are rarely identical to the actual results. The estimates and
assumptions that may cause significant adjustments to the carrying values of assets and liabilities in the
following reporting periods are listed below:

2.5.1 Useful lives of property, plant and equipment and intangible assets

The Group calculates depreciation for the fixed assets by taking into account their production amounts on
the basis of cash flow unit set by independent expert valuation Firm and useful lives that are stated in Note
2.8.3 and 2,8.4 (Note 12, Note 13).

2.5.2 Deferred tax

The Group recognizes deferred tax on the temporary timing differences between the carrying amounts of
assets and liabilities in the financial statements prepared in accordance with TFRS and statutory financial
statements which is used in the computation of taxable profit. The related differences are generally due to
the timing difference of the tax base of some income and expense items between statutory and TFRS
financial statements. The Group has deferred tax assets resulting from tax loss carry-forwards and
deductible temporary differences, which could reduce taxable income in the future periods. All or partial
amounts of the realizable deferred tax assets are estimated in current circumstances. The main factors
which are considered include future earnings potential; cumulative fiscal losses in recent years; history of
loss carry-forwards and other tax assets expiring, the carry-forward period associated with the deferred
tax assets, future reversals of existing taxable temporary differences that would, if necessary, be
implemented, and the nature of the income that can be used to realize the deferred tax asset (Note 27).

2.5.3 Fair values of derivative financial instruments

The Group values its derivative financial instruments by using the foreign exchange and interest rate
estimations and based on the valuation estimates of the market values as of the balance sheet date (Note 35).

2.5.4 Provision for doubtful receivables

Allowance for doubtful receivables reflect the future loss that the Group anticipates to incur from the
trade receivables as of the balance sheet date which is subject to collection risk considering the current
economic conditions. During the impairment test for the receivables, the debtors are assessed with their
prior year performances, their credit risk in the current market, their performance after the reporting date
up to the issuing date of the financial statements; and also the renegotiation conditions with these debtors
are considered. As of reporting date the provision for doubtful receivables is presented in Note 7 and Note
8.

2.5.5 Provision for inventories

During the assessment of the provision for inventory the following are considered; analyzing the
inventories physically and historically, considering the employment and usefulness of the inventories
respecting to the technical personnel view. Sales prices listed and related data by sales prices of realized
sales after balance sheet date, average discount rates given for sale and expected cost incurred to sell are
used to determine the net realizable value of the inventories. As a result of this, the provision for
inventories with the net realizable values below the costs and the slow moving inventories are presented
in Note 9.
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NOTE 2 - BASIS OF PRESENTATION OF THE CONSOLIDATED FINANCIAL
STATEMENTS (cont’d)

2.5 Significant Judgments and Estimates of the Group on Application of Accounting Policies (cont’d)

2.5.6 Provisions for employee benefits

Actuarial Assumptions about discount rates, inflation rates, future salary increases and empioyee turnover
rates are made to calculate Group's provision for employee benefits. The details related with the defined
benefit plans are stated in Note 15,

2.5.7 Provision for lawsuits

Provision for lawsuits is evaluated by the Group based on opinions of Group Legal Counsel and legal
consultants. The Group determines the amount of provisions based on best estimates. As of Reporting
date, provision for lawsuits is stated in Note 16.

2.5.8 Provision for termination fee of long term contract

The Group has initiated termination process of long-term service agreement, which is signed on 11
August 2008 to transport of overseas iron ore supplies with capesize vessels for 2008-2022 period, in the
last quarter of 2015. The Group Management has conciuded that there is a constructive obligation
because of the Management's decision and supplier’s intention towards termination process related to the
contract as of 31 December 2015 and possibility of cash outflow is more likely than not. The parties
reached a certain agreement on 24 February 2016 on termination of the aforementioned agreement with
USD 75.000 thousand termination fee and signing of a new freight contract linked with market prices.
Therefore, it is considered that subsequent agreement on termination cost, is an adjusting event after the
balance sheet date since it lets the measurability of constructive obligation in a trustable manner. As a
result, USD 75.000 thousand provision for termination fee of long term contract is recognized as of 31
December 2015 (Note 16 and 24).

2.5.9 Impairments on Assets

The Group, performs impairment tests for assets that are subject to depreciation and amortization in case
of being not possible to prevent recovery of the assets at each reporting period. Assets are grouped at the
lowest levels which there are separately identifiable cash flows for evaluation of impairment (cash
generating units). As a result of the impairment works performs by the Group management, as of the
reporting date any impairment except calculated provision on non-financial assets has not been estimated
(Note 12),

2.6 Offsetting

Financial assets and liabilities are offset and the net amounts are reported with their net values in the
balance sheet where either there is a legally enforceable right to offset the recognized amounts or there is
an intention to settle on a net basis, or realize the asset and settle the liability simultaneously.
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NOTE 2 - BASIS OF PRESENTATION OF THE CONSOLIDATED FINANCIAL
STATEMENTS (cont’d)

2.7 Adoption of New and Revised Financial Reporting Standards

The accounting policies adopted in preparation of the consolidated financial statements as at 31
December 2015 are consistent with those of the previous financial year, except for the adoption of new
and amended TFRS and TFRIC interpretations effective as of 1 January 2015. The effects of these
standards and interpretations on the Group’s financial position and performance have been disclosed in
the related paragraphs.

The new standards, amendments and interpretations which are effective as at 1 January 2015 are as
follows:

e TAS 19 Defined Benefit Plans: Employee Contributions (Amendment)

TAS 19 requires an entity to consider contributions from employees or third parties when
accounting for defined benefit plans. The amendments clarify that, if the amount of the
contributions is independent of the number of years of service, an entity is permitted to recognize
such contributions as a reduction in the service cost in the period in which the service is rendered,
instead of allocating the contributions to the periods of service. The amendment is to be applied
retrospectively for annual periods beginning on or after July i, 2014.

Annual Improvements to TAS/TFRSs

In September 2014, POA issued the below amendments to the standards in relation to “Annual
Improvements - 2010-2012 Cycle” and “Annual Improvements - 2011-2013 Cycle.

Annual Improvements - 2010-2012 Cycle
¢ TFRS 2 Share-based Payment

Definitions relating to performance and service conditions which are vesting conditions are
clarified. The amendment is effective prospectively.

e TFRS 3 Business Combinations

The amendment clarifies that all contingent consideration arrangements classified as liabilities
(or assets) arising from a business combination should be subsequently measured at fair value
through profit or loss whether or not they fall within the scope of [AS 39 (or I[FRS 9, as
applicable). The amendment is effective for business combinations prospectively.

e TFRS 8 Operating Segmenis

The changes are as follows: i) An entity must disclose the judgements made by management in
applying the aggregation criteria in IFRS 8, including a brief description of operating segments
that have been aggregated and the economic characteristics (e.g., sales and gross margins) used to
assess whether the segments are ‘similar’. ii) The reconciliation of segment assets to total assets
is only required to be disclosed if the reconciliation is reported to the chief operating decision
maker. The amendment will not have an impact on the financial position or performance of the
Group.

¢ TAS 16 Property, Plant and Equipment and TAS 38 Intangible Assets

The amendment to TAS 16.35(a) and TAS 38.80(a) clarifies that revaluation can be performed,
as follows:i) Adjust the gross carrying amount of the asset to market value or ii) determine the
market value of the carrying amount and adjust the gross carrying amount proportionately so that
the resulting carrying amount equals the market value. The amendment will not have an impact
on the financial position or performance of the Group.
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NOTE 2 - BASIS OF PRESENTATION OF THE CONSOLIDATED FINANCIAL
STATEMENTS (cont’d)

2.7 Adoption of New and Revised Financial Reporting Standards (cont’d)
Annual Improvements - 2010-2012 Cycle (cont’d)
* TAS 24 Related Party Disclosures

The amendment clarifies that a management entity — an entity that provides key management
personnel services — is a related party subject to the related party disclosures. . In addition, an entity
that uses a management entity is required to disclose the expenses incurred for management services.
The amendment will not have an impact on the financial position or performance of the Group.

Annual Improvements — 2011-2013 Cycle
¢ TFRS 3 Business Combinations

The amendment clarifies that: i) Joint arrangements are outside the scope of TFRS 3, not just
joint ventures ii) The scope exception applies only to the accounting in the financial statements of
the joint arrangement itself. The amendment will not have an impact on the financial position or
performance of the Group.

e TFRS 13 Fair Value Measurement

The portfolio exception in TFRS 13 can be applied to financial assets, financial liabilities and
other contracts within the scope of IAS 39 (or IFRS 9, as applicable). The amendment will not
have an impact on the financial position or performance of the Group.

e TAS 40 Investment Property

The amendment clarifies the interrelationship of TFRS 3 and TAS 40 in determining whether the
transaction is the purchase of an asset or business combination. The amendment will not have an
impact on the financial position or performance of the Group.

Standards issued but not yet effective and not early adopted

Standards, interpretations and amendments to existing standards that are issued but not yet effective up to
the date of issuance of the consolidated financial statements are as follows. The Group will make the
necessary changes if not indicated otherwise, which will be affecting the consolidated financial
statements and disclosures, when the new standards and interpretations become effective.

e TFRS 9 Financial Instruments — Classification and measurement

As amended in December 2012 and February 2015, the new standard is effective for annual periods
beginning on or after January 1, 2018, with early adoption permitted. Phase 1 of this new TFRS
introduces new requirements for classifying and measuring financial instruments. The amendments
made to TFRS 9 will mainly affect the classification and measurement of financial assets and
measurement of fair value option (FVO) liabilities and requires that the change in fair value of a FVO
financial liability attributable to credit risk is presented under other comprehensive income. The
Group will quantify the effect in conjunction with the other phases, when the final standard including
all phases is adoptedby POA.
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NOTE 2 - BASIS OF PRESENTATION OF THE CONSOLIDATED FINANCIAL
STATEMENTS (cont’d)

2.7 Adoption of New and Revised Financial Reporting Standards (cont’d)
Annual Improvements — 2011-2013 Cycle (cont’d)
Standards issued but not yet effective and not early adopted (cont’d):

* TFRS 11 Acquisition of an Interest in a Joint Operation (Amendment)

TFRS 11 is amended to provide guidance on the accounting for acquisitions of interests in joint
operations in which the activity constitutes a business. This amendment requires the acquirer of
an interest in a joint operation in which the activity constitutes a business, as defined in TFRS 3
Business Combinations, to apply all of the principles on business combinations accounting in
TFRS 3 and other TFRSs except for those principles that conflict with the guidance in this TFRS.
In addition, the acquirer shall disclose the information required by TFRS 3 and other TFRSs for
business combinations. These amendments are to be applied prospectively for annual periods
beginning on or after January 1, 2016. Earlier application is permitted. The amendments will not
have an impact on the financial position or performance of the Group.

* TAS 16 and TAS 38 - Clarification of Acceptable Methods of Depreciation and Amortisation
{(Amendments to TAS 16 and TAS 38)

The amendments to TAS 16 and TAS 38, have prohibited the use of revenue-based depreciation
for property, plant and equipment and significantly limiting the use of revenue-based
amortisation for intangible assets. The amendments are effective prospectively for annual periods
beginning on or after January 1, 2016, Earlier application is permitted. The amendments will not
have an impact on the financial position or performance of the Group.

¢ TAS 16 Property, Plant and Equipment and TAS 41 Agriculture (Amendment) — Bearer Plants

TAS 16 is amended to provide guidance that bearer plants, such as grape vines, rubber trees and
oil palms should be accounted for in the same way as property, plant and equipment in TAS 16.
Once a bearer plant is mature, apart from bearing produce, its biological transformation is no
longer significant in generating future economic benefits. The only significant future economic
benefits it generates come from the agricultural produce that it creates. Because their operation is
stmilar to that of manufacturing, either the cost model or revaluation model should be applied.
The produce growing on bearer plants will remain within the scope of TAS 41, measured at fair
value less costs to sell. Entities are required to apply the amendments for annual periods
beginning on or after January 1, 2016. Earlier application is permitted. The amendment is not
applicable for the Group and will not have an impact on the financial position or performance of
the Group.

¢ [AS 27 Equity Method in Separate Financial Statements {Amendments to IAS 27)

In April 2015, Public Oversight Accounting and Auditing Standards Authority (POA) of Turkey
issued an amendment to TAS 27 to restore the option to use the equity method to account for
investments in subsidiaries and associates in an entity’s separate financial statements. Therefore,
an entity must account for these investments either:

o Atcost
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NOTE 2 — BASIS OF PRESENTATION OF THE CONSOLIDATED FINANCIAL
STATEMENTS (cont’d)

2.7 Adoption of New and Revised Financial Reporting Standards (cont’d)
Annual Improvements - 2011-2013 Cycle (cont’d)

Standards issued but not yet effective and not early adopted (cont’d):
e |AS 27 Equity Method in Separate Financial Statements (Amendments to 1AS 27)

o Inaccordance with IFRS 9 or
o Using the equity method defined in TAS 28

The entity must apply the same accounting for each category of investments. The amendment is not
applicable for the Group and will not have an impact on the financial position or performance of the
Group.

e TFRS 10 and TAS 28: Sale or Contribution of Assets between an I[nvestor and its Associate or
Joint Venture {Amendments)

In February 2015, amendments issued to TFRS 10 and TAS 28, to address the acknowledged
inconsistency between the requirements in TFRS 10 and TAS 28 in dealing with the loss of
control of a subsidiary that is contributed to an associate or a joint venture, to clarify that an
investor recognizes a full gain or loss on the sale or contribution of assets that constitute a
business, as defined in TFRS 3, between an investor and its associate or joint venture. The gain
or loss resulting from the re-measurement at fair value of an investment retained in a former
subsidiary should be recognized only to the extent of unrelated investors’ interests in that former
subsidiary. An entity shall apply those amendments prospectively to transactions occurring in
annual periods beginning on or after January 1, 2016. Earlier application is permitted. The Group
is in the process of assessing the impact of the standard on financial position or performance of
the Group.

* TFRS 10, TFRS 12 and TAS 28: Investment Entities: Applying the Consolidation Exception
{Amendments to IFRS 10 and IAS 28)

In February 2015, amendments issued to TFRS 10, TFRS 12 and TAS 28, to address the issues
that have arisen in applying the investment entities exception under TFRS 10 Consolidated
Financial Statements. The amendments are applicable for annual periods beginning on or after
January 1, 2016. Earlier application is permitted. The amendment is not applicable for the Group
and will not have an impact on the financial position or performance of the Group.

e TAS I: Disclosure Initiative (Amendments to TAS 1)

In February 2015, amendments issued to TAS 1. Those amendments include narrow-focus
improvements in the following five areas: Materiality, Disaggregation and subtotals, Notes
structure, Disclosure of accounting policies, Presentation of items of other comprehensive
income (OCI) arising from equity accounted investments. The amendments are applicable for
annual periods beginning on or after January 1, 2016. Earlier application is permitted. These
amendments are not expected have significant impact on the notes to the consolidated financial
statements of the Group.
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NOTE 2 - BASIS OF PRESENTATION OF THE CONSOLIDATED FINANCIAL
STATEMENTS (cont’d)

2.7 Adoption of New and Revised Financial Reporting Standards (cont’d)
Annual Improvements to TFRSs - 2012-2014 Cycle

In February 2015, POA issued, Annual Improvements to TFRSs 2012-2014 Cycle. The document sets out
five amendments to four standards, excluding those standards that are consequentially amended, and the
related Basis for Conclusions. The standards affected and the subjects of the amendments are:

* IFRS 5 Non-current Assets Held for Sale and Discontinued Operations - clarifies that changes in
methods of disposal (through sale or distribution to owners) would not be considered a new plan
of disposal, rather it is a continuation of the original plan

¢ IFRS 7 Financial Instruments: Disclosures — clarifies that I) the assessment of servicing
contracts that includes a fee for the continuing involvement of financial assets in accordance with
IFRS 7; ii) the offsetting disclosure requirements do not apply to condensed interim financial
statements, unless such disclosures provide a significant update to the information reported in the
most recent annual report

* 1AS 19 Employee Benefits — clarifies that market depth of high quality corporate bonds is
assessed based on the currency in which the obligation is denominated, rather than the country
where the obligation is located

¢ [AS 34 Interim Financial Reporting —clarifies that the required interim disclosures must either be
in the interim financial statements or incorporated by cross-reference between the interim
financial statements and wherever they are included within the interim financial report

The new standards. amendments and interpretations that are jssued by the International Accounting
Standards Board (IASB) but not issued by Public Oversight Authority (POA)

The following standards, interpretations and amendments to existing IFRS standards are issued by the
IASB but not yet effective up to the date of issuance of the financial statements. However, these
standards, interpretations and amendments to existing IFRS standards are not yet adapted/issued by the
POA, thus they do not constitute part of TFRS. The Group will make the necessary changes to its
consolidated financial statements after the new standards and interpretations are issued and become
effective under TFRS,

Annual Improvements - 2010-2012 Cycle
¢ [FRS 13 Fair Value Measurement

As clarified in the Basis for Conclusions short-term receivables and payables with no stated
interest rates can be held at invoice amounts when the effect of discounting is immaterial. The
amendment is effective immediately.

Annual Improvements — 2011-2013 Cycle
e |FRS 15 Revenue from Contracts with Customers

In May 2014, the IASB issued IFRS 15 Revenue from Contracts with Customers. The new five-
step model in the standard provides the recognition and measurement requirements of revenue.
The standard applies to revenue from contracts with customers and provides a model for the sale
of some non-financial assets that are not an output of the entity’s ordinary activities (e.g., the sale
of property, plant and equipment or intangibles). IFRS 15 original effective date was January 1,
2017. However, in September 2015, IASB decided to defer the effective date to reporting periods
beginning on or after January 1, 2018, with early adoption permitted. Entities will transition to
the new standard following either a fuil retrospective approach or a modified retrospective
approach.
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NOTE 2 - BASIS OF PRESENTATION OF THE CONSOLIDATED FINANCIAL
STATEMENTS (cont’d)

2.7 Adoption of New and Revised Financial Reporting Standards (cont’d)
Annual Improvements — 2011-2013 Cyele (cont’d)
¢ [FRS 15 Revenue from Contracts with Customers (cont’d)

The modified retrospective approach would allow the standard to be applied beginning with the
current period, with no restatement of the comparative periods, but additional disclosures are
required, The Group is in the process of assessing the impact of the standard on financial position
or performance of the Group.

¢ [FRS 9 Financial Instruments - Final standard (2014)

In July 2014 the IASB published the final version of IFRS 9 Financial [nstruments. The final
version of IFRS 9 brings together the classification and measurement, impairment and hedge
accounting phases of the 1ASB’s project to replace IAS 39 Financial Instruments: Recognition
and Measurement. [FRS 9 is built on a logical, single classification and measurement approach
for financial assets that reflects the business model in which they are managed and their cash
flow characteristics. Built upon this is a forward-looking expected credit loss model that will
result in more timely recognition of loan losses and is a single model that is applicable to all
financial instruments subject to impairment accounting. In addition, IFRS 9 addresses the so-
called ‘own credit’ issue, whereby banks and others book gains through profit or loss as a result
of the value of their own debt falling due to a decrease in credit worthiness when they have
elected to measure that debt at fair value. The Standard also includes an improved hedge
accounting model to better link the economics of risk management with its accounting treatment.
IFRS 9 is effective for annual periods beginning on or after January 1, 2018. However, the
Standard is available for early application. In addition, the own credit changes can be early
applied in isolation without otherwise changing the accounting for financial instruments. The
Group is in the process of assessing the impact of the standard on financial position or
performance of the Group.

o [FRS 16 Leases

In January 2016, the IASB has published a new standard, IFRS 16 'Leases'. The new standard
brings most leases on-balance sheet for lessees under a single model, eliminating the distinction
between operating and finance leases. Lessor accounting however remains largely unchanged and
the distinction between operating and finance leases is retained. IFRS 16 supersedes 1AS 17
‘Leases’ and related interpretations and is effective for periods beginning on or after January 1,
2019, with earlier adoption permitted if [FRS 15 'Revenue from Contracts with Customers' has
also been applied. The Group is in the process of assessing the impact of the standard on
financial position or performance of the Group.
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NOTE 2 - BASIS OF PRESENTATION OF THE CONSOLIDATED FINANCIAL
STATEMENTS (cont’d)

2.7 Adoption of New and Revised Financial Reporting Standards (cont’d)
Annual Improvements — 2011-2013 Cycle (cont’d)

¢ IAS 12 [ncome Taxes: Recognition of Deferred Tax Assets for Unrealised Losses (Amendments)

In January 2016, the JASB issued amendments to IAS 12 Income Taxes. The amendments clarify
how to account for deferred tax assets related to debt instruments measured at fair value. The
amendments clarify the requirements on recognition of deferred tax assets for unrealised losses,
to address diversity in practice. These amendments are to be retrospectively applied for annual
periods beginning on or afier January !, 2017 with earlier application permitted. However, on
initial application of the amendment, the change in the opening equity of the earliest comparative
period may be recognised in opening retained earnings (or in another component of equity, as
appropriate), without allocating the change between opening retained earnings and other
components of equity. If the Group applies this relief, it shall disclose that fact. The Group is in
the process of assessing the impact of the amendments on financial position or performance of
the Group.

IAS 7 'Statement of Cash Flows (Amendments)

In January 2016, the IASB issued amendments to IAS 7 'Statement of Cash Flows'. The
amendments are intended to clarify IAS 7 to improve information provided to users of financial
statements about an entity's financing activities. The improvements to disclosures require
companies to provide information about changes in their financing liabilities. These amendments
are to be applied for annual periods beginning on or after January 1, 2017 with earlier application
permitted. When the Company/Group first applies those amendments, it is not required to
provide comparative information for preceding periods. The Group is in the process of assessing
the impact of the amendments on financial position or performance of the Group.

2.8 Valuation Principles Applied / Significant Accounting Policies

Valuation principles and accounting policies used in the preparation of the consolidated financial
statements are as follows:

2.8.1 Revenue recognition

Revenue is measured at the fair value of the received or receivable amount, The estimated customer
returns, rebates, and other similar allowances are deducted from this amount.



(Convenience Translation into English of Consolidated Financial Statements Originally Issued in Turkish — See Note
34)

EREGLI DEMIR VE CELiK FABRIKALARI T.A.S. AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

{Amounts are expressed as Turkish Lira (*“TRY Thousand™) unless otherwise indicated.)

NOTE 2 - BASIS OF PRESENTATION OF THE CONSOLIDATED FINANCIAL
STATEMENTS (cont’d)

2.8 Valuation Principles Applied / Significant Accounting Policies (cont’d)

2.8.1 Revenue recognition (cont’d)

Sale of goods

Revenue from the sale of goods is recognized when all the following conditions are satisfied:

The Group transfers the significant risks and benefits of the ownership of the goods to the buyer;
* The Group retains neither a continuing managerial involvement usually associated with
ownership nor effective control over the goods sold;
The amount of revenue is measured reliably;
It is probable that the economic benefits associated with the transaction will flow to the Group;
and
* The costs incurred or to be incurred due to the transaction are measured reliably.

Dividend and interest revenue

Interest revenue is accrued on a time basis, by reference to the principal outstanding and at the effective
interest rate applicable, which is the rate that exactly discounts the estimated future cash receipts through
the expected life of the financial asset to that asset’s net carrying amount. Group’s interest income from
time deposits is recognized in financial income. Group’s interest income from sales with maturities is
recognized in other operating income,

Rental income

Rental income from investment properties is recognized on a straight-line basis over the term of the
relevant lease and recognised under other operating income.,

2.8.2 Inventories

Inventories are valued at the lower of cost or net realizable value. The costs, including an appropriate
portion of fixed and variable overhead expenses, are assigned to inventories held by the method most
appropriate to the particular class of inventory, with the majority valued by using the monthly weighted
average method. Net realizable value is the estimated selling price in the ordinary course of business, less
estimated costs of completion and the estimated costs necessary to make the sale.

2.8.3 Property, plant and equipment

Property, plant and equipment purchased before 30 June 2013 are disclosed in the financial statements at
their indexed historical cost for inflation effects as at 30 June 2013, on the other hand the purchases made
in 30 June 2013 and in later periods are presented at their historical cost, less depreciation and impairment
loss. Except for land and construction in progress, other tangible assets are depreciated according to
straight-line basis or units of production method basis using the expected useful lives and production
amounts of the assets.
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NOTE 2 - BASIS OF PRESENTATION OF THE CONSOLIDATED FINANCIAL
STATEMENTS (cont’d)

2.8 Valuation Principles Applied / Significant Accounting Policies (cont’d)
2.8.3 Property, plant and equipment (cont’d)

The Group’s tangible fixed assets operating in the production of iron ore and high silicon flat steel are
stated in the balance sheet at their fair value amounts at the date of acquisition. Any increase arising from
the revaluation of the existing assets is recorded under the revaluation reserve, in the shareholders’ equity.
A decrease in carrying amount arising on the revaluation of assets is charged to the consolidated income
statement to the extent that it exceeds the balance in the revaluation reserve that is related to the previous
revaluation,

The carrying values of property, plant and equipment are reviewed for impairment when events or
changes in circumstances indicate the carrying value may not be recoverable. If any such indication exists
and where the carrying values exceed the estimated recoverable amount, the assets or cash-generating
units are written down to their recoverable amounts. The recoverable amount of property, plant and
equipment is the greater of net selling price and value in use.

In assessing the value in use, the estimated future cash flows are discounted to their present values using
a pre-tax discount rate that reflects current market assessments of the time value of money and the risks
specific to the asset. For an asset that does not generate largely independent cash inflows, the recoverable
amount is determined for the cash-generating unit to which the asset belongs. Impairment losses are
recognized in the consolidated income statement.

The rates that are used to depreciate the fixed assets are as follows:

Rates
Buildings 2-16%
Land improvements 2-33% and units of production level
Machinery and equipment 3-50% and units of production level
Vehicles 5-25% and units of production level
Furniture and fixtures 5-33%
Other tangible fixed assets 5-25%

Expenses afier the capitalization are added to the cost of related asset and reflected in financial statements
as a separate asset if they shall mostly provide an economic benefit and their cost is measured in a
trustable manner. Tangible assets are reviewed for impairment if there are conditions showing that the
securities are more than amount recoverable. Assets are grouped at the lowest level which is cash-
generating unit in order to determine impairment. Carrying amount of a tangible asset and recoverable
value is the one which is higher than the net sales price following the deduction of commensurable value
for the sale of the asset. Useful life of assets are reviewed as of date of balance sheet and adjusted, if
required,

Maintenance and repair expenses are recorded as expense to the comprehensive income statement of the
related period. The Company omits the carrying values of the changed pieces occurred with respect to
renovations from the balance sheet without considering whether they are subject to depreciation in an
independent manner from other sections. Main renovations are subject to deprecation based on the
shortest of residual life of the related tangible asset or useful life of the renovation itself.

Advances paid related to purchasing of tangible assets are monitored in prepaid expenses under fixed
assets until the related asset is capitalized or recognized under on-going investments.

)
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NOTE 2 - BASIS OF PRESENTATION OF THE CONSOLIDATED FINANCIAL
STATEMENTS (cont’d)

2.8 Valuation Principles Applied / Significant Accounting Policies (cont’d)
2.8.4 Intangible assets

Intangible assets purchased before 30 June 2013 are recognized at their acquisition cost indexed for
inflation effects as at 30 June 2013, on the other hand the purchases made in and after 30 June 2013 are
recognized at acquisition cost less any amortization and impairment loss. Intangible assets are amortized
principally on a straight-line basis over their estimated useful lives and production amounts. The
estimated useful life and amortization method are reviewed at the end of each annual reporting period,
and any changes in the estimate are accounted for on a prospective basis.

The amortization rates of the intangible assets are stated below:

Rates
Rights 2-33%
Exploration costs and other intangible fixed assets with special useful 5-10% and units of
lives production
Other intangible fixed assets 20-33%

2.8.5 Investment properties

[nvestment properties, which are held to earn rental income and/or for capital appreciation are measured
initially at cost any accumulated impairment losses.

Investment properties are derecognized when either they have been disposed of or when the investment property is
permanently withdrawn from use and no future economic benefit is expected from its disposal. Any gains or losses
on the retirement or disposal of an investment property are recognized in the consolidated statement of income
under other operating income/(expense).

2.8.6 Impairment of assets

Assets subject to depreciation and amortization are tested for impairment when events or changes in
circumstances indicate the carrying value may not be recoverable. An impairment loss is recognized for
the amount by which the asset’s carrying amount exceeds its recoverable amount. The recoverable
amount is the greater of net selling price and value in use. Recoverable amounts are estimated for
individual assets (for the cash-generating unit). Non-financial assets that are impaired are evaluated for
reversal of impairment amount at each reporting date.

2.8.7 Borrowing costs

Borrowing costs that are directly attributable to the acquisition, construction or production of qualifying
assets, one that takes a substantial period of time to get ready for use or sale, are capitalized as part of the
cost of that asset in the period in which the asset is prepared for its intended use or sale. Investment
revenues arising from the temporary utilization of the unused portion of facility toans are netted off from
the costs eligibte for capitalization.

All other borrowing costs are recognized directly in the consolidated income statement of the period in
which they are incurred.
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NOTE 2 -~ BASIS OF PRESENTATION OF THE CONSOLIDATED FINANCIAL
STATEMENTS (cont’d)

2.8 Valuation Principles Applied / Significant Accounting Policies (cont’d)

2.8.8 Financial instruments

Financial assets and financial liabilities are recognized in the Group’s consolidated balance sheet when
the Group becomes a legal party for the contractual provisions of the financial instrument.

Financial assets

Financial assets, are initially measured at fair value, less transaction costs except for those financial assets
classified as at fair value through profit or loss, which are initially measured at fair value, All financial
assets are recognized and derecognized on a trade date where the purchase or sale of a financial asset is
under a contract whose terms require delivery of the financial asset within the timeframe established by
the market.

Financial assets are classified into the following specified categories: financial assets as ‘at fair value
through profit or loss’, ‘held-to-maturity investments’, ‘available-for-sale financial assets’ and ‘loans and
receivables’. The classification depends on the nature and purpose of the financial assets and is
determined at the time of initial recognition,

Effective interest method

The effective interest rate method is a method of calculating the amortized cost of a financial asset and of
allocating the interest income over the relevant period. The effective interest rate is the ratio exactly
discounts the estimated future cash receipts through the expected life of the financial asset to the net
present value of the financial asset or in a shorter period where appropriate.

Incomes related to the debt instruments that are held to maturity and are available for sale, and financial
assets that are classified as loans and receivables are calculated according to the effective interest rate
method.

Available for sale financial assets

Some of the shares and long term marketable securities held by the Group are classified as available for
sale and recognized at their fair values.

The financial assets, which are not priced in an active market and the fair value cannot be recognized
accurately, are recognized at cost less accumulated impairments.

Gains and losses arising from changes in fair value are recognized directly in the investments revaluation
reserve with the exception of impairment losses, interest caiculated using the effective interest method
and foreign exchange gains and losses on monetary assets which are recognized directly in the
consolidated income statement. Where the investment is disposed of or is determined to be impaired, the
cumulative gain or loss previously recognized in the investments revaluation reserve is included in the
consolidated income statement for the period.

Dividends associated with the available for sale equity instruments are recognized in consolidated income
statement when the Group has the right to receive the related payments.
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NOTE 2 - BASIS OF PRESENTATION OF THE CONSOLIDATED FINANCIAL
STATEMENTS (cont’d)

2.8 Valuation Principles Applied / Significant Accounting Policies (cont’d)

2.8.8 Financial instruments (cont’d)

Financial assets (cont’d)

Receivables

Trade receivables and other receivables are initially recognized at their fair value. Subsequently,
receivables are measured at amortized cost using the effective interest method.

Impairment of financial assets

Financial assets, other than those at fair value through profit or loss, are assessed for indicators of
impairment at each reporting period. Financial assets are impaired where there is objective evidence that,
as a result of one or more events that occurred afier the initial recognition of the financial asset, the
estimated future cash flows of the investment have been impacted.

For receivables, the amount of the impairment is the difference between the asset’s carrying amount and
the present value of estimated future cash flows, discounted at the original effective interest rate.

The carrying amount of the financial asset is reduced by the impairment loss directly for all financial
assets with the exception of trade receivables where the carrying amount is reduced through the use of an
allowance account. When a trade receivable is uncollectible, it is written off against the allowance
account. Subsequent recoveries of amounts previously written off are credited against the allowance
account. Changes in the carrying amount of the allowance account are recognized in the consolidated
income statemnent under general administrative expenses.

With the exception of available for sale equity instruments, if, in a subsequent period, the amount of the
impairment loss decreases and the decrease can be related objectively to an event occurring after the
impairment was recognized, the previously recognized impairment loss is reversed through profit or loss
to the extent that the carrying amount of the investment at the date the impairment is reversed does not-
exceed what the amortized cost would have been had the impairment not been recognized.

In respect of available for sale equity securities, any increase in fair value subsequent to an impairment
loss is recognized directly in the consolidated statement of comprehensive income.

Cash and cash equivalents

Cash and cash equivalents comprise cash on hand and demand deposits and other short-term highly liquid
investments which their maturities are three-months or less from date of acquisition and that are readily
convertible to a known amount of cash and are subject to an insignificant risk of changes in value. The
carrying amount of these assets approximates their fair value.
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NOTE 2 - BASIS OF PRESENTATION OF THE CONSOLIDATED FINANCIAL
STATEMENTS (cont’d)

2.8 Valuation Principles Applied / Significant Accounting Policies (cont*d)

2.8.8 Financial instruments (cont*d)

Financial liabilities

Financial liabilities and equity instruments issued by the Group are classified according to the substance
of the contractual arrangements entered into and the definitions of a financial liability and an equity
instrument. An equity instrument is any contract that evidences a residual interest in the assets of the
Group after deducting all of its liabilities. The accounting policies adopted for specific financial liabilities
and equity instruments are set out below.

Financial liabilities are classified as either financial liabilities ‘at fair value through profit or loss’ or other
financial liabilities.

Other financial liabilities

Other financial liabilities are initially accounted at fair value, net of transaction costs.

Subsequently other financial liabilities are accounted at amortized cost using the effective interest
method, with interest expense recognized on an effective interest rate basis.

The effective interest method is a method of calculating the amortized cost of a financial liability and of
allocating the interest expense to the relevant period. The effective interest rate is the rate that exactly
discounts the estimated future cash payments through the expected life of the financial liability, or, where
appropriate, a shorter period to the net carrying amount.

Derivative financial instruments and hedge accounting

Derivatives are initially recognized at cost of acquisition and are subsequently accounted to their fair
value at the end of each reporting period. The method of recognizing the result of gain or loss is
dependent on the nature of the item being hedged.

On the date a derivative contract is entered into, the Group designates certain derivatives as either a
hedge of the fair value of a recognized asset or liability (fair value hedge) or a hedge from changes that
could affect the statement of income due to a specific risk in cash flow of a forecasted transaction (cash
flow hedge). Fair value of the Group’s interest swap contracts is determined by valuation methods
depending on analyzable market data.

Changes in the fair value of the derivatives that are designated and qualified as cash flow hedges and that
are highly effective, are recognized in equity as hedging reserve. Where the forecasted transaction or firm
commitment results in the recognition of an asset or a liability, the gains and losses previously booked
under equity are transferred from equity and included in the initial measurement of the cost of acquisition
of the asset or liability. Otherwise, amounts booked under equity are transferred to the consolidated
statement of income and classified as revenue or expense in the period in which the hedged item affects
the statement of income.



{Convenience Translation into English of Consolidated Financial Statements Originally Issued in Turkish — See Note
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EREGLI DEMIR VE CELIiK FABRIKALARI T.A.S. AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

(Amounts are expressed as Turkish Lira (“TRY Thousand™) unless otherwise indicated )

NOTE 2 - BASIS OF PRESENTATION OF THE CONSOLIDATED FINANCIAL
STATEMENTS (cont’d)

2.8 Valuation Principles Applied / Significant Accounting Policies (cont’d)

2.8.8 Financial instruments (cont’d)

Derivative financial instruments and hedge accounting (cont’d)

When the hedging instrument expires, is sold, or when a hedge no longer meets the criteria for hedge than
hedge accounting is terminated. Any cumulative gain or loss existing in equity at that time remains in
equity and is recognized when the committed or forecasted transaction ultimately is recognized in the
statement of income. However, if the hedged transaction is not realized, the cumulative gain or loss that
was reported in equity is immediately transferred to the profit or loss of the current period.

The Group measures the derivative financial instruments held for fair value hedge purpose with their fair
values and recognizes them in the consolidated income statement under financial income/(expense).

2.8.9 The effects of foreign exchange rate changes

Foreign currency transactions are recorded at the rates of exchange prevailing on the dates of the
transactions. Assets and liabilities denominated in foreign currencies are converted at the exchange rates
prevailing on the balance sheet date.

The Group records foreign currency (currencies other than the functional currency of the related
company) transactions using exchange rates of the date the transaction is completed. Foreign currency
monetary items are evaluated with exchange rates as of reporting date and arising foreign exchange
income/expenses are recorded in consolidated statement of income. All monetary assets and liabilities are
evaluated with exchange rates of the reporting date and related foreign currency translation differences
are transferred to consolidated statement of income. Non-monetary foreign currency items that are
recognized at cost are evaluated with historic exchange rates. Non-monetary foreign currency items that
are recognized at fair value are evaluated with exchange rates of the dates their fair values are
determined.

2.8.10 Earnings per share

Earnings per share, disclosed in the consolidated income statement, are determined by dividing the net
income attributabie to equity holders of the parent by the weighted average number of shares outstanding
during the period concerned.

In Turkey, companies can increase their share capital by distributing “bonus shares” to shareholders from
retained earnings. In computing earnings per share, such “bonus share” distributions are assessed as
issued shares. Accordingly, the weighted-average number of shares are computed by taking into
consideration of the retrospective effects of the share distributions.

2.8.11 Subsequent events

Subsequent events include all events that take place between the balance sheet date and the date of
authorization for the release of the balance sheet, although the events occurred after the announcements
related to the net profit/loss or even after the public disclosure of other selective financial information.

In the case that events occur requiring an adjustment, the Group adjusts the amounts recognized in its
consolidated financial statemenis to reflect the adjustments after the balance sheet date. Post period end
events that are not adjusting events are disclosed in the notes when material.
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NOTE 2 - BASIS OF PRESENTATION OF THE CONSOLIDATED FINANCIAL
STATEMENTS (cont’d)

2.8 Valuation Principles Applied / Significant Accounting Policies (cont’d)

2.8.12 Provisions, contingent linbilities and contingent assets

Provisions are recognized when the Group has a present obligation as a result of a past legal or subtle
event, where it is probable that the Group will be required to settle that obligation and when a reliable
estimate can be made of the amount of the obligation. Contingent liabilities are assessed continuously to
determine the probability of outflow of the economically beneficial assets. For contingent liabilities,
when an outflow of resources embodying economic benefits are probable, provision is recognized for this
contingent liability in the period when the probability has changed, except for the cases where a reliable
estimate cannot be made.

When the Group’s contingent liabilities” availability is possible but the amount of resources containing
the economic benefits cannot be measured reliably, then the Group discloses this fact in the notes.

2.8.13 Related parties

A related party is a person or entity that is related to reporting entity, the entity that is preparing its
financial statements,

(a) A person or a close member of that person's family is related to a reporting entity if that person:

(i) has control or joint control over the reporting entity;
(ii) has significant influence over the reporting entity; or
(iii) is a member of the key management personnel of the reporting entity or of a parent of the
reporting entity.
(b) An entity is related to a reporting entity if any of the following conditions applies:

(i) The entity and the reporting entity are members of the same group (which means that each
parent, subsidiary and fellow subsidiary is related to the others).

(ii) One entity is an associate or joint venture of the other entity (or an associate or joint venture of
a member of a group of which the other entity is a member).

(iif) Both entities are joint ventures of the same third party.

(iv) One entity is a joint venture of a third entity and the other entity is an associate of the third
entity.

(v) The entity is a post-employment benefit plan for the benefit of employees of either the reporting
entity or an entity related to the reporting entity. If the reporting entity is itself such a plan, the
sponsoring employers are also related to the reporting entity.

(vi) The entity is controlled or jointly controlled by a person identified in (a).

(vii) A person identified in (a)(i) has significant influence over the entity or is a member of the key
management personnel of the entity (or of a parent of the entity).
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NOTE 2 - BASIS OF PRESENTATION OF THE CONSOLIDATED FINANCIAL
STATEMENTS (cont’d)

2.8 Valuation Principles Applied / Significant Accounting Policies (cont’d)
2.8.13 Related parties (cont’d)

A related party transaction is a transfer of resources, services or obligations between a reporting entity
and a related party, regardless of whether a price is charged.

2.8.14 Taxation and deferred income taxes

Turkish tax legislation does not permit a parent company and its subsidiary to file a consolidated tax
return. Therefore, provisions for taxes, as reflected in the consolidated financial statements, have been
calculated on a separate-entity basis.

Income tax expense represents the sum of the current tax and deferred tax.
Current tax

The tax currently payable is based on taxable profit for the year. Taxable profit differs from profit as
reported in the consolidated income statement because it excludes items of income or expense that are
taxable or deductible in future and it further excludes items that are never taxable or deductible, The
Group’s liability for current tax is calculated using tax rates that have been enacted or substantively
enacted by the balance sheet date.

Deferred tax

Deferred tax is determined by calculating the temporary differences between the carrying amounts of
assets/liabilities in the financial statements and the corresponding tax bases, used in the computation of
the taxable profit, using currently enacted tax rates. Deferred tax liabilities are generally recognized for
all taxable temporary differences where deferred tax assets resulting from deductible temporary
differences are recognized to the extent that it is probable that future taxable profit will be available
against which the deductible temporary difference can be utilized. Such assets and liabilities are not
recognized if the temporary difference arises from goodwill or from the initial recognition (other than in a
business combination) of other assets and liabilities in a transaction that affects neither the taxable profit
nor the accounting profit.

Deferred tax liabilities are recognized for taxable temporary differences associated with investments in
subsidiaries and associates, and interests in joint ventures, except where the Group is able to control the
reversal of the temporary difference and it is probable that the temporary difference will not reverse in the
foreseeable future. Deferred tax assets arising from deductible temporary differences associated with such
investments and interests are only recognized if it is probable that here will be sufficient taxable profits
against which to utilize the benefits of the temporary differences and they are expected to reverse in the
foreseeable future.

The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the
extent that it is no longer probable that sufficient taxable profits will be available to allow all or part of
the asset to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the period in
which the liability is settled or the asset realized, based on tax rates (and tax laws) that have been enacted
or substantively enacted by the balance sheet date. The measurement of deferred tax liabilities and assets
reflects the tax consequences that would follow from the manner in which the Group expects, at the
reporting date, to recover or settle the carrying amount of its assets and liabilities.
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NOTE 2 - BASIS OF PRESENTATION OF THE CONSOLIDATED FINANCIAL
STATEMENTS (cont’d)

2.8 Valuation Principles Applied / Significant Accounting Policies (cont’d)

2.8.14 Taxation and deferred income taxes (cont'd)

Deferred tax (cont’d)

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 to income taxes levied by the same taxation
authority and the Group intends to settle its current tax assets and liabilities on a net basis.

Current and deferred tax for the period

Current and deferred tax are recognized as an expense or income in the consolidated income statement,
except when they relate to the items credited or debited directly to the equity (in this case the deferred tax
related to these items is also recognized directly in the equity), or where they arise from the initial
accounting of a business combination. In the case of a business combination, the tax effect is taken into
account in calculating goodwill or determining the excess of the acquirer’s interest in the net fair value of
the acquiree’s identifiable assets, liabilities and contingent liabilities over cost.

2.8.15 Employee benefits

According to the Turkish and Romanian law and union agreements, employee termination payments are
made to employees in the case of retiring or involuntarily leaving. Such payments are considered as a part
of defined retirement benefit plan in accordance with IAS19 (revised) “Employee Benefits” (“IAS 19”).

The termination indemnities accounted in the balance sheet and seniority incentive premium in
accordance with the union agreements in force represent the present value of the residual obligation.
Actuarial gains and losses, on the other hand, are recognized in the statement of other comprehensive
income.

The Group makes certain assumptions about discount rates, inflation rates, future salary increases and
employee turnover rates in calculation of provisions for employee benefits. The present value of
employee benefits is calculated by an independent actuary and some changes are done in accounting
assumptions used in calculations. The impact of the changes in assumptions is recognized in the
statement of income. The details related with the defined benefit plans are stated in Note 15.

Liabilities due to unused vacations classified as provisions due to employee benefits are accrued and
discounted if the discount effect is material.

The Group companies operating in Turkey are required to pay social insurance premiums to the Social

Security Agency. As long as it pays these insurance premiums, the Group does not have any further
obligation. These premiums are reflected in the payroll expenses incurred in the period.
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NOTE 2 - BASIS OF PRESENTATION OF THE CONSOLIDATED FINANCIAL
STATEMENTS (cont’d)

2.8 Valuation Principles Applied / Significant Accounting Policies (cont’d)
2.8.16 Government grants and incentives

Government grants and incentives are recognized at fair value when there is assurance that these grants
and incentives will be received and the Group has met all conditions required. Government grants and
incentives related to costs are recognized as revenue during the periods they are matched with the costs
they will cover.

2.8.17 Statement of cash flows

Cash flows during the period are classified and reported as operating, investing and financing activities in
the consolidated statement of cash flows.

Cash flows arising from operating activities represent the cash flows that are used in or provided by the
Group’s steel products and metal sales activities.

Cash flows arising from investment activities represent the cash flows that are used in or provided by the
investing activities (direct investments and financial investments) of the Group.

Cash flows arising from financing activities represent the cash proceeds from the financing activities of
the Group and the repayments of these funds.

Cash and cash equivalents comprises of the cash on hand, the demand deposits and highly liquid other
short-term investments which their maturities are three months or less from the date of acquisition, are
readily convertible to cash and are not subject to a significant risk of changes in value.

The translation difference that occurs due to translation from functional currency te presentation currency
is shown as translation difference on cash flow statement.

2.8.18 Share capital and dividends

Common shares are classified as equity. Dividends on common shares are recognized in equity in the
period which they are approved and declared.

2.8.19 Treasury shares

When share capital recognized as equity is repurchased, the amount of the consideration paid which
includes directly attributable costs, is net of any tax effects, and is recognized as a deduction from equity.
Repurchased shares are classified as treasury shares and are presented as a deduction from total equity.
When treasury shares are sold or reissued subsequently, the amount received is recognized as an increase
in equity, and the resulting surplus or deficit on the transaction is transferred to/from retained earnings.

NOTE 3 - SEGMENTAL REPORTING

The operations of the Group in iskenderun and Eregli have been defined as geographical segments.
However, the segments with similar economic characteristics have been combined into a single operating
segment considering the nature of the products and the production processes, methods to allocate the
products and the type of customers or to provide services.
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NOTE 4 - CASH AND CASH EQUIVALENTS

The detail of cash and cash equivalents as of 31 December 2015 and 31 December 2014 is as follows:

31 December

31 December

Cash
Banks — demand deposits
Banks — time deposits

Time deposit interest accruals (-)

Cash and cash equivalents excluding interest accruals

2015 2014

28 27

45,482 52.083
2.889.193 2.134.700
2.934.703 2.186.810
(4.005) (5.037)
2.930.698 2.181.773

The breakdown of demand deposits is presented below:

31 December

31 December

2015 2014

US Dollars 16.775 19.530
TRY 19.328 15.511
EURO 8.775 10.146
Romanian Lei 493 6.746
GB Pound 15 13
Japanese Yen 4 137
Other 92 -
45.482 52.083

The breakdown of time deposits is presented below:

31 December

31 December

2015 2014

US Dollars 2.866.533 1.768.703
TRY 9.504 357.129
EURO 13.016 8.745
Romanian Lei 140 123
2.889.193 2.134.700

Group’s bank deposits consist of deposits with maturity from 1 day to 3 months depending on immediate
cash needs. Interest is received based on current short-term rates on the market.
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EREGLI DEMIR VE CELIK FABRIKALARI T.A.S. AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

{Amounts are expressed as Turkish Lim (“TRY Thousand™) unless otherwise indicated.)

NOTE 5 - FINANCIAL DERIVATIVE INSTRUMENTS (cont’d)

Derivative instruments for fair value hedge

As of 31 December 2015 and 31 December 2014, the details of forward, option and cross currency
swap transactions for fair value hedge are as follows:

Assets Liabilities
Nominal Fair Value Nominal  Fair Value
31 December 2015 Value Value
Forward contracts
Buy USDsSell EUR Less than 3 months 141.485 8.571 17.848 a5
Buy USD/Sell EUR Between 3-6 months 14.154 351 - -
155.639 9,122 17.848 85
Options contracts
Buy USD/Sell EUR Less than 3 months 11,187 1.709 - -
11.187 1.709 - -
Cross currency / interest rates swap contracts
Buy USD/Sell TRY Between 6-12 months 44,841 22,386 44.841 13.946
Buy EUR/Sell TRY More than 12 months 88.421 30.527 88.421 69
133.262 52.913 133.262 14.015
300.088 63.744 150110 14.100
Assets Liabilities
Nominal Fair Value Nominal  Fair Value
31 December 2014 Value Value
Forward contracts
Buy USD/Sell TRY Less than 3 months 441.870 18.776 - -
Buy TRY/Sell USD Less than 3 months - - 77.876 3.957
441.870 18.776 77.876 3.957
Options contracts
Buy TRY/Sell USD Less than 3 months 11.598 1.108 23.196 214
Buy USD/Sell EUR Between 6-12 months 11.843 696 23.686 348
Buy USD/Sell EUR Maore than 12 months 8.935 549 17.871 97
32.376 2.353 64.753 659
Cross currency swap contracts
Buy USD/Seill TRY More than 12 months 50.066 18.630 50.066 9.126
Buy EUR/Sell TRY More than 12 months 117.734 30.813 117.734 3.253
167.800 49.443 167.800 12.379
642.046 70.572 310.429 16.995
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

{Amounts are expressed as Turkish Lira (“TRY Thousand™) unless otherwise indicated )

NOTE 5 - FINANCIAL DERIVATIVE INSTRUMENTS (cont’d)

Derivative instruments for cash flow hedge

Forward contracts for cash flow hedges of currency risk of sales:

Buy USD - Sell EUR forward contracts measured at fair value through other comprehensive income
are designated as hedging instruments in cash flow hedges of forecast sales in EUR. These forecast
transactions are highly probable and their maturities vary between January 2016 and March 2017.

The terms and conditions of the forward contracts match the terms and conditions of the expected
highly probable forecast sales in EUR. As a result, no hedge ineffectiveness arises requiring
recognition and is tracked under other comprehensive income/expense accounts since the
aforementioned derivative transaction is a cash flow hedge derivative transaction until the sales is
realized in accordance with hedge accounting. TRY 8.450 thousand is recognised on consolidated
statement of income until the collection is made following the recording of revenue,

In respect of these contracts which has a nominal value of TRY 623.640 thousand for the purpose of
hedging cash flow risk, with related deferred tax effect TRY 11,931 thousand was included in other
comprehensive income (31 December 2014: TRY 17.028 thousand ),

As of 31 December 2015, TRY 50.635 thousand realised reclassification from other comprehensive
income to sales during the year (31 December 2014: None).

Cross currency and interest rate swap contracts for cash flow hedges of interest rate and currency
risk of borrowings.

Group has fixing contracts for future interest and principle payments of floating interest rate
borrowings. The fair values of these contracts match the floating rate borrowings and was included in
other comprehensive income. The maturities of these transactions will be completed in December
2017.

The terms and conditions of those contracts match the terms and conditions of the floating rate
borrowings. As a result, no hedge ineffectiveness arises requiring recognition through profit or loss.

In respect of these contracts which has a nominal value of TRY 201.186 thousand, for the purpose of
hedging cash flow risk, with related deferred tax effect TRY (15.004) thousand was included in other
comprehensive income (31 December 2014: TRY (7.160) thousand).

Commodity swap contracts for hedges of price risk of raw material purchases:

The Group purchases iron ore on an ongoing basis as its operating activities. The Group has

concluded iron ore swap contracts in order to be protected from price risk of iron ore which shall be
supplied in future and shall be used in the production of related sales in line with its contracted sales.
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NOTE 5 - FINANCIAL DERIVATIVE INSTRUMENTS (cont’d)

Commodity swap contracts for hedges of price risk of raw material purchases (cont'd):

Group’s iron ore forward contracts measured at fair value through other comprehensive income match
iron ore price risk associated with future long term sales contracts. These sales are highly probable
and terms and conditions of iron ore forward contracts match sales terms. As a result, no hedge
ineffectiveness arises requiring recognition through profit or loss.

The maturities of these 100 thousands tons of iron ore contracts which has a nominal value of TRY
12.117 thousand, are vary between January 2016 and January 2017 and fair value with related
deferred tax effect, TRY (412) thousand was included in other comprehensive income.

As of 31 December 2015, TRY 2.493 thousand realised reclassification from other comprehensive
income to cost of inventories during the year (31 December 2014; None).

NOTE 6 ~ FINANCIAL LIABILITIES

Breakdown of financial liabilities is as follows:

Short term financial liabilities
Current portion of long term financial liabilities
Corporate bonds issued

Total short term financial liabilities

Long term financial liabilities

Total long term financial liabilities

31 December 31 December
2015 2014

24.286 637.577
1.047.256 1.222.019

- 206.233

1.071.542 2.065.829
1.904.361 1.347.905
1.904.361 1.347.905
2.975.903 3.413.734

As of 31 December 2015, the breakdown of the Group’s loans with their original currency and their
weighted average interest rates is presented as follows:

Weighted
Type of Average Rate of Short Term Long Term

Interest Tvpe Currency Interest (%) Portion Portion 31 December 2015
No interest TRY - 24,286 - 24.286
Fived TRY 9,26 170.482 12.865 183.347
Fixed US Dollars 3,99 22,925 52.523 75.448
Fixed EURO 327 2422 46.725 49.147
Floating US Dollars Libor+2,03 717.249 1.619.418 2,336,667
Floating EURO Euribor+0,5 103.824 143.919 247,743
Floating Japanese Yen JPY Libor+0,22 30.354 28911 59.265

1.071.542 1.904.361 2.975.903
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NOTE 6 - FINANCIAL LIABILITIES (cont’d)

As of 31 December 2014, the breakdown of the Group’s loans with their original currency and their
weighted average interest rates is presented as follows:

Type of Average Rate of Short Term Long Term

interest Type Currency Portion Portion 31 December 2014
Nointerest  TRY 24.300 - 24.300
Fixed TRY 196.110 166.462 362.572
Fixed US Dollars 396.802 58.794 455.596
Fixed EURO 955 2,971 3.926
Floating TRY 206.233 - 206.233
Floating US Dollars 1.113.305 889.051 2,002.356
Floating EURO 103.141 185.311 288.452
Floating Japanese Yen JPY Libor+0,22 24.983 45.316 70.299

2.065.829 1.347.905 3.413.734

Tthe breakdown of the loan repayments with respect to their maturities as follows:

Within | year

Between 1-2 years
Between 2-3 vears
Between 3-4 years
Between 4-5 years
Five years or more
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31 December

31 December

2015 2014
1.071.542 2.065.829
921.923 588.577
488.184 522.255
328.902 137.072
163.914 16.680
1.438 83.321
2.975.903 3.413.734
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NOTE 7 - TRADE RECEIVABLES AND PAYABLES

As of the balance sheet date, the details of the Group’s trade receivables are as follows:

31 December 31 December
2015 2014

Short term trade receivables
Trade receivables 1.670.078 1.784.623
Due from related parties (Note 29) 43.130 36.409
Notes receivables - 42
Discount on receivables (-) (2.586) (2.107)
Provision for doubtful trade receivables (-) {77.993) {62.107)
1.632.629 1.756.860

The movement of the provision for short term doubtful trade receivables are as follows:

I January - | January -

31 December 2015 31 December 2014

Opening balance 62.107 61.380
Provision for the period 8.210 1.804
Doubtful receivables collected (-) (126) -
Provision released (-) (1.303) (62)
Translation difference 92.105 (1.015)
Closing balance 77.993 62.107

According to the market conditions and product types, a certain interest charge is applied for deferred
trade receivables and overdue interest is applied for overdue trade receivables.

As the Group provides services and products to a large number of customers, collection risk is widely
distributed amongst these customers and there is no significant credit risk exposure. Therefore, the
Group does not provide for any further provision beyond the doubtful receivables provisions that the
Group has already provided for in the consolidated financial statements.

As of the balance sheet date, there is no significant amount of overdue receivables within the trade
receivables.

Other explanatory notes related to the credit risk of the Group are disclosed in Note 30.

The Group provides provision according to the balances of all unsecured receivables under legal
follow up.
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Note 34)

EREGLI DEMIR VE CELIK FABRIKALARI T.A.S. AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

(Amounts are expressed as Turkish Lira (“TRY Thousand™) unless ctherwise indicated )

NOTE 7 - TRADE RECEIVABLES AND PAYABLES (cont’d)

As of the balance sheet date, the details of the Group’s trade payables are as follows:

31 December 31 December

Short term trade payables 2015 2014
Trade payables 557.016 400.717
Due to related parties (Note 29) 26.630 18.329
Discount on trade payables (-) (3.086) {1.791)
Expense accruals 1.643 324
582.203 417.579

NOTE 8 - OTHER RECEIVABLES AND PAYABLES

As of the balance sheet date, the details of the Group’s other receivables and payables are as follows:

31 December

31 December

Short term other receivables 2015 2014
Receivables from water system construction 1.763 3.527
Deposits and guarantees given 306 273

2.069 3.800

31 December

31 December

Long term _other receivables 2015 2014
Receivables from Privatization Authority 67.397 62,403
Receivables from water system construction 14.036 22,836
Deposits and guarantees given 1.033 902
Provision for receivables from Privatization (67.397) (62.403)
Authority (-)
15.069 23.738
The movement of the provision for other doubtful receivables are as follows:
1 January - 1 January -
31 December 2015 31 December 2014
Opening balance 62.403 55.958
Provision for the period 5.436 6.699
Other doubtful receivables collected (-) (482) -
Translation difference 40 {254}
Closing balance 67.397 62.403
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EREGLI DEMIR VE CELIK FABRIKALARI T.A.S. AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 20135

(Amounts are expressed as Turkish Lira (*TRY Theusand”) unless otherwise indicated )

NOTE 8 - OTHER RECEIVABLES AND PAYABLES (cont’d)

31 December 31 December

Short term other payables 2015 2014
Taxes payable 3.093 951
Employee's income tax payables 21.453 24.202
Deposits and guarantees received 7.394 5.248
Dividend payables to shareholders (*) 1.740 1.190
33.680 31.591

(*) Dividend payable represents the uncollected balances by shareholders related to the prior years.

NOTE 9 - INVENTORIES

As of the balance sheet date, the details of the Group’s inventories are as follows:

31 December 31 December

2015 2014

Raw materials 730.302 773.832
Work in progress 473.829 648.460
Finished goods 890.682 877.211
Spare parts 603.435 480.502
Goods in transit 409.524 361.212
Other inventories 298.551 228.924
Allowance for impairment on inventories (-) (168.433) (111.752)
3.237.890 3.258.389

The movement of the allowance for impairment on inventories:

| January - 1 January -

31 December 2015 31 December 2014

Opening balance 111.752 88.739
Provision for the period 39.092 29.951
Provision released (-) (12.256) (15.013)
Translation difference 29.845 8.075
Closing balance 168.433 111,752

The Group has provided an allowance for the impairment on the inventories of finished goods, work
in progress and raw materials within the scope of aging reports in the cases when their net realizable
values are lower than their costs or for slow moving inventories. The provision released has been
recognized under cost of sales (Note 21),



{Convenience Translation into English of Consolidated Financial Statements Originally Issued in Turkish — See

Note 34)

EREGLi DEMIR VE CELIK FABRIKALARI T.A.S. AND ITS SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2015

{Amounts are expressed as Turkish Lira (“TRY ‘Thousand”) unless otherwise indicated )

NOTE 10 - PREPAID EXPENSES

As of the balance sheet date, the details of the Group’s short term prepaid expenses are as follows:

31 December 31 December

2015 2014

Insurance expenses 31.477 20.250
Order advances given 6.465 4.200
Prepaid utility allowance to employees 6.619 6.622
Other prepaid expenses 8.193 6.248
52.754 37.320

As of the balance sheet date, the details of the Group’s long term prepaid expenses are as follows:

31 December

31 December

2015 2014
Order advances given 28.490 18.949
Insurance expenses 12.596 3.787
Other prepaid expenses 2.853 2.612
43.939 25.348
NOTE 11 - INVESTMENT PROPERTIES
I January - 1 January -
31 December 2015 31 December 2014
Cost
As of | January 57.691 51.647
Additions - 1.488
Disposals (568) -
Translation difference 14.608 4.556
As of 31 December 71.731 57.691
Book value 71.731 57.691

According to the recent valuation reports, the fair value of the Group’s investment properties is TRY
174.782 thousand (31 December 2014: TRY 216.760 thousand). The fair values of the investment
properties have been determined in reference to the valuations of independent valuation firms
authorized by the CMB of Turkey. The valuations are undertaken predominantly by using the
precedent values of similar properties as references under market approach.

According to the decision of Board of Directors of the Company, dated 10 Aprif 2015 and numbered
9350; the investment properties of the Group located in Balikesir, Edremit District, Altinoluk town,
are sold on 15 April 2015 in return for the value of TRY 46.000 thousand. TRY 45.767 thousand
profit from investment property sales, recognised under other operating income.

The Group’s all investment properties consist of land parcels.

For the year ended 31 December 2015, the Group generated rent income amounting to TRY 377
thousand (31 December 2014: TRY 256 thousand) recognized under other operating income.

41



{086'1} A Jo 5501 wauutedws m jo uohiuFosas ap 01 paj Malad1 iy *A|FupI0ddy “Apuapuadapur smoy Yses 21es3ua8 0) AQE 10U ST YIIYA 19558 PIXI) PIPIEISIP JO JUNOWE AP MIADI dnon o

ck

"(3UON :p10Z J2quada(] | £) *s19sse a[qiBue sy uodn sapad 1o sjesaiefjon ou sey dnoin) ay) ‘g1 O7 JAqUIddACT [ € JO SV

“wawdmba pue weid ‘Cuadord 110 o) paugjsuen siasse ajqiSueiug 19pun sjusuaaosdun pjoyasea jo sasueeq Suiado s dnoay ay g

Alil’v

“(puesnoy) ($5$°81) AL 10T $qWadaq [ €) (b MoN) sasuadxa Sunesado soqio sapun ssof o 1oud w paziidoaal usaq sey ey puesnotp

Hlliu

“(£1 MON) 519558 2qIUEIuT 0) pauDJSURS SI PUTSNOR PLOT AL (as)
“(puesnoy) 9€6° AML 10T $2quuaoag [ £) powad wannd oty 0] puesnot)) g8¢ AL st 1500 Supmovoq paziendea jo unowe ay |, (s)

_696'¢EC 0l __ _LOHLCEC 6460 966°CEC _BF096¢ 900007, L9S°H91T] 260°'00L £PRELY
LSE661°8 ROLPLE €'y 168°981 0SE9CE £88°L79°C 87876 080°98¢ 190°9¢1

(gLoegetl) (L9 {1+0'62) (9L2°1+7) (91+°29¢) (1£zLo16) (1060697 {L€cgILD) -

lco’Ls - 126°C AT §66°F Soo°LY £1L L9 -

(086°'1) - - - - (€96°1) {Ln - -
(8+9°6t5) - (00r't) (epeLl) {F69°'L2) (820°¥LE) {650°5L) rzris) -
{LeR'19L°0) (co6'F) (1z0°9) (€16°L7) {rr0'08) (SPI'ERLL) (0£L°£T8) (600'9£€) -

{s19°1) - (s19°1) - - - - - -
{ret'oLo'11)  (9L9°61) (92£°07) (LeLeel) (9£9°65t) (000°566°9) (80t"750°T) (ILyigetn) -
cF9'R96 T 9r°09¢ 07009 mR.Rm COP°gS6 wwm_.n_ gt amm.m (R4 EFREL]
668°€L) - trlc 300°C tc0’s 9tL orl -

(reor) (rzg9sg) L¥REl [4:) 44 1971 9E1'85C see'sr £18'1C 9L9°9
L36°LES PREOIY 9516 1319 41 891°r1 seT'18 L8 rLeEl 06¢
1L5°828'¢ Fot 901 £68'8 LL9bL LER7191 18+°90T°¢ 90 19L 100°8LY 918°0¢
90Tt - 90Tt - - - - - -
1£8°¢LT 61 FiF6E 790°6C 885°H8E 9¢0°98L £88°CC9°T1 9ET'S00° (B3 AT 190°9¢1
[CIAR {d1D) wowdmbg SAININT,| SIDIYIA, wawdinba pue  suppng syuawdAcIdw] pue]

ssasdold pue jue] pue amnpywin,| Aiunyoep pue
uojpnhsuo)  ‘Auadosg
o

S[0T 19quada( [ £ JO St anjea jooq 1aN

F10T 42qud2a(] | £ JO SE anjea Jooq 1aN

£10T 22qua0a( | € Jo SE aduejeq 3wsol)
sjesedsi

(.44 ) WDULTEAWI]

pouad a1 tog afsey)

MDUIITIP HONESULS

{xsxs) SIOJSURI ],

Aenuep 1 Jo se auejeq Suuadp
DONETRId2C] PAENIINIIY

S10T $2quuada(] [ £ Jo st 23urjeq Suiso))
sjesodsi(y

(e4) d1D Woyp sidysuRa |

() suotnppy

OUMDINP UONE[SURL |

(4299) SIDJSURI |

Lienuey | o se ddurjeq Suuadg

(=]

INTWAINOT ANY INVTd ‘ALYAJONUd - 71 ALON

('PAIEIIPUI ISTAINIO SSDJUN { PUESNOY] AYL,.) CIT] SIYIN | ST Pa5sasdxa 218 sumowy)

€10T ¥dgIWNED3A 1€ 3ANT dVIA JHL 04
SINAWHLV.LS TVIONVNIL JILVAITOSNOD IHL OL S3LON

STIVIAISANS SLI ANV 'S'V'L IVIVINE VA MI'Td) JA dINAd I'DayA
(b€ 210N 38 — yspyn g, ug panss] A[[euISLO SIIAW2)LIS [RISUBUL] PaIEPI[OSUO)) JO YsHTUT OIUI UOTIR|SURL [ 35UIILAALO.Y)



£F

(€1 210N si9sst a|qiBueun o) pauajsuen st puesnoy £74°¢ AYL (x)

LSE661°8 BILPLE E13%] 168981 05€°9T¢ £88°LT9°S 828°T56 080'98¢ 190°9€1
9CCEL9’L 086°6Z¢ c8c’s 688°L91 PLLOTE 44 4 (174" £91°'£68 6E0°LES L00°ET1
(b6F9L0°11)}  (929°61) {9z¢0C) (LeL'ial) (9L9°65t) (000°566°9) {80F'250°0) (Lerigen) -
FESFT - £59 LEr'1 1+0°1 £0F°Hl - - -
{ss5°81) (cgcsl) - - - - - - -
(8z¢'9zr) - {cos1) (c88°c0) 171z (L6158} (LL9e9) (€80°0r) -
(0z8"118) Gazrn (61en) (£L€°8) (re8-eT) (To1°¢€r9) (€z5°091) (83rcon) -
(sz1+18'6) - (c6z81) (916'931) (T9L r1t) (+ro'8L1°9) (g0z'8es°1) (006°L81°1) -
168°6LT761 PP T6E 90°6T §85°+8¢E 9C0°98L E88°TT9TI 9ETC00'E 15§°L16°) 190'9¢1
(tey'sc) - (£69) (698°T1) Lern (€61'+1) - - -
(Lzee) (ogsLig) 8L 6£0°L oLL’l 981°80T [AS WA 1341289 1N
86T0LE £88°8FC T4 0 89Tl 018°¢ LE16S 09¢ 18€ oot
It o6l 91t ce9’l 1£6°TT L+00S L9T 066 ECECET 88E°8t1 699'8
189°L8T°L1 086°6Ct LLSEC €08°pee LS IEL 99F°6LE T 1LE1TLT 6L6°FTL I L00TCH
[CieK (d1) wawdinbgy S2UNINTY SAIAYIA wawdinba pue  sdwping sjuawdAcIdurf pueg
ssasdorg ur pun |4 pue srnpung Anpunoepy puey
uohpnnsuo)  “Auadoig
Ja0

+10T JqWaaa( 1€ JO ST an[EA jooq 10N
£10T 12qWw223¢] [ JO ST aNj2A YOOq 19N

107 42quadna(g | £ Jo se asureq Juiso])
spesodsiq

wosuinediug

possad o d0) sdrey)

DIUDIDINP UOHE[SUTL ],

Awemuer | jo se saugjeq Juuado

A IRENT ETq Bl i RRAT

+10Z 12quuadaq [ € Jo se aauejeq 3uso))
sesodsicy

(x} 1D wioay SIaJsURS |

suoclippy

JIUIIDYJIP UONB|SURL |

(puod) INTINJINOT ANV LNV ‘ALYIJOUd — 71 ZLON

(" PHEIPL ISIAIBYI0 SSIUN { puesned ] L) T gsiyin | se passasdxa e snmowy)

102 ¥d9WaDdd 1€ AIANT ¥VIA FHL ¥0d
SINAWHLVLS TVIONVNIL A3LVAITOSNOD GHL OL STLON

ST VIAISANS SLI ANV ‘§V L IMVIVIIHE VA MITTD JA dINId I'TOANT
(p€ 210N 335 — yspyan L u1 panssy A|ewISLQ SHUSWILIS [BIDULUL] PAIEPIOSUO.) JO YSI[SUT OIUI HONRISURL] 30USTUIALO)))



(Convenience Translation into English of Consolidated Financial Statements Originally Issued in Turkish — See

Note 34)

EREGLI DEMIR VE CELIiK FABRIKALARI T.A.S. AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

{Amounts are expressed as Torkish Lira (“TRY Thousand") unless otherwise indicated.)

NOTE 12 - PROPERTY, PLANT AND EQUIPMENT (cont’d)

The breakdown of depreciation expenses related to property, plant and equipment is as follows:

Associated with cost of production
General administrative expenses

Marketing, sales and distribution expenses

Research and development expenses

NOTE 13 - INTANGIBLE ASSETS

Cost

Opening balance as of | January
Translation difference

Additions

Transfers from CIP

Transfers (*)

Closing balance as of 31 December 2015

Accumulated amontization

Opening balance as of 1 January
Translation difference

Charge for the period

Transfers (*)

Closing balance as of 31 December 2015

Net book value as of 31 December 2014

Net book value as of 31 December 2015

31 December

31 December

2015 2014
523.859 402.224
6.846 10.507
18.142 13.653
801 144
549.648 426.528
Exploration Costs
and Other Assets
with Specific  Other Intangible
Rights Useful Life Assets Total
252.514 95.819 9.717 358.050
62.283 - 3.983 66.266
14.944 4.221 618 19.783
4.074 - - 4.074
- (4.206) - (4.206)
333.815 95.834 14.318 443.967
(119.676) (62.603) (7.212) (189.491)
(28.403) - (3.916) (32.319)
(15.431) (5.354) (630} (21.415)
- 1.615 - 1.615
{163.510) (66.342) (11.758) (241.610)
132.838 33.216 2.505 168.559
170.305 29.492 2.560 202.357

(*) The Group’s opening balances of leasehold improvements under intangible assets transferred to

property, plant and equipment.

As of 31 December 2015, the Group has no collaterals or pledges upon its intangible assets (31

December 2014: None).
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{Convenience Translation into English of Consolidated Financial Statements Originally Issued in Turkish - See
Note 34}

EREGLIi DEMIR VE CELIiK FABRIKALARI T.A.S. AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

{Amounts are expressed as Turkish Lira (“TRY Thousand") unless otherwize indicated.)

NOTE 13 - INTANGIBLE ASSETS (cont’d)

Exploration Costs

and Other Assets
with Specific  Other Intangible
Rights Useful Life Assets Total
Cost
Opening balance as of 1 January 220.331 91.881 7.105 319.317
Translation difference 18.771 290 IL.im 20.172
Additions 10.747 1.648 439 14.834
Transfers from CIP 2,663 - 1.062 3.727
Closing balance as of 31 December 2014 252,514 95.819 9.717 358.050
Accumulated amortization
Opening balance as of 1 January (98.121) (56.144) {3.902) (160.167)
Translation difference (8.227) (88) {1.108) (9.423)
Cherge for the period {13.328) (6.371) (202) (19.901)
Closing balance as of 31 December 2014 (119.676) (62.603}) (7.212) (189.491)
Net book value as of 31 December 2013 122.210 35.737 1.203 159.150
Net book value as of 31 December 2014 132.838 33.216 2.505 168.559
The breakdown of amortization expenses related to intangible assets is as follows:
31 December 31 December
2015 2014
Associated with cost of production 17.504 17.374
General administrative expenses 3.363 2.013
Marketing, sales and distribution expenses 548 5t4
21.415 19.901

NOTE 14 - GOVERNMENT GRANTS AND INCENTIVES

These grants and incentives can be used by all companies, which meet the related legislative
requirements and those grants have no sectoral differences.:

v

v
v
v

Incentives under the jurisdiction of the research and development law (100% corporate tax
exemption etc.)

Inward processing permission certificates,

Social Security Institution incentives

Insurance premium employer share incentive.

Research and development incentive premiums taken or certain to be taken amounts to TRY 836
thousand (2014: TRY 531 thousand) which are accounted under income statement for the year ended
31 December 2015.
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(Convenience Translation into English of Consolidated Financial Statements Originally Issued in Turkish — See

Note 34)

EREGLI DEMIR VE CELiK FABRIKALARI T.A.S. AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

{Amounts are expressed as Turkish Lira (“TRY Thousand”) unless otherwise indicated )

NOTE 15- EMPLOYEE BENEFITS

The Group’s short term payables for employee benefits are as follows:

31 December

31 December

2015 2014
Due to personnel 03.459 74.611
Social security premiums payable 26.241 24.909
119.700 99.520

Long term provision of the employee termination benefits of the Group is as follows:
31 December 31 December
2015 2014
Provisions for employee termination benefits 404.699 393.478
Provisions for seniority incentive premium 28.289 25.389
Provision for unpaid vacations 72.927 68.857
505.915 487.724

According to the articles of Turkish Labor Law in force, there is an obligation to pay the legal
employee termination benefits to each employee whose employment contracts are ended properly
entitling them to receive employee termination benefits. Also, in accordance with the effective laws of
the Social Insurance Act No: 506 No: 2422 on 6 March 1981 and No: 4447 on 25 August 1999 and
with the amended Article 60 of the related Act, it is obliged to pay the employees their legal employee
termination benefits, who are entitled to terminate.

As of 31 December 2015, the amount payable consists of cne month’s salary limited to a maximum of
TRY 3.828,37 (31 December 2014: TRY 3.438,22). As of | January 2016, the employee termination
benefit has been updated te a maximum of TRY 4.092,53,

The employee termination benefit legaily is not subject to any funding requirement.

The employee termination benefit has been calculated by estimating the present value of the future
probable obligation of the Group arising from the retirement of employees. TAS 19 (“Employee
Benefits™) requires actuarial valuation methods to be developed to estimate the Group’s obligation
under defined benefit plans. The obligation as of 31 December 2015 has been calculated by an
independent actuary. The actuarial assumptions used in the calculation of the present value of the
future probable obligation are as follows:

31 December 2015 31 December 2014

Discount rate 10,70% 8,00%
Inflation rate 7.75% 6,50%
Salary increase real 1.5% real 1.5%
Maximum liability increase 7.75% 6,50%



(Convenience Translaticn into English of Consolidated Financial Statements Originally Issued in Turkish — See
Note 34)

EREGLI DEMIR VE CELIK FABRIKALARI T.A.S. AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

{Amounts are expressed as Turkish Lira (“TRY Thousand") unless otherwise indicated.}

NOTE 15 - EMPLOYEE BENEFITS (cont’d)

Discount rates are determined considering the expected duration of the retirement obligations and the
currency in which the obligations will be paid. In calculations as of 31 December 2015, a fixed
discount rate is used. Long term inflation estimates are made using an approach consistent with
discount rate estimates and long term inflation rate fixed over years is used.

The anticipated rate of resignation which do not result in the payment of employee benefits is also
considered in the calculation. The anticipated rate of resignation is assumed to be related with the past
experience, therefore past experiences of employees are analyzed and considered in the calculation. In
the actuarial calculation as of 31 December 2015, the anticipated rate of resignation is considered to be
inversely proportional to the past experience. The anticipated rate of resignation is between 2%-0% for
the employees with past experience between 0-15 years or over.

The movement of the provision for employee termination benefits is as follows:

1 January - I January -

31 December 2015 31 December 2014

Opening balance 393.478 307.528
Service cost 40.125 26.379
Interest cost 30.466 28.568
Actuarial loss/(gain) (22.930) 75.386
Termination benefits paid {36.709) (39.777)
Translation difference 269 (4.606)
Closing balance 404.699 393.478

The sensitivity analysis of the assumptions which was used for the calculation of provision for
employment termination benefits as of 31 December 2015 as follows:

Sensitivity level

Discount rate
Rate 1% increase 1% decrease
Chage in employee benefits liability (35.505) 41.291

Inflation rate
Rate 1%o increase 1% decrease
Chage in employee benefits liability 38.280 (25.618)
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EREGLI DEMIR VE CELIK FABRIKALARI T.A.S. AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

(Amounts are expressed ns Turkish Lira (“TRY Thousand”) unless otherwise indicated )

NOTE 15 - EMPLOYEE BENEFITS (cont’d)

According to the current labor agreement, employees completing their 10th, 15th and 20th service

years receive seniority incentive premium payments.

The movement of the provision for seniority incentive premium is as follows:

1 January - 1 January -
31 December 2015 31 December 2014
Opening balance 25.389 17.667
Service cost 3.970 2.312
Interest cost 2.229 1.870
Actuarial loss/(gain) (1.743) 5.948
Termination benefits paid (1.602) (2.224)
Translation difference 46 (184)
Closing balance 28.289 25.389
The movement of the provision for unused vacation is as follows:
1 January - I January -
31 December 2015 31 December 2014
QOpening balance 68.857 67.037
Pravision for the period 54.151 48.475
Vacation paid during the period (-) (5.102) {6.474)
Provisions released {-) (45.042) (39.983)
Translation difference 63 (198)
Closing balance 72.927 68.857
NOTE 16 - PROVISIONS
The Group’s short term provisions are as follows:
31 December 31 December
2015 2014
Provision for lawsuits 210914 214722
Provision for termination fee of long term contract 218.070 -
Penalty prov. for employment shortage of disabled pers. 5.434 5.223
Provision for state right on mining activities 2.589 4.484
Provision for civil defense fund - 10.099
437.007 234.528
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(Convenience Translation into English of Consolidated Financial Statements Originally Issued in Turkish — See
Note 34)

EREGLI DEMIR VE CELiK FABRIKALARI T.A.S. AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

{Amounts are expressed as Turkish Lira (“TRY Thousand™} unless otherwise indicated )

NOTE 16 — PROVISIONS (cont'd)
Provision for lawsuits

As of 31 December 2015 and 31 December 2014, lawsuits filed by and against the Group are as
follows:

31 December 31 December

2015 2014

Lawsuits filed by the Group 474.468 401.529
Provision for lawsuits filed by the Group 54.849 49.380

The provisions for the lawsuits filed by the Group represents the doubtful trade receivables.

31 December 31 December

2015 2014

Lawsuits filed against the Group 293.156 242.347
Provision for lawsuits filed against the Group 210.914 214.722

The Company, prepared its consolidated financial statements as of 31 March 2005, 30 June 2005 and
30 September 2005 according to CMB’s Communiqué Serial XI No 25 on “Accounting Standards to
be implemented in Capital Markets” which is not in effect today, whereas its consolidated financial
statements of 31 December 2005 was prepared according to Interational Financial Reporting
Standards by virtue of the Article 726 and Temporary Article | of the aforementioned Communiqué,
and CMB’s letter no. SPK.017/83-3483 dated 7 March 2006, sent to the Group Management. The
aforementioned Communiqué (Serial XI No. 25 on the “Accounting Standards to be implemented in
Capital Markets”), and Communiqués inserting some provisions thereto together with the
Communiqués amending it, became effective starting with the consolidated financial statements of the
first interim period ending after 1 January 2005.

CMB asked the Company to prepare its consolidated financial statements of 31 December 2005 all
over again according to the same accounting standards set used during the period, to publish those
statements, and to submit them to the General Assembly Approval as soon as possible, by stating on
its decision no. 21/526 dated 5 May 2006 that the Company’s changing the accounting standards set
used during the term (Serial XI, No 25) at the end of the same term (IFRS) caused decrease amount of
TRY 152.330 thousand on the period due to negative goodwill income.

The Company challenged the aforementioned decision before the 1 1th Administrative Court of Ankara
(E. 2006/1396). This lawsuit was rejected on 29 March 2007, but the Company appealed this rejection
on 11 September 2007. 13th Chamber of the Council of State rejected the appeal on 12 May 2010;
however the Company also appealed this rejection on 2 September 2010. However, 13th Chamber of
the Council of State also dismissed this appeal against rejection on 6 June 2012 with its decision No.
E. 2010/4196, K. 2012/1499. This decision was notified to the Company’s lawyers on 16 July 2012.
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NOTE 16 —- PROVISIONS (cont’d)
Provision for lawsuits (cont’d)

CMB, prepared the Company’s consolidated financial statements as of 31 December 2005, which had
been prepared according to the IFRS, by adding the negative goodwill of TRY 152.330 thousand, that
had previously been added to the accumulated earnings, to the profit of 2005 on its own motion and
account, and published them on Istanbul Stock Exchange Bulietin on 15 August 2006; with the
rationale that the Company had not fulfilled its due demand on grounds that “Article 726 and
Temporary Provision |1 of CMB’s Communiqué Serial X1, No. 25 authorize the use of IFRS on
consolidated financial statements of 2005, although CMB had given the Company a ‘permission’ No.
SPK.0.17/83-3483 of 7 March 2006, and the lawsuits regarding this issue are still pending”. The
Company challenged CMB’s aforementioned decision by a separate lawsuit on 10 October 2006. 11th
Administrative Court of Ankara rejected this case on 25 June 2007. The Company appealed this
rejection 11 October 2007; 13th Chamber of the Council of State, accepted the appeal request and
abolished the rejection judgment. CMB appealed the Chamber’s decision on 6 September 2010, 13th
Chamber of the Council of State accepted CMB’s appeal and reverted its previous abolishment
decision, and ratified I 1th Administrative Court of Ankara’s judgment by the majority of the votes on
30 May 2012 with its decision no. E. 2010/4405; K. 2012/1352. This decision was notified to the
Company’s lawyers on 20 July 2012,

Had the Company started to prepare its consolidated financial statements in accordance with IFRS
after 31 December 2005, it would also have to present the comparative consolidated financial
statements in accordance with IFRS based on “IFRS I: First-time adoption of International Financial
Reporting Standards” and the previously recognized negative goodwill would be transferred directly to
retained earnings on 1 January 2005 instead of recognizing in the consolidated income statement in
accordance with “IFRS 3: Business Combinations”. Therefore, the net profit for the periods ended 31
December 2015 and 31 December 2014 will not be affected from the above mentioned disputes.

Company’s Shareholders’ General Assembly, which was held at 30 March 2006, decided dividend
distribution according to the consolidated financial statements as of 31 December 2005, which was
prepared according to IFRS. Privatization Administration, who has a usufruct right over 1 (one) equity
share among the Company shares it transferred to Ataer Holding A.S., filed a lawsuit at 1 May 2006
the 3th Commercial Court of Ankara against the aforementioned General Assembly decision, and
claimed that, dividend distribution decision must be abolished and TRY 35.673 thousand allegedly
unpaid dividend must be paid to itself (E. 2006/218). The Court rejected the case on 23 October 2008;
Privatization Administration appealed this rejection on 7 January 2009. Court of Appeals’ 11th
Chamber reversed this rejection judgment on 30 November 2010; this time the Company appealed the
Chamber’s decision on 18 February 2011. However, the Chamber rejected the Company’s appeal on
14 July 2011. The case file, sent back to 3th Commercial Court of Ankara once again. (E. 2011/551).
The case was dismissed at the hearing held on 26 June 2015. The case is at the stage of appeal.

The Company, based on the above mentioned reasons, doesn’t expect for the possible effects of
changes in the net profit for the year ended 31 December 2005 due to the lawsuits mentioned above to
have any impact in the accompanying consolidated financial statements as of 31 December 2015 and
31 December 2014,

Enerjia Metal Maden Sanayi ve Ticaret A.S$. initiated a debt collection proceeding that might end with
a bankruptcy judgment against the Company based on the Export Protocol No. 69187 of 2 July 2009
and “Additional Terms to the Erdemir-Enerjia Export Protocol No. 68197 drafted by and between
Enerjia and the Company.
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NOTE 16 - PROVISIONS (cont’d)
Provision for lawsuits (cont’d)

However the process stopped upon the Company’s objection to Enerjia’s request, and that led Enerjia
to file a lawsuit against the Company before the 7th Commercial Court of Ankara on 27 March 2010
claiming that the objection should be overruled and USD 68.312.520 should be paid to itself (E.
2010/259). The Court dismissed the case, in favor of the Company, on 23 June 2011. Enerjia appealed
this rejection. 23rd Chamber of the Court of Appeals accepted this rejection on 6 April 2012 (E.
2011/2915) and after this, the case file was sent back to the 7th Commercial Court of Ankara. The
case file was sent to the 4th Commercial Court of Ankara due to the case shall seen by delegation
according to the regulatory framework regarding the commercial courts. The Court has dismissed the
case at the hearing held on 9 September 2015. The case is at the stage of appeal.

An action of debt was instituted by Messrs. Bor-San Ist Sistemleri Uretim ve Pazarlama A.S. against
our company at the 3rd Civil Court of Kdz. Eregli on 17 April 2013 under file no 2013/253 Esas
claiming for the compensation of the loss arising from the sales contract of TRY 18 thousand,
reserving the rights for surplus. The Company was informed from the amendment petition, which was
served to the company on 1 November 2013 that the plaintiff pleaded from the court to raise the claim
to TRY 10.838 thousand as assessed by the expert opinion submitted to the court. The Company
contested (o the expert opinion and the amendment petition within the statutory period. The court has
given the judgment of dismissal on 11 March 2014. The plaintiff, Bor-San Is1 Sistemleri Uretim ve
Pazarlama A.§. has appealed against the judgment. Upon the reversal of judgment, the Company
appealed the decision of Supreme Court of Appeal. The rejection decision of Supreme Court of
Appeal has been notified to the Company on 28 January 2015. The case ongoing with the Kdz. Eregli
Civil Court of First Instance 3rd (2015/16 E.) has dismissed at the hearing held on 9 September 2015.
The case is at the stage of appeal.

Corus International Trading Ltd. Co. (new trading title: Tata Steel International (North America) Ltd.)
located at [llinois state of United States of America and the Company executed a contract in 2008.
The company fulfilled all its performances arisen from this contract in January and February in 2009.
Corus International Trading Ltd. Co. sold to third parties the products supplied from our company but
thereafter alleged that they directed claim to some compensation and that these claims must be covered
by Erdemir. Parties could not reach an exact agreement about this matter and then Corus International
Trading Ltd. Co filed an action for compensation at amount of USD 4.800 thousand together with
accessory against the Company in [llinois State District Court of USA. It is learnt through a netified
made to the Company on 21 July 2010. After the subject case is dismissed by the court from
Jurisdiction aspect; this time a lawsuit is re-filed by Tata Steel International (North America) Ltd.) in
Texas State District Court. This case is also dismissed by the court from jurisdiction aspect.

It is learnt through a notified made to the Company on 31 October 2012 that Corus International
Trading Ltd. Co. (new trading title: Tata Steel International (North America) Ltd.) filed an action for
compensation at amount of TRY 8.669 thousand (USD 4.800 thousand) together with accessory
against the Company before Ankara 14th Commercial Court of First Instance. As a result of
adjudication made; the court adjudged to dismiss the case on procedural grounds because of non-
competence and to send the file to commissioned and competent Karadeniz Eregli Commercial Court
of First Instance in Duty when the judgment becomes definite and in case of request. The case still
continues on file no. 2013/63 in Karadeniz Eregli 2nd Civil Court of First Instance. The court file has
been entrusted to the expert. Date of next hearing of the case is 12 April 2016.
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NOTE 16 - PROVISIONS (cont’d)
Provision for termination fee of long term contract

The Company signed fixed rate freight contract on 11 August 2008 for the 2008-2022 period with
third parties considering the fact that fixed-price overseas transportation of iron ore supplies with
capesize vessels shall be more favorable under current market conditions.

The Company has evaluated the extraordinary decrease in freight prices resulted from decrease in iron
ore and oil prices in 2015 and started negotiations with the service provider in the last quarter of 2015
regarding the termination of fixed price long-term freight contract, which is in force.

The parties reached an final agreement on 24 February 2016 on termination of the aforementioned
agreement with USD 75.000 thousand fee and signing of a new freight contract.

The Company has considered the termination cost as constructive obligation since the Management
has taken a decision towards termination process related to the contract as of December 31, 2015 as
well as an expectation is also formed by the supplier regarding the termination of aforementioned
agreement and cash flows can be estimated in a trustable manner as of December 31, 2015 even if the
termination process is concluded with the protocol after 31 December 2015. As a result, TRY 203.903
thousand (equivalent to USD 75.000 thousand) provision recognised under other operational
expenses in the financial statements for the ended 31 December 2015 (Note 24).

Provision for state right on mining activities
(*)According to “Mining Law” numbered 3213 and regulation on “Mining Law

Enforcement”published in the Official Gazette, numbered 25716 on 3 February 2005, the Group is
obliged to pay state right on mining activities based on the sales.
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NOTE 17 - COMMITMENTS AND CONTINGENCIES
The guarantees received by the Group are as follows:

31 December

31 December

2015 2014
Letters of guarantees received 1.514.383 1.538.130
1.514.383 1.538.130

The Collaterals, Pledges and Mortgages (CPM) given by the Group are as follows:

31 December 31 December
2015 2014
A. Total CPM given for the Company's own legal entity 105.891 73.574
B. Total CPM given in favour of subsidiaries consolidated on line-
by-line basis 787.106 1.155.440
C. Total CPM given in favour of other 3rd parties for ordinary
trading operations 5 -
D. Other CPM given - -
i. Total CPM given in favour of parent entity - -
ii. Total CPM given in favour of other Group companies out of
the scope of clause B and C & -
iii. Total CPM given in favour of other 3rd parties out of the
scope of clause C & o
892.997 1.229.014

As of 31 December 2015, the ratio of the other CPM given by the Group to shareholders equity is 0%
(31 December 2014: 0%). Total CPM given in favor of subsidiaries consolidated on line-by-line basis
amounting to TRY 787.106 thousand has been given as collateral for financial liabilities explained in

Note 6.

The breakdown of the Group’s collaterals given regarding service purchases according to their TRY

equavalents of foreign currency is as follows:

31 December 31 December

2015 2014

US Dollars 514.969 771.816
TRY 140.257 144.474
EURO 206.288 274.778
Japanese Yen 31.483 37.946
892.997 1.229.014
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NOTE 18 - OTHER ASSETS AND LIABILITIES

As of the balance sheet date, the details of the Group’s other assets and liabilities are as follows:

Other current assets

Other VAT receivable

Deferred VAT

Prepaid taxes and funds
Other current assets

Other current liabilities

VAT payable

Other current liabilities

Other non-current liabilities

31 December

31 December

2015 2014
51.684 44.134
33417 37.035

1.575 1.422

8.809 8.955
95.485 %1.546

31 December

31 December

2015 2014
36.003 40.524
4.647 3.589
40.650 44.113

31 December

31 December

2015 2014
Other non-current liabilities 442 367
442 367

NOTE 19 - DEFERRED REVENUE

As of the balance sheet date, the details of the Group’s short term deferred revenue are as follows:

31 December 31 December

2015 2014

Advances received 87.937 73.839
Deferred income 5.440 2.619
93.377 76.458
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NOTE 20 - EQUITY

As of 31 December 2015 and 31 December 2014, the capital structure is as follows:

31 December 31 December

Shareholders (%) 2015 (%) 2014
Ataer Holding A.S. 49,29 1.724.982 49,29 1.724.982
Quoted in Stock Exchange 47,63 1.667.181 47,63 1.667.181
Erdemir's own shares 3,08 107.837 3,08 107.837
Historical capital 100,00 3.500.000 100,00 3.500.000
Effect of inflation 156.613 156.613
Restated capital 3.656.613 3.656.613
Treasury shares (116.232) (116.232)
3.540.381 3.540.381

The Company is subject to registered capital limit. The board of directors may, at any time it may
think necessary, increase the capital by means of issuing bearer shares each with a nominal value of |
Kr (one Kurus) up to the amount of the registered capital, which is TRY 7.000.000.000 in accordance
with the requirements as set forth herein.

The issued capital of the Company in 2015 consists of 350.000.000.000 lots of shares (31 December
2014: 350.000.000.000 lots). The nominal value of each share is I Kr (Turkish cent) (31 December
2014: 1 Kr). This capital is split between A and B group shares. Group A shares consist of | share
with a share value of 1 Kr and Group B shares consist of 3.499.999.999,99 shares representing TRY
349.999.999.999 of the issued capital.

The Board of Directors consists of 9 members, 3 of which are independent, The number and
qualifications of independent members are ascertained in compliance with the CMB’s Communique
numbered II-17,1 on Corporate Governance Principles.

The General Assembly has to choose one member to the Board of Directors from the nominees of the
Privatization Administration as the beneficiary owner representing A Group shares. In case, the Board
member representing the A Group shares leaves the board within the chosen period, a new board
member is obliged to be chosen from the nominees of the Privatization Administration as the
beneficiary owner. For decisions to be taken about the rights assigned to A Group shares, the board
member representing A Group shares is also obliged to use an affirmative vote. The decisions to
change the Articles of Association of the Company that will have an effect on the board of directors’
meeting and decision quorum, rights assigned to A Group shares, rights assigned to A Group shares in
relation to investments and employment decisions and any other changes in the Articles of
Association of the Company which will directly or indirectly affect the rights of A Group shares, have
to receive an affirmative vote of the benefictary owner representing the A Group shares. Otherwise,
the decisions are accepted as invalid.
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NOTE 20 - EQUITY (cont’d)

Article 1V-K of Articles of Association “According to Turkish Commercial Code Article 329,
transactions of an entity’s own shares” allows Erdemir to purchase, hold, sell or transfer its own
shares, without voting rights. As of 31 December 2015, the Company holds its own shares with a
nominal value of TRY 107.837 thousand (31 December 2014: TRY 107.837 thousand). The
Company’s own shares have been reclassified with its inflation adjusted value in the consolidated
balance sheet as a deduction under equity.

31 December 31 December

Other equity items 2015 2014
Share premium 106.447 106.447
Revaluation reserves 27.215 24.151
-Cash flow hedging reserves 27.215 24.151
Cash Flow Hedging Reserves (2.192) 7.160
Foreign currency translation reserves 4.012.449 1.616.002
Actuarial (loss)/ gain fund (107.795) (125.714)
Restricted reserves assorted from profit 950.831 617.355
-Legal reserves 950.831 6/7.355
Retained earnings 2.527.180 2.616.106
-Extraordinary reserves 781.469 780.894
-Accumulated profit 987.68+4 835.200
-Statutory reserves 738.027 980.0i2
7.514.135 4.861.507

However, in accordance with the communiqué numbered 1I-14,1 “Communiqué on the Principles of
Financial Reporting In Capital Markets” (“the Communiqué™) on 13 June 2013 which is published on
Official Gazette numbered 28676, “Paid-in capital”, “Restricted profit reserves” and “Share premium”
should be presented by using their registered amounts in the statutory records. The restatement
differences (e.g. inflation restatement differences) arising from the application of this Communiqué
should be associated with the:

- “Capital restatement differences” account, following the “paid-in capital” line item in the
financial statements, if the differences are caused by “paid-in capital” and have not been added to
capital yet;

- “Retained earnings”, if the differences are arising from “restricted profit reserves” and “share
premium” and have not been associated with either profit distribution or capital increase yet.

Other equity items are carried at the amounts that are valued based on the CMB’s Financial Reporting
Standards.

Capital restatement differences may only be considered as part of the paid-up capital.

Listed companies distribute dividend in accordance with the Communiqué No. I1-19.1 issued by the
CMB which is effective from February 1, 2014.
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NOTE 20 - EQUITY (cont’d)

Companies distribute dividends in accordance with their dividend payment policies settled and dividend
payment decision taken in general assembly and also in conformity with relevant legisiations. The
communiqué does not constitute a minimum dividend rate for the publicly-held subsidiaries. Companies
distribute dividend in accordance with the method defined in their dividend policy or articles of
incorporation. In addition, dividend can be distributed by fixed or variable installments and advance
dividend can be paid in accordance with profit on interim financial statements of the Company.

In accordance with the Turkish Commercial Code (TCC), unless the required reserves and the dividend
for shareholders as determined in the article of association or in the dividend distribution policy of the
company are set aside, no decision may be made to set aside other reserves, to transfer profits to the
subsequent year or to distribute dividends to the holders of usufruct right certificates, to the members of
the board of directors or to the empioyees; and no dividend can be distributed to these persons unless the
determined dividend for shareholders is paid in cash.

Inflation adjustments to issued capital and historical amount of extraordinary reserves can be used as
an internal source of capital increase, dividend distribution in cash or the net off from prior period
losses. In case of usage of inflation adjustment to issued capital in dividend distribution in cash, it is
subject to corporation tax.

Other sources which might be used in dividend distribution, except the net profit for the period, in
statutory books of the Company are equal to TRY 596.363 thousand as of 31 December 2015 (31
December 2014: TRY 960.741 thousand).

The legal reserves and the share premium, which is regarded as legal reserve in accordance with TCC
Article 466, are presented using their amounts in statutory records. In this context, the difference of
inflation restatements in accordance with IFRS framework, that are not subject to profit distribution or
capital increase as of the date of financial statements, is associated with the retained earnings.

According to the first paragraph of Article 519 numbered 6102 of the Turkish Commercial Code
(“TCC"), 5% of the profit shall be allocated as the first legal reserves, up to 20% of the paid/ issued
capital. First dividend is appropriated for shareholders after deducting from the profit. Following the
deduction of the amounts from the “profit”, General Assembly of Shareholders is authorized to decide
whether shall be the remaining balance shall be fully or totally placed in extraordinary legal reserves
or whether it is distributed, also taking into consideration the Company’s profit distribution policy.
According to the sub-clause 3 of the clause 2 of Article 519 of the Turkish Commercial Code, after
deducting dividends amounting to 5% of the paid/issued capital from the part decided to be allocated;
ten percent of the remaining balance shall be appropriated to second legal reserves. If it is decided to
distribute the profit as bonus share, through the method of adding the profit to the capital, second legat
reserves is not appropriated.

According to the CMB Communiqué, untit the company’s Article of Association was revised on 31
March 2008, an amount equal to the first dividend distributed to shareholders is allocated as status
reserves in order to be used in the plant expansion. Also according to the 13th Article of Association
before the revision on 31 March 2008, 5% of the net profit for the period after taxation is estimated to
be allocated as legal reserves up until reaching 50% of the paidfissued capital. The reserve amount
that exceeds the 20% of the legal reserves, defined by the Article 519 of TCC, is recorded as status
reserve. Company’s Shareholders’ General Assembly, which was held at 30 March 2012, decided
status reserves can be used as an internal source of capital increase and profit sharing.
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NOTE 20 - EQUITY (cont’d)

Cash flow hedging reserve arises from the recognition of the changes in the fair value of derivative
financial instruments that are designated and effective as hedges of future cash flows directly in
equity. The amounts deferred in equity are recognized in the consolidated statement of income in the
same period, if the hedged item affects profit or loss.

Revaluation reserve of property, plant and equipment arises from the revaluation of land and
buildings. In the case of a sale or retirement of the revalued property, the related revaluation surplus
remaining in the properties revaluation reserve is transferred directly to the retained earnings.

The amendment in {AS-19 “Employee Benefits” does not permit the actuarial gain /loss considered in
the calculation of provision for employee termination benefits to be accounted for under the statement
of income, The gains and losses arising from the changes in the actuarial assumption have been
accounted for by “Actuarial (Loss)/Gain Funds” under the equity. The funds for actuarial gains/
(losses) in the employee termination benefits is not in a position to be reclassified under profit and
loss.

As it stated in Note 2.1, foreign currency translation reserve arises from expressing the assets and
liabilities of the Group's foreign operations in reporting currency TRY by using exchange rates
prevailing on the balance sheet date, Exchange differences arising, if any, are recognized under
translation reserve in equity.

NOTE 21 -SALES AND COST OF SALES

1 January - 1 January -
31 December 2015 31 December 2014

Sajes Revenue
Domestic sales 10.592.118 9.962.783
Export sales 1.159.922 1.230.427
Other revenues (*) 198.004 308.022
Sales returns (-) (27.678) (11.158)
Sales discounts (-) (7.785) (53.937)
11.914.581 11.484.137
Cost of sales (-) (9.854.290) (9.045.652)
Gross profit 2.060.291 2.438.485

(*)The total amount of by product exports in other revenues is TRY 23.409 thousand (31 December
2014: TRY 139.685 thousand).
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NOTE 21 - SALES AND COST OF SALES (cont’d)

The breakdown of cost of goods sales for the periods 1 January — 31 December 2015 and 1 January -

31 December 2014 is as follows:

1 January - 1 January -

31 December 2015 31 December 2014

Raw material usage {6.894.340) (6.376.176)
Personnel costs {1.212.635) (1.085.243)
Energy costs (698.858) {616.695)
Depreciation and amortization expenses (531.742) (409.791)
Factory overheads (290.866) (214.760)
Other cost of goods sold (65.500) (142.572)
Non-operating costs {*) (26.147) (67.390)
Freight costs for sales delivered 1o customers (87.211) (62.594)
Inventory write-downs within the period (Note 9) (39.092) (29.951)
Reversal of inventory write-downs (Note 9) 12.256 15.013
Other (20.155) (55.493)
(9.854.290) (9.045.652)

(*) Due to the planned/ unplanned halt production of piant of the Group’s, operations were suspended
temporarily in the current period. As a resuit of this, unallocated overheads, TRY (26.147) thousand,
has been accounted directly under cost of goods sold (31 December 2014 TRY {67.390) thousand).

NOTE 22 - RESEARCH AND DEVELOPMENT EXPENSES, MARKETING, SALES AND

DISTRIBUTION EXPENSES, GENERAL ADMINISTRATIVE EXPENSES

The breakdown of operational expenses according to their nature for the periods 1 January - 31

December 2015 and [ January — 31 December 2014 is as follows:

| January - | January -

31 December 2015 31 December 2014

Marketing, sales and distribution expenses (-) (131.002) (119.786)
General administrative expenses (-) (284.738) (232.012)
Research and development expenses {-) (9.240) (6.999)
{424.980) (358.797)
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NOTE 23 - OPERATING EXPENSES ACCORDING TO THEIR NATURE

The breakdown of operational expenses according to their nature for the periods | January — 31
December 2015 and 1 January — 31 December 2014 is as follows:

1 January - 1 January -

31 December 2015 31 December 2014

Personnel expenses (-) (71.000) (65.053)
Depreciation and amortization(-) (18.690) (14.167)
Service expenses (-) (41.312) (40.566)
(131.002) (119.786)

The breakdown of general administrative expenses for the periods 1 January — 31 December 2015 and
1 January — 31 December 2014 is as follows:

| January - | January -

31 December 2015 31 December 2014

Personnel expenses (-} {150.128) (135.299)
Depreciation and amortization (-} (10.209) (12.520)
Service expenses (-} (105.430) (71.756)
Tax, duty and charges (-) (7.237) (3.934)
Provision for doubtful receivables (-) (11.734) (8.503)
(284.738) (232.012)

The breakdown of research and development expenses for the periods | January — 31 December 2015
and 1 January — 31 December 2014 is as follows:

1 January - 1 January -

31 December 2015 31 December 2014

Personnei expenses (-) (6.322 (4.364)
Depreciation and amortization (-) (801) {144)
Other (-} 2.117) {2.491)
(9.240) {6.999)
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NOTE 24 - OTHER OPERATING INCOME/(EXPENSES)

The breakdown of other operating income for the periods 1 January — 31 December 2015 and |

January — 31 December 2014 is as follows:

| January -
31 December 2015

1 January -
31 December 2014

Other operating income

Gain on sale of investment property (Note 11) 45.767 -
Interest income from on credit sales 64.821 59.360
Discount income 16.283 15.479
Provisions released 68.015 23.896
Service income 21.328 18.389
Maintenance repair and rent income 13.676 7.243
Warehouse income 4.191 3.085
Indemnity and penalty detention income 2.151 4.079
Insurance indemnity income 13.747 738
Royalty income - 606
Gain on sale of tangible assets 989 1.054
Other income and gains 24.440 14.634

275.408 148.563

The breakdown of other operating expenses for the periods | January — 31 December 2015 and 1

January — 31 December 2014 is as follows:

| January -
31 December 2015

1 January -
31 December 2014

Other operating expenses (-)

Provision expenses (37.131) (41.057)
Discount expenses (22.961) (9.155)
Provision for termination fee of long term contract (Note 16) {203.903) -
Port facility pre-licence expenses (7.233) (4.906)
Lawsuit compensation expenses (3.576) (3.765)
Penalty expenses (2.764) (3.485)
Service expenses (3.297) (2.638)
Rent expenses (1.803) {(618)
Donation expenses (2.091) (10.213)
Stock exchange registration expenses (1.018) {(910)
Loss on disposal of tangible assets (3.659) (4.127)
Stock exchange registration expenses - {5.588)
Impairment of property, plant and equipment (Neote 12) {1.980) {18.555)
Other expenses and losses (28.498) {28.822)

(319.916) (133.839)
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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{Amounts are expressed as Turkish Lira (*TRY Thousand”} unless otherwise indicated. )

NOTE 25 - FINANCE INCOME

The breakdown of finance income for the periods 1 January — 31 December 2015 and 1 January - 31
December 2014 is as follows:

1 January - 1 January -

Financial incomes 31 December 2015 31 December 2014
Interest income on bank deposits 86.276 53.675
Foreign exchange gains (net) 335.431 163.610
Fair value differences of derivative financial instruments (net) - 12.220
421.707 229.505

NOTE 26- FINANCE EXPENSES

The breakdown of finance expenses for the periods 1 January — 31 December 2015 and 1 January - 31
December 2014 is as follows:

I January - 1 January -

Financial expenses (-} 31 December 2015 31 December 2014
Interest expenses on financial liabilities (122.551) (184.271)
Interest cost of employee benefits {32.695) (30.438)
Foreign exchange ioss from deferred tax base (385.199) (140.617)
Fair value differences of derivative financial instruments (net) (33.369) -
Other financial expenses (2.529) (3.020)
(576.343) {358.346)

During the period, the interest expenses of TRY 388 thousand have been capitalized as part of the
Group’s property, plant and equipment (31 December 2014: TRY 3.936 thousand).

NOTE 27 -TAX ASSETS AND LIABILITIES

31 December 31 December
2015 2014

Corporate tax payable:
Current corporate tax provision 472.407 266.045
Prepaid taxes and funds (-) (254.638) (136.337)
217.769 129,708
1 January - 1 January -
31 December 2015 31 December 2014
Current corporate tax expense 472.407 266.045
Deferred tax income / (expense) (198.549) 38.735

273.858 304.780
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NOTE 27 -TAX ASSETS AND LIABILITIES (cont’d)

Corporate tax

The Group, except its subsidiary in Romania and Singapore, is subject to Turkish corporate taxes in
force. The necessary provisions are allocated in the consolidated financial statements for the estimated
liabilities based on the Group’s results for the year. Turkish tax legislation does not permit a parent
company and its subsidiary to file a consolidated tax return. Therefore, provisions for taxes, as
reflected in the consolidated financial statements, have been calculated on a separate-entity basis.

Corporate tax is applied on taxable corporate income, which is calculated from the statutory
accounting profit by adding non-deductible expenses, and by deducting dividends received from
resident companies, other exempt income and investment incentives utilized.

The effective corporate tax rate in Turkey is 20%, 16% in Romania and 17% in Singapore as of 31
December 2015 (31 December 2014: in Turkey 20%, in Romania 16%, in Singapore 17%). The total
amount of the corporate tax paid by the Group in 2015 is TRY 384.346 thousand (31 December 2014:
TRY 181.327 thousand).

In Turkey, advance tax returns are filed on a quarterly basis. The temporary tax of 2015 has been
calculated over the corporate earnings using the rate 20%, during the temporary taxation period. (31
December 2014: 20%).

Losses can be carried forward to offset the future taxable income for up to maximum 5 years
(Romania: 7 years). However, losses cannot be carried back to offset the profits of the previous
periods, retrospectively.

In Turkey, a definite and distinct reconciliation procedure for tax assessment does not exist.
Companies file their tax returns between 1April - 25 April following the closing period of the related
year’s accounts. Tax returns and related accounting records may be examined and revised within five
years.

Income withholding tax

In addition to corporate taxes, companies should also calculate income withholding taxes on
dividends distributed, except for the dividends distributed to fully fledged taxpayer companies
receiving and declaring these dividends and to Turkish branches of foreign companies. The rate of
income withholding tax applied to all companies in the period of 24 April 2003 - 22 July 2006 is 10%.
This rate was changed to 15% as of 22 July 2006 by the decision of the Council of Ministers,
numbered 2006/10731. Undistributed dividends incorporated in share capital are not subject to the
income withholding taxes.

19,8% withholding tax must be applied to the investment allowances relating to investment incentive
certificates obtained prior to 24 April 2003. Investment disbursements without any investment
incentive certificate after this date which are directly related to production facilities of the company
can be deducted by 40% from the taxable income. The investments without investment incentive
certificates do not qualify for tax allowance.
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NOTE 27 -TAX ASSETS AND LIABILITIES (cont’d)

Investment allowance application

With the decision numbered 2006/95, which was taken during the meeting of the Constitutional Court
on 15 October 2009, the phrase “only related to the years 2006, 2007 and 2008...” which was a part
of the Temporary Article 69 of the Income Tax Law was cancelled and the cancellation became
effective from the date the decision has been published in the Official Gazette on 8 January 2010,
According to the decision, the investment incentive amount outstanding that cannot be deducted from
2008 taxable income previously, will be deducted from taxable income of the subsequent profitable
years.

Regarding the cancellation decision taken by the Constitutional Court, an amendment was made in the
69" article in Income Tax Regulation using the regulation numbered 6009 and dated 23 July 2010.
Consequently, in compliance with the cancellation decision of the Constitutional Court, the year
limitation has been abolished and investment allowance has been limited to 25% of the profit. As
limitation of investment allowance to 25% of the profit by regulation numbered 6009 is found to be
contrary to law by the Constitutional Court, the Constitutional Court cancelled the regulation and
stayed an execution. Corporate tax ratio of 30% in the previous regulation for the ones who benefit
from investment allowance has been decreased to the effective corporate tax with the amendment
made (31 December 2014: 20%).

Deferred tax

The Group recognizes deferred tax assets and liabilities based upon the temporary differences arising
between its taxable statutory financial statements and its financial statements prepared in accordance
with the CMB’s Communiqué on Accounting Standards. These differences usually result in the
recognition of revenue and expenses in different reporting periods for the CMB regulations and tax
purposes.

Tax rate used in the calculation of deferred tax assets and liabilities (excluding land) are 20% for the
subsidiaries in Turkey, 17% for the subsidiary in Singapore and 16% for the subsidiary in Romania (31
December 2014: in Turkey 20%, in Romania 16%, in Singapore 17%). Deferred tax related with the
temporary differences arising from land parcels is calculated with the tax rate of 5% (31 December 2014:
5%).

As the companies in Turkey cannot give a consolidated corporate tax declaration, subsidiaries that

have deferred tax assets are not netted off with subsidiaries that have deferred tax liabilities and
disclosed separately.
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NOTE 27 -TAX ASSETS AND LIABILITIES (cont’d)

31 December

31 December

2015 2014
Deferred tax assets;

Carry forward tax losses 2.316 2.056
Provisions for employee benefits 101.179 97.545
Investment incentive 10.532 -
Provision for lawsuits 42,183 37.598
Provision for termination fee of long term contract 43.614 -
Inventories 7.491 15.601
Provision for other doubtful receivables 13.479 12.481
Tangible and intangible fixed assets 11.227 9.901
Other 29.857 21.606
261.878 196.788

Deferred tax liabilities;
Tangible and intangible fixed assets {1.250.788) (788.481)
Fair values of the derivative financial instruments {9.232) (13.399)
Amortized cost adjustment on loans (3.472) (6.199)
Inventories (17.625) (10.828)
Other {5.756) (4.110)
{1.286.873) (823.017)
(1.024.995) (626.229)

In the financial statements which are prepared according to the TAS, of Eregli Demir ve Celik
Fabrikalar T.A.S. and its affiliates that are separate taxpayer entities, the net deferred tax assets and
liabilities of the related companies are classified separately within the accounts of deferred tax assets
and liabilities of Eregli Demir ve Celik Fabrikalan T.A.S. and its subsidiaries’ consolidated financial
statements. The temporary differences disclosed above besides the deferred tax asset and liabilities,
have been prepared on the basis of the gross values and show the net deferred tax position.

Presentation of deferred tax assets/(liabilities):

31 December

31 December

2015 2014

Deferred tax assets 23.807 31.881
Deferred tax (liabilities) (1.048.802) (658.110)
{1.024,995) (626.229)

G



(Convenience Translation into English of Consolidated Financial Statements Qriginally Issued in Turkish — See
Note 34)

EREGLI DEMIR VE CELIiK FABRIKALARI T.A.$. AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

(Amounts are expressed as Turkish Lira (“TRY Thousand") unless otherwise indicated.)

NOTE 27 -TAX ASSETS AND LIABILITIES (cont’d)

Maturities of carry forward tax losses are as follows:

Carry forward tax losses Deferred tax assets
31 December 2015 31 December 2014 31 December 2015 31 December 2014
| year - - 5 5
2 year - - - -
3 year 14.475 - 14.475 -
4 year - 19.100 - 1.629
5 year - 8.651 - 8.651
14.475 27.751 14.475 10.280
1 January - 1 January -
Deferred tax asset/(liability) movements: 31 December 2015 31 December 2014
Opening balance (626.229) {409.266)
Deferred tax income 198.549 {38.735)
The amount in comprehensive (expense)/income (2.170) 10.909
Translation difference (595.145) (189.137)
Closing balance {1.024.995) (626.229)
Reconciliation of tax provision is as follows:
1 January - | January -
31 December 2015 31 December 2014
Reconciliation of tax provision;
Profit before tax 1.436.167 1.965.571
Statutory tax rate 20% 20%
Calculated tax acc. to effective tax rate 287.233 393.114
Reconciliation between the tax provision and calculated tax:
- Non-deductible expenses 2.777 4.668
- Effect of tax losses unrecognised
deferred tax assets in prior years - (92.022)
- Effect of currency translation to non taxable assets (7.906) (4.219)
- Investment incentives {10.532) -
- Effect of non-taxable adjustments 2.583 3.164
- Effect of the different tax rates
due to foreign subsidiaries (297) 75
Tax exp. in reported in the consolidate stat. of income 273.858 304.780
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NOTE 27 -TAX ASSETS AND LIABILITIES (cont'd)

As of [ January — 31 December 2015 and 2014, the details of the tax gains/(losses) of the other

comprehensive income/(expense) are as follows;

| January — 31 December 2013

Other comprehensive income/(loss) Amount Tax income/ Amount
in the current period before tax {expense) after tax
Change in revaluation reserves of fixed assets 3.064 - 3.064
Change in actuarial (loss)/gain 22,930 {(4.586) 18.344
Change in cash flow hedging reserves (12.078) 2.416 (9.662)
Change in foreign currency translation reserves 2.462.935 - 2,462,935
2.476.851 {2.170) 2.474.681
| January — 31 December 2014

Other comprehensive income/(loss) Amount Tax income/ Amount
in the current period before tax (expense) after tax
Change in revaluation reserves of fixed assets 896 - 896
Change in actuarial (loss)/gain (75.386) 15.077 (60.309)
Change in cash flow hedging reserves 20.842 {(4.168) 16,674
Change in foreign currency translation reserves 792.010 - 792.010
738.362 10.909 749.271

NOTE 28 - EARNINGS PER SHARE
| January - | January-

31 December 2015 31 December 2014

Number of shares outstanding 350.000.000.000
Profit for the period attributable to equity holders - TRY thousand 1.125.913
Profit per share with | TRY nominal value TRY % 03217/ %32.17
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NOTE 29 -RELATED PARTY DISCLOSURES

The immediate parent and ultimate controlling parent of the Group are Ataer Holding A.S. and Ordu

Yardimlasma Kurumu respectively (Note 1).

The transactions between the Group and its subsidiaries, which are related parties of the Group, have

been eliminated in the consclidation and therefore are not disclosed in this note.

The details of transactions between the Group and other related parties are disclosed below:

Due from related parties (short term) 31 December 31 December
2015 2014

Oyak Renault Otomobil Fab. A.S.” 30.868 27.886
Bolu Cimento Sanayi A.S."” 6.060 3.887
Adana Cimento Sanayi T.A.S. " 6.068 4.071
Other 134 565
43.130 36.409

The trade receivables from related parties mainly arise from sales of iron, steel and by-products.

Due to related parties (short term) 31 December 31 December
2015 2014

Omsan Lojistik A.§." 6.286 3.306
Omsan Denizcilik A.S."" 6.162 4.982
Oyak Pazarlama Hizmet ve Turizm A.S."” 8.954 5.361
Oyak Savunma ve Gilveniik Sistemleri A.S.'" 3.542 2.876
Other 1.686 1.804
26.630 18.329

Trade payables to related parties mainly arise from purchased service transactions.

‘:’ Subsidiaries of the parent company
" Joint venture

69



{Convenience Translation into English of Consolidated Financial Statements Originally Issued in Turkish — See

Note 34)

EREGLI DEMIR VE CELIiK FABRIKALARI T.A.S. AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

{Amounts are expressed as Turkish Lira (““TRY Thousand”) unless otherwise indicated )

NOTE 29 -RELATED PARTY DISCLOSURES (cont’d)

Major sales to related parties | January - 1 January -
31 December 2015 31 December 2014
Oyak Renault Otomobil Fab. A.S.” 147.533 128.005
Adana Cimento Sanayi T.A.S.\" 20.700 19.262
Bolu Cimento Sanayi A.S."" 18.973 16.929
Aslan Cimento A.S.“) 1.209 2.652
Other 3.455 3.662
191.870 170.510
The major sales to related parties are generally due to the sales transactions of iron, steel and by-
products.
Maijor purchases from related parties 1 January - | January -
31 December 2015 31 December 2014
Omsan Denizcilik A.S." 66.838 110.485
Oyak Pazarlama Hizmet ve Turizm A.S.“) 61.441 42.422
Omsan Lojistik A.S."" 41.235 32.243
Oyak Savunma ve Glivenlik Sistemleri A.S.!" 31.701 30.539
Omsan Logistica SRL"” 8.524 7.758
Other 12.836 7.018
222.575 230.465

The major purchases from related parties are generally due to the purchased service transactions.

)" Subsidiaries of the parent company
@ Joint venture

The terms and policies applied to the transactions with related parties:

The period end balances are un-secured and their collections will be done in cash. As of 31 December
2015, the Group provides no provision for the receivables from related parties (31 December 2014:

None).

Salaries. bonuses and other benefits of the key management;

For the year ended 31 December 2015, the total compensation consisting of short term benefits such
as salaries, bonuses and other benefits of the key management of the Group is TRY 22.083 thousand

(31 December 2014: TRY 18.448 thousand).
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NOTE 30 — NATURE AND LEVEL OF RISKS DERIVED FROM FINANCIAL
INSTRUMENTS

Additional information about financial instruments
(a) Capital risk management

The Group manages its capital through the optimization of the debt and the equity balance that
minimizes the financial risk.

Through the forecasts regularly prepared by the Group, the future capital amount, debt to equity ratio
and similar ratios are forecasted and required precautions are taken to strengthen the capital.

The capital structure of the Group consists of debt which includes the financial liabilities disclosed in
Note 6, cash and cash equivalents and equity attributable to equity holders of the parent company,
comprising issued capital, reserves and retained earnings as disclosed in Note 20.

The Group’s Board of Directors analyze the capital structure in regular meetings. During these
analyses, the Board of Directors also evaluates the risks associated with each class of capital together
with the cost of capital. The Group, by considering the decisions of the Board of Directors, aims to
balance its overall capital structure through the payment of dividends, new share issues and share buy-
backs as well as the issue of new debt or the redemption of existing debt.

As of 31 December 2015 and 31 December 2014 the net debt/equity ratio is as follows:

31 December 31 December

Note 2015 2014
Total financial liabilities 6 2.975.903 3.413.734
Less: Cash and cash equivalents 4 2.934,703 2.186.810
Net debt 41.200 1.226.924
Total adjusted equity (*) 12.648.179 10.428.861
Total resources 12.689.379 11.655.785
Net debt/Total adjusted equity ratio 0% 12%
Distribution of net debt/ total adjusted equity 0/100 11/89

(*)Total adjusted equity is calculated by subtracting cash flow hedging reserves and actuarial (loss)/gain
fund and adding non-controlling interests.
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NOTE 30 - NATURE AND LEVEL OF RISKS DERIVED FROM FINANCIAL
INSTRUMENTS (cont’d)

Additional information about financial instruments (cont’d)
{b) Significant accounting policies

The Group’s accounting policies related to the financial instruments are disclosed in Note 2
“*Summary of Significant Accounting Policies, 2.8.8 Financial Instruments”.

(c) Financial risk management objectives

The Group manages its financial instruments through a separate treasury function which was
established for that purpose. The developments are followed on a real time basis. The Group’s
corporate treasury function manages the financial instruments through daily regular meetings by
evaluating the domestic and international markets and by considering the daily cash inflows and
outflows in accordance with the policies and regulations issued by the Group Risk Management Unit.
At the end of each day, each Group company prepares a “daily cash report” and Group Risk
Management Unit calculates daily Value at Risk (VaR) for cash and cash equivalents. The
information included therein is consolidated by the treasury function and used to determine the cash
management strategies. Additionally, the Group’s annual payment schedules are followed through the
weekly reports and annual cash management is followed by the monthly reports.

The Group utilizes derivative financial instruments as required and within the terms and conditions
determined by the Group Risk Management Unit. Instruments that are highly liquid and securing a
high-level yield are preferred when determining the financial instruments. In that respect, the Group
has a right to claim the accrued interest on time deposits when withdraw before the predetermined
maturity,

(d) Market risk

The Group is exposed primarily to the financial risks of changes in foreign exchange rates and interest
rates. The Group utilizes the following financial instruments to manage the risks associated with the
foreign exchange rates and interest rates. Also, the Group follows price changes and market
conditions regularly and takes action in pricing instantaneously.

The Group prefers floating interest rates for long term borrowings. To hedge against the interest risk
the Group uses interest swap contracts for some of its borrowings.

In the current period, there is no significant change in the Group’s exposure to the market risks or the
manner which it manages and measures risk when compared to the previous year.
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(Convenience Translation into English of Consolidated Financial Statements Originally Issued in Turkish — See
Note 34)

EREGLI DEMIR VE CELiK FABRIKALARI T.A.S. AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

(Amoumts are expressed as Turkish Lira (“TRY Thousand™) unless otherwise indicated.)

NOTE 30 - NATURE AND LEVEL OF RISKS DERIVED FROM FINANCIAL
INSTRUMENTS (cont’d)

Additional information about financial instruments (cont’d)
(f) Foreign currency risk management

As of 31 December 2015 and 31 December 2014, stated in Note 2.8.9 the foreign currency position of
the Group in terms of original currency is calculated as it as follows:

31 December 2015

TRY TRY EURO Jap Yen
(Total in {Orgmal {Onginal {Ongnal
cutrency) currency } currency) cumency )
1. Trade Receivables 241 540 29.234 66.196 .
2a. Monetary financial assets 47460 2645 6367 163
2b Non- monetary financial assels = . - .
3. Other 135.547 133 830 541 -
4. Current assets (1+2+3) 424,547 189.509 73.104 163
5 Trade receivables - . 3 .
6a. Monetary financil assets o
6b. Non- monetary financial assets . - . =
7. Other 55422 41946 3227 133.765
8. Non-current assets (5+6+7) 55.422 41.946 3227 133.765
9. Total assets (4+8) 479969 231.455 76.331 133,928
t0. Trade payables 321345 281,247 7.776 574934
11. Financul linbilities N7 194.768 012 1.282 188
12a. Other monetary financial habilities 459280 456,032 752 -
12b. Other non-monetary financial kabilities 211.382 211.382 i L
13. Current liabilitics (10+11+12) 1.325.724 L.143.429 42,540 1.857.119
14. Trade payables . _ a Z
15. Financil liabilities 232421 12.865 59.996 1.200.730
16a. Other monetary financial liabilities 496217 496.217 - -
16b. Other non-monetary financial liabilities = “ = E
17. Non-current liabilities (13+15+16) 728.638 509.082 59996 1.200.730
18. Total liabilities (13+17) 2.054.362 1.652.511 102536 3.057.849
19. Net asset/linhility position of ofl-balance sheet derivative (883.204) (12.224) (274.100) S
193 OfF-balance sheet foreign currency denvative financal assets 156.508 68 178 27 826 o
19h. Off-balance sheet foreign cumrency denvative financial
liabilities 1.039 802 B0 402 301.926 -
20. Net forcign currency asset/linlility position (9-18+19) (2.457.597)  (1.433.280) (300.305)  (2.923.921)
21, Net foreign currency asset/ liability position of monetary
items {l+2a+5+6a-10-11-122-14-15-1 6a) (1.553.980) (1.385.450) {29.973)  (3.057.686)
22. Fair value af derivative financal instruments uscd m foreign
currency hedge 20,969 . 6599 -
23. Hedged foreign currency assels 1.039.802 80 402 301926 -
24. Hedged foreign currency habilities 156,598 68.178 17826 -
25. Exports 1.183.331
26. Impons 5316966

75



{Convenience Translation into English of Consolidated Financial Statements Originally Issued in Turkish - See
Note 34)

EREGLI DEMIR VE CELIiK FABRIKALARI T.A.S. AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

(Amounts are expressed as Turkish Lira (“TRY Thousand") unless otherwise indicated )

NOTE 30 - NATURE AND LEVEL OF RISKS DERIVED FROM FINANCIAL
INSTRUMENTS (cont’d)

Additional information about financial instruments {cont’d)

4] Foreign currency risk management (cont'd)

31 December 2014

TRY TRY EURO Jap. Yen
{Total in {Original {Original (Original
currency) currency) curmency) currency)
l. Trade Receivables 105.778 19.224 30458 7433
2n. Monetary financial assets 382516 370.877 3608 6.603
2b. Non- monetary financial nssets = i - -
3. Other 105 294 105.193 36 .
4. Current assefs (1+2+3) 593.588 495.293 34.103 14.036
5. Trade receivables - - -
6a. Monetary financial assets S - .
6b. Non-monetary financial assets - - - -
7 Other 36.867 31.348 1.956 -
8. Non-current assets (5+6+47) 36,867 31.348 1.956 -
9. Total assets (4+8} 630,455 526.642 36.059% 14036
10. Trade payables 254101 230220 4047 533504
11. Financial liabilities 555.509 426,430 36.904 1203 59
20, Other monetary financial liabilities 633.869 632.972 316 -
12b. Other non-monetary finzncial liabilities 127.120 127.120 - -
13. Current linbilities (10+11+12) 1.570.599 1.416.750 41.267 1.737.160
14. Trade payables - - - -
15. Financial liabilities 35991 166.194 66.750 2183187
16a. Other monetary financial liabilities 483 382 483 582 . .
16b. Other non-monetary financial liabilities - - - .
17. Non-current liabitities (14+15+16) 883.373 649.776 66.750 2.183.187
18. Total liabilities (13+17) 2453972 2.066.525 108.017 3.920.287
19. Net asset/liability position of off-lalance sheet derivative
financial instruments (1 92-19b) (578.049) (335.054) {16.147) -
19a. Off-balance sheet foreign currency derivative financial assets 326618 208.885 41.739
19b. Off-balance sheet foreign cusency derivative fmancial
labilities 904.667 543939 127.886
20, Net foreign currency asset/liability position (9-18+19) (2.401.566) (1.874.938) (158.104)  (3.906.251)
21. Net forcign currency asset/ liakility position of monetary
items (1422+5+6a-10-11-12a-14-15-162) (1.838.558)  (1.549.305) (73.950)  (3.906.251)
22 Farr value of dervative financial instruments used in foreign
currency hedge 66.168 18.717 16.801 -
23 Hedged foreign currency assels 904.667 543.939 127 886 -
24 Hedged foreign currency liabilities 326618 208.885 41.739 -
25 BExports 1370112
26 Impons 3300714
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(Convenience Translation into English of Consolidated Financial Statements Originally Issued in Turkish — See
Note 34)

EREGLI DEMIR VE CELIiK FABRIKALARI T.A.S. AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

(Amounts are expressed as Turkish Lira (“TRY Thousand™) unless otherwise indicated .}

NOTE 30 - NATURE AND LEVEL OF RISKS DERIVED FROM FINANCIAL
INSTRUMENTS (cont’d)

Additional information about financial instruments (cont’d)
(f) Foreign currency risk management (cont’d)

The following table shows the Group's sensitivity to a 10% (+/-) change in the TRY, USD, EURO
and Japanese Yen. 10% is the sensitivity rate used when reporting foreign currency risk internally to
key management personnel and represents management’s assessment of the possible change in
foreign exchange rates.

As of 31 December 2015 asset and liability balances are translated by using the following exchange
rates: TRY 2,9076 = US $ 1,TRY 3,1776 = EUR | and TRY 0,0241= JPY 1 (31 December 2014:
TRY 2,3189=US § I,TRY 2,8207 = EUR | and TRY 0,0193=JPY 1)

Profit/(loss) after capitalization on tangible
assets and before tax and non-controlling interest

Appreciation of Depreciation of
31 December 2015 foreign currency foreign currency
1- TRY net asset/liability (142.106) 142,106
2- Hedged portion from TRY risk {-) 6.818 (6.818)
3- Effect of capitalization (-) = -
4- TRY net effect {1+2+3) (135.288) 135.288
5- US Dollars net asset/liability - -
6- Hedged portion from US Dollars risk (-) - -
7- Effect of capitalization (-) - -
8- US Dollars net effect (5+6+7) - -
9- Euro net asset/liability (8.327) 8.327
10- Hedged portion from Euro risk (-) 8.842 (8.842)
11- Effect of capitalization (-) - -
12- Euro net effect (9+10+11) 515 (515)
13- Jap. Yen net asset/liability (7.040) 7.040
14- Hedged portion from Jap. Yen risk (-) - -
15- Effect of capitalization (-) - -
16- Jap. Yen net effect (13+14+15) (7.040) 7.040
TOTAL (4+8+12+16) {141.813) 141.813

In addition to the Group’s foreign currency sensitivity to a 10% (+/-) change in TRY, TRY 154.606
thousand of income / (TRY (62.935) thousand expense) will occur due to the decrease/ (increase) in
deferred tax base. (31 December 2014: TRY 166.866 thousand income / TRY (56.859 thousand
expense),

7



(Convenience Translation into English of Consolidated Financial Statements Originally Issued in Turkish — See
Note 34)

EREGLIi DEMIR VE CELIK FABRIKALARI T.A.S. AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

(Amounts are expressed as Turkish Lira (*TRY Thousand”) unless otherwise indicated.)

NOTE 30 — NATURE AND LEVEL OF RISKS DERIVED FROM FINANCIAL
INSTRUMENTS (cont’d)

Additional information about financial instruments (cont’d)

()  Foreign currency risk management (cont’d)

Profit/{loss) after capitalization on tangible
assets and before tax and non-controlling interest

Appreciation of Depreciation of
31 December 2014 foreign currency foreign currency
1- TRY net asset/liability {153.988) 153.988
2- Hedged portion from TRY risk (-) 20.889 (20.889)
3- Effect of capitalization (-) - -
4- TRY net effect (1+2+3) (133.099) 133.099
5- US Dollars net asset/liability 64 (64)
6- Hedged portion from US Dollars risk (-) - -
7- Effect of capitalization (-) - &
8- US Dollars net effect (5+6+7) 64 (64)
9- Euro net asset/liability (20.297) 20.297
10- Hedged portion from Euro risk (-) 11.773 (11.773)
11- Effect of capitalization (-) = -
12- Euro net effect (9+10+11) (8.524) 8.524
13- Jap. Yen net asset/liability (8.108) 8.108
14- Hedged portion from Jap. Yen risk {-) - -
13- Effect of capitalization (-) 5 -
16- Jap. Yen net effect (13+14+15) (8.108) 8.108
TOTAL (4+8+12+16) {149.667) 149.667

(g) Interest rate risk management

The majority of the Group's borrowings are based on floating interest rate terms. In order to manage
the exposure to interest rate movements on certain portion of the bank borrowings, the Group uses
interest rate swaps and changes floating rates to fixed rates.

In addition, through the use of deposits in which the Group has a right to claim the accrued interest
when withdrawn before the predetermined maturity, the Group minimizes the interest rate risk by
increasing the share of floating rate denominated assets in its consolidated the balance sheet.

Furthermore, for borrowings denominated in foreign currencies, except for US Dollars, the Group
minimizes its interest rate risk by leveraging in foreign currencies that bear lower interest rate. In
addition, a higher interest rate is applied to the trade receivables with a maturity when compared to
the interest rate exposed for trade payables.
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{Convenience Translation into English of Consolidated Financial Statements Originally Issued in Turkish — See
Note 34)

EREGLI DEMIR VE CELiK FABRIKALARI T.A.S. AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 3| DECEMBER 2015

(Amounts are expressed as Turkish Lira (“TRY Thousand”) unless otherwise indicated.)

NOTE 30 - NATURE AND LEVEL OF RISKS DERIVED FROM FINANCIAL
INSTRUMENTS (cont’d)

Additional information about financial instruments (cont’d)

(2 Interest rate risk management (cont’d)

Interest rate sensitivity

The following sensitivity analysis is based on forecasted interest rate changes for the liabilities
denominated in variable interest rates. The information details the Group’s sensitivity to an
increase/decrease of 0,50% for US Dollars and EURO, 0,25% for Jap.Yen and 1,00% for TRY
denominated interest rates.

Since the principal payments of the loans with floating interest rates are not affected from changes in

interest rates, the risk exposure of the Group loans is measured using a sensitivity analysis instead of a
Value at Risk calculation.

Interest position table

31 December 31 December
2015 2014

Floating interest rate financial instruments
Financial liabilities 2.643.675 2.567.340

For the year round, if the US Doilars, EURO and Jap. Yen denominated interest rates
increase/decrease by 100 base points in TRY, 50 base points in US Deollars and EURO and 25 base
points in Jap.Yen respectively ceteris paribus, the profit before taxation and non-controlling interest
afier considering the effect of capitalization and hedging would be lower/higher TRY 4.088 thousand.

(h)  Liquidity risk management

Ultimate responsibility for liquidity risk management rests with the Board of Directors, which has
built an appropriate liquidity risk management framework for the management of the Group’s short,
medium and fong-term funding and liquidity management requirements. The Group manages liquidity
risk by continuously monitoring forecasted and actual cash flows and matching the maturity profiles
of financial assets and liabilities and maintaining adequate funds and reserves.

Liquidity risk tables
Conservative liquidity risk management includes maintaining sufficient cash, availability of sufficient
amount of borrowings and funds and ability to settle market positions.

The Group manages its funding of actual and forecasted financial obligations by maintaining the
availability of sufficient number of high quality loan providers.

The following table details the Group’s expected maturity for its derivative and non derivative
financial liabilities. Interests which will be paid on borrowings in the future are included in the
relevant columns in the following table.
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{Convenience Translation into English of Consolidated Financial Statements Originally Issued in Turkish — See
Note 34)

EREGLI DEMIR VE CELIK FABRIKALARI T.A.S. AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FCR THE YEAR ENDED 31 DECEMBER 2015

(Amounts are expressed os Turkish Lim ("TRY Thousand”) unless otherwise indicated.)

NOTE 31 - FINANCIAL INSTRUMENTS (FAIR VALUE AND FINANCIAL RISK
MANAGEMENT DISCLOSURES) (cont’d)

Additional information about financial instruments (cont’d)
Categories of the financial instruments and their fair values (cont’d)

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date.

Estimated fair values of financial instruments have been determined by the Group by using available
market information and appropriate valuation methodologies. However, judgement is necessarily
required to interpret market data. Accordingly, estimates presented herein are not necessarily
indicative of the amounts the Group could realise in a current market exchange.

The following methods and assumptions are used to estimate the fair values of financial instruments:
Financial assets

Financial assets that are carried at cost value including cash and cash equivalents are assumed to
reflect their fair values due to their short term nature.

The carrying value of receivables, with related impairments are assumed to reflect their fair values.
Financial liabilities

Fair values of short term borrowings and trade payables are assumed to approximate their carrying

values due to their short term nature.

Fair values of long term financial liabilities are assumed to approximate their carrying values due to
mostly they have floating interest rates and repricing at short term.

Fair value level as of reporting date

31 December 2015 __ Level 1 Level 2 Level 3
Financial assets and liabilities at fair
value through profit/loss
Derivative financial assets 63.744 - 63.744

Derivative financial liabilities (14.100) - (14.100)

Financial assets and liabilities at fair value
through other comprehensive

income/expense

Derivative financial assets 23.265 - 23.265
Derivative financial liabilities (26.750) - (26.750)
Total 46.159 - 46.159
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(Convenience Translation into English of Consolidated Financial Statements Originally Issued in Turkish — See
Note 34)

EREGLI DEMIR VE CELIiK FABRIKALARI T.A.S. AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

(Amounts are expressed as Turkish Lira ("TRY Thousand ™} unless otherwize indicated.)

NOTE 31 - FINANCIAL INSTRUMENTS (FAIR VALUE AND FINANCIAL RISK
MANAGEMENT DISCLOSURES) (cont’d)

Additional information about financial instruments (cont’d)

Financial asset and liabilities at fair value Farr value level as of reporting date
31 December 2014 Level | Level 2 Level 3

Financial assets and liabilities at fair

value through profit/loss

Derivative financial assets 70.572 - 70.572 -
Derivative financial liabilities (16.995) - (16.995) -

Financial assets and liabilities at fair
vallue through other comprehensive

income/expense

Derivative fmancial assets 21.740 - 21.740 -
Derivative financial liabilities (12.940} e (12.940) -
Total 62.377 - 62.377 -

First Level: Quoted (non adjusted) prices in active markets for identical assets or liabilities,

Second Level: Other valuation techniques for which all inputs which have a significant effect on the
recorded fair value are observable, either directly or indirectly.

Third Level: Valuation techniques which use inputs which have a significant effect on the recorded
fair value that are not based on observable market data.

NOTE 32 - SUBSEQUENT EVENTS

A letter of intent was signed for a 50:50 partnership with the German technology company The Linde
Group in order to establish a new air separation unit in Iskenderun that will supply the additional
industrial gases required for our subsidiary {sdemir's production and to reduce the costs with an
effective and efficient management. With this new unit to start its operations in less than 20 months
thanks to this agreement, which is the first international joint venture of Erdemir Group in its 50-years
of history, isdemir's oxygen production capacity and nitrogen production capacity will increase by
14% and 45%, respectively.
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(Convenience Translation into English of Consolidated Financial Statements Originally Issued in Turkish - See
Note 34)

EREGLI DEMIR VE CELiK FABRIKALARI T.A.S. AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

(Amounts are expressed as Turkish Lira (“TRY Thousand™) unless otherwise indicated.)

NOTE 33 - ADDITIONAL INFORMATION FOR CASH FLOW STATEMENTS

Details of changes in working capital for the periods between 1 January - 31 December 2015 and 1
January - 31 December 2014 are as follows:

1 January- 1 January-

31 December 2015 31 December 2014

Current trade receivables 570.000 102.712
Inventories 829.687 412.375
Other short term receivables / current assets 17.518 (58)
Other long term receivables / non current assets 46.164 28.129
Current trade payables 58.614 (130.540)
Other short term payables / liabilities (78.333) 30.885
Other long term payables / liabilities (8.554) 10.472
1.435.096 453.975

NOTE 34 - OTHER ISSUES AFFECTING THE CONSOLIDATED FINANCIAL
STATEMENTS MATERIALLY OR THOSE REQUIRED TO BE DISCLOSED FOR A
CLEAR, UNDERSTANDABLE AND INTERPRETABLE PRESENTATION

Convenience translation to English:

As at December 31, 2015, the accounting principles described in Note 2 (defined as Turkish
Accounting Standards/Turkish Financial Reporting Standards) to the accompanying financial
statements differ from International Financial Reporting Standards (“IFRS™) issued by the
International Accounting Standards Board with respect to the application of inflation accounting,
certain reclassifications and also for certain disclosures requirement of the POA/CMB. Accordingly,
the accompanying financial statements are not intended to present the financial position and results of
operations in accordance with [FRS.



